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INDEPENDENT AUDITOR'S REPORT

Honorable Mayor and Municipal Council
Municipality of Villalba, Puerto Rico

Report on the Financial Statements

We have audited the accompanying financia) statements of the governmental activities, each major fund
and the aggregale remainig fund information of the Municipality of Villalba, Puerto Rico, as of and for
the year ended June 30, 2014, and the related notes to the fiancial statements, which collectively comprise
the Municipality’s basic financial statements as listed in the table of contents.

Management’s Responsibility for Financial Statements

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

Auditor’s Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Governmental Auditing Standards, issued by the
Comproller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures (o obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgement, including the
assesment of the risks of material misstatement of the financial stalements, whether due (o fraud or error.
In making those risk assesments, the auditor considers internal control relevant to the entity’s preparation
and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing and opinion on the effectiveness of the entity’s
internal control. Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting esiimales
madc by management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for
our audit opinions.

Opinions
Basis for Disclaimer of Opinion on Governmental Activities

The Municipality did not have complete, updated and accurate accounting records of the capital assets in
order for us to obtain sufficien! and appropriate audit evidence related to the capital assets reported in the
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INDEPENDENT AUDITOR’S REPORT
Municpality of Villalba

accompanying statement of net assets for $ 42,573,244 (net of accumulated depreciation of $14,506,880
as

of June 30, 2014, and the related amount of depreciation expense stated at $1,457,434 for the year then
ended. Therefore, we were unable to form an opinion regarding the capital assets and related depreciation
expense reported in the governmental activities of the Municipality.

Discluimer of Opinion

Because of the significance of the matter discussed in the preceeding paragraph, the scope of our work
was not sufficient to enable us 1o express, and we do not express, an opinion on the financial position of
the governmental activities of the Municipality of Villalba as of June 30, 2014, and the changes in
financial position thereof for the year then ended in conformity with accounting principles generally
accepted in the United States of America.

Basis for Qualified Opinion on Governmental Funds

The Municipality did not maintain complete and accurate records of all interfund transsactions in the due
from and to accounis balance for the fiscal year 2013-14. Therefore, we did not express an opinion on
such amounts presented on the financial statements.

Qualified Opinion

In our opinion, except for the effects of such adjustments, if any, as might have been determined to be
necessary had we been able to obtain suffcient evidence to satisfy ourselves on the amounts reported as
interfund transactions in the “due from” and “due to™ accounts balances, the financial statements referred
to in the first paragraph present fairly, in all material respects, the respective financial position of each
major fund and the aggregate remaining fund information of the Municipality of Villalba as of June 30,
2014 and the respective changes in financial position, thereof for the year then ended in conformity with
accounting principles generally accepted in the United States of America.

Other Matters
Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the management’s
discussion and analysis and budgetary comparison information on pages 6 through 19 and 69 be presented
to supplcment the basic financial statements. Such information, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board, who considers it to be an
essential part of financial reporting for placing the basic financial statements in an appropriate
opcrational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States
of America, which consisted of inquiries of management about the methods of preparing the information
and comparing the information for consistency with management’s responses to my inquiries, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial stalements.

We do not express an opinion or provide any assurance on the information because the limited procedures
do not provide us with sufficient evidence to express an opinion or provide any assurance.




iINDEPENDENT AUDITOR’S REPORT
Municipality of Villalba

Other Information

Our audit was conducted for the purpose of forming opinions on the basic financial statements that
collectively comprise the Municipality of Villalba basic financial statements. The schedule of
expenditures of federal awards is presented for purposes of additional analysis as required by U.S. Office
of Management and Budget Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations, and is not a required part of the basic financial statements. Also, the Financial Data
Schedules are presented for purposes of additional analysis as required by the U.S. Department of
Housing and Urban Development, Office of the Inspector General, and is nol a required part of the
financial statements. Because of the significance of the matter described in the “Basis for Disclaimer
Opinion on Governmental Activities”, it is inappropriate to and we do not express an opinion on the other
information referred to above.

Other Reporting Reguired b vernmental Auditing Standards

In accordance with Government Auditing Standards, we have also issued a report dated November 2,
2015, on our consideration of the Municipality’s internal control over financial reporting and on our tests
of its compliance with certain provisions of laws, regulations, contracis, and grant agreements and other
matters. The purpose of that report is to describe the scope of my testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the internal
control over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering Municipality of Villalba intemal control
over financial reporting and compliance.

o, & foued CANS

CONTADORES PUBLICOS AUTORIZADOS, C.S.P.

November 2, 2015
Guayama, Puerto Rico

The stamp nomber 02712454
was affixed to the original of this report,




MUNICIPALITY OF VILLALBA
COMMONWEALTH OF PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A)
FISCAL YEAR ENDED JUNE 30, 2014

As management of the Municipality of Villalba (the Municipality), we offer readers the following
discussion and analysis of the Municipality’s financial activities reported in the accompanying basic
financial statements as of and for the fiscal year ended June 30, 2014. We encourage readers 1o consider
the information presented here in conjunciion with additional information that is furnished in the
accompanying financial statements, which follow this narrative.

Besides, this document includes comparative data with prior year as this information was available for the
fiscal year ended on June 30, 2014. This MD & A is prepared in order to comply with the Governmental
Accounting Standards Board (GASB) Statement No. 34, “Basic Financial Statements - and
Management’s Discussion and Analysis-for State and Local Governments.” and, among other purposes,
to provide the financial statements users with the following major information:

+ 2 broader basis in focusing important issues;
» acknowledgement of an overview of the Municipality’s financial activities;

» provides for an evaluation of its financial condition as of the end of fiscal year 2013-2014
compared with prior year results;

+ identification of uses of funds in the financing of the Municipality’s variety of activities and;
+ asses management’s ability to handie budgetary functions.

FINANCIAL HIGHLIGHTS

Governmeni-Wide Highlights:

The Municipality’s total assets amounted to $32,436,248 at June 30, 2014, of which $28,066,364 (86.5%})
consist of capital assets (net of accumulated depreciation and amortization of $14,506,880), $1,479,540
(4.5%) comnsist of cash and cash equivalents, $1,222,134 (4%) consist of cash with fiscal agent (which are
restricted principally for capital projects and debt service) and $1,668,210 (5%) consist of accounts
receivable.

The Municipality’s total liabilities amounted to $21,022,384 at June 30, 2014, of which $8,334,000 (40%)
consist of bonds and notes payable, $4,336,200 (21%) consist of accounts payable and accrued liabilities,
$1,471,423 (7) consist of accrued compensated absences, $ 1,528,670 (7%) consist of unearned revenues,
and $5,352,091 (25%) consist of other long-term debts.

The Municipality’s total assets exceeded its liabilities (net position) by $11,413,864, at June 30, 2014.

The Municipality’s total revenues amounted to $18,610,431 for the fiscal year ended June 30, 2014, of
which $4,726,709 (26%) arose from taxes, $13,190,447 (71%) arose from intergovernmental grants and
contributions, $451,901 (2%) and $241,374 (1%) arose from charges for services and miscellaneous
revenues.

The Municipality’s total expenses amounted to $16,673,534, for the fiscal year ended June 30, 2014, of
which $9,403,196 (57%) where incurred in providing dircct services and benefits to citizens in relation to
public works, economic development, healih and welfare, public safety, culture and recreation. In

6



MUNICIPALITY OF VILLALBA
COMMONWEALTH OF PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A) (CONTINUED)
FISCAL YEAR ENDED JUNE 30, 2014

addition, the Municipality incurred in $718,795 (4%) of its total expenses, in interests related to its long-
term obligations, and $6,551,543 (39%) in general government activities to support the Municipality’s
functions and programs. The Municipality’s total expenses include depreciation and amortization of
capital assets in the amount of $ 1,457,434, for the fiscal year ended June 30, 2014.

‘The Municipality’s fotal net position increased by $1,936,897, during the fiscal year ended June 30, 2014.
Governmental Funds® Highlights:

The total fund balances of governmental funds amounted 10 ($2,546,236), at June 30, 2014, of which
$3,372,155 are restricted, commited and assigned, while ($5,918,391) are presented as unassigned fund.

The fund balances of governmental funds decreased by $370,316, during the fiscal year ended June 30,
2014.

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS

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

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

The basic financial statements focus on: (1) the Municipality as a whole (government-wide financial
reporting) and, (2) the Municipality’s major individual governmental funds. Both perspectives allow the
users to address relevant questions, broaden a basis for comparison (year to year or government 10
government) and enhance the Municipality’s accountability. The components of the basic financial
statements are described below.

Government-Wide Financial Statements

The GWFS are composed of: (1) the statements of net postion (SNP) and (2) the statement of activilies
(SA). These financial statements can be found immediately following this MD&A. GWFS are designed
to provide readers with a broad overview of the Municipality’s operations as a whole in a manner similar
to private-sector businesses. These siatements provide short-term and long-term information about the
Municipality’s financial position, which assist the Municipality’s management to determine the economic




MUNICIPALITY OF VILLAI BA
COMMONWEALTH OF PUERTO RICO

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

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

Both of the government-wide financial statements distinguish functions of the Municipality that are
principally supported by taxes and intergovernmental activities (governmental activities) from other
functions that are intended to recover all or a significant portion of their costs through user fees and
charges (business-lype activities).

Statement of Net Position

The purpose of SNP is to attcmpt to report all assets owned and all liabilities owed by the Municipality.
The Municipality reports of all of its assets when it acquires ownership over the assets and reports all of
its liabilities when they are incurred. For example, the Municipality reports buildings and infrastructure
as asscts, even though they are not available to pay the obligations incurred by the Municipality. On the
other hand, the Municipality reports liabilities, such as claims and judgments, bonds and notes payable,
obligations under capital leases, compensated absences and certain accounts payable and accrued
liabilitics, even though these liabilities might not be paid until several fiscal years into the future.

The difference between the Municipality’s total assets and total liabilities reported in SNP is presented as
net assets, which is similar to the total owners” equity reported by a commercial enterprise in its financial
statements. Although the purpose of the Municipality is not to accumulate net assets, as this amount
increases or decreases over time, such amount represenis a useful indicator of whether the financial
position of the Municipality is either improving or deteriorating, respectively.

Statement of Activities

The SA presents information showing how the Municipality’s net assets changed during the fiscal year
ended June 30, 2014, by presenting all of the Municipality’s revenues and expenses. As previously
discussed, the items reported in SA are measured in a manner similar to the approach used by a
commercial enterprise in that revenues are recognized when earned or established criteria are satisfied,
and expenses are recorded when incurred by the Municipality. Consequently, revenues are reporied even
when they may not be collected for several months after the end of the fiscal year and expenses are
recorded even though they may not have used cash during the current year.

Although SA locks different from a commercial enterprise’s income statement, the difference is only in
format, not substance. Whereas the bottom line in a commerctal enterprise represents its net income, the
Municipality reports an amount described as net change in net assets, which is essentially the same
concept.

The focus of SA is on the net cost of various activities provided by the Municipality. The statement
begins with a column that identifies the cost of each of the Municipality’s major functions. Another
column identifies the revenues that are specifically related 1o the classified governmental functions. The
difference between the expenses and revenues related to specific functions/programs identifies the extent
to which each function of the Municipality draws from general revenues or is self-financing through fees,
intergovernmental aid, and other sources of resources.

This statement also presents a comparison between direct expenses and program revenues for each
function of the Municipality.
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MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A) (CONTINUED)
FISCAL YEAR ENDED JUNE 30, 2014

GWFS and FFS present all of the Municipality’s governmental activities, which are supported mostly by
taxes, intergovernmental revenues (such as federal and state grants and contributions), and charge for
services. All scrvices normally associated with the Municipality fall into this category, including culiyre,
recreation and education; gencral government; health and sanitation; public safety; welfare and housing
assistance; and urban and economic development,

Fund Financial Statements

The Municipality’s FFS consist of: (1) the balance sheet — governmental funds and (2) the statement of
revenues, expenditures and changes in fund balances — governmental funds. These financial statcments
report the financial position, the results of operations of the Municipality’s governmental funds, with an
emphasis on the Municipality’s major governmental funds.

A fund is a grouping of related accounts that is used to maintain control over resources that have been
segregated for specific activities or objectives. The Municipality, like most other state and local
governments, uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. Each fund is considered an independent fiscal entity accounted for within a set of self-
balancing accounts thal comprise its assets, liabilities, fund equity, revenue, and expenditures. Fund
accounting segregates funds according to their intended purpose and is used to aid management in
demonstrating compliance with legal, financial and contractual provisions. All of the funds of the
Mumcipality can be divided into two categories: governmental funds and proprietary funds.

Governmental funds

Governmental funds are used to account for most of the services provided by the Municipality. These
funds are used to account for csscntially the same functions reported as governmental activities in the
GWFS. Unlike GWFS, the focus of governmental funds in the FFS is directed to spectfic activities of the
Municipality rather than the Municipality as a whole; therefore, governmental funds in FFS report the
Municipality’s operations in more detail than the GWFS,

Governmental funds in FFS provide a detailed short-term view of the Municipality’s finances that assist
in determining whether there will be adequate financial resources available to meet the current needs of
the Municipality, which is, evaluating the Municipality’s near-term financing requirements. For financial
teporting purposes, the Municipality classifies its governmental funds within the following types: (1)
General Fund, (2) HUD Fund, (3) State Assignment Fund, (4) Other Governmental Fund.

Governmental funds FFS are prepared on an accounting basis that is significantly different from that used
lo prepare GWFES. In general, governmental funds FFS focus on near-lerm inflows and outflows of
expendable financial resources, consequently, they measure and account for cash and other assets that can
casily be converted to cash. For example, amounts reported on the balance sheet include capital assets
within a very short period of time, but do not include capital assets such as land and buildings.
Governmental fund liabilities generally include amounts that normally are going to be paid within a shorl
period after the end of the fiscal year. The difference between a fund’s total assets and total liabilities is
reported as the fund balance or deficit, and generally indicates the amount that can be used to finance the
next fiscal year’s activities. Likewise, the operating statement for governmental funds reports only those
revenues and expenditures that were collecied in cash or paid with cash, respectively, during the current
fiscal year or very shortly after the end of the fiscal year.
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MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A) (CONTINUED)
FISCAL YEAR ENDED JUNE 30, 2014

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

The Municipality has four major governmental funds. Each major fund is presented in a separate column
in the balance sheet — governmental funds and the statement of revenues, expenditures and changes in
fund balances — governmental funds. The four major governmental funds are: (1) general fund, (Z) HUD
Fund, (3) State Assignment Fund and (4) Other governmental fund.

Noies to Basic Financial Statements

The NBFS provide additional information that ts essential for a full understanding of the daia provided in
the GWFS and FFS. The NBFS can be found immediaiely following the basic financial stalements.

Other Supplementary Information

The basic financial statements are followed by a section of other supplementary information consisting of
budgetary comparison schedule — general fund.

This Space Has Been Left Blank Intentionally
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MUNICIPALITY OF VILLALBA
COMMONWEALTH OF PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A) (CONTINUED)
FISCAL YEAR ENDED JUNE 30, 2014

FINANCIAL ANALYSIS OF GOVERNMENT-WIDE FINANCIAL STATEMENTS

The Municipality’s overall financial position and operations at June 30, 2014 and 2013 are summarized as
follows, based on the information included in the accompanying statement of nel assets:

Governmental Activities Change
2014 2013 3 %
Assets:
Current assets $ 4369884 $5116,365 $ (746,481) (14.6%)
Non-current assets:
Capital assets, net 28066364 25623,336 $ 2543,023 9.96%
Total assets $32436,248 § 30639,701 $ 1795,542 5.86%

Liabilities:

Current liabilities,
excluding long-term
Long-term obligations:

5 6523,120 $ 6738389 $ (215269) (3.19%)

Due within one year 1921,670 1694,839 $ 226,831 13.38%
Due after one year 12577,594 12785,194 $ (207,600) {16.24%)
Total labilties $  21022,384 $ 21218,422 $ 196,038 {1.00%)

Net position (deficit);

nvested in capial assets, o oxa77354  §  19207.836  § 3080.028  15.96%
net of related debt
Restricted 685,307 2780361 904,946  32.55%
Unrestricted (14648,807) (12656,418) (1992,389)  15.74%

o

Total net position 11413864 § 9421279 $ 1992585 -21.15

At June 30, 2014, the Municipality’s current assets, amounting to $4,369,884, are mainly composed of
restricted and unrestricted cash and cash equivalents ($1479,540), restricted cash with fiscal agent
($1,222,134), and restricted and unrestricled intergovernmental grants and contributions receivable
(5$1,668,210).

11
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MANAGEMENT'S DISCUSSION AND ANALYSIS (MD&A) (CONTINUED)
FISCAL YEAR ENDED JUNE 30, 2014

The Municipality’s non-current assets, amounting to $28,066,364, at June 30, 2014, are substantially
composed of capital assets, with a cost basis of $42,573,244, which are reported net of accumulated
depreciation and amortization of $14,5056,880.

Al June 30, 2014, the Muaicipality’s current liabilities amounting to $6,523,120, are mainly composed of
unearned revenues ($2,186,920), accounts payable and accrued liabilities ($2,624,771), interest payable
($87,041), intergovernmental payables (31,624,388). Unearned revenues principally consist of unearned
revenues associated with municipal license taxes and intergovernmental grants and contributions related
to state and federally funded grant programs.

The Municipality’s non-current liabilities, amounting to $ 14,499,264, at June 30, 2014, are mainly
composed of portion due within one year of bonds and notes payable $ 1,921,670, and the portion due
after one year of bonds and notes payable § 12,577,594,

As noted earlier, net assets may serve over time as a useful indicator of the Municipality’s financial
position. The asseis of the Municipality exceeded liabilities by $ 11,413,864 at June 30, 2014. Thc most
significant portion of net position $ 3,685,307, at June 30, 2014, represents resources thal are restricted
for debt service payments and to finance the operations of federal and state funded programs. The another
significant portion net position § 22,377,364, reflects the Municipality’s investment in capital assets (e.g.
land, buildings, machinery, equipment, furniture, fixtures, infrastruciure, etc.), net of all related debt still
outstanding thai was issued to acquire, construct or improve those assets. The Municipality uses these
capital assets to provide services o its citizens; consequently, these assets are not available for future
spending. Although the Municipality’s investment in capital assets is reported net of the ouistanding
related debt, the resources needed to repay that debi must be provided by other sources, since capital
assets cannot be used to liquidate these labilities.

The remaining component of tolal net position consists of unrestricted net liabilities amounting 10
($14,648,807), at June 30, 2014, These unrestricted net liabilities are the consequence of previous
budgets that did not provide sufficient funding for incurred long-term obligations, such as bonds and
notes payable, compensated absences, etc. Historically, a significant portion of such obligations has been
budgeted on a pay-as-you-go basis.

The tofal net position of the Municipality increased by $ 1,936,897, for the fiscal year ended June 30,
2014. Such increase is due to the excess of total revenues § 18,610,431, over tolal expenses $
16,673,534, including depreciation and amortization of capital assets of $ 1,457,434 for the fiscal year
ended June 30, 2014.

This Space Has Been Left Blank Intentionally
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MUNICIPALITY OF VILLALBA
COMMONWEALTH OF PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A) (CONTINUED)
FISCAL YEAR ENDED JUNE 30, 2014

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

Governmenta Activities Change
2014 2013 3 %
Program revenues:
Program-specific operating grants
and contributions § 5597034 & 2499214 3 3097,820 124.00%
Charges for services 451,901 259,738 $ 192163 74.00%
Total program revenues $ 6048935 3 2758,952 § 3289,983 119.25
General revenues:
Propery laxes $ 1050,544 $ 1265277 £ (214,733) -16.97%
Municipal license taxes 1828,069 1751,349 76,720 4.38%
Sales amd use taxes 1037,662 1054,885 {17,223) -1.60%
Unrestricted grants and 7593,413 7292,923 300,480 411%
contributions
Other local taxes 810,434 226,602 583,832 257.65%
Other general revenues (various 241,374 751,932 {510,558)) §7.50%
sources)
Total general revenues 12561,496 12342,968 218,528 1.77%
Total revenues $ 18610,431 $ 151,820 $3508,511 2323
Program expenses:
General govemment 6551,543 7638,881 1087.338 14.23%
Urban and economic gdevelopment 835,985 1241,037 {405,048) -32.63%
Meatth and welfare 1404978 1499,263 {94,287} -6.29%
Public safety 1151,926 1102,415 49,511 4.49%
Culture and recreation 2303611 1224959 1078,652 88.07%
Public Works 3706,694 2192240 1514,454 69.06%
Interest ¢n long-term obligations 718,795 248,219 470,576) 189.51%
Tatal expenses § 16673,534 $ 15147 014 $ t526,520 10.07%
Net increase {decrease) in net 1936,897 {45.094) 1981,991 439.50%
position
Net Position, at beginning of fiscal
A 1 L11%
Year (Re ) 9476,967 9466,373 0,594 0
Net position, at end of fiscal year $11413,854 $9421,279 1992 685 21.14%

13



MUNICIPALITY OF VILLALBA
COMMONWEALTH OF PUERTC RICO

MANAGEMENT'S INSCUSSION AND ANALYSIS (MD&A) (CONTINUED)
FISCAL YEAR ENDED JUNE 38, 2014

As previously mentioned, the Municipality’s total net position increased by $1936,897, during the current
[iscal year. Approximately 25.5% ($4,726,709), of the Municipality’s total revenues for the current fiscal
ycar came from property, municipal license, construction excise and sales and use taxes, while 71%
{$13,170,447), resulted from restricted and unrestricted operating grants and contributions.

The Municipality’s expenses cover a wide range of services. The largest expenses of the Municipality for
the fiscal year ended June 30, 2014 were related to: (1) general administrative and operating costs
($6,551,543), which were classified as “general government™ and accounted for 39% of toial expenses,
(2) public safety ($1,151,926), which accounied for 7% of total expenses, (3) public works ($3,706,694),
which accounted for 22% of total expense, (4} health and welfare ($1,404,976), which accounted for 8%
percent of total expenses (5) culture and recreation ($2,303,611), which accounted for 14% of total
expenses, (6) urban and development ($ 835,989), which accounted for 3% of total expenses (7) interest
on long-term ($718,795), which accounted for 4% of (otal expenses. These expenses include depreciation
of capital assets and deferred charges in the amount of $ 1,457,434, for the fiscal year ended June 30,

2014.
FINANCIAL ANALYSIS OF GOVERNMENTAL ACTIVITIES
Analysis of Financial Position of Governmenial Funds

As discussed earlier, the Municipality uses fund accounting to ensure and demenstrate compliance with
finance-related legal requirements. The focus of the Municipality’s governmental funds is 1o provide
information on near-term inflows, outflows, and balances of expendable resources. Such information is
useful in assessing the Municipality’s compliance with finance-related legal requirements. Specifically,
unreserved fund balance may serve as a useful measure of the Mumc:pahty s net resources available for
spending at the end of the fiscal year.

At June 30, 2014, the total assets of governmental funds amounted to $ 11,835,898, which consisted
principally of: (1} cash and cash equivalents of $1479,540 (13%), (2) cash in fiscal agem of §1,222,134
(10%), (3) municipal licenses, property and sales taxes, intergovernmental, accrued interesis and other
receivables of $9,134224 (77%). Such asscts include cash, cash equivalents and receivables thal are
principally used for debt service, capital projects, encumbrances and other specific purposes.

At June 30, 2014, the total liabilities of governmental funds amounted to $14,382,134, which consisted
principally of: (1) unearned revenues of $2,186,920 (15%), (2) accounts payable and accrued liabilities
and another payables of $10,090,785 (71%), (3) intergovernmental accounts payable of $1,624,388 (11%)
and matured bonds and interests due and payable of $ 480,041 (3%).

The total fund balances of governmental funds amounted to ($2,546,236), at June 30, 2014, of which
$3,372,155, are reserved for restricted, commited and assigned, while § (5,918,391) represent unassigned
fund balance. The fund balances (deficit) of governmental funds decreased by $370,316, during the fiscal
year ended June 30, 2014.

This Space Has Been Left Blank Intentionally
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MUNICIFALITY OF VILLALBA
COMMONWEALTH OF PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A) (CONTINUED)
FISCAL YEAR ENDED JUNE 30, 2014

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

2013:

Assets:
Total assets - major governmental funds

Total assets - other governmenta! funds
Combined total assets

Liabilities:
Total liabilities - major govemmentat funds
Total liabilities - other governmental funds

Combined total liabilities

Fund balances (deficits):
Restricted — major governmental funds

Restricted — other govermmental funds
Committed —~ major governmental funds
Unassigned

Combined total fund balances

Total iahilities and fund balances

Change
2014 2013 $ %
$ 6071,722 $7583,841  (1512,119})  -20%
5764,176 4539,104 1165,072 25%
11835 898 12182,945 {347,047}  -3%
9917,331 10184,303 {266,972} 3%
4464803 4182,627 282,176 7%
14382,134 14366,930 15,204 0%
2072,782 3297,041 {1224,258)  -37%
1299,373 316,477 882,896 -212%
14,069 100,493 (86,424} -86%
{5932,460) {5997,996) {65,536) 1%
(2546,236) (2183,985) (362,251} 17%
$ 11835,808 $ 12182,945 347,047 -28%
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MUNICIPALITY OF VILLALBA
COMMONWEALTH OF PUERTO RICO

MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A) (CONTINUED)
FISCAL YEAR ENDED JUNE 30, 2014

Major Governmental Funds

General fund (GF) — The GF is the principal operating fund of the Municipality. The GF's total assets
amounted o $3,921,561, at June 30, 2014. Such assets consist principally of: (1) Cash in commercial
banks ($258,149), (2) accounis receivables and due receivables from governmental entities ($90,323), (3)
short-term amounts due from other funds ($3,573,089), and (4) restricted cash in fiscal agent ($12,262).

The GF’s total liabilities amounted to $9,624,137, at June 30, 2014. Such liabilities are composed mainly
of: (1) unearned revenues ($1,552,571), (2) due to other funds ($3,892,925) and (3) accounts payable and
accrued liabilities, including amounts due to other governments $4,178,641.

At the end of the current fiscal year, fund balance for restricted and assigned reached $229,884,
unassigned fund balance of the GF amounied to $ (5,932,460), while total fund balance reached
($5.702,576).

HUD Fund- The HUD Fund total assets amounted 10 $105,775, at June 30, 2014, which consist
principally of: (1) restricted cash in commercial bank ($88,860) and (2) due from governmenial entities
and other fund ($16,915). The HUD Fund total liabilities amounted to $59,863, at June 30, 2014, which
are composed mainly of (1) accounis payable and accrued liabilities ($4,413) and (2) due to other funds
(833,242). At the end of the current fiscal year, the HUD Fund had total restricted fund balances
amounted to $45,912.

State Assignment Fand (SAF)- The SAF total assets amounted to $2,044,386, at June 30, 2014, which
consist mainly of: (1) restricted cash in comercial banks ($349447, (2) due from other funds ($1,595,428)
and (3) duc from other governmental entities ($99,511). The SAF total liabilities amounted to $ 233,331,
al June 30, 2014, At the end of the current fiscal year, SAF had iotal restricted fund balance reached
$1,811,055.

Other governmental funds (OGF)- The OGF’s total assets amounted to $ 5,764,176, at June 30, 2014,
which consist mainly of: (1) restricted cash and cash equivalents (8783,084), (2) restricted cash in fiscal
agent ($1,209,872), (3) due from other funds ($2,297,197) and (4) receivables from intergovernmental
grants and contributions {$1,455,153). The OGF’s total liabilities amounted to § 4,464,803, at June 30,
2014, which are mainly composed of uncarned revenues ($612,142), accounts payable and accrued
liabilities {$4,570) and short-term amounts due to other funds (3 3,368,050). At the end of the current
fiscal year, OGF’s total reserved fund balance reached $ 1,299,373.
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MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A) (CONTINUED)
FISCAL YEAR ENDED JUNE 30, 2014

This Space Has Been Left Blank Intentionally

Analysis of Operating Results of Governmental Funds

Major Governmental Funds

General fund — The total fund balance (deficit) of the GF increased by ($738,230), during current fiscal
year. Tolal revenues, expenditures and other financing sources (net) amounted to $12,576,761,
$13,750,224, and $435,233, respectively, for the fiscal year ended June 30, 2014.

Approximately 35% ($4,290,073), of the GF's total revenues for the current fiscal year came from
property, municipal license, construction excise and sales and use taxes, while 60% $7,608,863, resulicd
from mtergovernmental grants and contributions. Interest revenues, charges for services and
miscellaneous revenues, amounting to $677,825, provided 5% of the total revenues for the current fiscal
year.

The largest expenses of the GF for the fiscal year ended June 30, 2014 were related to: (1) general
administrative and operating costs ($9,837,608), which were classified as “general government” and
accounted for 72% of total expenses, (2) public safety $879,515, which accounted for 6% of total
expenses, (3} public works $1,202,151 which accounted for 9% percent of total expenses, (4) health and
welfare $725,825, which accounted for 5% of total expenses, (5) culture and recreation $1,085,437, which
accounted for 8% of total expenses and (6) urban and economic $19,689, which accounted for 0% of
total expenses.

HUD Fund - The iotal fund balance of the HUD Fund is $ 45,912, during current fiscal year. Total
revenues for the fiscal year ended June 30, 2014 are $ 1,085,248.

Total expenditures amounted to $ 1,063,920, for the fiscal year ended June 30, 2014. HUD Fund total
expenditures for the current fiscal year came from health and welare and urban economic development to
$521,963 and $541,957, respectively.

State Assignment Fund (SAK)- The total fund balance of the SAF increased by $641,023, during current
fiscal year. Total revenue amounted to $ 935,857, for the fiscal year ended June 30, 2014.

SAF’s total expenditures for the current fiscal year came from public works $291,781 and culture,
recreative and education $32,053.

Other governmental funds (OGF) — The total fund balance of the OGF decreased by $ 294,437, during
current fiscal year. Total revenues and expenditures amounted to $ 4,327,526, and $4,186,730,
respectively, for the fiscal year ended June 30, 2014. Approximately 24% ($1035,760), of OGF’s total
revenues for the current fiscal year came from intergovernmental grants and $2,524,719 (58%) from
federal grants,
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MANAGEMENT’S DISCUSSION AND ANALYSIS (MD&A) (CONTINUED)
FISCAL YEAR ENDED JUNE 30, 2014

The largest expenses of the OGF for the fiscal year ended June 30, 2014 were related to: (1) culture and
vecreation $719,989, which accounted for 17% of total and (2) public works and public safety ($
2,088,432), which accounted for 50%.

BUDGETARY HIGHLIGHTS
a) General Fund

The final budget of the general fund for the fiscal year ended June 30, 2014 amounted to
$13,480,886. Over the course of the fiscal year, the Municipality revised the GF’s budget in order to
include increases and decreases in revenues that were identified during the course of the fiscal year
based on current developments that positively affected the Municipality’s finances. The laws and
regulations of the Commonwealth mandate a balanced budget.

The total actual revenues (budgetary basis) of the general fund for the fiscal year ended June 30,
2014 were § 12,091,754, which is 10% ($ 1,389,131), lower than the budgeted revenues. In addition,
the total actual expenditures {budgelary basis) of the general fund for the fiscal year ended June 30,
2014 were § 11,943,984, which is 10% ($ 1,345,527), lower than the budgeted expenditures.

The most significant fluctuations in actual revenues occurred in construction excise taxes which had
actual revenues that were $ 1,053,302, lower than budgeted.

Also, the most significant fluctuations in actual expenditures and encumbrances occurred in general
government, which had actua! expenditures and encumbrances thal were $395,047, lower than
budgeted.

CAPITAL ASSETS AND DEBT ADMINISTRATION
a) Capital Assets

The Municipality has invested § 42,573,2445 in capital assets used in governmental activities, which
have an accumulated depreciation and amortization of $ 14,506,880, at June 30, 2014. The net
capilal assets of governmental activities increased during the current {iscal year due to the current
fiscal year’s capital additions $3,879,709, which were partially offset by the depreciation and
amortization expense $ 1,457,434 for the same period.

b) Debt Administration

The Municipality finances a significant portion of its construction activities through bond and note
issuances, and through state and federal grants. The proceeds from bond issuances designated for
construction activilies are committed in its entirety for such purposes and cannot be used for any other

purposes.

At June 30, 2014, the Municipality’s total bonded debt amounted to $8,334,000, consisting of bonds
payable. Such debt is backed by the full faith and credit of the Municipality.
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MUNICIPALITY OF VILLALBA
COMMONWEALTH OF PUERTQ RICO

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

The following is a summary of the debt activity for the fiscal year ended June 30, 2014:

* Bonds payable increased by ($24,000) due to the current fiscal year’s bonds payable addition
which were partially offset by the principal payments on bonds.

¢ The Municipality has also certain outstanding notes payable duc to CRIM ($1,624,407). Such
notes payable decreased by $49,376, during the current fiscal year mainly due to the principal
payments made during the same period.

ECONOMIC FACTORS AND NEXT YEAR’S BUDGETS AND RATES

The Municipalily relies primarily on property and municipal taxes as well as federal and state grants to
carry out the governmental activities. Historically, property and municipal taxes have been very
predictable with increases of approximately five percent. Federal and State grant revenues may vary if
new granis are available but the revenue also is very predictable. Those factors were considered when
preparing the Municipality’s budget for the fiscal year 2013-2014.,

REQUEST FOR INFORMATION

This financial report is designed to provide a general overview of the Municipality’s finances for all of
the Municipality’s citizens, taxpayers, customers, investors and creditors. This financial report seeks to
demonstrate the Municipality®s accountability for the money it receives. Questions concerning any of the
information provided in this report or requests for additional information should be addressed o the
Municipality of Villalba, Department of Finance.

This Space Has Been Left Blank Intentionally
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MUNICIPALITY OF VILLALBA
COMMONWEALTH OF PUERTO RICO

STATEMENT OF NET POSITION
YEAR ENDED JUNE 30, 2014

Assets
Current assets:
Cash in commercial banks
Cash in fiscal agent
Accounts receivable, net of allowance for doubtful accounts:
Intergovernmental
Miscellaneous
Total current assets

Noncurrent asseis:
Capital assets, net of accumulated depreciation and
amortization of $14,506.880
Total noncurrent assets
Total assets

Current Liabilities (due within one year):
Accounts payable
Intergovernmental payablkes
Accrued interest payable on long-term debt
Unearned revenues
Current portion of long-term obligations:
Bonds payable
Other debts
Total current liabilities

Noncurrent liabilities (due in more than one year):
Long-term obligations
Total kabilities

Net position (deficit):
Invested in capital assets, net of related debt
Restricted for:
Hud Fund
Debt service
State Assignment Fund
Special Revenue
Unrestricted net {deficit)
Total net position (deficit)

1479,540
1222134

1569,241
98,969

4369,884

28066,364

28066,364

32436248

2624771
1624,388

87,041
2186,920

393,000
1528,670

8444790

12577594

21022384

22377364

45912
528,967
1811,055
1299,373

{14648,807)

3

11413,864

The notes to the financial statements are an integral part of this statement.
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MUNICIPALITY OF VILLALBA
COMMONWEALTH OF PUERTO RICO

STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30, 2014
Program Revenues
Operating Capital Net Expenses
Charges for granis and grants and and Charges
Functions/programs Expenses scivioes contributions coxtribations in Net Position
Goveramental activilies :
Genera! govermment 3 6551543 5 - b 670,044 s - $  (5881.499)
Healih and welfare 404,976 - 648,752 - {756.224)
Public works 3706.694 - 2979.614 - (727,080)
Public safety 1151926 - 56,906 - (1095 020}
Culture, recreation and educalion 2303611 451,901 699,761 - (1151,949)
Urban and economic develop ment £35,989 - 541,957 - (294.032)
Interest on long-term obligation 718,795 - - - {718,795)
‘Fotal governmental act ivities § 16673534 5 451500 s 5597034 5 - $  {10624.599)

General Revenues:
Taxcs:
Property taxes
Municipal license taxes
Sales lazes
Consiluction excise 1axes
Total taxes
Grants and contributions, not restricted 1o specific programs
M iscellaneous
Total geoeral revenues
Net changes in rei position
Net position at beginning of the y ear
Net position at the end of the year

The notes to the financial statements are an integral part of this statement.

1050,544
1828,069
1037,662
810,434
4726,709
7593413
241374
12561,49
1936897
9476,967

$ 11413864
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MUNICIPALITY OF VILLALBA
COMMONWEALTH OF PUERTO RICO

BALANCE SHEET - GOVERNMENTAL FUNDS

YEAR ENDED JUNE 30, 2014
MAJOR FUNDS

Slate Other Total
Assignment Govermental Governmental

Gengral Fund HUD TFand Fund Fund Funds

ASSETS
Cash in commercal banks 3 254,149 5 BH 8460 3 349447 £ 714 5 1479540
Cush in fisca! ageni 12,262 - - 1200572 1222134
Accounl receivable, net of
doubtful accounts:

Cther 78,061 2,038 - 18,870 U396y
Tue from other [unds 3573.089 300 1545428 2207197 TA6HA.0114
Due from governmental eatities - 14,577 99,511 1455,153 1569.241

Total assets 3 3921581 $ 105,775 $ 2044386 $ 5764176 $  TiH3A M08
LIARILITIFS
Accounls pay able 2554253 4,413 61,515 4570 2624771
Bank Overdraft - -
intergovernmenial 1624 338 1624 348
Dwse 1o ather funds Agg2 928 33243 171,79 3368050 FA6H 014
Uncarned revenue 1552571 22207 - 612,142 2186,420
Matured bonds due and pay able - - - 393,000 393,000
Malured interests due end pay ahle - - - 87.041 87,041
Tonal liabilitkes 9624,137 59,863 233,331 4464803 14382,134
FUND BALANCE
I'und balance:

Reslrcted 215815 45912 1811055 1299.373 3372155

Commitled 14,06% - - - 14,069

Unassioned (5932,460) - . - (5932,460)

“Tota! fund balances {deficit} (5702.576) 45,912 1811,055 1299373 {2546,236)
TOTAL LIABILITIES AND FUND BALANCE
(DEFICIT) 3 3921561 5 105775 § 2044386 5 5764176 $ 11535598

The notes to the financial statements are an integral part of this statement.
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MUNICIPALITY OF VILLALBA
COMMONWEALTH OF PUERTO RICO

RECONCILIATION OF THE BALANCE SHEET - GOVERNMENTAL FUNDS
TO THE STATEMENT OF NET POSITION
YEAR ENDED JUNE 30, 2014

Aggregate fund balance reported in the balance sheet - governmental funds $  (2546,236)

Governmental activities’ amounts reported in the statement of net position and the balance
sheel - governmental funds are different because:

Some of the Municipality’s revenues will be collected after year-end but are not available
soon enough to pay the current period’s expenditures. -

Capilal assets (net of accumnulated depreciation) used in governmental activities are not
fmancial resources, therefore, are not reported in the governmenal funds 28066,364

The following kabilities are not due (mature) in the current period, therefore, are not
reported in the governmenial funds:

Bonds payabk (7941,000)
Convertbk Line of Credit (2046,142)
Notes payable to Municipal Revenue Collection Center (CRIM) (1624, 407)
Compensated absences (1471,423)
Other Debts (1023,292)
Net position as reported in the accompanying statement of net position 3 11413864

The notes to the financial statemenis are an infegral part of this statement
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MUNICIPALITY OF VILLAL BA

COMMONWEALTH OF PUERTO RICO

STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND

BAILANCES — GOVERNMENTAL FUNDS

YEAR ENDED JUNE 30, 2014
MAJOR FUNDS
Siale Ouher Toial
Azsignmen Govermental Govemmenial
General Fand HUD Fund Fund Fund Funds
REVENUES
Taxes:
Properiy laxes $ 984547 S - 3 - $ 380058 % §365.505
Municipal Bcense 1828,06% - - - 1828.06%
Construction excise Laxes 810,434 - - - 810434
Saks tax GaT 023 - - ¥0g39 1837662
Charges of service 451,901 - - - 4531901
Intergovernmentat grants and contributions:
Federzl govermment - 1085248 - 252419 9867
Stale government 608,863 - 935857 135,760 9580480
Miscellancous 35024 - - 15450 241374
Total Revenucs 3 12576,761 3 IORS238  § 935857 3 4337526 18925362
EXPENDITURES
Curren:
General government 9837,608 - - 393248 10230356
ticakh and welfare 725824 521,963 - 8259 1330378
Public works 1202151 - 201,781 2088432 358204
Public safety g19515 - - 50,906 936,421
Culure, recreation and education 1085437 - 3,053 719,989 1808,479
Urban and economic develkspment 19,689 541,957 - - 261646
Debt service:
Principal . - - 417,000 417000
Interest - - - 428,564 428,564
Total Expendituraes 13750,224 1063,920 204834 4186730 19295,708
Excess (Deficiency) of Revenves over expendiures {1173.46%) 21328 641,023 140,796 (370316}
OTHER FINANCING SOURCES (USES)
Tramsfer » from other funds 570,147 - - 824227 1594374
Trasfer out to other fwnds {134,914} - - (1259460} {§394.,374)
‘Fotal Other Financing Sources (uses) 435233 - - {(435.233) -
NET CHANGE IN FUND BEALANCES (DEFICITS) (738.230) 21,328 641,023 {294 437) {370,3186)
FUND BALANCE (DEFICIT) AT BEGINNING
OF YEAR (RESTATED) {4904.346) 24,584 1170032 1593810 {2175,920
RIS & 1299373 (7546.23%6)

FUND BALANCE (DEFICTT) AT END OF $ L (5T02576) $ 45912 8

S
v

The notes to the financial statements are an integral part of this statement,
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MUNICIPALITY OF VILLALBA
COMMONWEALTH OF PUERTOQ RICO

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES
AND CHANGES IN FUND BALANCES OF
GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30, 2014

7

Net change in fund balances- total governsmental funds

Governmental activities amounts reported in the statement of activities and the statlement of Revenues,
expenditures and changes in fund balances governmental funds are different because:

Revenues in the Statement of Activities thal do not provide current finzncial resources are not
reported as revenues in the funds

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

Govermental Activilies:

Capital Outlay 3952839
Depreciztion Expense (1457.435)

Excess of Capital Outlay over Depreciation Expense

Some expenses reported in the Staternents of Activities do not require the use of current financial reurces and
therefore are not reporied as expenditures i govermental funds. These activities consist of:

Decrease in Long-term obligations 417,000
Increase i Compensated Absences (81,218}
Decrease m Crim Debt 49376
Increase m Other Debt {404,389)

Total Additional Expenditures

Repayment of principal of long-term obligations & an expenditures in the governmental funds, but the repayment
reduces long-term habilities in the statement of net assels

Net changes i net position reported m the accompayning statements of activities

The notes to the financial statements are an integral part of this statement.

(370316)

(314,961)

2495404

(19.231)

146,001

1936.897




MUNICIPALITY OF VILLALBA
COMMONWEALTH OF PUERT(C RICO

NOTES TO BASIC FINANCJAL STATEMENTS
YEAR ENDED JUNE 30, 2014

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Villalba, Puerto Rico (Municipality), is a local municipal government constituted
in 1917 in the Commonwealth of Puerto Rico. The Municipality has full legislative, fiscal and all
other governmental powers and responsibilities expressly assigned by Law No. 81 of August 30,
1991, as amended, known as Autonomous Municipalities Act of the Commonwealth of Puerto Rico
{Acl No. 81).

The Municipality’s governmental system consists of executive and legislative branches. The
Constitution of the Commonwealth of Puerto Rico (the “Commonwealth™) provides for the
separation of powers of the executive, legislative and judicial branches. A Mayor, elecied every four
years by the citizens, exercises the executive power of the Municipality. The legislative power is
exercised by the Municipal Legislature, which is also elected every four years, The General Justice
Court System of the Commonwealth, which has jurisdiction over the Mumicipality, exercises the

judiciary power.

The Municipality assumes responsibility for providing services to its citizens related to public
housing, welfare, public safety, heaith, sanitation, education, culture, recreation, urban and economic
development, and many other general and administrative duties.

The accounting policies of the Municipality conform to Accounting Principles Generally Accepled in
the United States of America (GAAP) as applicable to governmental units. The following is a
summary of the more significant of such policies.

a) Financial Reporiing Model

The accompanying basic financial statements present the financial position of the governmental
activities, each major governmental funds, and the aggregate remaining fund information of the
Municipality at Junc 30, 2014, in conformity with Accounting Principles Generally Accepted in
the United States of America (GAAP), as prescribed by the Governmental Accounting Standards
Board (GASB). [n addition, the accompanying basic financial statements present the changes in
the financial position (results of operations) of the governmental activities, each major
governmental fund, and the aggregate remaining fund information for the fiscal year ended June
30, 2014 in conformity with GAAP.

According to the financial reporting model established by GASB Statement No. 34, Basic
Financiul Statements — and Management's Discussion and Analysis — for State and Local
Governments (GASB No. 34), the minimum required financial statement presentation applicable
to the Municipality is composed of the following elements: (1) government-wide financial
staiements (GWFS), (2) governmental fund financial statements (GFFS), (3) notes to basic
financial statements, and (4) required supplementary information (RSI).

RSI consists of: (1) a Management’s Discussion and Analysis (MD&A) and (2) a budgetary
comparison schedule — general fund. RSI is unaudited supplementary information required by
GAAP presented along with, but separate from, the Municipality’s basic financial statements.

The MD&A is a narrative report that introduces the accompanying basic financial statements and
provides an analytical overview of the Municipality’s financial activities for the fiscal year ended
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COMMONWEALTH OF PUERTO RICO

NOTES TO BASIC FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2014

b)

c)

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

The Budgetary Comparison Schedule - General Fund is a comparison of the actual results (using
the budgetary basis of accounting, which differs from GAAP) with the original budget and the
final amended budget for the General Fund. A budget to GAAP reconciliation is presented
providing information of differences between the budgetary basis of accounting and GAAP.

Financial Reporting Entity

The accompanying basic financial statements include all departments, agencies and municipal
entities that: (1) are under the legal and administrative control of the Mayor and (2) whose funds
arc under the legal custody and control of the Municipality’s Director of Finance and Budget, as
prescribed by Law No. 81.

The Municipality’s management has considered all potential component units for which it may
be financially accountable and other legally separate organizations for which the nature and
significance of their relationship with the Municipality may be such that exclusion of their basic
financial statements from those of the Municipality would cause the Municipality’s basic
financial statements to be misleading or incompiete.

The Municipality’s management has concluded that, based on the criteria set forth by GASB
Statement No. 14 - The Financial Reporting Entity (GASB No. 14) and GASB Statement No. 39
— Determining Whether Certain Organizations are Component Units (GASB No. 39), there are
no legally separate entities or organizations that should be reported as component units of the
Municipality as of June 30, 2014 nor for the year then ended.

Government-wide Financial Statements

The accompanying GWFS are composed of: (1) the statement of net position and (2) the
statement of activities. These financial statements do not report fund imformation but rather
report information of all of the Municipality’s governmental activities. These statements are
aimed al presenting a broad overview of the Municipality’s finances through reporting its
financial position and results of operations as a whole, using methods that are similar to those
uscd by most private busincsses.

The focus of the GWFS is not on compliance with budgets, reguiatory requirements or on the use
of available or currently expendable financial resources (referred to as fiscal accountability), but
on operational accouniability information about the Municipality as a single economic unit.
Operational accountability is the Municipality's responsibility to report to the extent to which it
has met its operating objectives efficienlly and effectively, using all resources available for that
purpose. It focuses on the Municipality’s principal operating objective, which is 1o provide
services (o its citizens,

The accompanying statement of net posilion provides shori-term and long-lerm information
about the Munictpality’s financizl position and condition by presenting all of the Municipality’s
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assets and liabilities, with the difference between these two iftems reported as “net position”
(equity). This statement assists management in assessing the level of services that can be
provided by the Municipality in the future, and its ability to meet its obligations as they become
due. In addition, this statement reports the extent to which the Municipality has invested in
capital assets, including infrastructure, and discloses legal and contractual vestrictions on
resources.

Net position is classified in the accompanying statement of net position within the folowing
three categories:

L 2

Invested in capital assets, net of related debt — These consist of capilal asscts, net of
accumulated deprecialion and amortization, reduced by the outstanding balances of bonds,
notes and other debt that are attributed to the acquisition, construction or improvement of
those assets. For the purposes of determining the outstanding debt attributed to capital assets,
the tota} long-term debt related to the acquisition, construction or improvement of capital
assets have been reduced by any related unspent debt proceeds and any related unamortized
debt issuance costs.

Restricted— These consist of net position resiricted by external parties (such as creditors,
grantors, contribulors, laws or regulations of other governments, etc.), or nel position for
which constraints are imposed by constitutional provisions or enabling legislation. Enabling
legislation is defined as legislation that authorizes the Municipality to assess, levy, charge or
otherwise mandate payment of resources (from external resource providers). Enabling
legislation establishes restrictions if it includes a legally enforceable requirement that those
resources be used only for the specific purposes stipulated in the legislation.

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

Internally imposed designations of resources, including earmarking, are not reported as
testricied net position. These designations consist of management’s plans for the use of
resources, which are subject 1o change at the discretion of the Municipal Legislature.

Unrestricted — These consist of net position that are neither externally or legally restricted,
nor invested in capital assets. However, unrestricted net position often are designated 1o
indicate that management does not consider them to be available for general operations.
Unresiricted net asset often have constraints that are impoesed by management, but can be
removed or modified.

When both restricted and unrestricted resources are available for use, it is the Municipality’s
policy to gencrally use restricted resources first, and then unrestricted resources as they are
needed.
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The accompanying statement of activities presents the results of the Municipality’s operations by
showing how the Municipality’s net position changed during the year ended June 30, 2014, using
a net {expense) revenue format. This statement presents the cost of each function/program as
well as the extent to which each of the Municipality’s functions, programs or other services
either contributes to or draws from the Municipality’s general revenues (such as property taxes,
municipal license taxes, construction excise taxes, etc.).

A function/program describes a group of activities that are aimed at accomplishing 2 major
service or regulatory responsibility. The functions/programs reporied in the accompanying basic
financial statements are: (1) general governmenl, (2) urban and economic development, (3)
public safety, (4) health and welfare, (5) culture, recreation and education, and (6) public works.
The governmental operations of the Municipality’s departments and operational units are
classified within the following functions/programs in the accompanying basic financial
siatements:

General Government:
Municipal Legislature
Mayor's Office
Department of Finance and Budget
Department of Human Resources
Department of Municipal Secretary
Department of Internal Audit

Public Works:
Department of Public Works

Public Safety:
Department of Municipal Police
Office of Emergency Management

Heailth and Welfare:
Department of Elderly Affairs

Culture and Recreation:
Department of Recreation and Sports
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The statement of activities demonstrates the degree to which program revenues offset direct
expenses of a given function/program or segments. Direct expenses are those that are clearly
identifiable with a specific function, segment or operational unit. This statement reports revenues
in two broad categories: (1) program revenues and (2) general revenues.

Program revenues are generated directly from a program itself or may come from parties outside
the Municipality’s taxpayers or citizens. In the statement of activities, program revenues reduce
the costs (expenses) of the function/program to arrive at the net cost of the function/program that
must be financed from the Municipality’s general revenues. The accompanying statcment of
aclivities separately reports the following categories of program revenues:

* Charges for services — These generally consist of exchange or exchange-like transactions
involving charges to customers or applicants who purchase, use or directly benefit from the
goods, services or privileges provided, or are otherwise direclly affected by the services.
These include fees charged for specific services, charges for licenses and permits, and fines
and forfeilures, among others.

e Program-specific capital and operating grants and contributions — These consist of
transactions that are either mandatory or voluntary non-exchange transactions with other
governments, organizations, or individuals that restrict the respurces for use in a particular
program. Capital grants and contributions consist of capital assets or resources that are
restricted for capital purposes — to purchase, construct or renovate capital assets associated
with a specific program. Operaling granis and contributions consist of resources that are
required to be used to finance the costs of operating a specific program or can be used either
for operating or capital purposes of a specific program. Restricted capital and operating
grants and contributions are program revenues because they are specifically attributable to a
program and reduce the net expense of that program to the Municipality. They are reported
net of estimated uncollectible amounts.

General revenues are the default category for revenues. It includes all revenues and gains that do
not meet the definition of program revenues. Property laxes, municipal license taxes, sales taxes
and construction excise laxes are reporled as general revenues. All other nontax revenues
(including unrestricted investment earnings, grants and contributions not restricted for specific
programs and miscellaneous revenues) that do not meet the definition of program revenues are
classified as general revenues. Resources that are dedicated internailly by the Municipality are
reported as general revenues rather than as program revenues. All general revenues are reported
net of estimated uncollectible armounts, which are recorded as reduction of revenues rather than
as expenses.

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

The effects of all interfund governmental activilies (revenues, expenditures and other financing
sources/uses among governmental funds) have been removed from the accompanying staterments
of net position and activities.

The Municipality classifies all of its aclivities as governmental activities in the accompanying
GWFS. These are aclivilies generally financed through taxes, intergovernmental revenues and
other non-exchange revenues that can be wsed io support the Municipality’s programs or
services, These governmental aclivities are also generally reported in the governmental fund
financial slatements,

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

Governmental Fund Financial Statements

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

Each governmental fund is considered an independent fiscal entity accounted for within a set of
self-balancing accounis that comprise its assets, liabilities, fund equity or deficii, revenue and
expenditures. The accompanying GFFS segregate governmenial funds according to their
intended purpose and are used in demonstrating compliance with legal, financial and contractual
provisions. The minimum number of governmental funds is maintained consistent with legal and
self-imposed managerial requirements established by the Municipality. For {inancial reporting
purposes, the Municipality classifies its governmental funds within the following categories:

e General fund — The general fund is the Municipality’s main operating fund and a major
governmental fund, as defined below, used to account for all financial resources and
governmental activities not accounted for and reporicd in another fund. It is presumed that
the Municipality’s governmental activities have been reported in the general fund except for
transactions for which one of the following compelling reasons has required the use of
another fund: (1) legal requirements, (2) GAAP requirements or (3) the demands of sound
financial administration requiring the use of a governmental fund other than the general fund.
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¢ HUD Fund -This is the fund used to account for all the transactions of the HUD Awards.
The primarily objectives of this program is the development of viable communities by
providing decent housing, rent assistance, a suitable living environment and expanded
economic opportunities, principally for persons of low and moderate income. The uses and
limitations of each Hud fund are specified by federal statutes.

o State Assignment Fund — This is the fund used to account for all the transactions of the State
Assignment by Legislature Resolutions. The primarily objectives of this assignments is to
development of minor projects on communitics, not-for-profit organizations and indirect
assignment 1o persons of low and moderate income.

¢ Other Governmental Funds — Other Govermental Funds are all non—major governmental
funds, used by the Municipality to account for the proceeds of specific revenue sources that
are restricted or committed to expenditure for specified purposes. The uses and limitations of
cach fund are specified by municipal ordinances or federal and state statutes. However,
resources restricied to expenditure for purposes normally financed from the general fund are
reported in the Municipality’s general fund provided that all applicable legal requirements arc
appropriately satisfied. In this case, other governmental funds 1o account for such kind of
transactions will be used only if legally mandated.

The focus of ihe governmental fund financial statements is on major funds, which generally
represent the Municipality’s most important funds. Accordingly, the Municipality is required to
segregate governmental funds among major and nonmajor within the governmental fund
financial statements. Major individual governmental funds are reported individually as separate
columns in the governmental fund financial statements, while data from all nonmajor
governmental funds arc aggregated info a single column, regardless of fund type.

By definition, the Municipality’s general fund is always considered a major governmental fund
for financial reporting purposes. In addition, any other fund is considered a major fund for
financial reporting purposes if its total assets, liabilities, revenues or expenditures of that
individual goveramental fund are at least 10 percent of the corresponding element tolal (assets,
liabilitics, revenues or expenditures) for all governmental funds. For the purposes of applying
the aforementioned major fund criterta, no eliminations of interfund balances have been made.
Total revenues for these purposes means all revenues, including operating and nonoperating
revenues (net of allowances), except for other financing sources. Tolal expenditures for these
purpeses mean all expenditures, including operating and nonoperating expenditures, except for
other financing uses.

Based on the aforementioned criteria, the Municipality’s major governmenta! funds reported in
the accompanying governmental fund financial statements are: (1) the general fund, (2) the HUD
fund (3) the state assignment {fund and {4) debt service fund.

General fund — The general fund is the Municipality’s main operating fund used to account for
all financial resources and governmental activities not accounted for and reported in another
fund.
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e)

HUD Fund —This is the fund used to account for all the transactions of the HUD Awards. The
primarily objectives of this program is the development of viable communities by providing
decent housing, rent assistance, a suitable living environment and expanded economic
opportunities, principally for persons of low and moderate income.

State Assignment Fund — This is the fund used to account for all the transactions of the State
Assignment by Legislature Resolutions. The primarily objectives of this assignments is lo
development of minor projects on communities, not-for-profit organizations and indirect
assignment to persons of low and moderate income.

Measurement Focus and Basis of Accounting

Government-wide financial statements — The accompanying GWFS are prepared using the
economic resources measurement focus and the accrual basis of accounting. Subject to the
additional rules and limitations detailed below, revenves (including intercst income) are
generally recorded when earned and expenses are generally recorded when a liability is incurred,
regardiess of the timing of related cash flows.

All revenues, expenses, gains, losses, assets and liabilities resulting from exchange and
exchange-like transactions are generally recorded when the exchange takes place. In exchange
transactions, each party 10 the transaction receives and gives up essentially equal values.

An exchange-like transaction is one in which there is an identifiable exchange and the valucs
exchanged, though related, may not be quite equal. Nevertheless, the exchange characteristics of
the exchange-like transaction are strong enough to justify treating it as an exchange for
accounting purposes {examples include fees for licenses and permits, charges for services, and
miscellancous revenues, which are recorded as revenues when collecled because they are
generally not measurable until actually received).

All revenues, expenses, gains, losses and assets resulting from nonexchange (ransactions are
recorded using the criteria set forth by GASB Statement No. 33, Accounting and Financial
Reporiing for Nonexchange Transactions (GASB No. 33), which the Municipality adopted on
July 1, 2003. GASB No. 33 established accounting and reporting standards for nonexchange
transactions involving cash and financial or capital resources (for exampile, most taxes, granis
and private donations). In a nonexchange transaction, the Municipality gives (or receives) value
without directly receiving (or giving) equal value in return. This is different from an exchange
transaction, in which each party receives and gives up essentially equal values. According to
GASB No. 33, the Municipality groups iis nonexchange transactions into the following four
classes in the accompanying basic financial statements: (a) derived tax revenues, (b) imposed
nonexchange revenues, (c) government mandated nonexchange transactions, and (d) voluntary
nonexchange transactions

In the case of derived tax revenue transactions (such as municipal license taxes), which result
{rom assessments the Municipality places on exchange transactions, receivables and revenues are
recorded when the underlying exchange has occurred (that generally is, when the taxpayers’ net
sales or revenues subject to tax take place).
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In the case of imposed non-exchange revenue transactions (such as property taxes), which result
from assessments made by the Municipality on nongovernmental entities, including individuals,
other than assessments on exchange transactions, receivables are generally recorded in the period
when an enforceable legal claim has arisen. Property taxes are generally recorded as revenues
{net of amounts considered not collectible) in the period when resources are required to be used
or the first period that the use of the resources is permitted.

Government-mandated non-exchange transactions (such as grants and contributions) result when
a government at one level (such as the federal or state government) provides resources to another
government (such as the Municipality), and the provider government requires the recipient
government to use those tesources for a specific purpose or purposes established in the
provider’s enabling legislation. In thesc types of transactions, receivables and revenues are
generatly recorded as follows:

»  For rcimbursement-type (commonly known as “expenditure-driven awards™), receivables
and revenues are recorded when all eligibility requirements imposed by the provider
have been met. The Municipality must expend resources on the specific purpose or
project before the provider reimburses any amounts. Revenue is, therefore, generally
recognized as qualifying reimbursable expenditures are incurred.

» For other types of grants (mainly grants and contributions with purpose restrictions but
with no time requirements), receivables and revenues are recorded when all applicable
eligibility requirements are met. When the provider is a government (including the
government of the United States of America) the applicable recognition period for both,
the provider and the recipient, is the provider’s fiscal year and begins on the first day of
that year.

Voluntary non-exchange transactions (such as donations and certain grants and cntitlements)
resull from legislative or contractual agreements, other than exchanges, entered into willingly by
two or more parties. In these types of transactions, receivables and revenues are generally
accounted for in the same manner as government-mandated non-exchange transactions discussed
above.

Receipts of any type of revenue sources collected in advance for use in the following period are
recorded as deferred revenues.,

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

According to GASB No. 34, all general capital assets and the unmatured long-term liabilities are
recorded only in the accompanying statement of net position. The measurement focus and the
basis of accounting used in the accompanying GWFS differ significantly from the measurement
focus and basis of accounting used in the preparation of the accompanying governmental fund
financial statements. Therefore, the accompanying governmental fund financial statements
include reconciliations, as detailed in the accompanying table of contents, to better identify the
relationship between the GWES and the governmental fund financial statements.
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Governmental fund financial statements — The accompanying GFFS are reported using the
current financial resources measurement focus and the modified accrual basis of accounting.
Revenues are generally recognized as soon as they are both measurable and available. Revenues
arc generally considered to be available when they are collectible within the current year or soon
enough thereafter to pay liabilities of the current year. For this purpose, the Municipality
considers most revenues to be available if collected within 90 days after June 30, 2014, excepi
for property taxes for which the availability period is 60 days. Revenue sources not meeting this
availability criterion or collected in advance are recorded as deferred revenues at June 30, 2014.
The principal revenue sources considered susceptible to accrual include property taxes,
municipal license taxes, intergovernmental grants and contributions and interest income. These
principal revenue sources meet both measurability and availability criteria in the accompanying
GFFS, except for amounis recorded as deferred (earned and unavailable) revenues.

In 2 manner similar to the GWFS, but subject to and limited by the availability eriteria discussed
above, all revenues, expenses, gains, losses, assets and liabilities resulting from exchange and
exchange-like transactions are also generally recorded when the exchange takes place.
Accordingly, fees for licenses and permits, charges for scrvices and miscellaneous revenues are
recorded as revenues when collecied because they are generally not measurable until actually
received.

All revenues, expenses, gains, losses and assets resulting from non-exchange transactions are
recorded in a similar manner to the GWFS, using the previously discussed criteria set forth by
GASB No. 33 for non-exchange transactions, but subject to and limited by the availability
criteria discussed above. Accordingly, property tax and municipal license tax receivables are also
generally recorded in the fiscal year when an enforceable legal claim has arisen while property
tax and municipal license tax revenues {net of amounts considered not collectible) are also
generally recorded tn the fiscal year when resources are required to be used or the first fiscal year
that the use of the resources is permitted. Receivables and revenues from reimbursement-type
grants, contributions, donaiions and entitlements are also generally recorded as qualifying
reimbursable expenditures are incurred , while receivables and revenues from other types of
grants are recorded when all eligibility requirements imposed by the provider have been met.

Interest income is recorded when carned only if collected within 90 days after year-end since
these would be considered both measurable and available.

Pursuant 1o the provisions of GASB Interpretation No. 6, Recognition and Measurement of
Certain Liabilities and Expenditures in Governmental Fund Financial Statements (GASB No. 6),
in the absence of an explicit requirement (i.c., the absence of an applicable modification,
discussed below)} the Municipality generally accrues a governmental fund liability and an
expenditure (including salaries, professional services, supplies, utilities, etc.) in the period in
which the government incurs the liability, to the extent that these liabilitics are normally expected
1o be liquidated with current available financial resources. GASB No. 6 modified the recognition
criteria for certain expendtiures and liabilities reported under the modified accrual basis of
accounting prior 0 GASB No. 34, and clarified a number of situalions in which the Municipality
should distinguish between governmental fund liabilities and general long-term liabilities.
Therefore, the accompanying balance sheet — governmental funds generally reflects assets that
will be converted into cash to satisfy current liabilities. Long-term assets (except for accounts
teccivables and inter-fund advances) and those assets that will not be converted into cash to
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satisy current liabilities are generally not accounted for in the accompanying balance sheet —
governmental funds. At the same time, long-term liabilities (generally, those unmatured that will
not require the use of current financial resources to pay them) are not accounted for in the
accompanying balance sheet — governmental funds.

Modifications to the accrual basis of accounting in accordance with GASB No. 6 include:

« Principal and interest on bonds payable are recorded when they mature (when payment is
due), except for principal and interest due on July 1, 2013, which have been recorded as
governmental fund HLabilities at June 30, 2014, which is the date when resources are available
in the debt service fund (generatly, JTune 30).

» Notes payable, obligations under capital leases, compensated absences, and amounts subject
to accrued claims and judgments under litigation are recorded only when they mature (when
payment is due).

s Certain accrued liabilities not due and payable or not normally expected 10 be liquidated with
current available and expendable financial resources are recorded in the accompanying
statement of net position. Such liabilities are recorded in the governmental funds when they
mature.

» Executory purchase orders and contracts are recorded as assignments of fund balance in the
governmental funds FFS.

Liabilities outside the bounds of these exceplions or modifications are reported as governmental
fund liabilities when incurred (including salaries, professional services, supplies, utilities, etc.)
since these liabilities normally are paid in a timely manner and in full from current financial
TESOUTCES.

The measurement focus of the GFFS is on decreases in net financial resources (expenditures)
rather than expenses. Most expenditures are measurable and are recorded when the related
governmental fund liability is incurred. Allocation of costs, such as depreciation and
amortization, are recorded in the accompanying statement of activities, but are not recorded in the
accompanying GFFS.

All general capital assets and the unmatured long-term liabilities (determined using the modified
accrual basis of accounting) are incorporated into the accompanying stalement of net position.

Stewardship, Compliance and Accountability

Budgetary Control

According to the Autonomous Municipalities Act of the Commonwealth of Puerto Rico, the
Mayor and its Administrative Cabinet prepare annual budgets each fiscal year for the
Municipality’s general fund and debt service fund. Such legally adopted budgets are based on
expecicd expenditures by program and estimated resources by source for both funds. The annual
budgets arc devcloped using elements of performance-based program budgeting and zero-based
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budgeling, and include estimales of revenues and other resources for the ensuing fiscal year under
laws and regulations existing at the time the budget is prepared.

The Mayor must submit an annual budgetary resolution project {the Project) to the Commissioner
of Municipal Affairs of Puerto Rico (the Commissioner) and the Municipal Legislature no later
than each May 10 and May 31, respectively. The Commissioner preliminary verifies that the
Project complies with all the applicable laws and regulations and may provide comments and
suggestions to the Mayor on or before each June 15.

The Municipal Legislature has 10 business days, up to June 15, to discuss and approve the
Project with modifications. The Municipal Legislature may amend the budgets submitted by the
Mayor but may not increase any items so far to cause a deficit without imposing taxes or
identifying other sources of revenue 10 cover such deficit. After the Municipal Legislature
modifies and preliminarily approves the Project, the modificd Project is sent back 1o the Mayor
for his approval or rejection within 6 days. The Mayor may decrease or eliminate any line item
but may not increase or insert any new line item in the budgets. The Mayor may also veto the
budgets in their entirety and return il to the Municipai Legislature with his objections. If the
Mayor rejects the Project, the Municipal Legislature will have up to 8 days to adopt or reject the
recommendations or objections of the Mayor. The approved Project is sent again o the Mayor,
which then would have 3 days to sign and approve it.

If the budgets are not adopted prior to the end of the deadlines referred to above, the annual
budgets for the preceding fiscal year, as approved by the Legislature and the Mayor, are
automatically renewed for the ensuing fiscal year until the Municipal Legislature and the Mayor
approve new budgets. This permits the Municipality to continue making paymenis for its
operations and other purposes until the new budgets are approved.

The annual budgets may be updated for any estimate revisions as well as year-end encumbrances
and may include any additional information requesied by the Municipal Legislature. The Mayor
may request subsequent amendments to the approved budgets, which are subject to the approval
of the Municipal Legislalure.

The Municipality’s Department of Finance and Budget has the responsibility to ensure that
budgetary spending control is maintaincd. For day-to-day management control, expenditures
plus encumbrances may nol exceed budgeied amounts at the expenditure-iype level of each cost
center (aclivity within a program within a fund). The Mayor may transfer unencumbered
appropriations within programs within funds. The Municipal Legislature may transfer amounts
among programs within and among funds.

The legal level of budgetary control (i.e., the level at which expenditures may not legally exceed
appropriation} is at the funciions/program level (general government, urban and cconomic
development, public safety, health and sanitation, culture, recreation and education, and public
housing and welfare) within a fund.
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Under the laws and regulations of the Commonwealth, the appropriations made for any fiscal
year shall not exceed the total revenue, including available surplus, estimated for said fiscal year
unless the imposition of taxes sufficient to cover said appropriations is provided.

Budgetary Accounting

The Municipality’s annual budgets are prepared under the budgetary (statutory} basis of
accounting, which is not in accerdance with GAAP.

Under the budgetary basis of accounting, revenue is generally recognized when cash is received.
Short-term and long-term borrowings may be used te finance budgetary excess of expenditures
OVET TCVEDUES.

The Municipality uses encumbrance accounting to record the full amount of purchase orders,
contracts and other commitmenis of appropriated resources as deductions from the appropriation
prior to actual expenditure. In the governmental funds, encumbrance accounting is a significant
aspect of budgetary control. Accordingly, expenditures are generally recorded when the related
expenditure is incurred or encumbered. Available appropriations and encumbrances arc
established to lapse one year after the end of the fiscal year. Amounts required to seitle claims
and judgments against the Municipality, and certain other liabilities, are not recognized until they
are encumbered or otherwise processed for payment. Unencumbered appropriations and
encumbrances lapse at year-end. Other appropriations, mainly capital projects appropriations,
are continuing accounts for which the Municipal Legislature has authorized that an unspent
balance from the prior year be carried forward and made available for current spending.

The accompanying budgetary comparison schedule provides information about the general fund’s
original budget, the amendments made to such budget, and the actual general fund’s results of
operations under the budgetary basis of accounting for the fiscal year ended June 30, 2014.
Further detaiis of the Municipality’s budgetary control at the legal level may be oblained from the
Budgetary Liquidation Report for the fiscal year ended June 30, 2014. Copies of that repori may
be obtained by writing to the Municipality’s Director of Finance and Budget.

Accounting principles applied for purposes of developing data on a budgetary basis differ
significantly from those used to present the governmental fund financial statements in conformity
with GAAP. Accordingly, the accompanying budgetary comparison schedule is accompanied by
a reconciliation of the differences betwcen the budgetary basis and GAAP actual amounts.

The Municipality does not legally adopt budgets for the State Assignment Fund and HUD Fund.
The financial vesources received by these funds are not subject to budgeting by the Municipality
since the resources received each year from the respective grantors varies from year to year, and
the respective amounts are granted at their discretion.

Unrestricted and Restricted Deposits

The Municipality’s deposits are composed of cash on hand, demand deposits and cash
equivalents in: (1) commercial banks, (2) the Government Development Bank for Puerto Rico
{(GDB), a governmental bank and a major component unit of the Commonwealth, who is
statulorily designated as fiscal agent of the Municipality, and (3) the Municipal Revenue
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k)

Collection Center (CRIM, by its Spanish acronyms), a governmental entity responsible for the
imposition and collection of property taxes on behalf of all municipalities of Puerto Rico.

The Municipality follows the practice of pooling cash. The balance in the pooled cash account is
available 1o meet current operaling requirements. Under the laws and regulations of the
Commonwealth, public funds deposited by the Municipality in commercial banks must be fully
collateralized for the amounts deposited in excess of the federal depository insurance generally
provided by the Federal Dcposits Insurance Corporation (FDIC). All securities pledged as
collateral are held by agents designated by the Secretary of ihe Treasury of the Commonwealth,
but not in the Municipality’s name.

Restricied assets include cash and cash equivalents in commercial banks, GDB and CRIM. Thesc
cash balances are classified as restricied assets since its use is limited for the specified purposes
discussed below, which are established by applicable agreements or required by law.

Restricled cash with fiscal agent in the general and debt service funds represent properly iax
collections which are retained and restricted for the payment of the Municipality’s debt service,
as cstablished by law. Resiricted cash in fiscal agent in other governmental funds consists of
unspent proceeds of bonds and notes, and the balance of interest and noninterest bearing accounts
which are restricted for: (1) the acquisition, construction or improvement of major capital assels
and the operations of federal and state funded programs,

Unrestricted and Restricted Accounts and Notes Receivable

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

Tax reccivables in the general fund represent uncoliected property taxes. Restricted tax
receivables in the debt service fund consist of uncollected property laxes, which are restricted for
the payment of the Municipality’s debt service, as established by law.,

Intergovernmental receivables are composed of: (1) amounts owed to the Municipality for
reimbursemenl of expenditures incurred pursuant to federal and state funded programs (recorded
in the general fund, special revenue funds and capital project funds), and (2) contributions in lieu
of taxes from the Puerto Rico Eleciric Power Authority, recorded in the general fund.

These accounts receivables are stated net of estimaled allowances for uncolleclible accounts,
which are determined, based upon past colleclion experience, historical trends, current economic
conditions and the periodic aging of accounts receivable.

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

Capital Assets

Capital assets used in governmental activities include land and land improvements, buildings,
structures and building improvements, machinery and equipment, furniture and fixtures, licensed
vehicles, construction in progress, and infrastructure. These assels are capitalized and reported in
the accompanying statement of nel position. Infrastructure assets are generally stationary in
nature and include roads, bridges, strects and sidewalks, drainage systems and other similar
assels.

In the statement of net position, all capital assets are recorded al cost or estimated historical cost
if actual cost was unavailable, except for donated capital assets, which are recorded at their
estimated fair value at the date of donation.

The Municipality’s capitalization levels are $500 on personal property. For improvements other
than buildings, the capital outlay must be greater than $10,000, extend the estimated useful life
for ten years, and be greater than 10% of the original cost of the assel.

Major outlays for capital assets and improvements are capitalized in the statement of net position
as projects are constructed. The costs of normal maintenance and repairs that do not add value to
the asset or materially extend capital asset lives are not capitalized.

Depreciation and amortization expense is recorded only in the government-wide statement of
activitics. However, there is no depreciation or amortization recorded for land and construction-
in-progress. Depreciable capital assets are generally deprecialed or amortized over their
estimated useful lives under the straight — line method, except for machinery and equipment held
under capital leases which is depreciated over the shorter of its estimaied useful life or the lease
term. The estimated useful lives of major capital asset categories are:

Capital Asset Years
Buildings 30
Improvement Other Than Buildings 30
Equipment 3-10
Vehicles 5
Recreation facilities 15-20
Infrastruciure 10-50

Depreciation and amortization expense on capital assets are recorded as direct expenses of the
function/program specifically identified with the asset. Depreciation and amortization of
infrastructure is not allocated 1o various functions/programs but reported as direct expenses of
the urban,

Review of Carrying Value of Capital Assets for lmpairment - The Municipality reviews the
carrying value of capital assets for impairment whenever a significant and unexpected decline in
service utility of capital assets occurs,
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Advance Revenues

The Municipality reports deferred revenue on its GFFS and GWFS. In the GFFS, deferred
revenue arises when:

* Potential revenue does not meet both the “measurable™ and “available™ criteria for revenue
recognition in the current period. As previously discussed, available is defined as due {or
past due) at June 30, and collected within 90 days (60 days for property taxes) thereafter to
pay obligations due at June 30, or;

e The Municipality receives resources before it has a legal claim to them. In subsequent
periods, when the revenue recognition criterion is met, the liability for deferred revenue is
removed and revenue 18 recognized.

Advanced revenues at the government-wide level arise only when the Municipality receives
resources before it has a legal claim 10 them.

Compensated Absences

Compensated absences are accounted for under the provisions of Statement No. 16, Accounting
for Compensated Absences, issued by GASB (GASB No. 16). Compensated absences include
paid time off made available to employees in connection with vacation, sick leave and
compensatory time. The liability for compensated absences recorded in the accompanying
statement of net position is limited to leave that: (1) is atiributable to services already rendered
on or before June 30, 2014 and (2) is not contingent on a specific event (such as illness) that is
outside the control of the Municipality and the employee. The liability for compensated absences
includes salary-related costs, which are directly and incrementally related to the amount of salary
paid to the employee (such as employer’s share of social security taxes and medicare taxes).

The vacation policy of the Municipality is established by law and provides for the accumulation
of regular vacations at a rate of 2.5 days per month (30 days per year) per employee. Employees
accumulate regular sick leave at a rate of 1.5 days per month (18 days per year). Employees
accumulale compensatory time at a rate of 1.5 times the overtime worked. All vacation and sick
leave days accumulated by employees in excess of 30 days and 90 days, respectively, are paid o
cmployees each year, if not consumed, as required by law.

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

The liability for compensated absences is reported in the statement of net position. A liability for
compensated absences is reported in the GFFS only if they have matured, for example, as a result
of employee resignations and retirements,
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Long-term Debt

The long-term liabilities reported in the accompanying statements of nct position include the
Municipality’s bonds, notes, obligation under capital leases, compensated absences and legal
claims and judgments.

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

Accounting for Pension Costs

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

According 1o GASB No. 27, the Municipalily accounts for pension costs from the standpoint of a
participant in a multiple-employer cost-sharing plan. Accordingly, pension costs recognized in
the accompanying basic financial statements are equal to the statutorily required contribulions,
with a liability recorded for any unpaid required contributions.

Risk Management

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

The Municipality carries insurance coverage for death and bodily injuries caused by automobile
accidents. This insurance is obtained through the Automobile Accidents Compensation
Admmistration (“ACAA™, by its Spanish acronym), a discretely component unit of the
Commonwecalth. This insurance is compulsory for all licensed vehicles used on public roads and
highways in Puerto Rico. The annual premium is $35 per licensed motor vehicle, which is paid
directly to ACAA.
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The Municipality obtains workers™ compensation insurance coverage through the State Insurance
Fund Corporation {“FSE” by its Spanish acronym), 2 component unit of the Commonwealth.
This insurance covers workers against injuries, disability or death because of work or
employment-related accidents, or because of illness suffered as a consequence of their
employment. Workers™ compensation insurance premiums are also paid through monthly
deductions made by CRIM from the Municipality’s gross property tax collections.

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

The Municipality also obtains medical insurance coverage for its employees. The current
insurance policies have not been cancelled or terminated at June 30, 2014. In the past three
years, the Municipality has not setiled claims that exceeded insurance coverage.

Fund Balances

On July 1, 2010, the Municipality adopted the provisions of GASE Statement No. 54, Fund
Balance Reporting and Governmental Fund Type Definitions No. 54 (GASB No. 54). GASB No.
54, which enhanced the usefulness of fund balance information by providing clearer fund balance
classifications that can be more consistently applied. Also, this statement establishes fund balance
classifications that comprise a hierarchy upon use of the resources reported in governmental
funds.

Pursuant 1o the provisions of GASB No. 54, the accompanying GFFS report fund balance
amounts that are considered restricted, comrmitted, assigned, and unassigned, based on the relative
strength of constraints that control how specific amounts can be spent. The Municipality has
recorded the following types of fund balance classifications in the governmental funds:

» Restricted — Represent resources that can be spent only for the specific purposes stipulated by
constitutional provisions, external resource providers (externally imposed by creditor or
grantors), or through enabling legislation (that is, legislation that creates a new revenue
source and restricts its use). Effectively, restrictions may be changed or lifted only with the
consen! of resource providers.

e Committed — Represent resources used for specific purposes, imposed by formatl action of the
Municipal’s highest level of decision making authority (Municipal Legislature through
resolutions and ordinances) and can only be changed by a similar law, ordinance or
resolution, no later than the end of fiscal year.
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» Assigned — Represent resources intended to be used by the Municipality for specific purposes
but do not meet the criteria io be classified as restricted or committed (generally executive
orders approved by the Mayor). Inient can be expressed by the Municipal Legislature, the
Mayor or by an official or body to which the Municipal Legislature delegates authority in
conformity with the Law No. 81 of August 30, 1991, as amended, known as Autonomous
Municipalities Act of the Commonwealth of Puerto Rico (Act No. 81). In governmental funds
other than the general fund, assigned fund balance represents the remaining amount that is nol
restricted or committed.

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

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

The Municipality reports resources constrained to stabilization as a specified purpose (restricted
or committed fund balance in the general fund} only if: (1) such resources meet the other criteria
for those classifications, as described above and (2) the circumstances or conditions that signal
the need for stabilization are identified in sufficient detail and are not expected o occur routinely.
However, the Municipality has not entered into any stabilization-like arrangements, nor has set
aside material financial resources for emergencies and has not established formal minimum fund
balance amounts as of and for the fiscal year ended June 30, 2014.

When an expenditure is incurred for purposes for which amounis are available in multiple fund
balance classifications, the Municipality uses restricted resources first, and then unrestricied
resources. Within unrestricted resources, the Municipality generally spends committed resources
first, followed by assigned resources, and then unassigned resources.

Interfund Activities

The Municipality has the following types of reciprocal and non-reciprocal inter-fund activities
recorded among governmental funds in the accompanying GFFS:

o Infer-fund loans — Represent resources (assets) provided by one governmental fund 1o other
governmental fund with a requirement and commitment for repayment (reimbursement),
which are recorded as “due from” in the lender governmental fund and “due t6” in the
borrower governmental fund. For amounts not expected (o be collected, inter-fund
reccivables/payables are reduced 1o their estimated realizable (settlement) value, and the
portion of the inter-fund loan that is nol expected to be repaid is reported as a “transfer-in”
from the governmental fund that provided the loan.

¢  Inter-fund transfers (transfers-in/(out)) — Represent {lows of assets (permanent reallocation
of financial resources among governmental funds) without equivalent flows of assets in
returm and without a requirement for repayment. Transfers are reported as “other financing
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uses” in the governmental fund making transfers and as “other financing sources” in the
governmental fund receiving transfers.

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

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

Use of Estimates

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

Accounting Pronouncements

During the fiscal year 2013-14, the Municipality adopied the provision of the following GASB
Statements:

* GASB Statement No. 65, Previously Reported as Assets and Liobilities
The objective of this Statement establishes accounting and financial reporting standards that
reclassify, as deferred outflows of resources or deferred inflows of resources, certain items that
were previously reported as assets and liabilities and recognizes, as outflows of resources or
inflows of resources, certain items that were previously reported as assets and labilities. The
provisions of this Statement are effective for financial statements for periods beginning after
December 15, 2012.

Future Adoption of Accounting Pronouncements

The GASB has issued the following standards thal have effeclive dates after June 30, 2014:

¢ GASB Statement No. 68 Accounting and Financial Reporting for Pensions—an amendment of
GASB Statement No. 27 (Issued 06/12). The primary objective of this Statement is to improve
accounting and financial reporting by state and local governments for pensions. It also
improves information provided by state and local governmental employers about financial
support for pensions that is provided by other entities. This Statement results from a
comprehensive review of the effectiveness of existing standards of accounting and financial
reporting for pensions with regard to providing decision-useful information, supporting
assessments of accountability and interperiod equity, and creating additional transparency.
This Statement is effective for fiscal years beginning after June 15, 2014.
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» GASB Statement No. 69 Government Combinations and Disposals of Government Operations

{Issued 01/13) This Statement establishes accounting and financial reporting standards related
to government combinations and disposals of government operations. As used in this
Statement, the term government combinations includes a variety of transactions referred to as
mergers, acquisitions, and transfers of operations. The requirements of this Statement are
effective for government combinations and disposals of government operations occurring in
financial reporting periods beginning after December 15, 2013, and should be applied on a
prospective basis.

GASB Statement No. 70, Accounting and Financial Reporting for Nonexchange Financial
Guarantees. This statement js effective for financial statements for reporting beginning after
June 15, 2013,

GASB Statement No. 71, Pension Transition for Cotributions made Subsequent to the
Measurement date-An Amendment of GASB Statement NO. 68, The objective of this
Statement is to address an issue regarding application of (he (ransition provisions of
Statement No. 68, Accounting and Financial Reporting for Pensions. The issue relates 10
amounts associated with contributions, if any, made by a state or local government employer
or nonemployer contributing entity to a defined benefit pension plan after the measurement
date of the government’s beginning net pension liability. The provisions of this Statement are
required to be applied simultaneously with the provisions of Statement 68.

The impact of these stalements on the Municipality’s basic financial statements has not yet been
determined.

The tmpact of these statements on the Municipality’s basic financial statements has not yet been
determined.

2. DEPOSITS

The Municipality maintains its deposits of cash in various commercial banks located in Puerio Rico,
GDB and CRIM. Proceeds from all bonds and the funds related to certain federal grant awards are
required by law to be held with GDB.

On July 1, 2004, the Municipality adopted the provisions of GASB Statement No. 40 (GASB No. 40),
Deposit and Investment Risk Disclosure, an Amendment to GASB Sratement No. 3. This statement
requires that state and local governments disclose essential risk information about deposits and
investments. The disclosure requirements cover four main areas: (1) credit risk, (2) interest rate risk,
(3) custodial credit risk, (4) foreign exchange exposure.

Credit risk — This is the risk that an issuer or other counterparty (o an invesiment will noi
fulfill its obligations. In compliance with the laws and regulations of the Commonwealth, the
Municipality has adopted, as its custodial credit risk policy, the Statement of Investment
Guidelines for the Government of the Commonwealth of Puerto Rico. Accordingly, the
Municipality is only allowed to invest its obligations of the Commenwealth, obligations of
the United States of America, certificates of deposit, commercial paper, bankers’ acceptances
or in pools of obligations of the Municipalities of Puerto Rico, which are managed by GDB.
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According to the aforementioned investment guidelines, the Municipality is not allowed to
invest in marketable securities or any other type of investments for which credit risk exposure
may be significant. Therefore, the Municipality’s management has concluded that the credit
risk related to any possible loss refated to defaults by commercial banks on the Municipality’s
deposits is considered low at June 30, 2014.

¢ Interest rate risk — This is the risk that changes in interest rates of debt investments will
adversely affect the fair value of an investment. The Municipality manages its exposure to
declines n fair values by: (1) not including debt investments in its invesiments portiolio at
June 30, 2014, (2} limiting the weighted average maturity of its investments to periods of
threc months or less and (3) keeping most of its banks deposits in intercst bearing accounts
generating interest at prevailing market rates. At June 30, 2014, the interest rate 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 the event of a bank
failure, the Municipality’s deposits may not be recovered. Pursuant to the Statement of
Investment Guidelines for the Government of the Commonwealth of Puerto Rico, the balances
deposited in commercial banks by thec Municipality are insured by the Federal Deposit
Insurance Corporation (FDIC), generally up to a maximum of $250,000 per depositor. In
addition, public funds deposited in commercial banks by the Monicipality are fully
collateralized for the amounts deposited in excess of the federal depository insurance. All
securities pledged as collateral are held in the Municipality’s name by the agents of the
Commonwealth’s Secretary of Treasury. Deposits of GDB, amounting to $2,965,450 at Junc
30, 2014, are uninsured and uncollateralized. However, no losses related to defaulis by GDB
on deposit transactions have been incurred by the Municipality through June 30, 2014. I is
management’s policy to only maintain deposits in banks affiliated to FDIC to minimize the
custodial credit risk, except for GDB. Therefore, the Municipality’s management has
concluded that at june 30, 2014, the custodial credit risk associated with the Municipality's
cash and cash equivalents is considered low.

+ Foreign exchange risk — This is the risk that changes in exchange rates will adversely affect
the value of an investment or a deposit. According to the aforementioned investment
guidelines, adopted by the Municipality, the Municipality is prevented from investing in
foreign securities or any other types of investments for which foreign exchange risk exposure
may be significant. Accordingly, management has concluded that the foreign exchange risk
retated to the Municipality’s deposits is considered low at June 30, 2014.

The Municipality’s bank balance of deposits with financial institutions is categorized to provide an
indication of the level of collateral risk assumed by the Municipality at June 30, 2014. Risk
categories are described as follows:
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State Other
Assignment Governmental
General Fund HUD Fund Fund Fund Totals

Cash in commercial banks 5 258,149 $ 886D % 349,447 5 783,084 S 1479540

Cash in GDB or CRIM, as fiscal agents 12,262 1209.872 1222134

Toal deposits 5 270,410 $ 85,800 § 349,447 5199295 5 2701674

MUNICIPAL LICENSE TAXES

The Municipality is authorized by Law No. 81 to impose and collect municipal license taxes on atl
trade or business aclivilies operated by any natural or legal person within the territorial area of
Villalba. This is 2 self-assessed tax generally based on the business volume measured by gross sales.
The Municipality establishes the applicable tax rates. At June 30, 2014, the municipal tax rates
imposed by the Municipality were 1.50% for financing institutions and 0.50% for other types of
taxpayers.

Each taxpayer must asses his/her corresponding municipal license tax by declaring his/her volume of
business through a tax return to be filed every April 15 based on the actval volume of business
generated in the preceding calendar year.

Texpayers with a sales volume of $3 million or more must include audited financial statements with
their tax returns. The tax can be paid by the taxpayer in two equal installments due on July 15 and
January 15, subsequent to the filing of the declaration,

The first installment of the tax covers the six-month period ended December 31, subsequent to the
filing date of the declaration, while the second installment of the tax covers the six-month period
ended June 30 of the subsequent calendar year. If a taxpayer elects 1o pay the 1ax in full on the filing
date of the declaration (generally April 15), a 5% discount is granted automatically on the total tax
amount due.

Any municipal Jicense laxes collected in advance (that is, pertaining 10 a future period) are recorded
as deferred revenues. Deferred municipal license tax revenues recorded in the accompanying GWFS
and GFFS amounted 1o $1,552,571 at June 30, 2014, which represents municipal licenses collected in
advance for the taxable year 2013-201.

PROPERTY TAXES

The Municipality is authorized by Law No. 81 to impose and collect personal and real property taxes.
Under the laws and regulations of the Commonwealth, personal property taxes can be imposed to any
natural or legal person that at January 1 of each year is engaged In trade or business and is the owner
of personal property used in trade or business.
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Personal property taxes are self-assessed by taxpayers every year generally using the book value of
personal property assets owned by the taxpayer at January 1 (assessment date) and reporting such
taxable value through a personal property tax return fitled on May 15 subsequent to the assessment
daic. The lotal personal property tax rate in force at June 30, 2014 was 6.78% (of which taxpayers
pay 6.58% and 0.20% is reimbursed by the Department of Treasury). Real property laxes are
assessed by CRIM. The assessment on real property is made every January 1 and is based on
estimated current values of the property deflated to 1957 market prices. The total real property tax
rate in force at June 30, 2014 was 8.78% (of which 8.58% is paid by taxpayers and 0.20% is also
reimbursed by the Department of Treasury).

Residential real property occupied by its owner is exempt by law from property taxes on the first
$15,000 of the assessed value (at 1957 market prices). For such exempt amounts, the Department of
Treasury assumes paymenl of the basic tax (4% and 6% for personal and real property, respectively)
to the Municipalily, excepl for property assessed of Iess than $3,500 (at 1957 markel prices), for
which no payment is made.

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

Law Ne. 81 provides for the levy of an annual special tax of 1.03% of the assessed value of all real
and personal propenty not exonerated from taxation. Such special tax is levied and collected by
CRIM. Collections of this special tax are remitted to the Commonwealth’s debt service fund for
payment of debt service on general obligations of the Commonwealth.

In addition, 1.75% of the total personal and real property taxes collected by CRIM is restricted for
the Municipality’s debt service requirements and is retained by GDB for such purposes.

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

i. Thirty five percent (35%) of its nel earnings (defined as the excess of revenues over expenses
less an amount earmarked [or the Fund for Rent and Home Improvement Subsidy Program for
the Low-Income Qualifying Elderly) is earmarked to the municipalities of the Commonwealth, of
which a maximum of $26 million, on an annual basis, is distributed to the Municipal
Equalization Fund held by CRIM to cover operating expenses and permancent improvements of
the municipalities.
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ii, An additional amount nol exceeding $16 million, on an annual basis, is distmbuted to the
Municipal Equalization Fund, provided it is within the 35% corresponding 1o the municipalities
of the Commonwealth. When the accumulated municipal appropriations from the municipalities®
Puerto Rico Health Reform are covered up to June 30, 1997, these resources will be assigned to
the Health Insurance Administration, a component unit of the Commonwealth.

SALES TAX

On July 4, 2006, the Governor of Puerto Rico signed into law the Taxpayer Justice Act (Act
No.117, H.B. 2193). The new law imposes a municipal sales tax at a rate of 1.5% (effectivc July 1,
2006) and the Commonwealth sales tax at the rate of 5.5%, with an effective dat¢ of November 15,
2006. Conversely, the Commonwealth of Puerio Rico climinated the excise tax of 6.6% on some
imports {laxes on cigarettes, liquor, and cars are stilf in effect} and implemented the sales and use 1ax
{“sales tax”) system. Accordingly with this law the municipal sales tax is administered at the local
level, and the Commonwealth sales lax is administered through the Puerto Rico Treasury Depariment.
Consequently, separate registration and filing forms are required of retailers,

In fiscal year 2007-2008, the Municipal Legislature of the Municipality of Villalba approved an
Ordinance establishing a citizenship contribution of 1.0% over all business or personal transactions
related 1o sale of goods and/or services made on the Municipalities boundaries. The resources
collected due to this tax assessment will be used in local activities like improvements in health
services, improvemenis in the control and management of solid waste disposal and recycling
programs, public improvements, improvements of public safety, and maintenance of all public
facilities of the Municipality.

Any person/corporation is required to register with each municipality in which it conducts
commercial transactions and in the Puerto Rican Treasury to obtain a Retailer’s Registration
Certificate, exemption certificates, and tax returns forms. The retailers are required to file and send
monthly sales tax returns by the 20th day following the month in which the tax was collected.

Also, on July 29, 2007, the Governor of Puerto Rico signed into Law an amendment of Act No. 117,
H.B. 2193 known as Act No. 80. The most significant amendments were: first, to uniform the tax
rate al 7% of which the municipalities will collect 1% and the Puerto Rico Treasury Department the
other 6%, .05% of the 6% belongs to the municipality and it is distributed through three separate
funds: Municipal Development Fund, Municipal Redemption Fund and Municipal Improvements
Fund; secondly the establishment of a Local Commercial Rule and the elimination of source and
nexus rules to impose the sale and use tax.

These funds are adminisiered by the Government Development Bank for Puerto Rico. Finally, the
Law restricts the use of the funds by the municipalities to certain specific activities.

On June 30, 2013, the Commonwealth approved Act No. 40 which among other things, reduces the
municipal sales and use tax from 1.5% o 1% and increasing the Commonwealth sales and use lax
from 5.5% to 6% effective December 1, 2013. This Act was subsequently amended to change this
effective date from December 1, 2013 to February 1, 2014.
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In order to address the fiscal and credit crisis of the Commonwealth of Puerto Rico, the GDB
liguidity and the difficult fiscal situation of the municipalities of Puerio Rico, on January 24, 2014 the
Commonwealth approved Act No. 18 and 19. Those Acts provide for the resiructuring and creation of
financing structures {rom sales and use tax sources to guarantee and pay municipal long-term debt
issuances. As a result of this legislation the municipalities of Puerio Rico may improve its credit
capacity along with maintaining sufficient resources for operations.

Act No. 18 of January 24, 2014

The purpose of this Act is to create a special fund called Municipal Administration Fund {FAM)
under custody of the Governmental Development Bank of Puerto Rico (*GDB™) that permits the
Municipalities to guaraniee and pay long-term debt and provide funds for its general operations. In
addition, this Act improves the financing capacity of the Puerto Rico Sales Tax Financing
- Corporation {COFINA), a Commonwealth fund administered by GDB and the P.R. Secretary of
Treasury. The Act includes provisions for municipalities that do not want to be covered by the Act.
Special rules apply for those municipalities. The Act is effective on February 1, 2014.

The 6% corresponding to the Commonwealth’s sales and use tax will be deposited in COFINA. From
these [unds during a transitory period from February 1, 2014 to June 30, 2014 the Commonwealth
will deposit $43,440,184 in the FAM 1o be distributed to the Municipalities as follows:

s 2% will be deposited in a Municipal Development Fund to be distributed o the raunicipalities,

e 2% will be deposited in a Municipal Redemption Fund to guarantee and repay the municipalities
long term debt and,

* 1% will be deposited in a Municipal Improvement Fund to {inance capital improvement projects;
these funds will be distributed based on legislation from the Commonwealth’s Legislature.

After July 1, 2014, the 6% corresponding to the Commonwealth’s sales and use tax will be deposited
in COFINA. From these funds the Commonwealth will deposit .5% in the FAM. Distribution io
municipalities will depend on whether the municipalities signed an agreement to be covered or not
covered by the Act’s provisions. The Municipality of Salinas signed the agreement to be covered.

For municipalities covered by the agreement the .5% will be distributed as follows:
s 2% will be deposited in the Municipal Development Fund to be distributed to the municipalities,

» 2% will be deposited in a Municipal Redemption Fund to then be deposited in the municipalities
gencral fund (the municipalities has the option to maintain funds in the Municipal Redemption
Fund or to transfer funds from the Municipal Development Fund to increase its debt margin and
issue loans to be obtained from financial institutions)

= 1% will be deposited in a Municipal Improvement Fund 10 finance capital improvement projects;
these funds will be distributed based on legislation from the Commonwealth’s Legisiature.

For municipalities not covered by the agreement the .5% will be distribuled as follows:
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* 2% will be deposited in the Municipal Development Fund. Section 4 of the Act requires amounts
deposited in the Municipal Development Fund of municipalities not covered by the Act to be
redistributed to the municipalities covered by the Act,

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

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

Act No. 19 of January 24, 2014

The purpose of this Act is 1o create the Municipal Finance Corporation (COFIM) & public corporation
and a component unit of the Governmental Development Bank of Puerto Rico (GDB), which may
issue, pay or refinance long-term debt of raunicipalities. Principal and interest of these bonds and
loans will be guaranteed with the municipal salcs and use tax (1%). The Act includes provisions for
municipalities that do not wanti to be covered by the Act. Special rules apply for those municipalities.
The Act is effective on February 1, 2014,

After July 1, 2014, the 1% corresponding to the municipalities’ sales and use tax will be deposited in
COFIM. From these funds COFIM will deposit to the COFIM’s sinking fund the greater of: .3% of
the 1% municipal sales and use (ax or an Annual Rental Fee (RFA). The RFA for fiscal year 2014-
2015 will be $65,541,281 and thereafter will be 1.5% of the RFA of the preceding fiscal period. The
excess of the required deposit to the COFIM’s sinking fund (.7% of the 1% of the municipal sales and
use tax) will be transferred to the general fund of municipalities covered by the agreement or to the
Municipal Redemption Fund as decided by the municipality. Before the transfer of the .7% to the
municipalities covered by the Act, COFIM will transfer the 1% municipal sales and use tax to the
municipalities nol covcered by the Act. These municipalities cannot obfain loans guaranteed by
COFIM’s sinking fund.

If at any moment the required deposits to the COFIM’s sinking fund were not sufficient to pay the

principal and interest of any outstanding obligation, the deficiency will be covered by appropriations
of the Commonwealth’s general fund budget.

This Space Has Been Left Blank Intentionally
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6. INTERGOVERNMENTAL RECEIVABLE AND PAYABLE

Intergovernmenta) receivables and payables recorded in the accompanying GWFS and GFFS are as

follows:

State Other Total
General Huod Assignment  Goveramental Govermmental
fund funds funds fands funds
Intergovernmental receivables:
Puerlo Rico Office of the Commissioner of
Municipal Affairs- Communily Development Block 3 - $ 14,577 s - 5 - 3 14,577
Grants Program
Puerto Rico Department of Labor — Act. No, 52 - - - 267,259 5 267,259
Special Commaitics Trost - - - 861,132 S 861,132
Depariment of Transportalion - - - 128,158 5 128,158
Others - - 99,511 198,604 s 298,015
Toual imergovernmental receivables s - 5 14,577 $ 99,511 § 1455153 5 §569,241
Imtergovernmental payables:
General Services Administration $ 40737 § - 5 - s - $ 407,376
Pweren Rico Water and Sewage Authority 812,368 812,368
Pwerto Raco Depariment of Labor 10.474 - - - 10.474
Administration of the Retiremeni System 394,170 - - - 394,170
Total intergovernmental payables 5 1624 388 5 - 5 - 5 - 5 1624.388

Intergovernmental receivables and payables represent the pending settlements of the aforementioned

intergovernmental transactions.

This Space Has Been Left Blank Intentionally
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7. INTERFUND BALANCES

On July 1, 2003 the Municipality adopted the provisions of Statement No. 38, Certain Financial
Statement Note Disclosures, issued by the Governmental Accounting Standards Board, This
statement requires the disclosure of the flow of resources between funds and to assess the
collectibility of interfund balances. Interfund balances at June 30, 2014 consisted of the following:

Transfer out: Transfer in:

Major Funds: Major Funds:

Genceral Fund s 14,914 Other Govermenial- Debl Service $ 1014

Oiher Govermental- Debl Service 639,313 Other Govermmenlal 639313

Oiher Govermental 570,147 General Fund 570,147
¥ 1394,374 $ 1394374

Duefadvapces [rom:
Nonmajor goveromental funds

State
HUD Assignmenl
Duefadvances to: General Fund Fund Fund (her Fand Tolal
Major fonds:
General fund 3 300 s 1595,428 § 2297,197 $ 3802925
Hud Fund 5 33,243 33,243
Sate Assigment Fund 171,796 171,796
Other Fund A36X.050 - 364,050
Total 3573.08Y $ 300 s 1595428 § 2297197 $ 74600014

At Junc 30, 2014 all amounts due to among funds are considered collectible by the Municipality’s
management.

The principal purposes of inter-fund receivables and payables are to recognize in the outstanding balance
of the loans granted, the effect of the practice of pooling cash in the current account, and to temporarily
cover the payroll and other operating costs of several federally, and local and state funded programs.

The principal purposes of inter-fund transfers are to make a routinary transfer of resources from the
general fund to the debt service fund to cover the principal and interest payment on certain bond. These
debt service payments were made on January and July 2014,

Inter-fund receivables and payables represent the pending settlements of the aforementioned transfers at
June 30, 2014,

This Space Has Been Left Blank Intentionally
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8. CAPITAL ASSETS

Capital assel activily for the year ended June 30, 2014, was as follows: Depreciation and
amortization of capital assets was charged to functions/activities in the accompanying government-
wide statement of activities as follows:

Balance Balance
al Additicns/ at
(DST BASIN June 3D, 2013 inreases Tramsfer in {ont) June 3D, 2014
(i hasis of capital assels, nol subject
1o depreciatinn and amortization;
Land L IZAHHMAT - - H 22308603
CnpArwclion in progress 1 518, 650 3l6y.41s {473,492} S2(HLEN3
Turtal codl basis of capilal assgls, not
subgect o Jepreciation and amanianiaon AT43. 43 167415 (473.292) 6437 6dvtn
Cost sy uf czpital e subject 1o
deprecialion and amorLization:
Huildings, sirxclures and beikding improvemen 1214 284 522578 - 11736855
[nfrastructuwre T2 TUO ATRMIS - FRERSASR
Recteatmn Lacilities 1&6215 1995 DUy (79 HD4) 2231y
ticensed vehicles 4407458 140,023 - 4547511
Machinery and cquipment 1052105 162,960 (131,710) 1943355
Toral coxt hasis of capital asseis subjec
v detprociation and amortization 349449,792 1197391 -211.604 IG1ASSTH
Total ars hass of capital ameis 5 MRIASMS A564 K06 G5 096 $ 42573243
Balance Depreciation and Balance
at Amgrtization a1
June 30.2013 Expense Reclassifications Jone 302014

ACCUMUELATED THIPRECIATION ANID AMORTIZATION:

Builknpx, girw-iores and building improvemen {3168,840) (A79.362) - (ARAH20R)
Infrasiructine (1456551} (274.243) 2R.2TTH) (iT2e1T)
Recreation Facilithes {4036, 4859) (354224) - (4391 D83)
Lieemed vehicles (3274 740) (265 054) - (3542,793)
Machincry and equipmeni {1233.203) [181as1y 42,4760 (132217453

Taal acesmulated depreciation and am (13170,19%) [1457.434) 120,753 {14506 RR0}

CACIT Al ARITIR NITT § 25823334 5 2H06A365

e — ]

The deprociation expens & detailed as fillow:

Cunyral povernmenl % ITIE
Public salety 215508
Fublic works 124,330
Flealch and welare TA508
Culture recvealion and cducation SUS L3I
Lirhan 13eveikipment 27405
Tolal depreciation and amorlizalion expenss 5 1457434
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9. EMPLOYEES RETIREMENT SYSTEM
a) Plan Description

The Municipality’s employees participate in the Employees® Retirement System of the
Government of Puerto Rico and its Instrumentalities (ERS), a cost-sharing multi-employer (as
related to the Municipality’s reporting entity) defined pension plan established by the
Commonwealth. Substantially all full-time employees of the Commonwealth and substantially
all municipalities are covered by ERS under the terms of Public Act No. 447 of May 15, 1951, as
amended (Act No. 447). All regular and temporary employees of the Municipality become plan
members of ERS at the date of employment, while it is optional for officers appointed.

ERS members, other than those joining it after March 31, 1990, are eligible for the benefits
described below:

« Retirement Annuity

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

Policemen and firemen: Other employces:
50 with 25 years of credited service 55 with 25 years of credited service
58 with 10 years of credited service 58 with 10 years of crediled service

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

s Merit Annuity
ERS members are eligible for meril annuity with a minimum of 30 years or more of credited

service. The annuity for which the plan member is eligible is limited (o 8 minimum of 65
percent and a maximum of 75 percent of the average compensation.

* Deferred Retirement Annuity

A parlicipating employee who ceases o be an employee of the Municipality after having
accumulated a minimum of ten years of credited service qualifies for retirement benefits
provided his/her contributions are left in ERS until reaching 58 years of age.

»  Coordinated Plan

On the coordinated plan, by the time the employee reaches 65 years old and begins 1o receive
social security benefits, the pension benefits are reduced by the following:

(&) $165 per month, if retired with 55 years of age and 30 years of credited service.
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(b) $110 per month, if retired with less than 55 years of age and 30 years of credited
service,

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

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

e Non-Coordinated Plar

On the non-coordinated plan the participating employee and does not have any change on the
pension beneflts upon receiving social security bencfits.

s Reversionary Annuity

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

¢ ' Occupational Disability Annuity
A participating employee, who as a direct result of the performance of his/her occupation is

totally and permanently disabled, is eligible for a disability annuity of 50 percent of the
compensation received at the time of the disability.

»  Nonoccupational Disability Annuity
A participating employee, totally and permanently disabled for causes not related 1o hisfher
occupation and with no less than 10 years of credited service, is eligible for an annuity of

1.50 percent of the average compensation of the first 20 years of credited services, increased
by 2 percent for every additional year of credited service in excess of 20 years.

This Space Has Been Left Blank Intentionally
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e Death Benefits
Qccupational:

{a) Surviving spouse — annuity equal to 50 percent of the participating employee’s
salary at the date of the death.

(b) Children - $10 per month for each child, minor or student, up to 2 maximum
benefit per family of $100.

Nonoccupational:

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

Post-retirement:

Beneficiary with surviving spouse age 60 or over and a child, 18 or under, up to 30 percent
(60 percent, if not covered under Title II of the Social Security Act) {increased to 50 percent
effective January 1, 2005) of retiree’s pension or otherwise the excess, if any, of the
accumulated contributions at the time of retirement over the total annuity benefits received
belore death, [imitcd to & minimum of $750.

o  Refunds

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

o Cost of Living Adjustment for Pension Benefits

Public Act No. 10 of May 21, 1992 (Act No. 106) provided for increases of 3 percent every
three or more years of retirement. Act No. 10 requires further legislation to grant this
increase every three years subject to the presentation of actuarial studies regarding iis costs
and the source of financing. To protect the financial health of ERS, the increase granted
during 2001 and the one granted on January 1, 2005 arc being financed by the Municipality
and the other participating employers.

To avoid any economic impact on ERS, the employers are responsible for contributing to
ERS the amounts to cover the benefit payments and the employer and employee contributions
with respect to the participants covered until the participants reach the normal reiirement age.
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*  Amendment to Act No. 447 effective January 1, 2000 to create a Defined Contribution
Plan

On Sepiember 24, 1999, Public Act No. 305, an amendment 10 Act No. 447, was enacted (o
establish a defined contribution plan, known as System 2000, to cover employees joining
ERS on or after January 1, 2000.

Employees that participated in the original plan as of December 31, 1999, had the opportunity
to elect 1o either stay in the defined benefit plan or transfer to System 2000. Employees that
joined the Municipality on or after January 1, 2000, were only allowed to become members
of System 2000.

System 2000 is a hybrid defined contribution plan, also known as a cash balance plan. Under
this new plan, there is a pool of plan assets, which is invested by the System, together with
those of the cost-sharing multi-employer defined benefit plan. Neither the Commonwealth
nor the Municipality guarantee benefits at retirement age. The annuity is based on a formula
which assumes that each fiscal year the employee’s contribution (with a2 minimum of 8.28
percent of the employee’s salary up to a maximum of 10 percent) is invested as instructed by
the employee in an account which either: (1) eamns a fixed rate based on the two-year
Constant Maturity Treasury Notes, (2) earns a rale equal to 75 percent of the return of the
ERS’® investment portfolio {net of management fees), or (3) eams a combination of both
alternatives. Participants receive periodic account statements similar to those of defined
contribution plans showing their accrued balances. Disability benefits are not granted under
System 2000, rather are provided to those participants that voluntarily elect to participate in a
private insurance long-term disability program. The employers’ contributions (9.28 percent
of the employee’s salary) with respect to employees under System 2000 wilt continue and
will be used 1o fund the cost-sharing multi-employer defined benefit plan.

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

Historically, the state government of the Commonwealth of Puerto Rico has reported ERS
and System 2000 in its basic financial statements as pension trust funds. Accerdingly, the
Commonwealth is currently assuming any actuarial deficiency that may exist or arise related
to the Municipality’s participating employees because ERS does not allocate to the
Municipality any actuarial deficiencies pertaining to participating municipal employees. The
Municipality is only tequired by law 10 make stainlory contributions at the rtates detailed
below.

s  Recent Amendmenis to Act No. 447

The Senate and the House of Representatives of the Commonwealth of Puerto Rico have the
authority for establishing or amending the contribution requirements of System 2000 by
appreving the necessary amendments or laws, subject to the final approval of the Governor of
the Commonwealth of Pucrto Rico.
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In June and July 2003, the Governor of the Commonwealth signed three Public Acts that
provided the following certain benefits to retirees:

(a) Increase in minimum monthly pension payments to $300, effective January 1,
2005,

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

(c) Increase in widow and/or beneficiaries to 50 percent of the benefit received by
the deceased penstoner, effective January 1, 2005.

All the benefits granted will be funded through budgetary assignments in the Municipality’s
general fund with respect to its retired employees.

The Board of Trustees of ERS approved, effective November 17, 2003, an increase in the
amount granted on personal loans 10 participating employees from $3,000 to $5,000.

b) Funding Policy

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

Municipality and

other employers 9.28 percent of applicable payrol

Employees:

Coordination plan: 5.78 percent of gross salary up to $6,600 per year, plus
8.28 percent gross salary in excess of $6,600.

Supplementation 8.28 perceal of gross salary. This is the only choice

plan: available to policemen, firemen and mayors

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

Municipality and
other employers 9.28 percent of applicable payroll
Employees: 5.78 percent of gross salary up to $6,600 per year,

plus 8.28 percent gross salary in excess of $6,600.
¢} Annual Contribution

The total pension expenditures recorded in the category of administration for the fiscal year ended on
June 30, 2012, 2013 and 2014 were, approximately, $303,400, $228,498 and $358,895 respectively.
All cmployces who at the time of employment are 55 years old or less are eligible to participate in the
System. No benefit is payable if the participant receives a refund of his accumulated contributions.
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Additional information on the Retirement System is provided in its financial statements for the year
ended June 30, 2010, a copy of which can be obtained from the Retirement System, Minillas Station,
P.O. Box 42004, San Juan, PR $0940.

d. Act 3 of 2013 (beginning July 1, 2013)

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

« Al participants {employees) under the defined benefit pension plans {Act 447 and Act 1) and the
defined contribution plan (System 2000) were moved to a new hybrid plan (“New Pian™).

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

= Participants under System 2000 will no longer receive a lump-sum payment upon retirement, but
rather a lifetime annuity calculated at retirement based on a factor that will incorporate the
individual’s life expectancy and a rate of retum.

» New participants under the New Plan will receive a lifetime annuity based on the accumulated
balance of their individual accounts (employees’ contributions plus a return on investment)

= Eliminated the possibility of accruing a merit pension (payable once the participant had achieved
30 years of creditable service) after June 38, 2013.

+ Increased employee contributions from £.275% to a minimum of 10.000%.

»  After July 1, 2013 all employers must contribute 12.275% of employee contribution with an
additioral 1% annually up to June 30, 2016; after July 1, 2016 an additional 1.25% annually for each
of the five years thereafier, reaching an aggregate contribution rate of 20.525% effective July 1, 2020.
These contributions will be used to increase the System’s assets, reduce the actuarial deficit and
enable the System to compiy with future obligations.

» Retirement age was modified as follows:

»  Act 447 reguiar employees: age 58 to 61,

*  Act 447 high risk employees (state and municipal police, firefighters and custody officials): from
age 50 to 55 years,
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*  Act 305 (System 2000) regular employees: age 60 to 65; high risk employees remains the same
(55 years).

Act 1 employees remained the same (65 years for regular employees and 55 for high risk employces.
For new employees under the New Plan will retire after 67 years (retirement age will be 67 for
regular employees and 58 for high risk employees),

= Due to changes to Special Laws (see nole 15), the minimum monthly pension for current retirees
was increased from $400 to $500.

« Disability benefils were eliminated and substituted for a mandalory disability insurance policy.
Beginning July 1, 2013, each employee must contribute to this insurance plan .25% of his or her
monthly salary, up to a monthly maximum of $5,000. Therefore, the maximum monthly employee
contribution will be $12.50 ($5,000 x .25%).

= Survivor benefits were modified.

The total pension expenditures recorded in the category of administration for the fiscal year ended on
June 30, 2013 and 2014 were, approximately, $400,357 and 5346,387 respectively. All employees
who at the time of employment are 55 years old or less are eligible to participate in the System. No
benefil is payable if the pariicipant receives a refund of his accumulated coniribirtions.

e. Act 32 of 2013 (beginning July 1, 2613)

On June 25, 2013, Act 32 was approved in order lo amend Act 447 of 1957 by creating a new Article
5-117 Additional Uniform Contribution (AUC), with the purpose of solving the cash flow deficit of
the System. For each fiscal year, beginning on July 1, 2013, the ERS will: 1) determine the portion of
the AUC attributable to each participating employer based on the percentage each employer’s
contributions represent of the total employer contributions established for that fiscal year; and 2) send
to the director of the P.R. Office of Management and Budget (OMB) and 1o each public corporation
and municipality whose employees are covered by Lhis Act, a certification of the AUC owed by each
employer.

Act 32 defines the concept of the AUC as follows:

» For the fiscal vear 2013-2014, the AUC will be one hundred and forty million dollars
($140,000,000)

= For each subsequent fiscal year, beginning with the 2014-2015 fiscal year until 2032-2033, the
AUC will be the contribution certified by the external actuary of the System, at least 120 days prior to
the beginning of each fiscal year, deemed necessary to prevent that the value of the System’s
projected gross assets, during any subsequeni fiscal year, be lower than one thousand million dollars
($1,000,000,000). If, for any fiscal, the certified AUD is not available within the 120-day period prior
Lo the beginning of thc said fiscal year or within a shorter term with the consent of the OMB, the
AUC will be equal 1o the contribution certificd for the immediate preceding fiscal year.

62



MUNICIPALITY OF VILLALBA
COMMONWEALTH OF PUERTO RICO

NOTES TO BASIC FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2014

Each public corporation and municipality covered by this Act is direcily responsible for the payment
of their corresponding certified AUC. However, for any fiscal year, the OMB will consign in the
Commonwealth’s General Budget enough resources to subsidy totally or partially the AUC certified
10 any public corporation, municipality or governmental entity, including the Judiciary Branch, whose
operating expenditures are not fully or partially covered by the General Budget and for which the
OMB, has subsequently determined it does not have the financial capacity to assume such obligation
during the fiscal year.

For the fiscal year 2013-2014, $41.142 million dollars were assigned to OMB through
Commonwealth Legiskative Resolution of Special Assignments No. 17 (RC 17-2013) for the total or
partial subsidy of the AUC of any public corporation or municipality that the agency deiermined did
not have the financial capacity to assume this obligation. The OMB’s evaluation of a municipality’s
financial capacity was based on two parameters: financial indicators and population. The financial
indicators to be evaluated were: profitability index (net income as a percentage of revenues); capital
ratio (the proportion between the net position of the entity and the AUC) and debt margin ratio (the
proportion between the AUC and the municipality’s special ad valorem tax debt margin (CAE)). The
subsidy received by the Municipality covered in its entirety the expenditure of the AUC in the amount
of $131,718.

In addition to the pension benefits described, the Municipality is required to cover annually the 3%
increase in the retirement plan of its retired employees, as required by Commonwealth’s laws. Also,
the Municipality is required to finance costs related to the application of certain “Special Laws™
issued by the Commonwealth Government. Those Special Laws granted increases in pensions and
other benefits to retired employees of the Municipality such as medicines bonus, Christmas and
semmer bonuses and death benefits.

However, beginning July 1, 2013, Act 3 of 2013 moedified these Special Laws benefits as follows:
»  Reduction in the Christmas bonus from $600 to $200 (current relirees),
«  Elimination of summer bonus of $104 (current retirees),

+ No change in medical plan contribution of up to $1,200 and medicinc bonus of $100 (carrent
relirees)

= Eliminated all Special Law benefits to future retirees.

Act 3 also established that employers will contribute $2,000 per for each retiree that began working
for the government on or before December 31, 1999. This contribution was established based on the
assumption that the System will benefit from the savings generated between this employer
contribution and the Special Law benefits paid out to retirees.

For the fiscal year 2013-2014, $20 million dollars were assigned to OMB through Commonwealth
Legislative Resolution of Special Assignments No. 17 (RC 17-2013) for the total or partial subsidy of
net incremental cost of the $2,000 contribution per retiree for any municipality that the agency
determined did not have the financial capacity to assume this obligation. The OMB’s evaluation of a
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municipality’s financial capacity was based on the same two parameters evaluated for the Additional
Uniform Contribution {AUC) subsidy (financial indicators and population).

10. LONG-TERM DEBY

The Municipality’s Legislature is legally authorized to determine the contracting of debts of the
Munricipality. Nevertheless, the laws and regulations of the Commonwealth also provide that:

= Dijrect obligations of the Municipality {evidenced principally by bonds and notes) are
backed by the full faith, credit and taxing power of the Municipality; and

* Direct obligations are not to be issued if the amount of the principal of, and interest on,
such bonds and notes (and on all such bonds and notes issued thercafier) which are
payable in any [iscal ycar, together with any amount paid by the Municipality in the
preceding fiscal year on account of bonds or notes guaranteed by the Municipality,
exceed 10 percent of the total assessed value of the property located within the
Municipality plus the balance of the ad valorem taxes in the debt service fund, for bonds
payable to be repaid with the proceeds of property taxes restricted for debt service.

In addition, before any new bonds or notes are issved, the revenues of the debt service fund should be
sufficient to cover the projected debi service requirement. At June 30, 2014, the Municipality is in
compliance with the debt limitation requirements. The general long-term debt activity for the year
ended June 30, 2014 was as follows:

Balaac a1 hume Buttowilga ub Payibenis o Haleme at Jun D Widhin One
M., 2013 Additions Ixluctions w4 Year
$3omd: and toind 2nticipalion mues payahles $ NISLOOO 54 4170 - I R N ] W
Muoies payzhke tu:
{HIM:
Advances sver wallections theougeh {iscal year 000 1621034 46,547 1573447 4187
At B 146 -Finomeing ol delmgont propony s acoosnis sokd FA7 IR SN pt )
Comvertibic Line of Uredit 1561,083 - . 6103
Cyrpensaed abasnees 13604 05 1254132 72914 147143 I
1'were Koo Depanneat ul fabor AR50 AR - 1063 2yl Y2 R
Total 3 TAARLIBR 3 1573402 3 1539290 3 144142055 3 1921 60
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a) Bonds Payable

The Municipality issues general and special (public improvements) obligations bonds and notes 1o
provide [or the acquisition and construction of major capital facilities and equipment, as well as, {0
cover certain operating needs. Bonds and notes payable at June 30, 2014 is composed of the
following debis:

QOutstanding
General and Special Obligations: Amount
$435,000 Series 1991, for construction purposcs, payable in annual installments
ranging from $10,000 to $31,000 excluding interest at 5.0%, through January 1,
2016 $ 60,000
$295,000 Series 2001, for construction purposes, payable in anmeal installments
ranging from $5,000 to $30,000, excluding interests from 2.89% to 5.6%,
through July 1, 210,000
$1,320,000, Series 2001, for construction purposes, payable in annual
installments ranging from $34,000 to $94,000, excluding interests at 4.75%,
through January 1, 2026 882,000
$100,000, Series 2006, for construction purposes, payable in annual
installments $5,000, excluding interests al 6.50%, through July 1, 2025 60,000
$85,000, Series 2006, for construclion purposes, payable in annual installments
ranging from $5,000 to $10,000, excluding interests at 6.75%, through January
1, 2020 45,000
$245,000, Series 2006, for construction purposes, payable in asnual
installments ranging from $3,000 1o $20,000, excluding interests at 7.5%,
through January 1, 2031 210,000
$165,000, Serics 2008, for construction purposes, payable in annual
installments ranging from $5,000 to $15,000, excluding inierests at 7.5%,
through January 1, 2031 130,000
$2,110,000, Series 2007, for claim and judgment debt purposes, payable in
annual installments ranging from $30,000 to $175,000, excluding interests at
7.5%, through January 1, 1,835,000
$505,000, Series 2006, for construction purposes, payable in annual
instaliments ranging from $10,000 to $40,000, excluding interests at 5.0%,
through July ¥, 2029 390,000
$165,000, Scries 2007, for consiruction purposes, payable in annual
installments ranging from $5,000 to $15,000, excluding interests at 7.50 %, 135,000
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General and Special Obligations:
through July 1, 2032

$440,000, Series 2006 Rent, for construction purposes, payable in semiannual
installments ranging from $7,000 to $37,000, excluding interests at 7.5%,
through July 1, 2033

$67,000, Series 2009, for construction purposes, payable in semiannual
installments ranging from $2,000 to $7,000, excluding interests at 7.5%,
through July 1, 2023

$160,000, Series 2009, for construction purposes, payable in semiannual
installments ranging from $5,000 to 315,000, excluding interests at 7.5%,
through July 1, 2034

$640,000, Series 2013, for general purposes, payable in annual installments
ranging from $45,000 to $85,000, excluding interests from 6.00% w 7.5%,
through July 1, 2022

$105,000 Series 2006, for construction purposes, payable in annual installments
ranging from $5,000 to $10,000, excluding interests from 6.60% io 7%, through
July 1, 2021

$1,486,000, Serics 2008, for construction purposes, payable in semiannual
installments ranging from $22,000 to $131,000, excluding interests at 7.5%,
through July 1, 2033

$645,000, Series 2008, for construction purposes, payable in semiannual
installments ranging from $10,000 to $55,000, excluding interests at 7.5%,
through July 1, 2033

$605,000, Series 2008, for construction purposes, payable in semiannual
installments ranging from $5,000 to $50,000, excluding interests al 7.5%,
through July 1, 2033

$440,000, Scries 2008, for construction purposes, payable in semiannual
installments ranging from $5,000 to $40,000, excluding interests at 7.5%,
through July 1, 2033

$330,000, Series 2012, for construction purposes, payable in semiannual
installments ranging from $55,000 to $80,000, excluding interests at 7%,
through July 1, 2016

Outstanding
Amount

399,600

53,000

140,000

592,000

70,000

1,360,000

585,000

560,000

400,000

215,000
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Outstanding
General and Special Obligations: Amouni
Total bonds $ 8,334,000

These bonds are payable from the special ad valorem property tax of 1.50% and from the 0.4% of
sales and use laxes collecied by the Treasury Department on behalf of the Municipality, which arc
restricted for debt service and transferred to the Government Development Bank for Puerto Rico for
such purposes.

The laws and regulations of the Commonwealth provide that public debt of the Municipality will
constitute a first claim on the available revenuc of the Municipality. Public debt includes bonds and
notes payable. The good faith, credit and taxing power of the Municipality arc irrevocably pledged
for the prompt payment of the principal and interest of the bonds and notes payable.

The Municipaiity levies an annual additional special tax of 1.50% of the assessed value of personat
and real property. The proceeds of this additional special tax are deposited in a sinking fund
established at GDB whereby sufficient funds must be set aside o redeem the bonds in minimum
annual or biannual principal and interest payments. The proceeds of this special tax are recorded in
the debt service fund.

Interest rates on serial bonds subject to variable rates are reviewed periodically by GDB and are based
on the fluctuation of GDB’s weighted average rate for its commercial paper program, not to exceed
8%. Under this program, GDB issues commercial paper in the U.S. taxable and tax-exempt markets,
in the Eurodollar market and to corporations that have tax exemption under the Commonwealth’s
Industrial Incentives Act and qualify for bencfits provided by the U.S. Internal Revenue Code Section
936.
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Annual debt service requirements of maturity for bonds payable are as follows:

Year ended

June 30, Principal Interest Total
2015 5 395,000 $ 486,341 3 881,341
2016 419,000 536,288 955,288
2017 424,000 507,152 931,152
2018 361,000 483,069 844 069
2019 386,000 460,220 §46,220
2020-2024 2204000 1878,817 4082,817
2025-2029 2099000 1133,928 32329028
2030-2034 2031,000 345525 2376,525
2035 15,000 562 15,562
Totals $ 8334,000 $ 5831,902 3 14165,902

b) Convertible Line of Credit

Non revolving line of credit of $1,550,000, for the construction of bowling alley, to be converted in 2
revenue bond al due date. Interest of 7% will be payable on January 1 and July 1 yearly after finishing
construction of the bowling facility. Accrued interest of line of credit as of conversion date will be
included as part of the revenue bond. As of June 30, 2014, the accrued interest amounted $496,141.

¢} Notes Payable to CRIM

Act No. 42 — Act No. 42 of January 26, 2000 was enacted to authorize CRIM to enter into a
financing agreement of up to $200 million, for a term not exceeding 30 years. The financing
agreement allows for the financing of a debi that the municipalities of Puerio Rico have with CRIM,
arising {rom the final settlements of property tax advances versus actual collections through fiscal
year 2000. The amounts that the municipalities will collect from the additional property laxes
resulting from the increases in the subsidy from the Commonwealth to the municipalitics are
assigned through this law to repay such loan. The increase in this subsidy was the result of the
Public Law No. 238 of August 15, 1999.
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In adduion, on July 1, 2002, the Municipality entered into a repayment agreement with GDB and
CRIM 10 pay off the remaining $1,982,632 of excess of property 1ax advances through fiscal year
2000 and 2001. CRIM retains the principal and interest from the property tax advances of the
Municipality. The amounts retained by CRIM are remitted to GDB on July 1 of each year through
July 1, 2032. The repayment agreecment bears interest at variable rates determined by GDB. The
outstanding principal balances of the note payable to CRIM amounted $1,573,487, at June 30, 2014.
The principal and interest maturities are as follows:

Year ending
June 30, Principal Interest Total

2015 49,645 96,521 3 146,166
2016 52,675 93,491 146,166
2017 55,985 90,181 146,166
2018 59,504 86,662 146,166
2019 63,242 82,924 146,166
2020-2024 381,049 349,781 730,830
2025-2029 516,780 214,050 730,830
2030-2032 394,607 43,891 438,498
Total $ 1573487 1057,501 § 2630988

Financing of delinquent property tax accounts sold — On July 1, 2007, the Municipality entered

into a financing agreement with CRIM in the amount of $70,722 for the payment of delinquent
property tax account sold to private investors. The financing agreement in the form of a line of credit
bearing interests at 6.50% during the first 5 years, and variable interests 125 points over LIBOR rate
during the next 25 years. At June 30, 2014, the outstanding principal balances amounted to $50,920.
The principal and interest maturities are as follows:

June 30, Principal Interest - Total
2015 $ 2,829 h) 1,275 3 4104
2016 2,829 1,204 4,033
2017 2,829 1,133 3,962
2018 2,829 1,062 3,891
2019 2829 992 3,821

2020-2024 14,145 3.896 18,041
2025-2029 14,145 2,121 16,266
2030-2032 8,485 422 8.907

Total $ 50,920 12,105 $ 63,0625
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d) Compensated Absences

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

Due within Due after
One year one vear Total
Vacations and sick leave 1,089,011 3382411 $1471423
Total $1,089.011 382411 31,471,423

Puerto Rico Department of Labor

On April 30, 2014, the Municipality entered into a funding agreement with the Department of Labor
in the amount of $ 1,023,291 for the payment of unemployment debl. The amount will be retained
through CRIM beginning July, 2014, The face amount of loan was 51,023,291 and no interest. This
note has an imputed interest rate of 6%. The first payment will be $105,580 with 36 payments of
$27,977. At June 30, 2014, the balance of this account amounted to $1,023,291. The maturities of
principal and interest are as follows:

June 39, Principal Interest Total
2015 £ 400310 $ 44998 $ 445308
2016 303,971 31,755 335,726
2017 319.010 12,699 331,709

Total 3 1023291 89452 $ 1112743
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11. FUND BALANCE (DEFICIT)

As of June 30, 2014, fund balance (deficit) is comprised of the following:

State
General HUD Assignment Nonmajor
Fumd balances (deficit) Fund Fand Fond funds Total
Restricted for:
Geperal povernment 35,206 - - 5 32,269 s 67,475
Pubtic safety 21,187 - - 305 §1202
Public works 68,026 - $ 1811,055 628,808 2507889
Health and welfare 17,656 M 4592 - 35,530 99,008
Culture and recreation 73,740 - - 42,784 116,524
Economic development - - - - -
Bebt service - - - 528,967 528,967
Commitied io: 0
General government 9,154 - - - 9.194
Public safely - - - - 0
Public works 751 - - - 751
Health and welfare 624 - - - 624
Culiure and recreation 3,500 - - - 3,500
Unassigned {5932,460) - - - (5932.460)
Total fund balances {def:cit) s (5702576 % 45912 $ 1811055 § 129373 3 (2546.236)
Litigations

The Municipality is a defendant in a number of lawsuits arising principally from claims against the
Municipality for alleged improper actions, and other legal matters that arise in the ordinary course of
the Municipality’s activities.

With respect to pending and threatened litigation, the Municipality has not reported liabilitics in the
general fund for awarded unfavorable judgment because there is not liabilities with a hixed or
cxpected due date, which will require future available financial resources for its payment.

It is management’s opinion, based on the advice of the legal counsel, that the potential claims against
the Municipality not covered by insurance will not materially affect the financial resources for its

payment.

Federal Programs

The municipality participates in a number of federal financial assistance programs. These programs
are subject to audil on behalf the graniors to assure compliance with grant provisions. If expenditures
are disallowed due to noncompliance with grant programs requirements, the Municipality may be
required to reimburse, these costs, to the grantor agency. It is the Municipality’s Management
opinion, that any amount disallowed by federal agencics, will be immaterial to the financial
statements.
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12.

Commitments

The Municipality has reporled, outstanding encumbrances amounting to $14,069 in the general fund
at June 30, 2014. The municipality intends to honor these encumbrances, which will continue to be
liquidated under the current year’s budget during a lapse of period that extends into the subsequent
fiscal year.

Consiruction Commitments

The Municipality has commitments al June 30, 2014 of approximately $912,453 for construction,
improvements or renovation of certain capital assets.

RESTATEMENTS

The beginning governmenial Aclivilies Net position and fund balance has been restated. The
following table summarizes the changes to the Net position {Deficit) and Fund Balance (Deficit) at
the beginning of the year as previously reported in the Stalement Basic financial Statement:

Fund Balance Net Position
(Deiicit) (Deficit)
Beginning of year June 30, 2013 b (2183,985) 3 942127%
Capital Assets emoneously reported in the Net Psition 47623
The comection of the accounts payable m the HUD Fund. 8.065 8,065
Beginning of year Junc 30, 2013 (restated) 3 (2175,920) 5 9476967
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14. SUBSEQUENT EVENTS

On April 4, 2013, the Governor of the Commonwealth of Puerto Rico signed into law Act 3 of 2013 (Act
3), which adopted a comprehensive reform of the Employees Retirement System of the Commonwealth
of Puerto Rico (ERS), the largest of the three Commonwealth retirement systems that are funded
primarily with budget appropriations from the Commonwealth’s General Fund. The ERS [inancial
situation was approached through Act 3, which became cffective on July 1, 2013 (“Effective Date™). The
Act establishes the following: (i) it freezes and grandfathers the benefiis that have accrued through June
30, 2014 of those participants who are covered by the ERS’s defined benefit formula (those who joined
the ERS prior to January 1, 2000 whose retircment benefits accrued at a rate of 1.5% or 2% per year of
creditable service) (the “Defined Benefit Employees™); (ii) it provides that, beginning on July 1, 2013,
the retirement benefits accruing on and after the Effective Date for Defined Benefit Employees will be
based on a defined contribution plan and will be paid out in the form of a lifetime annuity (upon
retirement, the employee will receive the benefits accrued through June 30, 2014 based on the defined
benefit formula plus the contributions made by the employee after June 30, 2014 in the form of a lifetime
annuily); (iii) it provides that defined contribution benefits accrued purseant o System 2000 will also be
paid in the form of a lifetime annuity rather than a lump sum payment; (iv) it eliminates the so called
“merit pension” that provided to participants who joined the Employees Retirement System prior to April
1, 1990, after attaining 30 years of service, a retirement benefit of 65% (if less than 55 years of age) or
75% (il age 55 or greater) of the average salary earned during the highest 36 months of employment; (v}
il increases the retirement age for various groups of participants; (vi) it increases the employee
contribution to the ERS from 8275% to a minimum of 10%; (vii) it climinates or reduces various
retirement benefits previously granted by special laws and the System will benefit from the savings
generated; (viii) it increases the minirnum pension from $400 to $500 per month for current retirees; and
(ix) it climinates or modifies other henefits, such as disability and survivor benefits.

On June 30, 2014, the Commonwealth of Puerto Rico enacted Acts No. 40 through No. 48 (also known as
the Comprehensive Tax Reform Acts), which amended the following Acts, Regulations and Codes: 1) the
Puerto Rico Insurance Code under Act No. 77 of June 19, 1957, as amended, 2} the Property Tax Act
under Act No. 83 of 1991, 3) the Savings and Loans Cooperatives Act under Act No. 255 of 2002, as
amended, 4) the Puerto Rico Sales Tax Financing Corporation (COFINA) Act under Act No. 91 of 2006,
5) several articles of Act No. 1 of 2011 (also known as the Internal Revenue Code for a New Puerto Rico),
6) the Fiscal Reform Act of 2006 under Act No. 103 of 2006, 7) Act No. 164 of 2001, and 8) Act No. 221
of May 15, 1948.

All these amendments are designed to achieve, among other things, an expansion of the revenue base of
the general fund of the Commonwealth of Puerto Rico, and are expected to bring additional and consistent
tax revenue. The aforementioned amendments involve, among other changes, the imposition of the sales
and use taxes to certain business to business transactions, as defined, previously excluded, and other
procedural changes (Acts No's. 40 and 42).

On January 24, 2014, the Commonwealth of Puerto Rico enacted Act No. 18 (also known as the Municipal
Administration Fund Act), to set up a special fund called the Municipal Administration Fund, which
authorize municipalities 1o pledge the funds deposited on the Municipal Administration Fund to secure
the repayment of any loan, bond, promissory note or other evidence of debt, whose source of repayment
are the funds deposited into the Special Fund and to meet any budgeted expenditurc of the municipalitics
and any activity or project of the municipalities; authorize the Government Development Bank for Pucrto

73



MUNICIPALITY OF VILLALBA
COMMONWEAITH OF PUERTO RICO

NOTES TO BASIC FINANCIAL STATEMENTS
YEAR ENDED JUNE 30, 2014

Rico to make disbursements for the purposes set out in the approved Law; amend paragraph (b) of section
4020.01; amended paragraph (b) of section 4020.02, and amend paragraph {2) and repealing paragraph (c)
of section 6080.14 of the law No. 1 - 2011, as amended, known as the "Internal Revenue Code for a new
Puerto Rico", for the purposes of restructuring the sales and use tax so that lax rate is six {6) percent
statewide and one (1) percent at municipal level; to establish mechanisms for advances of the tax to the
municipalities; and for other related purposes.

On January 24, 2014, the Commonwealth of Puerto Rico enacled Act No. 19 (also known as the Municipal
Financing Corporation Act), to authorize the creation of a public corporation and instrumentality of the
Commeonwealth of Puerto Rico, attached 1o the Government Develepment Bank for Puerto Rico known as
"Municipal Financing Corporation” (COFIM, by its acronyms in Spanish), with legal faculty to issue
and/or use other mechanisms to pay or refinance the debt contracted by the municipalities, whose
payment of principal and interest is supported by municipal sales and use taxes; establish that the first
collections of

municipal sales and use tax of one percent (1%) will be collected by municipalities and deposited directly
to the Redemption Fund of the Municipal Financing Corporation; establish that bonds and obligations
issued by the "Municipal Financing Corporation” will be payable and secured by the pledge of the greater
of (i) & fixed amount of the municipal sales and municipal tax or (ii) the amount of the municipal sales
and use tax fixed at zero point three percent (0.3%) collected during the previous fiscal year; and amend
the paragraph (c) of section 4050.06, amend paragraph (a) of section 4050.07, amend paragraph (a) and
{b) of section 4050.08, amend paragraph (a) of section 4050.09, and amend paragraphs (b), {c) and {d),
repeal paragraph (e) and renumber paragraph (£) as (e) of section 6080.14 of the Act 1-2011, as amended,
known as the "Internal Revenue Code for 2 new Puerto Rico"; in order to establish mechanisms for
advances of the tax to the municipalities; and for other related purposes.

Management has evaluated subsequent events through November 4, 2014, the date the financial
statements were available to be issued.

This Space Has Been Left Blank Intentionally

74



MUNICIPALITY OF VILLALBA
COMMONWEALTH OF PUERTO RICO

BUGETARY COMPARISON SCHEDULE- GENERAIL FUND

YEAR ENDED JUNE 30, 2014
Actual amovpts Variance with
Buodgeted amoubts {budgetary final budget —
Revenues: Original N Final hasis) over (under)
Property taxes 5 977308 5 977,308 5 977,308 b ()]
M unicipal license laxes 1619,000 1619,000 1753315 134,315
Sales taxes 353,250 353,250 338237 (15,013)
Construction excise 1axes 1773,400 1773,400 226,602 {1546,798)
Intergovernmental grants and contribulions 7129459 7129.459 7271,802 142,343
Charge for Service 681,035 681,035 259,738 {421,296}
Rent 66,000 66,000 78,876 12,876
M iscellaneous 148,500 148,500 636,782 488,282
Tolal revenues 12747952 12747952 11542661 (1205,291)
Expenditores:
General government 7640,898 8200,697 7733,460 467,236
Health and welfarc 892206 754,469 712098 42371
Public works 1626,269 1520,702 1195076 325,626
Public safety 1024856 913,563 900,577 12,985
Culture, recreation and education 1375,973 1170,771 900,775 209,997
Urban and economic development -
Tolal expenditures 12560,202 12560,202 11441986 1118.215
Excess (deficiency) of revenues over expenditares 187,750 187,750 100,674 (87,076}
Other finandag Sources (uses):
Transfer out 1o oLher povernmental funds 187,150 187,750 133,375 {54,375}
‘Totzl Other Financing Sources (uses) 187,750 187,750 133375 (54.375)
Net change in fund balance (deficit) $ - $ - 3 (3L701) § (32,701)
Reconciliation of differences:
SourcesAinflows of financial resouroes:
Actual amounts (budgetary basis) "available for appropriations”
from the budgetary comparison scheduie ¥ 11542661
GAAP adjustment 10 revenues 391,24
Total revenues and as reported on the statement of
revenues, expenditures and changes in fund balances $ 11933895
Uses/out flows of {inancial resources:
Adual amounts {budgetary basis) "total charpes to appropriations”
from the budgetary comparison schedule {including transfer out 10 other funds) 3 11575361
Timing differences:
Current year encumbrances recorded as expenditures for budgetary purposes {826,037}
Prior year encumbrances recorded as expendilures for GAAP purposes 1092,001
Entity differences:
Non-budgeled expenditures 875,235
Total expenditures and transfer out 10 other funds as reporied on Lhe
statement of revenues, cxpenditures and changes in fund balances $  12716,560
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ER R
113
115
100

124
128
120
150
164
166
160

180

322

342
310

354
350

300

Pragram Balance Sheet
14.871 Housing Choice Vouchers

Cash - Unrestricted

Cash - Other Restricted

Cash - Restricted for Payment of Current Liabisties
Total Cash

Accounts Receivable - Other Government

Fraud Recovery

Total Receivables, Net of Allowances for Doubtful Accounts
Total Current Assets

Furniture, Equipment & Machinery - Administration
Accumulated Depreciation

Total Capital Assets, Net of Accumulated Depreciation
Total Non-Current Assets

Total Assets and Deferred Quifiow of Resources
Accrued Compensated Absences - Current Portion
Accounts Payable - Other Government

Unearned Revenue

Total Current Liabilities

Accrued Compensated Absences - Non Current
Total Non-Current Liabilites

Total Liabifities

508.4 Net Investment in Capital Assets
511.4 Restricted Net Position
512 4 Unrestricted Net Position

513

600 Total Liabiliies, Deferred Inflows of Resources and Equity -

Total Equity - Net Assets / Position

$ 4,375
61,406
4,710
70,43

2,038

2,338

72,829

51,631

{51,608)

1,597

4710
22,207
28,514

2612
2,612

31,126

39,199

2.504
41,726

$72.852
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Program Revenue and Expense Summary
14.871 Housing Choice Vouchers

71400
71500
70000

91100
91600
91000

97000

97300
97350
97400

10000

11030
11040
11170
11180

11190
11210

HUD PHA Operating Grants
Fraud Recovery

Other Revenue

Total Revenue

Administrative Salaries
Office Expenses
Total Operating - Administrative

Total Operating Expenses
Excess of Operating Revenue over Operating Bxpenses

Housing Assistance Payments
HAP Portability-In
Depreciation Expense

Total Expenses

Excess {Deficiency) of Total Revenue Over (Under) Total

Beginning Equity

Prior Period Adjustments, Equity Transfers and Correction
Administrative Fee Equity

Housing Assistance Payments Equity

Linit Months Available
Number of Unit Months Leased

$494,752
9,312
39,227
543,291

59,520
7.191
66,711

66,711

476,580

418,139

36,063

20

520,933

22,358

11,302

8,066
2,527

$39,199

o198
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MUNICIPALITY OF VILLALBA
COMMONWEALTH OF PUERTO RICO

NOTES TO FINANCIAL DATA SCHEDULE
YEAR ENDED JUNE 30, 2014

NOTE A - BASIS OF PRESENTATION

The accompanying Financial Data Schedule (FDS) is a trial balance of the Section 8 Housing Choice
Voucher Program, administered by the Municipality. The FDS was created in order to standardize the
financial information reported by Public Housing Authorities (PHA) to the Real Estale Assessment
Center (REAC), as required by the Uniform Financial Reporting Standards (UFRS). REAC is the US
Department of Housing and Urban Development (HUD) national manager center created to assess the
condition of HUD owned and assisted propertics. The UFRS are rules to implement requirements of
24 CFR, Part 5, Subpart H, for the electronic filing of financial information to HUD.

In accordance with the guidelines for reporting and attestation requirements of UFRS, the accompanying
FDS is included as information supplementary to the financial statements. It was prepared using the
accrual basis of accounting, as required by REAC regulations.
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MUNICIPALITY OF VILLALBA
COMMONWEALTH OF PUERTQ RICO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2014
Federat Pass-through 2013-.2014
Federat Grant/ Pass-through CFDA Entity [denlifymg Federal
Grantorf Propram or Chster Tige Nomber Nomber Expenditures
U.S. Department of Honsing 2ad Urban Devel opment:
Pass-(hrough the Commonwealth of Puerto Rica - Office of Lhe
Commissiorer of Municipal Affairs:
Communily Dewlopmen: Block Gram / State's Program Cluster:

Community Devetopment Block Grant Program 14.228 FC-66;AB—66{F:‘;DRA66!AB—DR— $ 541,957
Total Pass-through the Commonwealth of Puenc Rico - Office of 521957
the Commissioner of Municipal Affairs: T
Direct Program:

Section 8 Housing Chaice Youcher Program 14871 N/A 494,752
Total U.S. Departmenl of Housing and Urban Development: 1,036,700
U.S. Department of Justice:

Direct Program:

Public Safety Partrership and Community Policing Granis 16.710 20 10UMWX0275 . $6.906
Total U.S Departmeat of Justice: 56,906
1.5, Department of Education:

Pass-through the Commonwealth of Puerto Rico -
Department of Educilion:

Fwenly-Firsi Century Commanity Learning Centers 84287 N{AY 699,761
Tolad US. Department of Education: 699,761
U.S. Department of Health amw? Human Service:

Pass-Lhrough the Commonwealth of Puerto Rico - Office of
Governor, Elderly Office:

Special Program lor Aging, TitHe, Parl B 93.044 N/AY 92,166
Pass-through the Commomwealth of Puerio Rico - Famnily and
Children Administralion:

Community Services Black Granis 93569 NYAY 6,295
Total U.S. Department of Health and Human Services: 105,461
U.E Department of Homeland Secarity:

Puss-through the Commonwealth of Puerto Rico -Governor
Authorized Representative (GAR):
. . 149.99149.00 (1798-DR/ 1946-

Dusaster Grants — Public Assistance 97036 D(R) R/ 1,761,757
Tolal U.S. Department of Homeland Security: 1,761,757
TOTAL EXPENDITURES OF FEDERAL AWARDS 5 2,960,833

See accompanying Notes to Schedule of Expeadilures of Federal Awards.




MUNICIPALITY OF VILLALBA
COMMONWEALTH OF PUERTO RICO

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED JUNE 30, 2014

NOTE 1: BASIS OF PRESENTATION

The accompanying schedule of expenditures of federal awards includes the federal grant activity of the
Municipality of Villalba, Commonweaith of Puerto Rico (the Municipality) for the year ended June 30,
2014. The Municipality’s reporting entity is disclosed in Note | to the Municipality’s basic financial
statements as of and for the fiscal year ended June 30, 2014.

The accompanying schedule of expenditures of federal awards is presented on the modified accrual basis
of accounting.

The information in this schedule is presented in accordance wilh the requirements of OMB Circular A-
133, Audits of States, Local Governments, and Non-Profit Organizations. Therefore, some amounts
presented in this schedule may differ from amounts presented in, or used in the preparation of, the basic
financial statemenis.

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying Schedule of Expenditures of Federal Awards is prepared from Munricipality’s
accouniing records and is not intended to present financial position or the resulis of operations.

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

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

NOTE 3: FEDERAL CFDA NUMBER

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

NOTE 4: PASS THROUGH GRANTOR’S NUMBER

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

NOTE5: MAIJOR PROGRAMS

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

END OF NOTES
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MENDOZAsRAMOS

Conizcdores Publicos Auteorizedos, C.5.7

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

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

W have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial avdits contained in Government Auditing Standards
issued by the Comptroller General of the United Siates, the financial statements of the governmental
activities, cach major fund, and the aggregate remaining fund information of Municipality of Villalba,
Puerio Rico (Municipality), as of and for the fiscal year ended June 30, 2014, and the related notes to the
financial statements, which collectively comprise the Municipality’s basic finaricial statements and have
issued my report thercon dated November 2, 2015. The report on the governmental fund financial
stalements was unqualified. In addition, the report on the governmental activities statement has a
disclaimer opinion because of the inadegquacies of the capital assets subsidiary ledger.

Internal Control Over Financial Reporting

In planning and performing our audit of the financial statements, we considered the Municipality’s
internal control over financial reporting to determine the audit procedures that are appropriate in the
circumstances for the purpose of expressing our opinions on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of the Municipality’s internal controt. Accordingly,
we do not express an opinion on the effectiveness of the Municipality’s internat control.

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not design to identify all deficiencies in internal control that might be maierial
wcaknesses or significant deficiencies and therefore, material weaknesses or significant deficiencies may
exist that were not identified. However, as described in the accompanying Schedule of Findings and
Questioned Costs, we identified certain deficiency in internal control that we consider (o be 2 material
weakness.

A deficiency in imternal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent or
detect and correct misstaiernents on a limely basis. A material weakness is a deficiency, or combination
of deficiencies, in internal control such that there is a reasonable possibility that a material misstatement
of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis. A
significant deficiency is a deficiency, or combination of deficiencies, in internal control that is less severe
than a material weakness, yet important enough to meril attention by those charged with governance, We

[t/f} 787.864.9271 | PO BOX 35 - Guayama, PR 00785 | C/ Baldorioty 22 Oeste - Guayama, PR 00784



INDEPENDENT AUDITOR’S REPORT
MUNICIPALITY OF VILLALBA

consider the deficiencies described in findings 14-01 and 14-02 included in the accompanying Schedule of
Findings and Questioned Costs to be material weaknesess.

Compliance and Qther Matters

As part of obtaining reasonable assurance about whether the Municipality’s financial statements are free
of material missiatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and granl agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit, and accordingly, we do not express such an
opinion. The results of our tests disclosed instances of noncompliance or other matters that are required to
be reported under Government Auditing Standards and which are described in the accompanying
Schedule of Findings and Questioned Costs as item 14-01 and 14-06.

Municipality’s Response to Findings

Municipality’s response to the findings identified in our audit are described in the accompanying
Schedule of Findings and Questioned Costs. Municipality’s response was not subjected to the auditing
procedures applied in the audit of the financial statements and, accordingly we express no opinion on it.

Purpose of this Report

The purpose of this report is solely to describe the scope of my Lesting of internal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of the entity’s internal
control or on compliance. This report is an integral part of an zudit performed in accordance with
Government Auditing Standards in considering the entity’s intemal control and compliance. Accordingly,
this communication is not suitable for any other purpose.

‘ Voried) C}Pﬂ,
Ve € S
CERTIFIE BLIC ACCOUNTAN'T'S, CS.P.

Guayama, Puerlo Rico
November 2, 2015

Stamp number 02712455
was affixed to the original of this report.
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MENDOZAs RAMOS

Contedores PUblicos Autorizades, TR

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

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

Report on Compliance for Each Major Federal Program

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

Management’s Responsibility

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

Auditor’s Responsibility

Our responsibility 15 to express an opinion on compliance for each of the Municipality’s major federal
programs based on our audit of the types ol compliance requirements referred to above. We conducted
our audit of compliance in accordance with auditing standards generally accepied in the United States of
Americs; the standards applicable 1o financial audits contained in Governmenr Auditing Standards, issued
by the Comptroller General of the Uniled States; and OMB Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133 require that we
plan and perform the audit to obtain reasonable assurance about whether noncompliance with the types of
compliance requirements referred 1o above that could have a direct and material effect on a major federal
program occurred. An audit includes examining, on a test basis, evidence about the Municipality’s
compliance with those requirements and performing such other procedures as we considered necessary in
the circumstances.

We believe thal our audit provides a reasonable basis for our opinion on compliance for each major

federal program. However, our audit does not provide a legal determination of Municipality’s
compliance.

[t/f] 787.864.9271 | PO BOX 35 - Guayama, PR 00785 | C/ Baldorioty 22 Oeste - Guayama, PR 00784



INDEPENDENT AUDITOR’S REPORT
MUNICIPALITY OF VILLALBA

Opinion on Each Major Federal Programs

In our opinion, the Municipality, complied, in all matenal respects, with the types of compliance
requirements referred to above thai could have a direct and material effect on each of its major federal
programs for the fiscal year ended June 30, 2014.

Other Matters

The results of our auditing procedures disclosed instances of noncompliance, which are required to be
reported in accordance with OMB Circular A-133 and are described in the accompanying Schedule of
Findings and Questioned Cosis as item 14-03 trough 14-06. Qur opinion on each major federal program is
not modified with respect to these matters.

Municipality’s response to the noncompliance finding identified in our audit is described in the
accompanying Schedule of Findings and Questioned Costs. Municipality’s response was not subjected to
the auditing procedures applied in the audit of compliance and, accordingly we express no opinion on the
Tesponsc.

Report on Internal Control over Compliance

Management of the Municipality is responsible for establishing and maintaining effective internal control
over compliance with the types of compliance requirements referred Lo above. In planning and performing
our audit of compliance, we considered Municipality’s intemnal control over compliance with the types of
requirements that could have a direct and maierial effect on each major federal program to determine the
auditing procedures that are appropriate in the circumstances for the purpose of expressing an opinion on
compiiance for each major federal program and to test and report on internal control over compliance in
accordance with OMB Circular A-133, but not for the purpose of expressing an opinion on the
effectiveness of internal control over compliance. Accordingly, we do nol express an opinion on the
effectiveness of the Municipality’s internal control over compliance.

A deficiency in internal control over compliance exisis when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
{unctions, to prevent or detect and correct noncompliance with a type of compliance requirement of a
federal program on a timely basis. A material weakness in internal control over compliance is a
deficiency, or combination of deficiencies, in internal control over compliance, such that there is a
reasonable possibility that material noncompliance with 2 type of compliance requircment of a federal
program will not be prevented, or detected and correcled on a timely basis. A significant deficiency in
internal control over compliance is a deficiency, or a combination of deficiencies, in internal control over
compliance with a type of compliance requirement of a federal program that is less severe than a material
weakness In internal control over compliance, yet important enough to merit attention by those charged
with governance.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this seclion and was not designed to idenmtify all deficiencies in internal control over
compliance that might be material weaknesses or significant deficiencies and therefore, material
weaknesses or significant deficiencies may exist that were nol identified. We did nol identify any
deliciencies in internal control over compliance that we consider to be material weaknesses. However, we
identified certain deficiencies in internal control over compliance, as described in the accompanying
Schedule of Findings and Questioned Costs as items 14-03 trough 14-06 trough thai we consider (o be
significant deficiency.
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INDEPENDENT AUDITOR’S REPORT
MUNICIPALITY OF VILLALBA

Municipality’s response to the internal control over compliance findings identified in our audit are
described in the accompanying Schedule of Findings and Questioned Costs. Municipality’s response was
not subjected to the auditing procedures applied in the audit of compliance and, accordingly we express
no opinion on the response.

Purpose of this report

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

* \ ‘
Nimed umd aons
CERTIFIE BLIC ACCOUNTANTS, C.S.P.

Guayama, Puerto Rico
November 2, 2015

Stamp nomber 02712456
was affixed to the originat of this repori.
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MUNICIPALITY OF VILLALBA
COMMONWEALTH OF PUERTO RICO

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

SECTION I-SUMMARY OF AUDITOR’S RESULTS

Financial Statements
Type of auditors’ report issued:

Internal control over financtal reporting:

0 Unqualified Opinion, except for
disclaimer opinion for government-wide
financial statement

Qualified Opinion

O Adverse Opinion

B Disclaimer Opinion

® Maicrial weakness (es) identified? Yes d No
¢ Significant deficiencies identified that
are not considered to be material weakness {es)? D Yes & Nonc Reported
& Noncompliance material to {inancial statements noted? Yes [J No
Federal Awards
Iniernal control over major programs:
& Material weakness (es) identified? O Yes No
e Significant deficiencies identified that
are not considered 10 be material weakness (es)? X Yes (3 None Reported

Type of auditors’s report issued on compliance for

Major Programs:

X Unqualified Opinion
O Qualified Opinion
[ Adverse Opinion

2 Disclaimer

Any audit findings disclosed that are required to be reported
in accordance with 510(a) OMB Circular A-1337 X Yes 1 No

The Municipality’s major programs were:

CFDA Mumber Name of Federal Program
14.228 Community Development Block Grant
14.871 Section 8 Housing Choice Vouchers
97.036 Disaster Grants — Public Assistance
84.287 Twenty-First Century Community Leaming Center

Dollar threshold used to distinguish between
Type A and Type B Programs:
Auditee qualified as low-risk auditee?

$300,000
] Yes B No




MUNICIPALITY OF VILLALBA

COMMONWEALTH OF PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCALYEAR ENDED JUNE 30, 2014

SECTION [ - FINANCIAL STATEMENTS FINDINGS AND QUESTIONED COSTS

FINDING
CATEGORY
NONCOMPLIANCE
TOPIC SENTENCE

CONDITION

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

14-01

INTERNAL CONTROL

CAPITAL ASSETS

Fixed/Capital Assets and Expenditures — Subsidiary Ledger

The Municipality has not maintained complete and adequate records in
order to obtain sufficient, competent evidential matter with respect Lo the
Capital Assets reported in governmental activities and, accordingly, the
amount by which this departure would affect the assets, net assets, and
expenses of the governmental activities is not determinable.

Chapter IX, Article 9.002 of State Act Number 81 of August 30, 1991
states that the municipality should maintain updated property accounting
records. Also the GASB Statements No. 34 Basic Financial Statements
~ and Management's Discussion and Analysis — for State and Local
Governments tequire that all capital assets, including infrastructure, must
be presented in the Statements of Net Asscts and that these assets must
be depreciated during its useful life. Also, provisions of GASB Statement
No. 42, Accounting and Financial Reporting of Impairments of Capital
Assets and for Insurcnce Recoveries, requires the Municipality to
evaluate prominent evends or changes in circumstances affecting capital
assets to determine whether an impairment of a capital asset has
occurred. Furthermore, provisions of GASB Statement No. 51,
Accounting and Financial Reporting for Intangible Assets, require that
all intangible assets not specifically excluded by its scope provisions be
classified as capital assels.

Competent and sufficient evidential matter related to the capital assets
was nol available 10 suppori the value, completeness and ownership of
these asseis.

The Municipality’s Government Wide Financial Statements do not
present fairly, the financial position of the governmental activities, and
the change in financial position of the Municipality.

We recommend that the Municipality should continue the compilation of
documents to support the value, completeness and ownership of its
capital assets, to comply with the requirements of the GASB Statement
No. 34, GASB Statement No. 42 and GASB Statement No.51.
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MUNICIPALITY OF VILLALBA
COMMONWEALTH QOF PUERTO RICO

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

SECTION 1I — FINANCIAL STATEMENTS FINDINGS AND QUESTIONED COSTS

FINDING 14-01 (CONTINUED}
QUESTIONED COSTS NONE
MANAGEMENT RESPONSE

AND CORRECTIVE ACTIONPLAN  The Municipality is gathering information related to the capital assets as
one of its priority on the Finance Depariment. The person that has been
assigned for this work is been obtaining relevant information on a daily
basis and such information it’s been recorded on our accounting system.
We understand that the circumstances didn’t let us assign more personnel
to complete this task in the current fiscal year; nonetheless we are
providing as much support as we could possibly can to comply with the
requirements. We can conservalory asses that this sitvation can be solve
by the next fiscal year.

Implementation Date:  December 31, 2015

Responsible Person:  Mrs. Lilliam Villanueva
Finance Department Director
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MUNICIPALITY OF VILLALBA

COMMONWEALTH OF PUERTO RICO

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

SECTION 1 — FINANCIAL STATEMENTS FINDINGS AND QUESTIONED COSTS

FINDING
CATEGORY
TOPIC SENTENCE

CONDITIONS

CRITERIA

CAUSES

14-02
INTERNAL CONTROLS
Accounting System

The accounting syslem and manuals registers used by the Municipality to
account and register the financial transactions during the fiscal year does
not provide for the summarization of transactions that permit ihe
preparation of Municipality’s financial statements in conformity with the
General Accepted Accounting Principles of the United States of America
(GAAP).

There are no internal controls or records 1o account for the inter fund
receivable and payables balances between Municipality’s funds. Monthly
program’s expenditures financed by the Municipality’s general fund are
not being register, monitored nor accounted for by the Programs’
accountants. In addition, inter fund transactions regarding the
reimbursement of money between funds were not supported by an
analysis.

The Municipality does not have with an accounts receivable subsidiary
ledger.

According 1o Article 8.010 (2} and (b) of Law Num. 81 for the
Municipalities of Puerto Rico, the computerized sysiem and the
procedures of accounting and property will be design so that it allows the
Municipality to carry out its functions, at the same lime as they serve to
maintain an uniform and coordinated accounting, that provide a complete
picture of the financial operations of the Municipality and the necessary
financial information that assist the Municipality Legislature, the
Governor, and the Secretary of the Puerto Rico Treasury Department in
the performance of its respective responsibilities. Municipalitics
accounting will be based on funds, Generally Accepted Accounting
Principles and the requirernenis established by the Governmental
Accounting Standard Board. Also the pronouncements of the National
Committee on Governmental Accounting and the “Blue Book™ will be
used to design municipalities® 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 necessary tools capable of recapturing the financial
information and provide financial stalements.
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MUNICIPALITY OF VILLALBA
COMMONWEALTH OF PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCALYEAR ENDED JUNE 30, 2(14

SECTION II — FINANCIAL STATEMENTS FINDINGS AND QUESTIONED COSTS

FINDING

EFFECT

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENT RESPONSE
AND CORRECTIVE ACTION PLAN

14-02 (CONTINUED)

The lack of an adequate accounting system which can captures all the
financial information and generates Municipality’s financial statements
for each fiscal year affect the Municipality ability to measure the
financial and nonfinancial performance of programs and activities;
adequately safeguard significant assets and properly record wvarious
transactions; and hinder the Municipality from having reliable financial
information to operate in an economical, efficient, and effective manner.

Sound decisions on the current results and future direction of wvital
programs and policies are made more difficult without timely, reliable
and useful financial performance information.

The Municipalily should establish and implement the necessary measures
that allow the summarization of the financial tramsactions in order to
prepare the financial statements in conformity with GAAP.

None

The Municipality of Villalba has acquired a new accounting system for
the Finance Department that complies with GAAP. Therefore, we can
assure that the procedures related to the financial information in the
Municipality in order to prepare the information according to GAAP will
be in effect for next fiscal year. This situation has been solved.

Implementation Date:  June 30, 2015
Responsible Person:  Mrs. Lillian Villanueva
Finance Department Director




MUNICIPALITY OF VILLALBA

COMMONWEALTH OF PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCALYEAR ENDED JUNE 30, 2014

SECTION IH — FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING

FEDERAL PROGRAM

CATEGORY
NONCOMPLIANCE

TOPIC SENTENCE

CONDITIONS

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENT RESPONSE
AND CORRECTIVE ACTION PLAN

14-03

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

INTERNAL CONTROL / COMPLIANCE
REPORTING

FAILURE TO SUBMIT IN A TIMELY MANNER THE FINANCIAL
INFORMATION

The Municipality failed to submit, in a timely manner, the audited and
unaudited financial information for the fiscal year 2012-2013 and 2013-
2014 to HUD, through the FASS-PH system.

CFR 24, Section 5.801 (b} states that financial information (2} submitted
electronically to HUD through the intemet, or in such other electronic
format designated by HUD, or in such non-electronic format as HUD
may allow if the burden or cost of electronic reporting is determined by
HUD to be excessive.

The Municipality is not complying with the due dates established by
HUD to submil the andited reports and unaudited reports.

The Municipality did not submil to HUD, the required reports, in a
timely manner in order to comply with the Federal regulation.

The Municipality should implement adequate controls to prepare
accurale financial reports as required by HUD.

None.

The Municipality had adquired a new accounting system for the Finance
Department in order to assure that the procedures related to recording the
financial information are completed on a timely manner in order to
comply with the federal regulation.

June 30, 2015
Mrs. Carmen Feliciano
Section 8 Program Director

Implementation Date:
Responsible Person:
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MUNICIPALITY OF VILLALBA
COMMONWEALTH OF PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCALYEAR ENDED JUNE 30, 2014

SECTION III - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING

FEDERAL PROGRAM

REQUIREMENT

NONCOMPLIANCE

CONDITION

CONTEXT

CRITERIA

CAUSE

14-04

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

COMPLIANCE AND INTERNAL CONTROL

ALLOWABLE ACTIVITIES
HOUSING REHABILITATION AND HOUSEKEEPING SERVICES

The Program failed to maintained appropriate supporting documentation
regarding the Housing Rehabilitation and Housekeeping Services
participant’s files.

As part of our grant disbursement test, we examined five (5) Housing
Rehabilitation Participant’s files and five (5) Housekeeping Services
participant’s files and noted that these files are not in accordance with the
Federal regulations and the operational guides, provided by the pass-
through agency.

Code of Federal Regulation 24, Scction 370.506 (b) (9) established the
documentation that the Municipality shall maintain for residential
rehabilitation. The Operational Guide of Housing Rehabilitation (the
guide) provided by the Office of Commissioner of Municipal Affairs, the
pass through entity, stated that the Municipality has to conduct an initial
unit inspection to determine if the unit is eligible to be rehabilitating
under the crileria of the program. Also, the guide stated that the
Municipality has to conduct an intermediate and a final inspection to
determine if the unit is being rehabilitated and that the rehabilitation has
been completed, respectively. In addition, the Municipality has an
operational guide “Manual Operacional- Programa Auxiliares del
Hogar™ that includes all procedures and program’s requirements for
housekeeping services.

The Program’s internal controls procedures failed to assure that all
required information regarding participants were obtained and that the
required interviews, visits and inspections to monitor the services were
realized in accordance to the pass-through operational guides.
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MUNICIPALITY OF VILLALBA
COMMONWEALTH OF PUERTO RICO

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

SECTION II¥ — FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING

EFFECT

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENT RESPONSE

14-04 (Continued)

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 housekeepers services provided by the pass-through
entity.

We recommend management to implement adequate internal controls
and procedures in order to assure that the Program’s staff completes all
the required forms and 1o inspect and monitor the services in accordance
with the regulations and the operational guides.

Naone

The CDBG Program will be taken into consideration all audit
recommendations to implement adequate internal controls and
procedures in order to assure that the Program’s staff completes all the
required forms.

Implementation Date:  Jume 30, 2015
Responsible Person:  Mrs. Sara Robles
Federal Program Office Director




MUNICIPALITY OF VILLALBA
COMMONWEALTH OF PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCALYEAR ENDED JUNE 30, 2014

SECTION II1 - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING

FEDERAL PROGRAM

CATEGORY
NONCOMPLIANCE
TOPIC SENTENCE

CONDITION

14-05

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

INTERNAL CONTROL / COMPLIANCE
PROCUREMENT/ PROCUREMENT STANDARDS
PROCUREMENT/ LACK OF REQUIRED CONTRACT CLAUSES

In testing compliance with the procurement requirement, we examined
two contracls for design of construction projecis formalized. In relation
1o such examination we observe the following:

The two reviewed contracts did not include the following required
clauses:

e Coniractual legal remedies when contractor violates term.

e Granting access to GAO and other federal agencies to books and
documents,

« Suspension and Debarment Certification.

+ Compliance with Executive Order 11246 of September 24, 1965,
entitled ‘‘Equal Employment Opportunity,” as amended by
Executive Order 11375 of October 13, 1967, and as
supplemented in Department of Labor regulations (41 CFR
chapter 60).

e Compliance with all applicable standards, orders, or
requirements issued under scction 306 of the Clean Air Act (42
U.S.CLI857(hy). section 508 of the Clean Water Act (33 U.S.C.
i368), Execative Qrder 11738, and Environmental Prolection
Agency regulations (40 CFR part 13).

s  Mandatory stundards and policies relaling w energy elficiency
which are contained in the state cnergy conservation plan issucd
in compliance with the Energy Policy and Conscrvation Act
(Pub. L. 94-163, 89 Stat. 871).
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MUNICIPALITY OF VILLALEA
COMMONWEALTH OF PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCALYEAR ENDED JUNE 30, 2014

SECTION 11l — FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING

CRITERIA

. CAUSE

EFFECT

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENT RESPONSE
AND CORRECTIVE ACTION PLAN

14-05 (Continued)

s Compliance with the Copeland “Anti-Kickback™ Act (18 U.S.C,
R74) as supplemented in Department of Labor regulations (29
CFR Part 3).

e For the contracts evaluated the Municipality did not celebrated
bids.

Code of Federal Regulations, 44 CFR Section 13.36 (i) (1-13) states that
subgraniee’s contract must contain provisions in paragraph (i) of these
Sections. Federal agencies are permitted to require changes, remedies,
changed conditions, access and records retention, suspension of work,
and other clauses approved by the Office of Procurement Policy.

Also, 44 CFR Section 13.36 (2) states that when procuring property and
services under a grant, the Municipality will use their owm procurement
procedures provided that they conform to applicable Federal law and
regulations. The "Ley de Municipios Autonomos” establish that the
municipality celebrates aFormal Bid for purchases of goods or services
that exceed $100,000.

The Municipality did not maintain appropriate procurement siandard
procedures in order to assure that contractor complies with program
requirements.  Alsc the Municipality did not comply with the
procurement process.

Municipality is not in compliance with the mentioned federal regulations.

We recommend management to update coniract model according with
the federal requirement.

Nonc

The Municipality’s Secretary Office is evaluating all construction
contracts clauses on a consistent basis and a draft with all correspondant
clauses is been currently use in the Municipality. Nonetheless, there are
some contracts that have been signed before this evaluation that hasn’t
been amended in order to incorporate these clauses on them. Proper
measure will be taken in order to fully comply with this regulation.

Implementation Date:  June 30, 2015
Responsible Person:  Mirs. Lillian Colén Villanueva
Finance Department Director
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS
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SECTION Hi — FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING

FEDERAL PROGRAM

CATEGORY
NONCOMPLIANCE

TOPIC SENTENCE

CONDITIONS

CRITERIA

CAUSE

EFFECT

RECOMMENDATION

14-06

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

INTERNAL CONTROL / COMPLIANCE
SUSPENSION AND DEBARMENT

ABSENCE OF CONTROLS TO ASSURE COMPLIANCE WITH
SUSPENSION AND DEBARMENT

As determined by interviews to Program personnel and by examination
of projects files, the Municipality did not maintain adequate controls and
procedures to assure that the individuals and entities which are granted
with contracts are not suspended or debarred from participation in federal
programs.

As stated in 44 CFR 13.35 grantee and subgrantee must not make any
award or permit any award (subgrant or contract) at any tier to any party
which is debarred or suspended or is otherwise excluded from or
ineligible for participation in Federal assistance programs under
Executive Order 12549, “Debarment and Suspension™.

The Municipality has no policies and procedures for the use of the List of
Parties Excluded from federal procurement or mnon-procurement
programs to assure that they do not award assistance to listed parties.

As a result of this deficiency, the Municipality could have procured
goods or services from organizations and individuals thal are suspended
or debarred which could result in cost disallowances by the federal
awarding agency.

The Municipality should amend their procurement procedures and
include a step to verify whether or not the individual or entity is on the
list of parties excluded from federal participation in procurement and
non-procurement programs. The Municipality should also require the
entities or individuals to submil a certification stating that they are not
suspended or debarred or add a clause or condition to the covered
transaction with that entity.
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MUNICIPALITY OF VILLAIBA
COMMONWEALTH OF PUERTO RICO

SCHEDULE QOF FINDINGS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED JUNE 30, 2014

SECTION 111 — FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

FINDING 14-06 (CONTINUED)
QUESTIONED COSTS None
MANAGEMENT RESPONSE

AND CORRECTIVE ACTION PLAN  The Bid Board of the Municipality request reliable documentation of the
entities participating in the bids before they award any bid. Also, the
Finance Department solicits, before making the payments, entities
document {o assure the entity is in good standing and complies with state
or federal regulation. Also, we will amend our process to include a step
to verify whether or not the individual or entity is on the list of parties
excluded from federal participation in procurement and non-procurement
programs.

Implementation Date:  June 30, 2015
Responsible Person:  Mss. Marena Navarro, Esq.
Municipality’s Secretary Office Director

END OF SCHEDULE
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MUNICIPALITY OF VILLALBA
COMMONWEALTH OF PUERTO RICO

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

{1) Audit Findings that have been Fully Corrected:
12-05 Reporting 14.871
NONE

(2) Audit Findings not corrected or Partially Corrected:

Finding Number CFDA Q“&&‘)‘;’l“d Comments

12-03 Procurement 14.228 None Situation still prevail
12-04 Suspension and Debarment 14.228 None Situation still prevail
12-06 Davis Bacon 20.507 None Situation still prevail
12-07 Procurement 20.507 None Situation stiil prevail
12-08 Suspension and Debarment 20.507 None Situation still prevail
1209 Allowable costs/Reporting 97.036 None Sitpation still prevail
12-10 Procurement 97.036 None Situation still prevail
12-11 Suspension and Debarment 97.036 None Situation still prevail
11-03 Procurement 14.228 None Situation still prevail
11.04 Suspension and Debarment 14.228 None Sitwation still prevail
11-05 Special Tes and Provisions 14.228 None Situation still prevail
11-06 Reporting (Fiscal Controls) 97.036 None Situation still prevail
11-07 Procurement 97.036 None Situation still prevail
11-08 Suspension and Debarment 97.036 None Situation stitl prevail
10-04 Procurement 14.228 None Sitwation still prevail
10-05 Procurement 14.228 None Situation still prevail
10-06 Suspension and Debarment 14.228 None Situation still prevail
10-07 Special Tests and Provisions 14.278 None Partially Comected

(9-04 Procurement 14.228 None Situation still prevail
09-05 Special Tests and Provisions 14.228 None Situation still prevail
(9-06 Suspension and Debarrment 14.228 Nong Situation still prevail

(3) Corrective action taken is significantly different from corrective action previously reported:

Ay 5

NONE
(4) Audit findings is no longer valid:
NONE ~
=2
END QOF SCHEDULE =
on
ol
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