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INDEPENDENT AUDITOR'S REPORT

Honorablc Mayor and Muricipal Council
Municipatity of Villalba, Pueno Rico

Re@!La!tlhe Financial Stalemenls

Wc have audiled lhe accompanying financial starements of the governmental acdviti€s, each rDajor Iund
and the a&gregare remainig fund informadon oI lhe Municipalit of Villalba, puerto Rico, as of and lor
the year ended June 30, 2014, and the related notes to the fiancial slarements, which collectively comprisc
the Mtlnicipality's basic financialstalements as lisled in thelable ofconlents.

Manaqement's Resoonsibility for Finarciat Statemenls

Management is responsibre for rhe pre!,aralion and fair presentation of rhese financiar statemcnls in
accordancc with accounti g princr'ples generally accepted in lhe United Slales of America; this includes
lhe design, implementation, and mainlenance of interfial costrol relevant to the preparation and lair
prcscntation of financial starements thar are fr€e from mareriar misstatemenl, whe;he; due ro riaud or

Auditor's Responsibilitv

our rcsponsibilily is lo €xpress opinions on these financial sBrements based on our audir. we conduclcd
our audit in ac.ordancc wirh auditing srandards generally accepted in the united states of America and
thc slandards applicable to financful audits contained in Govemmental Audiring Standards, issued by lhe
comproller General of rhe uniled stares. Those standards require lhat we plaiand perfonn rhe audit to
oblain reasonable assurance aboul wherhq rhe financiar starernenls are free fiom mat;ar missratemert.

An audil involves performing procedures to obtain audir evidence abour rhe amounts a.d disclosures i.
ihe financial statements. The procedures selected dep€nd on the auditor's judgement, including the
asscsment of rhe risk oimaEr;al misslai€ment of rhe financiar srarements, whc(he; due to rraud or error.
In making those risk assesments, the auditor considers intemal contol relevant to the entity,s prepamrion
and fair presentalion of the financial shlem€nts in order 10 design audir procedures rhar are appropriare in
lhe circumshn@s, bul nor for the purpos€ of expressing and opinion on the effectiveness oiihe entily,s
inlernal. control. Accordingly, we express no such opinion. An audir also includes evaluating ih€
approprialeness of accounling policies used and ihe reasonableness of significanr accounting estiirares
madc by management, as well as evalualing the overall presenlalion ofthe financial slatemenrs.

we heiieve thar the audit evidence wc have oblaioed is sufficieni and appropriale ro provide a basis for
our audil opinions.

opuia!!

Basis for Disclainer ofopinion on Govemme^a Actilrities

Tbc M_unicipaliry did not havc complete, uldated and accurate accounting records of rhe capiral assels in
order for us to ohrain sufficient and appropriare audit €vidence relared ro tic capilal asseB reponed in rhe

lvn7s, sf/.s27t I po eox :s . c 8a



INDEPENDENT AUDITOR'S REPORT
Municpality of Villalba

aocohpanying slatement of net assets for $ 42,5'13,244 (net of a..nfid^led depreciation of $l4j06,ggo

of June 30, Z)14, and lhe related amounl of depreciaiion expense staled at $1,457,434 for the year then
ended. Th€refore, we were unable to form an opinion regarding the capital assets and related depreciaiion
expense reported in the govemmenral activities of the Municipality.

Dischinet ofOpinion

Because oI the significance of rhe maller discussed in lhe preceeding paragraph, ihe s@pe of our work
was nol sufficient to enable us to express, and we do not express, an opinion on rhe financial position of
the govemmental activides of the Municipality of Villalba as of June 30, 2014, and the charges in
financial posirion thereof for the year then ended in conformity wilh accoundng principle.s generally
acccpled in lhc Unilcd Srales of America.

Rasis for Qutlified Opinion on Covemental Funds

The Municipality did nol maintain complete and accurate records of all interfund transsactions in rhe due
Irom and to accounts balance for the 6scal year 2013-14. Therefore, wc did nol express an opiniofl on
such amounts presented on lhe fiflancial statements.

Qualifred Opinion

In our opinion, excepr for the effecrs of such adjustments, if ady, as might have bc€n determined to be
necessary had we been able to obtain suffcient evidence to satisfy ourcelves on rhe amounts reporled as
interfirnd transactions in the "due from" and "due to" accounts balances, thc fiDancial starements referred
lo in fie first paragraph present fairly, in all material resp€cts, the respeclive firancial position of each
major fund and the aggregate remaining fund informalion of rhe Municipaliry of Viltalba as of June 30,
2014 and the resp€ctive changes in finaocial position, rhereol for ihe year then ended in conformity wirh
accounting principles genemlly accepted in the United Srares of America.

Other Mallcrs

Requircd S Wpknantary I nfomation

Accounting principles generally accepr€d in the Uniled Stales ofAmerica require thal the management's
discussion and analysis and budgetary comparison information on pages 6 through 19 xnd 69 bc presented
lo supplemcnt the basic financial stalemenis. Such information, allhough nol a parr of the basic financial
statements, is required by the Govemmental Accounting Standards Board, who considers ir to be an
essenrial parl of financial r€poning for placing the basic financial sralements in an appropriale
opcrational, economic, or historical conlexr- Wc have applied cerlain limiled procedures lo rhe requircd
supplemenlary information in accordance with auditing srandards generally accepled in the United Slales
oI Amer;ca, which consisled of inquiries of management aboul the methods of preparing the information
and comparing the information for consistency with management's responses to my inquiries, the basic
financial slatomenls, and other knowledge we obtained duringour audit of rhe basic linancial sralcments.

we do not express an opinion or provide any assurance on the informadon because rhe limiled pro@dur€s
do nol provide us with sufficient evidcnc€ to express an opinion or provide any assurance.
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Othet InforD,!,tion

Our audit was conducted for the purpose of forming opinions on the basic financial statemenls that
colleclively comprise the Municipality of Villalba basic financial slatements. The schedule of
€xp€nditures of federal awards is presented for purpoces of additional analysis as required by U.S. qfi6e
of Manageme and Budget Circular A-133, Aulits ol States, Local Covenments, and Non-proft
OryaDizations, and is not a required part oI lh€ basic financial starements. Also, lhe Financial Dara
Schcdules are presented for purposes of additional anatysis as required by the u.S. Departnent of
Housiry and Utban Developnent, Ofice of the Insryctor Genenl, and is not a required pan of rhe
financial statements. Because of the significance of the matter described in the '.Basis for Disclaimer
Opinion on Govemnental Activities", it is inappropriate to and we do not express an opinion on the other
informalion refened 1o above.

other ReDa4ugl&gqui&dtvcovernmental Audiring slandards

In accordance with Government Auditing Standards, we have also issued a report dalei Novemher 2,
2015, on our consid€ration ofthe Municipality's intemal control over financial repodng and on our tests
of its compliance wilh certain provisions of laws, regulations, conlracts, and granl agreemeols and other
matters. The purpose oI thal reporl is to describ€ lhe scope of my lesling of intemal control over financial
reponing ard compliance and lhe r€sulis of that tosling, and not to provide an opioion on the intemal
conlrol over financial reporling or on compliaoce. That report is an integral pari of an audit performed in
accordan@. with Oovemfient Auditkg Standa s in considering Municipality of Villalba intemal conlrol
over linancial reponing and compliance.

'hMgffi-.*s.,"
November 2, 2015
Guayama" Puerto Rico

Irr. strep mnb..0rl2,l5]l
Es :lfikd ro tf,. o.ieiul oa &is EDort



MUNICIPALITY OF VILLALBA
COMMONWEALT}I OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (MD&A)
FTSCAL YEAR ENDED JUNE 30, 2N14

As managemenl oI the Municipality of Villalba (the Municipalily), we offer readers the following
discussion ard analysis of ihe Municipality's financial activities reporied in the accompanying basic
financial statements as of and for the fiscal year ended June 30, 2014. We en@urage readeN lo consider
lhc informalion presented here in conjunction with additional information that is fumished in the
accompanying financial statemcnls, which follow this narative.

Besides, this documeot includes comparative data with prior y€ar as rhis information was avaitable for the
fiscal year ended on June 30, 2014. This MD & A is prepared in order to comply with the Govemmental
Accounting Standards Board (GASB) Statemenl No. 34, "Basic Financial Statements - and
Management's Discussion and Analysis-for State and Local Govemments." and, among other purposes,
to provide the fina[cial statemenls userc wilh the following major informalion:

. a hroader basis in focus;ng imporlanl issucs:

. acknowledgement ofan overview ofthe Municipality's financial activities;

. provides fo, an evaluation of its financial condilion as of the end of fiscal yeat 2013-ml4
compared wilh prior yea, rcsults;

. idenlification ofuses offunds in the financing ofthe Municipality's vrriety ofactivities and;

. asses management's ability to handle budgetary functions.

FINANCIAL HTGHLIGIIIS

Govemment-Wide Highlights:

The Municipality's iotal assets amounted to $32,436,248 at June 30,m14, of which $28,066,36a (86.5%)
consist of capilal assels (net of accumulated dcpreciation and amortization of $14J06,880), $f,479,54O
(4.5%) consist oI cash and cash equivalents, $1,222,134 (4qo) corsist ol cash with fiscal agent (which are
rcstricted principally for capital projects and debl service) and $1,668,210 (5%) consisl of accounts
rc.eivahle.

The M unicipality's total I iabilities amounted to $21 ,O223U at lnne 30, 2114,, of which $8,334,O0O (,10%)

consisl of bonds and notes payable, 54,336,200 (21%) consist of accourls payable and accrued liabilitias,
$1,471,423 (7) consist ofaccrued compensated absences, $ 1,528,670 (7%) consist of uneamed revcnues,
and $5,352,091. (25qa) c]insist of other long-term debts.

The Municipality's total assets exceeded its Iiabilities (net position) by $11,413,861, al lune 30, 2014.

The Municipality's total revenues amounted to $18,610,431 lor the fiscal ye ended June 30,2014. oI
\Nhich $4,726,78 (26%) arose from tares, $t3,lm,a1 QlVo) arcse from inrergovernmental grants and
contributions, $451,901 (2%) and $241,374 (17") arose ftorn charges for services and miscellaneous

The Municipality's lolal exp€nses amounled to $16,673,534, fo, the fiscal year ended June 30, 2014, of
which $9,403,196 (57%) where incurred in providing dirccl services and benefits to citizens in relation to
public works, economic development, health and welfare, public safety, culture and recrealion. [n



MI'NICIPTITY OF VILLALBA
COMMON1VEATTH OF PT'ERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (MD&A) (CONTINUED)
FISCAL YEAR ENDED JIINE 30. M14

addition, the Municipality incurred in 9718,795 (4%) of irs total expcnses, in inreresls retaled ro ils tong_
term obligations, and $6,551,54 eq/o) in generat govemment activities to supporr the Municipatity;s
functions and prograrns. The Municipality,s total ;xpenses include depreciation and amo(ization of
capital assets in the amount of g 1,457,434, for the fiscal year ended June 30, 2014.

The Municipality's total net position iDcreased by S1,936,g97, during thc Iiscal year ended June 30, 2014.

Govemmental Funds' Highlights:

The ioral fund balances of govemmenht funds amounrcd lo (52,546,236), ar June 30, 2014, of which
$3,372,155 are resrricted, commired and assjgned, white ($5,918,391) are presented as unassigned fund.

The fund balanc€.s of govcmmenlal funds decleased by $370,316, during the fiscal year ended June 30,
2014.

OVERVIEW OF TI{E BASIC FINANCIAI STATEMENTS

The purpose of financial reponing is to providc cxternal users of basic linancial stalements with
information thal will help fiem lo make decisions or draw conclusions abour the Municipaljty. There are
many external parlies thar use lhe basic financial slalements oI rh€ Municipality; however, these parties
do nol always have the same specific objeoives. In order to address rhe needs of as many pariies as
reasonably possible, the Municipality, in accordancc wilh required financial ref,od.g standards, presenls
this Maragemenr's Discussion and Analysis (MD&A) as an inlroduction to the accompanyi;g basic
financial siatements. This narrarive rcprcsents an overvicw and anal,sis of the Iinancial activities of rhe
Municipality for the fiscal year cnd€d June 30, 2014_ Because lhis MD&A is designed to focus on the
currenl year activities, resulting changes and currently known facts, we encourage rcaders to consider the
informalion presented in this MD&A in conjunclion wilh the additional information fumished in rhe
accompanying basic financial slatemenrs,

Th€ Municipality's basic financial statements include three componenls: (1) governmenGwide financial
statemenls (GWFS), (2) fund financial sralemenrs (FFS), and (3) notes ro the basic financiat skrements
(NBFS). This reFDrt also conEins additional required informalion in addition lo the basic financial
stalemenE themselves. These componerts are descTibed below.

The basic financial stalements focus on: (1) lhe Municipality as a whole (govemmerl,wide financial
reporring) and, (2) lhe Municipality's major individual govemmental funds_ Both perspectives allow thc
users 1() address relevant quesrions, broaden a basis for comparison (year to ycar or govcrnment to
government) 3nd enharce the Municipality's accountabit;ty. The components of the basic financial
slatemeots are described below.

Government-Wide Financial Slatements

The 6WFS arc composed of: (1) rhe staremerls of ner posrion (SNp) and (2) rhe sralemenl of activilies
(SA). These financial statements can b€ found immedialety following rhis MD&A. GWFS are designed
lo provide readers with a broad overview ofthe Municipality's opemtions as a whole in a manner similar
lo privaie-seclor businesses. Thesc slatements provide short-term and long-lerm information aboul thc
Municipality's financial position. which assist the Municipality,s managemetu lo determine the economic



MUMCIPALITY OF }'ILI-ALBA
COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISC]TJSSION AND ANALYSIS (MD&A) (COI.ITINUED)
FISCAL }TAR ENDED JUNE 30, M14

condition al June 30, 2014. The GWFS are prepared using methods that are similar to those used by most
private businesses.

Bolh of the govemment-wide financial staremenls distinguish furctions of the Municipality thal are
principally suppoaed by taxes and intergovemmenlal acrivilies (governmental activities) from orher
functions thal are intend€d to recover all or a significanl porlion of thei cclsts lhrough user focs and
charges (businqss-type activities).

Statemenl of Nel Position

The purpose of SNP is lo attcmpl 10 reporl all assels owned and all liabililies ow€d by the Municipality-
The Municipality reports of all of its assels u/hen ii acquires ownership over the assels and reports all of
its liabililies when they are incwred. For example, the Municipaliry reporls buildings and infraslructure
as asscls, even lhough they a.e not available to pay the obligations incuned by the Municipalily. On the
orher hand, thc Municipalily reports liabililie$, such as claims and judgments, bonds and noles payable,
obligations under capital leas€s, compnsaled absences and cerlain a@ounb payable and accrued
liabilitics, even lhough th€se liabilities might nol be paid until several fiscal years into the fulure.

The diffcrence betwe€n the Municipality's total assets and total liabililies reported in SNP is presented as

net assets- which is similar to the total owne.s' equity reported by a commercial enterprise in its financial
slatements. Allhough lhe purpos€ of the Municipaliiy is not to accumulale nel assets, as this amounl
increases or decreas€s over time, such amount represents a useful indicator of whether the finarcial
position of the Municipality is either improving or deterioraling, respeclively.

Starement of Activities

Thc SA presents information showing how the Municipality's nel assets changed during the fiscal year
ended June 30,2014, by presenting all of the Municipaliry's revenues and exp€nses. As previously
discussed, the items reported in SA are measured in a manner similar lo the approach used by a
q)mmercid enterprise in thal rcvenues are recognized when eamed or established criteria are satisficd.
and expenses are recorded when incurred by rhe Municipality. Consequently, revenues are reported even
when lhey may nol be collected for several months afier the end of the fis€al year and expenses are
recordcd even though they may not have used cash during thc currcnt y€ar.

Although SA look different from a commercial enterprise's income statement, the difference is only in
format, not srrbstance. whereas the bottom line in a commercial enterprise represents its net income,lhe
Municipality reporls an amounl described as nct change in net assets, which is essentially the same

The locus of SA is on the net cost of various activilies provided by the Municipalily- Thc stalement
b€gins with a column that idenrifies the cost of each ofthe Municipality's major functions. Another
column identifies the revenues that are specifically related lo the classified govemmenlal functions. The
difference helween the exp€nses and revenues related to sp€cific functions/programs identifies the extenr
to which each firnction ofthc Municipalily draws from general revenues or is self-financing lhrough f€es,
inlergovemmenlal aid, and othe, sourccs of resources.

This slat€mefil also pres€nts a comparison between direcl expenses and progtam revenues for each
funclion of lhe Municipalily.
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MANAGEMENT'S DISCUSSION AND ANALYSIS (MD&A) (CONNNUED)
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GWFS.and FFS present all ofthe Municipality.s govemmental activities, which are supported mostly by
taxes, interg-ovemmenral revenues (such as 

_federal- 
and slare granrs and contribulion;), anO cfrarge forservices. All scrvicrs normalry associaled wilh the Municipalt fall into this categor5l including cilrure,

recrcation ard education; general government; heatth and saniiation; pubtic safer]; wetfare anitrousinj
assistancc; and urban and economic developmenl

Fund Financial Statements

The Municipaliiy's FFS consist of: (r) the barance sheer - govemmcntal funds and (2) rhe slaremenr of
revenues, expendirures ard chanSes in rund baran"ts go"i-*.nrar funds. These irnancial s.arcmenls
report the financial posilion, the results of operations ofrhe Municipality,s govemmental funds, with an
emphasis on the Municipality's major govemmental funds.

A fund is a grouping of rerared accounts thal is used to fiainl"in contror over r€sourc€s lhat have been
segregated for spcific aqivities or objeqivcs. The Municjpality, like most other $ate and local
govemments, uses fund accounling to ensure and demonstrare compliance with linance_rslalcd legal
requiremcnts- Each fund is considered an indep€ndenl fiscar entiry ;ccounred for within a set of Jr-
balancing accounls thal compris€ its asseis, liabilities, fund equiry, revenue, and expendilu.es_ Fund
accourting. segregates funds according ro their intended prrpo* rrO is used to aid managemenr in
demonstrating compliance with legar, Iinanciar and conrractual provisions. Ar of the funds of rhe
Municipality can be divided into two categories: gov€mmenhl fund; ard proprietary funds.

Covernmcntal funds

Covemmental funds are used to a@ount for mosl of the scwices provided by thc Municipality. Thesc

!ul_dj-o! ,::d ro account for csscntially the same functions reported as govemmental aclivities in the
G\,FS- Ur ike GWFS, lhe focus of govemmental funG in the FFS is direred to specific activirics of lhe
Municipality rarher lhan th€ Municipality as a whole; lherefore, govemmental funds in FFS report rhe
Municipality's operations in more detail than the GWFS.

Governmental funds in FFs provide a dctailed short{erm view ofthe Municipariiy,s finances that assist
in determining whether the.e will be adequate financial resources available to m; the cuncnr needs of
the Municipality, which is, evaluaring the Municipaliry,s near-term financing requirements. For financial
.eporling purpos€s, ihe Municipatity classifies iG govedmental funG within ihe following t}?es: (l)
Gcneral Fund, (2) I{UD Fund, (3) Srate Assignmenl Fund, (4) Other covemmenrat Fund.

Governmental funds FFS a.e prepared on an accounting basis that is significantly different from fiat used
lo prepare GWFS. In general, governmental funds FFS focus on near-rerm inflows and outflows of
expendable financial resources, cons€que.lly, they measure and ac@unt for cash and other assets that can
casily be converted to cash. For exampre, amounrs reponed on rhe balance sheet include capilar assers
within a very shorr period of time, but do not include capital assers such as Iand afid buildirgs.
Govcrnmental fund liabiliries gcnerally include amounls mal normally are going 10 be paid wilhin a sh;rl
period after the end ofthe fiscal year. The difference between a fund's toiat assets ani rotal liabilities is
reported as the Iund balance or deficit, and ge.erally indicates the amounl rhar can be used to finance the
next tiscal year's actiliries. Likewise, the operating slatemeni for govemmental funds reports only those
revenues and exFlendirures that were collecied in cash or paid with cash, respecrively, during rhe iunent
fiscal year or very shorrly alter the end ofthe fiscal ycar.
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Because the focus of govemm€nlal funds FFS is nanower than that ol lhe CWFS, it is useful ao compare
the fufld informalion presented for govefimenlal funds with similar informalion presenrcd for
govemmental activities in the GWFS. By doing so, readeis may bener understand lhe long-term impact
ofthe Municipaiity's near-term financial decisions. Both the govemmental funds' balance sheet and the
governmental funds' stalement of rcvenues, expenditures and changes in fund balances provide a
rcconciliation to facilitate $e comparison between govemmental funds and the governmental activities
reported in lhe governmenr-wide financial slatemcnts,

The Municipalily has four major gov€mmcntal funds- Each major fund is presented in a separale column
in the balance sheel - govemmental funds and thc slatement of revenues, expenditures and changes in
fund balances - govemmental funds. fie four major govemmental funds are: 0) generd fund, (2) HUD
Fund, (3) Stale Assignment Fund and (4) Olher govcrnmental fund-

Norcs 10 Basic Financial Sral€ments

The NBFS provide addidonal informalioo that is essenlial for a full understanding ofthe dala provided in
the GWFS and FFS- The NBFS can be found immediately following lhe basic linancial slalem€nls.

OIher Supplcmeniary Informadon

Thc basic financial statements are followed by a section oI other supplementary informaiion consisting of
budgetary comparison schedule - general fund.

This SWe Has Been Lefr Blaak I entionarf
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MANAGEMENT'S DISCUSSION AND ANALYSIS (MD&A) (CONTINUED)
FISCAL YEAR ENDED JUNE 30,2OI4

FINANCIAI ANALYSIS OFGOVERNMENT-WIDE FINANCIAL STATEMENTS

The Municipality's ov€mll financial position and opemtions at June 30, 2014 and 2013 are summari,ed as
follows, based on rte informarion included in lhe accompanying statement of net assets:

Govemmenlal Activities Change

2014 2013

Current assets

Non,arrent assets:

Capitalassets, net

Totalassets

Liabilities:

Current liabilities,
excluding longlerm
Long{erm obligations:

Due within one year

Due after one year

Total tiabitities

Nel position (defcit):

lnvested in capital assets,
net ol related debl

Bestricted

Unreslricted

Total net position

$ 4363884

28066364

$ 5116,365 $ (746,481) (14.6%)

25523,336 $ 2543,023 9.96%

$ 32436,248 30639,701 $ 1796,542 5.86%

6523,120

1921,670

12577,594

6738,389

1694,839

1278s,194

$ (21s,269)

$ 226,8i)1

$ (207,@0)

(3.19%)

r3.38%

t16.24%)

21022,3U $ 21218,422 $ 196,038 0.00%)

$ 2377.3U

3685,307

(14648,804

$ 19297,336

27AO3A1

(12656,418)

$ 3080,028 15.96%

904,946 32.55%

0992,389) 1s.74%

11413,864 s421,279 $ 1992,58s -2t.ts

At June 30,2014, the Municipality's cuftenl assets, amounting ro $4369,884, are mainty composed of
reslricted and unrestricred cash and cash equivalenrs ($14j9,54O), resricted cash wiih fiscd agent
(51.222,134), and restricted and unresficted inlergovernmental granls and conlributions receivable
($1,668,210).

11



MUNICIPALITY OF VILLALBA
MMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (MD&A) (CONTINUED)
FISCAL YEAR ENDED JI,I}.IE 30, MI4

Th€ Municipality's non-cur€nt assets, amountiog 1o $28,066,364, at June 30,2014, are subsrantially
composed of capital assets, with a cosl basis oI $42,573,244, which are reponed net of acrumulated
depreciation and amortizalion of $14jffi ,880.

Ar June 30, 2014, the Municipality's curent liabilities amounting to $6,523,120, are mainly composed of
uneamed revenues (S2,186,9m), accounls payable afld accrued liabilities ($2,624,771), i erqsl payabte
($87,041), inlergovernmental payables ($1,624,388)- Unearned revenues principalty consisr of un€arned
revenues associaled with municipal license laxes and intergovernmental gra.is and conlributions related
1() state and federally funded grant piogams.

The Municipality's nonrurrent liabilities, amounting lo S L4,499,2U, at June 30, 2014, are mainly
q}mposed of portion due within onc year oI bonds ard notqs payable $ 1,921,670, and lhe portion due
after one year ol bonds and notes payable $ 12,577,594.

As noted earlier, net assets may serve over time as a useful indicator of the MuniciF,ality's financial
posilion. The assets of the Municipaliry exceeded liabilities by $ 11,413,864 at June 30,2014. Thc most
significant portion oI nel posilion $ 3,685,307, at June 30, 2014, represenls resources thal are restricled
for debt service payments and lo finance lhe operations oI federal and state funded programs. The anolhcr
significant ponion net positior S 22,37'7,364, tefiects the Municipality's investment in capital assels (e.g
land, buildings, machinery, equipment, furniture, fixrures, inf.asruclure, ctc.), nct of all related debt srill
outstanding lhar was issued to acquire, construct or improve those assels. The Municipality uses thes€
capital assets 10 provide services lo its citizens; consequently, thss€ assc6 are nol available for future
spending. Although the Municipality's investment in capital assets is reported net of lhe outsianding
relaled debl, the resources needed lo repay that debt must be provid€d by orher sources, since capihl
assets cannot be used 1o liquidate these liabilities.

The remaining co ponenl of lotal net posjlion consisrs of unresticted net liabiliriss amounling ro
(514,648,807), at June 30, 2014. These unresrictcd nel liabililies are the consequence of previous
budgets that did not provide sufficierl funding for incuned long term obligations, such as bonds and
noles payable, cohpensated absences, etc. Historically, a significani portion of such obligations has been
hudgetcd on a pay-as-you-go basis.

Thc toral net position of the Municipality inc-reased by S 1,936,897, for Ihc fiscal year crded June 30,
2014. Such increase is due to lhe excess of total revenues S 18,610,43f, ovff rolal expenses $
16,673,534, including depreciation and amoflization of capital assets of $ 1,457,434 for the fiscal year
ended June 30,2014.

This SNce Has Been Lei Blank Inlc$ionalt!
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MUNICIPALITY OF VIII-ALBA
COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION A]YD ANALYSIS (MD&A) (CONTINUED)
FISCAL YEAR ENDED JT'NE 30, 2OT4

The following is a condensed presentation ofthe Municipality,s results of operations as r€ported in the
slarement ofacriviii€s for the fiscal yea6 ended June30,2014 a 2013.

2013

P,ogram4p€dfE opdaring gE is

Total pr€m revefiues

Municipal lica.se tax6

unrestided qBnts and

Otne, geneEl r*nles (€do!s

Tolal g€n€ral revenues

$ 559703,{ 2499,214

?59,rc4

3097,820

iy2,163

@48,935 2754,942 5 3249,983 1t9_25

$ 1050,5,14

1424,0@

1037,662

7513,413

241,371

1fi5,27t

1054,64s

7*2,y23

22$,*2

751,C42

s (21.{,733)

76,7m

117,zZJl

543,432

(510,558))

16.97%

257.65*

67.90%

12561.496 12UzW 214,54

51A610,431 $ 15101,92O $ 3504,511 ?3_23

General govemmenl

Uban and ecooomlc dev€loFnem

Cuhure and redEim

lnteres on rongrm obrigarions

Total expe.ses

Nel arcree (ddeas€) in nel

Nel Po6ilio, al beginning otlis.al

Net position, ar end ol 6scal yEr

6551,5.43

$5,949

1rto4,976

1151,926

23G,611

3706,@4

?18,795

7634,441

1241,O37

,499,263

'11q2,1',l5

122,1,959

21{2,24

244,219

1Oa733A

{405,0.4)

ls{ 4
49,511

1078.652

151",rt54

470,576)

1423%

-32-63%

{2916

44.07%

69.(br6

189.5r%

516679,534 s 15i47,01a $ 1526,520

1936,897 (45.004)

9486,373

1981,991

10.594 0.11%

511413,864

13
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MUMCIPALITY OF }'ILI-ALBA
COMMONWEAITH OF PUERTO RICO

MANACEMENT'S DISCUSSION AND ANALYSIS (MD&A) (CONTINUED)
F]SCAL YEAR ENDED JUNE 30, M14

As previously mentioned, the Municipality's iotal net position increas€d by $1936,897, during lhe currenl
fiscal year. Approximately 255% ($4,126,7@), ofthe Municipality's total revenues for the curent fiscal
ycar c:tme from property, municipal licens€, construction excise and sales and use laxes, while 71%
($ 13,170,447), resuhed fiom rcstricted and unrestricted operaling grants and contributions.
The Municipality's expenses cover a wide range ofservices. The largest expenses ofthe Municipality for
the Escal year ended June 30, m14 were related to: (1) gcneral administradve and operating cosrs
($6,551,543), whicb were classified as "general govemment" and accounred for 39% of iolal elpenses,
(2) public safety ($1,f51,926), which accounted for 77. of total expcnscs, (3) public works ($3,706,694),
which accountei for 227o of lolal expense, (4) health and welfare ($1,a0a,976), which accolunted fot 8Ea

per@nr oI toral expenses (5) culture and recreation ($2,303,611), which accounled for l4Ea of tolal
expenses, (6) urban and developmeol ($ 835,989), which accounted for 5% of total expenses (7) interesl
on long-term ($718,795), which accounted for 4% of total expenses. These expenses includc depreciation
of capital asseb and deferred charges in the amounl of $ 1,457,434, for lhe fiscal year ended June 30,
2014.

FINANCIAL ANALY$S OF GOVERNMENTAL ACIIVITIES

AnalJsis oJ Financial Posirion of Goi,emmentol Fanils

As discussed earlier, the Municipalily uses fund accounting to ensure and demonslrate compliance wilh
financc-related legal requirements. The focus ofthe Municipality's govemmental funds is to provide
information or near-term inflows, oudlows, and balances of exp€ndable resources. Such informalion is
useful in assessing the Municipality's compliance with financ€-relaled legal requirements. Spclifically,
unrcserved fund balance may serve as a useful measure ofthe Municipality's net resources available for
spending at the cnd of lhe fiscal year.

A1 June 30, m14, lhe total assels of governmenlal funds amounted lo $ 11,835,898, which consisled
principally o{: (1) cash and cash equivalenls of $b79j44 (13%\, (2) cash in fiscal agenl oI $1,222,134
(10%), (3) municipal licenscs, proprly and sales taxes, intelgovernmental, accrued interests and olher
rec€ivables of $9,134224 (77%). S]!ah asscts include cash, cash equivalenh and receivables lhat are
principally used for debt service, capital projecls, encumbrances and other specific purposes.

At June 30, m14, the tolal liabilities of governmenral funds amounted to $14,382134, which coosisted
principally of: (1) unearned revenues of $2,186,920 (r5%), (2) accounts payable and accrued liabiliti€s
and another payables of$10,090,785 (71%), (3) inlergovemmental accounts payablc of$1,624388 (r17,)
and matured bonds and interests due and payable of $ 480,Mf (37o).

The total fund balances of governmental funds amounled to ($2546,236), at June 30, 2014, of which
$3,372,155, are reserved for restrided, commited and assigned, while $ (5,918,391) represent unassigned
fund balance. The fund balances (deficil) oi govemmenlal funds decreased by 5370,316, during lhe fiscal
ye3r ended June 30,2014.

This Space Has Been LeIt BLDk Inrenlionolf
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MUNICIPALITY OF VIII-ALBA
COMMONWEALTH OF PUERTO R]CO

MANACEMENT'S DISCUSSION AND ANALYSIS (MD&A) (CONTINUED)
FISCAL YEAR ENDED JUNE 30. 2OI4

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

Change

2014 2013

Total assets - rEior governmental funds

Total assels - olher govemmental funds

Comuned total assets

Liatilities:

Torrl liabiliries - maFr go!€mmentaltunds

Total ljabilitjes , other govemfientar tunds

conbined total liabilites

Fund balances (deticib):

Restdcted - rEor governmenial tunds

Resldcled - other govemmenlal tunds

Committed - ma,or governrnental tunds

Unassilned

Comuned tolal tund balanc€s

Total lialiliries ahd tund bahnces

$ &7'l,72

5764,176

$ 75a3,841

4599,104

(1512,119) -20%

1165,072 25%

11835,898 121A2.945 |.347,0471

9917,331

444r,803

10184,303 1266,972l,

4142,627 2a2,L76

-3%

14342,134 14366.930 75,2M

2072,7A2

1299,373

14,069

(s932,460)

3297,O41

416,4/7

r 00,493

(5997,996)

11224,259)

882,896

(86,424)

(6ts35)

-37%

-212%

-85%

{2546,2s5) (2183,98s) Bo2,zst) 17%

$ 11a35,898 s 12182945 347,O47
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MUNICIPAL]TY OF VILIALBA
COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (MD&A) (CONTINUED)
F]SCAL YEAR ENDED JUNE 30, 2014

Major Govemmental Funds

Generd fttrd (GF) - The GF is the principal operating fund of the Municipality. The GF's rotat assets
arnounted to $3,921,561, at June 30, mt4. Such assers consisl principally of: (l) Cash in corn$ercial
banks ($258,149), (2) accounts r€ceivables ard due receivables from governmentat enliries ($90,323), (3)
short-term amounrs due f.om olher funds ($3,573,089), and (4) resrricted cash in fiscat agenr ($12,262).

The GF's total liabililies amounred to $9.624,137, ar June 30, 2014. Such liabiliiies are composed mainly
of: (1) uneamed revenues (51,552,571), (2) due lo olher funds ($3,892,925) and (3) accounts payable and
aocrued liabililies, including amounls due lo othcr govcmmenls S4,l?8,641.

AI lhe end of lhe current fiscal year, fund balance for restricted and assigned reach€d $229,8&1,
unassigned fund balance of the GF amounted to S (5,932,460), while tolal fund balance r€ched
($s.7o2,s76).

HUD Futrd- The HUD Fund lotal assets amounled to $105,775, al June 30,2014, which consisl
principally ot (1) reslricted cash in commercial bank ($88,860) and (2) due ftom govemmenral enliries
and other fund ($16,915). The HUD Fund lotal liabilities amounred ro $59,863, al June 30, 2014 which
are composed mainly of (l) accounb payable and ac.rued liabililie,s ($4,413) and (2) due 10 orh€r funds
($33,242). At the end of lhe current fis€al year, rhe HUD Fund had rotal restricted fund balances
amountcd to $45,912.

Stat. AssiEtrhetrt Ftrnd (SAF)- The SAF roial assers amounted ro 92,044,386, ar June 30, Z)14, which
consisl rnainly of: (1) restricled cash in comercial bank ($349aa7, (2) due from orher funds ($1,595,428)
and (3) dne from olher governmenral enriries ($99,511). The SAF tolal liabitiri€,s amounred ro $ 233,331,
al June 30, 2014. AI the end of lh€ current fiscal year, SAF had lolal resricled fund balance reached
$1,811,055.

Other eovernmental funds (OGF)- The OCF'S total assets amounted to $ 5,?64,176, al June 30, 2014,
which consist mainly of: (1) resricted c"sh and cash e4ujvalents ($783,084), (2) reslrictcd cash in fiscal
agenr ($1,209,872), (3) due from other funds ($2,297,197) and (4) re.eivables from inrergovernmental
grants and comriburions ($1,455,153). The OGF'S total liabiliries amounted to $ 4,464,803, al June 30,
2014, which are mainly composed of unearned revenues ($612,142), accounls payable and accrued
liabiltuies ($4,570) and short-term amounrs due to other funds (S 3,368,050). Ar ihe end of rhe currenl
fiscal year OCF'S total reserv€d fund balance rcached $ 1,299,373.
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MUNICTPALITY OF VILLALBA
COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (MD&A) (CONTINUED)
FISCAL YEAR ENDED JUNE 30, 2OT4

This Space HLs Bcen Lclt Bla^k I eatiorratt!

Anallsis oJ Oryroring Resubs of Coy.mmenul Funds

Mrior Govemmcntal Futrds

Gg9+!-9d - Ihe total fund balanc€ (deficit) of rhe cF incrcased by ($738,230), during currenr fiscal
year. Total revenues, expendilures and olher financing sources (nel) urnornted tJ 512,576,761,
$13,750,224, and $$5,n3, respecrivety, for rhe fiscal year ended June 30, mt4.

Approximatcly 35% (54,2N,073), of the GF.s totai revenues ffi the curent fiscal year carne fiom
proprty, municipal license, construction excise and sales and use taxes, while 60% $7,608,g63, resullcd
from intergovemmental granls and contribulio8s, Irterest rcvenues, charges for services and
misc€llanmus revenues, amounting to S677,825, provided 5% of rh€ lotal revenu;s for lhc cunent fiscal
ycar.

Thc largesl expenses of the GF for the fiscal ycar cnded Jure 30, 2014 were r€lated Io: (1) general
adminislrative and operating costs ($9,837,608), which were classified as "genelal government" and
accounr€d for 72Vo of total expenses, (2) public sa(ery $879,515, which accounted for 6% ol total
expenses, (3) public works 91,204151 which accounred for 9% percent of rorat exp€nses, (4) heatth and
vr'elfare $725,825, which accounted for 5% of roral expenses, (5) cuhure and recreation $1,085,437, which
accounred lor 8% of roral expenses and (6) urban and economic $19,689, which accounled for 0% of
lotal expenses.

HUD Fund - The rorat tund batance of rhe HUD Fund is g 45,912, during currenr fiscat ycar. Total
revenues for the fiscal ycar ended lune 30, 2014 are $ 1,085,248.

Total expenditures amounted to S 1,063,920, for the fiscal yea. ended June 30, 2014, HUD Fund tolal
expcnditures for the cunent fiscal year camc from heallh and wclfare and urban economic dev€lopmenl to
$521,963 and $541,957, respeclively.

$tat€ Assisnmena Futrd (SAF)- The torat fund balancc of lhe SAF incrqsed by 5641,023, during c,urrenl
fiscal year. Total revenue amounted to $ 935,857, for the fiscal year ended June 30, 2014_

SAF'S total expendilures for the current fiscal year camc liom public work S291,?81 and culture,
rccrealive and educarion $3,053.

Olher sovemmental frrnds (OGF) - The total fund balance of the OGF decresed by $ 294,43j, dwing
curenl fiscal year. Total rcvenues and expcnditures amounted to S 41n,526, and $4,186,730,
resp€crively, for rhe fiscrl year ended June 30, 2014. Approximatety 24qo ($1035,760), of OGF,S roral
rcvcnues for rhe current fiscal year came from intergovemmenlal F.:anrs and $2,524,'ng (58Vo) hon
fedcral grants.
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MUMCIPAUTY OF VILI-A.BA
COMMOI.NVEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (MD&A) (CONTINUED)
FISCAL YEAR ENDED JUNE 30, T14

The largest exp€nses of th€ OGF for lhe fiscal year ended June 30, 2014 were related to: (l) cullure and
recreation $719,989, which account€d for 17% of total and (2) public works and public saf€ty ($
2088,432), which acrounted for 50%.

BUDGEIARY HIGHDGHTS

a) G€neml Fund

The final budget of the general lund for the fiscal year ended lu.ne 30, 2014 amounted lo
$13,4m,886. Over ihe course ofthe fiscal year, the Municipaliry revised the CF's budger in order to
include increas€s and decreases io revenues thal were idcntified during the course oI the liscal year
based on currenl developments that posilively aftected the Municipality's finances. The laws and
regulations ollhe Commonweahh mandale a balanc€d budger.

The rolal actual revenues (budgelary basis) of the general fund for the fiscal y€ar ended June 30,
2014\ ere $ 12,091,'754, which is 10% ($ 1,389,131),lower rhan ihe budgeted revenues. In addirion,
the lotal aclual expendilures (budgerary basis) of lhe general fund for lhe 6scal year endcd June 30,
2014 were $ 11,943,984, which is f0% ($ 1,345,527), lower lhan the budgeied expendirures.

The mosl significant flucluations in actual revenues occurred in construction excise taxes which had
actual revenuer that wer€ $ 1,053,302,Iower than budgcted.

Also, the most signilicant fluctuations in actual expnditures and encumbrances occured in general
govemment, which had actual expenditures and encumbrances thar were $395,M7, lower than
budgeted.

CAPITAI ASSETS AND DEBT ADMINTSTRATION

a)

b)

Capital Assets

Tie Municipality has invested $ 42573,2445 in capilal assets used in govemmcnlal aclivities, which
have an accumulated dcpreciation and amortization of $ 14,50,6,880, al June 30, 2014- The net
capital assels of gov€rnmental activities incrcased during the currenr liscal year due 10 the cuncnt
fisc6l year's capital additions $3,879,709, which were partially offset by the depreciarion ard
amortization expensc $ 1,457,434 for the same pcriod.

Debt Administratiotr

The Municipality finances a signilicanl portion of ils consrucdon aciiviries through bond and nore
issuances, and through slate and lederal granls. The proceeds fiom bond issuances designared for
construclion aclivili€s are commilted in ils enlir€ly for such purposes and cannot be used forany orher
purposes.

Ar June 30, 2014, the Municipaliry's toral bonded debt amounted ro $8,334,000, consisting of bonds
payable. Such debt is backed by the full failh and credit oI lhe Municipaliry.
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MT'NICIPALITY OF VILLqLBA
COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (MD&A) (CONTINUED)
FISCAL YEAR ENDED JI,INE 30, 2OI4

The folowing is a summary of lhe debt activity for the fiscal year ended Ju ne 30,2fr74:

. Bonds payabl€ increased by ($24,000) due to the cunenl fiscal year's bonds payable addition
which were partially offset by lhe principal payrnents on bonds.

. The Municipalty has also certain oursranding notcs payable duc 10 CRJM ($1,62,404. such
noles payable decreased by $49,376, during the currenl fiscal year mainly due to thc principal
payments made during lhe same period.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

The Municipalily relies primarily on property and rnunicipal taxes as w€ll as f€deral and state granls !o
carry out lhe Eov€mmenlal activities. Historically, prop€rty and municipal laxe.s have been very
prediclable with increas€s of approximately five percenl. Federal and Slaie granl revcnues may vary if
new glants are available bul the revenue also is very predictable. Those factors were considered when
preparjng the Municipality's budget for the fiscal year 2013-2014.

REQUEST FOR INFORMATION

This financial repon is designed to provide a gen€ral overiew ofthe Municipaliry's finances for all of
the Municipality's citizensr taxpayers, customers, investors and creditors. This financial repon seek to
demonstrate the Municipality's ac.ountability for the money it receives. Questions conceming any of the

informalion provided in lhis report or requests for addilional information should be addre.ssed to lhe
Municipalily of Villalba, D€partment of Finance.

Th* Space Has Been Lefr Blank Intentiond !
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MUNICIPALITY OF VILLALBA
COMMONWEALTH OF P1JERTO RICO

STATEMENT OF NET POSTTION
YEA,R ENDED JUNE.3O. 2014

Assets
Current rssets:

Cash in cmrnercbl badks

Cash ia fEcal agent

Accounts receivabb, rct of albwance for doubtful accounts:

lnlergoverftnental
Mbcelhneous

Total culrent assets

Noncurent essets:

Capilal assets, net of accufiuhted deprechtbn and

amonbdon of $14506,880
Total noncurrenl assets

Total assets

Cur"ent Iiabilities (due within one year):
Accounts payable

lntergovernrnental payables

Accrued irlerest payable on bng-term debt

Uneamed revenues

Currefi ponim of lorE lerm obli.gatior6:

Bon& payable

Other debts

Total cunent liabfities

NoDcurrtdt liabiliti€s (due itr more than one yeei):

lrng-tern obligabfis
Toral [abftes

Net position (defcit):
Invested in capital assels, net of rehted debt

Restrtled for:
Hud Fund

Debt servic€

State Assignrnent Fund

Special Revenue

Unrestrtted nel (deficir)

Total net posilion (delrcir)

$ 1.479540

124134

1569241

%,%9
4369f,€r''

230f6364
2gM3s
32436.24a

24771

L62438a

n94t
2r3r9m

393,000

$4,610
8/44:t90

I?s'n594
2tuD3U

Tl3@

4s912
s2896'l

1811,055

1299373

04643.Nn
$ 11413,864

The notes b,hz finarcint stalerfienb are an integral pat of this sutemert.
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MUNICIPALITY OF VILI.ALBA
COMMOMVEAI]TH OF PT,ERTO RICO

STATEMENT OF ACTIVITIE)S
YEAR ENDED JTJNE 30 2014

*nies d.rrildrid3

C.Fi.l N.r Eae!*s
F.rrs.rd ed ch.rges

orrtinodE i! N.l Peilior

CovBrm.ral d ivnis :

Culiuerdation deduorion
U 6an bd eoronic de.lop ftd

lnr.6r o, long.r.m obliprion
'l olal eoveh,Mt,l d n ni6

655t,543

r r5l926
23036r l

7t8.795

l_.!6613!1 _:_ry,:_

M u.iipal lieB r.E

CoNtrudion uhe IaE

2919,n14

(538r.49)

{15622j'
(t27.080)

0m5,0m)
O 151,9,19)

(29,r.O32)

(?r8,?95)

5597.034 I 00624-59)

t324,069

Cm s .nd onrdtutirB, mr r6hid.n ro sp6'li. prcir.c

Nd clEng6 in d p6ni.n
Nd p6nion ar b€ginninC of rh. y d

Na pGnio, ai rhe ddor!h.rd

7593,,113

t936,897

I 1413164

The nores ta the lnanciol slatzme B ate an in egral W4 of rhis stolem.nt.
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MUNICIPAIITY OF VIII-AIJA
COMMONWEALTH OF PUERTO RICO

BAI-ANCE SHEET _ GOVERNMENTAI FUNDS
YEAR ENDED JUNE 30, M14

MAJOR TUNDS

olhr
covmdd Cdmigrd

assErs

Due rrch sovdnffirar.irni6
Toh, ds

r455,153

37.041

r56914r

b'7,041

IIABIT,1116

M dukd bondr due )id prtrnk
Miucd inreKh due rnd p,yahk

1',.r,Ui$nni6

FTJND BAI-ANCE

'aord fund bll:nG (d.rido
MTAL I-LABILITIES AND FTJIID B-AI-dNCE
(DEICIT)

e621,131

(se32J60)

(5m2-S?6)

t45n

22ri1

------2i.I!

t 3921 56r I r0J',775

_-_=:_ ____-6!t:!gll12re3r3 (Xr46,236)

5 576,(.176 t r 1S35.593

4,9-12

The ades ro the lnancial statemens are an i\tegral part ofthis stitemeat.
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MUMCIPALITY OF VILL,A,IBA
COMMONWEALTH OF PUERTO RICO

RECONCTLIATION OF THE BAI-ANCE SHEET _ GOVERNMENTAL RJNDS
TO THE STATEMENI OF NET POSITION

YEAR E}.IDED JUNE 30, 2014

Aggregate fund blance repoaed in rhe balarrce sheer - go!€rnnpnht funds $ e546 \

Governmental actMbs' anounls reporled in tlle slarernent ol net fosilbn and lhe bahnce
street - govcr nenLal furds are differenl because:

- Soite oI fie Mur ciBhy's revenues w l be conecled afier year-end but are nor avaihble
soon cnough ro pay lhe currenr Frii's expendnures. -

- Capital assets (net of accumuhred depreciatir) used in goverrunenhl acriviries are not

lnanchl resources, rherefore, are nor repqled in the govemmcnal funds XIM#4

- The folowing tiab itbs are not due (rnalure) in rh€ current period therefoe, are Dol

reporled in the goverffnenlal funds:

- Bonds payable (7%1,m)
Convertlrle Linc of Cr€dit (2M6,i,4,

_ Notes payabb to MunilEl Revenue Conec&)n Cenler (CRItr0 0624,4A1)
Compensared ab6erces e4j1,,42:)
Orher Dchrs O@j292\

Net pcjilbn as reported h the accortrIranyirg srakrnent of n€r pGilbn $ 11413f64

Thc aotes to the lnancial starenents are an intearal part olrhis statemen!



MUNICIPALITY OF VILI,C.LBA
COMMO}NVEALTH OF PUERTO RICO

STATEMENT OF REVENUES, EXPENDITURES AND CIIANGES IN FUND
BAI-ANCES _ GOVERNMENTAL FUNDS

YEAR ENDED JUNE30.2OI4

C.v.ftnbr C.vcoEnEr

REVENUES

CGrMlbi er.6e k s

l,r.rgMmtut gDns !.d .dridiE:

EI?ENDITURES

Cutlre. rc.r.arim ard .dE rin
Udon .nd .cmmi d.Ek rn.d

OTHER FINANCING SOURCES (USES)

liaEfer n frm dh.r flnds

T@r Olhcr FBErE sofcs (Ns)

6-T CH NGE IN FUND BAI-ANCES (DEFTCTTS)

FIJND BAI-ANCE (DEFICIT) AT BEGTNNING
OT'YEAR (RESTATED)

932aa
82J9r

n9,939

4?8J64

324?1

_-!-e4er

r593$r0

t l29J73

, l65,.a '2524,119 *1J9l61
,affi!61 - 915.35? 1035,?60 9510,4@

15.450 Zt.l?a
t tx16:76r t Ix53S t 9asE5? _l_ll4:4 r rs95j92

52r.9e3

-

T&r Exp.ndaur.s tl7$ 1tb\9m 294l3t 418(iBO rvrs,iiB
Erces (D.f.ifty) of Rewi$ @r oaendiuB (rr?L463) 1.t34 (AtO2i 140.1196 6m-1l6)

7X82A

o349r4)

(Bs.alo)

(4%1316)

21324

?A544

l--___{9r1

rm.032

{r39414)

t2t15 )

i (2ra6,216)

,r,?sl

3,t)53

FUND BAiNNCE (DEflCTD AT END OF

Thz notes to the lnancial statementt are an integral pan of this statcrnedl,
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MTJNICTPALITY OF VILI-ALBA
COMMONWEAITH OF PUERTO RTCO

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FUND BAI-ANCES OF

GOVERNMENTAI FT]NDS TO THE STATEMENT OF ACTIVMES
YEAR ENDED JUNE 30,2014

Nel change in aurd b€hrcee toEI gove'iwnlal fu.ds I O7Oj|r6)

c-rcmrenral acdvitas amwls Eponed in the rracmnr ot acdynas and rtE slaremnr ot RcEnes,
expendnuEs ard chang€s in tnnd IEhEes Sovemft al fmds a.e difteEnr bco6c:

Rewtrws ii trE S$rrc ot Acrivirts tlut rlo rct Fovile cuft r@Eiil rce@es ar€ tul
eported as Evenues h th. tu,rds Gt4,96r)

CoEmmau I funds rpon capikl dthys as e4endit@s Howev€r. in lne Sral.rol ot AclMris rh. c6t of
rh@ as$15 b alr.Ld over lhen est@Ed eful liv.s ard Epofled as &Fecbtin exrEE. In llE curie.n
pedr4 tlEs aEolnrs aE:

CoEmrtal Activlies:

Capiralourby 1952,&19

Dcprcct tbn Expe6e 0457.45)
Ercts of C.piial Outlay over DcprecEtu Expe6e

So@ exp.Bs rcpo'red ni dE SraEnEnls of  ctieiies & mr requie rlE 6e of c@ liErcirl eNes ad
[EEtore are mt repoflcd as exF.dtuues in ggvemnl.l f!,xb. Thes acrivi(bs coGisr oi:

Decrce h tmSrem obliBarb6
lncreas. id CodFNr.d ahG.rces
Dccrea* ir Crim D€t't
IrcE.s in Olher Dcbl

'rokl Addilih!l Expcdnres

417,m
(8r 2r8)
49376

(-104,369)

2495,q4

09J31)

ReFytunt of pdNiEl ol bdg-t m ouiglbis b an €r?endlurcs h tlE SoElftnlal tu..k, but tlE repayftnl
red@es big-tcm liat [tqs in rhe siaLm ot ftt aslr l46,ml

Ncr changes b ftt poslau rcporled in tu ac@inpdyning sulcrnus of adivitis t l9t6j97

The notes to the frnancial slatemcnts are an intzEral part of this starcmeil.
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MUMCIPAIIIY OF VILI.ALBA
COMMO}NVEALTI{ OF PUERTO RICO

NOTES TO BASIC FTNANC'AL STATEMENTS
YEAR ENDED JTJNE 30, 2OI4

I. SUMMARY OF SIGNIFICANT ACCOUNTING POLICTFJ

Thc Municipality ofvillalba, Pue(o Rico (Municipa.lily), is a local municipal Sovernment constituled
in 1917 in the Crmmonwealth of Puerto Rico- The Municipality has ful legislative, fiscal and all
olher govemmenlal poweE and responsibilides exprcssly assigned by l,aw No. 81 of August 30,
1991, as amended, known as Autonomous Municirylities Act of thc Conmonwealth of Pueno Rico
(Acr No. 81).

The Municipality's goyernmental system consisls of ex€cutive and l€gislalive branches. The
Constitution of the Commonwealth of Puerto Rico (the "Commonwealth) provides for the

sepamtion of powers oI lhe executive, legislalive and judicial branchcs. A Mayor, elecled every four
years by the citizens, exercises the execuliv€ Power of the MuniciPality, The legislative power is
excrcised by rhe Municipal trgislalure, which is also elected every four years. The General Justice
Court Syslem of lhe Commonwedlh, which has jurisdiction over the Municipality, exercises the
judiciarypower.

The Municipalily assumcs rcsponsibilily for p.oviding services b its citizens relaled to public
housing, welfare, public safety, health, saniladon, education, culture, recreation, urban and economic

dcvelopment, and many othcr general and ad inistmtive duties-

The accounting policies of the Municipatity conform lo Accounting Principles Generally Accepled in
lhe United Slates of America (GAAP) as apPlicabl€ to govemmental units. The following is a
summary of ihe morc significant of such policies.

a) Pinaacial Reprtbg Modcl

Thc accompanying basic financial statements presenl the financial posilion of the governmenlal

activilies, eich major gove.nmental funds, and ihe aggregate remaining fund information of the

Muni€ipalily at Junc 30, 2014, in conformity with Accounling Principles Generally Accepled in
the Uniled States of America (GAAP), as prescribed hy lhe Governmental Accounling Standards

Board (GASB). In addition, the accompanying basic financial statemenls present lhe changcs in

lhe financial posilion (resulls of opralions) of the governmental aclivilies, each maior
governmcntal fund, and the aggrcgatc remaining fund information for ll'e fiscal year eflded June

30, 2014 in conformity wilh GAAP.

Acoording to the financial reporting model established by GASB Slatement No.34, Bari.
Financiul Slalements - and Management's Discussion and Analysis - for StaE and Locot
Govemnznts (GASB No- 34), the minimum reqoired financial siatement Presenhlion applicable

10 lhe Municipality is mmposed of the following elements: (1) government-wide financial
stalemenls (CWFS), (2) governmenlal fund financial stat€ments (GFFS), (3) notes to basic

financial siatements, and (4) required supplemcntary information (Rsl).

RS/ consists of: (l) a Manegement's Discussion and Analysis (MD&A) and (2) x budgptary
iromparison schcdulc - general fund. RSI is unaudited supplementary information required by
GAAP presented along with, but separate from, the Municipality's basic financia! stalemenls.

The MD&A is a nafiaLive reporl thal introduces lhe accompanying basic financial stalements and
provides an analytical overview ofthe Municipality's financial activities for the fiscal year ended
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MUMCIPALITY OF VILLq,LBA
COMMONTVEALTH OF PUERTO RTCO

NOTES TO BASIC FINANCIAL STATEMENTS
YEAR ENDED J{JNE 30, 2014

June 30, 2014, based on the Municipality's knowledge ofthe iransactions, events and condilions
reflectcd ifl lhe basic financial staremenB. The MD&A also highlighrs cerlain key fiscal polici€s
thal conlrol the Municipality's op€mtions.

The Budgetary Compaison Sche&tle - Ceneral Fund is a comparison of rhe aclual results (using
the budgetary basis of accounting which differs from GAAP) wirh rhe original budger and rh;
final amended budger for lhe General Fund. A budget !o GAAP reconciliation ii presented
providing iniormalion of differ€nces berw€en thc budgerary basis of accounring and cAAp.

b) Financial Reporting EnfiE

Thc accompanying basic financial statements include all departme.$, agencies and municipal
entiiies that: (l) are under the legal and adminisaadve contol ofthe Mayor and (2) whose funds
are undei the l€gal orstody and control ofthe Municipality's Direcbr ofFinance and Budget. as
prescribed by llw No.8l.

The Municipality's manageme.l has considered all potential component units for which il may
be firancially accountable and other tegally separate organizalions for which lhe nature and
significanc€ of their relarionship with rhe Municipatity may be such thar exclusion of lheir basic
financial statements from those of the Municipality would cause the Municipality's basic
financial statemcnts to be misleading or incomplete.

The Municipality's manag€meir has concluded thar, based on the criteria set forth by GASB
Statement No. 14 - Ire Financial Repo ing Entity (CASB No. 14) and GASB Staiement No. 39
- Deter ining Whethet Certain Oryanizations are Component Un rr (GASB No. 39), rhere are
no legally separate entilies or organizations that should be repo ed as component unils of the
Municipalily as ofJure 30, 2014 nor for the ycar rhen ended.

c) Governme -w le Financial Statcments

The accompanying GWFS are composed oi (1) the sralemenr of ner posirion and (2) the
statemenl of activities. These financial slatemenls do not repo{ fund information bul rarher
rcpo( information of all of the Municipality's govemmental activities. These statements are
aimed at prcsenting a broad overvi€w of the Municipality's finances through reporting ils
financial position and results of operations as a whole, using methods that are similar to rhose
us€d by most privale busincsscs.

The focus oflhe GWFS is nol on compliance with budgets, regulalory requiremcnls or on th€ use
olavailable or cunently expendable financial resources (refened to as fiscal accountabilily), bul
on operational accounlabilily information about thc Municipaliry as a single economic unir.
Operational accountability is the Municipality's responsibility to report to the exlent to which i!
has mcr ils operadng objectives efficiently and effectivcly, using all resources available for lhal
purpose. h focuses on the Municipality's principal opeating objective, which is lo providc
services to its citizens.

The accompanying statem€nt of n€t posilion provides short-term and long-lerm information
about the Municipality's fiflancial position and condition by presenling all ofthe Municipality's
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M1JMCIPALITY OF VILI.AIBA
COMMONWEAITH OF PUERTO RICO

NOTES TO BASIC FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2OI4

assets and jiabilities, with the diffe.ence belween these two items report€d as *n€t position"
(equily). This statem€nl assists management in assessing the level oI services that can be
provided by the Municipality in the futurc, and its ability to meel ils obli9tions as they b€come
due. In addition, this slatement reports the exlent to which thc Municipality has invested in
capital assets, including infrastructure, and discloses Iegal and contractual restrictions on

Net posilion is classified in lhe accompanying slalemenr of net position within the following
lhree categories:

. hvested in capital ass€ts, Ilet of relaaed debt - These consist of capital asscts, net of
accumulated depreciation and amortization, reduc€d by the oulstanding balances of bonds,
notes a.d olher debt that are attributed to lhe acquisilion, construction or improvement oI
those assets- For the purposes of determining the oulstanding debl artributed to capital assels,

the total long{erm debt relaled to the acquisition, conslruclion or improvemenl o{ capilal
assels have been reduced by any related unsp€nl d€bt proc€eds and any relaled unamo ized
debt issuance Costs.

Restricted These consist of net posilion restriclcd by exlemal panies (such as credilors,
grantors, contributos, Iaws or regulalions of other govemments, €lc.), or nel position for
which constraints ar€ imposed by mnstitulional provisions o, enabling legislation. Enabling
legislation is defined as Iegislalion thal aulhorizes the Municipality to assess, levy, charge or
otherwise mandate paymer( of resources (from exlemal resource providers). Enabling
legislation establishes restrictions iI it includes a l€gally enforceable tequirement that those

resources be used only for lhe specific Purposes stiPulated in the legislation.

The classitication of resricted nct posilion identilies resources that have been received or
earned by the Municipality with an explicil understanding belween the Municipality and the

resource providers that the resources would be used for specifrc purposes. Gmnls,
conldbulions and donatiofis arc often given undcr those kinds of conditions. Bond
indenlures also oflen limit the usc ofbond proceeds to specific purposes.

Inlemally imposed designations of rcsources, including earmarking, are not rcported as

resticted net positiofl- These designations consist of management's plans for the use of
resources, which are subject to change at the discretion of lhe MuniciPal L.gislalure.

UnresHoted - The.se consist of nel position tha! are neither extemally or Iegally resiricted,

nor invested in capital asse$. However, unrestrict€d nel position often are designaled lo
indicate that management does not consider lhem to b€ available for general oPerations.

Unrestricted net assel often have constrainls lhai are imposed by management, but can be

removed or modified,

When both restricted and unresiricted resources are available for use, it is the Municipality's
policy to gencrally use restricted resoures first, and then unrestricted resources as they are

2A



MUNICIPALITY OF VILII,LBA
COMMONWEALTH OF PUERTO RICO

NOTES TO BASIC FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2OT4

The accompanying statement ofactivilies presents the resulls ofthe Municipality's operations by
showing how the Municipality's nel posilion changed during the year ended June 30, m14, using
a net (expense) revenue formal. This stat€ment presents the cost of each function/program as
well as the extent to which each ofthe Municipality's functions, progams or other serviccs
either contributes 1o or draws from the Municipality's general revenues (such es property lrxes,
municipal license taxes, conslruoion excise 6xes, etc.).

A funclion/program describes a group of activities rhat are aimed al accomplishing a major
service or regulatory responsibility. The funcdons/programs repo(ed in the accompanying basic
financial sBtements are: (1) general govcmment, (2) urban and econofiic developmenl, (3)
public safety, (4) heallh and w€lfare, (5) cuhure, reoeation and education, and (6) public work.
The govemmental op€rations of the Municipality's departments and operational units are

classified wilhiD lhe folowing functions,frogams in thc accompanying basic financjal

Gen€ral Coverrment:
Monicipal kgislatu.e
Mayor's offic€
Deparhenl of Finance and Budget

Depanment o{ Human Re-sources

Depanment of Municipal Secaelary

Department oI Internal Audit

Public Works:
DepanmeDt of Public Work

Public Safety:
Departmenl of Municipal Police

Office of Emergenry Management

Ilealth and Welfare:
Department of Elderly Aflai6

Cullur€ and R€creation:
Departm€nt oI Recrealion and Sporls
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MI]NICIPALITY OF VILI.ALBA
COMMONWEALfiI OF PUERTO RICO

NOTES TO BASIC FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2014

The statement of aclivities demonstrates the degree to which program reveou€s offs€r direcl
expens€s of a given functior/program or segm€flB. Direct exp€nses are those that are cl€rly
identifiable with a sFEcfic function, segm€nt or operarional unit. This srarement reports revenues
in two broad categories: (1) progmm revenues and (2) general revenues.

Program revenues arc generated directly from a program itself or may come from pa(ies oulside
the Municipality's taxpaye,s or citizens. In the statement of activilies, ptogram revenues Educe
the costs (expenses) of the functiory'program to anive al $e ner cosl of lhe function/program thal
mu$ be financ€d from the Municipality's general revenues. The accompanying statcmcnl of
acdvities separarely reports the following categories of program revenues:

Charges for scrvices - These generally consist of exchange or exchangelike transactions
involving charges to customers or applicanB who puchase, use or dir€clly benefit from the
goods, services or privileges provided, or are olh€rwisc direcdy affccted by the services.
Th€se include fees charged for specific services, charges for Iicens€s and p€rmits, and fines
and forfeitures, among others,

Program-sp€cific capital atrd operating granls atrd cotrtributio[s - These consi$ of
transactions lhat are either mandatory or voluntary nonrxchange transacdons wilh other
govemments, organizations, or individuals lhal restdct the resources for use in a particular
progaam. Capital grants and contributions consist of capital assets or resources lhat are
restricted fo, capital purpGes - to purchse, conslruct or renovate capital assets associated
wilh a specific program- Operating grants and conlributions consisl of resources that arc
required to be used to finarce the .osts of operaling a specific progmm or can be used either
for op€raling or capital purposes of a specilic program. Reslricted capital and op€.ating
grants and conribulions are program revenues because they are specifically attributable to a
program and reduce the net expense of thal program to lhe Municipalily. They are reported
net of estimaled uncollectible amounts.

General revenues are the defaull category for revenues. lt includes all revenues and gains that do
not meel the definition of progam revenues- Properly taxes, municipal license laxes, sales taxes
and conslruclion excise laxes are reported as general revenues. All other nontax revenues
(including un-restrictcd investnent earnings, gants and contributions nor restricted for specific
progams and miscellaneous reveoues) that do nol meet the dcfinition of program revenues are
classified as general revenues. Resourc€s that are dedicated internally by th€ Municipality are

reported as general rcvenues rather than as prcgmm revenues. All general rovenues are reponed
net of estimated uncollecdblc amounts, which are recorded as reduction of revenues rather than

The generul governnent functionhrogem reported in lhe accompanying statemenl of activities,
includes expenses that arc, in essence. indirect or overhead expenses of the MunicipalE's other
functions/programs. Ev€n though some of these cosls have bcen chargcd to other funds in the
gov€mmental fund financial statemenls as indirecl cost allocations permitted under some federal
prog.ams, rhe Municipality has r€portcd thc,s€ indirccl expenses as direcl expenses of the Seneral
governmenl funclion- Acf,ordingly, rhe Municipaliry do€s nol allocale general govemment
(indircct) expnses to other functions.
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MUNICIPAIIry OF VILIALBA
COMMONWEAI]TH OF PUERTO RICO

NOTES TO BASIC FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2014

d)

The effecls of all inlerfund govemmental activities (revenues, expenditures and other financing
sources/uses among govemmental funds) have been removed from the accompanying slalemen6
of net position and activities.

The Municipaliry classifies all of its activilies as governmental activities in the accompanying
GWFS. These arc activities generally linanced through laxes, intergovernmental revenues and
olher non-exchange revenues lhal can be used lo suppon the Monicipalily's prcgrarns or
services. These governmental activities are also generally reported in the governmenEl fund
financial slatcments.

The Muricipality has no fiduciary activiries, which are thos€ in which the Municipality would be

holding or managing net posilion for spcific individuals or other extemal panies in accordance
s,.ith fusl agrcemenls or olhcr custodial arrangements. ln addition, the Municipalily has no
operations or activilics thal are primarily financed and op€rated in a manner similar lo private
business enlerprises, wh€re the co6ls of providing goods or services lo the general public is
financed primarily through user charges.

Gor.r$nental Fun l Financial Statzments

Th€ accompanying CFFS are composed oI: (l) the balanc€ sheet - govemmenlal fuflds and (2)

the statem€nt of revenucs, expenditores and changes in fund balances - Sovemmenlal funds.
These iinancial statemenls repor( fie financial frcsilion afid resulE operalions of the

Municipality's govemmental funds by preseflting sources, us€s and balanc€s of curenl financial
r€sources. Some of these financial stakfients have a budgetary orientation and focus primarily
on: ( l) the Municipality's major tunds, as defined below, (2) lhe fiscal accountability and (3) the

individual parls of (he Municipality's govemment. Fiscal accounlability represents the

Municipality's responsibility to justiry that its actions in the currcnt year have complied wilh
public decisioos conceming the rajsing and sp€nding of public moneys iIl the shorl tcrm (onc

tiscal year),

Each governmcnlal fund is co,sidered an independenl fiscal entity accounted for wilhin a set of
self-balancing accounts that compdse ils assets, liabilities, fund cquity or deficil, revenuc and

expenditurcs. The accompanying GFFS segregate govemmental funds according to lheir
inrended pu.pose and are uscd in demonslrating compliance wirh legal, trnancial and conraqual
provisions. The minimum number ofgovemmcnlal furds is maintaincd consistcnl with legal and

self-impos€d managerial rcquiremenls e,slablished by lh€ Municipality. For financial reporting
purposcs, lhe Municipalily classifies its govcmmcntal fuods within lhe following categories:

. Ceteral fuiil -'fhe general fund is the Municipslfty's main operaling tund and a major
govemmcnlal fund, as defined below, used to account for all finarcial resourccs and

govemmental aclivities not accounted for and reportcd in anolher fund. It is presumed lhal
the Municipality's govemmental activities have been reporled in the general fund except for
transactions for which one of the following comPelling reasons has required the use of
anolhq fund: (1) legal requirements, (2) GAAP requirements o. (3) the demands of sound

financial administration requi ng lhe uscofa governmcnlal fund olher than the general fund.
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HUD Fund -fhis is thc fund used to accounr for all rhe transaclions of the HUD Awards.
The primarily objectives of this program is the development of viable communities by
providing d€clnl housing, rent assistance, a suitable tiving environment and €xpanded
economic opporiunities, principally for persons oI low and moderate income. The uses and
limitatiors of each Hud fund are specified by federal starutes.

State Assignmenl Fund This is the fund used lo accounr for all the lransacdols of lhe Slate
AssignrDenl by Irgislature Resolutions. The primarily objectives of this assignments is to
developm€nt of minor projeds on mmmunilies, noffor-profit organizations and indirect
assigrmenl to persons of low and moderalc income.

. Orhet Govemficnla! Furds - Other Govermenlal Funds are all noD-major govemmental
funds, used by the Monicipality to account for the proceeds oI specilic revenue sources rhal
are restricled or committed 10 expcnditure for specified purposes. Thc uses and limilations of
each fund are spc.ified by municipal ordinances or fede.al and stare statutes. However,
r€sources restriqed to cxpenditure for purposes normally financed from lhe gcncral fund are
reported in the Municipality's general fund provided lhal all applicable legal requiremcnls arc
approprialely satisfied. In lhis cas€, other gove.nme.tal funds to account for such kind of
lranMclions will be used only iflegally mandaled.

The focus of the govemmenlal fund financial statements is on major Iunds, which g€nerally
reprcsent the Municipality's most importsnl funds. Accordingly, the Municipality is required to
s€gregale govemmental funds aEong rnajor and nonmajor within the govemmenlal fund
financial statemerts. Major individual gov€rnmental funds are reported individually as separalc
columns in the governmental fund financial staleme.ls, while dala from all nonmajor
governmental funds are aggregaled into a single column, regardless of fund lype.

By definilion, the Municipality's general fund is always considered a major gov€rnmental fund
for financial reporting purposes. In addirion, any o$er Iund is considered a major lund for
financial reporting purposes if its lotal assets, liahililies, revenues or expcnditures of that
individual govcrnmenlal fund are at leasr 10 pcrcent of lhe corresponding clcmcnt lotal (assels,

Iiabililics, .evenucs or expendit0res) for all govemmental funds- For the purposes of applying
the aforemenlioned major fund criteria, no eliminations of inlerfund balances have been made.

Total revenues for these purpcs€s means all ,evenucs, including operating and Donoperating
revenues (nel of a-llowances), except for orher financing sourccs. Total cxpendilurcs for these
purposes mean all expenditures, including operaling and nonoperaling expenditures, excepl for
orher financing uses.

Based on the aforcmenlioned crheria, the Municipality's major govemmental funds reported i.
the accompanying govemmental fund financial slatements are: (l) the general fund, (2) the HUD
fund (3) the stale assignmem fund and (4) debl service fund.

General Jand -The geneml fund is the Municipality's main opemting fund used to account for
all financial rcsources and governmenlal activitiqs not accounled for and reported in anolher
fund.
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EUD Fund :fhis is lhe fund used to accounl lor all the ransactions of the HUD Awards. The
primarily objecrives of lhis progam is rhe developmenr of viable communities by providing
decent housing renl assislance, a suitable living environment and expanded economic
opportunilies, principally for p€rsons of low and modcrate income.

Stale Assignmcnt FLnt - This is the fund used to account for all the trarsactions of the Stale
AssiSnment by kgislalure Resolutions. The primadly objectives of this assignmenls is lo
developmenl of minor projecls on communities, not-for-profit organizations and indirect
assignment to persons of Iow and moderate income.

e) Measuremert F&us and Basis ofAccounting

Governmetrt-wide finaBcial statemepts - The accompanying GWFS are prepared using the
economic lesources measuremenl focus and lhc accrual basis oI accounting. Subjecl to lhe

additional rules and limitalions delailed below, revenues (including intercst income) are
generally recordcd when eamed and expcnses are gen€rally recorded when a liability is ircuned,
rcgardless oflhe timing of rclaled cash flows.

All revcnues, expenses, gains, losses, assels and liabilities resulling from exchangc and

exchange-like transaclions are generally recorded when lhe exchange lates place, In exchangc
lransactions, each parly to the transaction receives and gves up essentially equal values,

An exchange-like rransacrion is one in which lhere is an identifiable exchanSe and the values
exchanged, though relatod, may not be quite equal. Neverlheless, the exchangc characlerislics of
the exchangelike ransacdon a.e strong enough to juslify treating il as an exchange for
accounting purposes (examples include fees for licenses and permils, charges for services, and

misccllancous rcvcnucs, which are recorded as revenues when collected tecause Ihey arc

generally nol me.surablc until actually rcceived).

All revenues, exprnsts, gains, losses and assets resulting from .onexchange transacLions are

recorded using rhe criteria sel fonh by GASB Statemenl No. 33, Accoutui-g ond Financial
Repo ing for Nonetchange Trunsactions (GASB No. 33), which the Municipality adopted on

July 1,2m3. CASB No. 33 eslablished accounling and reponing standards for oon€xchange
lransactions involving cash and financial or cadtal r€sources (for example, most taxes, granls

and private donations). In a nonexchange traosaclion, the Municipality givas (or teccives) value
withoul directly receiving (or giving) equal value in retum. This is different ftom an €xchange

lransaction, in which cach pa(y receives and gives up essentially equal values. According lo
GASB No.33, the Municipality groups ils nonexchange [ansaclions into the following four
classes in lhe accompanying basic financial slatements: (a) derived lax revenues, (b) imposed

nonexchange revenues, (c) govemment mandated nonexchange lransaclions, and (d) volunhry
nonexchange lmnsactions

In the case of derived lax revenue lransactions (such as municipal license laxes), which rcsull
from assessments the Municipality places on exchange transaclions, receivables and revenues are

recorded when the underlying exchange has occurred (that generally is, when the taxpayels' net

saies or revenues subjccl to tax take place).
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In the case of imposed non-exchange revenue tmnsactions (such as property taxcs), which result
from ass€ssmenls made by the Municipalily on nongovernmental eniities, including individuals,
oth€r than assessments on exchange transactions, receivables arc generally recorded in the period
when an enforceable legal claim has arisen. Property iaxes are generally recorded as revenues
(nel of amounts considered not colleclible) in the period whe, resourc€s are required 10 be used

or the firsr period that !h€ use oflhe resources is permilted.

Govemment-mandated non-exchange lransactions (such as granls and conaributions) resuh when
a goverflrhent al one Ievel (such as the fcderal or state govemment) provides re.sources 1o another
govemment (such as lhe Municipality), and the provider govemmenl r€quires the recipicnt
goveroment to use those resources for a specific purpose or purposes established in the

provideas enabling legislation. In thesc types of transactions, receivables and revenues are

geoerally recordcd as follows:

. For rcimbursemenFtype (commonly kno\vn as "expendituredriven awads"), receivables
and rcvcnues arc rccorded when all eligibility requiremenB imposed by the provider
have b€en rnet. The Municipality musl expend resources on lhe specific purpose or
project before the provider reimburses any amounls. Revenue is, th€refore, gcnerally
,ecognize-d as qualifying reimbursable expendilures are incuned.

. For olher types of grants (mainly Srants and conlribulions with purPose restrictions bul
with no time rcquirements), receivables and revenues ar€ recorded whcn all applicabl€
eligibilily requiremenls are mel. When the provider is a govemment (including lhe
government of the United Siates of America) the applicable recognition Period for both,
the provider and the recipient, is the provider's fiscal year and b€gins on lhe first day of
that year.

Volunlary non-exchange lransactions (such as donalions and cerlain grants and cnlillemcnts)
result from legislative or contractual agreements, other lhan exchanges, enter€d ioto willingy by
lwo or more parties. In these types of lm saclions, rcc€ivables and reveoues are genetally

accounled for in the same man.er as govemmefit-mandated non-exchange transactions discusscd

Reccipls of any type of revenue sonrces collected in advance for use in the following Period are

rccorded as dcfened rcvenues,

Events thal are neilher €xcfiange nor non-€xchange lransactions arc recorded wh€n it is Probable
that a loss has been incured and lhe aaount ofloss is reasonably eslimable.

According to GASB No- 34, all generat capital assets a.d the unmatured long-Ierm liabililies are

rc.orded only in the accompanying statement of net posilion. Thc moasurement focus and the

basis of accounting used in the accompanying GWFS differ significantly from the measuremcnt

f(rcus and basis of accounling used in th€ preparation of lfte accompanying governmenlal fund

financial statemenls. Thercfore, the accompanying governmental {und firancial statemenls

include reconcilialions, as detailed in the accompanying table of contents, 10 belter idcfllify the

relalionship bctrreen lhe GWFS and the governmental fund fina.cial sla@ments.
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Goremmeptd futrd fitrancial ststements - The accompanying GFFS are reporled using the
currenl financial resources measurement focus and the modified accrual basis of ac.ounting.
Revenues arc generaly recognized as soon as they are both measurabte and availabl€_ Revenuas
arc generally considered to be available when they are collectible within rhe curent ycar or soon
enough thereafter to pay liabililies of the currenl year. For this purpose, rhe Municipality
considers most revenues to be available if collected within 90 days afrer June 30, 2014, excepl
for properry laxes for which the availability period is 60 days. Revenue sources no( meeting lhis
availability criterion or collected in advancc are recorded as defened revenues ar June 30, 2014.
The principal considered susceptible lo accrual include property taxest
municipal license taxes, intergovernmeolal g.anls and contribulions and inieresr income. These
principal revenue sources meet both measurability and availability criteria in the accompanying
GFFS, except for amounB reco.ded as deferred (eamed and unavailat le) revenues.

In a manner similar lo the GWFS, bui suhjecl to and limiled by the availability crireria discussed
above, all revenues, expenses, gajns, losscs, aise$ and liabilities resultirg from exchangc and
exchange-like transactions are also gcn€rally recorded when the exchange takes place.
Accordingly, fees for licenscs and permils, charges for scivic€s and miscellaneous revenucs ar€
recorded as rcvenues when collecled because they are generally not measurable unlil actually
received.

All r€venues, expenses, gains, losses and asseB resulling from non-exchange ransactions are
recorded in a similar manner to the GWFS, using lhe previously discussed criteria ser fonh by
GASB No. 33 for non-exchange transactions, but sribject to aod limited by the availabilily
criteria discussed above. Accordingy, Fopcny tax and m8nicipal license (ax receivables are also
generally recorded in lhe fiscal year when an enforc€able legal claim bas arisen while pmperty
tax and municipal license iax rcvenues (ner of amounls considercd not collecrible) are also
generally re.orded in the fiscal year when resources are required to te used or the first fiscal year
lhal the use of the resources is permitled. Recejvables and revenues fiom reimbursement-rype
grants, conlributions, donations and enrirlements are also generally recorded as qualifying
reimbursable expenditures are incurr€d , while receivables and rev€nues from orher t,?es of
grants are r€corded when all eligibility requirements imposed by the provider have been met.

Intercst income is .ecorded when earn€d only if collccted wilhin q) da)s after year-€nd sincc
ihes€ would be considered both measurable and available.

Pursuanr lo the provisions of CASB Inlerprctation No. 6, Recognition and Measurement oI
Ccruin Li.obiliries and EryenAitures in Governnenral Fund Financiat Statenents (GASB No. 6),
in the absence of an explicil requiremenl (i.e., the absence of an applicable modificatio.r,
discussed below) the Municipality gererally acoues a govemmental fund liability and an
expenditure (including salaries, professional s€rvicas, supplies, utilili€s, erc.) in thc period in
which the govemmenl incurs the liability, to the exreni lhar these liabilities arc normally exp€cted
b be liquidaled wilh cunenr available financial resources. GASB No. 6 modified the rccognition
criteria for certain expenditures and liabililies reported under the modified accrual basis of
accountiog prior !o GASB No. 34, and clarifie-d a number ofsiti,atjons in which the Municipality
should distinguish belween governmenlal {und liabiliries and general long-lerm liabiliries.
Therefore, the accompanying balance sheet - governmental fuDds generally refleds a.ssets thal
will be conve ed into cash to satisfy ctrrenl liabilides- lnng{erm a.ssels (except for accounts
rccci%bles and il]ter-fund advances) and those assets that will nor be convened inlo cash to
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satisfy cunenl liabilities a.e generally not accounted for in the accompanying balarrce sheet -
gov€rnmenral fonds. At the same rime, long-term Iiabiliries (generally, lhos€ unmatured that will
not require the use of current financial resources to pay th€m) are not accounted for in $e
accompanying balance sheet - gov€mmental funds.

Modifications to lhe accrual basis of aocounting in acmrdance wiih GASB No. 6 include:

. Principal and intcresl on bonds payable are recorded when rhey mature (when paymenl is
due), excepl for principal and interesl due on July l, 2013, which have been recorded as
govemmenlal fund liabilities at June 30,2014, which is 1he date when resources are available
in the debr service fund (gcnerally, June 30).

. Notes payable, obligations under capilal leas€s, compensated absences, and amounrs subject
to accrued claims and judgments under litigalion are recorded only when they marure (when
paymenr is due).

. Cerrain accrued liabilities nor duc and payable or not normally expected lo be liquidaled wilh
currenl available and expendable financial resources are recorded in the accompanying
statement ofnel posilion. Such liabililies are rccorded in lhe govemmenral Iunds when they

. Executory purchase orders and conlracts are recorded as assignments of fund balance in the
govemmental funds FFs-

Liabililies oulside the bounds oI Ihese exceptions or modifications are reported as govemmenlal
fund liabilities when incurred (including salaries, professional services, supplies, utililie,s, elc.)
since these liabilities normally arc paid in a tirnely manner and in full from currenl financial

fie measuremerl focus oI lhe GFFS is on decrcases in net financial resources (expenditures)
rather than expenses. Most expenditures are measurable and are rccorded when lhe relatcd
governmenlal fund liabilily is incurred. Allocation of costs, such as deprecialion and
amortization, are recordcd in the accompanying statemert ofactivities, but a.e not recorded in rhe
accompanyiog GFFS.

AII general capital asers and rhe unmatwed long,rerm liabililies (determined using rhe modified
accrual basis of accounting) are incorporared into the accompanying slatemenl ofnet posilion.

D Stewardship, Compliance and Accountabilirl

BudeetarY Cortml

According to the Autonomous Muricipalities Acr of the Commonwealrh of Puerlo fuco, rhe
Mayor and ils Adminislrative Cabinet prepare annual budgets each fis(:al year for the
Municipality's general fund and debt service fund. Such legally adopted budgers are based on
expectcd cxpendilure,s by program and cslimared r€sources by soulce for borh funds. The annual
hudgels arc devcloped using elements of performan@,based program budgering and zero-based
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bLrdgetin& and include estimal€s of revenues and olher rcsources for the ensuing fiscal year under
Iaws and regulalions existing at the time $e budget is prepared.

fie Mayor must submil an annual budgelary resolution project (the Project) to the Commissioncr
of Municipal Affairs of Puorto Rico (the Commissioner) and the Municipal lJgislalure no later
rhan each May 10 and May 31, rcspecriv€ly. The Commissioner prcliminary verifies that rhe
Projcct complies with all the applicablc laws and rcgulations and may provide commenrs and
suggeslions to the Mayor on or before each June 15.

The Municipal l-egislature has l0 business days, up 1o June 15, to discuss and approve tte
Project with modificalions. Thc Municipal t-egislalure may amend rhe budgels submi[ed by the
Mayor bul may nol incr@se any items so far lo cause a defcit without imposing iaxes or
;dentifying other sources of rev€nue lo cover such deficia. After thc Municipal t-€gislature
modifies and preliminarily approves the Projecl the modificd Project is sent back to the Mayor
for his approval or rcjecrion within 6 days. The Mayor may decrease or €liminate any line ilem
but may nol increase or inse( any new line irem in the budgets. The Mayor may also veto rhe
budgels in their entirety and retum il to th€ Municipal Irgislature wilh his objections. If thc
Mayor rejects the Projecq the Municipal Irgislature will have up lo 8 days to adopl or reject the
rccommcndalions or objections of the Mayor. The apf,roved Project is senl again ro fie Mayor,
which lhcn would havc 3 days to sign and approve it.

lf the budgels arc not adopted prior to lhe end of lhe deadlines referred to above, rh€ annual
budgets for the preceding fiscal year, as approved by the Irgislature and $e Mayor, arc
automatically renewed for the ensuing fiscal ye3r until the Municipal Legislature and rhe Malor
approve new budgets. Tbis permib lhe Municipality to continue making paymenrs for its
operations and other purposes until the new budgcls are approved.

The annual budgels may be updated for any eslimate rcvisions as woll as year-end encumbrances
and may include any addiiional informalion requested by thc Municipal Irgislature. The Mayor
may requesl subsequent amendmenfs 10 thc approved budgeis, which are subject to the approval
of lhe Municipal Irgislature.

The Municipality's Departmenr of Finance and Budget has the responsibility lo ensure that
budgetary sp€nding control is mainlaincd. For day-to day managemenl control, expendilures
plus encumbrances may not exceed budgelcd amounls al the cxpendilure-lype level oI each co61

centcr (aclivily within a program wilhin a fund). The Mayor may lransfer un€ncumbercd
appropriations within programs within funds. Thc Municipal l-cgislature may transfer amounts
among progralns within and among funds.

fie Iegal level of budgetary control (i.e., lhe level al which expenditure,s may not lcgally cxcecd
appropriation) is at lhe funclions/program Ievcl (general government, urban and cconomic
development, public safety, health and sanitalion, cultuic, recreation and education, and public
housing and welfare) within a fund-
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Under rhe laws and regulations oI the Commonweahh, lhe appropriations made for any fiscal
year shall not exceed the lotal revenue, including available surplus, estimaled for said fiscal y€ar
unless lhe imposilion of laxes sufficient to cover said approprialions is provided.

Budq€trrv Accountitrs

The Municipality's annual budgets are prepared under the budgetary (statutory) basis of
ac@unling, which is not in accordane with GAAP.

Under thc hudgehry basis of accolnting, rev€nue is generally recognized when cash is received.
Shorltcrm and long-term borrowings may bc used to fiflance budgetary excess of expendilures
ovcr rcvcDues-

The Municipality uses encumbmnce accounting to r€cord th€ full amount of Errchase orders,
contracls aad olher commitments of appropriated resources as dcductions ftom the appropriation
prior to aclual expnditure, ln th€ governmenlal funds, encumbranc€ accounting is a significanl
asped of budgetary conlrol. Accordingy, expenditures are genemlly recorded when the related
expenditure is incaned m encumbered. Available appropriations and encumbrances arc

eslablished to lapse one year afler lhe end of the fiscal year. Amounls required to settle claims
andjudgmenls against the Municipalily, and cerlain olhcr liabilities, are not recognized until lhcy
are encumbered or olherwise processed for paymcnt. Unencumbered appropriations and

eocumbrances lap6e at year-€nd. Other approprialions, mainly capital projecls appropriarions,
are conrinuing accounts for which the Municipal l,egislature has authorized thal an unspnt
balance from the prio. year be carried forward and made available for cunent spending.

The accompanying budgetary comparison schcdule provides information about the geneml fund's
original budget, the amendmerts made to such budget, and the actual general fund's results of
operations unda the budgelary basis of accounting for the Iiscal year ended June 30, 2014.
Fu(her details ofthe Municipality's budgetary control a1 the legal level may be oblained from the

Budgetary Liquidalion Report for thc fiscal year ended June 30, Z)14. Copies of that repofl may
be obtained by writingto the Municipality's Director of Finance and Budget.

Accoundng principles applied for purposes of developing data on a budgetary basis differ
significanrly from those used 1o presenl the govcmmenial fund financial statcmcnls in €onlormily
with CAAP. Accordingly, Ihe accodpanying budgetary comparison schedule is accompanied by
a re{Dnciliation ofthe differences berwcen the budgetary basis and GAAP actual amounts.

The Municipality does nol lcgally adopr budgets for the Stale Assignment Fund and HUD Fund.
The financial rqsources rec€ivcd by the.se funds are nol subjecl to budgeting by the MuniciFlity
since the resources received each year from the respective grantors varies from year to year, and
the respeclive amounts are granred at their discretion.

I Unrestricted and Restrictcd DeposiE

The Municipality's deposits are composed of cash on hand, demand deposits and cash
equivale.b in: (1) commercial banks, (2) rhe Government Developmenl Bank for Puerto Rico
(GDB), a govemmenlal bank and a major component unit of the Commonwealth, wbo is
slalulorily designated as fiscal agent of the Municipaliry, and (3) lhe Municipal Revenuc
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Collection Cente, (CRIM, by irs Spanish acronyms), a govemmcnlal entily respoosible for the
imposition and collecrion of property taxes on behalf of all municipalilies of Pu€no Rico-

The Municipalily follows the practice of poolinS cash. The balancc in lhe F,oled cash accounL is
available to meet cunenl operating requirements- Udder lhc laws and regulations of the
Commonweallh, public funds deposited by lhe Municipality in commercial banks must be lully
collateralized fo. the amounts deposited in excess of rhe federal depository insurance generally
provided by lhe Federal Dcposits Insurance Corporaiion (FDIC). All securities pledged as
collateral are held by agents designated by the Secretary of the Treasury oI the Commonwealth,
but not in the Mlnicipality's name.

Rcslricted assels include cash and cash equivalenls in commercial banks, GDB and CRIM. Thesc
cash balances are classificd as reslricled asse6 since ils use is limited for the specified purposes
discuss€d below, which are esiablished by applicable ageemenls or required by Iaw.

Reslricted cash with fiscal agent in the general and debl scrvice funds repres€nt propeny lax
collections which are retained and restricted for the payment of thc Municipality's debl service,
as established hy law. Resl ctcd casfi in fiscal agp.r in other governmental funds consists of
onsp€nt proc€eds of bnds and not€,s, and lhe balan€e of interesl and noninler€sl bearing acoounts
which are reslricted for: (1) the acquisition, consrucdon or improvemcnt of major capital assels
and the operations of federal and state funded programs.

h) Unrestic,ed and ResuicudAcco nB and Noles Receivoblc

ln the accornpanying GWFS, receivables consist ofall revcnues eamed bot not collectcd al Junc
30, 2014. Major receivable balanes for the govemmenlal aclivities i.clude propcny laxcs
municipal license and inlergovemmental receivables.

Tax rccc,vables in tbe general fund repr€senl uncolled€d propc(y taxes. Restricted tax
receivables in the debl s€wice fund consist of uncollecled property laxes, which are restricred for
lhe paym€nt ofthe Municipality's debtservice, as established by law.

Int€rgovemmenlal receivables are composed of: (l) amounts owed to th€ Municipality for
reimbuEem€nl oI exp€nditur€s iocu[ed pumuaflt to federal and stale funded programs (recorded
in the general fund, special revenue funds and capiral proj€cr funds), and (2) conlributions in lieu
ol taxes from the Pueno Rico ElecEic Power Authoriry, recorded in lhe general fund.

These accounts receivables are staled net of estimaled allowances for uncolleclible accounls,
which are deteamined, based upon pasl collcction cxpcrience, historical trends, current euJnomic
conditions and the periodic aging ofaccounts receivable.

Activities among funds that are representative of lending/borrowing anang€menls outstanding at
the end of the fiscal year ar€ .efered to as either "due lo/from other funds" (i-e. the curreni
portion of interfund loans) or "advances to/from other funds" (i.e., the non-cunent portion of
interfund loans). All other outstanding balances between funds are reported as "due lo/fiom other
funds". Advances between funds. as rerroned in the GFFS, are offset by a fund balance reserve
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accounl in applicable govemmental funds to indicare thar they are not available for approprialion
and are not expendable available finan€ial resourc€s.

i) Capital Asselt

Capilal assels used in governmenlal activilies include land and land improvemenls, buildings,
srructures and building improvemenb, machinery and equipment, fumilu.e and fxrures, licensed
vehicles, consruction in progress, and infrastrucrur€. These asscls are capilalized and reFned in
the accompanying slatement of nel position. Infrastruclure assets arc generally stationary in
nature and include roads, bridges, stec6 and sidewalk, drainagc systems and other similar
assels-

In thc statcmenr of net position, all capital assets are reco.ded at cosr or estimaled historical (,st
if actual cost was unavailable, except for donated capilal assets, which are recorded at lhcir
eslimated fair value at the date ofdonation.

The Municipality's capitalizalion levels are $500 on personal property. For improvemenls orher
than b'rildings, the capiral outlay must t€ grealer than $10,0m, extend the estimaled useful life
for ten years, and be grealer than 10% oI the original cost ofrhe assel.

Major outlays for capilal assets and improvemenls are capitalized in the slatemenl of net position
as projects are consfuaed. TIe costs of normal maintenance and repairs that do not add value to
the asset or malerially extend capital assel lives are nol capiralized.

Dep.cciation and amortization expense is rccorded only in the governmenl-wide statemenl of
activitics. However, ther€ is no depreciation or amortizatiofl recorded for land and construction-
in-progress. Depreciable capital asse6 are generally depreciated or amortized over $eir
estimated uselul lives under the siraight - line method, except for machinery and equipmenl held
unde. capital leases which is deprecialed over lhe shorrer of its esrimaied useful life or the lease
rerrn. The esliirated useful lives of major capital asset qrtegories are:

Capital Asser
Buildings
lmprovcmenl Orher Than Buildings
Equipment
vehicles
Recrealion facilities

Years
30
30

3-r0
5

15-20
10-50

Depreciation and amortization expense on capital assets are recorded as direcl expenses of the
function/program specifically id€ntified wilh rhe asset. Depreciation and amorrizarioo of
infrastructure is not allocated to various functions/programs but reporied as direct exp€nses of
the urban.

Review oI Canying Value of Capilal Assels for lmpairment - The Municipalily revicws thc
carrying value of capital assets for impairment whenever a significant and unexpecred decline in
service utility oI capital assers (rccurs.
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j) Advance Rete aes

The Municipality reporls deferred revenue on its GFFS and GWFS. In the GFFS, deferre/
revenue a.ises when:

. Potential revenue does not meet both the "measurable" and ..available- criteria for revenue
recognition in the curent period. As previously discussed, availabte is defined as due (or
past due) at June 30, and collecred wirhin 90 days (60 days for properry raxcs) thereafter to
pay obligalions due at June 30, or;

. Thc Municipality rec€ives rcsources before it has a legal clain to thcm. ln subsequenl
periods, whe. the revenuc recognition crilerion is mer, th€ liability for deferred revenuc is
removed and revcnue is re@gnized.

Advanced revenues at thc government-wide level arise only when lhe Municipality receives
resources before il has a legal claim lo them.

k) Co perltakd Absences

Comp€nsaled absences are accounted lor lndcr the provisions oI Slatelnent No_ 16, Accourting
fot Compensa@d Absences, issued by GASB (CASB No. 16). Compensated absences include
paid Iime off made available to employees in connecrion wilh vacation, sick l€ave and
compnsalory tirrle. The liability for compensated absences recorded in lhe accompanying
sratemcnl of ne1 posilion is Iimitcd 10 leave rhal: (l) is a[riburable to services a]ready rendered
on or before June 30, 2014 and (2) is not contingent on a specific event (such as illn€ss) lhar is
ourside the control of the Municipatiry and the employee. The liabilily lor compensared absences
includes salary-relaled costs, which arc direcdy and incremerhlly related lo the amount of salary
paid to the employee (such as €mployer's share ofsocial security taxes and medicare taxes).

The vacalion policy ofihe Municipality is eslablished by law and provides for the accumutarion
of regular vacations al a mte of 2.5 days per month (30 days per year) per employee. Employees
accumolalc regrilar sick leave ar a rate of 1.5 days per month (18 days p€r year). Employees
accumulale compensalory lime at a rat€ of 15 limes lhe overtime worked. Al1 vacalion and sick
leave days accumulated by employ€es in excess of 30 days and 90 days, respectivety, are paid lo
cmployees each year, if nol consumcd, as required by law.

Upon lermination of employm€nt, an employee receives compensarion for all accumulared
unpaid regular vacation leave at the currcnl rare. In the case of r€gular sick leavg if the
employec lerminales his or her employment with the Municipalily before reaching 10 years of
services, s ch regular sick leave is nor paid to the employee, if nor consumed. Upon terminarion
of employment, a. employee do€s not receive compensation for comp€nsarory rime, if nor
consumed. After 10 yea6 of sewices any regulai sick leave balance is paid to lhc employee.
Accumulared vacation time is fully vested ro rhe employee al any rime.

The liability for compensaled absenc€s is re[rc(ed in the starement ofnet position. A Iiability for
compensated absenc€s is reported in the GFFS only if they have matured, for example, as a resull
ol employee resignations and retilemcnls,
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l) Long-t tm Debl

The long-term liabililies reponed in the accompanying shrements of nct posirion includc the
Municipality's bonds, nores, obligalion under capital leases, compensated absences and legal
claims andjudgments.

A1l long lerm debt 1o be repaid Iiom govemmenhl resources is reponed as liabiiities in lhe
accompanying starsmc.t of net posirion- Principal and interest payments on bonds due in July 1

of the following fiscal year are recorded as lund liabilities in the GFFS when resources are
available in lhe debt scrvice lund (generally al Jurle 30). In the GFFS, rhe face amounl of debt
issued is reponcd as other financing sourc€s when issued.

m) Accounlinq for Pensian Cosk

For the purpose of apptying the requiremenE of GASB Sratemenl No. 27, Acmunting for
Pensions by Shle and Ilcal Govemmenl Employers (GASB No. 27), thc Comfionwealth of
Puerto Rico is considered to be the sponsor of the Employees Reliremenl System of rhe
Govefffienl of Puerlo Rico and Its Instrumentalities (ERS) and System 2000, rhe lwo rerjrement
systems i which the employces of lhe Municipality participate. Accordingly, rhe Municipatiry is
considered a panicipant and not a sponsor of these redrement systems since the majoriry of the
participanls in the aforemerrioned pension trust {unds are part of the financial reporting entity of
the Cornmonweakh, Accordingy, no ponion o[ the net pcnsion obligalion (NpO) related ro ERS
has been allocated to lhe Municipalily i. the accompanying basic financial sratements. The basic
financial stalements of the Commonwealth accounl for the tokl amouot oI lhe net pension
obligation of ERS, including any amount thal may be allocated to the Municipalily.

According to GASB No.27, the Municipality accounls for pension co6ts from the standpoinl ofa
panicipant in a mulliple+mployer cosi-sharing plan. Accordingy, pension cosrs recognized in
ihe accompanying basic Iinancial slaremenrs are equal to the srarutorily required contribulions,
wilh a liability recoded for any unpaid rcquircd contributions.

n) Risk Mantgement

The Municipality carries commercial insurance covering c{sualry, thefr, torr clains and other
los.ses. Insurance policies are negotiated by Ihe Puerlo Rico Treasury Depanment (the Treasury
Depa(ment) on behalf of all municipalities of Puerto Rico. The Trqsury Dcpa menr pays rhe
insurance premiums on b€half oI the Municipalily and then is reimbursed each year thrcugh
monthly equrl payments deducled from the Municipality's gross property tax collections made
by CRIM.

The Municipality c-arries insurance coveage for dealh and bodily injuries caused by automobile
accidenls. This insurancc is obtaincd lhrough lhe Automobile Accidents Compe.,sation
Administration C'ACAA". by its Spanish acronym), a discretety component unit of the
Commonwcalth. This insurarcc is compulsory for all licensed vehicles used on public roads and
highways in Puerlo Rico- The annual prernium is $35 per licenscd rDotor vehiclc, which is paid
directly to ACAA.
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o)

The Municipality obtains workers' compnsation insumnce coverage through the State Insurance
Fund Corporalion ('FSE' by its Spanish acronym), e component unit of the Commonwealth.
This insuance covers workers against injuries, disability or death because of work or
employment-related acciden(s, or because of iilness suflered as a consequencc of their
employmenl. Workers' compensation insurance premiums are also paid through moothly
deductions made by CRIM fiom the Municipality's gross property tax collections,

The Municipalily oblains unemploymenl compensation, non-occupational disability, and drivers'
insuBn@ @verage for its employees through var,ous insurance programs adminislered by lhe
Commonweallh's Department of Labor and Human Resources (DOL). These insurance
prcgrams cover workers against unemployment and Fovide supplementary insurancr coverage
for lemporary disabilily, or death because of work or employment-related accidents or because of
illncss sullered as a conscquence of their cmployment. Unemployment compensalion, non-
occupational disability and driverc' insurance premiums are paid direcily ro DOL on a quarterly
basr's.

The Municipality also obtains medical insuranc€ coverage for ils employees. Thc current
insurance policies have not bcen canc€lled or terminated at June 30, m14. In the past three
years, the Municipality has not s€llled claims thal exceeded insurance covcragc.

On July 1, 2010, the Municipality adopted the provisions of CASB Statement No. 54 Fud
Balance Repottinq and Covenunetual Furd Type D4 itions No. 54 (GASB No. 54). GASB No.
54, which enhanced lhe usefulness of fund balance informaiion by providing clerer fund balance
classifications that can be more consistenlly applied. Also, this statement eslablishes fund balance
classificalions rhal comprise a hierarchy upon usc of the resources reporred in governmental
Iunds.

Pursuant to thc provisions of GASB No. 54, the accompanying GFFS repo( fund balance
amounts lhat are considered resrricted, comftitted, assigned, and unassigned, based on the rclative
strength oI constmints that control how spcific amounls can be spent. The Municipality has

recorded lhe following types of fund balance classitications in the govemmental funds:

. Restrickd R€prcscnl rcsources lhat can be spenl only for the specific purposes stipulated by
conslitulional provisions, exlernal resource providerc (extemally imposed by credilor or
grantors), or through enabling legislaiion (that is, legisiation thal creales a new revenue
source and restdcls ils use). Effectively, restriclions may be changed or Iifted orly with lhc
consenl of rcsource providen.

. Commided - Reprcsenl resources osed for sp€cific purposes, imposed by formal aclion of thc
Municipal's highest level of decision makine authority (Municipal Legislature through
resolutions and ordinances) and can only be changed by a similar law, ordinance or
resolution, ro later than the end of fiscal year.
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. ,isrirred - Represent resources inlended ro be used by lhe Municipality for specific purposes
but do not meet lhe crireria to be classificd as ,estricted or committed (gcnerally executive
orders approved by rhe Mayor). Intent can be expressed by rhe Municipal lrgislature, the
Mayor or by an official or body to which thc Municipal L€gislatue delcgales authorily in
conformity with the I-aw No. 81 of August 30, 1991, as amended, known as Autonomous
Muticipalities Acr of the Comnanweahh of Puetto fiico (Acl No. 81). In governmcntal funds
olher lhan the gereral fund, assigned fund balance represenls the remaining amount rhar is nol
restricled or comrDitled.

. UrNassigred - Represent the residual classification for the Municipality's general fund ard
includes all spendable amounts nol conlained in the other classificarions- In orher funds, the
unassigned classificarion is used only to repo( a deficil balancc resuhing from overspending
for specific purposes for which amourls had b€en rcslricled, committed, or assigned.

Negativ€ fund balance amounts are assigned amounls reduced Io the amount that will raise
the fund balancc lo zero. Consequenlly, negative residual amounts is restricted! committed
and assigned fund balance classifications have been reclassified to unassigned fund balances.

The Municipalily reporls resources consrrained to slabilizarion as a speaified purpose (re.siricted
or commitled fund balance in the geneml fund) only if: (1) such resources meet the other criteria
for those classifications, as dcscribed above and (2) the circumstances or condirions thar signal
the need for stabilization are identified in sufficienl dehil and are nol expected to occur roudnely.
However, the Municipalily has nol entered into any stabilization-like anangemenls, nor has set
aside material financial resources for emergcncies and has not es{ahlished formal minimum fund
balance arounts as of and for the fiscal year ended June 30, 2014.

Whcn an exF)nditure is incurred for purposes for which ahounls are available in multiple fund
balance classifications, the Municipality us€s restricted resowces fLst, and then unrcstricled
resources. Within unrestricted resources, the Municipality generally spends @mmitled lesources
frnt, followed by assigned resources, and then unassigned resources.

p) Inkrluad Actieities

The Municipality has lhe following types of reciprocal and non-r€ciprocal inter-fund activilies
recordcd among governmental funds in the accompanying GFFS:

. lfier-Iarrd loa$ - Represent resources (asscts) provided by one gov€mmental fund lo olher
govemmcnlal fund with a requirement and commitment for repayment (reimbursemenl),
which are record€d as 'due fiofi" in the lender governmentat fund and dre lo" in the

borrower governmental fund. For amoudts not expectcd to be collecled, inler fund
reccivables/payables are reduced lo their estimated realizable (settlcment) value, and lhe
portion of the inter-fund loan thal is not expected to be repaid is reported a-s a 'rranslbr-in
from the governm€ntal fund that provided thc loan.

. Inter-lttnd transfers (Eanstets-inl(oat)) - Represenl Ilows of assels (permanent rcallocalior
oI financial resources among governmental funds) wilhoul equivalent flows of assets in
retum and without a requiremcnt for repaymcnt. Transfers arc retn(ed a.s ather fnancing
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c)

,/ses" in the governmenral fund making transfers and as .oth€r 
financing rorces,,in thc

govemmental fund receiving [ansfeni.

. Intet.fund reihbursements - Represent repaymenls (reimbusements) from the
govemmenhl fund responsible for particular expenditures or expnses to the governmental
fund thar initially paid for rhem.

In the GFFS, inter-fund aclivily has not been eliminatcd, as permilrei by cAA?.

Use oJ Dsfifiares

The preparation of the accompanying basic financial sralements in conformiry with cAAp
requires managemenl to male significanl estihates and assumptions thal aflect the repo4ed
amounls of assets and liabilities and the disclosure ofcontingenr assets and liabilities a1 the date
of the basic finaocial statemenls, and the rcported anounts of rcvenue and expenses during lhe
reporti ng period. Acrual results could differ from those estimatcs.

A c c o u nti n g P ronoan c e me r, ts

Durin8 lhe fiscal year 2013-14, lhe Municipaliry adopred the provision of lhe fo owing GASB
Starcmenls:

. GASB Slarement No. 65, Prcviotlsly Reported as Assets ant Liabilitias
The objective of this Statemenl establishes accounring and financial reporting standards that
reclassify, as deferred outflows oI resources or deferred inflows of resourc€s, certain ilems lhat
w€re previously reponed as assets and Iiabililies and recognizes, as ourflows of rcsources or
inflows of rcsourc€s, certain items thal werc previously reporled as assels and liabilities. The
provisions of Ihis Stalement are effecrive for financial statements for periods heginning after
December 15,2012.

Fulure fuloplion of Accounting Pronouncernenb

The GASB has issued the following slandards rhat have effective dates aIt€r June 30,2014:

. GASB Stalemenr No. 68 Accounting and Finnncial Reportine lor Pensions-on amendment of
GASB Sratenenr No. 27 (lssued 06112).ahe pimary objecrive of rhis Sarcment is to improve
accounting and financial reporting by state and local govemments for pensions. [t also
improves information provided by siare and local govemmenlal employers about financial
suppon for pensions tha! is provided by other endties. This Slalemenl results fiom a
comprehensive review of the effectiveness of exisring srandards of accounring and financial
reponing tor pensions with regard to providing decision-useful informarion, supporting
assessmenrs of accountahiliiy and interperiod equity, and crealirg addirional transrarency.
This Stalemenl is efTeclivc for fiscal years beginning after June 15, m14.

)

s)
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GASB Slatemenl No. 69 Covernment Combinatiohs and Disposats of Governmed OlErations
(lssued 01/1i) This Statemenl eslablishes accounring and financial reporring srandards relaled
to gove menl combinations and dispocals of government oprations. As used in thjs
Statement, the term govemmenl combinations includes a variety of transactions refened to as
mergers, acquisilions, and lmnsfers of operalions. The requirements of this Statement are
efrective for govcmment combinations and disposals oI govemment opemdons occurring in
financial repoaing fEriods beginning afrer D€cember 15,2013, and should be applied on a
ProsPeclive basis.

GASB Statcmenl No. 70, Accounnnq ond Financial Reporting lor Nonexctunge Financial
Gu2rantee:. This statemenr is effecrive for financial starements for reporting beginning after
June 15, 2013.

. GASB Stat€meni No.7l, Pension tansition for Cotibutions ru).le Subsequent to the
Measurement date-An Anendnent of CASB Sratenent NO. 68. 'the obje.rive of rhis
Statcment is to address an issue regarding applicarion of the tmnsirion provisions ot
Statement No. 68, Accounting ond Financial Reponing fot Pensrbnr. The issue relarcs lo
amounts associated wilh conlributions, ifany, made by a stale or local govemmcnt employer
or nonemployer contributing enlily lo a delincd benefit pension plan after the measurcment
date ofthe govemment's beginning net pension liability. The provisioDs of this Stateme[t are
required to be applied simultaneously with tle prcvisions of Statement 68.

The impact of th€se statements on lhe Municipaliry's basic financial statements has not yet been
delermined.

The impact ofthese stalements on the Municipality's basic financial statements has not yet been
dctermined.

2. DEPOSnS

The Municipality maintains its dcposirs of crsh in vadous commercial bank located in puerto Rico,
GDB and CRIM. Proceeds from all bonds and thc lunds relared ro cerlain federal granl awards are
rcquired by law 1() b€ hcld wilh GDB.

On July l, 2004, the Municipality adopled rhe provisions of GASB Srarem€nr No. ,10 (GASB No. ,t0),
Deposir and Investment Risk Disclosure, an Ame dnent to CASB Sratement No. J. This srarement
requires that state aod local govemmenrs disclose essenlial risk informadon abour depo€iB and
investments- The disclosuie rcquirements cover four main areas: (1) credil risk, (2) inreresr rare risk,
(3) cuslodial credit rislq (4) foreign exchange exposure.

. Cr€dit risk - This is the risk lhal an issuer o. other counrerparty to an investmenl will not
fulfill ils obligations. In compliance with the Iaws and reguladons oflhe Commonweallh, lhe
Municipality has adopted, as ils custodial ocdit risk policy, the Statement ol Inveiment
Cuidelines for the Government ol the Conmonwealth of Pue o Rico. Accordingly, lhe
Municipality is only allowed to invest ils obligadons of lhe Commonwealth, obligations of
lhe United States ofAmerica, cenificates ofdeposit, commercial paper, bankels' acceptances
or in pools of obligarions of the Municipaliries of Puerro Rico, which arc managed hy CDB.
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According to th€ aJoremenlioned investment guidelines, the Municipalily is not allowed to
invest in marketable securiries or any other 1,?e of inveslments for which credit risk €xposure
may be significant. Therefore, the Municipality's management has concluded lhal lhe credit
risk related to any possible loss related to defaults by commercial banks on the Municipality,s
deposits is considered low arJunc 30,2014.

. Intercst raae risk - This is the risk rhar changes in interest rates of debl inveslmenls will
adversely affect the fair valuc of an investmenr. The Municipalily manages i6 exposure to
declines in fair values by: (1) nol including deb! invesrmenls in its inveslmenls porrlolio al
June 30, 2014, (2) lirniling the weighred avcrage maruriry of its inveshents ro periods of
threc months or less and (3) keeping most of its bank deposits in inrercsl bea.ing accounls
generaling inieresl at prevailing market rates. At June 30,2014, lhe interest rare risk
associated with the Municipality's cash and cash equivalent is considered low.

. Custodial credit risk - In the case of deposits, this is the risk that in rhe evcnl of a bank
failure. th€ Municipalify's deposits may not be recovered_ Pursuant to the Statement of
Investnent Guidelines for the Government of the Cot unonwealth of Puerto R:co, the balances
deposiled in commercial banks by thc Municipatity are insured by the Federal Deposil
lnsurance Corporation (FDIC), generally up to a miDdmum oI $250,000 pler deposilor. In
addirion, public funds deposited in commercial bank by rhe Moricipality are fully
collateralized for tho amounts deposired in excess of the federal deposirory insurance- All
securities pledged as collateral sre held in the Municipality's name by the agents of the
Commonwealth's Secretary ofTreasury. Deposils ofcDB, amounting lo $2,965,450 al Junc
30, 2014, are uninsured and uncollatcralized. However, no losses r€lated to defautts by cDB
on deposil lransactions have been incured by the Mulicipality through June 30,2014- Il is
management:s policy to only maintain deposits in banks affilialed to FDIC to minimize the
custodial credit rislq except for GDB. Therefore, the Municipality's management h:rs
concluded thal at June 30,2014,lhe custodial credit risk associated with the Municipatity,s
cash and cash equivalents is mnsidered low.

. Foleien excharge risk This is thc risk that changes in excharge ratcs will adversely aff€cr
lhe value of an investment or a deposit. Accoading lo the aforementioncd invcstment
guidelines, adopted by the Municipatity, ihe Municipaliry is prevenl€d from invesli.g in
foreign securities o. any olher types of investmenls for which foreign exchange risk exposurc
may be significant. Accordingly, managemcnt has concluded lhat rhe toreign exchange risk
related to the Municipality's deposits is considered low ar June 30,2014.

The Municipality's bank balance of deposits with financial institutions is categorized to provide an
tndication of the level of collaleral risk assurned by ihe Municipatity ar June 30, 2014. Risk
catcgories ar€ described as folows:
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Asagnnenl

cash inommcrcid tanks

Ca\h in GDBor CRIM,6fiela$nis

s 258,119 t

t2,262

?83.084

r 209,872

88,360

s 270,41t t 88.860

3. MUMCIPAL LICENSE TAXES

The Municipality is authorized by I-aw No. 81 to impose and collcct municipal license laxes on all
rrade or bosiness acrivities operatcd by any natural or legal pcrson wifiin the territorial area oI
Villalba. This is a self-a-ssessed tax generally based on the business volrme measured by gross sales-
The Municipality eslablishes the applicable tax rates. Al June 30, 2014, the municipal lax rales
imposed by the Municipalily werc 7.5OEo for financing insriturions and O.50ya for other lyp€s of
laxpayers.

Each laxpaye, musl asses hi$fter corresponding municipal lic€rise lax by declaring hi9fter volume of
business through a lax retum to be filcd every Alril 15 based on lhe aclual volurne of business
generaled in the preceding calendar year.

Taxpayers with a sales volume of $3 million or morc musl include audited financial statements wirh
thcir tax relums. The tax can be paid by lhe taxpayer in two equal installmeflts due on July 15 and
January 15, subscqucnl to the filing of ihe declaration.

The Iirst installment of lhe lax cove6 thc six-month period ended Deccmber 31, subsequent to lhe
filing date of the declaration, while th€ second installment of the tax covers the six-month period
endcd Junc 30 oflhe subsequent calendar year. Ifa laxpayer elects lopay lhe lax in fulon thefiling
dale of the declaration (generally April 15), a 5% discounl is grant€d automatically on the lolal tax
amounl due.

Any municipal Iicense taxes collecled in advance (rhar is, pertaining ro a future pcriod) are recorded
as defered revcnues. Deferred municipal license tax revenues recorded in the accompanying GWFS
and GFFS amounted 1o $1552j71 

^ 
f]une 30,2i14, which represenls municipal licsnses collected in

advancc lor thc taxable yeat 20l3-ml -

PROPERTY TAXES

The Municipalily is aulhorized by I-aw No. 81 10 impose and collecl p€rsonal and real property taxcs.
Under lhe laws and regllations ofthe Commonweahh, personal prop€rty taxes can bc imposed !o any
natural or lcgal person that at January 1 of each year is engaged in tade or business and is the owner
of pcrsonal pioperly used in trade or business.

4.

48



MI]NICIPALITT OF VILI-ALBA
COMMONWEALTH OF PUERTO RICO

NOTES TO BASIC FINANCIAL STATEMENTS
YEAR ENDED J{-INE 30, 2014

Personal prop€rty taxes are self-assessed by taxpayers every year generally using the book value of
personal propeny assels owned by the taxpayer ar ,anuary 1 (assessment date) and reporting such
taxable value through a personal properry tax relum liled on May 15 subs€qu€nt to the assessmenl
dalc- The total personal properly tax rate iD force al June 30, 2014 was 6.78% (of which laxpayers
pay 6.58% and 0.2O7o is reimbursei by the D€partmerl of Treasury). ReaI propeiry taxes are
assessed by CRIM. The assessment orl real properly is madc evcry Januaty I and is based on
cslimated current values of the property de{lated 10 1957 market prices. The total real propefly rax
rate in force at June 30,2014 was a.1a% @t ' hich 8.58% is paid by taxpayers and 0.20% is also
reimbursed by the Department of Treasury).

Residcnlial rcal propeny occupied by ils owner is exempt by law from properly laxcs on the firsl
$15,000 of th€ assessed value (al 1957 markct prices)- For such exempl amounts, the Depa(menl of
Trcasury assumes payment of lhe basic tax (47, and 6% for personal and real prope(y, respectively)
to lhe Municipality, cxc€pl for Ploperty asscssed of lass than $3,500 (at 1957 markel prices), for
which no payment is made.

CRIM is responsible for th€ billing and colleclions of real and personal property taxes on bchalf of
the Municipality. Prior to the bcginning oI each fiscal year, CRIM informs th€ Municipality of lhe
estimated amount of properly lax expected to be collected for the ensuing fiscal year. Throughout
the year, CRIM advances funds 1o the Municipalily based on lhe inilial eslimaled colleclions. CRIM
is required by law to pr€parc a seltlement statemenl on a fiscal year basis, whercby a comparison is
made belween rhe arnounts advaDced to lhe Municipalily and amounls actually collcckd from
taxpayers. This settlement has lo be completcd on a preliminary basis not later than each December
31. If CRIM remits 1o the Municipality prop€ny rax advances, which are less than the property 1ax

aclually collccted, an additional properly lax receivable is recorded al June 30. However, if advances
excecd the amounl ac(ually collecled by CRIM, an intergov€rnmcntal payable is recorded al June 30.

I-aw No. 81 provides for the levy of an annual special tax of 1.03% of the assessed value of all real
and personal propeay not exonerated from taxation. Such special 1ax is levicd and collccled by
CRIM. Collections of this special tax are remitted to the Commonwea,th's debt service fund for
payment ofdebt servicc on geneial obligations oflhe Commonwealth.

ln addition, 1.757, of lhe tolal personal and real property Laies collected by CRIM is restricted for
the Municipality's debt service requiremenls and is retaified by GDB for such purposes-

The Additional Lottery System of the Commonwealdr (the "Additional Lotlery") is an operational
unit reported as an enterprise fund of lhe Commonwealth, which currenrly operares several belling
alternar.ivcs to the citizens ofPuerto Ri@- The Addilional lrllery is required every year to distributc
a porlion of its excess of rcvenues over expnses as follows:

i. Thiay five p€nronl (357a) of its ner earnings (defined as rhe €xcess of reveoues over expenses
less an amounl earmarkcd for lhe Fund for Rent and Home Improvemenl Subsidy hogram tor
the t-ow-Income Oualifying Elderly) is earrnarked lo fie municipalilies ofthe Commonwealth, of
which a maximum of $26 million, on an annual basis, is distributed to rhe Municipal
E4ualization Fund held by CRIM to cover operating expcnscs and pcrmancnl improvcmcnls of
lhe municipalities.
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ii. An additional amolrnr no! exceedirg $16 million, on an annual basis, is disrributed to the
Municipal Equalization Fund, provided it is wilhin the 35% conesponding to the municipalities
of the Commonwealth. When the accumulated municipal approprialions from the municipalities'
Pueno Rico Hcalth Reform are covcred up ro June 30, 1997, these resourc€s will be assigned to
the Heallh Insurance Administmtion, a component unit olthe Commonwealth.

5. SALES TAX

On July4, 406, rhe Governor of Puerto Rico signed inlo law the Taxpayer Justicc Act (Act
No.117, H.B. 2193). The new law imposes a municipal sales tax at a rale of 1.5% (effectivc July 1,
2006) and the Commonwealth sales tax at the rate of 5.5Vo, with 

^n 
effeEtive date of November 15,

2006. Convcrsely, lhe Crmmonwealth of Pueflo Rico eliminated the excise tax of 6.6% on some
imports (taxcs on cigarettes, liquor, and cars arc stifl in effect) and ioplemenled the sales and use tax
("sal€s tax") system. Accordingly with this law lhe municipal sales ta\ is administered at the local
levcl, and the Commonwealth salcs lax is adminisrered lhrough rhe Puerto Rico Treasury Depanmena.
Crnsequenlly, separale registration and filing lorms are required of relailers.

In fiscal year 200?-2008, the Municipal Irgislalure of $e Municipatity of Villalba approved an
Ordinance eslablishiDg a cilizenship conrribution of 1.0% over all business or personal tnnsacrions
relarcd to sale of goods and/or services made on the Municipalities boundari€s. The resources
collected due lo this tax assessment will be used in local activities like improvemenrs in health
services, improvemenls in the control and management of solid waste disposal and recycling
programs, public improvemenls, improvements of public safely, and maintenance of alt public
facililies of the Municipality-

Any persory'corporalion is rcquired to register with each municipality in which i! conducls
commercial transactions and in the Puerto Rican Treasury to obtain a Retailer's Registraaion
Ccrtificat€, exemption certifical€s, and (ax retums foms. The relailers are required to file and send
monlhly sales lax relums by the mth day following the monlh in which the tax was collected-

Also, on July 29, 2007, the Govemor of Puerto Rico signed inlo I-aw an amendmenr of Acr No. I 17,
H.B.2193 known as Acl No.80. The most significant amendments were: first, to uniform the tar(

ratc at 7% of which the municipalities will collect l% and the Puerto fuco Treasury Department the
olher 6%, .O5% of the 6% belongs to the municipality and ir is disiribuled through three separate
funds: Municipal Dcvelopment Fund, Municipal RedemptioD Fund and Municipal Improvements
Fund; secondly lhc establishhent of a l-ocal Commercial Rule and the elimination of murce and
nexus rulcs to impose the sale and use tax.

These lunds are administered by the covernmenr Developmenl Bank for Puerto Rico. Finally, the
l.aw reslricls lhe use of lhe funds by thc municipalities to cenain specific activiries.

On June 30, m13, the Commonweallh approved Acl No. 40 which among other things, reduces the
municipal sales and use lax from |s% to 7Ea and increasing the Commonwealth sales and use tax
frc'x, 55% to 6% effective Deccmber 1,2013. This Act was subsequently amended 10 chanSE lhis
effeclivc date from Decembcr 1,2013 to February 1,2014.
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In ordcr to addrcss thc fiscal and cnedil crisis of th€ Commonwealth of Puerto Rico, the cDB
liquidily and the dilficult fiscal situalion oflhe municipalilies of Puerto Rico, on January 24,20141he
Commonwealth approved Acl No. 18 and 19. Thcrse Acts provide for the reslrucluring and deation of
financing slructurcs lrom sales and use lax sources to guarantee and pay municipal long-term debt
issuanc€s- As a resull of this legislation the municipalities of Puerto Rico may improve ils cr€dit
capacity along with maintaining sufficient resources for operations.

Act No. 16 ofJanuary 24,2014

The purpose of rhis Act is 1o create a special fund called Municipa, AdministBtion Fund (FAM)
under custody of the Governmenlel Development Bank of Puerto Rico ("GDB") that permits the
Municipalilies to guarantee and pay long rerm debl and Fovide funds for ils general operations. ln
addition, this Acl improves lhe financing capaciry of the Pu€rto Rico Sales Tax Financing
Corporation (COFINA), a Commonweallh fund administered by GDB and thc P.R. Secrelary of
Trcasury. The Act includes provisions for municipalities rhal do nol wanl to bc covered by the Acl.
Spccial rules apply Ior those municipalities. The Act is effeclive on February 1, 2014.

The 6% correspondingto the Commonwealth's sales and use tax will be deposiled in COFINA- From
these lunds during a transilory p€riod fiom February 1,2014 to ltune 30,2014 lhe Commonwealth
will deposi! $43,440,184 in the FAM to be distribured ro the Municipalities as folows:

. ,2% will be deposite-d in a Municipal DevelopmeDt Fund to be distributed to lhe municipalities,

. .2% will be deposited in a Municipal Redemption Fund to guarantee and r€pay the municipalities
long lerm debt and,

. .l% will be deposilcd in a Municipal Improvemenr Fund (o financ€ capital improvcmcnt projecls;
these funds will be distributed based on legislation from the Commone/ealth's Legislature.

After .l uly I , 201 4, the 6% corresponding to the Commonweakhi s sales and use tax will be deposited
in COFINA. From these funds the Commonwealth will dcposn .5% in lhe FAM. Dislribution to
municipalities will depnd on whether lhc municipalities sig.ed an agreemenl 1o be covered or nol
covered by the Act's provisions- The Municipality ofSalinas signed the agreement to be covered.

Fo. municipalilies covered by lhe agreemenl the .5% will bc dislribuled a.s iollows:

. .2% will be depositcd in lhe Municipal Dsvelopment Fund to be distributed lo the municipalilies,

. -27o will be dcposiled in a Municiful Redemption Fund to then be deposited in the municipalilies
gencral fund (lhe municipalities has the oplion to maintain funds in lhe Municipal Redcmplion
Fund or to transfer funds from the Municipal Developmenl Fund to inoeasc iis debr margin and
issue loans to bc obtained from financial instirutions)

. 1% will be deposited in a Municipal Improvement Fund 10 finance capital improvcmenl projects;
these funds will be distributed based on legislation from the Commonwealth's t,egis,ature.

For municipal,ties not covered by the agreemenl the .57, will bc distribut€d as follows:
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. -2% will be depo$ted in the Municipal Developmenl Fund. Section 4 oI the Acl requires amounts
deposiled in the Municipal Developmen. Fund of municipalities nol covered by rhe Acr ro b€
redistrihuted to lhe municipalilies covered by the Acr,

. .2% will be deposited in a Municipal Redemplion Fund to guarantec and repay long rerm debt
lhrough any financial instiludon ( cach scmestcr rhe municipalilies may lransffi lo their general
fund lhe funds in excess of debt servicc rcquirements),

. .1% will be deposited in a Mu cipal Improvemenl Fund lo finance capital improvemenr projecrs;
these funds will be distribued based on Iegislation from the Commonwealth's tegislature.

Act No. 19 ofJ.truary 24,201{

The purpose oflhis Acl is lo crcate tho Municipal Finance Corporalion (COFIM) a public carporation
and a component unil of the Governmenral Developmcnt Bank of Puerto Rico (GDB), which may
issue, pay o. .efinance long{erm debt of municipalilies. Principal and intcresl of these bonds and
loans will bc guaranteed with the municipal salcs and use lax (17a). The Act includcs provisions for
municipalities thal do not want 10 be covered by the Acl. Special rules apply for those municipalilies-
The Act is €ffective on February 1 , 2014.

After July 1, 2014, the 1% corresponding to the municipalities' sales and use ta{ will be deposited in
COFIM. From these funds COFIM will deposit to the COFIM'S sinking tund the grealer oi .3% of
the 1% muflicipal sales and use tax o. an Annual Rental F€e (RFA). The RFA for fiscal year 2014-
20f5 will be $65,541,2a1 and thereafter will be 1.57, of the RFA of rhe preceding fiscal period. The
excess ofthe required deposit to the COFIM'S sinking fund (.7% ofrhe I % of rhe municipal sales and
usc tax) will be transferred to the general fund of municipalities covered by lhe agreemenr or ro th€
Municipal Redemption Fund as dccided by lhe municipality. Before rhe tmnsfer of rhc .'|ok to thc
municipalities covered by the Act, COFIM will lransfcr the l% municipal sales and use tax to lhe
municipalities not covded by rhe Act. These municipaliries cannot oblain loans guaranteed by
COFIM's sinking tund.

If at any moment the required deposits to the COFIM'S sinking fund were not sufficient to pay the
principal and interesl of any oulslanding obligation, the deliciency will be overcd by appropriarions
ofthe Commonweahh's general fund budget

Thit Space Has Bcen Lcfr Blank InlentionallJ
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6. INIERGOVERNMENTAL RECEIVABLE AND PAYABLE

Intergovernmenlal receivables and payables res)rded in the accompanying GWFS and GFFS are as
follows:

sLr. orh.r Tor.l

Atsig,D.nr Gornb.r!.1 Gorcnmrnral

rrrdr tuld.s lDlds

t nt qornnt.ab I rc.aia b lcs:

PE o Rico Otai.e o, rh€ Comn isionq o,
Mdi.ip,l Aftaie C.mmdny Dcvcl.pmeir Abc*

Pdo Ri6 D.pfimenr of Labor acr No.52

Sp€cial Co m.niFTrd

DepMm.nr of Trd+onarion

I - t t4,511 ' s 14,5'17

267,25s s 267,2s9

861,132 s a6 r,r 32

t28,158 I r23,rJS

t9s.60.t s 29$.r 15

Total inrer8ovehmemal t4eivatLs

In@lovdn cI ta| polo b Ls:

G.n.nl $ryic a6ninisrdr ion

PE . Ri6 W{erandS.MEeAdhorny

PDno Rio D.panmcni orlibor

AdninisErio. oarhe Rerncn.nr Srs.m

Toral intcrSov.m'cnral p,yabl6

I - t t4J77 r455,r53 S t569,24r

8r2.368

lntergovernmental r€ceivables and payables repre,sent

intergovernmenial transactions-
the pending settlemenls of the aforementioned

This Space Hds Been LeJt Blnnk Intenliona l
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7. INTERFT'I\'D BALANCES

On .luly r, 2003 the Municipality adopted rhe provisions of Statemenl No. 38, Certaih Firuncial
Statement Note Disclosures, issued by the Governnental Accotltting Stohdnrds Board. This
slatement r€quires the disclosure of the llow of resowces between funds and to assess the

coll€clibilily ofinterfund balan(,s. Interfund balanoes al June 30,2014 consisted oflhe following:

S !11-914 Olllcr Govcmenul- Debr Seric. S 11r'.91.1

Ore Civem.iDl D.b S.dc 630,3ll Orher G.\.rFenral

5m.117 6e.cEl Fuid

_t 1391371

649313

4194374

NoDD1io. 3orcEm.rr.l runds

HUD asslarm.ot
Du./.dE!a. ro: G.i.al rund hrnd [trld Orh.rftDd Tohl

Sare,{sEncnr Fod

t 300 5 1595,42A S 2291,t91 t 34r2,92s

316S,O50

35?3,Oa9 J 300 t rs95,42s S 2291,t97 S 7466,014

At Junc 30,2014 all amounls due to among funds are considered collectible by the Municipality's
managcmcnt-

The principal purposes of inler-fund receivables and payables are lo recognize in the outstanding balance

oI thc loans granted, th€ effect of the p.actice of pooling cash in lhe current account, and lo lemporarily
u)ver lhe payroll and otler operating costs of several federally, and local and slate fundcd Programs.

. Thc principal purposes of inler-Iund ransfers are to make a roulinary lransl€r of resources from lhe
gcncral llnd to the debt se.vice fund to cover the p.incipal and inleresl payment on certain bond, These
dcbl service payments werc made on January and July 2014.

Inrer-fund receivablc.s and payables represenl the pending settlemcnts of lhe aforementioned lransfers at
June 30, 2014.

This Space H.Lr Bcet LeJt Blnnk Intedtiona f
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8. CAPITALASSETS

Capilal assct activity for the year ended June 30, 2014, was
amorlization of capital assels was charged to funclions/activities iD

wide statemenl ofactivitias as follows:

as follows: Depreciadon and

the accompanying Sovemment-

(h biroiqii rg'\ B did

.(E 6utdpir N'i djdr h

r d .o{ b$.t erir aes diqr

$iE hoFr€b'ntri :m. h'."____tl!L.ltl

--:]!l:3]L ---_gLi::I

____gll::I

---_9.:.tr:.:.q"

----i:]I!E-

_____!l!!lL

_____-.il3]!t- _-!:l!L
__!:tll
_-jgjg!

____l!.1llil!

-:--glL::!_r__l!2]ltL

4!!!!.!!4l11!tg!!4rl!2!-4!1]-A!!tE!!24!I9!!
ryocn (1r.*.3i6)

____.!:=!1

-l.]llL::ll

____.gt::,1]r

___lll!uglul,.---r.ll.r.u lrll:I
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9. EMPI'YEES R.ETIREMENT SYSTEM

a) Plan Description

The Municipalily's employees participate in the Employees' Retirement System of the
Governmcnt of Puerto Rico and its Instrumentalities (ERS), a cost-sharing muftirmployer (as

relaled to the Municipality's reporting entity) defined pension plan established by the

Commonwealth. Substantially all full-time employees of thc C-ohmonwealth and substantially
all municipalilies are covered by ERS under the terms ofPublic Acl No.447 ofMay 15, 1951, as

amended (Acl No. ,147). Alt regula. and lemporary cmployees of the Municipality become plan
members of ERS at the dale ofemploymenr, while it is optional lor officers appoinled.

ERS membcrs, other than those joininS it after March 31, 1990, are eligible for the benefiis
describcd below:

. Retinment AmLi,

ERS mcDb€rs are eligiblc for a redrement annuity upon reaching the lollowing ag€:

Policem€n and firemen:
50 with 25 years of credited sewice
58 wilh 10 years ofcredited sewice

Other employces:
55 vr'ith 25 years of caedited service
58 wilh 10 years of credited service

ERS members are eli$ble for monthly ben€fit paymenls determined by the application of the
stipulated beneft ratios to the meftb€r's average comp€nsa1ion. Average compensation is
computed based on thc highest 36 monlhs ofcompensalion recognized by ERS. The annuity,
for whict a member is eligible, is limited to a minimum of $300 per month and a maximum
of75 percent ollhe average compensalion.

. Merit Anauil!

ERS members are eligible for mcrit afinuity with a minimum of 30 yca6 or more of creditcd
servicc. The annuily for which the plan member is eligible is limited to a minimum of 65
percent and a maximum of 75 percenl oI the average compensation.

. Defened Retbenent AnnuiE

A participating employee who ceases to be an employee of the Municipality after having
accumularcd a minimum of tcn years of crediied service qualifies for .ctiremenl benefits
provided his/4rer contributions are lefi in ERS until reaching 58 years of age.

. C@dliaared Plan

On Ihe coordinated plan, by lhe time the employee reaches 65 years old and b€gins to receive
social s€curily benefits, rhe pension bencfils are rcduced by thc following:

(a) $165 per month, if rclired with 55 years of agc and 30 years ofcreditcd service.
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(")

(d)

(b) $ I l0 p€r month, if relirei with lass than 55 years of age and 30 years of dediled

AII other b€tween $82 and $100 per honth.

Disabitity annuities under lhe coordinated Plan are also adjusted at age 65 and in
some cases can be reduced over $165 per month.

This Spacc Has Been Lei Bla,k Intcntionalb

. Non-Coordinared Plan

On the non-coordinated plan the paaicipating employee and does nol have any change on the

pension benefits upon rec€iving social se.urity bencfits.

. Reversiarlary Annuiq

An ERS mernber, upon redremenl, could elecl to receive a reduced retirement annuily giving

onc or more benefit payments to hisaer dePendenls. The life annuity Paymen6 would slan

afler the dea$ of the retile€ for an amoun( noi less lhan $240 per yea, or greater lhan the

annuity paymenls being received by the retiree.

. Occupatio&l Disabiliry Annuitf

A participating employec, who as a dir€ct result of the performance of his/her occupalion i\
totaly and permanently disabled, is eligible for a disabilily annuily of 50 percent of the

compensation received al the lime ofthe disability.

. Nonoccupdtional Disabib Annuity

A participating employee, lotally and permanently dissbled for causes nol rela@d to hivher -
occupalion and with ng less than 10 years of crediled service, is eligible for an annuity of
1J0 pcrcent of the average compensalion of the first 20 years of cr€diled service-s, increa<dl

by 2 percent for evcry additional year of credited service in excess of 20 yeas.
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. Death Benelts

Occuptional:

(a) Survivine spouse - annuity equal to 50 percent ofthe participating employee's
salary at the date ofthe dealh.

G) q!!!gE! - $10 per month for €ach child, minor or srudent, up to a maximum
benelit per family of $100.

Beneficiarv lhe contributions and interest accumulated as of lhe date of lhe dea& plus an

amount equal to the annual compensation al the time oflhe death.

Beneficiary wilh suwiving spouse age 60 or over and a child, l8 or under, up to 30 percenl
(60 pcrcent, if nol covercd under Title II of the Social Securily Act) (increased to 50 percenl
effective January l, 26S5) of retiree's pension or otherwise lhe excess, if any. of the
accumulated conlributioos at the lime of retiremeni over the total annuily benefits rec€ived
belore dealh, limilcd to a minimum of $750.

. Refunds

A participating employee who ceases hivhd employmenl with the Municipalily without the
right lo a retircment annuity has the righl to a rcfund of the contibulions lo ERS plus any
interesl eamed thereon.

. Cosl of Living A4ir6E tutt for Pcnsion Benefis

Public Act No. 10 of May 21, 1992 (Act No. 10) provided lor increases of 3 perc€nl every
three or more years of retirement. Acl No. 10 requires funher legislation to Srant lhis
increas€ ev€ry threc years subject to thc presentation of acluarial s(udies regarding ils costs

and the souce of financing- To protect the financial health of ERS, lhe increase granted

during 20Ol and lhe one granted on January 1, 2m5 arc being finarced by the Municipalily
and the other participating employers.

To avoid any economic impact on ERS, the employcrs are responsible for contributing to
ERS the amounts b cover the benefil payments and the employer and employee contributions
with respect 10 the participants covered until the participants reach the normal retirement age.

58



MUNICIPALITY OF VILLALBA
COMMO}.{WEAtrTH OF PUERTO RICO

NOTES TO BASIC FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, z)T4

. Amead en to Act No. ,U7 cllective laMary I, 2000 to create a Defined Contribution

On September 24, 1999, Public Act No. 305, an amendmenl lo Act No. 2147, was enacted to
eslablish a deEned contribulion plan, known as Systcm 2000, lo cover employees joininS
ERS on or after January 1, Z)00-

Employees thal pardcipared in tbe original plan as of Decemb€r 31, 1999, had lhe opportunily
to elect to eirher stay in rle defined benefit plan or lransfer 1o System 2000. Employees that
joined lhe Municipaliay on or after January 1, 20@, wero only allowed lo beome members
oI Syslem 2000.

Syslem 2tm is a hybrid defined contribution plan, als,o knowo as a cash balance plan. Under
this new plan, lhere is a pool of plan assels, which is irvested by the System, logether with
those of the cost-sharing multi-€mployer defined benefit plan- Neither lhe Commonweallh
nor thc Municipality guaranlee benefits at retirement age. The annuity is based on a fomula
which assumes that each fiscal year the employee's contribution (with a minimum of 8.28
percent ofthe employe€'s salary up to a maximum of l0 percent) is invested as instructed by
the employ€€ in an accoun! which eilher: (l) eams a fixed rate based on the two-year
Constant Maturity Tieasury Notes, (2) earns a rate equal to 75 percent of lhe retum of the
ERS' investment portfolio (net of management fees), or (3) eams a combination of both
alt€matives, Participants receive periodic accounl statements similar to those of delined
contribution plans showing their accrued balances. Disability benefits are not granted under
System 2000, ralher are provided to tho6e panicipants $al volunta ly elect to panicipale in a
private insurance long-term disability prograrn. The employers' contributions (9.28 p€rcent
of the employee's salary) wilh respect to employees under System 2000 will conlinue and
will be used to furd the cosFsharing multi-employer defined benefit plan-

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

Historicauy, the state government of lhe Commonwealth of Pueno Rico has reported ERS
and System 20m in its basic financial statements as pension trust funds- Aclordingly, the
Commonwealth is currently assuming any actuarial defciency that may exist or arise relaled
to the Municipality's participating employees because ERS does not allocate to the
Municipality any actuarial deficiencies pertaining ro parriciparing municipal employees. Thc
Municipalily is only requi.cd by law to mate statutory contribuiions at the rates dctailed

. Recet Amerulmentt to Act No. zl47

The Senate and the House of Represenlalives of lhe Commonwealth of Pueno Rico have the

authority for astahlishing or amending the contribution requirements of Systom 2000 by
apProving lhe nece.ssary amendmenls or laws, subjecl to the final approval of the Govcrnor oI
thc Commonwcahh of Pucrlo Rico.
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In June and July 2003, the Governor of the Commonwealth signed lhrec Public Acts that
provided lhe following certain benefiB to retirees:

(a) Increase in minimum monthly pension payments 10 $300, effeclive ranuary 1,
2U)5.

(b) Triennial 3 percent increase in all pensions, effective January 1, 2005.

(c) Increase in widow and/or beneficiaries ro 50 percent of the benefii received by
lhe deceased pensioner, effeclive January 1, 2005.

All the benefits granted will be funded through brdgetary assignments in the Mmicipality's
general fund wilh respecl to irs rerired employees,

The Board of Truslees of ERS approved, effertive Novembcr 17, 2003, an inoease in the
amounl granted on perconal Ioans to participating employees from $3,000 to $5,000.

b) Funding Policr

The contribution r€quirement 10 ERS is eslablished by law and is nol actuarially delermined.
These contdbltions are as follows:

Municipalily and
other employers 9.23 percent of applicable payroll
Employees:
Coordinatr'on plan: 5.78 percent of gross salary up to $6,6tX) per year, plus

8.28 percenl gross salary in excess of $6,6m.
Supplernentation 8-28 percenr of gross salary. This is the only choice
plan: available to policemen, firemen and mayors

The conlribution requireDenl lo System 2()00 is also eslablished by la,lv and is not actuarially
determined. These contributions are as fbllows:

Municipality and
olher employerc 9.28 p€rceni of applicable payroll
Employees: 5.78 percent of gross salary up lo $6,600 per year,

plus 8.28 percenl gross salary in exc\ess of S6,600.

c) Annual Contribution

The total pension expenditures recorded in the cakgory of administrarion for the frscal year ended on
l]une 30, 2012.2,013 and m14 were, approximately, $303,400, $22a,498 and $358,895 rcspeclively.
All cmployces who ar lhc dme of employment are 55 years old or less are eligible ro participate in rle
System. No t erefit is payable if lhe participant re€eivc,s a relund of his accumulalcd conlributions.
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Additional informalion on the Retirement System is provided in its financial statements lor the year
ended June 30, 2010, a copy of which can be obtained from the Retirement System, Minillas Station,
P.O. Box 42004, Sar Juan, PR 00940.

d. Act 3 of2013 (beginning July l, 2013)

In order to address its unfunded iiability and rescue the Syslem fiom iosolv€ncy, olr April 4, 2013 the
Commonvr€alth of Puerto Rico enacted Act No. 3 of2013, reFesenting a comprchensive reform of
the ERS. Act No. 3 became effeative on July I,20i3 and amends the provisions of the diffe.ent
benefits structu.es under the ERS, including, but noi limited 1o, the following:

. All participants {employees) under the defined benefra pension plans {Act 447 and Act l) and thc
defined contribution plao (System 2000) were moved to a new h)trid plan ("New Plan').

. For active participants of the contributory defined benefit progBms under Act No. 447 of l95l
and Act No. I of 1990, ali retirement benefits accrued lhrough June 30, 2013 were f.ozen. Thereafter,
all future benefits will accrue under the New Plan. Participads will rec€ive s pension at ret;rement
age equivalent to what they had accrued under Acl 447 and Act 1 up to .Iune 30, 2013, and a
supplemental an.uity conesponding to coniributions made after July 1,2013-

. Participants unde. System 2000 will no longer receive a lumFsum payment upon retirement, but
ralher a lifetime alnuity calculated at retirement based on a factor thal will incorpomt€ the
iDdividual's life expe.tancy and a rate of retum.

. New participants under the New Plan will reaaive a iifetime annuify based on the accumulated
balalrc€ oftheir individu4l accounts (employees' cofltributions plus a relum on investrnent)

. Eliminated th€ possibility ofaccruing a merit persion (payable oflce the parricipant had achieved
30 yea$ ofcreditable seryice) alter June 30, 2013.

. Increased employee contributions from 8.275% to a minimum of 10.000%.

' After July 1, 2013 ali employers must cc,ntribute 12.275yo of employe! cont ibution with an
additional i % annually up to Jure 30, 2016; after July 1, 2016 a.n additional 1.25% annually for each
ofthe live years thereafter, reaching an aggegatg contribution mre of20.525% effeative July l, 2020.
These confrbutions will be used to inclease the System's assets, reduce the actuarial deficit and
enabl€ the System to comply with fulure obligations.

. Retirement age was modified as follows:

. Act rl4? .€gular €mployees: age 58 to 61,

. Acl447 high risk employees (state and municipal poh'ce, firefighters and custody omcials): Fom
age 50 to 55 yea$,
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. Act 305 (System 2000) regular employees: age 60 to 65; high risk employees remains the same
(55 year9.

Act I employees r€mained lh€ same (65 yean for rcgular employces and 55 tbr high risk employccs-
For new employces under lhe New Plan will retire afier 67 ycars (rctiremcnt agc will bc 67 for
regular employees and 58 for hiSh risk ernployccs).

. Due lo changes lo Special llws (see nole l5), lhe minimum monthly pension for cufienl retirees
was increased from Sl[{)0 to $500-

. Disabilily benefils were eliminaled and substituted for a mandatory disabilily insurance policy.
BeginDing July 1, 2013, each employee must contribute to this insurance plan .25% of his or }er
monlhly salary, up lo a monthly maximum of $5,000. The.efore, lhe maximum monthly employee
contribution will be $1250 (Ss,mO x .257,).

. Suwivor henefits were modifi€d-

The lotal pension expendilures recorded in the category of administration for the fiscal year onded on
June 30,2013 and 2014 were, approxirnalely, $400,357 and $346,387 respectively. All employees
who al the time of employment are 55 years old fi l€ss are eligible to parlicipate in the System. No
benefil is payable if the panicipant receives a refund of his accumulaEd contibulions.

e. Acl32of2013 (beginningJuly r, m13)

On June 25, 2013, Acl 32 was approved in order to amend Act zl47 of 1957 by creating a new Anicle
5-117 Addilional Uniform Contribution (AUC), wilh the purpose of solving the cash flow d€ficil of
thc System. For cach fiscal year, beginning on July 1, 2013, lhe ERS will: 1) determine the ponion of
the AUC attributable to e6ch participatinS employer based on the percentage each employer's
ontribulions ,epresenl ofthe total employer conlrihutions established for that 6scal year; and 2) send

ro the director of rhe P.R. Office of Managcment and Budger (OMB) and lo ezch public corporalion
and municipality whose employees are covered by this Act, a certification of the AUC owed by each

emploYcr.

Act 32 defines ihe concept of the AUC as follows:

. For the Iiscal year 2013-2014, the AUC will be one hundred and forly million dollan
($ 140,frD,000)

. For each subsequent fiscal year, beginning with the 2tl+2015 fiscal yea, unlil 2032-2n33, the
AUC will be the contribution ce(ified by the exlemal acluary oIlhe System, at least 120 days prior lo
the beginning of each fiscal year. deemed necessary to prevent thal the value of rhe System's
proiected gross assets, during any subsequenl fiscal year, be Iower ihan one lhousand million dollars
($1,000,000,0m). If, for any fiscal, the certified AUD is not available within Ihe 120{ay period prior
to the beginning of rhc said fiscal year or wilhin a short€r term wilh thc consent of the OMB, the

AUC will be e4ual to thc contribution cerrificd for the immediste preceding fiscal year.
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Each public corporatio. and municipality covered by this Act is direclly responsible lor the paymont
of lhcir corresponding cenifi€d AUC. However, for any fiscal year, Ihe OMB will consign in the
Commonwealth's General Budgel enough resourc€s to subsidy totally or penially the AUC certified
lo any public corporation, municipalityor goverflmental entity, including the Judiciary Branch, whose
oprating exFnditures are not fully or partially covered by the General Budg€t and for which the
OMB, has subsequently detendned it does not have lhe financial capacity lo assume such obligation
during the fiscal year.

For thc liscal yeat m13-m14, 541.142 mitlion dollars were assigned to OMB through
Commonwealth bgislative Rcsolution of Special Assignments No. r? (RC 17-2013) for the rotal or
partial subsidy of the AUC ofany public corporalion or municipalily that lhe ag€ncy d€t€rmined did
,o1 have the financial capacily Io assume this obligation. The OMB'S evaluaiion ofa municipality's
financial capacity was based on two parameters: financial indicators and population. The financial
indicators lo be evaluated were: prolitability index (nel income as a percentag€ of revenues); capital
ralio (the proportion bctween the net po6ition of the enlity and the AUC) and debl margin ratio (the
proportion belween th€ AUC and the municipality's special ad valorem tax debt margin (CAE)). The
subsidy received by the Municipality covcred in i1s entirety the expenditure of thc AUC in the amounl
of $131,718.

In addition to the p€nsion berefits described, the Municipalily is required to cover annually the 37.
increas€ in the retir€ment plan of ils retired employees, as required by Commonwealth's laws. Also,
the Municipality is required to finance costs related to the application of cenain "Special La*s"
issued by the Comnonweahh Gove.nmenr. Those Spe.cial hws granled inc,reases in pensions and
orher bcnefils to retired employees of the Municipality such as m€dicines bonus, Christmas and

summer bonuses and death benefits.

However, beginning July 1, 2013, Acl 3 of2013 modified these Special l-aws benefiB as follows:

. Rcduction in the Chrislmas bonus from $6(X) to $200 (current relirees),

. Elimination ofsummer bonus of$10O (current retirees),

. No change in me/ical plan c.ntribution of up 1o $1,200 and medicinc bonus of $100 (current
retirees)

. EliminaLed all Special llw benefiB to furure rerirees.

Act 3 also established that employcrs will contribule 52,000 pcr for each reiiree that began wo.king
for the govemment on or before Dec€mber 31, 1999. This contribution was established based on lhc
assumption that lhe Syslem will benefit from the savings gpn€rated between this employer
@nlribulion and lhe Special I-aw benefits paid oul Io retirees.

For th€ fiscal year 2013-2014, $20 million dollars w€r€ assiglled to OMB through Commonwealth
kgislative Resolulion of Special Assignmenls No. 17 (RC 17-2013) for the lolal or partial subsidy of
nel incremental cosl of the $2,000 contribulion per retiree for any municipality that the agency
determined did not have the financial capacity 10 assume lhis obligalion. The OMB'S evaluation ofa
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municipality's financial capacity r as based on the same two parameters evaluated for the Additional
Uniform Conlribution (AUC) subsidy (financial indicators and populalion)-

rO. LONG-TERM DEBT

The Municipality's Legislature is legally authorized to determine the cont.acting of debts otthe
Municipality. Nevertheless, th€ laws and regulations ofthe Commonwcalrh also providc that:

. Dircct obligations of the Municipality (evidenccd principally by bonds and noles) are
backcd by tfte full failh, credit and laxing power ofthe Municipality; and

. Dirocl obligalions are nor ro be issued if the amount of ihe principal of, and intcrcst on,
such bonds and noles (and on all such bonds and notes issued thcrcaflcr) which aro
payablc ir any fiscal ycar, togeth€r with any amounl paid by rhc Municipalily in lhc
preceding fiscal y€ar on accounl of bonds or notes guaranleed by the Municipatity,
cxceed 10 p€rcent of lhe lolal assess€d value oI the prop€rty located within lhe
Municipality plus the balarrce ofthe ad valorem taxes in Ihe debl service fund, for bonds
payable to be repaid wilh the proceeds of prop€ny {axes rcstrictcd for debl service-

In addition, before any new bonds or notes are issued, the revenues ofthe debl service fu.d should be
sulficient to cover the projected debl service requiremenr. Ar June 30, 2014, the Municipality is in
compliance with the debt Iimitation requiremenls. The general long-t€rm debt aciivity for thc year
ended June 30, 2014 was as follows:

^dE{..@nned&lbFFri,orr.!s6!u

This Spacc Has Been LeJt Blrnk Intentionalf
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a) Bonds Patal,le

The Municipality issues general and special (public improvements) obligadons bonds and notes ro
provide for lhe acquisilion and construction of major capital facililies and equipment, as well as, to
covcr cerlain operating needs. Bonds and notes payable at June 30, 2014 is c.mposed of rhe
following dcbts:

Outst trdine
Amount

$435,000 Series 1991, for construction purposcs, payable in annual installmenls
ranginS trom $10,000 to $31,00O excluding interesl at 5.0%, through January l,
2n16 $ 60,m0

Geneml and Sp€cial Oblieatiotrs:

$295,mO Series Z)01, for constnrction purposes, payable in annual iDslallmen6
ranging from $5,m0 to $30,000, excluding inlerests lrom 2.89% to 5.6V.,
through July l,

$1,320,000, Series 2001, for construction purposes, payable in annual
installm€nts ranging from $34,000 lo $94,000, excluding inlerests al 4.757.,
lhrough January 1,2026

$100,000, Series 2006, for construction purposes, payable in annual
inslallm€nts $5,000, excluding inieresls a( 650%,lhrough July 1,2025

$85,000, seri€s 2006, for construction purposes, payable in annual installmenls
ranging from $5,000 to $10,000, excluding interesls al 6.75%, through January
1.20m

$245,000, Series 2006, for construction purposes, payable in a.nual
installments ranging from $5,000 to $20,000, excluding inleresB at 7.5%,
through January 1,2031

$165,000, Seric,s 2008, Io, constrnction purposes, payabl€ in annual
installments ranging from $5,000 lo $15,m0, excludiDg interesls al 7.5%,
through January 1,2031

S2,110,000, Series 2007, for clairn and judgmenl debl purposes, payable in
annual inslallBents mnging from $30,000 10 $175,000, excluding inrcrests at
7.sEa. throogh lanu2ry 1,

$505,000, Series 2006, for construction purposes, payable in annual
insrallmcnrs ranging from $10,000 to $4o,m, excluding inlerests at 5.0%,
lhrough July 1,2029

$165,000, Scries Z)07, for construclion purposes, payable in annual
insrallments ranging irom $5,0m to $15,000, cxcluding interasls al 7.5o %,

210,0m

882,000

60,000

45,000

210,000

130,000

r,835,off)

3m,000

t35,m0
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Geneml and Special Oblieatiolls:
lhrough July 1, m32

$,{40,000, Series 2006 Rent, for conslruction purposes, payable in semiannual
installments ranging from $7,000 lo $37,000, excluding interests at 7.5%,
thrcugh July 1, 2033

payable in annual installmenls
interests from 6.N% to 7 -5E ,

367,000, Series 2UD, for mnstruclion purposes, payable in s€miarnual
installments ranging from $2,000 to 57,000, excluding interests at 7.5%,
through July 1,2023 53,000

$16o,fi)0, Series 2009, for construclion purposes, payable jn semiannual
installments mnging from $5,000 Io $15,000, excluding inlerests a1 7.5%,
through July 1,2034

$640,0fi), Series 2013, for general purposcs,
ranging from $45,000 to S85,000, excluding
through July l, 2022

140,000

595,000

Outst{ndine
Amoutrt

399,000

70,000

1,360,000

585,000

560,000

400,000

5105,000 Series D06, for construction purpoGes, payable in annual installments
ranging from $5,000 to $10,000, excluding inleresls from 6.60% to 77o, through
hly l,2O21

$1,486,000, Serics 2008, fot conslruction purposes, payable in semiannual
installmcnls ranging fiorn $22,000 to $131,000, excluding interests at 7.5%,
ihroughJuly l,2033

$95,000, Scrias ZX)8, for construction purposes, payable in s€miannual

installmenls ranging from $10,000 to $55,000, excluding interests at 7.5%,

throughJuly 1,2033

5605,000, Series 2008, for construclion purposes, payablc in semiannual
installmenls ranging from $5,000 to $50,000, excluding inlerests at 7.5%,

through July l, 2033

$440,000, Scries Z)O8, for mnslruction purposes, payable in semiannual
installmcnls ranging from $5,000 to $40,ffn, excluding intercsts at 7.5%,
through July r, 2033

$330,000, Series Zll2, for @nslruciion purposes, payable in semiannual
installmenls ranging from $55,000 to $80,000, excluding inlerests al 7%,
through July l, 2016

6
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General apd Special Obligrtioos:

Total boDds

Outstsndins

$ 8,334000

These bonds are payable from ihe sperial ad valorem prope(y lax of 1.5oo/o and kom the 0.4ok of
sales and use laxes colleqed by the Trcasury Deparlment on behalf of lhe Municipalily, which arc
restricted for debl service and transferred lo lhe Govemment Development Bank for Pueno Rico for
such purposes-

The laws and regulations of the Commonwealth provide thal public debr oI lhc Municipality will
c.onsdtute a first claim on the availablc revcnuc of thc Municipality. Public debt iocludes bonds and
noles payabl€. The good fairh, crcdii and taxing powcr of thc Municipality are irrevocably pledgcd
lor thc prompl payment of thc principal and interesl oI the bonds and notes payable.

The Municipality levies an annual additional spccial tax of 1.507, of the assess€d value of personal
and reai properly. The proceeds of this additional special tax arc deposited in a sinking fund
eslablished al GDB whereby sufficient funds must bo set aside to rede€m th€ bonds in minimum
annual or biannual principal and ioleresl paymenls. The proceeds of rhis special tax are recorded in
the debt service fund.

lnreresl rates on serial bonds subjecl to variable rates are reviewed periodically by GDB and are based
on the fluctuation of GDB'S weighted average rale for its commercial paper prograrn, not to exceed

87o. U.der this program, GDB issues oommercial paper in lhe U.S. taxable aod tax-exempt marke$,
in the Eurodollar market and to corporations that have tax exemption under the Commonwealth's
Induslrial Incentives Act and qualify for bencfits provided by (he U.S. Intemal Revenue Code Section
936_

This SWe Hat Been Left Blank Intent rna J
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Annual debt sersice requirements of maturily for bonds payablc are as follows:

Juoe 30, priNipat Intersr

2,-)15

2016
2017

2014

2079
20?, 2024
2025-m29
zo30 2034

2035

S 395,q)O S ,la6341 $ a8l,34l
4r9,U)O 536,244 955,284

424,UJO 507,152

361,000 ,183,069

3a6,0oo 4tfr,22a

931,152
844.069

446,22{)

562 15-562

2204,U8 1878,817 zt082,8r7

2099,000 1133,928 3232,9?a

2O3I,0OO 345525 2j76,525
t5,(x)o

$ 8334,000 S 5831902 S 14165.902

b) Convcftible Line ofcredit

Non revolving line olcredit of 51,550,000, for lhe construction of bowling atley, to be converted in a
revenue bond al due dare.Inleresr of 77, will be payable on Jatuary I and July I yearly after finishing
conslruction of thc bowling facility- Accrued interest of line of crcdil as of conversion date will bc
ificluded as pafl of the revenue bond. As ofJune 30,2014, the accrued inter€st amounled M96,141.

c) Notes PaJable tu CRIM

Act No. 42 - Act No. 42 of January 26, 2000 was enacted lo authorize CRIM lo entel into a

financing agreement of up to $200 million, for a terrn nol exceeding 30 years. Tle financing
agreement allows for the financing oI a dcbl that the municipalities of Puerto Rico have with CRIM,
arising lrom the final setllemenls of property tax advances versus actual collections lhrough fiscal
ycar 2000. The amounb thal lhe municipalities will c.llect fron th€ additional property laxes
resulting ftom the inqeases in lhe subsidy ftom lhe Commonwealth to the municipalilics are

assigned through this law lo repay such loan. The increase in this sub6idy was th€ resuh oI the

Public llw No. 238 ofAugust 15, 1999.

This Space Hd, Reen Lefi Blink In etuionaUf
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In addidon, on July 1, 2002, the Municipalily enrered inlo a repaymenr agreemenl wjlh cDB and
CRIM to pay off the remaining $1,982,632 of excess of properry lax advances through fiscal year
2000 and 2001. CRIM retains the principal and interest from the properry tax advances of the
Municipality. The amounls retained by CRIM are remitled to GDB on July 1 of each year lhrough

' July 1, 2032. The repaFnent agrecmcnl bea6 interest at variable rales d€termined by GDB. The
outslanding principal balances oI the note payable to CRIM amounled $7,513,48'1, at lune 30,2014.
Thc principal and interest maturilies arc as follows:

Year erdiry
June 30, Principl lnter€st Tolrl

49,64s 96,52r $ 146,166
52,675 93,491 146.t66
55,985 90,181 146,16
59504 86.62 146,16
63,242 42,924 146,16

mt5
2016

2017
2018
2019

2020-20u 381,e19 349,781 730,830
mx:2029 516,780 2r4,O50 730,830
2030-2032 394,6n 43.891 438.49A

mt5 $ 2,829 $ r,275 $

rorar ,.{--_]!zllfl _____.t!ElI!r _!__2e9.288_

Fitrrtrcine of d€linouent propertv tax accortrts sold - On July 1, 2107, rhe Municipalily entered
into a financing agreement wilh CRIM in the amount of 570,722 fot the payment of delinquert
property tax accounl sold to privale invesrors. The financi,g agrcemenr in lhe form of a line ofcredir
bearing interesls d 6.50% during the first 5 years, and variable inreresB 125 points over LIBOR rate
during the nexl 25 years. At June 30, 2014, the outstanding principal balanc€s ahounred io $50,920-
The principal and interest marurities are as follows:

J[nc 30. Principal Intercst Tot l

2016
20t7
20t8
2019

mm-T24
2fi25-2m9

2,a29 L204
2829 1,133

2.829 r,062

\829 992
14,145 3,896

$ 4,104

4,033
3,962
3,891

3,821

18.041

16,266
8.907-5----tdE-20m-2032 8.485

14,t45 2,t21
422

rorar _!____l!.2?9_ _-:?JOs
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d) CompeisaledAbscnccs

- At June 30, 2014, the liability for compensaled absences is composed as follows:

Du€ eithh Duc atur

- Om yar 9!!_l!3r Totel

Va€ations and sick leave $ 1.089.011 S 382.411 $1.471.43

ror,r $=IGg!f.! ! 3!2gl $11171123

Puerto Rico Dewlirrcrlt of Inbor

On April 30, 2014, the Municipality entered into a funding agrcemenl wilh the Depa(meni of l,abor
in the amounl of $ 1,023,291 for the paymenl of un€mployment debt- The amount will be relained
through CRIM beginning July, m14. Thc face amounl of loan was $1,023,291 and no interest. This
note has ao imputed interest rale oI6%. The first payment will be $105,580 with 36 payments of

- 5n977. Al June 30,2014, the balance oI this account amounled lo $1,023,291. The maturities of
principal afid interesl are as follows:

June 30. Priocioal IEterest Total

z)1s$400310$44,99a$445308
?J3971 31,7ss 33sJ26z)16

2017 319p1O 12,699 331,7@
To(ar _9_JoB29)_ ______894s2 :!-l!1443_

This Space Has Been Left Blark Intentionalb
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11. TUND BAI-ANCE (DEFICTD

As ofJune 30, 2014,Iund balance (deficit) is comprised of the following:

EUD

Ednomic d.vcloFmcnr

Totar fund bala@ (deficir)

21,137

63,026

621

(5931460)

s (57015?6)

-$ t311,055

3!2n9
3r,0r5

628,808

523.967

2507,889

99,093

0

0

62a

3-5m
(5934460)

t 45,rD r81r,055 $ r29JZ _!_-14q4)

Liliealiots

Thc Municipality is a defendant in a numher of lawsuiE arising principally from claims against lhe
Municipaliry for alleged impropr aclions, and other legal matlers that arise in the ordinary course oI
lhe Municipality's acliYities.

With resp€ct to pending and thrcatened litiSatiofl, the Municipality has nol reported liabililics in lhe
general fu.d for awarded unfavorable judgmenl because there is not Iiabililies wilh a fixed or
cxpected due dale, which will require future available financial resources for its paymenl.

It is management's opinion, based on the advice ofthe legal counsel, that the potential claims against
the Municipality nol covcred by insurance will not matcrially affect lhe financial resources for its
Paym€nt.

Fcdeml Proerums

The municipality paaicipales in a number of fcderal financial assistanc€ programs. These programs
are subjed to audil on behalf the gmntors lo assurc compliance with grant provisions. Ifexpenditures
arc disallowcd duc Io noncompliance wilh granl programs requirements, the Municipalily may bc
required to reimburse, these costs. to the grantor agency. lt is the Mun;cipality's Management
opinion, that any amounl disallowed by fcderal agencies, will be immaterial lo the financial
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Commior.ents

The Municipalily has reported, oulslanding encumbranccs amounling to $14,069 in the gefleral fund
at June 30, 2014. The municipality intends to honor these encumbrances, which will continue 10 be
liquidared under the current yea!'s budget during a lapse of period that extends irto the subsequent
Iiscal year.

C o,tsa/u ction C omn ifr ne at

The Municipatity has commilmenls a( June 30, 2014 of approximately $912,453 for conslruction,
improvements or renovalion of ccrtain capilal assets.

12. RNSIATEMENTS

The begilning govemmenlal Aclivilies Ner posidon and Iund balance has becn restaled. The
following lable summarizcs the changes to the Net posilion (Deficil) and Fund Balancc (Deficil) al
the bcginning of the year as prcviously reporled in the Stalement Basic financial Shtemena:

Fund Bahnce
(De[cit)

Nel Posftion
(Deftit)

B€gin ning of ycar June 30, z)13

CapitalAssets enoneously reponed in the Net Psftion

The corecrion of theaiDunrs payabb in the HUD Fund.

Beginnifl g of ycar Junc 1,0, 2013 (.estaled)

t (2183,985) S 942r?79

4tri23

&65

s 9476961

8,065

s (2t75,9mt
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14. SUBSEQUENI EVENTS

On April4, 20f3,lhe Govcmor olthe Commonwealth of Puerto Rico signed into law Act 3 of 2013 (Acl
3), which adopted a comprehensive reform of the Employees Retitemenl System of the Crmmonweallh
of Pueno Rico (ERS), the largesl of the three Commonwealth retiremenl syslems that are futded
primarily with budgel appropriations from the Commonwealth's General Fund. The ERS financial
siruation was approached lhrough Ac1 3, which became effeclive on July 1, 2013 ('Effective Date'). Thc

Act establishes the follovring: (i) it freezes and grandfathc6 the benefils thal have accrued through June

30, m14 of those participants who are covered by the ERS'S defined benefit formula (lhose who joincd

the ERS prior to January l, 2000 whose rclircmcnl b€nefits accrued a! a r?tc of 1.5% or 2a/o Wr year of
credilabl€ service) (the "Defined Benefit Employees"); (ii) il provides that, beginning on July 1, 2013,

thc redremcnr bcnefils accruing on and after the Effeclive Date for Defined Benefir Employees will be

based on a defined contribution plan and will be paid out in lh€ form oI a lifelimc annuily (upon

rclircmcnt, the employee will receive lhe benefits accrued throu8h June 30,2014 based on the d€Iined

benefit formula plus the contribulions mad€ by the €mployee aJter June 30, 2014 in the Iorm of a lifetime
annuity); (iii) ii provid€s thal defioed contribution benefits accrued pursuanl to Syslem 2000 will also be

paid in the form o{ a lifedme annuity rather than a lump sum paymenl; (iv) il eliminales lhe so called
*mcrit pcnsion" that provided to participadts rvho joined ihe Employces Retiremcnl Syslem Prioi 10 APril
l, 19q), after attaining 30 yeals of service, a retirement benefrt of 65% (if less than 55 years of age) or
75% (if age 55 or ereiter) oI the average salary eamed during the highe'st 36 months of employmenl; (v)
it increases the ,etirement age for various groups of particiPants; (vi) it increases the emPloyee

contribudon to the ERS from 8.275ok to a minimum of 10%: (vii\ it eliminates or reduc€s various

redrement benefits previously granted by special laws and the System will bcnefil from the savings

generated; (viii) it increases lhe minirDum pension fiom $400 to S50O Per month for cunent retirees; and

(ix) it climinatcs or modifies other benefits, such as disability and survivor benefils.

On June 30, 2014, lhe Commonwealth of hrsto Rico enacted Acls No. ,10 through No. 48 (also known as

thc Compr€hensive Tax Reform Acls), which ameflded the folowing Acts, Regulalions and Codes: l) the

Puerto Rico Insurance Crde under Acl No. 77 of June 19, 1957, as amended, 2) the Propeny Tax Ac1

under Acl No. &j of 199r, 3) thc Savings and Irans CooPeratives Act under Act No- 255 of 20OZ as

amended, 4) the Puerto Rico Sales Tax Financing Corporalion (COFINA) Act under Act No. 91 of 2006,

5) several articles of Acl No. 1 of 2O11 (also known as the lntemal Revenue Code for a New Puerlo Rico),

6) lhe Fiscal Reform Acl of 2006 under Act No. 103 of 2006, 4 Act No. 1g of Z)01, and 8) Ac1 No. 221

ofMay 15, 1948.

AII these amendments are designed to achievc, among other things, an expansion of the revenue base of
rhc gcnerat tund ollhe Commonweallh of Puerto Rico, and are expected to hring addidonal and onsislent
tax revenue. The aforcmentioned amendments involve, among olher changes, lhe imPosition of lhe sales

and use taxes ro cerlain business to business transactions, as dcfined, prcv;ously excluded, and other

procedural changes (Acls No's. 40 and 42).

On January 24, 2014, the Commonweallh ofh)erto RicD€nacled Act No. 18 (also known as the Municipal
Adminisaadon Fund Act), 1o set up a special fund called the Municipal Adminislration Fund, which

authorizc municipalilies to pledge the tunds deposited on thc MuniciPal Adminislration Fund lo secure

thc repayment of any loan, bond, promissory note or other evidcrce ofdebt, whose source oI repaymenl

a.e the luflds deposiled into thc Spocial Fund and lo meet any budgeted exP€ndilurc of the municipalities

and any aclivity or projecl of lhc municipalities; authorizc the Govcmmcnt Development Bank fot Pucno
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Rico to make disbursemenls for the purposes set oul in the approved lrw; amend para$aph (b) of s€clion
4020.01; amended paragiaph (b) of seclion 4020.02, and amerd paragraph (a) and repealing paragraph (e)
of section 6080.14 of the law No. I - 2011, as amended, known as rhe "Inlemal Revenue C-ode for a ncw
Puerto Rico", for the purposes of r€structuring the sales ard use tax so thal tax rale is six (6) percent
statewide and one (1) percent at municipal level; to cslablish mechanisms for advances of the iax lo lhe
municipaliti€s; and for other related purposes.

On lan\lary Z4,20l4,lhe Crmmonwealth ofhsro Ri@ enacled Acr No. 19 (also known as the Municipal
Financing Corporation Act), lo authorize the creation of a public corpomtion and instrumenlality of the
Commonwealth of Pueao Rico, attached to the Govemmcnl Dcvelopment Bank for Puerlo Rico knovrn as

"Municipal Financing Corporaiion" (COFIM, by ils aclonyms in Spanish), with legal faculty to issue

andlor use othcr mechanisms 10 pay or refinaflce rhe debt contracted by the municipalities, whose
payment of principal and inleresl is supported by municipal sales afld us€ taxes; establish thal the firsl
colleclions of

municipal sales and usc tax of one percent (1%) will be collected by municipalilies and deposited directly
to lhe Redemplion Fund of the Municipal Financing Corporalion; eslablish thal bonds and obligations
issued by lfie "Municipal Financing Corporation" will be payable and secured by the pledge ofrhe grealer
of (i) a lixed amount of the muricipal sales and municipal tax o. (ii) the amounl of the municipal sales
and use lax fixcd at zerc point three percent (0.3%) collcclcd during the previous fiscal year; and amend
rhe paragraph (c) of section 4050.06, anedd paragraph (a) oI section 4050.07, amend paragraph (a) and
(b) of seclioo 4050-08, amend paragraph (a) of section 4050.09, and amend paragraphs (b), (c) and (d),
r€peal paragaph (e) and renumber paragraph (f) as (e) of section 6080.14 of the Acl 1-201l, as amended,
known as lhe "Inlerna] Revenue C-ode for a new Puerto Rico'; in order to eslablish mechanisms for
advances of rhe tax lo lhe municipalilies; and for olher relaled purposes.

Management fias evalualed subsequent events through November 4, 2014, the date the financial
slateme.ts were available to be issued.

This Spoce Has Been Lefi Bldnk Intentionallt
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MUNICIPAI-TTY OF VILI-AIBA
COMMONWEALTH OF PUERTO RICO

FINANCIAL DATA SCHEDULE
YEAR ENIDED JUNE 30, M14

Program Balance Sheet
14.871 Hcing qdce vurss

111 Cash - tftresrided
113 Cash - Other Fbsrided
115 Cash - FlesticH ror Payrnert of Current Uabiilies
10O Tohl Cash

124 Accornts Flecei\,able - otler Go,ernrnent

128 Fraud tbc()\ery
12O IoEl Ftecei\6bles, l.ler ot Alov€nces tor Dorbtful Accounts

t 4,37s

300

2,008

15O Total Cur.ent Assets

164 Furniture, Equiprnent & Machinery - Adninistralion

1 66 Accunulabd Deprecialim

1 60 Total Capital Assets, l\et of Accurruhted Depreciaton

180 Tobl lSn-Currefit Assels

290 Total Assers ar|d Deferred Orfio\r of Fbsources

322 Accrued Conpensaled Absencos - Curent Porton

333 Accounts Payaue - Oher C{\€rnmert
342 Lhearned Flevenue

310 ToEl Current Liatilities

354 Accrued Conpeosated Abserces - Mn Current

350 Total llon-Current Uaulites

300 Totalliabifties

4,08.4 llet lrN€slrnent in Capital Asseb

511.4 Ftestricted t,let Posilion

512.4 Lhresficted ilet Po6itio0

513 Total Equ y - l$t Assels / Positol
600 Tobl Uabifdes, Herred lnfloas of Flesources and Equity -

72,44

51,631

(51,603)

6 72,452

22,47

2,612

2,612

31,126

z3

39,190

2,504

41,76
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FINANCIAI DATA SCHEDULE
YEAR ENDED JUNE 30, 2014

Ptogram Re\renue and Expent€ sumnEry
14.871 liqFinq Ctuice Vouchss

70600 HUD Pl.tA Operafng eanb
71400 Fraud Fleco\ery

71500 Ofier Fb\enue

70000 lohl Re\Jenue

91 10O Adrinistali\,e Sahries

9'1600 Office Bpensas

91000 Tofal Operating - Adninistali\e

36900 Iotal Operatng Elpenses

97000 Eoess ot Operaling Fl$enue o\,/er Operaling E4enses

97300 l"lousing Assishnce Payrnents

97350 ltAP Porhlifity- ln

974m Depreciation E&€ise
90000 Tolal Epenses

10000 Baess (Deficiency) of Toral Fb\€nue O/er (Lhde4 Tohl

11030 Beginning Equiry

11040 ftior Pedod Adjusfiients, Equity Trans{ers and Corecton
11'170 Adninisaafie Fee Equity

1118O lbusing Assistance PaynEnts Equity

1119O Ltnit ironfis Avajhble

11210 Ninber of Ljnit L,lootls Leased

9,312

@,227

59,520

6,71',l

6,71'l

41a,139

36,063

22,354

11,302

4,066

2,527

$3S.19S

1@8
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MUNICIPALITY OF VILhI-BA
COMMONWEALTH OF PUERTO RJCO

NOTES TO FINANCIAI DATA SCHEDULE
YEAR ENDED JUNE 30, 2OI4

NOTE A - BASIS OF PRESENTATION

Thc accompanying Financial Data Schedule (FDS) is a trial balanc€ of rhe Secrion 8 Housing Choice
Voucher Progam, administered by the Municipality. The FDS was crealed in order to siandardize the

financial information reported by Public Housing Authorities (PHA) to the Real Eslate Assessment
Cente, (REAC), as required by the Unifo.m Financial Reportirg Standa.ds (UFRS). REAC is the US
Departmenl of Housing and Urban Developmenl (HUD) nalional marager cenler created lo assess thc
condition of HUD owned and assisied propedcs. The UFRS are rules to implemenl requircmenls of
24 CFR, Part 5, Subpan H, for the electronic filing offinancial information to HUD.

In accordance wi(h the guidelines for reporiing and attestalion r€quiremcnts of UFRS, the accompanying
FDS is includcd as information supplemenlary !o lhe fiDancial slatemenls. lt was prepared using th€

accrual basis of accounling, as required by REAC regulations.
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SCMDULE OF EXPENDITURES OF FEDERAI AWARDS
YEAR ENIDED JUNE 30, 2014
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MTJNICIPALITY OF VTLI-AI-BA
COMMONWEAITH OF PUERTO RICO

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWAX.DS
YEAR ENDED JTJNE 30, 2014

NOTEl: BASIS OF PRESENTATION

- The accompanying schedule of €xpenditures of fedcral awards includes ihe federal granr activity of lhe
Mu cipality of Villalba, Commonwealth of Puerto Rico (the Municipality) for the year ended June 30,
2014. The Municipality's repo(ing entity is disclosed in Note I to the Municipality's basic financial

- slatemenls as of and for the Iiscal year ended June 30, 2014.

The accompanyirg schedule of expendilures of federal awards is presented on the modified accrual basis

_ ofaccounling.

The information in lhis schedule is presented in accordance wilh th€ requirements of OMB Circular A-
133, Audits of States, Ircal Governments, and Non-Profit Organizations. Therefore, some amounls

- prcscnted in this schedule may differ rrom amoonts prescnted in, or used in the preparalion of, the basic
financialstalemenls.

- NOTE2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying Schedule of Expenditures of Federal Awards is prepared from Municipality's

_ accounling rccords and is not inlended to present financial position or the results of operalions.

The financial lransactions are recorded by lhe Municipality in accordance with the lerms and conditions
ol the granB, which are consiste[t with accounting principles generally accepted in the United Stales of

- America.

Expenditures arc recogrized in the accounring period in which the liability is incurred, if measurable o,

- when actually paid, whichever occurs first.

NOTE3: FEDERAL CFDA NUMBER

- The CFDA numbers includei in this Schedule are deternined based on the prograrn name, review of
grant conlract informalion a$d the Office of Management and Budget's Catalogue of Federal Domesdc
Assistance.

NOTE 4: PASS THROUGH GRANTOR'S NUMBER

State or local govemment redislribution of federal awards lo the Municipality, treated as if they wcrc
received directly from the fedeml govemment. OMB Circular A-133 requires the schedule lo include the

namc of lhe pass through enlily and identifying number assigned by the pass through entity for fedeEl
awards received as a sub-recipient. Numbers identified as N/AV are nol available.

NOTE5: MAJOR PROGRAMS

- Major programs are identified in the Summary ofAuditor's Resu,ts Section of the Schedule of Findings
and Queslioned Costs.

END OF NOTES
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTHER MA'ITERS BASED ON AN AUDIT OF

FINANCIAL STATEMENTS PERFORMED IN ACCOR,DANCE WITII GO}'ERNMENT AUDITING
STANDARDS

To the Honorablc Mayor and
Members of the Municipal Legislalure
Municipality of villalba, Pueno Rico

Wc have audiled, in acr:ordance wi(h the audiling standards generally aclepted in the Uniied States of
Americ.a and the standards applicable to financial audits conlained in Gowrnnent Auditing Sbndtrds
issued by the Comptroller General of the Uniled Slates, the financial statements of the governmental
aclivities, each major fund, and the aggegate remaining fund information oI Municipality of Villalba,
Puerlo Rico (Municipalily), as ofand for the fiscal year ended June 30,2014, and Ihe related notes to the

financial slatemenls, which colleclively comprise the Municipality's basic finaicial statements and have
issued my repon thercon dalcd November 2, m15. The report on the tovernmental fund financiat
statements was unqualifred. In addition, the rcporl on the govemmental acuvities stalemenl has a

disclaimer opinion trecause of the inadequacies of the capital assets subsidiary l6dger.

lnlcrnal Control over Financial R€porting

In planning and performing our audit of the financial statements, we considered the Municipality's
intcrnal control over financial rcporling to delermine lhe audil procedur€s that are appropriate in lhe
circumstances for the purpose of expressing our opinions on lhe financial statements, but nol for l]c
purpose of expressing an opinion on lhc effeclivcness of the Municipality's intemal control. Accordingly,
we do not express an opinion on the effectiveness ofGe Municipaliry's intemal control.

Our consideralion of inlemal control was for the limiled purpose descaibcd in the firsl paragraph of this
secrion and was not design to idendfy all deficiedcies in inremal controt lhat ririghl be mate al
wcakncsses or significant deficiencies and therefore, mate.ial wealoesses or significant deficiencies may
cxist that vr'ere nol identiliei. However, as described in rhe acrafip nying Scheduk of Findings and

Questioned Costs, we identified ceflain deficjency in inlernal control thal we consider lo be a material

A deficiency in irternal control exists when the dcsign or operation of a conlrol does nol allow
managemenr or employees, irt the ,ormal course of pcrforming their assigred funclions, 10 prevenl or
delect afld correct misstatements on a timely basis. A nnteial wea*ness is a deficiency, or combinalion
oI deficiencies, in inlernal control such thal llere is a reasonable possibiliay that a material misstalemenl

of the entity's financial statements will not be prevented, or detected and corrected on a limely basis. A
significant dcfrciency is a deficiency, or combinarion of deficiencies, in intemal control that is lcss severe

thafi a material weakness, ye( important enough to meril attention by lhose charged with govemance. We

lVfl 787 f64-9271 | PO BOX 35 . Guayam4 PR 00785 I C/ Baldorioty 22 Oeste. Guayama, PR 00784



INDEPENDENT AUDITOR'S REPORT
MTJNICIPALITY OF VILI-ALBA

consider rhe deficiencies descaibed in findings 14{l aod lzl-O2 included in the ac,-onyanyhgschedule of
Findings and Questioned Cosls to b€ material weakncsess.
Coflpliance and Other Mallers

As part of obtaining reasonable assurance about whetier the Municipality's financial statements are free
of material misshlement, we p€rformed tesls of its compliance wilh ce(ain provisions of laws,
regulalions, confacts and grant agreemenls, noncompliance wilh which could have a direct and material
effecl on the delermination offinancial statement amouDts. However, providing an opinion on compliance
with those provisions was not an objective of our audit, and acaordingly, we do nol express such an
opinion. The resulls ofour lesls disclo6ed instances ofnorcompliance or other matters that are required to
be reported sndet Govemment Auditing Standards and which arc described in Ihe accompanyins
Schedule ofFindings and Questioned Costs as ilem l€l and 14-06.

Municiprlity's Response to Findinss

Municipalily's response to lhe findings idenrified in our audit sre d€scribed in the accompanying
Schedule of Findings and Questioned Costs. Municipality's response was nol subjected 10 the audiling
procedures applied in the audit oflhe financial statemenls and, accordingly we express no opinion on ir.

Purpose of this Reporl

The purpose ol this repon is solely to describe the scoPe oI rny testing of intemal control and compliance
and the resuks of thai testing and not to provide an opinion on the effectiveness ofthe entity's intemal
control or on compliance. This report is an inlegral parl oI an audit performed ir accordance with
Govemment Auditing Slandards in considering the entity's intemal control and compliance. Accordingly,
ihis communicalion is not suitable for any otherpurpose,

(a"*DcpA:
uc AccouNIA!fIS, C.S.P.

Cuayama, Puerlo Rico
November 2.2015

Sa.dp nldb.r 02712t55
Es am;rd l. lh oriCir.l or this nport
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE FOR EACH MAJOR
PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY OMB

CIRCUI-A.R A.133

To the Honorable Meyor and
Members of rhe Municipal Irgislature
Municipaliry of Villalba, Puerto Rico

Reporl on Compliance for Each Major Federal ftogram

we have audiled Municipality of Villalba, Pue(o Rico (Municipality) compliance with the l,?es of
compliarce rcquiremenrs described in lhe OMB Citcular A-133 Conpliance Slpplemetu that conldhave a

direct and materia! effect on each Municipaliry's major federal programs for the fiscal year ended June
30,2014. The Municipality's major federal programs are identified in lhe summary ofauditor's resulis
section ofrhe accompanying Sched lc oI Findings and Questioned Costs.

Management's Responsibiliw

Management is responsible for mmpliance wilh the requirements of laws, regulations, contmcls, and

grants applicahle to.its federal programs.

AudirQls-Bcspstqiuilig

our responsibility is to express an opinion on compl;ance for esch of the Municipality's major federal
programs based on our rudil of the types o[ compliancc requircmcnts referred lo above. We conducled
our audit of compliaoc€ in accordance with audiling slandards generally accep@d in lhe United Slates of
America; rhe standards applicable to financial audits cantained 1n Gotemment Audiing Standards, issued
hy the Comptroller General of lhe Uniled SIates; and OMB Circular A-133, Audits oI States, Local
Oorernments, and Non-Proft Oryanizations. Those srandards and OMB Circular A-133 require thai we
plan and perform the audii io oblain reasonable assurance about whether noncompliance with the lypes of
compliance rcquircments referred to above thal could have a direct and material effect on a msjor federal
program occurred. An audit includes examining, on a ten basis, evidence about the Municipality's
compliance wilh those requirements and performing such other procedures as we considered n€cessary in

we believe thar our audit provides a reasonable basis for our opinion on compliance for each maior
federal program. However, our audit does nol provide a legal determination of Municipal;ty's
compliance.

ttlfl787 4.9271 | eO AOX l5 . Guayama, PR 00785 | 
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INDEPENDENT AUDITOR'S REPORT
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Opifiion on Each Major Federal Programs

In our opinion, the Municipality, complied, in all mate.ial respects, with lhe t,?es of compliarce
requirements referred to above that could have a direct and marerial effect on each of its major federal
progrdms for the fiscal year ended Jun€ 30, 2014.

Other Matre$

The resulls of our audiling procedures disclosed inslances of noncompliance, which are required 10 be
reported in accordance with OMB Circolar A-133 and are described in the accompanying Schedule of
Findings and Questioned Costs as itcm 14-03 trough 1()6, Our opinion on each rnajor federal program is
nor modilied wilh respect lo these matlfis.

Municipality's response to the noncompliance finding idenlified in our audit is described in the

accompanying Schedule of Findings and Qucslioncd Costs. Municipality's response was not subjected to
the audiring procedures applied in the audit of compliance and, accordingly we express no opinion on lhe

Repart-gdllsllaleallrg!-qLerloaplialsq

Management of the Municipaliry is res?onsible for e$ablishing and mainraining effective intemal control
ovcr compliance with the t)?es of compliance requirements refened lo above. In planning and performing
our audh ofcompliance, we considered Municipality's intemal control over compliance with lhe types of
rcquiremenls thal could have a direct and material eflect on each major federal program lo determine the

auditing procedures thal are appropdatc in lhc circumslances for thc purpose of expressing an opinion ofl
compliance for each major federal paogaam and 1o test and repo.l on intemal control over compliance in
accordance wilh OMB Circular A-133, but not for lhe purpose of expressing an opinion on lhe
effecliveoess of internal conlrol over compliance. Accordingly, we do not express an opinion on lhe

effectiveness of the Municipality's intemal control over compliance.

A deficiency in inre al control over compliance exists whe, the design or operalion of a conlrol over
compliance does not allow management or employees, in the normal course of pe.forming their assigned

functions, ro prevenr or deted and correcl noncomplian@ with a typc of complianco requirement of a

f!'dcral program on a dmely basis. A material 
'9eak 

css in inte al conlrol ovet compliance is a

deficiency, or mmbination of deficiencies, in intemal control over compliance, such lhal there is a

reasonable possibitity that malerial noncompliance with a tyPe of compliance requiremenl of a federal
program will not be prevented, or detected and cor.ected on a timely basis. A siSnifrcant defctency in
internol co,ttrcl over comp,ance is a deficiency, or a combination ofdeficiencies, in intemal control over
compliance wilh a 1yp€ ofcompliance requirement of a federal program that is less severe lhan a malerial
weakness in inlernal control over compliance, yet imporlant enough lo merit atlention by those charsed
with governance.

Our consideration of intemal cofltrol over compliance was for the limited purpose desc,ribed in the filsl
paragaph of this section and was nol designed lo identify all deficienci€s in inlemal control over
compliance thal might be malerial weaknesses or significant deficiencie,s and therefore, material
wcaknesses or significant deficiencies may exist that were not idendfied. We did not idenlify any
dcficicncies in intemal control over compliance that we consider 1() be material weaknesses. However, wc
idcnlified ce(ain deficiencies in intemal control ov€r compliance, as describcd in the accompanying
Schedule of Findings and Ouesiioned Cosls as items l4{3 lrough 14{6 trough thal we consider to be
signifi cant deficiency.

84



INDEPENDENT AUDITOR'S REPORT
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Municipality's rcsponse to the int€mal mntol over compliance findings identified in our audit are
describcd in the accompanying Schedule of Findings and Queslion€d Costs- Municipality's response l,as
not slbjected to lhe a{diting procedures applied in the audil of compliance and, accordingy we exFess
no opinion on the response.

Puroose of this report

The purpose of this report on int€rnal control over compliance is sol€ly to desc.ibe the scope of my
leslirg of inlemal control over compliance and the resuhs of that lesling based on the requirements of
OMB Circular A-133. Accordingly, this report is not suirable lor any other porpose_

)con=
AccouNTAN'rs- C.S-P-

Guayama, Pucrlo Rico
November Z m15

SLop .!o!.. 02712456
vas .ltrcd to rb. oriaiEl oa lhis nport
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MUNICTPALITY OF VILIALBA
COMMON1VEALTH OF PI,'ERTO RICO

SC}IEDULE OF FINDTNGS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED ]UNE 30,2OT4

SECnON I-SUMMARY oT AUDIToR,S RlsULTs

Financial Slatements

B Qualified Opinion
D Adverse Opinion
I Disclaimer Opinion

Intcrnal control over finarrcial reponing:

Malcrial weakness (es) identificd? E Yes E No
o Significant deficicnciqs idenrified that

are nol corsidered to be material \reakness (esx D Yes I Nonc Reporled
Noncompliance malerial to financial shtemenls noted? E yes tr No

Federal Awards

- Inlernal control over major programs:
. Malerial wealness (es) idenlified? E Yes E No
. Significanl deficiencies identified lhat

- arc not considercd to be material weakness (os)? E Yes E None Reponed

Type ofauditors's report issued on compliance for

_ Major Programs: E Unqualified Opinion
tr Qratified Opinion
E Adverce Opinion
E Disclaimer

Any audit findings disclosed lhat are required Io bc reported
in accordance with 510(a) OMB Circular A-133?

The Municipaliry's major progEms werc:

CFDA Number Name of Federal ftogram

E Ycs trNo

14.228
14.871
97.036
u.28'7

Dollar threshold us€d 10 distinguish between
Type A and Type B Programs:
Auditee qualified as low-risk audilee?

Communily Development Block Granl
Seclion 8 Housing Choice Vouchers
Disaster Grants Public Assislance
Twenty-Firsr Cenlury Communily Leaming Cenler

$300,000
n Ycs
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MUMCIPALITY OF VILI,C.LBA
COMMONWEAITH OF PI]ERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED JUNE 30, M14

SECTIoN II - FINANCIAL SIATEMENIS Ftr\DINGS AND QUESTIoNED Cofls

FINDING

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

CONDITION

l4.01

INTERNAL CONTROL

CAPIIAI ASSETS

Fixed/Cxpitsl Ass€ts atrd ExpeDditures - Subsidiary Ifdger

The Municipality has nor maintained @mplete and adequate reco.ds in
orde, to oblain sufficienl, compelcnl evidenlial matter with resp€cl to lhc
Capital Assets r€ported in govemmcnlal activities and, acco.dingly, the

amount by which this deparlure would affecl the assels, net assels, and
expers€s ofthe governmental aclivilies is not determinable.

Chapler [X, Arliclc 9.002 of Slate Act Nunber 81 of Augus1 30, 1991
siates lhat the municipality should mainlain updated properly accounting
records, AIso the OASB Sratemenrs No. 34 Ersic Financial Sra@nenrs

- and Management's Discussion and Analysis - fot State and Local
Covernnenas rcqujrc that all capital assels, including infraslructure, must
be pres€nled in the Stat€ments of N€l Assets and lhal these assels must
be depreciated during its us€ful life. Also, provisions of GASB Statemcna
No. 42, Accounting ond Financial Repofting of Impabments of Capital
Asseb and for Insurunce Recoeerks, rcqotes lhe Municipality to
evaluate prominenl evenls or changes in circufistances aff€cting capital
assets to determine whether an impairment of a capital asset has

occured. Furthermore, provisions of GASB Slalement No. 51,
Accounting and Financial Repoiing fot Inrangible Assets, require that
all intangiblc assets not spccifically excluded by irs scope provisions be

classified as capital assels.

Compctent and sufficient evidential matler rclated to the capital assets

was not available lo supporl the value, completeness and ownership of

The Municipality's Govemment Wide Financial Slatemenls do not
present fairly, the financial position of the govemmental activities, and
the change in financial position ofthe Municipalily.

We recommend thal lhe Municipalily should cDnlinue lhe compilalion ol
documenls ao supporl thc value, complotoncss and ownership of its
capilal assets, to comply wilh the requirements of the GASB Statement
No. 34, GASB Slatemenl No. 42 and GASB Stalemenr No51.

CRITERIA

CAUSE

EFFECT

RECOMMENDATION
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MUNICIPALMY OF VILL"ALBA
COMMOT.IWEALTH OF PUERTO RICO

SCHEDULE OF FINDINGS AND QUESNONED COSTS
FOR THE TBCALYEAR ENDED JUNE 30, 2014

SECTIoNII Ttr{ANCTAL STATEMEIYIS HNDINGS AND QUT,S-I.IoNED CosTs

FINDING

QUESTIONED COSTS

MANAGEMENT RESPONSE

AND CORRECIIVE ACT]ON PIAN

14-01 (CoNflNUED)

NONE

The Municipality is gathering information related to thc capital assets as

one of its p.iorily on the Finance Departm€nl. The person thal has been
assigned for this work is been obtaining relevanl informalion on a daily
basis and such information il's been r€corded on our accounting system.
We undersland that the circumstances didn't lel us assigrl moae personnel
to complctc this lask in lhc current fiscal year; nonetheless we are
providing as much support as we could possibly can lo comply with lhe
requirements. We can conservalory asses thal this siiuation can be solvc
by the nen fiscal year.

lmplementation Datc: December 31, m15

Responsible Person: MIs. Lilliam Vilianueva
Financt Department Director
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MUNICIPALITY OF VILI.ALBA
COMMON1VEALTH OF PUERTO RICO

SCHEDTJLE OF FINDINGS AND QUESTIONED COSTS
FOR TIJE FISCALYEAR ENDED JUNE 30, 2014

SEc'rroN II - FINAflctAL SIATEMENTS FINDD{GS AND QUESIIoNED Co$s

FINDING

CATEGORY

TOPIC SEMENCE

CONDITIONS

t+o2

TNTERNAL CONTROLS

Accoultirg System

The accounting system and manuals registers used by the Municipality to
accounl and register the financial transaclions during the fiscal year does
nol provide for the summarizalion of transaclions that permil the
prepamtion ofMunicipality's financial statemenrs in conformily with thc
Ceneral Accepted Accounting Principles of the Uniled Stales of Amcrica
(GAAP).

There are no inlemal controls or records to account lor the inter fund
receivable and payables balances between Municipality's funds. Monthly
program's expenditures financ€d by the Municipality's general fund are
not being register, monitored nor accounted for by the Progmms'
ac@untants. In addition, inter fund transacliors regarding the
reimbursement of money between funds were not supported by an
analysis-

The Municipaliry does nol have with an accounts receivable subsidiary
ledger.

According to Anicle 8.010 (a) and (b) of l-aw Num.81 for the
Municipalities of Puerlo Rico, the @mputerized sysiem and lhe
procedures of accounling and properly will be d€sign so lhat il allows tho
Municipality to carry our ils funclions, al the same lime as they sewe to
maintain an uniiorm and coordinarcd accounting thal providc a completc
picture of the linancial operalrons of fie Municipalily and $e necessary

financial information that assist thc Municirality kgislalure, lhe
Governor, and rhe Secretary of the Puerto Rico Treasury Department in
the perlormarrce of ils respective responsibiliries. Municipalities
accounting will be based on funds, G€nerally Accepted Accounting
Principles and the requirernenls established by the Govemmental
Accounling Standard Board. Also lhe pronouncem€nts of lhe Nalional
Committee on Govemm€ntal Accounting and the "Blue Book" will be
used to design municipalilies'accounting systems and fiscal procedures.

Municipality's accounting system and financial reports are subject to
State's agencies requirements which does not allow nor provide the
Municipality with the nece.rsary lools capable of recapluring the firancial
information and provide financial stalemenls.

CRITERIA

CAUSES
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MIJMCIPALITY OF VILI-ALBA
COMMONWEALTH OF PUERTO RICO

SCHEDTJLE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED JUNE 30,2014

SESIION II _ FINANCIAL SIATEMENTS FNYDINGS AND QUESTIONED COSTS

FINDING

EFFECT

l+02 (Cor\'r'TNUED)

The lack of an adequale accounting system which can capturcs all lhe
financial informalion and generates Municipality's financial statements
for each fiscal year aff€ct (he Municipalily ability to measure the
financial and nonfinancial performanc€ of programs and activities;
adequately safeguard significant assets and prop€rly record various
lransactions; and hinder the Municipality from having reliable financial
informadon to op.ale in an economical, efficient, and effective manner.

Sound decisions on the clrrrent results and future dir€.iion of vital
progmms and polici€s are made more difficult without timely, reliable
and useful fi nanc'a I perl orma nce inlormarion.

The Municipality should establish and implcment the necessary measures
that allow the summarization of the financial tnnsaclions in order b
prepare the financial stalements in conformity with CAAP.

None

The Municipality offilalba has acquired a ncw acc.unting system for
lhe Finance Department that complies with GAAP. Therefore, we can
assure lhal the procedures related 1o lhe financial informalion in lhe
Municipality in order to prepar€ the informadon according to GAAP will
be in effect tbr next fiscal y€ar. This situation has been solved.

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENT RESPONSE

AND MRRECTTVE ACTION PIAN

lmplementation Dale:
Responsjble Person:

June 30,2015
Mrs. Lillian Villanueva
Finance Depaatment Director
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MUNICIPALITY OF VILIAIBA
COMMONWEALTH OF PUERTO RICO

SCHEDULE OF FINDINGS AND OUESTIONED COSTS
FOR ]'IJE FISCALYEAX ENDED JIJNE 30, M14

SEc oN III _ FDDERAL AwAxD FT{DINGS AND QUESIoNED CoSIs

FINDINC

FEDERAL PROGRAM

l4{3

SECTION 8 HOUSING CHOICE VOUCHERS PROGRAM
(CFDA NO. 14.871) DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT

INTERNAT CONTROL / COMPLIANCE

REPORTING

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

CONDITIONS

CRITERIA

FAILURE TO SUBMIT IN A TIMELY MANNER TIIE FINANCIAL
INFORMATION

The Municipality failed lo submiL in a timely manrer, $e audited and
unaudited financial information for the fiscal year ml22tl3 atd ml3-
2014 to HfrD, through rhe FASS-PH sysrem.

CFR 24, Section 5.801 (b) stales that financial informalion (2) submitted
electronically to HUD lhrough the intemet, or in such other electroric
format dcsignatcd by HUD, or in such non-elEclronic format as HUD
may allow if the burden or cost of elecronic reporting is delermined by
HUD 10 be excessive.

The Municipality is not complying with the due dates established hy
HUD 1o submit the audiled reporls and unaudiled repons.

The Municipalily did no1 submil 10 HUD, the required repons, in a
limely manner in order to comply with the Federal regulation.

The Municipalily should implement adequate controls to pr€pare
accurate financial reporls as required by HUD.

None.

The Municipalily had adquired a new accounling system for the Finance
Departmenl in order to assure that lhe procedures related to recording lhe
financial information are completed on a limely manner in order lo
comply with the fedcral regulation.

Implcmentation Date: June 30,2015
Responsible Pcrson: Mrs. Carmen Felciano

Section 8 Program Direclor

CAUSE

EFFECT

RECOMMENDANON

QUESTIONED COSTS

MANACEM ENT RESPONSE

AND 
'ORRECTIVT: 

A':TION P1AN
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MUNICIPALITY OF VILI-ALBA
COMMONIVEAI-TH OF PIJERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR TI]E FISCAIYEAR ENDED JUNE 30, 2014

SECTIoN III - XTDERAL AWARD FrNDrNcs aND euEsTIoNED CosTs

FINDTNG

FEDERAL PROGRAM

1444

COMMtNIry DEVELOPMENT BLOCK GRANTS / STATE'S
PROGRAM (CFDA NO. 14.228) U-S. DEPARTMENT OF HOUSING
AND URBAN DEVEIOPMENT PASS THROUGH STATE OFFICE
OF COMMISSIONER OF MUNICIPAL AFFAIRS . OCAM

COMPLIANCE A}ID INTERNAL CONTROL

ALLOWABLE ACTIVITIES
HOUSING REI.IABII-ITATION AND HOUSEKEEPING SERVICES

The Program failed to maintained appropriare supporling documentation
regarding thc Housing Rehabilitation and Housekeeping Scrvices
participant's files.

As pan of oul granr disbursement tesr, we examined five (5) Housing
Rehabilitation Panicipant's files and five (5) Housekeeping Services
participant's files and noted that these files are not in accordance with the
Federal regulations and rhe opemtional guides, provided by rhe pass-
through agency-

Code of Federal Regulation 24, Sccrion 570.506 (b) (9) esrablished rhe
documentation that the Municipality shall maintain for residcnlial
rehabilitation. The Operatioral Guide of Housing Rehabilitation (the
guide) provided by the Office of Commissioner of Municipal Atfairs, th€
pass lhrough entity, slatcd thal rhe Municipahy has ro conduct an inilial
unii inspection lo determine iI lhe unit is eligible to be rehabiliraling
under the caiter;a of the p.ogram. Also, the glide stated that lhe
Municipalily has to conducr an intermediate and a final inspoction to
det€rmin€ if the unil is being rehabilirated and that the rehabililalion has
be€n completed, respecdvely. ln addition, the Municipality has an
operatjonal guide 'Manual Operucional- Prograna Auriliares del
Hogar" thal includes all procedurcs and program's requirements for
housekeeping serviccs.

The Program's intemal controls procedures failed to assure rhat all
required informalion regarding participants were obtained and thal the
requircd interviews, visils and inspections 10 monitor the seNiccs were
realiz€d in accordance to rh€ pa-ss-lhrough operalional guides.

REQUIREMENT

NONCOMPLIANCE

CONDITION

CONTEXT

CRMERIA

CAUSE
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MUNICIPAIITY OF VILI.AIBA
COMMONWEALTH OF PUERTO RICO

SC}IEDTJLE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED .]UNE 30, 2014

SECnoN m - FETTERAL AiyARD trlNDrNGs AND QuEsrroNED CosTs

FINDING

EFFECT

l4+4 (Conlinued)

The Program is not in compliance with Code of Federal Regulation 24,
Sections 570.506 (b) (9) and with the operational guides of housing
rehabilitation and housekeep€rs servic€s provided by the pass,through
entiry.

We recommend management to implement adequate intemal controls
and procedures in order to assure that the Program's slaffcompletes all
the requircd forms and to insped and monitor the services in accordance
with the regulalions and lhe opraional guides.

None

The CDBG hogran will be laken into consideralion all audit
recommendations to implemenl adequale inlernal controls and
procedures in order to assure that the Progrem's stafr completes all the
required forms.

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENT RESPONSF,

Implementation Date:
Responsible Person:

Jure 30,2015
Mrs. Sara Robles
Federal Program Office Direclor
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MUNICIPAL]TY OF VILI-AI-BA
COMMONWEALTH OF PUERTO RICO

SCHEDT'LE OF FINDINGS AND OUESTIONED COSTS
FOR THE FISCALYEAR ENDED J1]NE 30, MI4

SEc. oN III _ FEDERAL AWARD IINDINGS AND OUTSiIIoNED cofrfs

FINDING

FEDERAT- PROGRAM

l4{5

DISASTER GRANTS - PUBLIC ASSISTANCE (CFDA NO. 97.036)
DEPARTMENT OF HOMELAND SEC1JRITY PASS THROUGH
COMMONWEALTH OF PUERTO RICO -GOVERNOR
AUTHORIZED REPRESENTATIVE (GAR):

INTERNAL CONTROL / COMPLIANCE

PROCUREMENT/ PROCUREMENT STANDARDS

PROCUREMENT/ I-ACK OF REQUIRED CONTRACT CI-AUSES

In testing compliance wilh th€ procuremcnt requirement, we examined
lwo contracts for design of construclion projects formalized. In relation
lo such examination we observe the following:

The two reviewed contracts did nol include tho following required

Conlraclual legal remedies when contlactor violates telm.

Granting access to GAO and other federal agenci€s to books and

Susp€nsion and Debarment Certification.

Compliance with Executive Order 11246 of Septenber A,7965,
entilled "Equal Employment Opportunity," rs amend€d by
Exccutive Order 11375 of October 13, 196?, and as
supplcm€nled in Departmcnt of hbor regulations (41 CFR
chapter 60)-

Compliancc wilb all applicatrlc skndards. ordeft, or
requircmenls issucd undcr scction 30,6 o[ thc Clcan Air Act (42
U-S.C. Ili57(h)). sccrion 508 oI tlrc Clcan Waler Act (13 U.S.C.
ii6lJ), Executivr O.der 11738, and EnvironrDcntal Prolcction
Agency regulations (1{} CFR parl ij).

Mandatorv standarG and F)licies rclaling to encrgy cllicicncv
which arc contained in thc slatc cncrgy conscwation plan issucd
irr compliancc wilh l}e Encrgy Policy and Conscr$ation Act
(Puh. L.94'163.89 Srat. 871).

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

COND TION
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MUMCIPAIITY OF VILT"A.LBA
COMMONWEALTH OF PIJERTO RICO

SCHEDI]LE OF FINDINGS AND OIJESTIONED COSTS
FOR TTIE FISCALYEAR ENDED JUNE 30, 2OI4

SEc-IroN III - FEDERALAWARD FINDINGSAND QUE noNED Cotrs

FlNDINC

CRITERIA

CAUSE

1,+45 (Continued)

. Compliance with the Copeland "Anti-Kickback' Acr (ls U.S.C.

Slr) as supplcmcnled in Dcparlmcnl of I:bor rcgulaljons (29

CFR Part.l).
. For lhc contracts cvaluated the Municipality did nol celebrated

bids.

Code of Fedcral Rcgulations, 44 CFR Sec.ion 13.36 (i) (1-13) stares thar
subgrzmtee's contract must contain provisions in paragraph (i) of these
Secdons. Federal agencies are permitted to require changes, remedies,
changed conditions, access and records r€teltion, suspension of work,
and olher clauses approved by lhe Oifice of Procurement Policy.

Aiso, 44 CFR Section 13.36 (a) slates thal whefl procuring property and
services under a gnnt, the Municipality will us€ their owm procurcment
procedures provided that they conform 1o applicable Federal law and

regulalions. The "Iry d€ Municipios Autonomos" eslablish that the
municipality celebrates aFormal Bid for purchases of goods or services
rhat exce.€d $100,000.

The Municipality did not mainlain appropriate procurement slandard
procedures in order to assure that conlractor complies with program
requiremenb. Also the Municipality did not comply wilh the
procuremenl proccss.

Municipality is not in compliance wilh the mentioned fedenl regulations.

we re@mmcnd management to update con&act model according with
the federal requirement.

Nonc

The Municipality's Secretary Office is evaluating all construction
conracts clauses on a consistent basis and a drafl wilh all correspondaot
clau-ses is been currently use in lhe Municipalily. Nonethele-ss, lhere are

some conlracts lhat have been signed before this evaluation that hasn't
been arnended in order to incorporale lhese clauses on them. Propcr
measure will be taken in order to fully comply with lhis regulalion.

Implementation Daie: June 30,2015
Rqsponsibte Pelson: Mrs. Ullian Col6n Villanueva

Finance Depadmenl Direclor

EFFECT

RECOMMENDATION

QUEST1ONED COSTS

MANACEMENT RESPONSE

AND 
'OR 

RECT]VE ACTION PIAN
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MUNICIPALITY OF VILI,AIBA
COMMONWEAITH OF PUERTO RICO

SCHEDULE OF FINDINGS AND QI]ESTIONED COSTS
FOR THE FISCALYEAR ENDED JUNE 30, 2014

SEqIIoN III . FEDERAL AWARD FINDINGS AND QUESTIONED CosTS

FINDING

FEDERAL PROGRAM

1-4-06

DISASTER GRANTS - PUBUC ASSISTANCE (CFDA NO. 97.036)
DEPARTMENT OF HOMEI-AND SECURIry PASS'I}IROUGH
COMMONWEALTH OF PT'ERTO RICO -GOVERNOR
AUTHORIZED REPRESENTATIVE (GAR):

INTERNAL CONTROL / COMPLIANCE

SIISPENSTON AND DEBANMENT

ABSENCE OF CONTROIS TO ASSURE COMPLIANCE WITH
SUSPENSION AND DEBARMENT

As delermined by interviews to Program personnel and by examination
of projeals files, rhe Municipalfty did not mainlain adequate controls and
procedures to assure that th€ individuals and enlities which are granted

wilh contmds are nol suspended or debaned from participation in federal
proSrams,

As stated in 44 CFR 13.35 grante€ and subgrantee must nol make any
award or permit any a*ard (subg.anl or contracg at any der to any Party
which is d€barred or suspended or is olherwise excluded from or
ineligible for participalion in Federal assistance progmms under
Executive Order 12549, "Debarment and Suspension".

The Municipality has no polici€s and procedures Ior the use of the Lisl of
Parties Excluded from federal Procurement or non-procuremenl
programs to assure that lhey do nol awaad assishnce lo listed parties-

As a resutt of this deficiency, the Municipality could hav€ procured
goods or sewices frcm organizations and individuals that arc susPend€d

or debarred which could result in co6t disallowances by the fed€ral

awarding agency.

The Municipalily should amend their procwemcnt procedures and

include a slep to verify wheaher or not lhe individual or entity is on the

list of pardes excluded from iederal panicipalion in procurement and

non-procurement programs. The Mu cipalily should also require the

enriries or i.dividuals to submil a cenificalion stating that they aro not
suspended or debarred or add a clause ot condition to the @vered
lransaclion wilh lhal enlity.

CATEGORY

NONCOMPLTANCE

TOPIC SENTENCE

CONDTTIONS

CRITERTA

CAUSE

EFFECT

RECOMMENDATION
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MTJNICIPALITY OF VILIAIEA
COMMOMVEAI]TH OF PTIERTO RICO

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

SEcfIoN III _ FTDERAL AWARD FINDINGS AND QUE.'IoNED Cosfs

- FINDING 14{6 (CoNINUED)

QUESTIONEDCOSTS None

MANAGEMENTRESPONSE

AND coRREc'ntr,E acrroN pr N The Bid Board of thc Municipaliay request reliable documentalion of lhc
entities panicipatinS in the bids before they award any bid. Also, the
Finance Departmenl solicirs, bcfore making the paymcnts, entities
document 1o assurc lhe entity is in good standing and complies wirh state
or federal regulalion. Also, we will amend our process to include a step
to vcrify whclher or nol lhe individual or enlily is on the lisl of parties
excluded from federal panicipation in procur€ment and non-pr(ruremcnl
ProSrams.

Implemenlation Date: ,une 30,2015
Responsible Person: Mss. Marena Navarro, Esq.

Municipality's Secretary Ofhce Direclor

END OF SCHEDULE
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MIJNICIPALITY OF VILLALBA
COMMONWEALTH OF PI]ERTO RICO

SIMMARY SCHEDULE OF PRIOR YEARS FINDINGS AND QUESTIONED COSTS
FOR TI{E FISCALYEAR ENDED JIJNE 30, 2OI4

(l) Audn Findings thar have been Futly C-orecredl

- l2{5 Reponitlg U.aT

NONE

(2) Audir Findings aor corected or Panially Corrected:

FirdingNumber CFDA Questioned
Crsr

1243 Procuremenl
12.04 Suspersion and Debarment
1246 Davis Bacon
12-07 Procuremenl
1248 SuspeNiof, and Debarneni
12{9 Allowable costvReportirg
12-10 Procuemert
l2-II Suspension and Debarment

M.224
b.224
m.507
2n.507
m.507
97.036
97.036
9't.036

Nore

None

None

Situalion sdll prcvail
Silualion still prevail
Situation srill prevail
Siluation slill prcvail
Siluation srill prevail
Siluation still prevail
Siluation still prerail
Situatio, slill prevail

t1-04 Susp€nsion and Debarment
I l-05 Sp€cial Tcs and Provisions
I I {6 Repodins (Fis.al Conuols)

1l{8 Susle.sion and DebMetrl

14_228
14.228
74.224
97.036
97.036
97 036

Nor€

None
None

Situation slill prevarl
Situation stil prcvail
Situation stil prevail
Siluatiof, still prevail
Siluation slil prevail
Siluatior still Drevail

10-06 Suspension and Debarme,r
I O-07 SDe.ial Tests and Provisions

14_224

M.224
14.223
t4-24

None

None

Siluation still prevail
Situation still prevail
Silualion stiil prcvail

09-05 Sp{aial Tesls and Provisions
09{6 SusDension and Deba.rment

14.224
b.224
u.zza

None Situation still prevail
SitMtion still prevail
SiluatioD srill Drelail

(3) Coradve action laken is significantly diffcrent from coEective scdon previously reponcd:

NONE

(4) Audii findings is no longer valid:

NONE

END OF SCHEDULE

:
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