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PEDRO C. ORTIZ LEDEE
CERTIFIED PUBLIC ACCOUNTAM

I}IDEPEI\DENT AI'DITOR'S RNPORT

To the Hodorable Mayor aad
Members of the Municipal L€islature
Municipality of Santr Isabel, Puerto Rico

Report on the Financial Statements

I have audited the ac.ompaiying financial statements of each major fund, and the aggegate remaiDing
fund information ofthe Municipality of Santa Isabel, Puerto Rico (Municipality), as of and for the fiscal
year eflded June 30, 2014, and the related noGs to the financial statements. I was engaged to audit the
financial statements ofthe govemmental activities. These financial statements collectively comprise the
Municipality's basic financial statements as listed in the table of contents.

Manasement's Respopsibilitv for theFinsncirl Slatements

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

Auditor's Responsibilitv

My responsibility is to express opinions on thes€ financial statements based on my audit. I conducted my
audit in accordance with auditing standards genemlly accepted in the United States of America and the
standards applicable to financial audits contained il Government Axtditing Starrdalds, issued by the
Comptroller General of the United Srates. Those stardards require that I plan and perform the audit to
obtain reasonable assurance about whether the financial stalements arc free ftom material misstatement.
Because of the matter described in the "Basis for Disclaimer of Opinion on Govemmental Activities"
paraglaph, however, I was not able to obtain sufficient appropriate audit evidence to provide a basis for
an audit opinion on lhe govemmental a$iviries.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on th€ auditor's judgment, including the
assessment ofthe risk ofmaterial misstatement ofthe financial statements, whether due to ftaud oferror.
In making those risk assessments, the auditor considers intemal conhol relevant to the en ty's preparation
and fair presentation ofthe financial stalements in order to design audit procedures that are appropdate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's
intemal cotrtrol. Accordingly, I express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting estimates
made by management, as well as evaluating the ovemll presentation ofthe financial statements.

I believe that the audit evidence I have obtained is sumcient and appropriate to provide a basis for my
audit opinions.

P.O, Box 352, Palmer Street, No. 66 North, cuayana, P.R" 00785
Tel, (787) 86+5{$ - lrr OaA 864-55m - cpapedrcc@hotmailcom



INDEPEIIDENT AUDITOR'S RXPORT (CONTI}IUI]D)

Basis for I)isclaimer of Opinion otr Goyernmental Activities

The Municipality did not maintain a complete, updated and accurare capital assets subsidiary ledger, in
order to obtain sufficient and competent evidential matter related to the capital assets reported in the
accompanying statement of net position for $21,618,969, net of acaumu lated deFeciation of$10,740,158.
The Municipality's records do nor pemit the application ofother auditing procedures to the capital assets.

Disclaimer ofOpitrion

Because of the significance of the matter descdbed in the "Basis for Disclaimer of Opinion on
Government Activities" pamgraph, I have not been able to obtain sufficient appropriate audit evidence to
provide a basis for an audit opinion on the govemrnental activities. Accordingty, I do not express, an
opinion on the financial position ofthe govemmental activities ofthe Municipality ar June 30,2014, or
the chaages in financial position, thereof for the year then ended.

Basis for Oualified Opinion on the General Fund. the State Leeblrtive Joint Resolutiotrs Fupd and
the aggregate remaninq fuud

The MunicipaliO, did not maintain adequate accounting rccords ofthe interfund cash tmnsactions ard the
corresponding due from and due to account balances. I was unable to obtain sufficient evidence to suppot
and satisry myself about the amount of $2,325,134, recorded in the interfund balances of the General
Fund, the State Legislative Joint Resolutions Fund and the agg.egate remaining flrnd in the balance sheet.

Oualified Opitriop

ln my opinion, except for the possible eflects of the matters discussed in the "Basis for Qualified Opinion
on the Geneml Fund, the State Legislative Joint Resolutions Fund and the aggregate remaining fund"
paragmph, the financial statements refened to abov€ present fairly, in all material respects, the financial
position of the General Fund, the State Legislative Joint Resolutions Fund and the aggegate remaining
fund of the Municipality, as of June 30, 20 I 4, and the changes in financial position thereof for the fiscal
year then ended in accordance with accounting principles generally accepted in the United States of
America.

Uamodified Ooinions

In my opinion, the financial statements rcferred to above present fairly, in all material rcspects, the
respective financial position of the Municipal Medical Center and the Debt Service Fund as of June 30,
2014, and the respective changes in financial position thereof for the fiscal year then ended in accordance
with accounting principles generally accepted in the United States of America.

Emphasis of Matter

As discussed in Note 13 to the fina.cial statements, in 2011, the Municipaliry entered an Administrative
Order on Consent (Docket No, RCRA-02-201 l -7303) with the United States Enviroflnental Prorection
Agency (EPA). The Municipality shall perform the actions required by this Order and comply with its
provisions, which includes the permanent closure ofthe entire landfill no later than December 31, 2013.
The Municipality have an obligation under this Order on Consent to comply with any requiremenr, term,
or condition, set forth in or required by this Order, and is subject to penalties for failure to comply. My
opinion is not modified with respect to this matter.



II\DEPf, NDf, NT ATIDITOR'S RXPORT (CONTII\IJED)

Other Matters

Reqwld Slpplgaerlsti !41b!ad a

Accounting principles generally accepted in the United States ofAmerica require that the management's
discussion and analysis and budgetary compa.ison information on pages 5 through 16 and 74 through 76
be presente.d to supplement the basic financial statements. Such information, although not a part of the
basic fmancial statements, is required by the Govemmental Accounting Standards Boad, who considers
it to be an essential part of financial reporting for placing the basic financial statements in an approp ate

operational, economic, or histo.ical context. I have applied certain limited procedures to the rcquired
supplementary information in accordance with auditing standards generally accepted in fte United States
ofAmerica, which consisted ofinquiies of management about the methods of preparing the information
and comparing the information for consistency with management's responses to my inquiries, the basic
financial statements, and other knowledge I obtained during my audit ofthe basic financial statements. I
do not express an opinion or provide any assurance on $e information because the limited procedures do
not provide us with sufficient evidence to express an opinion or provide any assumnce.

Other Iniorrufiion

My audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Municipality's basic financial statements. The Schedule of Expenditures ofFederal Awards
is presented for purposes of additional analysis as required by U.S. Office of Malagement and Budget
Circi]Jar A,-133. Audits of States, Local Govemments, and Non- PtuJit Orgdnizations, and is also not a
re4uired part ofthe financial statements. Because ofthe significance ofthe matter described in the "Basis
for Disclaimer of Opinion on Govemmental Activities" paragraph, it is inappropriate to and I do not
exprcss an opinion on the supplementary infomation referred to above.

Other Reportitre Required tw Govemment Auditins Standards

In accordance with Goyernment Auditing Standards, I have also issued my report dated October 25, 2015,
on my considemtion ofthe Municipality's internal control over financial reporting and on my tests of its
compliance with certain provisions of laws, rcgulations, contracts, and grant ag.eements and other
mattels. The purpose of that report is to describe the scope of my testing of intemal conhol over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the intemal
contol over lmancial repofiing or on compliance. That report is an integml part ofan audit performed irl
accordance with Goyernment Auditing Standatfu in considering Municipality's intemal control over
financial reporting and compliance.
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"Tflxi3L:*lll"iii"ilH#iili;Management,s Discussion and Analysis
Fiscal Year Ended June 30, 2014

As management of the Municipality of Santa Isabel (the Municipality), we offer readers the following discussion and
analysis ofthe Municipality's financiai activities rcported in the accompanying basic financial statements as of and for lhe
fiscalyear ended June 30, 2014. We encourage readers to consider the information presented here in conjunction with
additional information that is fumished in the accompanying financial statements, which follow this narrative.

Besides, this d@ument includes comparative data with prior year as this information was available for the fiscal year
ended on June 30, 2013. This MD&A is prepared in order to comply with the dispositions established in the
Govemmental Accounting Standards Board (GASB) Statement No. 34, "Basic Financial Statements and Managefient's
Discltssiorl dnd Analysis-fot State and Local Govemments and, amonlother purposes, to provide the financial statements
users with lhe following major informarion:

o a broader basis in focusing important issues;

r acknowledgement ofan overview ofthe Municipality's financial activities;

o provides for ar evaluation of its financial condition as of the end of fiscal y€ar 20 I 3-20 I 4 compared with prior year
results;

. identification ofuses offunds in the financing ofthe Municipality,s variety ofactivities and;

. asses management's ability to handle budgetary firnctions.

FINANCIA,L HIGM,IGHTS

Govemmeltwide High lig hts:

. The Municipalit's total assets amounted to $31,245,877 at June 30,2014, ofwhich $21,618,969 consisr of capital
assets (net of accumulated depreciation and amortization of 910,740,158), $2,466,545 consist of cash and cash
equivalents, $6,338,597 consist of cash with fiscal agent (which are restricted principally for capital projects and debt
sewice) and $821,766 consist of accounrs receivable.

r The Municipality's total liabilities amounted ro $36,260,608 at June 30, 2014, of which $1,414,633 consist of
accounts payable and accrued liabilities, $1,702,078 consist of inrergovemmental payables, $434,640 consist of
accrued interest payable on long-tem debt, $1,586,800 consist of uneamed revenues, $23,639,500 consist of bonds
and notes payable, $1,082,832 consist of accrued compensated absences, $863,585 consist of notes payable to the
Municipal Revenue Collection Center (CRM, by its Spanish acronyns), $140,992 consist of acqued ckistmas
bonus, and $5,289,600 consist of estimated landfill closure and post closure care costs.

. The Municipality's total liabilities exceeded its assets (net liabilities) by ($5,014,731) aj June 30,20t4.

r The Municipality's total revenues amolmted ro $18,t91,524 for the fiscal year ended June 30,2014, of which
$8,508,872 arose ftom taxes, $8,007,389 arose from intergovemmental grants and contributions, and $1,675,263
arose ftom charges from services, miscellaneous revenues and interest on deposits.



MUNICIPALITY oF SANTA ISABEL,
CoMMoNVEALTH or PUERTo tuco

Management's Discussion and Analysis
Fiscal Year Ended June 30. 20 I 4

The Municipality's total expenses amounted to $19,806,93t for the fiscal year ended June 30,2014, of which
$13,029,701 where incured in providing dircct se ices and benefits to citizens in relation to urban and economic
development, health and sanitation, public safety, welfare and housing assistance and, culture, refieation and
education- In addition, the Municipality incurred in $987,354 of its total expenses, in interests related to its long-tem
obligations, and $5,790,006 in geneml govemment activities to support the Municipality's functions and progams.
The Municipality's total expenses include depreciation and amorization of capital assets in the amount of$967,404
for the fiscal year ended June 30, 2014.

The Municipality's total net position decreased by $1,615,407 during the fiscal year ended June 30, 2014.

Govemmental Funds' Itighlights :

. The total fund balances of govemmental funds amounted to $3,560,323 at June 30, 2014, which are resticted for
capital proje.ts, debt service and other specific purposes.

. The govemmental funds presented an unassigned fund deficit of($4,552,010).

. The fund balances ofgovemmental firnds increased by $26,029 dudng the fiscal year ended June 30, 2014.

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS

The purpose of financial reporting is to provide extemal userc of basic financial statements with information that will help
them to make decisions or draw conclusions about the Municipality. There are many extemal parties that use the basic
financial statements ofthe Municipaliry: however, these parties do not always have the same specific objectives. lu order
to address the needs of as many parties as rcasonably possible, the Municipality, in accordance with required financial
reporting standards, presents this Management's Discussion and Analysis (MD&A) as an introduction to the
accompanying basic financial statements. This narrative represents an ovewiew and analysis ofthe financial activities of
the Municipality for the fiscal year ended June 30, 2014. Because this MD&A is designed to focus on the current year
activities, resulting changes and curre tly known facts, we encoumge readen to consider the information presented in this
MD&A in conju.ction with the additional information fumished in the accompanying basic financial statements.

The Municipality's basic finaacial statements include three components: (1) govemment-wide fmancial statements
(GWFS), (2) fiud financial statements (FFS), and (3) notes to the basic financial statements (NBFS). This report also
contains additional rcqui.ed information in addition to the basic financial statements themselves. These components are
described below.

The basic financial statements focus oni (1) the Municipaliry as a whole (govemment-wide financial reporting) an4 (2)
the Municipality's major individual govemmental funds. Both perspectives allow the users to addrcss relevant questions,
broaden a basis for comparison (year to year or govemment to govemment) and enhance the Municipality's
accountability. The components ofthe basic financial statements are described below:
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MI,,NICIPALITY oF SANTA ISABEL,
CoMMoiYwf,ALTH oF PUERTo IIIco

Management's Discussion and Analysis
Fiscal Year Ended June 30- 2014

Goyernment-Wide Fitrarcial Statemetrts

The GWIS are composed of: (l) the statements of net position (SNP) and (2) the sratement ofactivities (SA). These
financial statements can be found immediately following this MD&A. GWFS arc designed ro provide readers with a
broad overview ofthe Municipality's operations as a whole in a manner similar to private-sector businesses. These
statements prcvide short-term and long-term infomation about the Municipality's financial position, which assist the
Municipality's management to detemine the economic condition at June 30,2014. The GWFS are prepared using
methods that are similar to those use.d by most private businesses.

Both of the govemmenFwide financial statements distinguish functions of the Municipaliry that are principally
supported by taxes and intergovemmental activilies leovemmmtal actirir"s) from other functions that are intended to
recover all or a significant portion oftheir costs thmugh user fees and charges (busi ess-We acti'ities).

1. Ststement of Net Position

The purpose of SNP is to attempt to report all ass€ts owned and all liabilities owed by the Municipality. The
Muflicipality reports of a]l of its assets when it acquires ownership over t]e assets and reports all of its liabilities
when they are incuned. For example, the Municipality reports buildings and infrastmcture as assets, even though
they ar€ not available to pay the obligations incuned by the Municipality. On the other hand, the Municipality
reports liabilities, such as claims and judgments, bonds and nores payable, obligations under capital leases,
compensated absences and certain accounts payable and accrued liabilities, even though these liabilities might not
be paid until several fiscal yeam into the future.

The difference between the Municipality's total assets and total liabilities reported in SNP is prcsented as r,e/
position, which is similar to the total owners' equity reported by a commercial enterprise in its financial
statements. Although the pupose ofthe Municipality is not to accumulate net position, as this amount increases
or deseases over time, such amount represents a useful indicator of whether the financial position of the
Municipality is either improving or deteriorating, respectively.

2. Statement of Activities

The SA presents information showing how the Municipality's .et posit;on changed duing the fiscal year ended
June 30, 2014, by preselting all ofthe Municipality's revenues and expenses. As previously discussed, the items
reported in SA are measured in a manner similar to the approach used by a commercial enterprise in that revenues
are recognized when eamed or established criteria are satisfied, and expenses are recorded when incurred by the
Municipality- Consequently, revenues are reported even when they may not be collected for several months after
the end ofthe fiscal year and expenses are rccorded even though they may not have used cash during the current
year.

Although SA looks different from a commercial enterprise's income statement, the difference is only in fomat,
not substance. Wlereas the bottom line in a connnercial enterprise represents its net income, the Municipality
reports an amount descitrd as et chonge in net posiliorr, which is essentially the same concept.
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MUNICIPALITY OF SANTA ISABEL,
CoMMoNITALTH oF PUERTo IUCo

Management's Discussion and Analysis
Fiscal Year Ended June 30- 2014

The focus of SA is on the ,e/ cor, of various activities provided by the Municipalify. The statement begins with a
column that identifies the cost of each of the Municipality's major firnctions. Another column identifies the
revenues t}lat are specifically .elated to the classified govemmental functions. The difference between the
expenses and revenues related to specific functions/prograrns identifies the extent to which each functiofl of the
Municipality draws liom general revenues or is self-financing through fees, intergovemmental aid, and other
sources of resources

This statement also preserts a comparison between direct expenses and progmm revenues for each function of the
Municipality.

GWFS and FFS preseDt all of the Municipality's govemmental activities, which are suppofted mosdy by taxes,
intergovemnental revenues (such as federal and state grants and contributions), and charge for services. All services
normally associated with the Municipality fall inro this category including cultue, rccreation and education; general
govemment; health and sanitatioq public safety; welfare and housing assistance; and urban and economic
development.

Fund Financial Statements

The Municipality's FFS consist of: (1) the balance sheet - govemmental funds and (2) the statement of rcvenues,
expenditures and changes in fund balances govemmental funds. These financial statements report the firancial
position, the results of opemtions ofthe Municipality's govemmental funds, with an emphasis on the Municipality's
major governmental firnds.

A fund is a grouping of related accounts that is used to maintain control over rcsources that have b€en segregated for
specific activities or objectives. The Municipality, like most other state and local govemments, uses fund accounting
to ensu.e and demonstrate compliance with finance-related legal requirements. Each fund is considered an
indep€ndent fiscal entity accounted for within a set ofself-balancing accounts that comprise its assets, liabilities, fund
equity, revenue, and expenditues. Fund accounting segregates funds according to their intended purpose and is used
to aid manag€ment in demonstrating compliance with legal, financial and contractual prcvisions. All ofthe funds of
the Municipality car be divided into two categories: govemmental funds and prcprietary funds.

1. GoYemmental funds

Gove.trmental funds are used to account for most ofthe servic€s provided by the Municipality. These fuflds are
used to account for essentially the same functions report€d as governmental activities in the GWFS. Unlike
GWFS, the focus of governmental funds in the FFS is directed to specific activities ofthe Municipality rather than
the Municipality as a whole; therefore, govemmental funds in FFS report the Municipality's operations in morc
detail than the GWFS.

Govemmental funds in FFS provide a detailed short-term view of the Municipality's finances that assist in
detemining whether there will be adeqMte financial resources available to meet the current needs of the
Municipality, which is, evaluating the Municipality's near-term financing requirements. For financial reporting
purposes, the Municipality classifies its govemmental funds within the follo*ing O?es: (1) general fund, (2) debt
service fund, (3) special revenue funds, (4) capital projects tunds and (5) permanent funds.
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MUNICIPALITY oF SANTA ISABEL,
CoMMoNYTALTH oF PUERTo ITCo

Management's Discussion and Analysis
Fiscal Year Ended June 30- 2014

Govemmental funds FFS are prepared orl an accounting basis that is significantly different from that used to
prepare GWIS. In general, govemmental funds FFS focus on near,term inflows and outflows of expendable
financial resources, consequently, they measure and account for cash and other assets that can easily be converted
to cash. For example, amounts reported on the balance sheet include capital assets within a very short period of
time, but do not include capital assets such as land aad buildings. Governrnental fund liabilities geflerally include
arnounts that normally are going to be paid within a short period after the end ofthe fiscal yea.. The difference
between a fimd's total assets and total liabilities is reported as the firnd balanc€ or deficit, alrd generally indicates
the amount that can be used to finance the next fiscal year's activities. Likewise, the operating statement for
goverDmental funds reports only those revenues and expelditures that wer€ collected in cash or paid with cash,
respectively, during the cu.rent fiscal year or very shortly after the end ofthe fiscal year.

Because the focus ofgovemmental funds FFS is narrower than that ofthe GWIS, it is useful to compare the fund
information presented fol gover nental funds with similar information presented for govemmental activities in
the GWFS. By doing so, readers may better understand the long-term impact of the Municipality's near-term
finaacial decisions. Both the govemmental funds' balance sheet and the govemmental funds' statement of
revenues, expenditures and changes in fund balances provide a reconciliation to facilitate the comparison between
govemmental funds and the govemmental activities repo.ted in the govemment-wide financial statements.

The Municipality has fou. major govemmental funds. Each major fund is presented in a separate column in the
balance sheet - govemmental funds and the statement ofrcvenues, expenditures and changes in fund balaices
governmental funds. The four major governmental funds ar€: (1) general fund, (2) state legislative johr
resolutions firnd, (3) municipal medical center fund and (4) debt service fund.

Not€s to Basic FiDancial Statements

The NBFS provide additional information that is essential for a full understanding ofthe data provided in the GWFS
and FFS. Tte NBFS can be found immediately following the basic financial statements.

Other Supplementrry Informatiotr

The basic financial statements are followed by a section of other supplementary information consisting of budgetary
comparison schedule - general fund.
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Ma{agement's Discussion and Analysis
Fiscal Year Ended June 30,2014

FINANCIAL AI{AIYS6 OI' GOVf,RIIMENT-WIDE FINAI'CIAL STATEMENTS

The Municipality's ovemll financial position and operations at June 30, 2014 and 2013 are surnmarized as follows, based

on the infomation included in the accompanying statement ofnet position:

Governmental activities Chanse
2014 201.]

Capital assels. net

Liabitties:
Curent liabilities, excludinS
long-!€rm obligations

Long-€rm obligations:

Due *ithin one yed

Dle aier one year

Total liabilities

$ 9,626,908 S 9,509,115

21,618,969 22,413,445

s 1l?,793 20/,

1794.436\ (4v.',J

3t.245.87',7 31,922,520 (616,643) lzv.)

5,244.099 4,867,892

2,310,644 3.228.691

28,705,865 27.225,261

116207 80/.

(918,047) (28./,)

1.480,604 5%

36.260.608 35.321.844

Invested i.luoital assets, net of 15,80t.049 16.567 ,699

7,836.414 8.053,770

{28,659.254) (28,420,793)

938.764 (t5Y")

(759.650) (so )

(2t7.296) (3?/t

(638.461) 3%

$(5,014.731) $(3,399,324) $0,615,407) (5v;)

At June 30, 2014, the Municipality's current assets, amounting to $9,626,908 are mainly composed of restricted and

unrestricted cash and cash equivalents ($2,466,545), restricted cash with fiscal agent ($6,338,597), sales tax receivable
($381,062), and reshicted and unrestricted intergovemmenlal grants and contributions receivable ($254,907).

The restricted cash represents resources legally designated for: (l) the pa,'ment of debt service, (2) the acquisition,
construction and improvement of major capital assets, and (3) the operations of federally and state funded grant prcgrams.

Resaict€d cash also consists ofunspent prcceeds ofbonds issued for acquisition, construction and imprcvement ofmajor
capital assets, and to pay operational debts.

The Municipality's non-curent assets, a.rnounting to $21,618,969 at June 30, 2014, are composed ofcapital assets, with a

cosr basis of $32,359,127, which aie reported net of accumulated depreciation and amortization of$10,740,158.

l0
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Management's Discussion and Analysis
Fiscal Year Ended June 30, 20 I 4

At June 30, 2014, the Municipality's current liabilities (excluding curent portion of long-term liabilities) amounting to

$5,244,099 are mainly composed of uneamed revenues ($1,586,800), accounts payable and accrued liabilities
($1,520,581), and intergovemmental payables ($1,702,078). Uneamed revenues principaliy consist of municipal license

taxes and intergovemmental grants and contributions related to state and federally funded grant programs.

The Municipality's non-cunent liabilities, amounting to $31,016,509 at June 30, 2014, are mainly composed of cment
portion ($793,000 and $1,517,644) and the portion due after one year of bonds and notes payable ($28,705,865).

As noted earliet net position may serve over time as a useful indicator of the Municipality's financial positioo. The

liabilities of the Municipality exceeded assets by ($5,014,731) at June 30,2014 The most significant portion of Det

position ($15,808,049) reflects the Municipality's investment in capital assets (e.g. land, buildings, machinery equipment,

fumiture, fixtures, infrastructure, etc.), net of all related debt still outstanding that was issued to acquile, construct or
improve those assets. The Municipality uses these capital assets to provide seruices to its citizensj consequently, these

assets are not available for futuI€ spending. Although the Municipality's investment in capital assets is reported net ofthe
outstanding related debt, the rcsources needed to repay that debt must be provided by other sources, since capital assets

cannot be used to liquidate these liabilities.

Another signi{icant portion of net position at June 30, 2014, .epresents resowces that are restricted for debt se*ice
payments ($4,926,908) and for other specified purposes ($2,909,566).

The rcmaining component oftotal net position consists of unrestricted net liabilities amounting to ($28,659,254) at June

30, 2014. These unrestricted net liabilities are the consequence ofprcvious budgets that did not provide sufficient funding

for incurred long-term obligations, such as bonds and notes payable, compensated absences, etc. Historically, a

significant portion of such obligations has been budgeted on a pay-as-you-go basis

The total net position of the Municipality decreased by ($1,615,407) for the fiscal year ended June 30,2014. Such

decrease is due to the excess of total expenses ($19,806,931) over total revenues ($18,191,524), including depreciation

and amortization of capital assets of($967,404), for the fiscal year ended June 30,2014.

This Space Has Been Inlenlionolly Lefi Blan*
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MUNICIPALITY oT SANTA ISABEL,
COMMONWEALTH OT PUERTO II]CO

\- Management's Discussion and Analysis
Fiscal Year Ended June 30,2014

The following is a condensed presentation of the Municipality's results of operations as reported in the statement of
actrvities for the fiscal years ended June 30, 2014 and 2013:

Pogmjpqific oDentins 8!dts dd

Pmgrm{peilic epi.l glars md mnhbutions

Tolal proe@ ftvenB

CoDsnucti@ qcBe d6

Un@siid.d Etuts ud ontributrons

oihd s€nml mdus (vdious souc,

Tolal gme6l Evaues

uban dd ddofric delelopment

Cul@, Ereatio. ad edu€tion

w.lfarc ad housing dsisl,ne

hteen on longrem obli8aies

N.l i,.@. ideEs) ir let Dosnio.

N€t pos iotr' at begi.dng ol fBdl yar

Nd p6irioq .r sd of f@l ya.

t 1,956,531

1,275,631

I r.128,441 $ 828.090

(1,159,973)

74yo

(@v0

(48v,)-lia;-
---t!:!e!-

3,635,3r5

1.653.6J5

448,',725

2.77t.197

5,23t,412

399,637

5,443,924

rt92,285

614,925

2,44A,028

5,148,330

412935

_-!t249_

t6t.350 tt%

(166200) (tv"J

83,082 t /o

(13,353) l1v,)

14,119,916

_-]-CJ-:!?L

543.302

4.539.981

1,160,942

506,855

-)249J-
19,515331

6,?01,803

3,135,140

1,635,516

633,362

463,4!$ (2Vo)

_l!!12!zl (40el.)

(91r,797) 04r/e)

0,856,649) (23v4

(r9tp52) (%vl

2904j65 t1a%

(395,748) 125v,)

(126.507) l2@/,)

83.374 9%

re,306,er _--_2gi9g4l 1493.e14) 7e%

o615,407) (735,414)

(3.39J24) (2.613,9101

$(5pr4J3D W3rr3',r4)

(819,993) t20%)

(785,414) 3A%

$0,615,407) (9@/4

As previously mentioned, tlle Municipality's total net position decreased by ($1,615,407) during the current fiscal year.

Approximately 47% ($8,508,872) of the Municipality's total revenues for the curent fiscal year carne from property,

municipal license, coflstruction excise and sales and use taxes, while 44% ($8,007,389) resulted liom restricted and

umestricted capital and opeiating grants and contributions. Charges for services and other revenues, arnomting to

$1,675,263, provided 90% ofthe total revenues for the current fiscal year.
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MUNICIPALITY Of SANTA ISABf,L,
CoMMoNWEALTH oF PUERTo ITCo

Management's Discussion and Analysis
Fiscal Year Ended June 30, 2014

The Municipality's expenses cover a wide range ofservices. The largest expenses ofthe Municipality for lhe fiscal year
ended June 30, 2014 were related to: (l) geneml administrativ€ and operating costs ($5,790,006), which were classified as
"general govemment" and accounted for 29o% of total expenses, (2) welfare and housing assistance ($506,855), which
accounted for 3oZ of total expenses, (3) health and sanitation ($4,539,981), which accounted for 23% oftotal expenses, (4)
urban and economic development ($6,278,491), which accounted for 32% oftotal expenses, (5) public safety ($543,302),
which accounted for 3% oftotal expenses, (6) culture, recreation and education ($1,160,942), which accounted for 6% of
total exp€nses, and (7) interest on lory-term obligations ($987,354), which accounted for 5% of total expenses. These
expenses include depreciation of capital assets and defened charges in the amount of $967,404, for the fiscal year ended
June 30,2014.

FINANCIAL ANALYSIS OF GOVERNMENTAL ACTI!'ITIES

Analysis of Fi o" cial Poririor, oJ Governmental Funds

As discussed earlier, the Municipality uses fund accounting to ensure and demonstrate compliance wiih finance-rclated
legal requirements. The focus of the Municipality's govemmental funds is to provide information on near-term inflows,
outflows, and balances of expendable resources. Such information is useful in assessing the Municipality's compliance
with finance-related legal requirements. Specifically, unreserved fund balance may serve as a usefirl measure of the
Municipality's net resources available for spending at &e end ofthe fiscal year.

At June 30, 2014, the total assets of govemmental tunds amounted to $11,952,042, which consisted oi (1) cash and cash
equivalents of $2,466,545; (2) cash in fiscal agent of $6,338,597; (3) Due fiom other tunds of $2,325,134, and; (4)
property, construction excise and sales taxes, intergovemmental, accrued interests and other receivables of $821,766.
Such assets include cash, cash equivalents afld receivables that are principalty used for debt service, capital proiects and
other specifi c purposes.

At June 30, 2014, the total liabilities of governmental funds arnounted to $8,326,233, which consisted oi (1) uneamed
revenues of $1,586,800; (2) accounts payable and accrued liabilities of $1,520,581; (3) intergovemmental accounts
payable of $1,702,078; (4) Due to other funds of $2,325,134, and; (5) matured bonds and intercsts due and payable of
$1,191,640.

At Jurle 30, 2014, the total deferred inflows ofresources of govemmental funds amounted to $65,486, which consisted of
unavailable revenues.

The total fund balances ofgovemmental funds amounted to $3,560,323 at June 30, 2014, which are restricted for capital
projects, debt service and other specific purposes. The fund balances ofgovemmental funds increased by $26,029 during
the fiscal year ended June 30, 2014.
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MUNTCI"ALITY oT SANTA ISABEL,
COMMoNWEALTH oF PUf,RTo ITICo

Management's Discussion and Analysis
Fiscal Year Ended June 30,2014

The following table presents the condensed financial position of govemmental funds at June 30, 2014 and 2013:

2014 2013

Asse$:
Total assets - major govemmental funds
Total assets - other govemmental funds

Combined total assets

Liabilitias:
Total liabilities - major govemmental firnds

Total liabilities - other govemmental firnds

Combined total liabilities

Delened InJlows of RcsourPs:
Total liabilities - major govemmental fiuds
Total liabilities - other govemmental funds

Combined total deferred inflows ofresources

Fund balances (delicils) :
Restricted, Committed or Assigned - Major

Funds
Restricted, Committed or Assigned - Other

Funds
Unassimed

Combined total fund balances

Tolal lit bililies and fund balances

BI]DGETARY EIGELIGETS

a) Geneml Fund

$ 10,272.942

1,679,100

$ 10,897,527

1,28',7,726

11,952,042 t2,t85,253

7,574,991
'751,242

7,300,969

989,061

8,326,2)3 8,280,030

65,486 360,929

65,486 360,929

3,560,323

$ l1,952,042

7,t84,475

927,858

(4,5s2,010)

8,320,331

298,66s

(5,084,'702)

3,534,294

$ 12,18s,253

The original budget ofthe geneml fund for the fiscal year ended June 30, 2014 amounted to $12,229,151. The f:fllal
budget ofthe general firnd for the fiscal year ended June 30, 2014 amounted to $13,351,961. Over the course of the
fiscal year, the Municipality revised the GF's budget in order to include increases and decreases in expenditures. The
laws ald regulations ofthe Commonwealth mandate a balanced budget.
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MUNICIPALITY oT SA\.TA ISABEL,
CoMMoi\T EALTH oF PUERTo RICO

Management's Discussion and Analysis
Fiscal Year Ended June 30,2014

The total actual revenues (budgetary basis) of lhe general fund for the fiscal year ended June 30, 2014 werc
$12,206,896, which is $22,255 Iower than the budgeted revenues. In addition, the total actual €xpenditues
(budgetary basis) ofthe general fund for the fiscal year ended June 30, 2014 we.e $12,058,202, which is $1,293,759
less than the budgeted expenditures.

The most significant f'luctuations in actual rcvenues occurred in property and construction excise ta,res, which had

actual rcvenues that werc $625,895 and 406,2'75 lower than budgeted, while actual revenues in municipal license
taxes, charge for services, intergovemmental grants and contributions and miscellaneous exceded budgeted revenues

by $271,283, $208,140, $171,668 and $207,176, respectivelly.

Also, the most significant fluctuations in actual expenditues occuned in general govemment and urban and

economic development, which had actual expenditures that were $278,601 and $716,479 less than budgeted,

respectivel ly.

CA"ITAI ASSETS AND DEBT ADMINISTRATION

Capital Assels

The Municipality has invested $32,359,127 in capital assets used in govemmental activities, which have an

accumulated depreciation and amortization of$10,740,158 at June 30,2014. The n€t capital ass€ts of governmental

activities decreased by $794,436 during the current fiscal year due to the cunent fiscal year's capital additions
($172,968), which werc totally offset by the depreciation and amortization expense ($96?,404), and capital assets

disposal ($16,775) for the same period.

Debt AdrBinistration

The Municipality finances a significant portion of its conshrction activities through bond and note issuances, and

through state and federal grants. The proceeds fiom bond issuances designated for construction activities are

committed in its entirety for such purposes and cannot be used for any other puposes.

At June 30, 2014, the Municipality's total bonded debt amounted to $23,639,500, consisting ofbonds payable. Such

debt is backed by the full faith and credit ofthe Municipality. The following is a summary ofthe debt activity for the
fiscal year ended June 30, 2014.

. Bonds payable decreased by ($793,000) by the effect of total principal pa),rnents on bonds made during the

current fiscal year.

The Municipality has also certain outstanding notes payable due to CRIM ($863,585). Such notes payable inmeased

by $2,603 during the current fiscal year due to the net efect of new issuance ($36,296) and principal payments
($33,693) made during the same period.

e)

b)
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MI'NICIPALITY OF SANTA ISABEL,\- ,f*Hfi#S#,,'I:ffihx3,
Fiscal Year Ended June 30, 2014

. Furthermore, the Municipality has estimated lhe landfill closure and post closue care costs in apFoximately

$5,289,600.

RXQUf, ST TOR INTORMATION

This finarcial report is designed to provide a geneal overview of the Municipality's finances for all ofthe Municipaliry's
citizens, taxpaye$, custromers, investoE and creditors. This financial report seeks to demonstrate the Municipality's
accolntability foi the money it rcceives. Questions conceming any of the infonnation provided ill this report or requests

for additional information should be addrossed to lhe Municipality of Santa Isabel, Deparhnent ofFinance.
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Corrmonnealth of Puerto Rico
Municipality of Santa Isabel

Statement of Net Position

Jrme 30,2014

Assets
Curclt assets:

Cash in cornnercial banks

Cash with ftcal agent

Acco{tm receivabb, net of albvr'arrce for doubtful accomts:

Property taxes

Intergovernrnental

sales tax
Cooslnrctbn excise taxes

Interest
Mbcelhneous

Total current assets

NoDcurcut assels:
Capiltal assets, net of accurnuhted deprechtion and

amdiation of $10,740,158

Total noncurrent assets

Total assets

Cur"ent Liabilities (due withir orc yeaD:

Accoufts palable

Ifitergoverfinental poyabbs

Accrued irterest payable on lcng-term debt

Defened revelues

Cunent portbn of bng-term obligatirs:
Bonds palabk
Other debts

Total curent liabilities

Noncurrent liabilities (due in more thatr otre yefi):
Total lhbiftbs

Net positiotr:
Invested in capital assets, net ofrelated debt

Restricted fs:
Dett service

Other specified purpoces

Unrestrbted
Total net position

$ 2,46,545
6,338,591

1.r 110

2s4907
381,062

1,385

u81
t@,552

9,626,m8

21,618969

21,618969

s 3t24s,sn

$ rj20,s8l
tJ02,078

434,ffi
1"586,800

7%,W
t,517,644

7,s54;743

28J0s,865

362e,608

15,808.M9

4 908
2 (E565

(28,6s92s4)

_s_____Gpi4au

The accorparying rnres to tlE basb fiitancial statenErfts are alr integral part oflhis statenFit.
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Commotrqealth of Puefto Rico
Municipality of S.nta lsabel

Statemert ofActivitbs
June 30,2014

Chrrges for
kpetrses s.nic.s

Crpital Net r.xperses
gm.b rld lnd Charges

Op.r.ting

corhibutiotrr cotrtribotiors ioNctAsers

Gov€rnmental a.liviti:s :

Urbr' afld ecorcmic dadopm€nl

Culturg r€dEation ard educition

Wera.e md lousing assistance

Interest on long.term obligation

Total eovm{tal activitiG

$ (5,790,006)

(5,584,139)

(419,400)

(2,132,135)

(655,300)

(186,389)

(987,354)

(r5,755,323)

5,790,006

6,218,491

5$34
4,539,98r

1,t6U942

506855

987,354

6,100

42,108

r,226,823

688,252

81,194

50,000I,130,423

505.642

320.466

$ 19,806931 $ 1,275,631 $ 1,956,53r $ 819,446

Gcneral Revetru€s:

Tarcs:

Ptoperty tdcs
M un;cipal Iicerse tarcs

Construction *isc taxes

Sales to€s
Total tacs

Gnnts ad contributions, not r€st.icted to speifE prcglzm

Interests on d€posias

M isc€Ia'eous

Total gmcml @oues
Net changes in nel posilion

N€t posilion ar beSimhg of the y ear

Net position at th€ efld oflhe yetr

The a.company ing not€s to the basic ftrEncirl slatments ar€ an integml pan ofthis statanent.

3,635,315

1,653,635

448,725

2,771,197

8,508,872

5,23t,412

33,336

364,296

r4,t39.916

o6l5'407)
(3,399.324',)

$ (5,014,731)
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COMMONWf,ATH OF PUERTO RICO
MI]NICIPALITY OF SANTA IS{BEL

Balanc€ Sheet

Jm€ 30,2014

Gmer.l lud Furd

$ietlgishtiYe Mmicipal
Joid R6oluliotu Medicl

1,335

38r,062

t,53t

r@.552

2325,114

254,90-1

_!_-!!!104'

1,520,581

r,102,$8
2)25,134

1J86,800

mjor Fud

15,170

,lo5

189,421

43t.2',79

63.129

256,334

ASSEIS

Cosrruclio. *ne t6

Du nom govsn dtal dtn6
Total6sel;

II{BILTIIES

Marund tonds due dd payable

Mdu@d iisgls dEod payable

Toul lialihis

Df,FERRD INFI'\T6 OFRESOUf,CTS

Total defered inflo*s ofreouG

FIND B,{ANCE (DE'ICID

ToEl tubd t€lm (defrh)
TOTALUABILITITS, DErEAR0D trtTlro\rd

OI RIS OIIRCES AND TUND BATANCE (D!I[ICTT)

$ r,598.427

1.335

169,429

lJsl
6,300

67324

6sJ36
q-_].Eq.!q

1,702,478

2,262,405

1,329,966

5,?5r $ 548,450 - $ 313117 $ 2,466.545

5,12?,636 1,160,137 6.338,597

22,279

2t 1,633

139.082

22n2,005

\ 2-2A-756 $ 687.532 $ 5,36r,s48 I r,679,1@

E331,35t 1,191,610 151242

6s.486 65,486

a,l12.33!
(4,552010)

3,560,i2i

9279
(4552,0r0)

(4,492,731\

687 572 927,858

2261-156 687.532 4,169.908 927,853

$ 1,956,106 I 2:6?,756 $ 687,512 $ 5,361.5-48 $ 1,6?9,100 $ 11.952,042

The acconDanying notes to dle basb 6aancial staErEnts are an integral part ofthh staterEltl
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COMMONWEALTH OT PUERTO RICO
MUNICIPALIIY OF SANIA ISABEL
Stat tunt of RerenEs, Expendinues.nd

Ch!,gcs b Fud Babnc€ - G0€tmnral Fu*
Year &ded l@ 30, 2014

MAJOR FUNDS

eln Fu'.b

$

Sllre L.enhii/e MuiciEl
Join ResolutiB Medirl

Fmd Cenier Furd
REI,0NUES

CmhDiih excie taxes

ln&rgorcllftml gans a @nEDutim:

EXPf,NDITL'RIS

Uftqr and ecommi &wloptMt

Cule, @reatix End edmatbn
Wel&rc .nd hoEirg Gsijsee

I 2,436,110

1.653,635

4487)5

t,828,154

225,140

s2(62t5
31J41

320,701

t t22t012r

$ rrr15

s41.043

s 1395955

1,653,615

448n5
2J11,191

t275,631

t575255
6A66937

33)36

3562%
$ l&486,967

624728s

59n976
46295X

2J05,131

9111t0
498310

804,m0

98r54
18,460338

?6W

t359210

o.8592?0)

- 6,645

- rJ75255
- 2029

t!9
- 1,1m,423

- 541

$ 30? $ 2,165259

981,846

44ill
$ 1,lt)3.940 $ 1.707.040

6287245
4:7tLMt 315t9

42022t

5t9,908

444:197

137.630

804,0@

98En
ToialE4ctrdiG 12J21,882 115\9 tsyyl tJ9t3y-
Erces (Defciercy) of Rft.*s @r e4endiires (311.461) (17212) 210962 612586

19v291

t228lt6
42,13t

30.976

49\613

%t2@

2,155.886

(4483461

oTHER FINANCINC SOURCES (USES)

Tmfer n im other inds
TraBGr on ro od6 inds

Total Oih.r Fi@ing SoEes (ue,

ll2,8i5 189,8201J36,635

(522535)

814,000

(r.136615)

NDT CEANGE IN FUND BAI-{NCES @EflCtTS) 50,519 {37212)

FIAD BALANCE (DEFICID AT BTGINNINC
oFYEAR (495270J 4n4968

n23t5 0.146,815)

5437n /J]"4229J

141:755 4:704.t31

l_____{qlz !___!r!9p&

(448,846) 26.A9

1316:1M 3514214

$ 97158 $ 3J@323F[ND BALAI\CI (DEFICID A'I E\DOr VIAR .$ (4.4oZRl) , L)o7.75o
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COMMOI\MEALTII OT PIIERTO RICO
MIJMCIPALITY OT SANTA ISABEL

Reconcilbtkrn oflhe Balance StFet - Govemmental Funds

to the Statement ofNet Position

Jme 30,2014

Aggrogate fund bahnce reported in tlle bahnce sheet - govemmental fimds $ 3,560,323

Governmental activiries' amounts reported in the statement of net assets and the balance

sheet - govemmental frnds are different because:

Capihl assets used in govemmental activitbs are not financial resources, therefore, are

not reported h the govemmenalfunds 21,618,969

Defened (uoa!6ilable) rcvenues ilr the govemmental fluds that are recoided as revenues

in the statemert ofactivities 65,486

The folbwing liabiftbs are not due (rnature) in the cunem perb4 therefore, are not

repo.tld in the goverirnental fr.mds:

Accrued ernpbyees' chbtnas bonus (140,992)

Compensated abserces (1,082,832)

Boods and notes payable (2882J00)

Deht to intergolernrnental agencbs (863J85)

Claims and Judgments
Landfill chsure aid postclosue care costs (5289,600)

Net position as reportld in the accompanying staternent ofnet postrion $ (5,014,R1)

The ac{o[parying rDtes to dE basb fnaDcial shtelrElrs arc an irreglal part of$b statemq(
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Commotrsealth of Pue rto Rico
MuDicipality of Santa Isabel

Reconcifiation of Statement of Revenues, Exp€ndihres and Chaflges

in Fund Balance - Govennnental Funds to the Statements of Activiries

For the Year Ended Jurle 30, 2014

Net change in firnd balances- total governmental fimds

GovenmEntal activitbs amounts reported in the statement of activities and the statement of
Revenues, expenditues and changes in flmd bahnces govemrnental flmds are different because:

Revenues in the statement of activities that not Eovide culrent ltrrancial resources, therefore are not

repofied as revenues in the funds:

Net Change in CRIM Final Settlement Deferred in GFFS

Net Change in State Treasury Departrn€nt Chdstrnas Bonus Reimbursement Defened in GFFS

Under the modil€d accrual basis ofaccounting used in the governmental funds, expenditures are not

recognize for transactiois that are not normally pail with expendable fmancill resources. In the

Statements ofActivities , however, wbh is p.esented in the accrual basis, erpenses and liabilities are

presented regardless ofwhen lmacial resources are avaihble:

Net Change in Compensated Absences Liabilily

Net Change in Christrnas Bonus

Net Change h LandfiI Closue and Post closEe care costs

Other tergubemamentaldebts

Govermental fimds report capital outlays as expenditures. However in the statement of activities, the

cost of those assets is allocated over their estimated useful lives as depreciation and amonization

expenses. This the amount by which depreciation expenses exceed capital outlays.

The acconpanying notes to tlle basb fmancial statenEnts are an integral part ofthis statenEnt.

Repayment of principal of long-term obligation is arl expenditures in dle govemmental funds, but the

repoyment reduces bng-term liabilities in the statement ofnet assets '15'7,000

Net changes in net positbn reported in the accompayning statements of activities

26929

(2fi,640)
(34803)

505,640
'74930

(2,029,600)

tqfi3

094$e)

s (1.615.407)
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COMMONWEAITH OF PUERTO NCO
MUNICIPALITY OF SANTA ISABEL

Notes to Basic Financial Statements
June 30,2014

1. Summary of Signilicant Accoutrtitrg Policies

The Municipality of Santa Isabel, Commonwealth of Puerto Rico (the Municipality), is a local
municipal govemment constituted in 1841 in the Commonwealth of Puerto fuco. The Municipaliry
has full legislative, fiscal and all other govemmental powe.s and responsibilities expressly assigned

by Law No. 81 of August 30, 1991, as amended, known as Autonomotu A.ltmicipalities Act ol the

Commonwealth oJ Puefio lRico (Act No. 81). The Municipality is one of sev€nty-eight municipal
govemments legally separated ftom the state govemment ofthe Commonwealth of Puerto Rico (the

Commonwealth).

The Constitution of the Commonwealth provides for the separation of powe.s of the €xecutive,

l€gislative and judicial brarches of the Commonwealth and the municipalities. Howevet, the

Municipality's governmental system consists of executive and legislative branches only. A Mayor,
elected every four years by the citizens, exercises dle executive power of the Municipaliry. The
legislative power ofthe Municipality is exercised by the Municipal Legislature, whose member are

also elected every four years. The judiciary power is exercised by the General Justice Court System

ofthe Commonwealth, which hasjurisdiction over the Municipaliry.

The Municipality assumes either partial or full .esponsibility for providing services to its citizens
related to public housing, welfare, public safety, health, sanitation, education, culture, recreation,

urban development, economic development, and many other fiscal, general and administrative
s€rvices.

a) Financial Repoflirrg Model

The accompanying basic fmancial statements present the financial position of the govemmental

activities, each major govemmental funds, and the ag$egate remaining fund information of the

Municipality at June 30, 2014, in conformity with Accounting Principles Generally Accepted in
the United States of America (GAAP), as prescribed by the Governmental Accounting Standards

Board (GASB). In addition, the accompanying basic financial statements present the changes in
the financial position (results of operations) of the govemmental activities, each major
govemmental fun4 and the aggregate remaining fund information for the fiscal yeat ended June

10.2014 in conformiry wilh GA,AP.

According to the financial reporting model established by GASB Statement No. 34, ,Ba!rc

Financidl Statements - and Monagertent's Discussion and Analysis for State and lacal
Govemme ts (GASB No. 34), the required basic financial statement presentation applicable to
the Municipality is composed of the following elements: (1) govemment'wide financial
statements (CWFS), (2) govemmental fund financial statements (FFS), (3) notes to basic

financial statements, and (4) required supplementary infomation (RSl).
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COMMONWEALTH OF PUERTO RICO
MT'NICIPAIITY OF SANTA ISABEL

Notes to Basic Financial Statements
June 30,2014

,&S1 consists of: (l) a Management's Discussion and Analysis (MD&A) and (2) a budgetary

comparison schedule - general fund. RSI is unaudited supplementary information required by
GAAP presented along with, but separate fiom, the Municipality's basic financial statements.

MD&A is a narrative report that introduces the accompanying basic financial statements and

provides an analltical overview ofthe Municipality's financial activities for the fiscal year ended

June 30, 2014, based on the Municipality's knowledge ofthe transactions, events and conditions
reflected in the basic financial statements. The MD&A also highlights certain key fiscal policies

that control the Municipality's operations.

In addition to the rcquired financial reporling requirements refened to above, the accompanying

basic fmancial statements are accompanied by additional supplementary informatioo consisting of
a budgetary comparison schedule general fimd and the notes to the budgetary comparison

schedule - general fimd, which have been subjected to the auditing procedures applied in the

audit ofthe accompanying basic lmancial statements as of and for the fiscal year ended June 30,

20t4.

F inancial Reporling Errlil!

The accompanying basic financial statements include all departments, agencies and municipal
entities that (l) are under the legal and adminisftative control of the Mayor and (2) whose

funds are under the legal custody and control of the Municipality's Director of Financ€ and

Budget, as prescribed by Law No- 8 I .

The Municipality's fivmagement has considered all potential component units for which it
may be financially accountable and other legally separate organizations for which the natu€
and significance of their relationship with the Municipality may be such that exclusion of their
basic financial statements fiom those of tho Municipality would cause the Municipaliry's basic

financial statements to be misleading or incomplete.

The Municipality's management has concluded that, based on the oiteria set forth by GASB
Statement No. 14 - The Financial Repo ing Entity (GASB No. 14) and GASB Statement No.
39- Determining Wether Certain Orga izations are Component Urrs (GASB No 39),
drere are no legally separat€ entities or organizations that should be reported as component

units of the Municipality as ofJune 30, 2014 nor for the year then ended.

Gov e rfi ,ne fi t- ly id e F in a nc il I S, alerrre nls

The accompanlng GWFS are composed of: (1) the statement of net position and (2) the

statement of activities. These financial statements do not report fund information but .ather
repofi information of all of the Municipality's governmental activities. These statements zue

aimed at presenting a broad overview of the Municipality's finances tkough reporting its
financial position and results of operations as a whole, using methods that are similar to those

used by most private businesses.

c)
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The focus ofthe GWFS is not on compliance with budgets, regulatory requirements or on the
use of available or currently expendable fiiancial resources (referred to as fiscal
accountability), but on operational accountability information about the Municipality as a
single economic unit. Operational accountability is the Municipality's responsibility to report
to the extent to which it has met its operating objectives efficiently and effectively, using all
resources available for that purpose. It focuses on the Municipality's p ncipal operati[g
objective, which is to provide services to its citizens.

The accompanying statement of net position provides short-term and longterm inforrnation
about the Municipality's financial position and condition by presenting all of the

Municipality's assets, deferred outflow of resources, liabilities and deferred inflow of
resources, with the difference between these items reported as "net position" (equi9. This
statem€nt assists management in assessing the level of services that can be provided by the
Municipality in the future, and its ability to meet its obligations as they become due. In
addition, this statement .eports the extent to which the Municipality has invested in capital
assets, including inftastructure, and discloses legal and contractual resfiictions on resources.

Net position are classified in the accompanying statement of net position within the following
thee categories:

. Invesled in cepital assets, net of related debt - These consist of capital assets, rct
of accumulated depreciation and amortization, reduced by the outstanding balances of
bonds, notes and other debt that are attributed to the acquisition, construction or
improvement of those assets. For the purposes of determining the outstanding debt
attributed to capital assets, the total long-term debt related to the acquisitiorl conshuction
or improvement of capital assets have been reduced by any related unspent debt proceeals

and any related unamortized debt issuance costs.

. Regtricted net position These consist of net position restricted by extemal parties
(such as creditors, grantors, contributors, laws or regulations of other governments, etc.),

or IIet position for which constraints arc imposed by constitutional prcvisions or enabling
legislation. Enabling legislation is defined as l€islation that authorizes the Mudcipality
to assess, le!y, charge or otherwise mandate payment of resources (from extemal
resource providers). Enabling legislation establishes restrictions if it includes a legally
enlorceable requirement that those rcsources be used only for the spelific purposes

stipulated in the legislation.

The classification of restricted net position identifies resources that have been
received or eamed by the Municipality with an explicit understanding between fie
Municipality and the resource providers that the resources would be used for specific
purposes. Grants, contributions and donations arc often given under those kinds of
conditions. Bond indentures also often limit the use ofbond proceeds to specific purposes.
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Intemally imposed designations of resources, including earmarkin& are not reported as

rest cted net position. These designations consist of management's plans for the use of
resoulces, which are subject to change at the discretion ofthe Municipal Legislature.

. Unr€stricted net position - These consist of net position that are neither extemally or
legally restricted nor invested in capital assets. However, unrestricted net position often
are designated to indicate that management does not consider them to be available for
general operations. Unrestricted ret position often have constraints that are imposed by
management, but can be removed or modified.

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

The accompanying statement of activities presents the Municipality's results of operations by
showing how the Municipality's net position or liabilities changed during the fiscal year ended
June 30,2014, using a net (expense) revenue fornat. This statement presents the cost of each

function/progmm as well as the extent to which each of the Municipality's functions, programs or
other services either contributes to or draws from the Municipality's general revenues (such as

property taxes, municipal license taxes, construction excise taxes, etc.),

A function/pro$am describes a group of activities that are aimed at accomplishing a major
service or regulatory responsibility. The functionvprograrns reported in the accompanying basic
fmancial statements are: (1) geneml govemmenl (2) urban and economic development, (3) public
safety, (4) health and sanitation, (5) culture, recreation and education, and (6) welfare and
housing assistance. The govemmental operations of the Municipality's departrnents and
opemtional units are classified within the following functionyprograms in the accompanying
basic financial statements:

General Govemment:
Municipal trgislature
Mayols Office
Departrnent ofFinance

Departnent of Human Resources

Departne t ofMunicipal Secretary

Depaftnent of Intemal Audit

Urban and Economic Development:
Department of Public Works

Prblic Safety:
Department of Municipal Police
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Offi ce of Emergency Management

Ilealih and Sanitation:

Department of Health

Culture, Recreatior atrd Education:

Depatment of Recreation and Sports

Wellare and Housing Asistance:

Department of Elderly Affairs
Department of Seflice to Citizen

The stat€ment of activities demonstrates the degree to which program revenues offset direct
expenses of a given functior/program or segments. Direct expenses are those that are cleaily
identifiable with a specific function, segment or operational unit. This statement reports revenues

in three broad categories: (l) program revenues, (2) general revenues and (3) special items.

Progmm revenues arc generated directly from a prcgam itself or may come from parties outside

the Municipality's ta.xpayers or citizens. In the statement of activities, program revenues reduce

the costs (expenses) ofthe functior/program to arrive at: (1) the net cost ofthe functior/program
that must be financed fiom the Municipality's general revenues or (2) the net program revenue

that contributes to the Municipality's general revenues. The accompanying statement ofactivities
separately reports the following categories of program revenues:

. Charges for services - These revenues generally consist of exchange or exchangeJike

tmnsactions involving charges to customers or applicants who purchase, use or dircctly
benefit ftom the goods, services or privileges provided, or are otherwise directly affected by
the services. These revenues include fees charged for specific services, rent, charges for
licenses and pemits, and fines and forfeitures, among others.

. Program-specilic operatitrg and capital gratrts atrd contributions - These revenues

consist of transactions that are either mandatory or voluntary non-exchange transactions with
other govemments, organizations, or individuals that rcstrict the resources for use in a

particular pro$am. Opemting grants and contributions consist of resources thar are required

to be used to finance the costs of opemting a specific program or can be used either for
operating or capital purposes ofa specific proglam. Capital grants and contnbutions consist

of revenues or resources that arc reshicted for capital purposes to purchase, construct or
renovate capital assets associated with a specific prcgBm. Restricted operatilg afld capital
grants and contributions are prografi revenues because they are specifically attributable to a
program and reduce the net exp€nse of that program to the Municipality. They are reported
net of estimated uncollectible amounts.
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General rcvenues are the default category for revenues. It iocludes all revenues and gains that do

not meet the definition ofprognm revenues. Property taxes, municipal license t&xes, construction

excise taxes and sales and use taxes are reported as general rcvenues. All other nonta-x tevenues

(including unrestricted interest on deposits, gmnts and contributions not restricted for specific
programs and miscellaneous revenues) that do not meet the definition of program revenues are

classified as general revenues. Resources that are dedicated intemally by the Municipality are

rcpoated as general revenues mther tian as progrzun rcvenues- All general revenues are reported

net of estimated uncollectible amounts, which are recorded as reduction ofrevenues rather than as

expenses.

The general govemment functiorl/program reported in the accompanying statement of activities

includes expenses that arc, in essence, indirect o. costs of other functions/programs of the

Municipality. Even though some ofthese costs have been chmged to certain firnds in the FFS as

indircct cost allocations permitted under some fedeml programs, th€ Municipality has reported

these indirect costs as direct expenses of the general govemment function. Accordingly, the

Municipality generally does not allocate general govemment (indirect) costs to other functions

The effects ofall inter-fund govemmental activities (revenues, expenditures and other financing

souces/uses among govemmental funds) have been removed from the accompanying statements

ofnet position and activities.

The Municipality classifies the most significant portion of its activities as govemmental activities
in the accompanying GWFS. These are activities generally financed through taxes,

intergovemmental revenues and other non_exchange revenues that can be used to support the

Municipality's pro$ams or services. These govemmental activities are also generally reported in
the FFS.

The Municipality has no fiduciary activities, which are those in which the Municipality would be

holding or managing net position for speciirc individuals or other extemal parties in

accordance with rust agreements or other custodial arrangements. In addition, the Municipality
has no operations or activities that are prirnarily financed and operated in a manner similar to
private business enterprises, where the costs ofproviding goods or services to the general public

is financed primarily through user charges.

d) Gove tmental Fand Financial Srolenerrls

The accompanyilg CFFS are composed of: (1) the balance sheet - governmental funds and (2)

the statement of revenues, expe[ditures and changes in fund balances govemmental funds.

These financial statements report the financial position and results operations of the

Municipality's govemmental funds by presenting souces, uses and balances of cuffent financial
resources. Som€ of these financia! statements have a budgelary orieDtation and focus primarily

on: (1) the Municipality's major tunds, as defined below, (2) the fiscal accountability and (3) the

individual parts of the Municipality's government. Fiscal accountability represents the

Municipality's responsibility to justifr that its actions in the currenl year have complied with
public decisions conceming the raising and spending of public moneys in the short te.m (one

fiscal year).
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Each govemmental fund is considered an independent fiscal entity accounted for within a set of
self-balancing accounts that comprise its assets, liabilities, fund equity or deficit, revenue and

expenditures. The accompanlng GFFS segegate governmental funds according to their intend€d

pupose and are used in d€moflstrating compliance with legal, financial and conaactual
provisions. The minimum number of govemmental funds is maintained consistent with legal and

self-imposed managerial requiiements established by the Municipality. For financial reporting
purposes, the Municipality classifies its govemmental funds within the following categories:

c General futrd - TLre general fund is the Municipality's main opemting firnd and a major
govemmental fund, as defined below, used to account for all financial resouces and

govemmental activities not accounted for and reported in another fund. It is presumed that

the Municipality's govemmental activiti€s have been reported in the general fund except for
hansactions for which one of the following compelling reasons has required the use of
another fund: (1) legal requirements, (2) GAAP requirements or (3) the demands of sound

financial administration requiring the use ofa govemmental fund other than the general fund.

. Special rcvenue funds - The special revenue funds are major and non-major govemmental

funds, as defined below, used by the Municipality to account for the pmceeds of specific

revenue sources that are restricted or committed to expenditure for specified purposes other

than debt service and capital projects- The uses and limitations of each special revenue fund
are specified by municipal ordinances or federal and state statut€s. However, resources

restricted to expenditue for purposes normally financed from the general fund are rcported in

the Municipality's general firnd provided that all appl;cable legal requirements are

approp ately satisfied- In this case, a special revenue fund to account for such kind of
hansactions will be used only if legally rnandated.

. Debt senice fu tl The debt service fund is a major govemmental fund, as defined below,

used by the Municipality to account for all financial resources that arc rcst icted, committed,
or assigned to expenditu.e for principal and interest; for (l) bonds payable for which debt

service payments are legally mandated to b€ accounted for in a debt service fiud and/or (2)

bonds payable or any general long-term debt for which the Municipality is being
accumulating financial resources in advance to pay principal and interest pa,T nents maturing
in future years. During the fiscal year ended June 30,2014, the financial activity accounted

for in the debt service fund was specifically related to bonds payable.

The outstanding balance of general long-term obligations for which debt service payments do

not involve the advance accumulation of resources (such as notes payable, obligations under

capital leases, accrued compensated absences, and claims and judgments) are only accounted

for in the accompanying statement of net position. The debt service pa)T nents of such debts,

as applicable, are generally accounted for in the general filnd.
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. Cdpitdl projects funds - Capital piojects funds arc major and non-major govemmental funds,

as defined below, used to account for all financial resources that are restricted, commitied, or
assigned to expenditure for capital outlays. Significant capital outlays financed from proceeds

of general obligation, public improvement or special obligation bonds are accounted for also

in the capital projerts funds.

The use of the capital projects funds has been reserved only for major capital acquisitions.

construction or improvement activities that would distort financial resources trend data ifnot
reported separately fiom the other Municipality's operating activities. The routine pirrchases

of minor capitalizable assets (such as fumiture, office equipment, vehicles and other minor
capital assets or improvements) have been reported in the govemmental fund from which
financial resources were used for the payrnent.

The focus ofth€ FFS is on major govemmental funds and fund t1pes, which generally rcpresent

the Municipality's most important funds. Accordingly, the Municipality is requircd to segegate

govemmental funds and fund t)?es between major and non-majol categori€s within the FFS.

Major individual govemmental and proprietary funds and fund q?es arc reported individually as

separate columns in the FFS, whil€ data fiom all non-major govemmental funds are aggregated

into a single column, regardless offund t1pe.

By definition, the Municipality's general fund is always considercd a major govemmental fund
for financial reporting purposes. In addition, any other govemmental fund is classified as a major
govemmental fund in the FFS if its total assets, liabilities, revenues or expenditures of that
individual govemmental fund arc at least 10 percent of the corresponding element total (assets,

liabilities, revenues or expenditures) for all govemmental funds. In addition, the same element

that meets the l0 percent criterion must be at least 5 percent of the corresponding element total
for all govemmental and enterprise (proprietary) funds combined. For the purposes of applying
the afor€mentioied major fund criteria, no eliminations of inter-fund balances have been made.

Total rcvenues for these purposes means all revenues, including operating and non-operating

revenues (net ofallowances for uncollectible accounts), except for other financing sources. Total
expenditures\expenses for these purposes mean all expenditures\expenses, including operating

and non-opemting expenditures\expenses, except for other financing uses.

Based on the aforementioned criteri4 the Municipality's major govemmental funds reported in

the accompanying govemmental fund financial statements are: (1) the general fund, (2) the
legislative joint resolutions fund, (3) the municipal medical center fund, afld (3) the debt service

tund.

The State Legislative Joint Resolutions Fund is a major fund used to account for financial
resources derived fiom capital and operating grants awarded each year by the Commonwealth's
Senate and House of Representatives (the Commonwealth's Legislature). The purpose of the

arnounts awarded by the Commonwealth's Legislature vary from year to yefi, but arc generally

restricted to (1) partially subsidy cefiain quali&ing administrative and operational activities of
the Municipality, (2) provide specific multipurpose services to citizens and (3) finance the

acquisition or constnrction ofcapital assets approved by the Commonwealth's Legislature.
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The Municipat Medical Center Fund is a major special revenue fund used to account for financial
resources derived from charge for medical services provided to citizens, and for state funds
granted to cover medical facilities operational costs.

The Debt Service Fund is used to account for the accumalation of recourses for and the pa)tnent
ol, general long-term debt p ncipal, intercst, and related cost.

The accompanying FFS are accompanied by other statements and schedules required by GAAP:
(l) the re{onciliation ofthe balance sheet - govemmental firnds to the statement of net positiorL
and (2) the reconciliation of the statement of revenues, expenditures and chaflges in firnd balances

- govemmental firflals to the statement of activities.

e) Measuremenl Focus and Basis of Accounliig

GovernBent-wide finatrcial statements The accompanying GWFS are prepared using the
economic resources measurement focus and the accrual basis of accounting. Sub.ject to the

additional rutes and limitations detailed below, revenues (including interest on deposits and rent)
are genemlly recorded when eamed and expenses are generally recorded when a liability is

incurre4 regardless ofthe timing ofrelated cash flows.

AII revenues, expenses, gaiN, losses, assets and liabilities resulting fiom exchange and exchange-

like transactions arc generally recorded when the exchange takes place- In exchaflge transactions,

each party to the transaction rcceives and gives up essentially equal values. An exchange-like

transaction is one in which there is an identifiable exchange and the values exchanged, though

related, may not be quite equal. Nevertheless, the exchange chamcteristics of the exchangelike
transaction are strong enough to jusdry treating it as an exchange for accounting purposes

(examples include certain chaiges for services and miscellaneous revenues, which are recorded as

revenues when collected because they are generally not measurable until actually received).

All revenues, expenses, gains, losses and assets resulting from non-exchange hansactiorc are

recorded using dre criteria set forth by GASB Statement No. 33, Accounting and Financial
ReportingJor Non-ext:hange Transactions (GASB No. 33). GASB No. 33 established accounting

and repofting standards for non-exchange tansactions involving cash and financial or capital

resouces (for example, most taxes, grants and pdvate donations). [n a non-exchange tansaction,
the Municipality gives (or receives) value without directly receiving (or giving) equal value in
retum. This is different fiom an exchange transaction, in which each party receives and gives up

essentially equal values. According to GASB No. 33, the Municipality groups its non-exchange

transactions into the following four classes in the accompanying basic financial statements: (a)

dedved tax rcvenues, (b) imposed non-exchange revenues, (c) govemment mandated non-

exchange transactions, and (d) voluntary non-exchange transactions.

In the case of derived tax revenue transactions, which result from assessments the Municipality
places on exchange transactions, receivabl€s and revenues are rccorded when the underlying
exchange has occuned.
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In the case of imposed non-exchange revenue transactions (such as property taxes and municipal

license taxes), which rcsult fiom assessments made by the Municipality on nongovemmental

entities, including individuals, other than assessments on exchange traisactions, receivables are

genemlly recorded in the period when an enforceable legal claim has arisen. Prcperty taxes and

municipal license are genemlly recorded as revenues (net ofamounts considered not collectible)

in the fiscal year when resources are required to be used or the first fiscal year that the use ofthe
resources is permitted.

GovenmeDt-nandated non-exchange transactions (such as grants and contributions) result when

a government at one level (such as the federal or state govemment) provides resources to another

govemment (such as the Municipality), and the providq government requires the recipient

government to use those resources for a specific purpose or purposes established in the provider's

inabling legislation. In these types of transactions, receivables and revenues are generally

recorded as follows:

. For reimbursement-trpe (commonly known as "expenditure-driven ar ards"), rcceivables

and revenues are recorded when all eligibility requirements imposed by the prcvider

have been met. The Municipality must expend .esources on the specific purpose or

project before the provider reimburses any amounts. Revenue is, therefore, generally

recognized as qualirying reimbursable expenditures aae incuned.

. For other tlpes of grants (mainly grants and contributions with purpose restrictions but

with no time requiements), receivables and revenues are recorded when all apPlicable

eligibility requirements are met. When the providei is a govemment (including the

go;emment of the United States of America) the applicable recognition period for botlt,

t=he provider and the recipient, is the provider's fiscal year and begins on the first day of
that year.

Voluntary non-exchange transactions (such as donations and certain gmnts and entitlements)

result ftom legislative or contractual agreements, other than exchanges, willingly entercd into by

two or more parties. In these R?es of transactions, receivables and revenues are generally

accounted for in the sarne manner as govemment-mandated non-exchange tmnsactions discussed

above. Events that are neither exchange nor non-exchang€ transactions are recorded when it is
probable that a loss has been incured ard the amou[t ofloss is reasonably estimab]e'

Receipts of any D?e of revenue sources collected in advance For use ifl the following fisca! year

are recorded as uneamed revenues.
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According to GASB No. 34, all general capital assets and the unmatured long-term liabilities are

rccorded only in the accompanying statement of net position. The measurement focus aod the

basis of accounting used in the accompanying GWFS differ significantly fiom the measurement

focus and basis of accounting used in the preparation of the accompanying govemmental fund
financial statements. Therefore, the accompanfng govemmental fund financial statements

include reconciliations, as detailed in the acrompanying table of contents, to better identiry the
relationship between the GWFS and the govemmental fund financial statements.

Govemmental fund financial stetements - The accompanying govemmental fund financial
statements are repoded using the current financial resources measurement focus (flow of current
financial resources) and the modified accrual basis of accounting. Accordingly, the

accompanying statement of ievenues, expenditures and changes in fund balances (deficits)
governmental funds, reports changes in the amount of financial resources available in ihe near

future as a result of transactions and events of the fiscal year repoted. Therefore, revenues are

generally recognized as soon as they are both measurable and available. Revenues are considered

to be available when they are collectible within the curre0t fiscal year or soon enough thereafter

to pay liabilities of the curent fiscal year. For this purpose, the Municipality considers most

revenues to be available if collected generally within 90 days after June 30, 2014, except for
property taxes for which the availab;lity peiod is 60 days. Revenue sources not meeting this
availability criterion or collected in advance are recorded as eamed and unavailable revenues at

June 30,2014.

The principal rcvenue sources considered susceptible to accrual include property ta.xes, municipal
license taxes, sales and use taxes, construction excise ta\es, intergovemmental gants and

contributions, interest on deposits and charges for services. These principal rcvenue sources meet

both measurability and availability crileia in the accompanying govemmental fund financial
statements, except for amounts recorded as eamed and unavailable revelrues.

In a manner similar to the CWIS, but subject to and limited by the availability c.iteria discussed

previously, all revenues, expenses, gains, losses, assets and liabilities resulting from exchange

and exchange-like transactions are also genemlly recorded when the exchange takes place.

Accordingly, certain charges for services and miscellaneous revenues are recorded as revenues

when collected because they are generally not measurable until actually received.

All revenues, expenses, gains, losses and assets resulting from non-exchange tmfisactions are

recorded in a similar' manner to the GWFS, using the previously discussed criteria set forth by

GASB No. 33 for non-exchange transactions, but subject to and limited by the availabiliry criteria

discussed above. Accordingly, property ta,\ and municipal license tax receivables are also

generally recorded in the fiscal year when an enforceable legal claim has a sen while property

tax and municipal license tax revenues (net of amounts considered not collectible) are also

generally recorded in the fiscal year when resources are required to be used or the first fiscal year

thal the use ofthe resources is permitted. Receivables and revenues liom federal and state gnnts
and contributions, donations and entitlements are also g€nerally recorded when all eligibility
requirements imposed by the pmvider have been met (generally, as qualifuing reimbursable

expenditues are incurred for expenditure-driven grants).
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Interest on deposits is recorded when eamed only il collecled within 90 days afte. the fiscal year-

end since these revenues would be considered both measumble and available.

Purcuant to the provisions of GASB Interpretation No. 6, Recognition and Measwement of
Certain Liabilities a d Eape ditoes in Govemmental Fund Findncial Statements (CASBI No.
6), in the absence of an explicit requtement (i.e., the absence of an applicable modification,
discussed below) the Municipality generally accrues a govemmental fund liability and an

expenditue (including salaries, professional services, supplies, utilities, etc.) in the period in
which the govemment incurs the liability, to the extent that these liabilities are normally expected

to be liquidated with curent available financial resources. GASBI No. 6 modified the

recognition critena for certain expenditures and Iiabilities reported under the modified accrual

basis of accouoting prior to GASB No. 34, and cladfied a number of situations in which the
Municipality should distinguish betwe€n govemmental fimd liabilities and general long-term
liabilities. Therefore, the accompanying balance sheet - govemmental funds generally reflects

assets that will be converted into cash to satisS, current liabilities. Long-term assets (except for
accounts receivables and inter-fund advances) and those assets that will not be conv€rted into
cash to satisry curent liabilities are gen€rally not accounted for in the accompanying balance

sheet - govemmental funds. At the same time, long-term liabilities (genemlly, those unmatured

that will not require the use of current financial resources to pay them) are not accounted for in
the accompanying balance sheet - govemmental funds.

Modifications to the accrual basis of accounting jn accordance with GASBI No. 6 include:

. Principal and interest on bonds payable are recorded when they mature (when pa)'ment is

due), except for principal and interest due on July l, 2013, which have been recorded as

goverrmental fund liabilities at June 30, 2014, which is the date when resources are available

in the debt service fund (generally, June 30).

. Notes payable, obligations under capital leases, compensated absences, and amounts subject

to accrued claims and judgments under litigation are reco.ded only when they mature (when

payment is due).

. Certain acoued liabilities not due and payable or not normally expected to be liquidated with
curent available and expendable financial resouces are recorded in the accompanying

statement of net position. Such liabilities are recorded in the govemmental funds when they

mature.

. Executory purchas€ ordels and contmcts are recoded as assignments of fund balance in the

govemmental funds FFS.

Liabilities outside the bounds of these exceptions or modiflcations are repofied as govemmental

fund liabilities when incurred (including salaries, professional services, supplies, trtilities,

etc.)since these liabilities normally are paid in a timely nanner and in full fiom current financial
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The mmsurement focus of the GFFS is on decreases in net financial resources (expenditures)

mdrer than expenses- Most expenditures are measurable and are recorded when the related
govemmental fund liability is incurred. Allocation of costs, such as depreciation afld
amotization, are r€corded in the accompanying statement of activities, but are not recorded in the
accompanyiag GFFS.

Under the financial reporting model established by GASB No. 34, all geneml capital assets and

the unmatured long-term liabilities (determined using the modified accrual basis of ac{ounting)
are no longer reported in account goups within the govemmental fund balance shed but are

incorporated into the accompanying statement of net position since July 1, 2003.

I) Stewarbhip, Compliaftce and Accounlabilil!

Budsetarv Cortrol

Acco.ding to Law No. 81, the Mayor and its Adminishative Cabinet Fepare anrual budgets each

fiscal year for the Municipality's general fund and debt service tund. Such legally adopted

budgets are based on expected expenditures by program and estimated resources by source. The

annual budgets are developed using elements ofperformance_based progmm budgeting and zero-

based budgetin& and include estimates ofrevenues and other resouces for the ensuing fiscal year

under laws and regulations existiflg at the time the budgets are prepared.

The Mayor must submit, for each fiscal year commencing on July l, an annual budgetary

resolution project (the Project) to the Commissioner of Municipal Affairs of the Commonwealth
(the Commissioner) and the Municipal Legislature no later than the immediately preceding May
31. The Commissioner preliminarily verifies that the Project complies with all the applicable

laws and regulations and may provide comments and suggestions to the Mayor on or before the

immedia&ly preceding June 15.

The Municipal t egislature has l0 business days, up to the immediately Feceding June 13, to

discuss and approve the Project with modifications- The Municipal Legislature may amend the

budgets submitted by the Mayor but may not inoease any items so far to cause a deficit without
imposing taxes or identiSing other sources of revenue to cover such deficit. After the Municipal
Legislatue modifies and preliminarily approves the Project, the modified P.oject is sent back to

the Mayor for his approval or rcjection within six (6) days. The Mayor may decrease or eliminate

any line item but may not increase or insert any new line item in the budgets- The Mayor may

also veto the budgets in their entirety and retum it to the Municipal Legislature with his

objections. If the Mayor rejects the Project, the Municipal t€gislature will have up to eight (8)

days to adopt or reject the recommendations or objections ofthe Mayor. The approved Project is

sent again to the Mayor, which then would have thrce (3) days to sign and approve it
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If the budgets are not adopted prior to the end of the deadlines referred to above, the annual

budgets for the preceding fiscal year, ?is approved by the Legislatue and the Mayor, are

automatically renewed for the ensuing fiscal year until lhe Municipal Legislature and the Mayor

approve new budgets. This regulation permits the Municipality to continue doing paymenls for its

opemtions and other purposes until the new budgets ar€ approved.

The annual budgets may be updated for any estimate r€visions as well as fiscal year_end

encumbrances, and may include any additional information requested by the Municipal

Legislature. The Mayor may rcquest subsequent amendments to the approved budgets, which are

subject to the approval ofthe Municipal Legislatue.

The Municipality's Department of Finance has the responsibility to ensure that budgetary

spending contol is maintained. For daylo-day management control purposes, expenditures plus

encumbmnces may not exceed budgeted amounts at the expenditure-tlpe level of each cost center

(activity within a pro$am within a fund). The Mayor may transfer unencumbered appropriations

within programs v/ithin funds. The Municipal t egislature may hansfer amounts among prcgftms

within and among funds.

The legal level of budgetary control (i.e., the level at which expenditures may not legally exceed

appropriation) is at the functiorl/progmm level (general govemment, urbar and economic

developmenl public safety, health and sanitation, culture, recreation and education, and public

housing and welfare) within a fund.

Unaler the laws and regulations of the Commonwealth, the appropriations made for any fiscal

year shall not exceed the total rcvenue, including available surplus, estimated for said fiscal year

unless the imposition of taxes sufficient to cover said appropriations is provided.

Budgetarv Accountirs

The Municipality's annual budgets are prcparcd ushg the budgetary (statutory) hasis of
accounting, which is not in accordance with GAAP-

According to the budgetary basis of accounting, revenue is generally recorded when cash

received. Short-term and long-term torrowings may be used to fmance budgetary excess

expenditures over revenues.

ts
of
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The Municipality uses encumbrance accounting to record the full amount of purchase orders,

contracts and other commitments of appropriated resou.ces as deductions from the appropriation

prior to actual expenditure. In the govemmental funds, encumbmnce accounting is a significant

aspect of budgetary control. Accordingly, expenditures are gen€rally recorded when the related

expendihre is incurred or encumbered. Available appropriations and encumbrances are

established to lapse one fiscal year after the end of the fiscal year. Amounts required to seftle

claims and judgments against the Municipality, and certain other liabilities, are not rccognized

until they are encumbered or otherwise processed for payrnent. Unencumbered approp ations

and encumbrances lapse at fiscal year-end. Other appropriations, mainly capital projects

appropriations, are contifluing accounts for which the Municipal Irgislature has authorized that

an unspent balance ftom the prior year be carried forward and made available for current

spending.

The accompanying budgetary comparison schedule general fund and the budgetary comparison

schedule - debt service fund provide information about the general and debt seflice funds'

original budgets, its amendments, and the actual rcsults of oPerations of such major govemmental

funds under the budgetary basis of accounting for the fiscal year ended June 30, 2014. Further

details of the Municipality's budgetary conhol at the legal level may be obtained from the

Budgetary Liquidation Report for the fiscal year ended June 30, 2014.

Because accounting principles applied for the purposes of the developing data on a budgetary

basis differ significantly fiom those used to present the governmental fund financial statements in

conformity with GAAP, a reconciliation ofthe differences between the general and debt service

funds' budgetary bases and GAAP actual amounts are presented at the bottom of the respective

budgetary comparison schedules.

g) Unresticled a d Resrticled Deposils

The Municipality's deposits are composed of cash on hand, demand deposits and cash equivalents

in: (1) commercial banks, (2) the Covernment Development Bank for Puerto Rico (GDB), a

govemmental banl anrl a major component unit of the Commonwealth, who is stafutorily

designated as fiscal agent ofthe Municipality, and (3) the Municipal Revenue Collection C€nter

(CRM, by its Spanish acronyms), a govemmental entity responsible for the imposition and

collection of property taxes on behalf of all municipalities of Puerto Rico.

The Municipality follows the practice ofpooling cash. The balance in the pooled cash account is

available to miet current operaling requirements. Under the laws and regulations of the

Commonwealth, public funds deposited by the Municipality in commercial banks must be fully
collateralized for the amounts deposited in excess of the fedeml depository insurance generally

provided by the Federal Deposits Insurance Corpomtion (IDIC). AII securities pledg€d as

;olhteral are held by agents designated by the Secretary of the Treasury of the Commonwealth,

but not in the Municipality's name.
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Restricted assets include cash and cash equivalents in commercial banks, GDB and CRIM These

cash balances are classified as r€stricted assets since its use is limited for the specified purposes

discussed below, which are established by applicable agreements or required by law.

Restricted cash with fiscal agent in the general and debt service funds represent property ta_x

collections which are retained and restricted for the payment ofthe Municipality's debt servicq

as established by law. Restricted cash in fiscal agent in othq governmental funds consists of
unspent proceeds of bonds and notes, and the balance of iflterest and noninterest bearmg accounts

which are restricted fff: (1) the acquisition, conshuction or improvement of major capital assets

and the opemtiois of federal and state funded programs-

Urrrestrk:ted atud Resl cred Accounts Receivablz

Accounts receivable consist of all revenues eamed but not collected at June 30' 2014 These

accounts rcceivables are stated net of estimated reserved for doubtful accounts, which are

determined based upon past collection experience, historical trends, current economic conditions

and the periodic aging of accounts receivable

Activities among funds that are representative of lending/borrowing arangements outstaflding at

the end of the fiscal year are referred to as €ither "due to/fiom other funds" (i.e. the current

portion of interfund loans) or "advances to/from other funds" (i.e., the non-current portion of
intefind loans). All other outstanding balanc€s betwe€n funds arc reported as "due to/liom other

funds". Advances between fuoals, as reported in the GFFS, are offsel by a fund balance reserve

account in applicable governmental funals to indicate that they are not available for appropriation

and are not expendable available financial resources.

Capilal Assets

Capital assets used in govemmental activities include land and land improvements, buildings,

structures and buildinf improvements, machinery and equipment (including equipment held

under capital leases), hmiture and fixtures, licensed vehicles, construction in progress, and

infrastruc'ture. These assets are capitalized and repofied in the accompanfng statement of net

position. Infrastructue assets are generally stationary in nature and include roads, bridges, streets

and sidewalks, dEinage systems and other simila. assets.

For financial reporting purposes, the Municipaliry defines capital assets as assels with an

individual cost basis oa$ioo or more at the date ofacquisition, construction or improvement, and

with useful lives extending beyond one year. All assets with individual costs under $100 or with

useful lives not exceeding one year, a.e charged directly to expense in the govemment_wide

statement of activities and the statement of revenues, expenses and changes in fund net position'

In the govemmental funds, all capital assets are recorded as expenditures in the corresponding

functior/program identified with the asset.
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ln the statement of net position, all capital assets ale recorded at cost oI estimated historical cost

if actual cost was unavailable, except for donated capital assets, which arc recorded at their

estimated fair value at the date of donation. Estimated historical costs based on deflated current

costs were used to value a portion of the inftastructure constructed or acquired prior to June 30,

2003 and certain lands, buildings, shuctures and building improvements. The method used to

deflate the cunent costs with a[ approximate price index was used only in the case of certain

items for which the histodcal cost documentation was not available. Actual historical costs were

used to value the infiashucture acquired or constructed after June 30, 2003 as well as,

conshuction in progress, machinery and equipment and licensed vehicles acquircd pdor or after

such date.

Major outlays for capital assets and improvements are capitalized in the statement ofnet position

as projects are constructed. The costs ofnormal maintenance and rcpairs that do not add value to

the asset or materially €xtend capital asset lives are not capitalized.

Depreciation aDd arnortization expense is recorded only in the govemment-wide statement of
activities. However, there is no depreciation or amortization recorded for land and construction

in progress. Depreciable capital assets are genemlly depreciated or amortized over their

estim;d usefirl lives under the shaight-line method, except for machioery and equipment held

under capital leases which is depreciated over tho shorter ofits estimated useful life or the lease

term. The estimated useful lives of major capital asset categories are:

Land improvements

Buildings, stluctules and building imFovements

Inflastructure

Licensed vehicles

Fumiture and fixtur€s

Machinery and equipment, excluding those

held under capital leases

Depreciatiofl and amortizatron expense on capital assets are recorded as dircct expenses of the

function/program specifically identified with the asset. Depreciation and amortization of
infrastructure is noi allocated to various functions/programs but reported as direct expenses of
rhe urban and economic developmenl funclion.
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anearned Revetues

In the govemmental fund financial statements, uneamed rcvenue arises when the Municipality
receives resources before it has a legal claim to them (reported as "unearaed rcvenue" it the

accompanying balance sheet-govemmental frmds). In subsequent periods, when the rcvenue

recogflition cdterion is met, the liability for uneamed revenue is removed ard revenue is

recogrized.

Uneamed revenues at the govemment-wide level arise only wh€n the Municipality receives

resources before it has a legal claim to them (reported as "uneamed revenue" it the

accompanying statement of net position).

j) Deferred OulJloh,/Inllote of Resources

In addition to assets, the statement of net position _ govemmental and business_type activities

and, the govemmental funds balance sheet and th€ statement of net position - proprietary fund

will sometimes report a s€pante section for defered outflows of resources. This separate

financial statement element, deferred oudlows of resources, represents a consumption of net

position or fund balance that applies to a future period (s) and so will not be rccognized as a,I

outflow ofresources (expense/expenditure) mtilthen The Municipality has no deferred outflows

of resources.

In addition to liabilities, the statement ofnet position - govemmental and business-type activities

and, the govemmental funds balance sheet and the statement of n€t position - proprietary fund

will sometimes report a separate section for deferred inflows of resources. This separate financial

statement element, deferred inflows ofresources, represents an acquisition ofnet position or fund

balances that applies to a future period (s) an so will not be recognized as an inflow of resources

(revenue) until that time. The Municipality has only one tlpe of iGm, which adses or y under a

modified accrual basis of accounting that qualifies for reporting in this category. Accordingly, the

llem "eamed and unavailable reve ue" isrcported only in the govemmental funds balance sheet.

The governmental funds reports unavailable revenues fiom intergovemmental gants and

contriLutions. These amounts are deferred and rccognized as an inflow of resouces in the period

that the amounts become available. Deferred inflows of resources of major govemmental funds

are identified below:

Me6,nble and u@ai ldb le rcwws:
lntergovemmenhl gtu6 dmnlnbJlrons $ 05.480 $ 65.486

rnt,l e.{mhl. md uavdil.bL revfiuc $ 65.486 $ 65386

position

$-
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k) CorrrperrsaledAbsences

The liability for compensated absences recorded in the accompanying statement of net position is

limitod to leave that: (1) is att butable to services already rendered on or before June 30,2014
and (2) is not contingent on a specific event that is outside the control ofthe Municipality and the

employee (such as illness). Compensated absences that relate to future services or are contingent

on a specific event outside the control of the employer or the employee are accounted for in the

period when those seftices arc rendered or drose events take place.

The liability for compensated absences includes salary-retat€d costs, which are directly and

incrementally related to the amount of salary paid to the employee (such as employer's share of
social security tanes and m€dicare taxes).

The vacation policy ofthe Municipality provides for the accumulation of regular vacations at a

rate of2.5 days per month (30 days per fiscal year) per employee. Employees accumulate regular

sick leave at a rate of 1.5 days per month (18 days per fiscal year) Employees accumulate

compensatory time at a mte of 1.5 times the oveflime worked. All vacation and sick leave days

accumulated by employees in excess of30 days and 90 days, respectively, are paid to employees

each fiscal yea., if not consumed, as required by law. ln the case of compensatory time, the

excess of240 hours is paid to employees each fiscal year, if not consumed.

Upon termination of employrnent, an employee receives compensation for all accumulated unpaid

regular vacation leave at ihe current rate. ln the case of regular sick leave, if the employee

termiaates his or her employment before reaching l0 years ofsewices, such rcgular sick leave is

not paid to the employee, if not consumed. [n addition upon temination of emplo]'ment, an

employee does not receive compensation for compensatory time, if not consumed previously.

After 10 years of services, any regular sick leave balance is paid to the employee Accumulated
vacation time is fully vested to the employee at any time.

The liability for compensated absences is in the statement of net position. A liability for
compensated absences is reported in the govemmental fund financial statements only when

matured (when payment is due), for example, as a result of employee resignations or retirements.

l) Long-lerrn Debt

The long-term liabilities reported in the accompanying statements of net position include the

Municipality's bonds payable, notes payable, obligations under capital leases, acdued

compensated absences and accrued legal claims andjudgments.

All long-term debt to be repaid from govemmental resources is reported as liabilities in the

accompanying statement ofnet position. ln the govemmental fund financial statements, the face

amount of debt issued (gross debt proceeds) is reported as other financing sources when issued.
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Non-interest bearing notes payable are accounted for under the prcvisions of Opinion No. 21,

Interest on Receivabks and Payables, issuedby the Accounting Principles Board (APB No. 21).

According to APB No. 21, the Muricipality has recorded such notes at present value with an

imputed interest rate that approximates the rate that would have been used, using the same tems
and conditions, if it had been negotiated by an independent lender. In the accompanying

statement of net position, such notes payable are reported net of the applicable unamortized

discount, which is the difference between the prcsent value and the face amount of the notes-

m) Accounting for Pension Costs

For the pupose of appllng the requirements of GASB Statement No. 27, Accounting for
Pensions by State and Local Covernment Employers (GASB No. 27), the Commonwealth of
Pueflo Rico is considered to be the sponsor of the Employees' Retircment Syst€m of the
Govemment of Puerto Rico and Its Instrumentalities (ERS) and System 2000, the two retirement

systerns in which the employees ofthe Municipality participate. Accordingly, the Municipality is

considered a participant and not a sponsor of these retircment systems since the majority of the
participants in the aforcmentioned pension trust funds are part ofthe financial reporting entity of
the Commonwealth. Accordingly, no poftion of the net pension obligation (NPO) related to ERS

has been allc,cated to the Municipality in the accompanying basic financial statements. The basic

financial statements of the Commonwealth account for the total amount of the net pension

obligation of ERS, including any amount that may be allocated to the Municipality.

According to GASB No. 27, the Municipality accounts for pension costs ftom the standpoint ofa
participant in a multiple-employer cost-sharing plan. Accordingly, pension costs recognized in

the accompanying basic fmancial statements are equal to the statutorily required contributions,
with a liability recorded for any unpaid required contributions.

n) Risk Mandgemerrt

The Municipality carries commercial insurance covering casualty, theft, tort claims and other
losses. Insurance policies are negotiated by the Commonwealth's Department of Treasury (the

Departrnent of Treasury) on behalf of all municipalities of Puerto Rico. The Department of
Treasury pays the insumnce premiums on b€halfofthe Municipality and then is reimbuned each

fiscal year though monthly equal pa,,rnents deducted from the Municipality's gross property tax

collections made by the Municipal Revenue Collection Center ("CRM", by its Spanish

acronlm), a govemmental entity responsible for billing ald collecting property ta,@s on behalf of
all municipalities ofPuerto Rico.

The Municipality canies insurance coverage for death and bodily injuries caused by automobile
accidents. This insumnce is obtained through the Automobile Accidents Compensation

Administration (ACAA, by its Spanish aclonym), a component unit of the Commonwealth. This
insumnce is compulsory for all licensed vehicles used on public roads and highways in Puerto

fuco. The annual premium applicable at June 30, 2014 is $35 per licensed motor vehicle, which
is paid directly to ACAA.
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The Municipality obtains workers' compensation insurance coverage tlrough the Stat€ Insurance
Fund Corporation (SIIC), a component unit of the Commonwealth. This insurance covers
workers agairst injuries, disability or death because ofwork or emplo,,rnent-related acaidents, or
because of iilness suffered as a consequence of their emplo,,rnent. Workers' compensation
insurance premiurns are also paid through monthly deductions made by CRM ftom the
Municipality's g_oss property tax collections-

The Municipality obtains unemployment compensation, non-occupational disability, and drivers'
insurance covemge for its employees tkough various insurance programs administered by the
Commonwealth's Department oflabor and Human Resources (DOL). These insurance progmms
cover work€rs against unemployment and provide supplementary insurance coverage for
temporary disability, or death because of work or employment-related accidents or because of
illness suffered as a consequence of their employment. Unemployment compensation, non-
occupational disability and driveN' insurance premiums are paid directly to DOL on a cost
reimbursement basis.

The Municipality also obtains medical insurance covemge from a health insurance company for
its employees. Different health insurance coverage and premium options are negotiated each year
by the Municipality. The current insumnce policies have not been cancelled or terminated at June
30, 2014. Premiums are paid on a monthly basis directly to the insumnce company. In the past
three years, the Municipality has not settled claims that exceedod insurance covemge.

o) Fut d Balances

On July 1, 2010, the Municipality adopted the provisions of GASB Statement No. 54, Fzzd
Bak nce Reporting and Govemmental Fund TWe Delnitions No. 54 (GASB No. 54). GASB No.
54, which enhanced the usefulness offund balance information by providing clearer fund balance
classifications that can be more consistently applied. Also, this statement establishes fund bala[ce
classifications that comp se a hierarchy upon use of the resouces reported in govemmental

Pursuant to the provisions of GASB No. 54, the accompanying GFFS report fund balance
amounts that are consider€d restricted, committed, assigned, and unassigned, based on the rclative
strength of constraints that control how specific amounts can be spent, as defined below:

. Nonspekdable - Represent resources that cannot be spent due to form, fot example,
inventories and prepaid arnounts. Also, long-term loan and note receivables, and property
held for resale would be reported he.e unless the proceeds are restricted, committed or
assignes. Amounts that must be maintained intact legally or contractually (corpus or principal
of a p€rmanent flrnd).
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Xesrrrared Represent resou.ces that can be spent only for the specific puposes stipulated by
constitutional provisions, extemal resouce providerc (extemally imposed by creditor or
grantors), oI through enabling Iegislation (that is, legislation that oeates a new revenue
source and restricts its use). Effectively, rest ctions may be changed or lifted only with the
consent of resouce providers.

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

.4.s.rr?rr€d- Represe resources intended to be used by the Municipality for specific purposes

but do not meet the criteria to be classified as restricted or committed (generally executive
orders approved by the Mayor). Intent can be expressed by the Municipal Legislature, the
Mayor or by an offcial or body to which the Municipal L€gislature delegates authority in
conformity with the Law No. 81 of August 30, 1991, as amended, known as Autonomous
tr{ullicipalities Act of the Co rnon ealth of Puefio Rica (Act No. 8I ). In govemmental funds
other than the geneml fund, assigned fund balance represents the rcmaining amount that is not
restricted or commifted.

. Anassigned Represent the residual classification for the Municipality's general fund and
includes all spendable amounts not contained in the other classifications. In other firnds, the
unassigned classification is used only to report a deficit balance resulting from overspending
for specific purposes for which amounts had been restricted, committ€d, or assigned.

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

The Municipality reports resources constrained to stabiliz tion as a specified purpose (restricted
or committed firnd balance in the general fund) only if: (1) such resources meet the other criteia
for those classifications, as described above and (2) the circumstances or conditions that signal
the need for stabilization are identified in sufficient detail and are not expected to occur routinely.
However, the Municipality has not entered into any stabilizalionlike arrangements, nor has set

aside material financial resources for emergencies and has not established formal minimum firnd
balance amounts as of and for the fiscal year ended June 30, 2014.

When an €xpenditure is incurred for purposes for which amounts are available in multiple fund
balance classifications, the Municipality uses reshicted resources first, and then unrestricted
resollrces. Within uffestricted resources, the Municipality generally spends committed resolrces
first, followed by assigned resources, and then unassigned r€souces.
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p) IrrtetfuftdActiviries

The Municipality has the following O?es of reciprocal and non-reciprocal inter-fund activities
recorded among govemmental funds in the accompanying GFFS:

. Inter-fund loarrs Represent resources (assets) provided by one govemmental fund to other
govemmental fund with a requirement and commihnent for repalanent (reimbursement),

which are recorded 
^s 

"due fiofi" in the lender govemmental find and "due to" n the
borrower govemmental firnd. For amounts not expected to be collected, inter-fund
receivables/payables are reduced to their estimated realizable (settlement) value, and the
portion of the inter-fund loan that is not expected to be repaid is rcported as a "trdnsJer-in"
fiom the govemmental ftnd that provided the loan.

. Iitet-funal transfers (ta4slefi-ii/(oa)) Represent flows of assets (pemanent reallocation
of financial resouces among govemmental funds) without equivalent flows of assets in
retum and without a requirement for repal,rnenL Transfers are repo.ted as "othel lnancing
ases " in the govemmental fund making transfers a[rd as "other Jinancing sources" it lhe
govemmental fund rcceiving transfels.

. Ihler-fu d rcitnbursemenls - Represent repalanents (reimbursements) ftom the
govemmental fund responsible for particular expenditures or expenses to the govemmental
fund that initially paid for them.

In the GFFS, inter-fund activity has not been eliminated, as permifted by GAAP.

q) Use of Estimoles

The preparation of the accompanying basic financial statements in conformity with GAAP
requires management to make significant estimates and assumptions that affect the reported
amounts of assets and liabilities and the disclosure ofcontingent assets and liabilities at the date
of the basic financial statements, and the reported amounts of rcvenue and expenses during the
reporting period. Actual results could differ f.om those estimates.

r) Fulure Adoption of Accoanting Pronouncements

The GASB has issued the following standards that have effective dates after June 30, 2014:
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GASB Statement No. 68 Accounting and Firut lcial Reportingfor Pensions an amendment of
GASB State rent No. 27 (lssued 06/12).T11e primaty objective of this Statement is to improve

accounting and financial reporting by state and local govemments for pensions. [t also

improves information provided by stat€ and local govemmental employers about financial

support for pensions that is provided by other entities. This Statement results ftom a

comprehensive review of the effectiveness of existing standards of accounting and financial

reporting for pensions with regard to providing d€cision_useful information, supporting

assessments of accountability and inter-period equity, and ffeating additional hansparency.

This Statement is effective for fiscal yea$ beginning after June 15, 2014.

GASB Statement No. 69 Govent e t Combinatiolls and Disposals ofcovenment Operatiotts

(Issued 01/13) Thls Statement establishes accounting and financial reporting standards related

to government combinations and disposals of govemment operations. As used in this

Statement, the telm govemment combinations include a variety of transactions referred to as

mergers, acquisitions, and trarsfers of operatio$. The requirements of this Statement are

effective for gov€mment combinations and disposals of govemment operations occurring in

financial rcporting periods beginning after December 15,2013, and should be applied on a

prospective basis.

GASB Statement No. 70 Accounting and Financial Reporting for Nonexchange Financial

Guarantees (Issued 04/13). The objective of this Statement is to imprcve accounting and

financial reporting by state and local governments that extend and receive nonexchange

financial guamntees. The provisions of this Statement are effective for reporting periods

beginning after June 15, 2013. Earlier application is encouraged.

GASB Statement No. ?1 Pension Transition for Contributions Made Subsequent to the

Measurement Date-an amendment of GASB Statement No 68 (lssued 1 U13). The objective

of this Statement is to address an issue regarding application of the transition provisions of
Statement No. 6E, Accounting and Financial Reporting for Pensions The prcvisions of this

Statement are required to be applied simultaneously with the provisions of Statement 68.

GASB Statement No. 72 Fair Value Measurement and Application (Issued 2/15). The

objective of this Statement is to provide guidance for determining a fair value measuement for
financial reporting purposes. This Statement also provides guidance for applying fair value to

certain investments and disclosur€s related to all fair value measLrements. The requirements of
this Statement are effective for financial statements for periods begiming after June 15, 2015.

Earlier application is encouaged.
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GASB Statement No. 73 Accounting and Financial Reporting for Pensions and Related Assets

that are not within the Scope ofGASB Statement 68, and Ammendments to Certain Provisions

ofGASB Statements 67 and 68 (Issued 06/15). The objective ofthis Statement is to improve

the usefulness of information about pensions included in the general purpose extemal financial

reports of state and local govemments for making decisions and assessing accountability. The

requirements of this statement that address accounting and financial reporting by employers

and govemmental nonemployer contributing entities for pensions that are not within the scope

of Statement 68 are effective for financial statements for fiscal years beginning after June 15,

2016, and the requirements of this Statement that address financial reporting for assets

accumulated for purposes ofproviding those pensions are effective for fiscal years beginning

after Jme 15, 2015. The requirements ofthis Statement for pension plans that are within the

scope of Statement 67 or for pensions that are within the scope of Statement 68 are effective

for fiscal years beginning after June 15, 2015. Earlier application is encouraged.

CASB Statement No. ?4 Financial Reporting for Postemplo)T nent Benefit Plans other than

Pension Plans (Issued 06/15). The objective ofthis Statement is to imProve the usefulness of
information about postemploynent benefits other than pensions (other postemplo)T nent

benefits or OPEB) included in the general purpose exlemal financial reports of state and local
governmental OPEB plans for making decisions and assessing accountability. This Statement

is effective for financial statements for fiscal years beginning after June 15, 2016. Eallier
application is encouraged.

GASB Statement No. 75 Accounting and Financial Reporting for Postemployment Benefits

other Than Pensions (Issued 06/15). The primary objective of this Statement is to improve

accounting and fmancial reporting by state and local govemments for postemplo)T nent

benefits other thall pensions (other postemplo]ment benefits or OPEB) It also improves

informatiofl provided by state and local governmental employers about financial support for
OPEB that is provided by other entities. his Statemenl is effective for fiscal years beginning

after June I 5, 201 ?. Earlier application is encouraged.

GASB Statement No. 76 The Hierarchy of Generally Accepted Accounting Principles for
State and Local Govemments (Issued 06/15). The obj€ctive ofthis Statement is to identiry-in
the context of the current govemmental financial reporting environment the hierarchy of
genemlly accepted accounting principles (GAAP). The requirements of this Statement are

effective for financial statements for periods beginning after June 15,2015, and should be

applied rehoactively. Earlier application is permitted.

GASB Statement No. 77 Ta.x Abatement Disclosures (lssued 08/15) The objective of this

Statement is to rcquires disclosure of tax abatement information about (l) a reporting

government's o\rr tax abatement agreements and (2) those that are entered into by other

govemments and that reduce the reporting govemment's tax revenues The rcquirements of
this Statement are effective for financial statements for periods beginning after December 15,

2015. Earlier application is encouraged.
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The impact of these statements on the Municipality's basic financial statements has not yet been

determined.

Deposits

The Municipality maintains its deposits in various commercial banks located in Puerto Rico and the
Govemment Development Bank for Puerto fuco (GDB). Proceeds from all bonds and the funds

related to cefiain fedeml grant awards are required by law to be held with GDB-

On July l, 2004, the Muricipality adopted the provisions ofGASB Statement No. 40 (GASB No. 40),
Deposit and Investment Risk Disclosute, an Amendment to GASB Slatement No. 3. This statement

rcquires that state and local governments disclose essential risk information about deposits and

investrnents. The disclosure requirements cover four main areas: (1) credit risk, (2) intercst rate dsk,
(3) custodial credit risk, (4) foreign exchange exposure.

. Credit risk - This is the dsk that an issuer or other counterparty to an investment will not
fulfill its obligations. In compliance with the laws and regulations ofthe Commonwealth, the

Municipality has adopted, as its custodial credit risk policy, the Statement of Inwstment
Guidelihes Jol the Govem ent oJ the Co monwealth of Pueto Nco. Accordingly, the
Municipality is only allowed to invest its obligations of the Commonwealth, obligations of
the United States of Americ4 certificates of deposit, commercial paper, bankers' acceptances

or in pools of obligations ofthe Municipalities of Puerto fuco, which are managed by GDB.
According to the aforementioned investment guidelines, the Municipality is not allowed to
invest in marketable securities or any other R?e of investments for which credit risk exposue
may be significant. Therefore, the Municipality's management has concluded that the oedit
risk related to any possible loss related to defaults by commercial banks on the Municipality's
deposits is considered low at June 30, 2014.

. Interest rate risk - This is the risk that changes in interest rates of debt investnents will
adve$ely affect the fair value of an investment. The Municipality manages its exposue to
declines in fair values byi (1) not including debt investments in its investments porfolio al
June 30, 2014, (2) limiting the weighted average matudty of its investments to periods of
three months or less and (3) keeping most of its banks deposits in interest bearing accounts

genemting interest at prevailing market rates. At June 30,2014, the interest mte risk
associated with the Municipality's cash and cash equivalent is considered low.
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. Custodial credit risk In the case of deposits, this is the risk thar in the event ofa bank
failurc, the Municipality's deposits may not be recovered. Pursuant to the Statement oJ
lnvestment G1lidelines lor the Government ofthe Commonureakh of Puelto Rico, the balances
deposited in corrmercial banks by the Municipality are insued by the Federal Deposit
Insurance Corpomtion (FDIC), generally up to a maximum of $250,000 per depositor. [n
addition, public funds deposited in commercial banks by the Municipality are fully
collateralized for the arnounts deposited in excess of the federal depository insurance. All
securities pledged as collateral are held in the Municipality's name by the agents of the
Commonwealth's Secretary of Treasury. Deposits of GDB, amounting to $6,338,597 at June
30, 2014, are uninsured and uncollatemlized. Howevet no losses rclated to defaults by GDB
on deposit transactions have been incurred by the Municipality through June 30, 2014. It is
management's policy to only maintain deposits in banks affiliated to FDIC to minimize the
custodial credit risk, except for GDB. Therefore, the Municipality's management has
concluded thal at June 30, 2014, the custodial oedit dsk associated with the Municipality's
cash and cash equivalents is considered low.

. Foreien erch.tree risk - This is the risk that changes in exchange mtes will adversely affect
the value of an investment or a deposit. According to the aforementioned investinent
guidelines, adopted by the Municipality, the Municipality is prevented from investing in
foreign securities or any other types of investments for which foreign exchange .isk exposure
may be significant. Accordingly, management has concluded that the foreign excharlge dsk
related to the Municipality's deposits is considered low at June 30,2014.

The Municipality's bank balance of deposits with financial institutions is categorized to provide an
indication of the level of collate.al sk assumed by the Municipality at June30,2014. fusk
categories are described as follows:

r.cislrrir. Mnnicipd
G.n r,l JoidtEoludoB n di.ddtr D.btsenic
lud

.onD'jor

Cr.h in GDB, 6 fi&.I aCld

Tolol o{rying mounr ofd.posns

I 5.75r I 543,450 $ - i 3t3.917 t 2,466,145

5_127.636 1.160.137 6J33_597

I 5.t27.616 t 1.1?1.10-4 s 3.305.142

3. Municipal License Taxes

The Municipality is authorized by Law No. 81 to impose and collect municipal license taxes on all
trade or business activities operated by any natural or legal person within the territorial arca of Santa
Isabel. This is a self-assessed tax generally based on the business volume measured by gross sales.

The MuDicipality establishes the applicable tax mtes. At June 30, 2014, the municipal tax rates
imposed by the Municipality were 1.50% for financing institutions and 0.30% for other types of
t xpayers. Any taxpayers that have been granted with partial tax exemptions under any of the
incentive tax laws ofthe Commonwealth ultimately pay municipal license taxes at .educed tax mtes,
generally between 60% and 90% under standard rates.
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Each taxpayer must assess his/her corresponding municipal license ta.\ by declaring his/her volume
of busin€ss through a tax return to b€ filed every April 15 based on the actual volume of business
generated in the preceding calendar year.

Taxpayers with a sales volume of $3 million or more must include audited financial statements with
their ta.\ retums. The tax can be paid by the taxpayer in two equal installments due on July 15 and

January 15, subsequent to the filing ofthe declaration.

The first installment of the tax covers the six-month period ended December 31, subsequent to the
filing date of the declamtion, while the second installment of the tax covers the six-month period
ended June 30 ofthe subsequent calendar year. lfa t&xpayer elects to pay the ta-.( in full on the filing
date of the declaration (generally April l5), a 5% discount is granted automatically on the total tax
amount due.

Any municipal license taxes collected in advance (that is, pertaining to a future period) are recorded
as unearned revenues. Uneamed municipal license t&x revenues recorded in the accompanying
GWFS and GFFS amounted to $1,129,966 et June 30, 2014, which rcpresents municipal licenses
collected in advance for the taxable year 2014-2015.

Sales Taxes

On July 4, 2006, the Commonwealth Legislature approved Act No. I 17 ("Act I17") which amends
the Puerto Rico Intemal Revenue Code of 1994 to provide, among other things, for a sale and use tax
of 5.5olo to be imposed by the Commonwealth Govemment. Act 1 17 also authorizes each municipal
govemment to impose a municipai sale and use tax of 1.5%. This municipal sales and use ta\ has in
general the same tax base and limitations (except for unprocessed foods) as those provided by the
Commonwealth's sales and use tax.

On July 29, 2007, the Commonwealth Legislature approved Act No. 80 (Act 80) which ameflds Act
No. I17 of July 4, 2006 to impose to all the Municipalities of Puerto Rico a unifom municipal sales

and use tax of 1.5%. Effective August 1,2001 lyo of the 1.5% is collected by the Municipalities and
the remaining .5% ofthe 1.5% is collected by the Puerto Rico Department ofTrcasury (PRDT).

The amount collected by the PRDT, (.5% ofthe 1.5%) is deposited in accounts or special funds in the
Governmental Development Bank of Puerto Rico (GDB), subject to resaictions imposed and
distributed as follows:

. .2y. of the .5o/. wlll be deposil,ed in a Municipal Development Fund to be distdbuted arnong
all the municipalities in accordance with a fo.mula created by the Act,

o .2o/o of the.s% will be deposited in a Municipal Redemption Fund to finance loans to
Municipalities and,
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. .l% of the .5% will be deposited in a Municipal Improvement Fund to finance capital
imp.ovement prcjects; these funds will be distributed based on legislation fiom the
Commonwealth's Irgislature

The Municipal Irgislature approved a municipal ordinance to conform to dispositions of Act 80.

Effective January I , 20 I 1 the Commonwealth of Puerto Rico adopted a n€w Intemal Revenue Code
(2011 PR Code). Subtide D (Sections 4010 to 4070) of the 2011 PR Code incorporates the
dispositions applicable to the sales and use tax. As stated by Section 4050 the Municipalities may use

the sales and use tax proceeds to finance solid waste, recycling, capital projects, health and public
safety prc$ams as well as any other activity that promotes sound public administration.

lndividuals, organizations and entities subject to collect the municipal sales and use tax must file a tax
retom to the PRDT. The tax is due the loth day of each month based on t&.( collected in the preceding
month. The Municipality recorded as revenue $1,828,154 in the general fund conesponding to the 1%
imposition and $943,043 in the debt seflice fund corresponding to the Municipal Redemption Fund.

Individuals, organizations and entities subject to collect the municipal sales and use tax must file a tax
retum to the Municipalio,. The ta-x is due the l0th day of each month based on ta-x collected in the
preceding month. Municipal sales and use tax receivable in the geneml and debt service funds at June
30, 2014, of $169,429 and $211,633, respectively, represents the ta-\ collected on June (or before) by
individuals, organizations and entities but reported and paid to the Municipaliry on or before July 10,

net of uncollectible accounts.

On June 30, 2013, the Commonwealth approved Act No. 40 which among other things, reduces the
municipal sales and use tax from 1.5% to 1% and increasing the Commonwealth sales and use tax
from 5.5% to 6o% effective December 1, 2013. This Act was subsequently amended to change this
effective date from December 1,2013 to Februry 1,2014.

In order to address the fiscal and credit crisis of the Commonwealth of Puerto Rico, the GDB
liquidity and the difficult fiscal situation ofthe municipalities of Pueno fuco, on January 24, 2014 the
Commonwealth approved Act No. I 8 and I 9. Those Acts provide for the restructuring and creation of
financing structures from sales and use tax sources to guarantee and pay municipal long-term debt
issuances- As a result of this legislation the municipalities of Puerto fuco may improve its credit
capacity along with maintaining sumcient resources for operations.

The purpose of the Act No. 18 of January 24,2014 is to create a special fund called Municipal
Administration Fund (FAM) under custody of the Govemmental Development BanI of Puerto Rico
("GDB") that permits the Municipalities to guarantee and pay long tem debt and provide firnds for its
general operations. [n addition, this Act improves the financing capacity ofthe Puerto Rico Sales Tax
Financing Corporation (COFINA), a Commonwealth fund administered by CDB and the P.R.
Secretary of Treasury. The Act includes provisions for municipalities that do not want to be covered
by the Act. Special rules apply for those municipalities. The Act is effective on February 1, 2014.
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The 6010 corresponding to the Commonwealth's sales and use tax will be deposited in COFINA. From

these funds during a traflsitory period from February 1, 2014 to June 30,2014 the Commonwealth
will deposit $43,440,184 in the FAM to be distributed to the Municipalities as follows:

. .2% will be deposited in a Municipal Development Fund to be distributed to the

municipalities,

. .2yo wtll be deposited in a Municipal Redemption Fund to guarantee and repay the

municipalities long term debt and,

o .1% will be deposited in a Municipal knprovement Fund to finance capital improvement

Fojects; these funds will be distributed based on legislation from the Commonwealth's
I,€gislature.

After July 1, 2014 the 6% corresponding to the Cornmonwealth's sales and use tax will be deposited

in COFINA. From these funds the Commonwealth will deposit.5% in the FAM. Dishibution to
municipalities will depend on whether the municipalities signed an agreement to be covered or not
covered by the Act's provisions. The Municipality of Santa lsabel signed the agreement to be

For municipalities covered by the agreement the .5% will be distributed as follows:

c .2ok will be deposited in the Municipal Development Fund to be distributed to the

municipalities,

o .2o/o will be deposited in a Municipal Redemption Fund to then be deposited in the

municipalities geneml fund (the municipalities has the option to maintain funds in the

Municipal Redemption Fund or to transfer funds from the Municipal Development Fund to
increase its debt margin and issue loans to be obtained from financial institutions)

. .1% will be deposited in a Municipal Improvement Fund to finance capital improvement
projects; these funds will be dishibuted based on legislation fiom the Commonwealth's
Legislature.

For municipalities not colercd by the agreement the .5% will be distribuled as follows:

. -2yo will be deposited in the Municipal Development Fund. Section 4 of the Act requircs

amounts deposited in the Municipal Development Fund of municipalities not covered by the

Act to be redistributed to the municipalities covered by the Act,

. .2% will be deposited in a Municipal Redemption Fund to guarantee and repay long term
debt through any financial institution ( each semester the municipalities may transfer to their
general fund the funds in excess of debt service requirements),
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. .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.

The purpose ofthe Act No. 19 of January 24,2014 is to create the Municipal Financ€ Corporation
(COFM) a public corporation and a component unit of the Govemmental Development Bank of
Puerto Rico (GDB) which may issue, pay or refinance long-term debt of municipalities. Principal and

inter€st of these bonds and loans will be guamnteed with the municipal sales and use tax (1%). The

Act includes provisions for municipalities that do not want to be covered by the Act. Special rules

apply for those municipalities. The Act is effective on February l, 2014.

After July 1, 2014, the l% corresponding to the muaicipalities' sales and use tax will be deposited in
COFIM. From these funds COFIM will deposit to the COFIM'S sinking fund the greater of: .3% of
the l% municipal sales and use tax or an Annual Rental Fee (RFA). The RFA for fiscal year 2014-
2015 will be $65,541,281 and thereafter will be 1.5% ofthe RFA of the preceding fiscal period. The

excess of the required deposit to the COFM'S sinldng fund (.7% ofthe 1% ofthe municipal sales and

use tax) will be transferred to the geneml fund of municipalities covered by the agrcement or to the
Municipal Redemption Fund as decided by the municipality. Before the transfer of the .7% to the
municipalities covered by the Act, COFIM *,ill transfer the 1% municipal sales and use tax to the

municipalities not covered by the Act. These municipalities cannot obtain loans guaranteed by
COFM's sinking tund.

rf at any moment the rcquired deposits to the COFIM's sinking fund were not sufficient to pay the

Fincipal and interest ofany outstanding obligation, the deficiency will be covered by appropriations

ofthe Commonwealth's general fund budget.

Property Taxes

The Municipality is authorized by Law No. 81 to impose and collect property ta\es from any natural

or legal person that, at January I ofeach calendar year: (1) is engaged in hade or business and is the
owner ofpersonal or real property used in trade or business or (2) owns residential rcal prop€rty with
a value in excess of$15,000 (at 1957 estimated market prices).

The Municipal Revenue Collection Cenler (CRIM, by its Spanish acronym) is a govemmental entity
not related to the Municipality which is responsible for the billings aDd collections of real and

personal prcperty taxes on behalf of the Municipality and all other municipalities in the

Commonwealth of Puefio Rico. Pdor to the beginning of each fiscal year, CRIM informs to the

Municipality th€ estimated arnolnt of property taxes expected to b€ collected for the ensuing fiscal
year. Throughout the fiscal year, CRIM advances funds (estimated collections) to the Municipality
based on the initial estimated (forecasted) collection amounts for the fiscal year. CRIM is requircd 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 the prope4y tax amounts actually collected liom
taxpayers on behalfofthe Municipality during the fiscal year. This settlement has to be completed on

a final basis not later than December 3 1 following the fiscal year end.
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If in any given fiscal year, CRIM remits to the Municipality property tax advances that are less than
the property ta\es actually collected by CRIM on behalf ofthe Municipality, then CRIM will increase
the arnount of the monthly Foperty tax advances during for the next fiscal year. However, if
advances exceed the amount actually collected by CRIM, then CRIM will reduce the arnount ofthe
monthly property tax advances during the next fiscal year.

Personal propefty taxes are self-assessed by taxpayers every year using the book value of personal
property assets owned by the taxpayer at January I (assessment date) and reporting such taxable value
through a personal property ta.\ return filed on May 15 subsequent to the assessment da&. The total
personal propety tax rate in force at June 30,2014 was 8.53 percent (ofwhich taxpayers pay 8.33
percent and the remaining 0.20 percent is paid by the Departrnent of Treasury, as a subsidy).

Real property taxes are assessed by CRM. The assessment on real property is made every January I
and is based on estimated current values of the property, deflat€d to 1957 market prices. The total
real property tax mte in force at June 30, 2014 was 10.53 percent (of which 10.33 percent is paid by
ta-xpayers and the remaining 0.20 percent is also paid by the Department of Treasury, as a subsidy).

Residential real property ocaupied by its owner (not engaged in trade or business) is exempt ftom
property taxes only on the first $15,000 of the assessed value (at 1957 market prices). For exempt
arnounts, the Departnent of Treasury assumes ihe payment of the basic tax (4.00 percent and 6.00
percent for personal and real property, respectively), except for property assessed for less than $3,500
(at 1957 market prices), for which no pa),rnent is made by the Departrnent of Treasury.

According to Law No. 81, included withi[ the total peronal and real property tax rates of 8.53
percent and I 0.53 percent, respectively, there is a leq/ of an annual special tax of 1 .03 percent of the
assessed value of all real and personal property not exonerated fiom taxation. This special tax is
levied by the Commonwealth of Puerto Rico but is collected by CRIM. Collections of this special tax
are directly remitted by CRIM to the debt service firnd ofthe Commonwealth ofPu€rto fuco, for the
payment of the general long-term debt ofthe state govemment-

Ii addition, included within the total personal and real property tax rates of 8.53 percent and 10.53
p€rcent, rcspectively, there is a portion ofthe ta-\ rate in the amount of 1.75 percent that is restricted
for the Municipality's debt service requirements of bonds. Such amounts are recorded in the
Municipality's debt service tund.

The portion of the property taxes recorded in the general fund is used to finance the opemting
activities ofthe Municipality, including the pa).rrlert of: (l) the insulance Femiums acquired tbrough
the Puerto fuco Departrnent of Treasury, (2) the mo[thly contributions to CRM, which are statutorily
requited as the Municipality's share of CRIM'S operating €xpenses, (3) statutory contributions to the
Puerto Rico Health Services Administration (PRHSA), as the Municipality's share of the cost ofthe
public health insurance coverage provided to qualifying low-income citizens, (4) certain notes
payable to CRIM and to the Puerto Rico Department of Trcasury and, (5) certain amounts due to
certain agencies and component units of the Commonwealth, which are recorded within
intergovemmental payables in the accompanying GWIS and GFFS.
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The 0.20 percent of uuestdcted pssonal and real property taxes paid by the Puerto Rico Depaftnent
ofTreasu.ry as a subsidy is recorded in the Municipality's general fund.

The Additional Lottery System of the Commonwealth of Puerto fuco (the Additional Inttery) is an
operational unit reported as an enterprise firnd in the Commonwealth ofPuerto Rico's basic financial
statements, which currently operates several betting altematives to the citizens of Puerto Rico. The
Additional Lottery is requircd every fiscal year to distribute a portion of its excess of revenues over
expenses as follows:

. Thirty five percent of its net eamings (defined as the excess of revenues over expenses less an
amount earmarked for the Fund for Rent and Home lmprovement Subsidy Program for the low-
hcome Qualifring Elderly) is earmarked to the mmicipalities of the Commonwealth of Puerto
Rico, of which a mzximum of $26 million, on an annual basis, is distributed to the Municipal
Equalization Fund held by CRM to cover operating expenses and permanent improvements of
the municipalities.

. An additional amount not exceeding $16 million, on an annual basis, is distributed to the
Municipal Equalization Fund, provided it is within the thirty-five percert corresponding to the
municipalities of the Commonwealth of Puerto Rico. When the accumulated municipal
appropriations from the municipalities' Puerto Rico Health Refom are covered up to June 30,
1 997, these resources will be assigned to PRHSA.

6. Intergovernmental Receivables and Payables

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

follows:
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Intergovemmental rcceivables and payables reprcsent the pending settlements of the aforementioned
intergovemmental transactions.

The amount due fiom Puerio Rico Departrnent of Treasury Christrnas bonus ($65,486) is recorded
as unavailable revenues in the govemmental funds statements (general fund) since is not available as
required by modified accrual basis of accounting.

7. Interfund Balanc€s

On July l, 2003 the Municipality adopted the provisions of Statement No. 38, Certain Financial
Statement Note Disclosures, issued by the Govemmental Accounting Standards Board. This
statement rcquires the disclosure of the flow of resources between funds arld to assess the
collectibility of interfimd balances. Interfund balances at June 30, 2014 consisted of the following:

Durr'.dvrncd fron:
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The principal purposes of inter-fund receivables and payables arc to recognize in the outstanding
balance ofthe loans granted, the effect ofthe practice ofpooling cash in the a current accouDt, and to
temporarily cover the pa],roll and other operating costs of several federally, and local and state funded
progmms.

The principal purposes of hter-firnd transfers are to make a routinary tmnsfer of resources from the
general fund to the debt service fund to cover the principal and interest pa),ment on certain bond.
These debt service pa),rnents were made on January and July 2014.

Inter-fund receivables and payables represent the pending settlements ofthe aforementioned tansfers
at June 30, 2014-
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8. UnearBed ReveDu€s

At June 30, 2014, uneamed revenues recorded in the liabilities section of the GWFS and the
govemmefial fi[d fmancial statements are as follows:

Toltl
Genml Noroqior govemncntd
ftrnd ftrnd. tun& polilo,

ht lBoY€Eltqtt l graiis

E@t n dd @nd e tM@s:
I6t .g()\,llmat l gmts

Tdbl muihnb b6u6

$ 1329.W - 1329956 | t,329966

256.834 _-__4fi!_ 256,834
256.814 1.586.800 S 1J86.800Total memcd Ev@u6

9. Deferred OutllodlnflowofR€sources

At Jutre 30, 2014, measurable and unavailable revenues recorded itr the GWFS and the govemmental
futrd financial sutements are as follows:

$ 65,436
$ 65J86 $ 65,436

$ 65,436
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10. Capitd Assets

Capital assets activity of the govemmental activities for the fiscal year end€d June 30, 2014 was as
follow:

Capiel a3sett nor being d€?@ifi.d:

Comtrudio i! pDgrss

lotal ceital 6$ls, not b6ing d@eid€d

Capird aets, b.ing &p@iaLd:
Builditrcs, $uctu s ,nd buildrngs improvemeats

Machi!.ry ad .quipn€nt

Tot l c.gi$l Nets, being deprcciated

Total s1 basis ofcspnd alseis

Amola.d dep@iatid:
Builditrgs, sLuctuG and buildings imptuidenti

M6.hindy ed .quipm6t

Total ..lmdatcd dcp@iario

N.tc@it l aetr, smtal actMiis

$ ty'33,19r $ 1,433,191

1,433.191 1,433,191

20.387,039

5283,5t2
62,800

1949,088

\087304
1t9,658

53J10
t7L%8

$ r?1968

(t6,715)

20387,039

5283,512

62"800

3.p64.746

2.123.839

30,769,743

s 12202934

30.925936-i 3?is\r21
(16,115)

$ (t6,115)

Aeueulrted
D.prcci.lion

Redwliag eld of
R*lr$iforiod lir..lrar

I 4.132a491

22t0236
10J60

2279,866

1,156,5?0

9,189,529

s 425550

185,849

1,130

180,625

114250

$ 4,558,047

23%,085

l rJ90
2,4@491

10,7,10,158

,rur,
967.4U 1r6.,75)

$ 22Jr3J05 $ (?e4,4J6) $ $ 2r,518,S69

The Muicipality did not have complete and accurate accounting records of capital assets at June

30,2014.
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Depreciation and amortization expense of govemmental activities for the fiscal year ended June

30, 2014 was cha€ed to firnctions/programs in the accompanying statement of activities as

WslfrE dd housing Bsistar@v

C\llruE. re@*ion, md edu@lion

Ude d Mnonic developmmt

Tolal deprciatio. ed mortiaiio. *p6e

s 116.164

80350

8,025

223.532

5,254

4734$3

$ 967,404

I 1. Long-Term Obligations

The general long-term debt activity for the fiscal year ended June 30,2014 is as follows:

hmRj6T@eFnn4l
Eliric]@r3l6.rt6sleMLejdcod3

AdresowrdmoEMs,I6dyd2@
]q,'3@

4s,424 1\156

,6&J

10e,3,

J'Iq,e76,6]
1,5eJ72

ztlL 14,w 2\5.q2

_llgl:]El __!-]z1!g- -1,-3;.1?r]L --!l]!r!:q --!--z1]q

Historically, the general tund has been used to liquidate the notes payable to CRIM, the Puerto Rico
Deparhnent of Treasury compensated absences and any other long-term liabilities other than bonds.

o) Debl Limitation

The Municipal Legislature is legally authorized to approve the contmcting of debts of the
Municipality. Nevertheless, the laws and regulations ofthe Commonwealth of Puerto Rico also
provide that:

. Direct obligations ofthe Municipality (evidenced principally by bonds) are backed by the full
faith, credit and taning power ofthe Municipality; and
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. Direct obligations are not to be issued by the Municipality if the amount ofthe principal ot
and the interest on, such bonds and bond anticipation notes (and on all bonds and notes issued

thereafter) which arc payable in any fiscal year, together with any amount paid by the
Municipality in the preceding fiscal year on account of bonds or bond anticipation notes
guaranteed by the Municipality, exceed 10 percent ofthe total assessed value ofthe prcperry
located within the Municipality plus the balance ofthe ad valorem taxes in the debt service
fund, for bonds payable and bond anticipation notes to be repaid with the proceeds of
property laxei restricled for debr service.

p) Bonds Pqable

The Municipality issues general obligation and public improvement serial bords to finance the
acquisition, construction and improvement of capital assets, as well as, to finance certrain

operating needs, including the pa),rnent 1o suppliem in certain circumstances.

The laws and regulations ofthe Commonwealth provide that the Municipality's public debt will
constitute a first claim or the available revenue ofthe Municipality. Public debt is composed of
bonds payable. The good faith, credit and t4xing power of the Municipality are irrevocably
pledged for the prompt paynent ofthe principal and interest ofboods.

As more fully descibed in Note 5, the Municipality levies an annual additional special property
tax of 1.75 percent of the assessed value of personal and real property. The proceeds ofthis
additional special tax are deposited in a sinking fund established at the Govemment Development
Bank for Puerto Rico, fiscal agent, whereby sufficient funds are set aside to redeem the bonds
payable ofthe Municipality in minimum annual and semiannual principal and int€rest pa,,rnents.

The collections ofthis special ta-.( are recorded in the Municipality's debt service fund.

As more fully described in Note 4, the Municipality impose a sales and uses taxes of one (1)
porcent, which are depositql in COFIM to gua.antee the payment of long-term bonds. The excess

of the required deposit to the CoFM's sinldng fund (.7% ofthe loz of the municipal sales and

use tax) will be transfered to the general fund of the Municipality.

For financial reporting purposes, the outstanding balances of bonds represent the total principal to
be repaid. Bonds payable is composed as follows at June 30, 2014:

General and Special Obligations:
$1,850,000 rent bond series of 2003 payable in annual installments ranging
{iom $30,000 to $140,000 thrcugh July 2027, interest ranging 1.48% to 6.50%

$730,000 rent bond series of2003 payable in annual installments ranging from
$10,000 to $55,000 through July 2027, interest ranging 1.48% to 6.50%

$33,000 rent bond series of 1994 payable in annual installments mnging fiom

OutstandioE
Amount

$ 1,365,000

540,000

8,000
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120,000

55,000

49,000

117,500

Outstatrdins
Gereral and Special Oblisations:
$1,000 to $2,000 through January 2018, interest at4.5%

$205,000 rent bond series of 1997 payable in amual installments mnging fiom
$5,000 to $20,000 through July 2022, inteiest rang.fl,g 4.8'lo/.ro 6.56%

$215,000 rent bond series of 1994 payable in annual installments mnging from
$5,000to $15,000 Orrough January 2018, interest at 4.5%

$361,000 rent bond series of2003 payable in annual installments mnging fiom
$9,000 to $25,000 through January 20 I 6, interest at 5 .0o%

$230,000 rent bond series of2003 payable in annual installments ranging from
$9,000 to $22,500 through July 2019, interest ran ging 4.50% ro 6.00%

$630,000 general obligations bonds series of 1997 payable in semi annuai
installments ranging of $10,000 to $60,000 through July 2020, interest from
4.7o/rto 6.6io/,

$755,000 general obligation bonds series of 2001 payable in semi annual
installments ranging of $5,000 to $65,000 through July 2025, interest ranging
frorn I .23o/r to 6.5o/n

I r5,000

530,000

$185,000 general obligation bonds series 2004 payable in semi annual
installments ranging fiom $5,000 to $ 15,000 through July 2028, inrerest
ranging 1.48% to 6.5% 135,000

$185,000 general obligation bonds series 2004 payable in semi annual
installments mngrng from $5,000 to $ 15,000 through July 2028, interest
mnging 1.48% to 6.0%

$300,000 general obligation bond series of 2001 payable in annual
installments ranging of $7,000 to $21,000 through January 2029, interest at
4.75o/o

115,000

219,000

$1,410,000 general obligation bond series
installments mnging of $40,000 to $115,000
ranging 1.48% to 5.5%

$2.600.000 general obligalion bond series
installments ranging of $40,000 to $225,000
ftnging I .48Yo to 6.50/0

of 2006 payable in annual
through July 2025, interest

of 2007 payable in annual
through July 2031, intercst

t,0t 5,000
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General apd Special Oblis.tioBs:

$745,000 general obligation bond series of 2008 payable in annual
installments ranging of $20,000 to $70,000 drough July 2027, interest ranging
I .48yo to 6.5%

$5,356,000,000 ge[eral obligation bond series of 2008 payable in annual
installnents ranging of $85,000 to M56,000 through July 2032, in&rest
tuirgj&g 1.48% to 7.00%

$810,000 general obligation bond series of 2010 payable in annual
iNtallnents ranging of $5,000 to $70,000 rhrough July 2034, interesr mnging
4.75Yoro 6.5ff/o

$6,500,000 general obligation bond series of 2010 palable in annual
installmerts mnging of $60,000 to $915,000 through July 2034, interesr
rutging 6.00%ta ''l .00o/o

$2,720,000 special obligation bond s€ries of 2010 payable in annual
installnents mnging of $40,000 to $220,000 through July 2035, interest
raig)ng 6.000/0 to 7 .00%

$1255,000 general obligatioD bond series of 2013 payable in annual
installments ranging of $145,000 to $220,000 through July 2019, interest
r€drytng 6.000/0 to 7 -5ff/o

$505,000 general obligation bond series of 2013 payable in annual
installments ranging of $5,000 to $40,000 thrcugh July 2037, intercst .anging
6.00% to 7 .5ff/o

Tot l boDds

Outst dins
Amount

61s,000

4,861,000

765,000

6,260,000

2,585,000

t,t t 0,000

500,000

___u163940
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Annual debt service requirements of maturity for bonds payable are as follows:

Fiscal year
ending

Jupe 30,

2015
2016
20t7
2018
20t9

2020-2024
202s-2029
2030-2034
20352039

Totals

$ 793,000
864,000
896,000
954,000
993,000

4,789,500
6,046,000
6,726,000

$ 871,124
I,390,343
r,388,76s
I,350,168
t,302,463
5,635,346
3,939,063
t,124,820

PritrciDal Interest

1.578.000 89.138

s 21,619,500 $ 17,69r,210

c) Noler Payable lo CRIM

Act No. 42 - Act No. 42 of January 26, 2000 was enacted to authorize CRIM to enter into a
fmancing agreement of up to $200 million, for a term not exceeding 30 years. The financing
agreement allows for the fmancing ofa debt that the municipalities of Puerto Rico have with CRM,
arising fiom the final settlements of property tax advances versus actual collections through fiscal
year 2000. The arnounts that the municipalities will collect lrom the additional property taxes
resulting from the increases in the subsidy from the Commonwealth to the municipalities are
assigned through this law to repay such loan. The increase in this subsidy was the result of the
Public Inw No. 238 ofAugust 15, 1999.

In addition, on February 12, 2003, the Municipality entered into a rcpayment agreement with GDB
and CRIM to pay offthe remaining $559,133 of excess ofpropefty tax advances through fiscal year
2000 and 2001. CRIM retains the principal and interest from lhe property tax advances of the
Municipality. The amounts retained by CRM are remitied to GDB on July 1 of each year through
Jttly 1,2032. The repalanent ageement bears interest at variable rates determined by GDB. The
outstanding principal balances of the note payable to CRIM amounted $450,424, at lune 30,2014.
The principal and interest maturities are as follows:
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Fiscal year
ending

Jutre 30, Principal Interest

2015
2016
2011
2018
2019

2020-2024
202s-2029
2030-2034

Totals

$ t2,7s6
14,410
t5,315
16,2',78

17,300
t04,239
14t,36'7

$ 21,661
26,811
25,906
24,944

101,868
64,738

t28,',759 16,315

$ 450,424 $ I2,t66

Finarcins of delitrquept propertv taa accounts sold - On April 22, 2002, the Municipality entered

into a financing agreement with CRIM in the amount of $688,000 for the payment of delinquent
prope.ty tax account sold to private investorc. The financing agreement in the form ofa line ofcredit
bearing interests at 6.50% during the first 5 years, and variable interests 125 points over LIBOR rate

during the next 25 years. At June 30, 2014, the outstanding principal balances amounted to
$376,865. The principal and intercst maturities are as follows:

Fiscal year
ending
June30, PrinciDal Inlereil

2015
20t6
20t7
2018
20t9

2020-2024
202s-2029
2030-2034

Totals

$ 20,937
20,931
20,93'7
20,93',7
,o q'17

104,685
104,685
62,810

__$ -?lq!!5

$ 23,442
22,t38
20,836
19,534
t8,232
'71,626

39,070
7,812

$ 222,690

d) CompensatedAbsences

At June 30, 2014, the govemment-wide statement of net position - governrnental activities includes a
liability amounting $1,082,832, of which $686,826 represents accrued sick leave benefits, and

$396,006 represents accrued vacation benefits, representing the Municipality's commitment to fund
such costs from future op€rations.
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12. Employees Retirememt System

d) Act No. 417 and System 2000 (until ,lune i0, 2013)

As of June 30, 2014 regular employees ofthe Municipality confibute to a cost-sharing multiple

employer defined benefit retirement plan administered by the Employee's Retirement System of
the Covemment of Puerto Rico and its Insffumentalities (ERS). ERS covers all regular full-time
public employees working for the cenual govemment, the municipalities of Puerto Rico arld

certain public corporations not having their own retirement systems.

The system provides retirement pensions, death, and disability benefits. Retirement benefits

depend upon age at retirement and number of years of credited service. Benefits vest after ten

years of plan participation.

The system opemtes under Act 447, approved on May 15, 1951 effective on Jaouary 1, 1952 and

Act 1 ofFebruary 16, 1990 for employees that entered as participants ofthe Plan starting April 1,

1990 and ending Dec€mber 31, 1999. Under this Act, retirement benefits were determined by the

application of stipulated benefit ratios to the member's average compensation. Average

compensation was computed based on the highest 36 months of compensation recognized by

ERS. The annuity, for which a plan member was eligible, was limited to a minimum of$200 p€r

month and a ma.rimum of'75ok of the average compensation. ERS issues a publicly financial
report that includes financial statements and required supplementary infiormation of the Plan,

which may be obtained from the ERS.

Act No. 305 of September 24, 1999 amended AcL No. 447 of 195), and Act 1 of February 16,

1990 to establish a new pension progam (System 2000). The new pension prcgram became

effective on January l, 2000. Employees participating in the Act 447 system as ofDecember 31,

1999 had the choice to either stay in the defined beneftt plan or transfer to the new program.

Persons joining th€ govemment on or after January l, 2000 were only allowed to become

members ofthe new program. System 2000 was a hybrid defined contribution plan, also known
as a cash balance Plan.

There would be a pool ofpension assets, which would be invested by the System, together with
those ofthe current defined benefit plan. Benehts at retirement age would not be guaranteed by

the State govemment and would be subjected to the total accumulated balance of the Mvings
account. The annuity would be based on a formul4 which assumed that each yem the employee's

contribution (with a minimum of 8.2?5% of the employee's salalJ up to a maximum of l0%)
would be invested in an account which would either: (1) eam a fixed rate based on the two-year
Constant Maturity Treasury Note or, (2) eam a rate equal to 75% of the rctum of the System's

investment portfolio (net of management fees), or (3) earn a combination of both altematives. If
the savings accounts balance was $10,000 or less at time of retirement, the balance would be

distributed by the System to th€ participant as a Iump sum. Participants received periodic account

statements similar to those of defined contribution plans showing their accrued balances. The
employer contributions (11.275% of the employee's salary) would be used to fund the plan.

Under System 2000 the retirement age was rcduced from 65 y€ars to 60 for those employees who
joined the current plan on or afier April 1, 1990.
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The Act No. 447, as amended, was the authority under which obligations to contribute to the Plan

by the Plan members, employers and other contributing eftities were established or amended.

Plan members were requircd to contribute 5.775% of $oss salary up to $6,600 plus 8.2'750/. of
gross salary irl excess of$6,600 except for the Mayor or employee under a supplementation plan,

which contributed 8.2?5% of gross salary. In order to address the unfunded actuarial accrued

liability of the System, on July 6, 2011 (eff€ctive July I, 201l) the Commonwealth Legislature

approved Act No. 116 increasing the employers' conaibutions rate from 9.275o/o to 10.275% of
employee compensation for fiscal year 2012, an additional l% annually for each of the next four
ye s, ar,d 1.25o/o annually for each of the five years thereaftet reaching an aggregate

contdbution mte of20.525% effective July l, 2020. The purpose ofthis Act was to provide cash

flow and strength the System to adequately cover administrative expenses and paynent of
benefits. The Municipality was required to conhibute 9.275% ofgross salary until the fiscal year

ended on June 30,2013. As stated in the Act, percent increases applicable to mudcipalities for
fiscal years 2011-2012, 2012-2013 y 2013-2014 would be financed through the Commonwealth's
budget approved by the Commonwealth's Legislature.

b) Act No. 3 oJ2013 (beginning July 1,2013)

ln order to address its unfunded liability and rescue the System liom insolvency, on April 4, 2013

the Commonwealth of Puerto Rico enacted Act No. 3 of 2013, representing a comprehensive
reform ofthe ERS. ActNo.3 became effective on July 1,2013 and amends the provisions ofthe
different benefits structures under the ERS, including, but not limited to, the following:

. All participants (employees) under the defined benefit pension plans (Act 447 and Act 1)

and the defined contdbution plan (System 2000) were moved to a new hybrid plan ('New
Plan").

. For active participants ofthe contributory defined benefit programs under Act No. 447 of
1951 and Act No. I of 1990, all retirement beneflts accrued through June 30, 2013 were
frozen. Therea{ier, all future benefits will accrue under $e New Plan. Participants will
receive a pension at retirement age equivalent to what they had acoued under Act No.
447 

^nd, 
Act I up to June 30, 2013, and a supplemental annuity corresponding to

contributions made after July 1, 20 13 .

. Participants under System 2000 will no longer receive a lump-sum payment upon
retirement, but mther a lifetime annuity calculated at retirement based on a factor that
will incorporate the individual's life expectancy and a rate of rctum.

. New participants under the New Plan will receive a lifetime annuity based on the
accumulated balance ofthei. ildividual accounts (employees' contributions plus a return
on investment).
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Eliminated the possibility of accming a merit pension (payable once the participant had
achieved 30 yems ofcreditable service) after June 30,2013.

lncreased employee contributions from 8.275% to a minimum of 10.00%.

After July l, 2013 all employers must contibute 12.2'7 5yo of employee contribution with
an additional l% annually up to June 30, 2016; after July 1,2016 an additional l.25yo
annually for each ofthe five years thereafter, reaching an aggregate contribution rate of
20.525% effective July 1, 2020. These contributions will be used to increase the System's
assets, reduce the actuarial deficit and enable the System to comply with firture
obligations.

Retirement age was modified as follows:

o ActNo.447 regular employees: age 58 to 61,

o Act No. 447 high risk employees (state and municipal police, firefighters and
cusrody olfcials): fiorn age 50lo 55 years.

o Act No. 305 (System 2000) regular employees: age 60 to 65; high risk employees
remains the same (55 years).

Act I employees remained the sarne (65 yeais for regular employees ard 55 for high risk
employees. For new employees under the New Plan will retire after 67 yearc (retirement
age will be 67 for regular employees and 58 for high risk employees).

Due to changes to Special Laws, the minimum monthly pension fo. current retirees was
increased ftom $400 to $500.

Disability benefis were eliminated and substituted for a mandatory disability insurance
policy. Beginning July 1,2013, each employee must contribute to this insurance plan
.25% of his or her monthly salary, up to a monthly maximum of $5,000. Therefore, the
maximum moDthly employee contribution will be $12.50 ($5,000 x .25%).

Survivor benefirs were modified.
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The actual combined €mployer and employee contributions for the curent and past two years,

which are equal to drc statutory required contributions, are as follows:

Fiscal year
eDded June 30,

2014
2013
2012
Totals

$ 340,178
3',19,558
406,8'74

___$_]J2!{.10

Total

c) Act No.32 oJ2013 (begin ing July 1,2013)

On June 25, 2013, Act No. 32 was approved in order to amend Act No. 447 of 1957 by creating a

new Article 5-117 Additional Uniform Contribution (AUC), with the purpose ofsolving the cash

flow deficit ofthe System. For each fiscal year, beginning on July 1, 2013, the ERS will: 1)

determine the portion of the AUC attributable to each participating employer based on the
percentage each employer's confibutions represent of the total employ€r contributions
established for that fiscal year: and 2) send ro the director ofthe P.R. Offic€ ofManagement and
Budget (OMB) and to each public corporation and municipaliry whose employees are covered by
this Act, a certification ofthe AUC owed by each employer.

Act No. 32 defifles the concept of the AUC as follows:

. For the fiscal year 2013-2014, th€ AUC will be one hundred and forty million dollars
($140,000,000).

. For each subsequent fiscal year, beginning with the 2014-2015 fiscal year until 2032-
2033, the AUC will be the contribution certified by the extemal actuary ofthe System, at
least 120 days prior to the beginning of each fiscal year, deemed necessary to prevent that
the value of the System's Foject€d gross assets, during any subsequent fiscal year, be

lower than one thousand million dollars ($ I ,000,000,000). If, for any fiscal, the certified
AUC is not available within the 120-day period prior to the beginning of the said fiscal
year or within a shorter term with the consent ofthe OMB, th€ AUC will be equal to the
contribution certified fo. the immediate preceding fisaal year.

Each public corporation and municipality covered by this Act is directly rcsponsible for the
pa),rnent of lheir corresponding certified AUC. However, for any fiscal year, the OMB will
consign in the Commonwealth's Geneml Budget enough resources to subsidy totally or partially
the AUC certifred to any public corporation, munlcipality or govermental entity, including the
Judiciary Branch, whose operating expenditures are not fully or partially covered by the Geneml
Budget and for which the OMB, has subsequently determined it does not have the financial
capacity to assume such obligation during the fiscal year.
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For the fisca! yeat 2013-2014, $41.142 million dollars were assigned to OMB through
Commonwealth Legislative Resolution of Special Assignm€nts No. I7 (RC 17-2013) for the total
or partial subsidy of the AUC of any public corporation or municipality that the agency
detemined did not have the financial capacity to assume this obligation. The OMB'S evaluation
of a municipality's financial capacity was based on two parameters: financial indicators ard
population. The financial indicators to be evaluated were: profitability index (net income as a
percentage of revenues); capital mtio (the proportion between the net position of the entity and
the AUC) and debt margin ratio (the proportion b€tween the AUC and the municipality's special
ad valorem tax debt margin (CAE)). For the fiscal year ended June 30, 2014, the AUC partially
subsidy received by the Municipality from OMB was $184,541, which equaled the total
contribution rcquired.

In addition to the pension ben€fits described above, the Municipality is required to cover annually
the 3oZ increase in the retirement plan of its retired employees, as required by Commonwealth's
laws. Also, the Municipality is required to finance costs related to the application of certain
"Special Laws" issued by the Commonwealth Govemment. Those Special Laws gmnted
increases in pensions and other benefits to retired employees of the Municipality such as

medicines bonus, Christmas and summer bonus€s and death benefits. However, beginning July 1,

2013, Act 3 of2013 modifi€d these Special [-€ws beneflits as follows:

. Reduction in the Chistmas bonus from $600 to $200 (cunent retirees),

. Elimination olsurnmer bonus of$100 (current retirees),

. No change in medical plan contribution of up to $1,200 and medicine bonus of $100
(curent rctirees).

. Eliminated all Special Law benefits to future retirees.

Act No. 3 also established that employers will conaibute $2,000 per for each retiree that began
working for the government on or before December 31, 1999. This contribution was established
based on the assumption that the System will benefit from the savings generated between this
employer contribution and the Special Law benefits paid out to retirces.

The historical hend information regarding the accumulation of assets and pension beneltt obligation in the
ERS is not available. For the ten-year trend information, refer to the separately issued financial statements
ofthe ERS as of and fol the fiscal year ended June 30,2014. The P.R. Retirement PIan Administration
provides additional information ofthe ERS. They issue a public available financial report that includes
financial statements and required supplementary information for ERS, as a component unit of the
Commonwealth ofPuerto Rico. That report may be obtained by writing to the Adminishation at PO Box
42003, Minillas Station, San Juan, P.R. 00940.
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13. Landfill Closure and Postclosure Care Costs Obligatiotrs

State and federal laws and regulations require the Muricipality to place a final cover on its landfill
site when closed and perform certain maintenance and monitoring fimctions at the landfill site for 30
years alier closure. The Municipality .eports $5,289,600 as landfill closure and post-closure liability
at June 30, 2014 based on 100% use of the total capacity of the landfill. Based on the fact that the

landfill was closed in September 2013, the liability was fllly recognized as ofJune 30, 2014. Actual
costs may be higher or lower due to inflation, changes in technology, or changes in regulations.

In 2011, the Municipality €ntered an Administrative Order on Consent (Docket No. RCRA-02-201 l-
7303) with the United Stat€s Environmental Protection Agency ("EPA"). The Municipaliry's shall
perform the actions required by this Order and comply with its provisions. This Order require,
within others rcquirements, the following works: (l) revise the closure and post closure plans; (2)
cover and maintain the landfill with an intemediate cover rmtil a final cover is installed; (3)
pemanent closure of the entire Landfill no later than December 31, 2013; (4) c try out the post

closure plal provisions as approved by the EPA; and (5) develop and implement a recycling and

green waste management progBm. The Municipality have an obligation under the Administrative
Order on Consent to comply with any requirement, term, or condition, set forth in or requircd by this
Order, and is subject to penalties for failure to comply, unless the performance is prevented or delayed
by events arising from causes not reasonably foreseeable and beyond the control of the Municipality.

14. Commitments, Cotrtingetrcies atrd Uncertainties

f,ncEmbrances

The Municipality has reported, outstanding encumbrarces amounting to $229,904 in the general fund
at June 30, 2014. The Municipaiity intends to honor these encumbrances, which will continue to be

liquidated uDd€r th€ current year's budget during a lapse period that extends into the subsequent

fiscal year.

Claims and Judpments

The Municipality is defendant in various legal proceedings peflaining to matters incidental to the
performance ofroutine governmental operations. Under Act No- 104 ofJune 25, 1955, as amended,
persons are allowed to sue the Municipality only for causes of actions set forth in said Act to a
ma\imum amount of $75,000 or $150,000 if it involves actions for damages to more than one person

or where a single injured party is entitled to several causes ofaction. Under certain circumstances, as

provided in Act No. 9 ofNovember 26, 1975, as amended, the Municipality may provide its officers
and employees with legal rcpresentation, as well as assume the pa),ment of any judgment that may be

entered against them. There is no limitation on the palment of such judgment.
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Notes to Basic Financial Statements
June 30,2014

The Municipality also is a defendant in a mrmber of lawsuits arising principally from claims against
the Municipality for alleged improper actions, and other legal matterc that a se in the ordinaty course
ofthe Municipality's activities. With rcspeats to pending or threarened litigation, the Municipality has
reported no liabilities as of June 30, 2014. Management believes, based on the advice of the legal
counsel, that the potential claims against the Municipality not covered by insurance will not
materially affect the financial resources for its pa),ment.

Fedcral Filarcially Assisted Prosrams

The Municipality receives financial assistance liom the federal government in the folm of $ants and
entitlements. Receipts ofgrants are genemlly conditioned upon compliance with terms and conditions
of tie gra[t agreements and applicable federal law and regulations, including the expenditure of
.esources for eligible purposes. Substantially all gants are subject to audit under Circular A-133 of
the Office of Management and Budget of the United States of America (OMB Circular A-133).
Disallowance as a result ofthese audits may become liabilities ofthe Municipality.

15. Futrd Balance (Deficit)

As ofJune 30,2014, fund balance (deficit) is comprised ofthe following:

l€gislalive

Gd.rrl @lutiotrr

UIio d mnomic dwelopmat

H€hh and sditation
CultrE md recr4tion 6d eduolon
Welfm sd iouing Esislm

Toill tund balmc6 (dencn)

16. Subsequent Xvents

$ 59,219 $2,267,156 $ , S

647,532

s162.a35

51,823
63,216

To&l

$1,039,3?0

51,323
68,216

4,169,908
(4,552,010)

$ 3,t60,321

a) Implementation ofActs 18 and 19 of2014

The dispositions established by Acts 18 and 19 of2014 related to the municipal sales and use tax
became effective on July 1, 2014. The most significant changes are th€ creation ofthe Municipal
Finance Corporation (COFIM) and, for the municipalities covered by these Acts, the new
collection method of th€ 1% municipal sales and use tax and the establishment of a monthly
advances system for the transfers of drc .2% destined for the Municipal Development Fund
(FDM) and of the .2% related to the Municipal Redemption Fund (FRM).

$ (4.492,13 t ) $ 2 267,1 56
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For those municipalities that signed the agreement to be covered by these Acts (including the
Municipality of Santa Isabel), the hansfers to be made by the Govemmental Development Bank
(GDB) ofthe .2% destined for the FDM and of the .2% related to the FRM will be based on a
system ofmonthly advances: each month the CDB will make the FDM and FRM transfers based
on the amounts collected that same month in the preceding fiscal year (2013-2014). At the end of
the year, a settlement will be made comparing the actual collections ofthe FDM and FRM with
the monthly advances made to each municipality.

lf actual collections exceed the total advances received, an account receivable fiom GDB will be
recognized; if actual collections are less than the total advances, a payable to the GDB will be
recognized and amortized through withholdings from future advances. FoI municipalities not
covered by these Acts, the monthly transfers will be made based on actual collections.

As stated in Act No. 19, the 1% cor.esponding to the municipalities' sales and use ttux will be
deposited in COFIM. From these tunds COFIM will deposit to the COFIM'S sinking tund the
greater of: .3% ofthe 1% municipal sales and use tax or an Annual Renal Fee (RFA). The RFA
for fiscal year 2014-2015 will be $65,541,281 and, thereafter, 1.5% ofthe RFA ofthe prcceding
fiscal period- The excess ofthe required deposit to the COFIM'S sinking fund (.7% ofthe 1% of
the municipal sales and use tax) will b€ transferred to the general fund ofmunicipalities covered
by the agreement or to the FRM as decided by the municipality. B€fore th€ transfer of the .7oZ to
the municipalities covered by the Act, COFM will ransfer the t% municipal sales and use t&\ to
the municipalities not covered by the AcL

On September 1, 2014, the sixteen municipalities that collect their sales and use tax thrcugh the
P.R. Department of Treasury (Aguadilla, Aibonito, Arroyo, Barrarquitas, Ciales, Culebra,
Hatillo, Juncos, Lajas, Lares, Maricao, Maunabo, Naguabo, Patillas, Pefiuelas and Rinc6n) began
participathg on a pilot program for the collection ofthe l% municipal sales and use tax through
COFIM. In this program, a standard monthly sales and use tLx retum was created to be used by
the rctaileB of these municipalities. The monthly retums were filed in the bank branches of the
financial institution designated by COFIM to be its intermediary, the Popular Bank of Puerio
Rico (BPPR, by its acronl,rns in Spanish). BPPR would electronically process the retums and
submit their data to COFIM. However, begiffring November 1, 2014, the retailers also had the
option ofusing COFIM'S intemet portal to electronically file and pay the retum.

However, for those municipalities that voluntary decided to use COFM'S intemet portal or
collection process through the BPPR, their implementatiofl dat€ was December l, 2014. For those
municipalities that want to be certified as collection agents for COFIM, the implementation date
is January 1, 2015. As collection agents for COFM, the retailers ofthese municipalities have the
option of filing and paying the monthly sales and use ta\ in the municipality's Collection Offic€.
The Collection Office's personnel have the responsibiliry to deposit the daity sales and use tax
collections in the bank account designated by COFIM, and also submit electronically the retums'
data to the agency for processing in COFIM'S data base.
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b) ImplerDetrtation of Act No. 57 of May, 2014 Puerto Rico Energetic Trarsformatiotr and
ReliefAct

On M^y 22,2014, the Commonwealth Legislature approved Act No. 5? that includes the
adoption of an aggressive public policy of energy conservation and use by the Public Sector
facilities. Said Act established, among other things, a significant amendment to the actual
calculation of the Annual Contribution in Lieu of Taxes that the Pueato Rico Electric power
Authority (PREPA) must pay to the Municipalities. This amendment includes: (l) A mechanism
to achieve efficiency in the eners/ used by the municipalities, by establishing a marimum base
amount on the amual energy consumption; (2) An special incentive to all municipalities that
comply with the base amount determined as the maximum annual enerry consumption; and (3) A
uniform fomula to calculate the maximum base amount of annual consumption that will be
measured in a three-year intewal. Said Act delegated the oveEight and regulatory firnctions to the
State Office ofEnergetic Public Policy and to the Energy Regulatory Commission. These changes
will apply to the fiscal yeat 2014-2015.

Management has evaluated subsequent events through October 25, 2015, which is the date the
financial statements were available to be issued and determined that no material subsequent events
requirc a. estimate to be recorded or additional disclosure as ofJune J0, 2014.

End of Notes to Ba$ic Financial statuments
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(See Notes to Budgetary Comparison Schedule)

June 30, 2014

BIdqeted amounls

Acturl amoutrts Variance witb
(budget ry final budget -

basis) over (under)Revenuss:

Property taxes

Sales and use taxes

Municipal licenso taxes

Construction excise taxes

IntergovemmeDtal grants and contributions

Interest on deposits

Charges for services

Mhcellaneous

Total revenues

Expenditues and encumbrances:

General govemment

Urban ard economic development

Public safety

Health and sanitation

Culfire. recreation and education

Welfare and housirg assistance

Total €xpenditues
Revenues over (under)

expenditures and eDcumbmces

Other financiDg souces (uses):

Transfer in from other govemmental filnds

Transfer out to other govemmental fimds

Total other financing sources (use,
Net increase (dedease)

in fimd balance (deficit)

t2,206,896 Q2,255)

Origiml

$ 3,062,005

1,848,247

t,382,352

855,000

4,894,547

60,000

17,000

r 10,000

12,229,151

5,295,487

4,976,1s4

454,328

530,556

506,628

$ 3,062,005

t,848.247

t,382,352

855,000

4,894,547

60,000

17,000

110,000

12,229,151

6,309,04 r

5,227,',781

454.329

537,056

571,580

2,436,t10

r,828,154

1,653,635

M8,72s

5,266,2t5

31,741

225,t40

(625,895)

Q0,093)
27t,283

(406,275'

37t,66a

Q8,2s9\
208,140

311 176 207.176

_ 1,336,635

(213,825) (2\3,82s\

(213,825) 1,t22,810

6,030,440

4,511,302

521,',to3

M9,723

1,336,635

(166,290')

1,170,345

$ 1!_11!3e

218,601

716,479

48,802

15,348

121,857

252,\13 2s2,t74 139,502 t12,672

12,0t5,326 12,058,2A 1,293,159

?!3.82s (1,122,810) 148.694 1,271,504

41.53s

4'7,535
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COMMONWXALTH OF PUERTO RICO
MI'MCIPALITY OF SANTA ISABEL

Budgetary Comparison Schedule- General Fund
\- (See Notes to Budgetary Comparison Schedule)

June 30, 2014

Reconciliation of difrerences:

Sourceyinfl ows of fi nancial resouces:

Actual anounts (budgetary basi9 "available for appropriations,'

fi-om the budgetffy coDparison schedule

Differerces - budgetary basis to GAAP;

Differences in bas€s ofaccourtitrg:

GAAP adjustuents to revenues

Total reve ues as reported on the statement of
revenues, expenditures and changes in fimd balances

$ 12206,896

$ t2,2t0,421

Uses/oudlows of fi nancial resouces:

Acnnl amounts (budgetary basis) "total chaBe,s to appropnations" from

the budgetary comparison schedule $ 12,058,202

Timitrg differences:

Current year encumbmnces recorded as expenditures for budgetary purposes (229,904t

Prior year encumbrances recorded as expenditures for GAAP puposes 209,663

Entity ditrererces:

Notr-budget€d expenditures 483,921

Total expenditues as reported on the statement of
revenues, expenditures and changes jn fimd balances $ 12,52 I,882

See accompanying notes to lmancial statements.
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STEWARDSHIP, COMPLIANCE ATID ACCOI]NTABILITY

A. Budsetarv Corirol

The Municipalio,'s annual budget is prepared on the budgetary basis ofaccounting, which is not
in accordance with GAAP, and represents departmental appropriations recommended by the
Mayor and approved by the Municipal Legislature prior to the beginning of the fiscal year.

Amendments to the budget require the approval of the Municipal Legislature. Transfers of
appropriations within the budget, knowl as Mayor's Resolutions, do not rcquire the approval of
the Municipal [€gislature.

The Municipality prepares its annual budget including the operations ofthe general fund.

For budgetary purposes, encumbrance accounting is used. The encumbrances (i.e., purchase

orders, contracts) are considered expenditures when incurred. For GAAP reporting purposes,

encumbrances outstanding at year-end are .eported as rese ations of ftnd balances and do not
constitute expenditures or liabilities because the commitments will be honored during the
subsequent year.

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

The annual budget as presented in the Budgelary Comparison Schedule-General Fund is the
budget ordinance at June 30, 2014 representing the original budget. There were no supplemental
appropriations for the year ended June 30, 2014.
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COMMONWEAITE OT PUERTO RICO
MI]MCIPALITY OF SAIYTA ISA}EL

SCHf,DI'Lf, OT E)GENDITURXS OE I'EDERAL AWARDS

FOR TEE FISCAL YEAR ENDED JI]NE 30,2014

Federal Pass-through
Federrl Grrntor/Pas-thruugh CFDA Entity Idertifying

Grartor/Progrim or ClBter Tifle Number Number ErDedditures

U.S. DEPARTMENT Otr' AGRICULTT]R"E:

Pass-through State - Departurcnt of
Education:

Tot l U.S. DepartmeDt ofAgriculture

U.S. DEPARTMENT OF EOUSING AIID
URBATY DEVELOPMENTT

Direct Program:

Section 8 Housing Choice Voucher 14.871

Pass-Through State - Offic€ ofthe
Commissioner of Municipal Affairs:

Community Development Block Grants -
State's Program

Child and Adult Care Food Program 10.558 N/AV $ 19,671

Leflr

)20,466

1,008rr8

65,854

65J54

t4.228 13-AB
I2-AB-FC
I I.AB.FC
IO.AB-FC
O9-AB-FC
08-FC 688,2s2

Totd U.S. Deprrtment ofEousing atrd Urb.D
Developmetrt

U.S. Df,PARTMENT OF EOMELAI\D
SECIruTY:

Pass-Through State - ofiice ofthe Govemori

Disaster Grants- Public Assistance 97.036 N/AV

Total U.S. Department ofEoEeland Security
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SCIIEDTILE OF DGEI{DITI]RXS OF IIEDERAL AWARDS (CONTINUED)

FOR TE TISCAL YEAR EI\DED JIJIYE 30, 2014

Federal Pass-through
Federal Grantor/Pass-through Cr'DA Entity Idetrtifyhg

Grantor/Program or Cluster fide Number Number Expenditures

U.S. DEPARTMENT Of IMALTH AND
EUMAN SERI'ICE

Pass-Through State - Administration of
Children and Families:

Child Care and Development Block Grant

Total U.S. De!'artment ofEealth .nd Human
Service:

TOTAI E)GEI{DITT]RES OT TNDf,RAL
AWARDS

241-2014-000100
24 1-20 l4-00100A

93.575 24t-20t3-0001.71 468,181

468,18r

j $62424

See notes to the Schedule of Expenditures of Federal Awads
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MUNICIPALITY OF SANTA ISABEL

NOTES TO TEE SCMDI]LE OF E)CENDITURES OT FEDf,RA-L AWARDS

FOR THE FISCAI YEAR ENDED JUNE 30. 2014

NOTE I - GENf,RAL

The accompanying Schedule of Expenditurcs of Federal Awards includes the federal grant activity of the
Municipality of Santa Isabel, Puerto Rico (Municipali9 and is presented on the modified accrual basis.
The information in this schedule is presented in accordance with the requirements of OMB Circular ,{-133,
Audits of States, Local Govemments, and Non-Profit Organizations. Therefore, some amounts presented in
this schedule may differ from amounts presented in, or used in the prepamtion o{ the general-purpose
financial statements. The reporting entity is defined in Note (l) (A) to the general-purpose combired
financial statements.

NOTE 2 _ SUMII{RY OF SIGNIFICAIYT ACCOI]NTING POLICIES

1. The accompanying Schedule of Expenditures of Federal Awards is prepared fiom Municipality's
accounting records and is not intended to present financial position or the results of opemtions.

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

3. Expenditures are recognized in the accounting period in which the liability is incuned, ifmeasurable or
when actually paid, whichever occurs first.

NOTE 3 _ FtrDtrRAL CFDA NI'MBER

The CFDA numbers included in this Schedule are determined based on the prcgram name, review of grant
contract information and the O{fice of Management and Budgefs Catalogue of Federal Domestic
Assistance.

NOTE 4 _ PASS.THROUGH GRANTOR'S NIJMBER

State or local govemment rcdistribution of federal awards to the Municipality, heated as if they we.e
received d ectly from the federal govemment. OMB Circular ,{-133 requires the schedule to include the
name of the pass-through entity and identifying number assigned by the pass-through entity for federal
awards rcceived as a sub recipient. Numbers identified as N/AV arc not available.

NOTE 5 _ MAJOR PROGRAMS

Major programs are identified in the Summary ofAuditor's Results Se.tion ofthe Schedule ofFindings and

Questioned Costs.
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PEDRO C. ORTIZ LEDEE
CERTTFIED PI]BLIC ACCOUNTANT

II\DEPENDENT AI]DITOR'S RXPORT ON INTERNAL CONTROL O\'ER FINAIYCIAL
RNPORTING AIID ON COMPLIANCf, AND OTEER MATTERS BASED ON AN ATIDIT OF

FINAI\TCIAL STATEMENTS PERFORMED IN ACCORDATYCE WTII GOVERNMENT
AUDITING STANDARDS

To the Honorable Mayor and
Memlrers of the Mu cipal Irgislature
Muoicipality of Srnta Isabel, Puerto Rico

I have audited in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Goyemment Auditing Stand@ds
issued by the Comptroller Ceneral ofthe United States, the finarcial statements of each major fund, and the
aggregate remaining fund information of Municipality of Santa Isabel, Puerto Rico (Murfcipality), as of
and fo. the fiscal year ended June 30, 2014, and the related notes to the financial statements, which
collectively comprise the Municipality's basic financial statements and have issued my report thereon dated
October 25,2015. I did not express an opinion on the govemmental activities because I was unable to
obtain sufficient and competent evidential matter related to the capital assets. Also, I issued a qualified
opinion on the Geneml Fund, the State Irgislative Joint Resolutions Fund and the aggregate remaining fund
because the Municipality did not maintain adequate accounting rccords ofthe interfund transactions and the
corresponding due from and due to account balances. In addition, the opinion on the Municipal Medical
Center Fund and the Debt Service Fund was unmodified. Finally, an emphasis of matter was included in the
auditor rcport, rclated to an Adminishative Order on Consent with the United States EnvironmeDtal
Protection Agency (EPA) in which the Municipality shall perform the actions required by this Order and the
compliance with its provisions.

Internal Control over Fitratrcial Reporrtitrs

In planning and performing my audit of the financial statements, I considered the Municipality's intemal
contool over financial reporting to determine the audit procedures that are appropriate in the circumstances
for the purpose of expressing my opinions on the financial statements, but not for the purpose of expressing
an opinion on the effectiveness of the Municipality's intemal control. Accordingly, I do not express an
opinion on the effectiveness ofthe Municipality's intemal conhol.

My consideration of intemal contol was for the limited purpose described in the preceding paragraph and
was not design to identiry aI deficiencies in intemal coDtrol that might be material weaknesses or
significant deficiencies and therefore, material weaknesses or significant deficiencies may exist that werc
not identified- However, as described in the accompanying Schedule of Findings and Questioned Costs, I
idertified certain deficiencies in inte.nal conhol that I consider to b€ material weaknesses and significant
deficiencies.

A dertciency in intemal cortlo/ exists when the design or operation of a conaol does not allow management
or employees, in the normal course ofperforming their assigned functions, 10 prevent or detect and correct
misstatements on a timely basis. A material weakness is a deficiency, or combination of deficiencies, in
intemal 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 corectd on a timely basis. I consider the
deficiencies describ€d in the accompanying Schedule of Findings and Questioned Costs to be material
weaknesses. Findings 2014-001, 2014-002, 20 t4-003 and 2014-006.

P.O. Bor 352, Pslmer Street No. 66 North, cusyrma, P.R. 00785
Tel. (784 t6+54m - frr (7aD 86.1-5590 - cp.pedmc@hotmailcom



INDEPEIIDENT AIIDITOR'S REPORT ON INTERNAL CONTROL OVER FINA}ICIAL
RXPORTING AND ON COMPLIANCE AIID OTEER MAT"TERS BASED ON AN AUDIT OF

FINAI\CIAL STATEMENTS PERFORMED IN ACCORDANCE WITH GOWRNMEM
AUDITING STANDARDS (CONTINUED)

A signifcant deliciency is a deficiency, or combination ofdeficiencies, in intemal control that is less severe
thaa a material wealness, yet important enough to merit aftention by those charged wilh govemarce. I
consider the deficiencies described in the accompany Schedule of Findings and Questioned Costs to be
signihcant deficiencies. Findings 2014-004 and 2014-005.

Compliance atrd Otter Matters

As part of obtaining reasonabl€ assu.ance about whethe. the Municipality's financial statements are fiee
from material misstatement, I p€rformed tests of its compliance with certain provisions of laws, regulations,
contacts and gmnt agreements, noncompliance with which could have a direct and material effect on the
determination of financial statement amounts. Howevet providing an opinion on compliance with those
provisions was not an objertive ofmy audit, and accordingly, I do not express such a]I opinion. The results
of my tests disclosed instalces of noncompliance or oth€I matters that are required to be repo ed under
Govemment Auditifig Stondards and which are described in the accompanying Schedule of Findings and

Questioned Costs as items 2014-001,2014-003 and 2014-006.

Mu cipalitv's Response to Findines

Municipality's response to the findings identified in my audit arc desffibed in the accompanfng Schedule
of Findings and Questioned Costs. Municipality's response was not subjected to the auditing procedures
applied in the audit ofthe financial statement and, acrordingly I express no opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of my tesling of intemal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of the entity's intemal
cotrtol or on compliance. This report is an integral part of all audit performed in accordance with
Go,remhent Auditing Standards in co sidering the entity's intemal control and compliance. Accordingly,
this communication is not suitable for any othe. purpose.

LL-{ /=/<-:r -Pedro C. Ortiz tFde€, CPA -\
LicenseNumber 5200

Guayama, Puerto Rico
October 25, 20 I 5

S1as, EI59262 wa afrxed
to ihe originrl ofdis Epo(

ACC0lJM&{i
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PEDRO C. ORTIZ LEDEE
CERTINED PUBLIC ACCOUNTANT

INDf,Pf,NDENT AIDITOR'S RXPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM
AI\D ON INTf,RNAL CONTROL O}'ER COMPLIANCf, REQUIRXD BY OMB CIRCIII-AR A-

133

To the Eonorable Mayor and
Member of the Mu cipal Legislature
Municipality of Sart Isabel, Puerto Rico

Report on Compliapce for Each Maior FedeEl Program

I have audited Municipality of S.trta Isrbel. Puerto tuco (Municipality) compliance with the q?es of
compliance requirements described in the OrlB Cilcular A-133 Complidnce Supplement that cou,ldhaye a
direct and material effect on each of Mudcipality's major federal programs for the fiscal year ended June
30, 2014. The Municipality's major federal programs are identified in the summary of auditor's rcsults
section ofthe accompanying Schedule ofFindings and Questioned Costs.

Matraeeme's Responsibilitv

Management is responsible for compliance with the requirements of laws, .egulations, conhacts, and grants
applicable to its fedeml ploglams.

Auditor's Respopsibilitv

My responsibility is to express an opinion on compliance for each of the Municipality's major federal
programs based on my audit of the O?es of compliance requirements rcferred to above. I conducted my
audit of compliance in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in G@ernrhent Auditing Standords, issueil
by the Comptoller General of the United States; and OMB Circular A-133, Audits of States, Locdl
Goremt e ts, ond Nok-Profrt Organizatioks. Those standards and OMB Circular A-133 require that I plar
and perfom the audit to obtain reasonable assuranc€ about whether noncompliance with the O?es of
compliance requirements referred to above that could have a direct and material effect on a major federal
progmm occured. An audit iflcludes exafiining on a test basis, evidence about the Municipality's
compliance with those requirements and performing such other procedues as I considered necessary in the
circunstances.

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

Basis for Oualified Ooipioo on Maior F€deral Proqrams

As identified in tle findings numbers listed in the table below and described in the accompanying Schedule
of Findings and Questioned Costs, the Municipality, did not comply v,/ith requirements regading the
following:

P.O. Bor 352, P.lner Street, No. 66 North, Guryems, P,R- 00785
TeL (787) 86+54m - f,I (7S, 86+5590 - cpqpcdroc@hotm.il.com



INDEPENDtrNT AL'DITOR'S REPORT ON COMPLIANCf, FOR EACH MAJOR PROGRAM
AND ON INTf,RNAI CONTROL OVER COMPLIANCE RXQUIRXD BY OMB CIRCULAR A.

133 (CONTINTTED)

Basis for Oualified Opitrioo otr Maior Federal Proemms (continued)

Awardins Apencv Federal Propram
Compliance
Reouirement

Findiry
Number

Housing and U$an
DeveloDment

14.228- CDBG- State's
Cash Ma.asement 2014-00'7

Housing and Urban
DeveloDment

14.228- CDBC- State's
Reportins 2014-008

Housing and Urban
DeveloDment

14.871- Section 8 Housing
Choice Voucher Elisibility 2014-009

Housing and Urban
DeveloDment

14.871- Section 8 Housing
Choice Voucher 20 r4-0 r0

Housing and Urban
Development

14.87I- Section I Housing
Choice voucher

SDecial Test' Utility
AIlowance S.hedule 2014-011

Housing and Urban
Developmenl

14.871- Section 8 Housing
Choice Voucher

Special Test- Rolling
Foruard Eouitv Balances 2014-013

Compliance with such requirements is necessary, in my opiniofl, for the Municipality to comply with the
requirements applicable to the programs.

O alified Opinion on Maior Fed€ral Prosrams

In my opinion, exc€pt for the noncompliance described in the "Basis for Qualified Opinion on Major
Federal Progmms" paragraph, the Municipality, complied, in all material respects, with the types of
compliance requirements referred to above that could have a direct and material effect on each ofthe major
fedeml prograrns listed in the "Basis for Qualified Opinion on Major Federal Programs" paragraph for the
year ended June 30, 20 1 4.

Unmodified Opitrioo on Each ofthe Other Maior Federal Proerams

In my opinion, the Municipality complied, in all material respects, with the q?es of compliance
requirements rcferred to above that could have a dir€ct and material effect on the other major federal
program (Child Care Developmelt Block Grant) identified in the summary of auditor's results section of
the accompanying schedule offindings and questioned costs for the year ended June 30, 2014.

Other Matters

The results of my auditing procedures disclosed othe. instances of noncompliance, 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 item 2014-012. My opinion on each major federal program is not
modified with respect to thes€ matters.

Municipality's rcsponse to the noncompliance findings identified in my audit are described in the
accompanying Schedule of Findings and Questioned Costs. Municipality's response was not subjected to
the auditing prccedures applied in the audit of compliance and, accordingly I express no opiniol on the
response,
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I}tDf,PtrNDENT AIJDITOR'S REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM
AI\D ON INTERNAL CONTROL OVER COMPLIANCE REQUIRND BY OMB CIRCULAR A-

r33 (CONTINT ED)

Report on Internal Control over Compliatrce

Management of the Municipality is responsible for establishing and maintaining effective intemal control
over compliance with the q?es ofcompliance requirements referred to above. In planning and performing
my audit of compliance, I considered Municipality's intemal control over compliance with the O?es of
requirements that could have a direct and material effect on each major federal program to determine the
auditing procedures that are apprcpriate in the circumstances for the purpose of expressing an opinion on

compliance for each major fed€ral pro$am and to test and report on intemal control ovor compliance in
accordance with OMB Circular A-133, but.ot for the purpose ofexpressing an opinion on ihe effectiveness
of iniemal control over compliance. Accordingly, I do not express an opinion on the effectjveness of the
Municipality's intemal control over compliance.

My consideration of intemal control over compliance was for the limited purpose described in the
preceding paragaph and was not designed to identify all deficiencies in intemal control over compliance
that might be material weakresses or significant deficiencies and therefore, material weaknesses or
significant deficiencies may exist that were not identified. However, as discussed below, I identified certain
deficiencies in intemal conhol over compliance that I consider to be material weaknesses and significant
deficiencies.

A deficiency in interual contol owt 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 noncompliailce with a q'pe of compliance requirement of a
federal pro$am on a timely basis. A t 1terial weakness in intemal control ot)er cotfipliance is a deficiency,
or combination of deficiencies, in intemal contml over compliance, such that there is a reasonable
possibility that mat€rial noncompliance with a type of compliance rcquirement ofa federal program will not
be prevented, or detected and conected on a timely basis. I considered the deficiencies in intemal control
over compliance described in the accompanying schedule offindings and questioned costs as items 2014-
007, 2014-008, 2014-009. 2014-010. 2014-01 I and 2014-013 to be material weaknesses.

A signifrca t deficiency in intemal contrcl oret compliance is a deficiency, or a combination of
deficiencies, in intemal control over compliance with a Ope of compliance rcquirement of a federal
program that is less severe than a matedal weakness in intemal conhol over compliance, yet important
enough to merit attention by those charged with govemance. I consider the deficiencies in intemal control
over compliance described in the accompanying schedule of hndings and questioned costs as item 2014-

012 to be significant deficiency.

Municipality's response to the intemal contol over compliance findings identified in my audit are

described in the accompanying Schedule of Findings and Questioned Costs. Municipality's respons€ was

not subjected to the auditing procedures applied in the audit of compliance and, accodingly I express no
opinion on the response.

84



II\DEPEI{DENT AI]DITOR'S RXPORT ON COMPLIANCE FOR EACE MA"IOR PROGRAM
AND ON INTERNAL CONTROL O}'f,R COMPLIANCE REQUIRED BY OMB CIRCTILAR A-

\-. r33 (CONTTNTTED)

The purpose ofthis report otr interMl conhol over compliance is solely to describe the scope of my testing
of intemal control over compliance and the results of that testing based on the requirements of OMB
Circular A-133. Accordingly, this report is not suitable for any other pulpose.

/9 -(-ftr1iz -
PLaro c. ortiz t,eaee, CPe)
License Number 5200

Guayam4 Puerto Rico
Ootober25,2015

Statrp E159263 B afixed
to dE o.igin l ofthis tport
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COMMOITWEALTH OF PUERTO RICO
MIINICIPALITY OF SANTA ISABEL

schedule ofFindings and Questioned Costs

Fiscal Year Ended June 30, 2014

SECTION I _ SI'MMARY OF AI]DITOR'S Rf,SI]LTS

Financial Statemetrts

Tlpe of auditor's report issued on the basic financial
statements:

Opiniod Units
Governmental activities
General Fund

State Legislative Joint Resolutions Fund

Municipal Medical Center Fund

Debt Service Fund

Aggregate remaining fund

lntemal Control over financial reporting:

Material wealmess identified?
Significant deficiencies identified?

Noncompliance material to fimncial statements noted?

Federal awards

lntemal Control over major pro$ams:

Material weakness idefltifi ed?

Significant deficiencies identifi ed?

Type of auditor's report issued on compliance for major
programs:

Any audit findings disclosed that are required to be reported

in acaordance with Circular A- 1 3 3, Section .5 I 0(a)?

Idetrtilication of maior orosrams

Trre of Opitrions
Disclaimer
Qualified
Qualified
Unmodified
Unmodified

Qualified

Yes X No
Yes X None reported

Yes X No

XNo
X None reportedYes

Unqualifi€d opinion for Cbild Care
.nd Development Block Grant
Qualified opinion for Commutrity
D€velopment Block Grants-State's and
Secfion 8 Housing Choice Youcher
Program

Yes X No

CFDANumber NameofFederal

t4.228
1.4.8'.71

93.57s

Community Development Block Grants State's

Section 8 Housing Choice Voucher hoglam
Child Care and Development Block Grant

Dollar threshold used to distingtish between

Tlpe A and T,?e B progmms

Auditee qualified as low-risk auditee?

$300,000

Yes No x



COMMOIVWf,ALTH OF P{JERTO RICO
MI]NICIPALITY OF SANTA ISABEL

SCMDULf, OF FINDINGS AIID QUtrSTIONED COSTS (CONTINIJED)

FOR THf, FISCAL YEAR EN'DED JI]NE 30, 2014

SICTION II _ FINAI\CIAL STATEMENTS FINDINGS

FINDING NUMBER

REQUIREMENT

CONDITION

2014-001

ACCOLTNTING RTCORDS AI\D REPORTING SYSTEM

The Municipality did not maintain an accounting system that generates

accurate ac;ounting information for the ptepamtion of the financial

statements in confomity with g€nerally accepted accounting principles

(GAAP).

During my examination of the accounting cycle, t noted that the

Municipality did not count with complete and accumte accounting rccords'

Accounting transactions are curently accounted simultaneously through a

manual and a computerized accounting system for which no reconciliation

procedures are made arnong them. These accounting systems does not

provide reliable fina[cial information of transactions related with capital

;ssets, accounts receivables, accounts payables and long_term debts'

Extemal consultants summarized in electronic worksheets the rcvenues,

expendifures, capital assels- accounrs receivables. accounts payable and

long term-debts Fansaclions as pan of lhe process of the financial

statement Preparation.

During the examination ofthe financial statements, I noted that the General

Fund has an unassigned accumulat€d deficit of $4,552,0 1 0

Also, I noted that at June 30, 2014, an obligation of $123,544, related to

the services of waste management was not recorded in the budget

liquidation (the manual accounting repofl that summafizes the annual

budgetaD operations of ihe Ceneml tund). Ihis amount r'ras recorded in

rhe financial statemenlr as an account payable ar June 10. 2014.

Article 8.010 (b) of State Act Numb€r 81- ,ey de Municipios Autonomos

del Estado Libre Asociado de Puerto Rico of An}ust 30, 1991, states that

the Municipalities must maintain its fund accounting in accordance with

GAAP. In addition, Article 8.010 (c) (t) ard (3) states that the system used

must produce reliable reports and financial statements, provide complete

information about the results of operations and include the necessary

intemal controls to account for all funds, capital assets and other assets'

CONTEXT

CRITERIA
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COMMONWEALTE OF PI]ERTO RICO
MUNICIPALITY OF SANTA ISABf,L

SCHtrDULI] OF FII\IDINGS AIID QI]ESTIONED COSTS (CONTIIIIIED)

FOR THf, FISCAL YEAR EIVDED JI]M 30, 2014

SECTION tr _ FINANCIAL STATf,MENTS FIN'DINGS

FINDING NUMBTR

REQUIREMf,NT

CRITERIA

2014-001 (coNTrNr.tED)

ACCOf]NTING RXCORDS A}ID R.EPORTING SYSTI]M

In additio& Article 8.004 (b) establishes that Municipalities cannot

obligate or spend funds, during the fiscal yeal in excess of ihe amounts

approved by resolutions or ordinances for the fiscal yea.. Also, Article
7.010, establishes the procedures and contols over the supervision and

compliance with the opeEtional budget. Finally, Anicle 7 011 (a), states

that for any accumulated deficit incurred in the General Fund at the end of
any given fiscal year, the Municipality must reserve the necessary fmancial
.esources in the Geneml Fund's operating budget of the immediately
following fiscal year to cover such deficit.

The Municipality did not maintain effective intemal contols over the

accounting records fiom where the financial information is obtain for the

preparation of the financial statements in accordance with generally

accepted accounting p nciples. In addition, the Finance Deparhnent

personnel failed to maintain adequat€ monitoring procedures over the

budgetary process during the fiscal y€ar.

The Muricipality is not in compliance with the Articles 7.010, 7.011, 8.004

and 8.010 of the State ActNvmber 81- Ley de Mwicipios Aur5nomos del

Estado Libre Asociado de Puerto Rico of A,Jgnst 30, 1991.

I recommend management to establish the nec€ssary intemal controls and

procedures in order to maintaifl a complete accounting system that
provides trial balances by each fund in the modified accrual basis of
accounting. ln addition, the accounting system should provide for the

maintenance of the capital assets and the geneml long term debt of the

Municipality. Also, the accounting records of the Municipality should be

precisely enough, to support the amounts presented in the financial

statements,

The Municipality should continue improving its intemal contols ard
procedures over the budgetary process. Also, the Municipality should

evaluate a cost reduction plan and continue increasing the collectton efforts

over the Cenelal Fund revenues.

CAIISE

EFNECT

RECOMMENDATION
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COMMOIWEALTE OF PI]ERTO RICO
MUMCIPALITY OT SANTA ISABf,L

SCHf,DUI"E OF FINDINGS AND QIIESTIOI{ED COSTS (CONTINTIED)

FOR TIIf, FISCAL YEAR EIIDED JI]I\E 30, 2014

SECTION tr _ FINANCIAL STATTMENTS FINDINGS

FTNDTNGNUMBER 2014-001(CONTIIIUED)

REQIIIREMENT ACCOI]NTING RXCORDS AI\D REPORTING SYSTEM

MANAGEMEI{T RESPONSE AND
coRREcTIvx ACTIoN PLAN The Municipality implemented a new accounting software (SIMA, by its

amonyns in Spanish) in order to maintain all accounting and financial
information and prepare Municipality's financial statements.

lmplementation Date: Done.

Respomible Person: M$. Noelia Mel6ndez Cruz
Finance Departrnent Director (Interim)
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COMMOI\WEALTE OF PUERTO RICO
MI]MCIPAIITY OF SAIYTA ISABf,L

SCHEDT,'LE OF FIIIDINGS AI\[D QIJESTIONf,D COSTS (CONTIIII'ED)

FOR TIIE FISCAI, YEAR EIIDED JUNf, 30, 2OT4

SICTTON II _ FINANCIAI, STATEMENTS T'INDINGS

FINDING NI]MBf,R

REQUIREMENT

CONDITION

CONTEXT

2014-0t2

ACCOIINTING RECORDS- CAPITAL ASSETS

The Municipality does not have an effective syslem to account for capital
assets, including the infiasfucture assets.

The Municipality does not have complete and adequate records over the
capital assets reported in the govemmental activities. Also, the
Municipality does not have adequate intemal controls and procedures to
ensure tllat all capital expenditures related to infras&ucture are recorded in
the capital assets subsidiary ledger. These infrastructure assets should be

reported as paft of the capital assets of the Municipality, according to
Statement No. 34 of the Govemmental Accounting Standards Board
(GASB 34).

Article 8.010 (c) (3) of tle State Law Number 81- Ley de M icipios
Auto omos del Estado Libre Asociado de Puerto Rico de l99l of Angls.t
30, 1991, states that Municipalities should have systems that have effective
contools and accounting over the capital assets. Also, CASB Statement No.
34, requires that all capital assets, including infrastructure, must be
presented in the Statement of Net Assets and that these assets must be
depreciated during is useful life.

The lack of an adequate capital assets register did not permit the proper

accounting over the capital assets additions, th€ accumulated depreciation
and the deFeciation expense presente.d in the financial statements of the
Municipality.

The Municipality's government wide frnancial statements do not present

fairly, the hnancial position ofthe govemmental activities, and the change

in net positioo.

I recommend management and the Property Division ofthe Municipality to
make an inventory of the capital assets, support it with adequate

documentation and rcconcile it with the capital assets subsidiary ledger.
Also, management should be aware that the accumulated depreciation and

the depreciation expense are properly calculated.

The Municipality implemented a new accounting solirare (SIMA, by its
acronyms in Spanish) in order to maintain all accounting and financial
information, including a capital assets subsidiary ledger.

CRTTIIRIA

CAUSE

ITFECT

RECOMMENDATION

MANAGEMI]NT RESPONSE AND
CORRECTI!'E ACTION PLAN
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COMMOITWEALTE OF PUERTO RICO
MI]NICIPALITY OF SAIITA ISABEL

SCEEDULE OF FII\DINGS AIID QIIESTIOIIED COSTS (CONTII\IUED)

FOR TEE FISCAL 1AAR ENDED JI'NE 30,2014

SECTION tr - FINAI[CIAL STATEMENTS NI\IDINGS

FINDING NUMBER 2014-OO2 (CONTINUED)

REQI'IREMENT ACCOI'NIINGRXCORDS.CAPITALASSETS

Also, the Municipality's Finance Department staffs continue updating the
capital records. In addition, we are considering engaging with a
professional to evaluate the Municipality's infiashucnre assets.

Implementation Date: June 2016

Responsible Person: Mrs. Noelia Melendez Cmz
Financr Departrnent Director (Interim)
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COMMONWf,ALTH OT PUf,RTO RJCO
MI'MCIPALITY OF SANTA ISABEL

SCEEDI'LE OF trIIIDINGS AND QUESTIOIIED COSTS (CONTINUED)

FOR TIIE FISCAL TTAR EN'DED JTIIIE 30, 2014

SECTION II _ FINANCIAL STATEMENTS FINDINGS

FINDING NUMBER

REQUIRf,Mf,NT

COI\DITION

2014-003

ACCOI]NTING RXCORDS- INTf,RII]ND TRANSACTIONS

The Municipality transfer funds ftom the State Legislative Joint
Resolutions Fund (a special revenue fund) to the Geneml Fund without
adequate supporting documentation-

During the examination ofthe accounting records, I noted that during the
fiscal year 2013-2014, the Municipality transfer funds to the Geneml Fund
bank account, amounting to approximately $92,310, fiom the State
Legislative Joint Resolutions Fund, in which state assignments and gmnts
are accounted. These amounts were pooled with the unrestricted resowces
of the Geneml Fund. Such state assignments and grants are restricted by
Joint Resolutions of both the State House of Representative and Senate. At
June 30, 2014, interfrmd debt between these funds amounting $2,262,005.

Also. I noled lhal lhe Munrcrpalrr) doe! not mainuin adequare inlemal
controls and accurate subsidiary records over the interfund transactions
between the General Fund, the State Legislative Joint Resolutions Fund
and other non-major firnds.

Article 8.004 (c) of the State Law Number 8l - Ley de M icipios
Autdnot tos del Estado Libre Asociado de Puerto Rico de 1991 - August
30, 1991, states that the rest cted firnds received by the Municipalities
should be only used for the purposes established by these resourc€s. In
addition, Afticte 8.010 (c) (2) and (3) of State Act Number 81- Z€t, de
Municipios Autonomos del Estado Libe ,4sociado de Pueflo Rico of
August 30, 1991, states that Municipalities should maintain adequate and
necessary financial information for the Municipalities administration and
the accounting system used must provide effective controls and accounting
ofall the tunds.

The General Fund cash resources have been reduced over the past years
due to the exc€ss of expenditures over revenues and has caused a liquidity
problem to meet the payrnent of its current obligations and services. This
situation caused that the General Fund uses resources {iom other funds.
Also, the Municipality's management did not maintain adequat€ control of
the accountability of the interfund transactions and the due fiom and due to
account balances.

The Municipality, probably, did not count with the sumcient resources to
comply with the projects or activities for which such funds were obtaircd
and restsicted.

CONTEXT

CRITERIA

CAIISE

EFFECT



COMMONWEAITH OF PI]ERTO RICO
MUMCIPAIITY OF SA}ITA ISABEL

SCHf,DULf, OT FINDINGS AIID QI]ESTIONED COSTS (CONTIIII]ED)

FOR TEE FISCAL YEAR EI\DED JUNE 30, 2OI4

SI]CTION TI - FINANCIAL STATEMENTS TINDINGS

FINDING NUMBER

REQUIREMENT

Rf,COMMENDATION

201+003 (coNTrrruED)

ACCOIINTING RXCORDS. INTf,RITDID TRANSACTIONS

The Municipality should either reimburse all resources obtained flom the
fansfers ofthose funals, or obtain an autlorization liorn the State House of
Representative and Senate for a re-program of such funds. Also, the
Municipality should avoid making transfers between funds that are not
adequately supported and authorized.

ln addition, I recommend management to implement prccedures in order to
obtain and maintain all the required documentation regarding the interfund
transactions.

The Municipality implemented a new accounting software (SIMA, by its
acron),rns in Spanish) in order to maintain all accounting and financial
information ard prepare Municipality's finarcial statements. Also, we will
transfer the firnds mentioned in the Condition as soon as possible.

MANAGEMENT RXSPONSE AND
CORRECTIVE ACTTON PI,AN

knplementation Date:

Responsible Person:

June 2016.

Mrs. Noelia Mel6ndez Cruz
Finance Department Director (Interim)
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COMMOITWEAI,TII OF PUERTO RICO
MI]MCIPALITY OF SAIITA ISABEL

SCHEDI]LE OF FINDINGS AND QUESTIONED COSTS (CONTII\I]ED)

FOR TEE FISCAL I'EAR trNDED JIIIIE 30,2OT4

Sf,CTION tr . FINAIYCIAL STATEMENTS FIIIDINGS

FII\DING NUMBER

REQUIREMENT

CONDITION

CONTEXT

2014-004

ACCOI]NTING Rf,CORDS. BANK RXCONCILIATIONS AND
Rtr}TNI]ES CYCLf,

The Municipality does not have effective intemal control procedures over
the daily collection receipts and the preparation of bank reconciliations.

During the cash test, I noted that the reconciliation process for fhe
Municipality's cash accounts consists only of including the ending bank
balance, less the outstanding checks ofthe month. Therefore, there was not
a monthly reconciliation process with the Model 4,A, which is the manual
accounting system that summarized the cash transactions of the General
Fund and the special revenue funds- Also, the Model 4a was not prepared
on a monthly basis.

In addition, during the examination of the revenue cycle of the
Municipaliry, I selected twenty-five (25) collection receipts and noted the
following situations;

1. The reveoue collector office did not prepared the cash receipt for one
(1) collection related to a transfer from the Govemment Development
Bank;

2. For eleven (11) collection receipts selected in the sample, I did not
identif)' supporting documentation about the origin of the revenue;

3. I noted that the revenue collector oIfice did not maintain a Revenue
Register to classify these collections by concept.

Also, the revenue collection office was not prcparing the cash receipts for
the monthly revenues r€lated to the property taxes and other revenues that
were credited to the current bank account through wire transfers.

Chapter IV, Section 12 of the Municipal Administration Regulatory
Manual ofthe Puerto Rico Commissioner's Office for Municipal Affair
(OCAM), establishes that the accounting system ofthe municipalities shall
provide for the timely and accurate preparation of baik reconciliations. In
addition, the Municipality shall prepare a monthly report of revenues and
disbursements, which has to be reconciled with the bank reconciliations.
Also, Chapter lll, Sections 3,4 and 5 establishes the proc€dures and
controls to follow regarding the revenues and collection cycle.

CRITERIA
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COMMONWf,ALIII OF PUERTO RICO
MUMCIPALITY OF SANTA ISABEL

SCEf,DULf, OF FINDINGS AND QUESTIONf,D COSTS (CONIINUED)

FOR THE FISCAI YEAR EN'DED JIDIE 30, 2OI4

SECTION II . FINANCIAL STATf,MENTS FIIIDINGS

FINDING NUMBER 2014-OO4 (CONTINUf,D)

Rf,QIIIREMENT ACCOI]NTING RECORDS. BANK RNCONCILIATIONS ANI)
RXWI\I]ES CYCLE

CAUSE The accounting supervisor failed to assue that the bank reconciliations
were .econciled with the accounting records. Also, the Revenue Collecto.
Officer of the Municipality did not followed adequate intemal controls
over the revenues and colleltion cycle-

EFFECT The Municipality is not in compliance with Chapter III and IV, of the

Municipal Administration Regulatory Manual ofthe OCAM.

RECOMMENDATION I recommend management to assure tJlat the bank reconciliations arc
reconciled on a monthly with the accounting rocords in order to maintain
proper control over cash. Also, the revenues collection office of the
Municipality should continue improving the intemal controls over the
collection receipts and the accountability of the rcvenue collections.

MANAGEMf, NT R.ESPONSE AIID
CORRf,CTwE ACTION PLAN The Municipality's Finance Department staffs were insmrcted to reconcile

the banks accounts with the Model 4-A in a monthly basis.

Also, it's important to comment that the Municipality implemented a new
accounting software (SIMA, by its acrcnyms in Spanish) in order to
maintain all accounting and financial information, including the
reconciliation of cash acco'rnts

Implementation Date: December 31, 2015

Responsible Person: MIS. Noelia Mel6ndez Cruz
Finance Department Director (Interim)
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COMMONWEAITE OF PUf,RTO RICO
MI]NICIPAI,ITY OF SAIITA ISABEL

SCIIEDI'LE OF FINDINGS AND QI]ESTIONED COSTS (CONTIIITIf,D)

FOR THE TISCAL Yf,AR trI\DED JI]I\E 30,2014

SECTION tr _ FINANCIAL STATEMENTS FINDINGS

FINDINGNUMBER 201+OO5

REQI]IREMENT INTERNAL CONTROLS AIID PROCEDURf,S O\.ER TEX
DISBURSEMENT CYCLE

CONDITION

CONTEXT

During the fiscal year 2013-2014, the Municipality disbursed funds
withoutthe appropriate supporting documentation.

During the examination of the Municipality's disbursement process, I
examined fifty-nine (59) checks of the Gereml Fund and special rev€nue
funds (eighty-eight (88) disbursement vouchers) and noted the following
deficiencies:

I . The disbursement voucher of six (6) checks were not available for my
exarnination;

2. The purchase order of two (2) disbursement voucherc were not
available for my examination;

3. The requisition of three (3) disbursement vouchers were not available
for my examination;

4. The invoice nor othe. supporting documents of two (2) disbusement
vouchers did not included the services period dates:

5- One ( 1) contact was not available for my examination;
6. The invoices included in six (6) disbursement vouchers we.e not

market as paid;
7. Two (2) original disbursement vouchers were not available for my

examination (included only a copy);
8. In one ( I ) disbursement voucher I did not identi& the original invoice;
9. In three (3) disbursement vouchers, the rcceiving report fiom the

supplierwas not available for my examination;
10. h twenty-four (24) disbursement vouchers, the purchase orders were

issued after the invoices and the services or goods were received;
11. In two (2) disbursement vouchers, I noted that the services werc

realized outside the conhact period.
12. One (1) disbursement voucher was not approved by one of the

responsible employees;
13. In eleven (11) disbursement vouchers, I noted that the acquisition

process (procurement) was incomplete or was not properly
documented by the responsible employees of rhe acquisition cycle.
Also, during the fiscal year 2013-2014, the Municipality conhacted
with an extemal entity to administer the Municipal Medical Center and
I did not found evidence of a Request for Proposal or other
procuremenl process for this ran.aclion.
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COMMONWEAITE OF PIIERTO RICO
MI]NICIPALITY OF SANTA ISABEL

ScHEDULf, OI FIITDINGS At{D QIIESTIOI\ED COSTS (CONTIttUtrD)

FOR TEE FISCAI YEAR ENDED JUNE 30,2014

SECTION IT _ T'INANCIAI, STATEMENTS T'INDINGS

FINDING NUMBER

REQUIREMENT

CRITERIA

CAUSE

EFRECT

20r+005 (coNTrI{LED)

INTERNAL CONTROLS AI\D PROCEDURES OVER THE
DISBIIRSEMENT CYCLE

The Chapter IV ofthe Municipal Administration Regulatory Manual ofthe
Puerto fuco Commissioner's Office aor Municipal Affair (OCAJ\4),
establishes the intemal control procedures that the Municipalities should
follow during the disbursement cycle.

The Municipality's disbusement procedues and intemal contlols were not
adequately followed by the rcsponsible employees and supervimrs.

The failue of the application of the disbursement procedures and controls
could result in the payment of amounts not properly supported. Also, ifthe
acquisition policies are not followed adequately could result in higher costs
of services and goods charged to the Municipality.

I recommend management fo follow and continue improving the intemal
control procedues in order to obtain and maintain all the .equ ed
supporting documents related to the disbursements process pdor to the
issuance ofthe checks.

We will improve oul purchases and expenditures prccedures in order to
correct the conditions reported in this finding by the extemal auditors,
providing technical training to the Finance Department Staff and
incrcasing superyision on such procedues-

ImplementationDate: Nov€mber 15,2015

Responsible Person: Mrs. Noelia Mel6ndez Cruz
Finance Department Director (Interim)

Rf,COMMEI{DATION

MANAGEMENT RESPONSE AND
CORRI]CTIVE ACTION PT,AN
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COMMONWEALTH OF PI]ERTO RICO
MUMCIPAIITY OT SAI\TA ISABEL

SCHtrDULE OF FI}IDINGS Ai\D QI'ESTIONED COSTS (CONTIIUf,D)

FOR TEE FISCAI YEAR EI\DED JI]Nf, 30, 2OT4

Sf,CTION II _ FINAtrICIAL STATEMENTS FINDINGS

FINDING NUMBER 201,{-006

REQUIREMENT SINGLE AI'DIT SUBMISSION

CONDITION The Municipality did not comply with the required due date for the
submission ofthe Single Audit Report.

CONTEXT The Municipality did not submit to the Fed€ral Audit Clearinghouse, in a
timely manner, the Single Audit rcporting package for the fiscal year
ending on June 30, 2014. The due date for this report was no later than
March 31, 2015.

CRIIERIA OMB Circular ,4-133, Subpart C, Section 320 (a) states that all audits shall
be completed and submitted to the Federal Audit Clearinghouse and the
cognizant agency within the earlier of30 days after receipt of the auditor's
report or nine (9) months after the end of the audit report.

CAUSE Due to the lack of adequate accounting records, the Municipality did not
comply with the requiremerts established in OMB Circular 1{-133.

EFFECT The Municipalio, is not in compliance with OMB Circular A-133, Subpart
C, Section 320 (a). Also, the Municipaliry could be sanctioned by the
Federal Govemment for the non compliance ofthis requirement.

RECOMMENDATION I recommend management to establish adequate accounting records that
allow for the timely completion of its financial statements and performance
ofthe Single Audit.

MANAGEMENT Rf,SPONSE AND
CORRECTryE ACTION PLAN We gave instruction to the Finance Department to submit, in a timely

mannet all the required financial information, to our extemal auditors, in
order to comply with the datelines for the submission ofthe Single Audit
Report for the fiscal year 201 4-201 5, which is March 3 I , 20 1 6.

Irnplementation Date: March 31, 2016

Responsible Person: I\4rs. No€lia Mel6ndez Cruz
Finance Department Director (Interim)
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COMMOITWEALIH Otr PUERTO RICO
MI]MCIPALITY OF SAI\ITA ISABEL

SCHf,DI'LE OF FINDINGS AND QIJESTIOI\ED COSTS (CONTINI]ED)

FOR TIIE FISCAI YEAR ENDED JUIIE 30, 2OI4

SECTION Itr _ FEDERAL AWARD FINDINGS AND QT'ESTIONED COSTS

FII\'DING NUMBER

FEDERAL PROGRAM

REQUIREMENT

NONCOMPLIANCE

CONDIIION

201+007

COMMLTNITY Df,WLOPMENT BLOCK GRANTS / STATf,'S
PROGRAM; (CFDA NO. 14228) U.S. DEPARTMf,NI OF
EOUSING AND I]RBAII DEWLOPMENT PASS THROUGH
STATE . OFFICE OF COMI{ISSIONER OF MUNICIPAL
AT'FAIRS - OCAM

COMPLIANCE AI\'D INTERNAL CONTROL

CASE MANAGEMENI

The Progam did not minimize the time between the receiving of the

requested funds from the pass-through entity, and the disbursement of
these firnds.

The Municipality maintained two (2) bank accounts for the Community
Development Block Grants - State's Progam's funds. During the cash

management test, I noted that during the fiscal yea.2013-2014, lhe
Progam maintained an average adjusted cash balaff€, in the bank
reconciliations, of approximately, $44,215 and $68,863, respectively.

AIso, I examined sixteen (16) rcquests of funds amountiog to $528,599,
made by the Program to the pass-through entity, and found the following
situations:

1. Seven (7) of these requests took between six (6) and twenty-one (21)
days from the moment the funds were received and the issuance ofthe
checks or the hansfer of funds to the General Fund, for pa,.roll
reimbursemeDts;

2. The Program did not maintain adequate intemal control procedures in
order to match the request of funds received with the outstanding
invoices payables.

Code of Federal Regulations 24, Sectiotr 570.489 (c) states that urits of
general local govemments must use procedures to minimize the time
elapsing between the hansfer offunds by the State and disbu$ement made
by the grante€ for CDBG activities.

The Progam staff did not maintain appropriate cash management
procedwes in order to rcquest funds to the pass-through agency only for

The Program is not in compliance with Code of Federal Regulations 24,
570.489 (c).

CONTEXT

CRITERIA

CAUSE

EFFECT



COMMOIYWEALTE OF PUf,RTO RICO
MUMCIPALITY OF SATITA ISABEL

SCIIEDULE OF FINDINGS AND QI]ESTIONED COSTS (CONTIIII]ED)

FOR TIIE FISCAL T'EAR EI\DED JUNE 30, 2014

SECTION III _ Tf,DERAL AWARD FIIIDINGS AND QUESTIONED COSTS

FINDING NIIMBER

FEDERAL PROGRAM

RXQI]IR.EMENT

NONCOMPLIANCE

RECOMMEI{DATION

QUESTIONED COSTS

MANAGf,MENT RESPONSE AND

CORNECTIVE ACTION PLAN

2014-007 (coNTINrmD)

COMMI]NITY DEVELOPMENT BLOCK GRANTS / STATE'S
PROGRAM; (CFDA NO. 14.228) U.S. DEPARTMENT OF
HOUSING AND I]RBAN DEVEI,OPMENT PASS THROIIGH
STATf, - OFfICf, OF COMII/trSSIONER OF MIIMCIPAL
AFFAIRS. OCAM

COMPLIANCE AND INTERNAL CONTROL

CASH MANAGEMENT

I recommend management to make an analysis of the excess of cash
maintain in banl to determine from which activities and program year
corespond in order to determine the purpose of such request of fulds.
Also, the accounting staff should make request of funds only for immediate
needs.

None

We will instruct our Progmm accountant to follow the established
procedures to dBwdown and disburse the funds, in a timely manner, in
order to demonstmte compliance with the cash management regulations.

Implementation Date: November 30. 2015

Responsible Person: Mr. Ricaido Burgos Col6n
Fedeml Programs Director
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COMMOI\iWEALTH OF PI]ERTO RJCO
MUMCIPALITY OF SANTA ISA}EL

SCIIf,DI]LE OF FIIIDINGS AND QIIESTIOI\ED COSTS (CONTINI]ED)

FOR TEE FISCAL YEAR ENDED JUNE 30, 2014

SECTION Itr _ FEDERAL AWARD FIIIDINGS AIID OUf,STIOIIf,D COSTS

FINDING NUMBER

FEDERAL PROGRAM

201,+008

COMMI]NTIY Df,\'ELOPMENT BLOCK GRANTS / STAIT'S
PROGRAM (CFDA NO. 14.228) U.S. DEPARTMXNT OF EOUSING
AtrID URBAII DEWLOPMENT PASS TEROUGE STATf, _
OFFICE OF COMMIS$OITER OF MUNICIPAL AFFAIRS. OCAM

COMPLIANCE AND INTERNAL CONTROL

RXPORTING

The Program did not maintain accurate accounting records ofthe frnancial
tansactions.

During my reporting test, I found that the accumulative exp€nditures
reported in the quarterly reports ofthe fiscal year 2013-2014, submitted to
the pass-through entity (OCAM), did not reconcile wift the accounting
records (check register) for the net arnount of $52,340.

Code of Federal Regulations 24, Section 85.20 (b) (l) states that accurate,
curent and complete disclosure of the financial results of financially
assisted activities must be made in accordance with the finaacial reporting
rcquirements of the gant or subgrant. Code of Federal Regulations 24,
Section 85.20 (b) (2) requires that gmntees and subgrantees must maintain
rccords which adequately identiry tle source and application of funds
provided for finaDcially- assisted activities. These records must contain
information pefiaining to gmnt or subgmnt awa.ds and authodzations,
obligations, unobligated balances, assets, liabilities, outlays or
expenditures, and income.

The accounting staff is not rerorciling its accounting records with the
quarterly rcports in order to assue dlat there are no differences.

The Progarn did not submit accurate quarterly reports to the pass-tlnough
entity in order to comply with th€ pass-thrcugh agency requirements ard
the Federal regulation.

REQ{IIREMENT

NONCOMPLIANCE

CONDITION

CONTIXT

CRTTIiRIA

CAUSf,

EFFECT

I0t



COMMOIYWEAITH OF PUXRTO RICO
MI'MCIPALITY OF SA}TTA ISABf,L

SCIIf,DULE OF FINDINGS AND QIIESTIOI\ED COSTS (CONTIIIUXD)

FOR TEE FISCAI I'EAR ENDED JUNf, 30, 2014

SECTION Itr _ FEDERAL AWARD FII\DINGS AND QUESTIONED COSTS

FII\'DING NUMBER

FEDf,RAL PROGRAM

REQUIREMET\TI

NONCOMPLIANCE

RECOMMf,NDATION

QUf,STIONED COSTS

MANAGEMONT RESPONSE AND
CORRECTIVE ACTION PLAN

20r+008 (coNTrrrIIED)

COMML]NTTY DEI'ELOPMENT BLOCK GRANTS / STATE'S
PROGRAM (CFDA NO. 14.228) U.S. DEPARTMENT OF EOUSING
AIID URBAI{ DEVELOPMENT PASS TEROUGH STATE _
OTFICE OF COMMISSIONER OF MI]IVCIPAL AITAIRS - OCAM

COMPLIANCE AND INTERNAL CONIROL

REPORTING

The Progam should implement adequate accounting records to ensue that
the financial infomation submitted to the pass-through entity in its
quarterly reports agees with the accounting rccords.

None

The Program accountant was hstructed to reconcile on a monthly basis the
accounting records and the bank reconciliation and to assure drat the
quarterly rcports are supported and easily traceable to the accounting

Implementation Date:

Responsible Person:

December3l,20l5

Mr. Ricardo Burgos Col6n
Federal Progams Director
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COMMONWEALTE OF PI'ERTO RTCO
MUMCIPALITY OF SAIITA ISABEL

SCEEDI'LE OF FIIvDINGS AND QIIESTIONED COSTS (CONTINIIf,D)

FOR TEE FISCAL YEAR EIIDED JI]NE 30, 2014

SECTION Itr _ FEDERAL AWARD FII\DINGS AI\D OUf,STIONED COSTS

FINDINGNUMBER 2014-OO9

FEDERAL PROGRAM Sf,CTION 8 EOUSING CEOICE VOUCEERS PROGRAM (CFDA
14.871) U.S. DEPARTMENT OF IIOUSING AND URBAN
DE\/ELOPMENT

REQUIREMf,NT COMPLIANCE AI\D INTERNAI CONTROL

NONCOMPLIANCE ELIGIBILITY

CoNDITION The Program failed to document properly the eligibility process.

coNTExT Durirg the eligibility test, I examined twenty-five (25) participant's files,
and noted the following conditions:

a. In one (1) participant's file, the Enterprise lncome Verification (EIV)
was not available for examination;

b. In three (3) participant's files, I noted that a member ofthe family did
not signed the release forms lhat allow the Program to obtai[
information fiom third parties and employment verification (Privacy
Act Notice). In addition, I did not found evidence in one (l)
participant's file of the Privacy Act Notices signed by the head of
household:

c. In three (3) participants' files, the Penal Record Certificate was not
available for my exarnination;

d. In one (1) participant's file, I noted lhat the Progas calculated a
deduction for one (1) dependent and I did not foud eviderce that
demonstrated that this memb$ was under than eighteen (18) yea$,
was student or disable;

e. h two (2) participants' files, the school certification for a member of
family older than eighteen (18) years was not available for my
examination;

f. In thre€ (3) participants' files, the Department of Labor certification
was not available for my examination:

g. In addition, the payment standards used by the Pro$am during the
fiscal year 201 3-20 14, were not updated.
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COMMOITWEAITE OF PI]ERTO RICO
MUNICIPALTTY OF SAI\TA ISABEL

SCIMDULE OF FII{DINGS AND QI]ESTIOITED COSTS (CONTINUf,D)

FOR TIIf, FISCAI T'EAR ENDED JU}IE 30, 20I4

SECTION Itr _ FEDERAL AWARD FI}IDINGS AIID QIIESTIONED COSTS

FINDING NUMBER

Ff,DERAL PROGRAM

REQUIREMENT

NONCOMPLIANCE

CRITERIA

201,1-009 (CONTINIIED)

s[cTIoN 8 rrouslNc cEorcf, voucmRs PRoGRAM (crDA
14.871) U.S. DEPARTMENT OF EOUSING AIID I'RBAN
DEI'ELOPMENT

COMPLIANCE AI{D INTERNAL CONTROL

ELIGIBILITY

Code of Federal Regulation 24, Section 982.516 (a) (1) states that the PHA
must conduct a reexamination of farnily income afid composition at least

annuall$ (2) the P[lA must obtain and document in the tenant file third
pafty verification of the following factors or must document in the file why
third party verification was not available: (A) reported family annual

income; (B) the value of assets; (C) expenses related to deductions fiom
annual income; and (D) othfl factors that affects the determination of
adjusted income.

h addition, Code of Federal Regulation, 24, Section 982.516 (g), states

that as a condition of admission to or continued assistance under the
program, the PHA shall requte the family head, and such other family
members as the PHA des€nates, to execute a HuD-approved release and

consent form authorizing any depository or private source of income, or
eny Federal, state or local agency, to firmish or release to the PHA or HUD
such information as the PHA or IIUD determines to be necessary.

The Program's intemal controls failed to assure that all the required
documentation, necessary for the rcexamination process were obtained

ftom the participarts.

The Program is not in compliance with Code of Federal Regulation 24,
Section 982.516 (a) (l), (2) and (g).

I recommend management to obtain all the necessary idormation, related

to the income and family composition of the participants', in a timely
manner, in order to corroboBte and validate the information of each

participant duringthe reexamination process.

CAIISE

EFFECT

RECOMMENDATION
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COMMOITWEALTH OT PUf,RTO RICO
MTIMCIPALITY OF SA}ITA ISABf,L

SCEEDI]LE OF FINDINGS AI{D QUDSTIONED COSTS (CONTINTIf,D)

FOR TEE FISCAL YEAR ENDED JUNE 30, 2014

SECTION Itr _ FEDERAL AWARD FINDINGS AND QTIESTIOT{ED COSTS

FINDING NUMBER

FIIDERAL PROGRAM

201,t-0(D (CoNTINIjED)

SECTION 8 EOUSING CEOICE VOUCEERS PROGRAM (CFDA
14.871) U.S. DEPARTMENT OF IIOUSING AIID URBAII
DEvELOPMENT

COMPLIANCE AND INTERNAI CONTROL

ELIGIBILITY

None

The Program Coordinator was instructed to ensure that amual
reexaminations wer€ calculated using the information obtain fiom third
parties, and about th€ requirement to the use of the EMystem during the
mandatory affrual ald interim reexamination as a third parq/ income

verihcation of the family income. Also, the Progarn Coordination have

bern instructed to shength the established intemal control and procedures

in order to obtain all the necessary infomation related to the iDcome and

family composition of the participant's during the rcexaminatiotr process,

and to be awarc that all heads of household atrd family members 18 years

or older sign the rclease ofinformation during the reexamination process.

lmplementation Date: November 15, 2015

Responsible Person: Mr. Ricardo Burgos Col6n
Fedeml Programs Director

REQUIRf,Mf,NT

NONCOMPLIANCE

QUESTIONED COSTS

MANAGEMENT R.ESPONSE AT\.D

CORRf,CIIVE ACTION PLAN

r05



COMMOI{WEAITH OF PIJERTO RICO
MI]NICIPALITY OF SAITTA ISABEL

SCHEDULE OF trINDINGS AIID QUESTIOIIED COSTS (CONTIIII'ED)

FOR THE FISCAI Yf,AR EI\DtrD JUNf, 30,2014

SECTION Itr _ FEDERAL AWARD trINDINGS AND OUESTIONED COSTS

FINDING NUMBER

FEDERAL PROGRAM

2014-010

SECTION 8 HOUSING CHOICE VOUCI{ERS PROGRAM (CFDA
14.871) U.S. DEPARTMENT OF HOUSING A}ID I]RBAN
DE\If,LOPMENT

COMPLIANCE AND INTER}IAL CONTROL

RXPORTING

The Program did not complied with the fiflancial and special reporting
requirements of the Program.

I performed a special reporting test over twenty-five (25) participants' files
and fou{d the following situations:

1. In one (1) case I did not found evidence ofthe submission to HLID of
the Fonn HUD-50058, Family Report (OMB No. 25'7'7-0083),
applicable for the fiscal year audited;

2. In three (3) cases, I noted that the Form HUD-50058, Family Report
(OMB No.2577-0083) were submitted to HUD between three (3) and
ten ( 10) months later than the effectively date.

In addition, the Municipality failed to submit, in a timely manner, the
audited financial information for the fiscal year 2012-2013 to HIJD,
though the FASS-PH system. Also, the un-audited financial information
for the fiscal yeat 2013-2014 was not submitted to HUD, through the
FASS-PH system at August 31,2014.

Code of Federal Regulations 24, part 908 and section 982.158 states that
the PtlA is required to submit HUD-50058, Family Report (oMB No.
2577-0083) form electronically to HUD each time the PllA completes an
admission, annual rcexamination, interim reexamination, portability move-
in, or other change of unit for a family. The PIIA must also submit the
Family Report when a family ends participation in the program or moves
out of the PfLA's jurisdiction under portability. Ir addition, CFR 24,
Section 5.801 (b) (1) stat€s that submission of financial information must
be prepa.red in accordance with Generally Accepted Accounting Principles;
(2) submifted electronically to HUD tlrough the intemet, or in such other
electronic format designated by HUD, or in such non-electronic fomat as

HUD may allow if the burden or cost of electronic reporting is determined
by HUD to be excessive.

REQUIREMENT

NONCOMPLIANCE

CONDITION

CONTEXT

CRITIIRIA
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COMMOITWEALTE OF PI]ERTO RICO
MI'MCIPALITY OF SAI\ITA ISABEL

SCHEDIJLE OF FTNDINGS AND QUESTTONf,D COSTS (CONTIItruf,D)

FOR TEf, FISCAL }'EAR ENDED JI]NE 30, 2014

SECTION III - FEDERAL AWARD FINDINGS AI\'D QUESTIONED COSTS

FII\'DING NUMBER

FEDERAL PROGRAM

REQIIIREMENT

NONCOMPLIANCE

CAUSE

EFFECT

RECOMMENDATION

QUESTIONf,D COSTS

MANAGEMf, NT R.ESPONSE AND
CORR.f, CTIYE ACIION PLAN

201+010 (coNrDrrIED)

SECTION 8 IIOUSING CHOICf, VOUCEERS PROGRAM (CFDA
14.871) U.S. DEPARTMENT OF EOUSTNG AI{D TIRBAI\a
DE!'ELOPMENT

COMPLIANCE AIID INTERNAI CONTROL

REPORTING

The Progla$'s staff failed to submit ellectronically to HUD, the Form
HUD-50058, Family Report (OMB No.2577-0083) during the
reexamination of ore participant. In addition, the Program is not
complying,with the due dates established by HUD to submit the uFaudited
and audited financial infomation

The Progam did not comply with the electroflical transmitions required by
HTID.

The Municipality should continue shenghthening the intemal controls
establishe-d in ord€r to continue submitting to ruD, the Form HUD-50058,
Family Report (OMB No. 2577-0083) for all family income and
composition reexaminations. Ii addition, management should submit the
un-audited and audited financial infomation in a timely manner thrcugh
the FASS-PH system.

None

The Progmm Coordinator (rccently engaged) was instructed to assure the
submission to HUD of all of the Form HUD-50058, Family Report (OMB
No. 2577-0083) for all farnily income and composition reexaminations
made prospectivelly.

Implementation Date: December 31, 2015

Responsible Person: Mr. fucardo Burgos Col6n
Federal Programs Director
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COMMOI\TWI,ALTE OF PUf,RTO RJCO
MUNICIPALITY OF SANTA ISABEL

SCIIEDULf, OF FIIIDINGS AND QIIESTIOI\ED COSTS (CONTINIJED)

FOR TIIE FISCAL YEAR EI{DED JIIIIE 30,2014

SECTION III - FEDERAL AWARD FII\DINGS AND QI]ESTIONED COSTS

FINDING NUMBER

FEDERAL PROGRAM

201+011

SECTION 8 HOUSING CEOICE VOUCHIRS PROGRAM (CFDA
14.87I) U.S. DEPARTMENT OF EOUSING AND IIRBA}I
DEVELOPMENT

COMPLIANCE AND INTERNAI CONTROL

SPECIAL Tf,ST- TITILITY AILOWANCf, SCIIEDI]LE

The Municipalify failed to maintain an up-to-date utility allowanc€

schedule for the audit period ending June 30, 2014.

During the evaluation, I noted that the PllA did not maintain an up-to{ate
utility allowance schedule for tie audit p€riod ending June 30, 2014. The
PllA did not perform a .eview of the utility rates during the fiscal year to
ascertain if there has been a change of ten (10) percent or more in the
utility mte.

Code of Federal Regulations, 24 CF& Section 982.517 (4) (c) states that
the utility allowance schedule must be Fepared and submitted in
accordance with HUD requirements on the form prescribed by HIJD. Also,
states that the PIIA must review its schedule ofutility allowance each year,

and must revise its allowance for a utility category if there has be€n a

change of 10 percent (10%) or more in the utility rate since the last time
the utility allowanc€ schedule was revised. The PHA must maintain
information supporting its annual revie\i'/ of utility allowance and any

revisions made in its utility allowance schedule.

Th€ Program has not established procedltres to ensurc the accuracy of its
utility allowance schedule.

The PIIA is not in compliance with the Code of Federal Regulations 24,

Section 982.517 4 (c).

The PHA should evaluate utility allowance rate each year as established in
the federal regulations.

None

RXQUIREMENT

NONCOMPLIANCE

CONDITION

CONTEXT

CRITERIA

CAUSE

EFFECT

RECOMMtrI\'DATION

QUESTIONED COSTS
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COMMONWf,ALTH Of PUERTO RICO
MUMCIPALITY OF SANTA ISA}f,L

SCEEDULE OF FIIYDINGS ANII QUf,STIOIIED COSTS (CONTIIII]ED)

FOR TEE FISCAL YEAR ENDED J{II{E 30, 2014

Sf,CTION Itr - IBDERAL AWARD FINDINGS AND QUESTIOITEI} COSTS

FINDINGNIJMBER 201+011(CONIINIIED)

FEDERAL PROGRAM SECTION E EOUSING CEOICE VOUCIIERS PROGRAM (CFDA
14.87I) U.S. DEPARTMXNT OF EOUSING AND IIRBATI
DE!'ELOPMENT

RIQIJIREMENT COMPLIANCE AND INTERNAL CONTROL

NONCOMPLIANCE SPECIALTEST.UTILITYALLOWAI\ICESCEEDI]LE

MANAGEMENT RESPONSE AI{D
CORRf,CTII'E ACTION PLAN The Program Coordinator was instructed to review the utility allowance

rate in order to adjust it, ifnecessary.

Implementation Date: December 31, 2015

Responsible Person: Mr. Ricardo Burgos Col6n
Federal Programs Director
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COMMOIYWEAITH OF PUI]RTO RICO
MI]NICIPALITY OF SANTA ISA}XL

SCIIEDULE OF T'INDINGS A}ID QI'f,STIONED COSTS (CONTINI]ED)

FOR THE FISCAL ITAR EIIDED JI]NE 30,2014

SECTION ITI - Ff,DERAL AWAXD FINDINGS AND QUESTIOITED COSTS

FINDING NUMBER 2OI4-OI2

FEDERAL PROGRAM SECTION 8 HOUSING CIIOICf, VOUCHI]RS PROGRAM (CIDA
14.871) U.S. Df,PARTMENT OI' HOUSING AND URBAN
DEvELOPMf,NT

REQUIREMENT COMPLIANCE AIID INTERNAL CONTROL

NONCOMPLIANCf, SPECIAL TEST- IIOUSING QUALITY STAI\DARDS
INSPECTIONS

CONDITION The Municipality failed to comply with the requirement of Housing

Quality Control re-inspections du ng the fiscal yeat 20132014-

CONTEXT During my examination, I noted that duing fiscal 2013'2014 the Program
did not perform the Housing Quality Conhol re-inspections.

CRITERIA Code of Federal Regulations 24, Section 982.405 (b) states that the PHA
must conduct supervisory quality control HQS inspections.

CAUSE The Municipality did not maintain adequate monitoring procedures to
ensure that the Housing Quality Control re-inspections are properly
perfomed.

EFff,CT The Municipality is not in compliance with Code of Federal Regulations
24, Seciion 982.405 (b).

RECOMMEN'DATION I recommend management to implement intemal control procedures to
ensure that the quality conhol rc-inspections a.re properly performed. The
PIIA supervisor or other qualified person must re-inspect a sample of units
under contract during the last PIIA fiscal year.

QUESTIONEDCOSTS None

MANAGEMENT RESPONSf, AND
CORRECTIVE ACTION PLAN The Program Coordinator was instructed to p€rfom Housing Quality

Control re-insp€ctions each year (on a sample basis), as required by the
Program Regulations.

Implementation Date: December 3 l, 2015

Responsible Person: Mr- Ricardo Burgos Col6n
Federal Progmms Director
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COMMONWEALTII OF PUERTO RICO
MUNICIPALITY OF SANTA ISABf,L

SCMDULE OF FIIYDINGS A}ID QI'ESTIONED COSTS (CONTINUED)

FOR THf, FISCAI YEAR ENDED JI]NE 30.2OT4

SECTION III _ FEDERAL AWARD FINDINGS AI{D QUf,STIO1\ED COSTS

FINDING NUMBER

FEDf,RALPROGRAM

2014-013

SECTION 8 IIOUSING CHOICE VOUCEERS PROGRAM (CFDA
14.871) U.S. DEPARTMENT OF HOUSING AND UR,BAN
DEI1ELOPMENT

COMPLIANCf, AI\D INTERNAL CONTROL

SPECIAL TEST- ROLLING FORWARD EQUITY BALA}ICES

The Progam did not maintain complete and accuraie accounting over the
roll-forward equity balances.

During the examination ofthe accounting records, I noted that the Program
did not maintain adequate records and a proper accounting of the roll-
forward balances ofthe administrative fee and HAP equities. In addition,
the amounts of equities reported in the Voucher Management System
(\MS) during the fiscal year 2013-2014 were not traceable to the
accounting records.

Code of Federal Regulations 24, Section 982.158 (a) (b) states that the
PHA must maintain complete and accurate accounts and other records for
the progmm in accordance with HUD requirements, in a manner that
permits a speedy and effective audit- The rccords must be in the fom
required by HUD, including requirements goveming computerized or
electronic forms of record-keeping. Also, the PHA must ftrmish to HUD
accounts and other records, reportsl docuoents and irlormation, as
required by HUD-

The Progmm has not established accounting procedures to ensure that the
HAP and administrative fee equities accounts are properly accounted and
supported with adequat€ documentation.

The Program is not reporting accurate accounting information in the VMS
related to the administrative and HAP equity balances.

I recommended management to prepare an analysis, supported by adequate
accounting records, of the HAP and the administrative fee e4uities
accounts and adjust or correct any erors in the accounting records and the
VMS,

REQUIREMENT

NONCOMPLIANCE

CONDITION

CONTEXT

CRITERIA

CAUSE

EFFECT

RECOMMENDATTON
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COMMOI\WEAIIS OT PUERTO RICO
MUNICIPAIITY OF SANTA ISABEL

SCIIEDI]LE OF flI\DINGS AI\D QI,ESTIOITED cosTs (CoI,TTINUED)

FOR TEE FISCAL }'EAR ENDED JUNE 30, 2014

Sf,CTION Itr - Ff,Df,RAL AWARD FII{DINGS AIID QUESTIONED COSTS

Frr\DrNc NTMBER 2013-013 (COI{TIIIUED)

TEDBRAL PROGRAM SECTION 8 EOUSING CIIOICE VOUCIIERS PROGRAM (CFDA
14.871) U.S. DEPARTMENT OF HOUSING AI\D IIRBAN
DEVELOPMENT

REQIJIRXMINT COMPLIANCEAI\DINTERNALCONTROL

NONCOMPLIANCE SPECIAL TEST- ROLLING TORWARD EQUTIY BALANCES

QUESTIONEI) COSTS None

MANACf, MENT RESPONSE AND
CORRf,CTIVE ACTION PLAN Actually, the Municipality is irt the implementation process of a new

accounting software (SIMA, by its auon),ms in Spanish) in order to
maintain accurate accounting and financial information. Alsq we will
make an analisis ofthe Administrative ard IIAP equities in order to adjust
the accounting records and the VMS.

Implemedation Date: December 3 1, 2015

Responsible Person: Mr. Ricardo Burgos Col6n
Fedeml Prograrns Director
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COMMON\ryEALTII OF PUERTO RICO
MTIIUCIPALITY OF SAI[TA ISABEL

SUMMARY SCIIEDULf, OF PRIOR YEAR AI]DIT FINDIGS

FOR TIIE FISCAI Yf,AR ENDf,D JI'NE 30.2OI4

FINDING COMPLIANCE
NUMBER

CFDA QUESTIONf,D
NUMBf,R COSTS AUDITf,E COMMENTS

2013-OO7 Allowable
Activities-

Housekeeping
Services

14.228 None No conective action has been taken.

During fiscal year 2013-2014 we did
have this activitv-

t4.228 None No corrective action has be€n taken2013-008 Cash
Management

2013-009 Davis- Bacon Act 14.228

Findine Reference 20 I 4-007.

None Full corrective action wf,s taken

2013-010 Reporting 14.228 None No corrective action has been taken

2013-01I Eligibility 14 A'71

Findinp Reference 20 1 4-008

None No corrective action has been taken

2011-012 Reporting 14.871

indins Reference 2014-009.

None No corrective action has been taken.

14.87t

Finding Reference 2014-010.

None No corrective action has b€en taken.2013-013 Special Test-
Rolling Forward

2013-0t4

itv Balrnces

Special Test-
Depository

14.471

Findins Reference 20 l4-0I 3 -

None Full corrective action was taken-

2013-015 Reporting 93.s75 None Full corrective action was taken

Allowable
Activities-

Housekeeping
Services

None DDring fiscal yeaj 2013-2014 we did not
have this activity.

l2-III-08 t4228
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COMMONWEALTII OF PIIf,RTO RICO
MIINICIPALITY OF SANTA ISABEL

SUMII,I]A.RY SCIIEDULE OF PRIOR 1TAR AI'DIT FIN'DIGS (CONTINI]ED)

FOR TEE FISCAL 1TAR EI\DED JI]ITE 30.2OI4

FINDING
NUMBER

CFDA
COMPLIANCE NUMBER

QUESTIONED
COSTS AUDITEE COMMENTS

l1-lII-l l Reporting t4.228 None No corrective action has been taken-

11-III-r2 Allowable Cost-
Disbursem€rt

Process

14.8',71 $10,380

Findins Reference 201 4-008.

The auditors did not identified during
fiscal year 2013-2014 transactions related

t 1-t[-14 Eligibility 14.8?l

to this findi

None No corrective aclion has been taken.

11-III-15 Reporting t4.87t None

ing Reference 2014-009.

No corrective action has been taken.

14.871

Findins Reference 20 1 4-0 1 0

None No corrective action has been taken.I I-[I-20 Special Test-
Rolling Forward

l r- l-21

ity Balances

Special Test-
Depository

14.871

inq Reference 20 14-0 I 3.

None Full corrective action was talen.

11-[I-23 Progmrn Income None Full corective action was talen-93.5',7 5

1t-I -24 Repofting 91.575 None Full conective action was taken.

11-III-25 Procurement,
Suspension and

Debarment

93.7t3 None No corrective action has been taken.

The auditors did not identified during
fi scal yea. 2013-2014 transactions related

Reporting- Fiscal
Requirements

None

to this findi

No corrective action has be€n taken.

Firding Reference 20 I 4-008.

I0-05 t4.228
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COMMOITWEALTE OF PUERTO RICO
MI'NICIPALITY OT SAIITA ISABEL

SUMMARY SCIIf,DI]LE OF PRIOR T'EAR AUDIT FINDIGS (CONTINI]ED)

FOR TIIE TISCAL YEAR EI{DED J{IITf, 30.2014

FINDING COMPLIANCE
NIiMBF,R

CFDA QUESTIONf,D
NIIMBER COSTS AUDITEE COMMENTS

l0-07 Reportiry 14.224 None No corrective actiofl has been taken.

Finding Reference 201 4-008.

I0-09 Cash
Management

14.228 No conective action has been taken.

Findins Refe.ence 2014-007.

10-t I Special Test-
Housekeepers

Projert

t4.22A None During fiscal ye r 2013-2014 we did not
have this activity.

t0-12 Reporting- Fiscal
Requircments

14.871 None No corrective action has been taken.

Findins Referenc€ 2014-0 10.

10-15 Eligibility 14.8'71 None No corrective action has been taken-

Findins Reference 2014-009.

l0-18 Special Test-
Depository
Agreement

14.87 t None Full corective action $r'as taken.

10-19 Reporting- Fiscal
Re4uirements

93.s15 Notre Full corrective action wrs t len-

lG20 Progmm lncome 93.5',75 None Full corective action was taken.
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