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MUNICIPALITY OF SAN JUAN

COMMONWEALTH OF PUERTO RicO
PO Box 4355 San Juan, Puerto Rico 00901-4355
Tel: (787) 724-7171
www.sanjuanciudadpatria.com

December 29, 2014

Honorable Mayor Carmen Yulin Cruz Soto,

Members of the Municipal Legislature and Constituents
Municipality of San Juan,

Commonwealth of Puerto Rico

We are pleased to submit this Comprehensive Annual Financial Report and Single Audit of Federal
Financial Assistance of the Municipality of San Juan, Commonwealth of Puerto Rico (the Municipality),
as of and for the fiscal year ended June 30, 2014.

Responsibility for both, the accuracy of the data and the completeness and fairmess of the presentation,
including all disclosures presented in this report, rests with the Municipality’s management. All disclosures
necessary to enable readers to gain an understanding of the Municipality’s financial activities have been
included.

BACKGROUND INFORMATION AND ECONOMIC OUTLOOK

The Municipality is the largest municipality, principal seaport, and main governmental, financial, academic,
cultural, and tourism center of Puerto Rico.

The Municipality’s government is composed of a Mayor, and a Municipal Legislature of 17 members
elected in general elections every four years. The Mayor is responsible for establishing and carrying out
the policy-making, for overseeing the day-to-day operations of the municipal government and for
appointing the senior municipal officials of the Municipality’s departments. The Municipal Legislature is
responsible, among other matters, for approving ordinances and resolutions, including the annual operating
budget of the Municipality.

The Municipality assumes either partial or full responsibility for providing services to its citizens related to
public safety, urban affairs, culture and recreation, health and welfare, urban development, education,
economic development, and other general services to its citizens.

There are approximately 371,000 inhabitants with a population density of approximately 7,800 residents
per square mile, making it the most densely populated municipality in the Island. The Municipality has an
area 123.85 square kilometers; it has 18 political subdivisions, or wards, and is divided into four (4) major
districts: (1) Old San Juan, (2) Hato Rey, (3) Rio Piedras and (4) Santurce.

Old San Juan is a compact historic district, cultural center and major tourist attraction of Puerto Rico. Hato
Rey is the main banking and financial services center of Puerto Rico having the headquarters of all major
banks. Rio Piedras is the transportation hub for connections with the rest of the Island and Puerto Rico’s
principal educational center having the main campus of the University of Puerto Rico. Santurce is a center
for government and private offices.



According to statistics published by the Government Development Bank of Puerto Rico, the average family
income (AFI) in San Juan was approximately $17,000 for 2014.

The Island’s Gross Domestic Product (GDP) and Gross National Product (GNP) have increased steadily
over the past decade. The GDP is the total of consumer, investment and government spending, plus the
value of exports minus value of imports. GNP is the GDP added to income accruing to residents with
investments abroad, minus income earned in domestic markets accrued to investors living abroad. In Puerto
Rico, the GDP exceeds the GNP because of the large amount of investment from the USA in the local
economy. Nominal GDP and GNP according to the most recent report projected amounts to $103.1 million
and $70.7 million, respectively.

San Juan is the most important socioeconomic center in Puerto Rico. It accounts for 9.7% of the island’s
population according to the latest figures from the Bureau Census. The unemployment rate in San Juan as
of June 30, 2014 was 9.9%, which compares favorably with the unemployment for the entire island, which
stood at 13.1% for the same period.

The economic base of the Municipality is diversified among the financial sector, wholesale and retail trade,
small and medium sized business, shipping, tourism and the meetings and conventions industry.

FINANCIAL REPORTING ENTITY

The accompanying basic financial statements present, in an easily readable and efficiently organized way,
the respective financial position of the governmental activities, the business-type activities, each major
fund, and the aggregate remaining fund information of the Municipality, as of June 30, 2014, the respective
changes in financial position of the governmental activities, the business-type activities, each major fund,
and the aggregate remaining fund information for the fiscal year ended June 30, 2014, and the cash flows
of the proprietary fund for the fiscal year ended June 30, 2014 in conformity with accounting principles
generally accepted in the United States of America (GAAP).

INTERNAL CONTROLS

The management of the Municipality is responsible for establishing and maintaining adequate internal
controls to ensure that the assets of the Municipality are protected from loss, theft or misuse, and that
adequate accounting data is compiled for the preparation of its basic financial statements in conformity with
GAAP.

The internal controls are designed to provide reasonable, but not absolute, assurance that these objectives
are met. The concept of reasonable assurance recognizes that: (1) the cost of an internal control should not
exceed the benefits likely to be derived, and (2) the valuation of costs and benefits requires significant
estimates and judgments by management.

The Municipality receives financial assistance in the form of grants and entitlements from the governments
of the United States of America and the Commonwealth of Puerto Rico. Receipt of grants is generally
conditioned upon compliance with several terms and conditions of the grant agreements and applicable
laws and regulations, including the expenditure of resources for eligible purposes. As a result, the
Municipality is also responsible for ensuring that internal controls are in place to ensure that processes
related to these financial assistance grants and entitlements are in compliance with all applicable laws and
regulations.
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BUDGETARY AND FISCAL POLICIES AND INITIATIVES

The fiscal year of the Municipality begins on July 1. The Mayor is required by law to submit an annual
balanced budget of revenues and expenditures of its operations pursuant to Chapter 7 of the Autonomous
Municipalities Law for the approval of Municipal Legislature. Appropriations made for any fiscal year shall
not exceed the total estimated revenues, including available surplus, estimated for said fiscal year unless
the imposition of taxes sufficient to cover said appropriations is provided by law.

Budgetary control resides at the functions/program level within the general fund. The Municipality also
maintains an encumbrance accounting system as one method of maintaining budgetary control. The annual
budgets include an estimate of revenues and other resources for the ensuing fiscal year under laws and
regulations existing at the time the budgets are prepared.

During the fiscal year ended on June 30, 2014, this municipal administration has taken the necessary fiscal
initiatives and extensive budgetary controls that allows the Municipality to finish for the second year with
a surplus in the general fund.

During fiscal year 2014, the Municipality borrowed $85.2 million from commercial banks through the
issuance of Series E of the 2013 Municipal General Obligation Notes amounting to $50.3 million, $29.9
million and $5 million respectively, for the purpose of providing working capital, financing capital projects
and the financial resources needed to repay certain operating expenses.

The Municipality continues to be focused on various efforts to increase the Municipality’s recurring
revenue base. Redevelopment strategies are planned and executed in areas where economic activity and
residential levels have plummeted. Initiatives for these areas include mix use development as to fulfill
commercial and residential needs.

The objectives of these controls and initiatives were to stabilize the financial position, results of operations
and cash flows of the Municipality while ensuring compliance with legal provisions embodied in the annual
appropriated budgets approved by the Municipal Legislature.

More detailed information about the Municipality’s budget and fiscal policies can be found in the
accompanying management’s discussion and analysis (MD&A), the notes to the basic financial statements,
and the Budgetary Comparison Schedule presented in the Financial Section.

PROSPECTS FOR THE FUTURE

The Municipality is committed to pursue solutions to improve the competitive economic performance and
the quality of life for its residents. The Municipality’s economic development program includes initiatives
aimed at producing more diversified and sustainable economic development. Five important elements of
these initiatives are the following: (1) developing a world-class infrastructure, while encouraging private
investment with innovative financial models and agile, effective evaluation processes; (2) accelerating the
Municipality’s entry into the knowledge economy by creating a center for excellence in biotechnology,
engineering and computing; (3) promoting local enterprise and supporting local businesses by providing
innovative financing alternatives and access to domestic and foreign markets; (4) transforming the
Municipality’s government, without the need to layoff or privatization, through effective consolidation of
municipal agencies and decentralization functions to offer first-class services to all citizens in a sensible,
effective and agile manner; and (5) refocused strategic projects related to the citizens’ health.
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CAPITAL ASSETS

The accompanying basic financial statements include the capital assets of the Municipality. A discussion
and more detailed information about capital assets can also be found in the accompanying MD&A and the
notes to the basic financial statements.

DEBT ADMINISTRATION

The Municipality has a number of debt issues outstanding at June 30, 2014. The Puerto Rico Municipal
Financing Law of 1996 (Law 64-1996), limits the amount of debt service that can be incurred by the
Municipality with respect to issued or guaranteed debt to 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 and bond anticipation notes to be repaid with the proceeds of property taxes restricted
for debt service. The Municipality is in compliance with the debt limitation requirements at June 30, 2014.
See the computation of the legal debt margin in the statistical section of this report. More detailed
information about long-term obligations can be found in the notes to the basic financial statements.

FINANCIAL ADVISOR AND FISCAL AGENT

The principal functions of the Government Development Bank for Puerto Rico (GDB) are to serve as
financial advisor to and fiscal agent for the Municipality in connection with the issuance of bonds and notes.
GDB is a component unit of the Commonwealth of Puerto Rico.

INDEPENDENT AUDIT

Chapter X of the Basic Standards Regulation issued by the Puerto Rico Municipal Affairs Commissioner
requires the Municipality to have an annual financial audit of its basic financial statements performed by
independent certified public accountants. This Comprehensive Annual Financial Report has the intention
to fulfill such requirements.

HLB Parissi, P.S.C. was selected to perform the independent audit of the Municipality’s basic financial
statements, as of and for the fiscal year ended June 30, 2014, in accordance with government auditing
standards generally accepted in the United States of America. The goal of the independent audit was to
provide reasonable assurance that the basic financial statements of the Municipality for the fiscal year ended
June 30, 2014 are fairly stated in accordance with GAAP. The independent auditors’ report on the
accompanying basic financial statements is included in the financial section of this report.

This space was intentionally left blank.
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300 PARISS

Certified Public Accountants, Tax & Business Advisors

Independent Auditors’ Report

To the Honorable Mayor

and Members of the Municipal Legislature and Constituents
Municipality of San Juan
San Juan, Puerto Rico

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, the business-type
activities, each major fund, and the aggregate remaining fund information of the Municipality of San
Juan, San Juan, Puerto Rico (the Municipality) as of and for the year ended June 30, 2014, and the related
notes to the financial statements, which collectively comprise the Municipality’s basic financial
statements as listed in the table of contents.

Management’s Responsibility for the 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 statements that are free from material misstatement, whether due to fraud or
error.

Auditors’ 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 Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or error.
In making those risk assessments, 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 an 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 estimates
made 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.

650 Mufioz Rivera Ave. Suite 502 San Juan, PR 00918-4149+ PO Box 195607 San Juan, PR 00919-5607
Phone 787.641.9801+« Fax 787.641.9809 « www.parissicpa.com



Opinions

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each major fund,
and the aggregate remaining fund information of the Municipality of San Juan as of June 30, 2014, and
the respective changes in financial position, and, where applicable, cash flows thereof for the year then
ended in accordance 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 5 through 17 and 76 through 77
be presented to supplement the basic financial statements. Such information, although not a part of the
basic financial statements, is required by the Governmental Accounting Standards Board, who considers
it to be an essential part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with auditing standards generally accepted in the United States
of America, which consisted of inquiries of management about the methods of preparing the information
and comparing the information for consistency with management’s responses to our inquiries, the basic
financial statements, and other knowledge we obtained during our audit of the basic financial statements.
We do not express an opinion or provide any assurance on the information because the limited procedures
do not provide us with sufficient evidence to express an opinion or provide any assurance.

Other Information

Our audit was conducted for the purpose of forming opinions of the financial statements that collectively
comprise the Municipality’s basic financial statements. The introductory section, combining and
individual nonmajor fund financial statements, and statistical section are presented for purposes of
additional analysis and are not a required part of the basic financial statements.

The combining and individual nonmajor fund financial statements are the responsibility of management
and were derived from and relate directly to the underlying accounting and other records used to prepare
the basic financial statements. Such information has been subjected to the auditing procedures applied in
the audit of the basic financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to prepare the
basic financial statements or to the basic financial statements themselves, and other additional procedures
in accordance with auditing standards generally accepted in the United States of America. In our opinion,
the combining and individual nonmajor fund financial statements are fairly stated, in all material respects,
in relation to the basic financial statements as a whole.

The introductory and statistical sections have not been subjected to the auditing procedures applied in the
audit of the basic financial statements and, accordingly, we do not express an opinion or provide any
assurance on them.

Our audit was conducted for the purpose of forming an opinion on the financial statements as a whole.
The accompanying schedule of expenditures of federal awards, as required by Office of Management and
Budget Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations, is presented
for purposes of additional analysis and is not a required part of the financial statements. Such information
is the responsibility of management and was derived from and relates directly to the underlying



accounting and other records used to prepare the financial statements. The information has been subjected
to the auditing procedures applied in the audit of the financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying accounting
and other records used to prepare the financial statements or to the financial statements themselves, and
other additional procedures in accordance with auditing standards generally accepted in the United States
of America. In our opinion, the information is fairly stated, in all material respects, in relation to the
financial statements as a whole.

The accompanying financial data schedules of the Municipality are presented for purposes of additional
analysis as required by the U.S. Department of Housing and Urban Development (HUD) and are not a
required part of the basic financial statements. Such information is the responsibility of management and
was derived from and relates directly to the underlying accounting and other records used to prepare the
basic financial statements. The information has been subjected to the auditing procedures applied in the
audit of the basic financial statements and certain additional procedures, including comparing and
reconciling such information directly to the underlying accounting and other records used to prepare the
basic financial statements or to the basic financial statements themselves, and other additional procedures
in accordance with auditing standards generally accepted in the United States of America. In our opinion,
the financial data schedules are fairly stated in all material respects in relation to the basic financial
statements as a whole.

Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 29,
2014, 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, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on 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 the Municipality’s internal control over
financial reporting and compliance.
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Mupnicipality of San Juan
(Commonwealth of Puerto Rico)

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

The Management of the Municipality of San Juan (the Municipality) provides
this discussion and analysis of the Municipality’s financial position and results of
operations for the fiscal year ended June 30, 2014.

Since this discussion and analysis is designed to focus on the current fiscal year
activities, resulting changes and currently known facts, we suggest reading it in
conjunction with the accompanying basic financial statements.

Financial Highlights

Total assets decreased $37.5 million (3.0% decrease) during the current fiscal year and amounted
to $1.2 billion at June 2014.

Total liabilities decreased $67.1 million (5.5% decrease) during the current fiscal year and
amounted to $1.1 billion at June 2014.

Total deferred inflows of resources increased $15.4 million (16.6% increase) during the current
fiscal year and amounted to $109.2 million at June 2014.

Total net position increased $14.1 million (27.4% increase) during the current fiscal year and
amounted to $32.7 billion (deficit) at June 2014.

Total revenues increased $12.8 million (1.9% increase) during the current fiscal year and
amounted to $683.9 million for the fiscal year ended June 2014.

Total expenses increased $6.3 million (0.9% increase) during the current fiscal year and
amounted to $665.2 million for the fiscal year ended June 2014.

Total fund balances of governmental funds decreased $9.7 million (4.9% decrease) during the
current fiscal year and amounted to $192.4 million at June 2014.

Total fund balances of the general fund increased $10.5 million (97.9% increase) during the
current fiscal year and amounted to $21.2 million at June 2014.

During the fiscal year ended June 30, 2014, the Municipality borrowed $85.2 million for the
purposes of: (a) providing working capital to repay certain operating expenses and past due
liabilities outstanding since 2012 ($50.3 million), (b) obtaining the funding needed to pay the
fourth installment of the 2007 early retirement termination benefit plan ($29.9 million), and (c)
financing the acquisition, construction and improvement of capital assets ($5.0 million).

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



Municipality of San Juan
(Commonwealth of Puerto Rico)

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

Government-Wide Financial Statements

The government-wide financial statements are designed to provide users of the financial statements with a
broad overview of the Municipality’s finances using the accrual basis of accounting.

The Statement of Net Position presents information on all of the Municipality’s assets and liabilities, and
deferred inflows/outflows of resources and their difference reported as net position. Fluctuations in net
position may serve as a useful indicator of whether the financial position of the Municipality is improving
or deteriorating.

The Statement of Activities presents information showing how the Municipality’s net position changed
during the fiscal year. All changes in net position are reported as soon as the underlying event giving rise
to the change occurs, regardless of the timing of the related cash flows. Thus, revenues and expenses are
reported in the Statement of Activities regardless of when cash is received or paid. The Statement of
Activities is focused on both the gross and net cost of various activities, which are funded by the
government’s general tax and other revenue sources. This is intended to summarize and simplify the
users’ analysis of cost of various governmental services.

Both of the government-wide financial statements distinguish functions of the Municipality that are
mostly supported by taxes and intergovernmental revenues (governmental activities) from other functions
that are financed with debt that is secured by a pledge of the net revenues from rent service charge of the
International Center. The governmental activities include general government, public safety, urban
affairs, culture and recreation, health and welfare, urban development, economic development and
education.

Fund Financial Statements

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

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

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

Proprietary fund — Proprietary funds are used to account for activities that operate more like those of
business enterprises. Proprietary funds provide the same type of information as the business-type



Municipality of San Juan
(Commonwealth of Puerto Rico)

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

activities in the government-wide financial statements, only in more detail. Like the government-wide
financial statements, proprietary fund financial statements use the accrual basis of accounting. There are
no reconciling items between the government-wide financial statements and the proprietary fund financial
statements. The only proprietary fund operated by the Municipality is the International Center. The basic
proprietary fund financial statements can be found immediately following the governmental funds
financial statements.

Notes to Basic Financial Statements

The notes provide additional information that is essential to a full understanding of the data provided in
the government-wide financial statements and the funds financial statements.

Required Supplementary Information
The basic financial statements are followed by a section of required supplementary information. This
section includes a budgetary comparison schedule, which includes reconciliation between the statutory

fund balance for budgetary purposes and the fund balance for the General Fund as presented in the
governmental fund financial statements.

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE

Net Position
Condensed net position information is presented below (in thousands):

Governmental Business-type
activities activities Total
2014 2013 2014 2013 2014 2013
ASSETS

Capital assets $ 648846 § 662252 § 51815 $ 52,724 § 700,661 $ 714976
Other assets 523,010 546,356 2,024 1,813 525,034 548,169

Total assets 1,171,856 1,208,608 53,839 54,537 1,225,695 1,263,145

LIABILITIES

Currrent liabilities 197,380 248,350 1,757 1,729 199,137 250,079
Noncurrent liabilities 901,272 916,774 53,372 53,982 954,644 970,756

Total liabilities 1,098,652 1,165,124 55,129 55,711 1,153,781 1,220,835
DEFERRED INFLOWS OF RESOURCES 109,236 93,688 - - 109,236 93,688

NETPOSITION

Net investment in capital assets 333,037 385,430 (2,167) (1,827) 330,870 383,603
Restricted for:

Debt service 88,330 78,670 - - 88,330 78,670
Other purposes 16,557 20,333 - - 16,557 20,333
Deficit (473,956) (534,637) 877 653 (473,079) (533,984)

Total net position $ (36,032) § (50204) % (1,290) § (1,L174) 8 (37,322) § (51,378)

The Municipality’s total assets amounted to $1,226 million at June 30, 2014, a decrease of $37.3 million
when compared with the prior fiscal year. The decrease in other assets of $23.1 million is mainly due to
the decrease of unrestricted cash and cash equivalents in commercial banks and restricted cash. The
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reason for the decrease in cash and cash equivalents is mainly because the Municipality paid its accounts
payable and accrued liabilities on a more timely basis.

The Municipality’s total liabilities amounted to $1,153.8 million at June 30, 2014, a decrease of $67.1
million when compared with the prior fiscal year. The decrease is mainly due to a decrease in accounts
payable and accrued liabilities during the current fiscal year, as available cash was used to pay these
liabilities on a more timely basis.

The Municipality’s deferred inflows of resources amounted to $109.2 million at June 30, 2014, an
increase of $15.5 million when compared with prior year. The increase is mainly due to an increase of
$12.0 million in unearned intergovernmental grants and contributions and $3.5 in unearned municipal
license taxes. The increase of $6.8 million (6.9% increase) in deferred inflows of resources related to
municipal license taxes is mainly related to the increase of $8.3 million of municipal license tax
receivables not meeting the availability criteria for revenue recognition in the general fund since were not
subsequently collected within ninety days after June 30, 2014. In addition, there was an increase in
unearned intergovernmental grants is due to a grant provided by a corporation of the Commonwealth. In
2013 the grant was in process of being reassigned to another capital project and, therefore, was recorded
as an intergovernmental payable pending approval by the granting authority.

The largest portion of the Municipality’s net position is the deficit of $473.1 million. The net position
consist of the excess of assets and deferred outflows over related liabilities and deferred inflows that are
not externally or legally restricted, or invested in capital assets. This deficit is the consequence of
previous budgets which did not provide funding for incurred long-term obligations such as compensated
absences, landfill closure and post closure costs, claims and judgments and others. Historically, such
obligations have been budgeted on a pay as you go basis without providing funding for their future
liquidation. Consequently, the Municipality cannot draw from its existing assets to provide services to its
citizens and depends on its taxing ability to continue its operations.

An additional portion of the Municipality’s net position represents the net investment in capital assets
such as land, infrastructure, buildings, equipment, among others, less any outstanding related debt used to
acquire those assets. The Municipality uses these capital assets to provide services to its citizens;
consequently, these assets are not available for future spending. Although, the Municipality’s investment
in its capital assets is reported net of related debt, it should be noted that the resources needed to repay
this debt must be provided from the Debt Service Fund, since the capital assets themselves cannot be used
to liquidate these liabilities. The amounts restricted for debt service represent another portion of the net
position, and these are resources subject to external restrictions for the purposes explained above.

This space was intentionally left blank.
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Changes in Net Position

The condensed changes in net position information are presented below (in thousands):

Revenues:
Program revenues:

Charges for services

Operating grants and contributions

Capital grants and contributions
General revenues:

Property taxes

Municipal license taxes

Sales and usages taxes

Construction excise taxes

Intergovernmental grants and contributions,

not restricted to specific programs
Interests on deposit
Miscellaneous revenues

Total revenues

Expenses:

Program expenses:
General government
Public safety
Urban affairs
Culture and recreation
Health and welfare
Urban development
Economic development
Education
Interests on long-term debt
International Center

Total expenses

Net increase (decrease) in net position
Net position at beginning of fiscal y ear
Net position at end of fiscal year

The Municipality’s total revenues increased by approximately $12.7 million. Approximately, 68.4%
(63.7% in 2013) of the Municipality's total revenue came from taxes, while approximately 22.4% (25.9%
in 2013) resulted from grants and contributions, including federal aid. Charges for services provided

Governmental Business-type
activities activities Totals

2014 2013 2014 2013 2014 2013
$ 50,100 $ 52580 $ 2,529 § 2,180 52,629 § 54,760
101,103 130,184 - - 101,103 130,184
12,100 5,051 - - 12,100 5,051
254,451 234,475 - - 254,451 234,475
124,654 118,402 - - 124,654 118,402
62,341 59,633 - - 62,341 59,633
26,056 14,870 - - 26,056 14,870
40,180 38,465 - - 40,180 38,465
6,048 7,422 - - 6,048 7,422
1,397 5,883 2,904 1,967 4,301 7,850
678,430 666,965 5,433 4,147 683,863 671,112
114,752 108,723 - - 114,752 108,723
60,840 63,405 E - 60,840 63,405
139,051 81,715 E - 139,051 81,715
24,640 23,910 - - 24,640 23,910
200,710 247,561 - - 200,710 247,561
6,882 52,388 - - 6,882 52,388
22,510 24,760 - - 22,510 24,760
53,965 19,589 - - 53,965 19,589
40,908 36,572 - - 40,908 36,572
- - 5,549 4,887 5,549 4,887
664,258 658,623 5,549 4,887 669,807 663,510
14,172 8,342 (116) (739) 14,056 7,602
(50,204) (58,546) (1,174) (435) (51,378) (58,981)
$ (36,032) $ (50,204) $ (1,290) $§ (1,174) § (37,322) $(51,379)

approximately 7.7% (8.2% in 2013) of the total revenues.

Revenues from taxes increased by approximately $40.1 million. The increase on tax revenues result from
new tax collection efforts implemented in fiscal year 2014 and the effect of changes to the sales and use
tax laws in fiscal year 2014. Revenues from construction and other local taxes increased $11.2 million

due to the increase in construction projects mainly financed by the private sector.
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Charges for services decreased by approximately $2.1 million or 3.9% when compared with the prior
fiscal year mainly related to the decrease in fines, penalties and forfeitures, which do not follow an
specific economic trend or level from year to year, the decrease in revenues arising from municipal
properties leased and the overall slight decrease in the economic activity in Puerto Rico during the current
fiscal. The decrease in fines and penalties referred to previously is closely related to the Municipality’s
increased collection efforts implemented in the current year which minimized the rate of past-due tax
receivables subject to fines and penalties, therefore, decreasing such revenues in the current year.

The following charts summarize the Municipality’s revenues by sources for the governmental activities
for the fiscal years ended June 30, 2014 and 2013.

Revenues by Source-Governmental A ctivities
for the fiscal year ended June 30,2014

Chargesfor  Other 1.1%
Services 7.4% | Property Taxes

e /_37.5%

Operating Grants
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|
| Construction and
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License Taxes |
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Revenues by Source-Governmental Activities
for the fiscal year ended June 30,2013
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The Municipality’s total expenses amounted to $669.8 million and $663.5 million for the fiscal years
ended June 30, 2014 and 2013, respectively. The increase of $6.0 million in general government
expenses (6% increase) is mainly due to the effect of Act No. 32 of June 25, 2013, which required the
Municipality to make a new additional uniform contribution of $4.3 million to the employees’ retirement
system for the first time during the current fiscal year. The remaining increase of $1.7 million (2.0%
increase) in general government expenses is related to the overall inflationary effect over operating
expenses in comparison with the prior fiscal year.

The increase of $57.3 million in urban affairs expenses is manly related to the decrease of $45.5 million
in urban development expenses. During the current fiscal year the Municipality adopted the urban affairs
activity for budgetary purposes and consequently, in the accompanying financial statements. The urban
affairs activity in the current fiscal year includes certain expenses previously reported within urban
development expenses. The net increase in both combined activities amounted to $7.2 million (5.4%
increase) which is mainly related to increased urban-related services rendered to citizens and the overall
inflationary effect over operating expenses in comparison with the prior fiscal year.

Health and welfare expenses decreased $46.9 million mainly due to the increase of $34.3 million in
education expenses. During the current fiscal year, the Municipality reclassified certain education
activities previously reported within health and welfare activities for budgetary and financial reporting
purposes. In addition, the decrease in health and welfare expenses is related to closing of Las Antillas
Municipal hospital during the current fiscal year.

The following chart summarizes the Municipality’s program revenues compared to program expenses for
the governmental activities for the fiscal years ended June 30, 2014 and 2013.

Expenses and Program Revenues-Governmental A ctivities
for the fiscal year ended June 30, 2014 (In thousands)
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Expenses and Program Revenues-Governmental Activities
for the fiscal year ended June 30, 2013 (In thousands)
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FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNDS

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

Governmental Funds

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

As of the end of the current fiscal year, the Municipality’s governmental funds reported combined fund
balances of $187.8 million, a net decrease of $9.7 million in comparison with the prior year. The
combined fund balances include nonspendable fund balances amounting to $13.7 million at June 30,
2014. This is the portion of fund balances that cannot be spent readily with cash or is legally or
contractually required not to be spent in the other governmental funds or they are not expected to be
converted in cash soon enough to affect the current period. There are restricted fund balances amounting
to $190.7 million. This is the portion of fund balance that reflects resources that are subject to externally
enforceable legal restrictions 1) to pay for specific program purposes ($40.6 million); 2) to pay for capital
projects ($79.1 million; and 3) to pay for debt services ($71.0 million).

Governmental funds include the General Fund, which is the main operating fund of the Municipality. As
of June 30, 2014 and 2013, the general fund has an accumulated fund balance of $21.2 million and $10.7
million, respectively. Key factors in the increase of General Fund’s balance are as follows:

e Increase of $22.1 million in total revenues.

e Other financing sources and special item of $76.5 million

12
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The increase of $22.1 million in total revenues was mainly due to the increase of $9.2 million, $4.1 and
$1.5 million in construction taxes, sales and usage taxes and charges for services, respectively.

The increase in excise tax revenues in 2014 is due to increased audit efforts implemented in fiscal year
2014 in addition to various major private and public construction projects taking place in San Juan.

Intergovernmental payables decreased from $19 million to $4.5 million as a result of the Municipality’s
efforts renegotiating payment plans, prompt payments and renegotiating amounts due from prior years.

Deferred inflows for property taxes increased from $20 million to $30 million, or 50% based on the
Municipality’s application of the availability criteria for revenue recognition. During the year, the
Municipality estimated that more property taxes were deemed unavailable for recognition.

The increase of $37.7 million in expenditures was mainly due to increases in general government and
debt service expenditures. The increase in general government results from the increase in contributions
required for the employee retirement system.

Other financing sources amounting to $76.5 million in the general fund result from the proceeds of long-
term debt issued of approximately $80.2 million and net transfers out of approximately $4 million.
Included in transfers to other governmental funds are $6.4 from the debt service fund to the general fund
as allowed by Act No. 64 of July 3, 1996, as amended. Act No. 64 allows municipalities that have interest
earned over funds to repay general obligations bonds to transfer such interest income to the general fund
for operating purposes. Also, there are transfers of $3.9 million from capital improvements bond fund to
general fund as a reimbursement for certain expenses incurred by general fund on behalf of these funds,
net from transfers amounted to approximately $12.9 million to federal programs and -capital
improvements bond fund to cover certain expenditures.

The increase in debt sources of the general fund is caused by the payment of a credit line during the year.

The fund balance of the debt service fund as of June 30, 2014 and 2013 amounted to $71.0 million and
$63.7 million, respectively. The increase of $7.2 million in the fund balance of the debt service fund is
the result of revenues from the special ad valorem tax and intergovernmental grant and contributions
restricted for debt service and accounted for in the debt service fund of $99.2 million net of payment of
principal and interest of $92.0 million and the above mentioned transfer to the general fund for operating
purposes.

In the capital improvements bond fund, cash decreased $25.8 million as funds were used in capital
improvement projects. Interfund balances with decreased as the fund satisfied the amounts owed to the
general fund. The decrease of capital outlay of $23 million, 46% is in line with the completion of capital
improvement projects during 2014,

Proprietary Fund
The proprietary fund financial statements present the financial position, results of operations and cash

flows of the International Center fund, which accounts for the leasing operations and maintenance of a
real estate property.
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At June 30, 2014, the total assets of the proprietary fund amounted to $53.8 million of which $51.8
million represents capital assets, net of accumulated depreciation, while $1.8 million represents cash in
commercial banks. The total liabilities at year-end amounted to $55.1 million, consisting principally of
revenue bonds payable of $53.9 million and interest payable of $1.1 million.

Revenues of the leased facilities have decreased as the former tenant declared bankruptcy, and has
defaulted in rent payments. The Municipality is currently under negotiations with new potential tenants to
increase the rent revenue and use of the facilities.

GENERAL FUND BUDGETARY HIGHLIGHTS

The Municipality approved an original budget for the General Fund of $476.7 million. During the year,
there was one amendment to reclassify appropriations among different activities that were identified
during the course of the fiscal year based on current developments that affected the Municipality’s
finances. In addition, there were transfers of appropriations between the original and final budget due to
changes in departments’ budgeted expenditures. On the budgetary basis, actual revenues of the General
Fund for the fiscal year ended June 30, 2014 were $527.2 million while actual expenditures were $512.5
million.

CAPITAL ASSETS AND DEBT ADMINISTRATION
Capital Assets

The Municipality’s investment in capital assets as of June 30, 2014 and 2013 amounted to approximately
$701.8 million and $715 million, respectively, net of accumulated depreciation. This investment in
capital assets includes land, buildings, sites, improvements, equipment, intangibles, infrastructure, works
of art, vehicles and construction in progress. Infrastructure assets are items that are normally immovable
and of value only to the Municipality, such as roads, bridges, streets and sidewalks, drainage systems,
lighting systems, and similar items.

Governmental Business-type
activities (in thousands) activities (in thousands) Totals (in thousands)
2014 2013 2014 2013 2014 2013

Land and improvements $ 123271 § 123,271 $ 18600 § 18,600 $141,871  $141,871
Works of art and historical treasures 2,224 2,224 - - 2,224 2,224
Buildings and building improvements 220,965 236,753 33,214 34,124 254,179 270,877
Site improvements 57,007 62,353 - - 57,007 62,353
Infrastructure 187,692 189,049 - - 187,692 189,049
Equipment and vehicles 20,617 19,727 - - 20,617 19,727
Construction in progress 37,252 28,875 - - 37,252 28,875
Total $ 649,028 § 662,252 $ 51,814 3 52,74 $700,842 $714,976

The decrease in the Municipality’s capital assets was 1.9% under last year. Actual expenditures to
purchase or construct capital assets from the Municipality’s governmental activities for the fiscal years
ended June 30, 2014 and 2013 were $29.2 miilion and $51.1 million, respectively. Depreciation charges
from the Municipality’s governmental and business-type activities amounted to $43.3 million and $42.0
million for the fiscal years ended June 30, 2014 and 2013, respectively.
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The Municipality finances a significant portion of its construction activities through bond issuances. The
proceeds from bond issuances designated for construction activities are committed in its entirety for such
purposes and cannot be used for any other purpose. As of June 30, 2014 and 2013, the Municipality has
approximately $5.0 million and $18.7 million, respectively, of unexpended proceeds from bond issuances
that are restricted or committed to future construction activities.

Additional details regarding the Municipality’s capital assets can be found in Note 7 to the financial
statements.

Debt Administration

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

Based on the estimated total net assessed valuation of real and personal property in San Juan of
approximately $26.6 billion at June 30, 2014, the legal debt limit margin of the Municipality was $2.6
billion at the end of the current fiscal year. The Municipality’s available legal debt margin as of June 30,
2014, was calculated by GDB to equal $2.3 billion after subtracting from the legal margin the amount of
$436.6 million in outstanding general obligation debt as of June 30, 2014, and adding to the legal margin
the amount in its Redemption Fund of $71.0 million as of June 30, 2014.

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

The Municipality is required under applicable law to levy the Special Additional Tax in such amounts as
shall be required for the payment of its general obligation municipal bonds and notes. In addition,
principal of and interest on all general obligation municipal bonds and notes and on all municipal notes
issued in anticipation of the issuance of general obligation bonds issued by the Municipality constitute a
first lien on the Municipality’s Basic Tax revenues. Accordingly, the Municipality’s Basic Tax revenues
would be available to make debt service payments on general obligation municipal bonds and notes to the
extent that the Special Additional Tax levied by the Municipality, together with moneys on deposit in the
Municipality’s Debt Service Fund, are not sufficient to cover such debt service. It has never been
necessary to apply basic taxes to pay debt service on general obligation debt of the Municipality.

During fiscal year 2014, the Municipality issued bonds and notes amounting to $85.2 million to provide
for construction projects and equipment needs of the Municipality, and finance the current portion of an
early retirement termination benefit. General obligation debt includes bonds, notes and mortgage as
shown in the table below, in thousands:
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Gowernmental Business-type
activities activities Totals
2014 2013 2014 2013 2014 2013
Bonds payable $ 436591 $ 479437 $ - $ - $ 436,591 § 479,437
Notes payable 442,056 401,170 - - 442 056 401,170
Revenue bonds - - 53,982 54,552 53,982 54,552
Mortgage payable 2,622 3,062 - - 2,622 3,062
Total $ 881269 § 883,669 $ 53982 $ 54,552 $ 935251 § 938,221

At June 30, 2014, the Municipality had $436.6 million of general obligation bonds outstanding. The
following chart indicates the principal amortization of the Municipality’s general obligation bonds in five-
year increments.

General Obligation B onds
Principal Amortization
In Five Years Increments Following Fiscal Year 2014
(In thousands)

Fiscal Principal

Years Amortization
2015-2019 $ 1657255
2020-2024 92,319
2025-2029 91,601
2030-2034 62,591
2035-2037 24,825

Total $ 436,591

As can be seen in the following chart, approximately 80.0% of the Municipality’s outstanding general
obligation bonds will be retired within the next fifth teen (15) years.

GOB Principal Amortization
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The Municipality has various outstanding notes payable amounting to $442.1 million at June 30,
2014. Those notes payable were mainly issued for the acquisition, construction or improvement of capital
assets and for working capital purposes. These outstanding notes payable will be paid with unrestricted
property tax revenues and financial resources arising from sales taxes recorded in the debt service
fund. During the fiscal year ended June 30, 2014, notes payable were issued.

Additional details regarding the Municipality’s long-term debt can be found in Note 11 to the financial
statements.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

The Municipality relies primarily on property and municipal taxes as well as federal grants to carry out
the governmental activities. Historically, property and municipal taxes have been very predictable with
increases of approximately five percent. Federal grant revenues may vary if new grants are available but
the revenue also is very predictable. On March 9, 2009, the Legislature of the Commonwealth of Puerto
Rico approved Law No. 7, known as the Fiscal Emergency Act, for the purpose of stabilizing the financial
condition of the central government by requiring the implementation of a cost reduction program,
including payroll cost. The broad effect of the implementation of these measures cannot be presently
determined at June 30, 2014. These factors were considered when preparing the Municipality’s budget
for the 2014-2015 fiscal years.

FINANCIAL CONTACT

The Municipality’s financial statements are designed to present users (citizens, taxpayers, customers,
investors and creditors) with a general overview of the Municipality’s finances and to demonstrate the
Municipality’s accounting. If you have questions about the report or need additional financial
information, contact the Municipality’s Finance Director on the 5th floor of the Municipal Tower, 160
Chardén Avenue, San Juan, Puerto Rico 00919 or visit our website at www.sanjuanciudadpatria.com.
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ASSEIS

Cash and cash equivalents in commercial banks
Restricted assets:

Cash in commercial banks

Cash with fiscal agent
Accounts receivable:

Property taxes

Municipal license taxes

Sales and usage taxes

Construction excise taxes

Intergovernmental grants and contributions

Miscellaneous receivables
Loans receivable, net of allowance for loan losses
Other unrestricted assets
Internal balances
Capital assets not being depreciated
Capital assets being depreciated, net

of accumulated depreciation

Total assets

LIABILITIES

Accounts payable and accrued liabilities
Accrued interests on bonds and notes
Intergovernmental payables
Noncurrent liabilities:

Due within one fiscal year

Due in more than one fiscal year

Total liabilities

DEFERRED INFLOWS OF RESOURCES
Municipal license taxes
Intergovernmental grants and contributions
Total deferred inflows of resources

NET POSITION
Net investment in capital assets
Restricted for:
Debt service
Other purposes
Unrestricted (deficit)
Total net position

See notes to basic financial statements.

Business-
Governmental type
activities activities Total
$ 137,104,109 - $ 137,104,109
40,315,469 1,840,691 42,156,160
250,720,337 - 250,720,337
48,039,038 - 48,039,038
9,861,697 - 9,861,697
8,003,118 - 8,003,118
4,961,994 - 4,961,994
10,026,307 - 10,026,307
7,300,277 - 7,300,277
4,680,342 - 4,680,342
1,998,075 - 1,998,075
(183,600) 183,600 -
162,748,078 18,600,000 181,348,078
486,280,428 33,214,405 519,494,833
1,171,855,669 53,838,696 1,225,694,365
100,879,385 - 100,879,385
17,189,302 1,147,116 18,336,418
4,514,064 - 4,514,064
74,797,171 610,000 75,407,171
901,271,868 53,371,940 954,643,808
1,098,651,790 55,129,056 1,153,780,846
97,235,960 - 97,235,960
12,000,000 - 12,000,000
109,235,960 - 109,235,960
333,037,011 (2,167,535) 330,869,476
88,329,858 - 88,329,858
16,557,413 - 16,557,413
(473,956,363) 877,175 (473,079,188)
$ (36,032,081) (1,290,360) $ (37,322,441)
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Municipality of San Juan
(Commonwealth of Puerto Rico)

Balance Sheet - Governmental Funds
June 30, 2014

ASSETS
Cash and cash equivalents in commercial banks
Accounts receivable:
Property taxes
Municipal license taxes
Sales and usage taxes
Construction excise taxes
Intergovernmental grants and contnbutions
Due fromother govemmental funds
Miscellaneous receivables
Loans receivable, net of allowance for loan losses
Other unrestricted assets
Restricted assets:
Cash in commercial banks
Cash with fiscal agent
Total assets

LIABILITIES

Accounts payable and accrued liabilities
Intergovernmental payables
Due to other governmental funds
Due to propietary fund
Bonds payable
Notes payable
Interests payable

Total liabilities

DEFERRED INFLOWS OF RESOURCES

Property taxes

Municipal license taxes

Sales and usage taxes

Construction excise taxes

Charges for services

Intergovemmental grants and contributions
Total deferred inflows of resources

FUND BALANCES
Nonspendable
Restricted
Deficit
Total fund balances
Total liabilities, deferred inflows
of resources and fund balances

See notes to basic financial statements.

Debt Capital Other
General service improvements  governmental

fund fund bond fund funds Total
$ 137,104,109 § - % - $ - % 137,104,109
30,674,442 17,364,596 - - 48,039,038
9,861,697 - - - 9,861,697
7,138,427 864,691 - - 8,003,118
4,961,994 - - - 4,961,994
1,548,517 - 18,000 8,459,790 10,026,307
23,895,760 - - 8,511,523 32,407,283
6,985,370 6,525 - 308,382 7,300,277
- - - 4,680,342 4,680,342
1,147,545 - - 850,530 1,998,075
9,020,854 - 8,638,338 22,656,277 40,315,469
5,055,412 147,940,089 85,240,167 12,484,669 250,720,337
$ 237,394,127 $ 166,175,901 $ 93,896,505 $ 57951513 $ 555,418,046
$ 64689520 § - § 7,792,054 $ 10,060,637 $ 82,542,211
4,514,064 - - 4,514,064
- 6,307,316 7,049,516 19,050,451 32,407,283
183,600 - - - 183,600
- 38,198,000 - - 38,198,000
16,170,000 - - 16,170,000
- 17,170,727 - 18,575 17,189,302
69,387,184 77,846,043 14,841,570 29,129,663 191,204,460
30,674,442 17,364,596 - - 48,039,038
105,507,217 - - 105,507,217
2,618,850 - 2,618,850
4,416,389 - - 4,416,389
1,825,006 - - - 1,825,006
1,789,983 - - 12,264,437 14,054,420
146.831,887 17,364,596 - 12,264,437 176,460,920
8,197,061 . - 5,530,872 13,727,933
14,076,266 70,965,262 79,054,935 26,573,561 190,670,024
(1,098,271) - - (15,547,020) (16,645,291)
21,175,056 70,965,262 79,054,935 16,557,413 187,752,666
$ 237,394,127 § 166,175,901 $ 93896505 5 57951513 $ 555,418,046
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Municipality of San Juan

(Commonwealth of Puerto Rico)

Reconciliation of the Balance Sheet — Governmental Funds
to the Statement of Net Position

June 30, 2014

Total fund balances as reported in the balance sheet - governmental funds. $ 187,752,666

Capital assets, net, used in governmental activities are not considered current available financial
resources and, therefore, are not reported as assets in the governmental funds financial statements. 649,028,506

The following unavailable revenue streams are considered revenues for government-wide reporting in
the statement of activities while are reported as deferred inflows of resources in the governmental

funds:

Property taxes 48,039,038
Municipal license taxes 8,271,257
Sales and usage taxes 2,618,850
Construction excise taxes 4,416,389
Charges for services 1,825,006
Intergovernmental grants and contributions 2,054,420
Total 67,224,960
The following long-term liabilities are not due and payable (mature) in the current period and,
therefore, are not reported as liabilities in the governmental funds:
Accounts payable and accrued liabilities (18,337,174)
Bonds payable (398,393,000)
Mortgage payable (2,622,369)
Notes payable (425,885,778)
Compensated absences (60,918,484)
Pension-related debt (3,690,106)
Claims and judgments (4,303,978)
Self-insurance claim liability (10423434
Estimated liability for municipal solid waste landfill postclosure care costs (15,463,890)
Total (940,038,213)

Total net position of governmental activities

See notes to basic financial statements.
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Mupnicipality of San Juan

(Commonwealth of Puerto Rico)

Statement of Revenues, Expenditures and Changes in

Fund Balances — Governmental Funds
Fiscal Year Ended June 30, 2014

Debt Capital Other
General service improvements governmental
fund fund bond fund funds Total
REVENUES:
Property taxes $151,988,766 $ 89,434,469 $ - 3 - $ 241,423,235
Municipal license taxes 121,433,922 - - - 121,433,922
Sales and usage taxes 51,613,412 9,709,193 - - 61,322,605
Construction excise taxes 22,868,151 - - - 22,868,151
Charges for services 50,038,095 - - 9,728 50,047,823
Interests on deposits 985,104 103,914 4,120,857 838,246 6,048,121
Intergovernmental grants and contributions:
Federal - - - 111,375,440 111,375,440
Local 40,180,055 - 540,200 813,674 41,533,929
Miscellaneous revenues 3,338,877 - 25,721 936,399 4,300,997
Total revenues 442,446,382 99,247,576 4,686,778 113,973,487 660,354,223
EXPENDITURES:
Current:
General government 106,988,288 - 9,727,722 116,716,010
Public safety 53,947,062 - - 2,994,590 56,941,652
Urban affairs 78,375,631 4,629,043 44,028,386 127,033,060
Culture and recreation 14,106,253 - 1,261,275 15,367,528
Health and welfare 182,278,822 - 14,537,718 196,816,540
Urban development 7,039,058 - - 158,816 7,197,874
Economic development 12,219,592 - 4,643,083 16,862,675
Education 14,556,319 - - 38,053,039 52,609,358
Capital outlays - - 26,538,942 2,629,307 29,168,249
Debt service:
Principal 30,859,664 54,368,000 - 4,344,312 89,571,976
Interests 8,089,349 34,216,614 - 1,738,363 44,044,326
Total expenditures 508,460,038 88,584,614 31,167,985 124,116,611 752,329,248
EXCESS (DEFICIENCY) OF REVENUES
O VER (UNDER) EXPENDITURES (66,013,656) 10,662,962 (26,481,207) (10,143,124) (91,975,025)
OTHER FINANCING SOURCES (USES):
Proceeds from issuance of notes 80,185,000 - 5,035,000 - 85,220,000
Transfers from other governmental funds 12,103,415 2,981,509 4,709,280 13,591,370 33,385,574
Transfers to other governmental funds (12,897,495) (6,391,526) (6,872,258) (7,224,295) (33,385,574)
Transfers to propietary fund (2,904,232) - - - (2,904,232)
Total other financing sources (uses), net 76,486,688 (3,410,017) 2,872,022 6,367,075 82,315,768
NET INCREASE (DECREASE) IN FUND BALANCES 10,473,032 7,252,945 (23,609,185) (3,776,049) (9,659,257)
FUND BALANCES ATBEGINNING OF FISCAL YEAR 10,702,024 63,712,317 102,664,120 20,333,462 197,411,923
FUND BALANCES ATEND OF FISCAL YEAR $ 21,175,056 $ 70,965262 $ 79,054,935 § 16,557,413  $ 187,752,666

See notes to basic financial statements.
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Mupnicipality of San Juan
(Commonwealth of Puerto Rico)
Reconciliation of the Statements of Revenues, Expenditures and Changes in

Fund Balances — Governmental Funds to the Statement of Activities
Fiscal Year Ended June 30, 2014

Net decrease in fund balances as reported in the statement of revenues, expenditures and changes in
fund balances - governmental funds.

Amounts for governmental activities reported in the governmental funds financial statements differ
from the amounts reported in the statement of activities for the following reasons:

Governmental funds report capital outlays as expenditures. However, in the statement of activities the
cost of those assets is capitalized allocated over their estimated useful lives through depreciation
expense. The following is the excess of capital outlays over depreciation expense:
Capital outlays expenditures - capitalizable assets
Depreciation expense
Total

The proceeds from issuance of notes payable provide current available financial resources and,
accordingly, are recorded as other financing sources in the governmental funds. However, such
proceeds increase the outstanding balance of notes payable in the statement of net position.

The repayment or deductions of the following long-term obligations are recorded as expenditures in the
governmental funds, however, are recorded as reductions of their respective liabilities in the statement
of net position:
Bonds and notes payable
Mortgage payable
Total

The following is the net change in deferred inflows of resources of revenue streams that are reported
as revenues for government-wide reporting in the statement of activities while are deferred in the
governmental funds as considered unavailable under the modified accrual basis of accounting:

Property taxes

Municipal license taxes

Sales and usage taxes

Construction excise taxes

Charges for medical services

Intergovernmental grants and contributions

Total

Some expenses reported in the statement of activities do not require the use of current available
financial resources and, therefore, are not reported as expenditures in the governmental funds. Those
expenses are related to the net change in the following assets and long-term obligations:
Accounts payable and accrued liabilities
Accrued christmas bonus
Accrued interests payable
Self-Insurance claim liability
Pension-related debt
Claims and judgments
Estimated liabilities for municipal solid waste landfill
postclosure care cost
Compensated absences
Total

Net increase in net position-governmental activities

See notes to basic financial statements.

$

(9,659,257)

29,168,249
(42,392,104)

(13,223,855)

(85,220,000)

89,132,664
439312
89,571,976

13,028,013
3,220,167
1,018,695
3,187,190

52,614
473,729

20,980,408

(1,303,068)
109477
3,136,481

(5,141,626)
4,820,947
9,858,335

736,376
(493972)

11,722,950

14,172,222



Mupnicipality of San Juan
(Commonwealth of Puerto Rico)

Statement of Net Position — Proprietary Fund
June 30, 2014

ASSETS
Current assets:
Restricted cash in commercial banks
Due from general fund
Total current assets

Noncurrent assets:
Capital assets not being depreciated
Capital assets being depreciated, net
Total noncurrent assets
Total assets

LIABILITIES

Current liabilities:
Accrued interest payable on revenue bonds

Noncurrent liabilities:
Due within one year
Due in more than one year
Total noncurrent liabilities
Total liabilities

NET POSITION

Net investment in capital assets
Unrestricted
Deficit

See notes to basic financial statements.
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International
Center

$ 1,840,691
183,600

2,024,291

18,600,000
33,214,405

51,814,405

$ 53,838,696

$ 1,147,116

610,000
53,371,940

53,981,940

55,129,056

(2,167,535)
871,175

$ (1,290,360)




Mupnicipality of San Juan
(Commonwealth of Puerto Rico)

Statement of Revenues, Expenses and Changes in Net Position - Proprietary Fund
Fiscal Year Ended June 30, 2014

Inte rnational
Center
Operating revenues - rental income $ 2,528,865
Operating expenses:
General, maintenance and administrative 2,344,981
Depreciation expense 910,000
Total operating expenses 3,254,981
Net operating loss (726,116)
Non-operating revenue (expenses):
Interests on revenue bonds (2,294,232)
Transfers from general fund 2,904,232
Net change in deficit (116,116)
Deficit at beginning of fiscal year (1,174,244)

Deficit at end of fiscal year

See notes to basic financial statements.
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Municipality of San Juan
(Commonwealth of Puerto Rico)
Statement of Cash Flows - Proprietary Fund
Fiscal Year Ended June 30, 2014

International
Center
CASH FLOWS FROM OPERATING ACTIVITIES:
Collections from tenants $ 2,527,065
Other collections 1,800
Payments to suppliers (2,344,981)
Net cash provided by operating activities 183,884
CASH FLOWS FROM NON-CAPITAL FINANCING ACTIVITIES:
Transfers from general fund 2,720,632
CASH FLOWS FROM CAPITAL AND RELATED
FINANCIAL ACTIVITIES:
Debt service on capital-related revenue bonds:
Principal paid (570,000)
Interests paid (2,306,345)
Net cash used in capital and related financing activities (2,876,345)
NET INCREASE IN RESTRICTED CASH IN
COMMERCIAL BANKS 28,171
RESTRICTED CASH IN COMMERCIAL BANKS AT
BEGINNING OF FISCAL YEAR 1,812,520
RESTRICTED CASH IN COMMERCIAL BANKS AT
END OF FISCAL YEAR $ 1,840,691
Reconciliation of operating loss to net cash provided by operating actitivities:
Operating loss $ (726,116)
Adjustment to reconcile net operating income to net
cash provided by operating activities-depreciation expense 910,000
Net cash provided by operating activities $ 183,884

See notes to basic financial statements.
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Municipality of San Juan
(Commonwealth of Puerto Rico)

Notes to Basic Financial Statements
Fiscal Year Ended June 30, 2014

1.

GOVERNMENT AND FINANCIAL REPORTING ENTITY

a.

b.

Government Background Information

The Municipality of San Juan (the Municipality), founded in 1521, is the largest municipality
and capital city of the Commonwealth of Puerto Rico (the Commonwealth). 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 Law of Puerto Rico, as amended (Law No. 81). The Municipality is governed
by a Mayor and a seventeen-member Municipal Legislature whom are elected for a four-year
term.

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

Basis of Presentation and Financial Reporting Entity

The accompanying basic financial statements present the respective financial position of the
governmental activities, the business-type activities, each major fund, and the aggregate
remaining fund information of the Municipality, as of June 30, 2014, the respective changes
in financial position of the governmental activities, the business-type activities, each major
fund, and the aggregate remaining fund information for the fiscal year ended June 30, 2014,
and the cash flows of the proprietary fund for the fiscal year ended June 30, 2014 in
conformity with accounting principles generally accepted in the United States of America
(GAAP), as prescribed by the Governmental Accounting Standards Board (GASB).

Accordingly, the accompanying basic financial statements include all departments, agencies
and municipal operational units that are under the legal and administrative control of the
Mayor, and whose financial resources are under the legal custody and control of the
Municipality’s Finance Director.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality’s basic financial statements consist of: (1) the management’s discussion and
analysis (MD&A), a narrative that introduces the basic financial statements and provides an
analytical overview of the Municipality’s financial activities, (2) the government-wide financial
statements, (3) the governmental and proprietary fund financial statements, (4) the notes to the
basic financial statements, and (5) the required supplemental budgetary comparison schedule of
the general fund and the related notes to the budgetary comparison schedule.

a.

Government-wide Financial Statements

The government-wide financial statements (GWEFS) consist of the statement of net position
and the statement of activities, which report information on all activities of the Municipality.

The focus of GWFS is on the operational accountability of the Municipality as a single
economic unit and not on compliance with budgets, regulatory requirements or on the use of
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Municipality of San Juan
(Commonwealth of Puerto Rico)

Notes to Basic Financial Statements
Fiscal Year Ended June 30, 2014

available or currently expendable financial resources (referred to as fiscal accountability).
Operational accountability is the Municipality’s responsibility to report to the extent to which
it has met its operating objectives efficiently and effectively, using all resources available for
that purpose. It focuses on the Municipality’s principal operating objective, which is to
provide services to its citizens.

The accompanying statement of net position provides short-term and long-term information
about the Municipality’s financial position by presenting all of the Municipality’s assets,
liabilities and deferred inflows of resources, with the difference between these three items
reported as net position. 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 and discloses legal and contractual restrictions on resources.

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

1) Net Investment in Capital Assets — This component of net position consists of capital
assets, net of accumulated depreciation, reduced by the outstanding balances of
bonds, mortgages, notes or other borrowing that are attributed to the acquisition,
construction or improvement of those assets. If there are significant unspent related
debt proceeds or deferred inflows of resources at year end, the portion of the debt or
deferred inflows of resources attributable to the unspent amount is not included in the
calculation of this component of net position. Rather, that portion of the debt or
deferred inflows of resources is included in the same net position component
(restricted or unrestricted) as the unspent amount.

2) Restricted Net Position — This component of net position consists of restricted assets
reduced by liabilities and deferred inflows of resources related to those assets.
Generally, a liability relates to restricted assets if the asset results from a resource
flow that also results in the recognition of a liability or if the liability will be
liquidated with the restricted assets reported. Restricted assets result when constraints
placed on those assets use are either, externally imposed by creditors, grantors,
contributors, and the like, or imposed by law through constitutional provisions or
enabling legislation.

The Municipality has reported the following types of restricted net position in the
accompanying statement of net position as of June 30, 2014:

a. Debt service — Represent net resources restricted by bond indentures, debt
covenants or certain laws and regulations to cover the debt service payments of
bonds and notes payable.

b. Other purposes — Represent net resources externally restricted by grantors,

contributors, creditors or certain laws and regulations to cover specific program
purposes related to certain federal and state grants and contributions.
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Municipality of San Juan
(Commonwealth of Puerto Rico)

Notes to Basic Financial Statements
Fiscal Year Ended June 30, 2014

3) Unrestricted Net Position — Generally, this category consists of the excess of assets
and deferred outflows of resources over related liabilities and deferred inflows of
resources that are neither externally nor legally restricted, neither invested in capital
assets. However, at June 30, 2014, this net position category has a negative balance
of $473 million because liabilities and deferred inflows of resources exceeded the
related assets.

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

The accompanying statement of activities presents the Municipality’s results of operations by
showing how the Municipality’s net position changed during the fiscal year. 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.

A function/program describes a group of activities that are aimed at accomplishing a major
service or regulatory responsibility. The functions/programs reported in the accompanying
basic financial statements are: general government, public safety, urban affairs, culture and
recreation, health and welfare, urban development, economic development and education.

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: program revenues and 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 or the net
program revenue that contributes to the Municipality’s general revenues. The accompanying
statement of activities reports the following categories of program revenues for the fiscal year
ended June 30, 2014:

1) Charges for Services — These revenues 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
directly affected by the services. These revenues include fees charged for specific
services, charges for licenses and permits, and fines and forfeitures, among others.

2) Program-Specific Operating and Capital Grants and Contributions — These
revenues consist of transactions that are either mandatory or voluntary non-exchange
transactions with other governments, organizations, or individuals that restrict the
resources for use in a particular program. Operating grants 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.
Capital grants and contributions consist of revenues or resources that are restricted
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Municipality of San Juan
(Commonwealth of Puerto Rico)

Notes to Basic Financial Statements
Fiscal Year Ended June 30, 2014

for capital purposes — to purchase, construct or renovate capital assets associated with
a specific program. Restricted operating and capital 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 taxes, municipal license taxes,
sales and usage taxes, construction excise taxes, intergovernmental grants and contributions
not restricted to specific programs, interest income and other miscellaneous income are
reported as general revenues. All general revenues are reported net of estimated uncollectible
amounts.

The effects of all inter-fund governmental activities have been eliminated from the
accompanying statements of net position and activities. Residual balances outstanding
between the governmental activities and business-type activities are reported as internal
balances.

b. Governmental Fund Financial Statements

The governmental fund financial statements (GFFS) (the balance sheet and the statement of
revenues, expenditures and changes in fund balances) provides information about the
financial position and changes in fund balances of the Municipality’s governmental funds by
presenting sources, uses and balances of current financial resources. The accompanying
GFFS segregate governmental funds according to their intended purpose and are used in
demonstrating compliance with legal, financial and contractual provisions.

The focus of the GFFS is on major governmental funds, which are determined using a
predefined percentage of assets, deferred outflows of resources, liabilities, deferred inflows of
resources, revenues or expenditures of either the fund category or the governmental and
proprietary funds combined. Accordingly, the Municipality presents its governmental funds
between major and non-major categories. Major individual governmental funds are reported
individually as separate columns, while data from all non-major governmental funds are
aggregated into a single column.

The Municipality reported the following major governmental funds:

1) General Fund — Is the Municipality’s main operating fund and is used to account for
and report all financial resources of governmental activities, except for those required
to be accounted for in another governmental fund.

2) Debt Service Fund — The debt service fund is used to account for and report for the
accumulation of financial resources that are restricted for, and the payment of,
principal and interest for: (1) bonds payable for which debt service payments are
legally mandated to be accounted for in a debt service fund and (2) certain special
long-term obligations for which the Municipality is being accumulating financial
resources in advance to pay principal and interest payments maturing in future years.
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Mupnicipality of San Juan
(Commonwealth of Puerto Rico)

Notes to Basic Financial Statements
Fiscal Year Ended June 30, 2014

3) Capital Improvements Bond Fund — The capital improvements bond fund is used to
account for the financial resources arising mainly from bonds and notes issuance
proceeds used in the acquisition, construction or improvement of major capital assets.
The most significant transactions of this fund are related to the proceeds on the
issuance of bonds and capital outlays.

Nonmajor governmental funds are reported within a single column and include several
special revenue funds. These funds are used to account for and report the proceeds of specific
revenue sources that are legally restricted or committed to expenditure for specified purposes
other than debt service or capital projects.

The Municipality report fund balance amounts based on the extent to which the Municipality
is bound to observe constraints imposed upon the use of resources in the governmental funds.
The classifications are as follows:

1) Nonspendable — Amounts that are not in a spendable form or contractually required
to be maintained intact.

2) Restricted — Amounts that are legally restricted by outside parties, constitutional
provisions, enabling legislation.

3) 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.

In situations when expenditure is made for a purpose for which amounts are available in
multiple fund balance classifications, the Municipality uses restricted resources first, and then
unrestricted resources.

¢. Proprietary Fund Financial Statements

The proprietary fund financial statements consist of the statement of net position, the
statement of revenues, expenses and changes in net position and the statement of cash flows —
proprietary fund. These statements present the financial position, results of operations and
cash flows of the International Center fund, which accounts for the leasing operations and
maintenance of a real estate property originally acquired through the issuance of revenue
bonds.

d. Measurement Focus, Basis of Accounting and Financial Statement Presentation

1) Government-wide Financial Statements — The government wide financial
statements are reported using the economic resources measurement focus and the
accrual basis of accounting. Revenue is recorded when earned and expenses are
recorded when a liability is incurred, regardless of the timing of related cash flows.
Revenues from property tax, municipal license tax and sales and usage tax are
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recognized in the fiscal year for which the taxes are levied. Grants and similar items
are recognized as revenue as soon as all eligibility requirements have been met.

All revenues, expenses, gains, losses, assets and liabilities resulting from exchange
and exchange-like transactions are generally recorded when the exchange takes place.
Certain exchange-like transactions which include license fees, charges for services,
rental of facilities, sales of real estate and capital assets, and other miscellaneous
revenues, which are recorded as revenues when collected because they are generally
not measurable until actually received.

Derived tax revenue, such as (municipal license taxes, sales and usage taxes and
construction excise taxes) result from assessments the Municipality places on
exchange transactions, receivables and revenues are recorded when the underlying
exchange occurs.

Imposed non-exchange revenue transactions (such as property taxes), result from
assessments made by the Municipality on non-governmental 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, municipal license, sales and usage taxes, and construction excise
taxes are generally recorded as revenues (net of amounts considered not collectible)
in the fiscal year when resources are required to be used or the first fiscal year that
the use of the resources is permitted.

Intergovernmental grants and contributions receivables and revenues are generally
recorded when all eligibility requirements imposed by the provider have been met.
For the majority of grants, the Municipality must expend resources on the specific
purpose or project before the provider reimburses any amounts. Revenue is,
therefore, generally recognized as qualifying reimbursable expenditure is incurred.

Donations and certain grants and entitlements from legislative or contractual
agreements, other than exchanges, willingly entered into by two or more parties.
Receivables and revenues are generally accounted for in the same manner as
Intergovernmental grants. Events that are neither exchange nor non-exchange
transactions are recorded when it is probable that a loss has been incurred and the
amount of loss is reasonably estimable.

Any revenue collected in advance that are restricted for use in the following fiscal
year are recorded as deferred inflows of resources.

All general capital assets and unmatured long-term liabilities are recorded only in the
government wide statement of net position. The measurement focus and the basis of
accounting used in the accompanying Government-wide financial statements differ
significantly from the measurement focus and basis of accounting used in the
preparation of the accompanying governmental fund financial statements. Therefore,
the Municipality presents reconciliations, as detailed in the accompanying table of
contents, to better identify the relationship between these statements.
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2) Governmental Fund Financial Statements — The governmental fund financial
statements use the current financial resources measurement focus and the modified
accrual basis of accounting. Revenues are generally recognized as soon as they are
both measurable and available. Revenues are considered to be available when they
are collectible within the current fiscal year or soon enough thereafter to pay
liabilities of the current fiscal year. For this purpose, the Municipality generally
considers most revenues (municipal licenses taxes, construction excise taxes, sales
and usage taxes, intergovernmental grants and contributions and certain charges for
services) to be available if collected within ninety (90) days after year end, except for
property taxes for which the availability period is generally sixty (60) days. Revenue
sources not meeting this availability criterion or collected in advance are recorded as
unearned revenues within deferred inflows of resources.

The principal revenue sources considered susceptible to accrual include property
taxes, municipal license taxes, sales and usage taxes, construction excise taxes and
intergovernmental grants and contributions. These principal revenue sources meet
both measurability and availability criteria in the accompanying governmental funds
financial statements, except for amounts recorded as deferred inflows of resources.

In a manner similar to the government-wide financial statements, but subject to, and
limited by, the availability criteria 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, most charges for services and miscellaneous revenues are
recorded as revenues when collected because they are generally not measurable until
actually received.

All revenues, expenses, gains, losses and assets resulting from non-exchange
transactions are recorded in a similar manner to the GWFES, using the previously
discussed criteria set forth by GASB 33 for non-exchange transactions, but subject to,
and limited by, the availability criteria discussed above. Accordingly, property tax
and municipal license tax, sales and use tax and construction excise tax receivables
are also generally recorded in the fiscal year when an enforceable legal claim has
arisen while their respective tax revenues (net of amounts considered not collectible)
are also generally recorded in the fiscal year when resources are required to be used
or the first fiscal year that the use of the resources is permitted. Receivables and
revenues from federal and state grants and contributions, donations and entitlements
are also generally recorded when all eligibility requirements imposed by the provider
have been met (generally, as qualifying reimbursable expenditures are incurred for
expenditure-driven grants).

Interests on deposits are recorded when earned as these revenues are considered both
measurable and available at year end.

The Municipality generally accrues a governmental fund liability and expenditure in

the period in which the Municipality incurs the liability, to the extent that these
liabilities are normally expected to be liquidated in a timely manner and in full with
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current available financial resources. Following are certain exceptions to the
modified accrual basis of accounting:

a. Principal and interest on bonds and notes payable are recorded as expenditures as
of year-end when resources have been segregated for their payment when due.
Amounts due on July 1 have been recognized as liabilities at June 30 in the debt
service fund.

b. Compensated absences, pension-related debt, claims and judgments, estimated
liability for municipal solid waste landfill post-closure care cost and other long-
term liabilities are recorded only when they mature (when payment is due).

c. Certain accrued liabilities not due and payable (unmatured) or not normally
expected to be liquidated in full and in a timely manner with available and
expendable financial resources, are recorded in the accompanying statement of
net position. Such liabilities are recorded in the governmental funds (except debt
and related interest in the debt service fund) when they mature and consist of
mortgage and notes payable, compensated absences, pension-related debt, claims
and judgment, landfill obligation and other long-term liabilities.

3) Proprietary Fund Financial Statements — The proprietary fund financial statements
are reported using the economic resources measurement focus and the accrual basis
of accounting. Accordingly, revenues are recorded when earned and expenses are
recorded when incurred, regardless of when cash is received or paid. The statement
of revenue, expenses and changes in net position distinguish operating revenues and
expenses from non-operating items. Operating revenues and expenses generally
result from providing services and producing and delivering goods in connection with
a proprietary fund’s principal ongoing operations. Revenues and expenses not
meeting this definition are reported as non-operating revenues and expenses. The
major operating revenue of the Municipality’s proprietary fund is from rent charges
collected by the International Center fund from its warehousing and leasing facilities.

e. Stewardship, Compliance and Accountability

Budgetary Control

The Municipality prepares its annual budget for all of its operations and activities. Such
legally adopted budget is based on expected expenditures by the program and estimated
resources by source. The annual budgets are developed using elements of performance-based
program budgeting and zero-based budgeting, and include estimates of revenues and other
resources for the ensuing fiscal year under laws and regulations existing at the time the
budgets are prepared.

The Mayor must submit, for the fiscal year commencing on the next July 1, an annual
budgetary resolution project (the Project) to the Commissioner of Municipal Affairs of the
Commonwealth (the Commissioner) and the Municipal Legislature no later than May 10 and
May 15, respectively. The Commissioner preliminary verifies that the Project complies with
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all the applicable laws and regulations and may provide comments and suggestions to the
Mayor on or before June 13.

The Municipal Legislature has 10 business days, but not later than June 13, 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 to cover such deficit. After the
Municipal Legislature modifies and preliminarily approves the Project, the modified Project
is sent back to 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 it to the Municipal
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 to 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 doing payments for
its operations and other purposes until the new budgets are approved.

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

The Municipality’s Departments of Finance and Budget have the responsibility to ensure that
budgetary spending control is maintained. For day-to-day management control purposes,
expenditures plus encumbrances may not exceed budgeted amounts at the expenditure-type
level of each cost center (activity within a program within a fund). The Mayor may transfer
unencumbered appropriations within programs and among 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 functions/program level (general government, public safety,
urban affairs, culture and recreation, health and welfare, urban development, economic
development, education, capital outlays and debt service) within the general and debt service
funds, respectively.

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 budget is prepared using the budgetary (statutory) basis of
accounting, which is not in accordance with GAAP. According to the budgetary basis of
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accounting, revenue is generally recorded when cash is received. Borrowings may be used to
finance budgetary excess of expenditures over revenues.

The Municipality uses encumbrance accounting to record the full amount of purchase orders,
contracts and other commitments 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 are established to lapse one fiscal year after the end of the
fiscal year. Amounts required to settle 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 fiscal 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 supplemental budgetary comparison schedule — general fund provides
information about the general fund’s original budget, its amendments, and the actual results
of operations of the general fund under the budgetary basis of accounting for the ensuing
fiscal year.

At June 30, 2014, the Municipality has outstanding encumbrances in the general fund
amounting $36.1 million.

f. Assets, liabilities and net position

1) Cash Equivalents

Cash equivalents consist of short-term, highly liquid investments in money market
accounts that are readily convertible to cash and have original maturities of three month
or less.

2) Receivables and Payables

Receivables consist of all revenues earned but not collected at year-end. These accounts
receivable are stated net of estimated allowances for uncollectible accounts, which are
determined based upon past collection experience, historical trends, current economic
conditions and the periodic aging of accounts receivable. Intergovernmental grants and
contributions receivables represent amounts owed to the Municipality for reimbursement
of expenditures incurred pursuant to federally funded programs.

3) Loans Receivable and Allowance for Loan Losses

Loans receivable amounting to $4.7 million are stated at their unpaid principal balances,
net of the allowance for loan losses and deferred loan fees. Loan fees are recognized as
income over the contractual term of the loan using the effective interest method. The
carrying amount of loans receivable is reduced by an allowance for loan losses which is
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9)

5)

maintained at a level that the Municipality considers adequate to absorb credit losses
inherent in the loan portfolio.

The amount of the allowance is based on an evaluation of the collectability of the loan
portfolio, including the nature of the portfolio, credit concentrations, trends in historical
data, specific impaired loans, economic conditions and other risks inherent in the loan
portfolio. The allowance is increased by a provision for loan losses, and reduced by
charge-offs, net of recoveries.

Interest income is recognized over the term of the loan and is calculated using the
effective interest method. Interest income generally is not recognized on specific
impaired loans unless the likelihood of further loss is remote. Interest payments received
on such loans are applied as a reduction of the loan principal balance. Interest income on
other impaired loans is recognized only to the extent of interest payments received.

The Municipality considers a loan impaired when based on current information or factors
(such as payment history, value of collateral, and assessment of the customer’s current
creditworthiness), it is probable that the principal and interest payments will not be
collected according to the loan agreement.

Loans are placed on nonaccrual status when, after considering economic and business
conditions and collection efforts, that the loans are impaired or collection of interest is
doubtful. Uncollectible interest previously accrued is charged off, or an allowance is
established by a charge to interest income. Interest income on nonaccrual loans is
recognized only to the extent that cash payments are received.

Other Unrestricted Assets

Other unrestricted assets consist principally of prepaid insurance, medical supplies
inventories used in providing health care services to patients, and office supplies held for
consumption that are stated at the lower of cost (first-in, first-out method) or
market. Supplies inventories and prepaid insurance are capitalized at the time of
purchase for the entire amount of the purchase/prepayment and are charged to
expense/expenditure as consumed in the governmental fund financial statements and the
statement of activities, respectively.

Capital Assets

Capital assets used in governmental activities include land, works of arts, construction in
progress, buildings and building improvements, site improvements, infrastructure,
equipment and vehicles and intangible assets. These assets are capitalized and reported
in the accompanying government-wide statement of net position and the statement of net
position — proprietary fund. Infrastructure assets are generally stationary in nature and
include roads, bridges, streets and sidewalks, drainage systems and other similar assets.

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

individual cost of $5,000 or more at the date of acquisition, construction or improvement,
and with useful lives extending beyond one year. All assets with individual costs under
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$5,000 or with useful lives not exceeding one year, are charged directly to expense in the
government-wide statement of activities. In the governmental funds, all capital assets are
recorded as expenditures in the acquiring fund.

In the government-wide statement of net position and the statement of net position —
proprietary fund, all capital assets are recorded at 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.

Major outlays for capital assets and improvements are capitalized in the government-
wide statement of net position and the statement of net position — proprietary fund 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 and
proprietary fund financial statements. However, there is no depreciation or amortization
recorded for land, work of art and construction in progress. Depreciable capital assets are
generally depreciated 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 estimated useful life or the lease term. The estimated
useful lives of major capital asset categories are:

Description Years
Buildings 40
Building and site improvements 15
General infrastructure 40
Intangible assets (computer software) 10
Licensed vehicles 5
Machinery and equipment 3to5
Machinery and equipment Shorter of 5 years
held under capital leases or lease term

For capital leases in governmental fund financial statements, the Municipality presents
the net present value of the minimum lease payments at the inception of the capital lease
recorded simultaneously as expenditures and as other financing sources. Minimum lease
payments are recorded as expenditures.

The Municipality periodically evaluates its capital assets to consider events or changes in
circumstances that may give rise to asset impairment. Among the factors considered by
management as part of its evaluation are: physical damages to an asset where action
would be needed to restore lost service utility, changes in laws, regulations, or other
environmental factors that may negatively affect service utility, technological
developments that may negatively affect service utility, changes in the manner or
duration of use of a capital asset that may negatively affect its service utility, and
stoppage of construction or development of an asset.
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An impairment loss would be reported in the government-wide statement of net position
or the statement of net position - proprietary fund net of any realizable insurance
recovery. For impairment losses recoverable through disaster assistance programs
sponsored by higher levels of government (such as the Federal Emergency Management
Agency - FEMA), the loss would be reported separately from the grant awarded for
recovery purposes.

Any impairment adjustment to the carrying value of a capital asset would be treated as a
proportionate reduction of both the reported value of the asset and its accumulated
depreciation, based on the notion that the impairment represents the effective retirement
of a portion of the asset.

6) Deferred Inflows of Resources

In governmental funds financial statements, deferred inflows of resources arise when one
of the following situations occur:

a. Potential revenue does not meet both the “measurable” and “available” criteria for
revenue recognition in the current period (unavailable revenue). As previously
discussed, available is defined as due (or past due) at June 30 and collected within
sixty (60) days for property taxes and ninety (90) days for all over revenue streams
thereafter to pay obligations due at June 30. In subsequent periods, when both
criteria are met, the liability for uneamed revenue is removed and revenue is
recognized.

b. 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
unearned revenue is removed and revenue is recognized.

Deferred inflows of resources in government wide and proprietary funds financial
statements arise only when the Municipality receives resources before it has a legal claim

to them.

7) Long-term Obligations

The long-term liabilities reported in the accompanying statements of net position include
bonds payable, notes payable, accrued compensated absences, pension-related debt,
claims and judgments, estimated liability for municipal solid waste landfill post-closure
care costs and other long-term liabilities.

Principal and interest payments on bonds due on July 1 are recorded as governmental
fund liabilities in the debt service fund when resources are available. In governmental
fund financial statements, face amount of debt issued (gross debt reported) is reported as
other financing sources when issued.
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Compensated Absences

Compensated absences include paid time off made available to employees in connection
with vacation, sick leave and compensatory time. The liability for compensated absences
is reported in the statement of net position. A liability for compensated absences is
reported in the fund financial statements only when payment is due.

The liability for compensated absences recorded in the accompanying statement of net
position is limited to leave that is attributable to services already rendered and is not
contingent on a specific event. The liability includes salary-related costs, which are
directly and incrementally related to the amount of salary paid to the employee (such as
employer’s share of Social Security taxes and Medicare taxes).

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

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

Leases

The Municipality classifies its lease agreements either as operating or capital leases. The
Municipality classifies a lease agreement as a capital lease if at its inception the lease
meets one or more of the following four criteria:

a. By the end of the lease term, ownership of the leased property is transferred to the
Municipality.

b. The lease agreement contains a bargain purchase option.

c. The lease term is substantially equal (75 percent or more) to the estimated useful life
of the leased property.

d. At the inception of the lease, the present value of the minimum lease payments, with
certain adjustments, is 90 percent or more of the estimated fair value of the leased

property.

Although the Municipality is prevented legally from entering into obligations extending
beyond one fiscal year, most capital lease agreements entered by the Municipality contain
fiscal funding clauses or cancellation clauses that make the continuation of the
agreements subject to future appropriations. Leases that meet at least one of the
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aforementioned four criteria and have a fiscal funding or a cancellation clause are
generally recorded as capital leases. Otherwise, these are recorded as operating leases.

In government wide and proprietary fund financial statements, the obligation under
capital leases is recorded at the lesser of the estimated fair value of the leased property or
the present value of the minimum lease payments, excluding any portion representing
executory costs and profit thereon to be paid by the lessor. A portion of each minimum
lease payment is allocated to interest expense and the balance is applied to reduce the
lease obligation using the effective interest method.

10) Accounting for Pension Cost and Post-Employment Benefits

The Municipality participates in a multiple-employer cost-sharing plan. Accordingly,
pension costs recognized in the accompanying basic financial statements are equal to the
statutorily required contributions, with a liability recorded for any unpaid required
contributions.

11) Claims and Judgments

In government wide and proprietary funds financial statements, the Municipality
recognizes an expense and a liability for claims and judgments only when it is probable
that a loss has occurred and the amount of the loss can be reasonably estimated. The
liability for claims and judgments includes all claim adjustment expenses that are
incremental (directly related to individual claims). In governmental fund financial
statements, an expenditure and a liability is recognized only as liabilities come due for
payment.

12) Estimated Liability for Municipal Solid Waste Land(fill Post-closure Care Costs

The Municipality recognizes landfill post-closure costs as an expense and a liability
throughout the period that the Municipality benefited from the landfill operations while it
was still in use. The landfill closed in fiscal year 2000, therefore the liability for post-
closing care costs was completely recognized in fiscal year 2000 immediately prior to the
landfill’s closing date.

The estimated liability for solid waste landfill post-closure care costs includes an estimate
of all costs to be incurred after year-end under the accrual basis of accounting. The
estimates of post-closing care costs were made using current costs (costs that would be
incurred if the closing date of the landfill would have been at year-end). The liability is
adjusted annually to reflect the effects of inflation, advances in technology, changes in
regulations or similar changes.

In governmental funds financial statements, an expenditure for landfill post-closure care

costs is recognized only at the point where related liabilities normally would be expected
to be liquidated with current expendable financial resources.
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13) Inter-fund Transactions

The Municipality has the following types of inter-fund activities:

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

b. Inter-fund transfers — Represent flows of assets without equivalent flows of assets in
return and without a requirement for repayment. These are reported as other
financing sources in the governmental fund making transfers and as other financing
sources in the governmental fund receiving transfers.

c. Inter-fund reimbursements — Represent repayments from the governmental fund
responsible for particular expenditures or expenses to the governmental fund that
initially paid for them. Inter-fund activity has not been eliminated.

14) Risk Financing

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

The Municipality carries insurance coverage for death and bodily injuries caused by
automobile accidents. This insurance is obtained through the Automobile Accidents
Compensation Administration (AACA), a component unit of the Commonwealth of
Puerto Rico.

The Municipality obtains workers’ compensation insurance coverage through the State
Insurance Fund Corporation (SIFC), a component unit of the Commonwealth of Puerto
Rico. 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.

The Municipality obtains unemployment compensation, non-occupational disability, and
drivers’ insurance coverage for its employees through various insurance programs
administered by the Commonwealth of Puerto Rico’s Department of Labor and Human
Resources (DOL). These insurance programs cover workers against unemployment and
provide supplementary insurance coverage for temporary disability, or death because of
work or employment-related accidents or because of illness suffered as a consequence of
their employment. Unemployment compensation, non-occupational disability and
drivers’ insurance premiums are paid directly to DOL on a cost reimbursement basis.
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The Municipality also obtains medical insurance coverage from several health insurance
companies for its employees. Different health insurance coverage and premium options
are negotiated each year by the Department of Treasury on behalf of the Municipality.

The current insurance policies have not been canceled or terminated at year-end.
Premiums are paid on a monthly basis directly to the insurance company. In the past
three years, the Municipality has not settled claims that exceeded insurance coverage.

Cost of insurance allocated to the Municipality for the fiscal year ended June 30, 2014
amounted to approximately $5.0 million. The current insurance policies have not been
cancelled or terminated. Workers’ compensation insurance covering all municipal
employees for the fiscal year ended June 30, 2014 amounted to approximately $6.1
million.

The Municipality establishes claims liabilities based on estimates of the ultimate cost of
claims (including future claim adjustment expenses) that have been reported but not
settled, and of claims that have been incurred but not reported. The length of time for
which such costs must be estimated varies depending on the coverage involved.
Estimated amounts of salvage and subrogation and reinsurance recoverable on unpaid
claims are deducted from the liability for unpaid claims. Because actual claims costs
depend on such complex factors as inflation, changes in doctrines of legal liability, and
damage awards, the process used in computing claims liabilities does not necessarily
result in an exact amount. Claims liabilities are recomputed periodically using a variety
of actuarial and statistical techniques to produce current estimates that reflect recent
settlements, claim frequency, and other economic and social factors. A provision for
inflation in the calculation of estimated future claim costs is implicit in the calculation
because reliance is placed both on actual historical data that reflect past inflation and on
other factors that are considered to be appropriate modifiers of past experience.
Adjustments to claims liabilities are charged or credited to expense in the periods in
which they are made in the statement of activities. Effective July 1, 2014, the
Municipality discontinued the self-insurance program and acquired private insurance to
cover these risks.

15) Direct Charges

Pursuant to and determined by an internal cost allocation plan, certain costs initially
borne by the general fund are then billed as direct charges to other funds. Revenues from
these charges are accounted for in the government-wide statement of activities as general
government and in the statement of revenues, expenditures and changes in fund balances
as charges for services in the general fund. The corresponding expenses appear as
function/program costs in the Statement of Activities.

16) Use of Estimates

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

DEPOSITS

At June 30, 2014, the carrying amounts and the respective bank balances of the Municipality’s
deposits are as follows:

cau};u‘ of d I
Debt Capital Other
General service improvements governmental
fund fund bond fund funds Total
Unrestricted:
Cash in commercial banks:
Cash equivalents $ 108,930,213 5 - 8 - 8 . $ 108,930,213
Other demand deposits 28,173,896 . - - 28,173,896
Restricted:
Cash in commercial banks 9,020,854 - 8,638,338 22,656,277 40,315,469
Cash with fiscal agent 5,055,412 147,940,089 85,240,167 12,484,669 250,720,337
Totals $ 151,180,375 $ 147,940,089 § 93,878,505 _§ 35,140,946  §  428,139.915
Bank balances of deposits
Debt Capital Other
General service improvements governmental
fund fund bond fund funds Total
Unrestricted:
Cash in commercial banks:
Cash equivalents % 108,930.213 5 - 8 - 8 - % 108,930,213
Other demand deposits 38,555,160 - - - 38,555,160
Restricted:
Cash in commercial banks 15,000,744 - 8,638,338 22,054,270 45,693,352
Cash with fiscal agent 5,081,791 147,940.089 85.230.170 12,484,669 250,736,719
Totals $ 167,567,908 $ 147,940,080 § 93,868,508 _§ 34,538939 § 443915444

Custodial credit risk for deposits is the risk that in the event of bank failure, the Municipality’s
deposits may not be recovered. 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
Deposits Insurance Corporation (FDIC). All securities pledged as collateral are held by agents
designated by the Secretary of the Treasury of the Government of Puerto Rico, but not in the
Municipality’s name. Deposits maintained in GDB are exempt from the collateral requirement
established by the Commonwealth and thus represent a custodial credit risk.

The Municipality’s deposits consist principally of unrestricted and restricted demand deposits in
the Government Development Bank for Puerto Rico (GDB), as fiscal agent, and various
commercial banks. The deposits include cash equivalents of $108.9 million in the general fund
that are held in commercial banks at year-end.

Cash equivalents and other unrestricted deposits in the general fund are available to meet general
operating requirements of the Municipality, including the payment of short-term obligations of
the general fund, most of them which are budgeted.

The Municipality maintains an internal cash management pool in which several funds participate
on a dollar equivalent and daily transaction basis. At June 30, 2014, the pool cash account in
commercial banks had a balance of $28.2 million of which $11.3 million, $2.6 million and $14.3
million have been recorded in the general fund, capital improvement bond fund and other
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governmental funds, respectively. The balance in the pooled cash account is available to meet
current operating requirements and any unrestricted excess, if any, is generally invested in
certificates of deposit with commercial banks. Any deficiency in the pooled cash account is
assumed by the general fund and covered through future budgetary appropriations.

Restricted cash in commercial banks of $9.0 million in the general fund consist of unspent
proceeds of borrowings made through the issuance of Series A, B and C of the 2013 Municipal
General Obligation Notes that are restricted for the payment of certain operating expenses and
other working capital purposes.

Restricted cash with fiscal agent of $5.1 million in the general fund consists of collections of
former hotel municipal taxes that are available for the operation of various municipal programs
and intergovernmental grants and contributions from the Puerto Rico Electric Power Authority
(PREPA) amounting to $2.7 million and $2.0 million, respectively, that are restricted for the
maintenance and repairs of the municipal electrical infrastructure, and unspent proceeds of $0.4
million related to borrowings made in previous fiscal years for the payment of certain operating
expenses.

Restricted cash with fiscal agent in the debt service fund consist of property tax and sales and
usage tax collections amounting to $130.1 million and $17.9 million, respectively, that are
available for the debt service payments of bonds and certain general obligations notes.

Restricted cash in commercial banks and with fiscal agent in the capital improvements bond fund,
amounting to $8.6 and $85.2 million, respectively, consist of unspent bonds and notes proceeds
that are restricted for the acquisition, construction or improvements of major capital assets
financed with public debt.

Restricted cash in commercial banks of other governmental funds amounting $22.7 million
consist of intergovernmental operating and capital grants contributions received from the
Commonwealth and the federal government of the United States of America that are available for
the operations of several operating grants programs.

Restricted cash with fiscal agent of other governmental funds amounting $12.5 million consist of
intergovernmental capital grants and contributions from the Commonwealth amounting to $12.0
million that are restricted for general infrastructure projects.

The restricted cash in commercial banks of the proprietary fund and a book balance of $1.8
million and a bank balance of $83 thousand are restricted for the payment of the fund’s revenue
bonds.
4. ACCOUNTS RECEIVABLE
a. Property Taxes
The Municipality is authorized to impose and collect property taxes from any natural or legal
person that, at January 1 of each calendar year: (1) is engaged in trade or business and is the

owner of personal or real property used in trade or business or (2) owns residential real
property with a value in excess of $15,000 (at 1957 market prices).
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b.

Personal property taxes is a derived tax using the book value of personal property assets
owned by the taxpayer at January 1 (lien; levy date) and reporting such taxable value through
a personal property tax return filed on May 15 (due date and collection date) subsequent to
the assessment date.

The total personal property tax rate in force at June 30, 2014 was 8.53 percent (of which
taxpayers pay 8.33 percent and the remaining 0.20 percent is paid by the Commonwealth, as
a subsidy).

Real property taxes are assessed every January 1 (lien; levy date) and are based on estimated
current values of the property, deflated to 1957 market prices. Real property taxes are due
and collectible on January 1 and July of every fiscal year. The total real property tax rate in
force at June 30, 2014 was 10.53 percent (of which 10.33 percent is paid by taxpayers and the
remaining 0.20 percent is also paid by the Commonwealth, as a subsidy).

Residential real property occupied by its owner (not engaged in trade or business) is exempt
from property taxes only on the first $15,000 of the assessed value (at 1957 market prices).
For exempt amounts, the Commonwealth pays the basic tax (4.00 percent and 6.00 percent
for personal and real property, respectively), except for property assessed for less than $3,500
(at 1957 market prices), for which no payment is made.

Included within the total personal and real property tax rates, there is a portion of the tax rate
in the amount of 3.50 percent that is restricted for the Municipality’s debt service
requirements on bonds and certain notes. Such amounts are recorded in the Municipality’s
debt service fund.

On July 10, 2009, the Legislature of the Commonwealth of Puerto Rico approved Law No. 37
for the purpose, among others, to: (1) increase the real property assessed value by ten times;
(2) decrease the real property tax rate by ten times; and (3) increase the exempt portion of real
property tax from the first $15,000 of the assessed value to $150,000. These provisions are
effective only for fiscal years 2012, 2013 and 2014.

Municipal License Taxes

The Municipality imposes a municipal license tax on all businesses that operate within the
Municipality, which are not totally or partially exempt from the tax pursuant to the Industrial
Incentives Acts of the Commonwealth. This is a derived tax based on the business volume in
gross sales as shown in the tax return that is due five working days after April 15 of each
year. Entities with sales volume of $3 million or more must include audited financial
statements together with the tax return. During the fiscal year ended June 30, 2014, the tax
rates were as follows:

¢ Financial business — 1.50% of gross revenues

e  Other organizations — 0.20% for annual revenues up to $1,000,000, and 0.50% over such
volume.
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This tax is due in two equal installments on July 15 and January 15 of each fiscal year. A
discount of 5% is allowed when full payment is made on or before five working days after
April 15. Municipal license tax receivable represents filed municipal license tax returns that
were uncollected as of June 30, 2014. Municipal license taxes collected prior to June 30,
2014 but pertaining to the next fiscal year are recorded as deferred inflows of resources.

¢. Sales and Usage Taxes

The Municipality imposes a municipal sales and usage tax within the territorial limits of the
Municipality. This is a derived tax applied to the sale price of a taxable item or on the
purchase price of all usage, storage or consumption of a taxable item. It is collected on a
monthly basis through a tax return that is due ten calendar days after the end of each month.
The municipal sales and usage tax rate was one point five percent (1.5%) until June 30, 2014.

A portion of the sales tax amounting to zero point two percent (0.2%) is restricted for the
payment of long-term debt and is recorded in the debt service fund. The remaining portion
of one point three percent (1.3%) is recorded in the general fund since it was available for
general operating purposes.

d. Construction Excise Taxes

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

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

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

The composition of intergovernmental receivables in the general fund at June 30, 2014 is:

Capital Other
General improvements governmental
Fund bond fund fund Total
State and local intergovernmental entities:
Puerto Rico Treasury Department -
Employees’ Christmas bonus cost reimbursement $ 1,548,517 $ - 8 - $ 1,548,517
Other entities - 18,000 - 18,000
Total state and local intergovernmental entities 1,548,517 18,000 - 1,566,517
Federal grants and contributions:
U.S. Department of Housing and Urban
Development - Community Services Block
Grants Cluster - B 1,390,298 1,390,298
U.S. Department of Health and Human Services:
HIV Emergency Relief Project Program . - 1,050,742 1,050,742
Head Start Program - - 889,843 889,843
Cancer Control Program - - 248,516 248,516
Risk Reduction Program - - 234,413 234,413
U.S. Department of Housing and Urban Development:
Community Development Block Grant Program - - 813,084 813,084
Housing Opportunities for Persons
with AIDS Program - - 335,294 335,294
U.S. Department of Labor - Workforce Investment
Act Cluster - - 784,678 784,678
U.S. Department of Homeland Security - State Homeland
Security Program - - 292,601 292,601
Other federal grantors on various programs - - 2,420,321 2,420,321
Total federal grants and contributions - - 8,459,790 8,459,790
Total intergovernmental receivables $ 1,548,517 § 18,000 $ 8,459,790  $ 10,026,307

Intergovernmental receivables in other governmental funds represent principally
uncollected reimbursements of expenditures incurred under grants and contributions from
the federal and local governments.

f. Miscellaneous Accounts Receivable

Miscellaneous accounts receivable as of June 30, 2014, are as follows:

Debt Other
General service governmental
fund fund funds Total
Medical services receivable $ 6687026 $ - 8 - $ 6,687,026
Other miscellaneous 298,344 6,525 308,382 613,251

Total miscellaneous accounts receivable $ 6985370 $ 6525 § 308,382 $ 7300277
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s. LOANS RECEIVABLE

Loans receivable of the Independent Capital Fund, a nonmajor special revenue fund, consist of
the outstanding balances of various credit facilities granted under a revolving loan program to
private small businesses in the aggregate amount of $4.7 million, net of an allowance for loan
losses of $5.2 million. The majority of these loans are collateralized or guaranteed by either first,
second and third mortgage notes on real estate and/or chattel mortgage over machinery and
equipment.

6. INTERFUND TRANSACTIONS

Interfund receivables, payables and transfers are summarized as follows:

Due from other governmental funds

Other
Due to other General governmental
governmental funds fund funds Total
Debt service fund $ 6,307,316 § - 3 6,307,316
Capital improvements bond fund 7,049,516 - 7,049,516
Other governmental funds 10,538,928 8,511,523 19,050,451
Totals $ 23895760 % 8511,523 § 32,407,283

Transfers from other governmental funds

Debt Capital Other
Transfers to other General service improvements  governmental
governmental funds fund fund bond fund funds Total
General fund $ - 8 - 5 4709280 § 8188215 $ 12,897,495
Debt service fund 6,391,526 - - - 6,391,526
Capital improvements bond fund 3,890,749 2,981,509 - - 6,872,258
Other governmental funds 1,821,140 - 5,403,155 7,224,295
Totals $ 12103415 $ 2981,509 3 4,709,280 § 13591370 $ 33,385,574

The principal purposes of interfund receivables and payables among governmental funds are:

e Recognize the outstanding balance of $10.5 million of short-term loans granted by the
general fund to other governmental funds to temporarily finance the payroll and other
operating costs of several federal and state funded programs.

e Recognize the outstanding balance of $8.5 million of short-term loans among other
governmental funds to finance the operation of several programs.

e Recognize the outstanding balance of $7.0 million of advances granted by the general
fund to the capital improvements bond fund to finance the costs of the acquisition,
construction and improvement of several major capital assets. These advances are not
expected to be repaid within one fiscal year after year-end. Accordingly, at June 30, 2014
the general fund reported nonspendable fund balance amounting to $7.0 million to
properly disclose that these interfund receivables are not considered current available
financial resources of the general fund at June 30, 2014.
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e Recognize in the debt service fund the excess cash in fiscal agent of $6.3 million due to
the general fund pursuant to provisions of Act. No. 19, referred to below.

The principal purposes of inter-fund transfers among governmental funds are:

e Make a routinely transfer of resources, amounting to $8.2 million, from the general fund
to other governmental funds, to cover the operating costs of several federally and state
funded programs.

e Recognize in the capital improvements bond fund the commitment of $4.7 million by the
general fund to provide the financial resources to cover the cost of the acquisition,
construction and improvement of various major capital assets.

e Make a routinely transfer of interest income amounting to $3.9 million from the capital
improvements bond fund to the general fund, as permitted by law. This interest income
was earned by the deposits held in the capital improvements bond fund and was
transferred to the general fund.

e Recognize in the general fund the nonroutinary residual equity transfer of $1.8 million
from the Department of Justice fund, the Department of Labor fund, the Department of
Health and Human Services fund, the Department of Housing and Urban Development
fund, and the miscellaneous special revenue fund.

On January 24, 2014, Act No. 19, known as Municipal Finance Corporation Act, was enacted to,
among other things, allow the Municipality to withdraw from its debt service fund all deposits
held in excess of the debt service requirements on certain bonds and notes previously guaranteed
with a portion of the municipal sales and usage taxes. On June 30, 2014, the management of the
Municipality opted to withdraw all excess cash in the debt service fund as permitted by Act No.
19. The excess restricted deposits amounted to $6.4 million as determined by GDB at June 30,
2014. A transfer and a related receivable/payable of $6.4 million for such purposes was recorded
from the debt service fund to the general fund at June 30, 2014.

On June 30, 2014, the management of the Municipality opted to withdrawal excess cash in the
capital improvements bond fund as permitted by law. The excess restricted deposits amounted to
$3.0 million as determined by GDB. A transfer of $3.0 million for such purposes was recorded
from the capital improvements bond fund to the debt service fund at June 30, 2014.

The proprietary fund has a due from the general fund of $184 thousand that represents deposits
from tenants accounted for in the general fund. During the year, the general fund transferred $2.9
million for the proprietary fund to be used for the debt service requirements at July 1, 2014.
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7.

CAPITAL ASSETS

The composition and activity of capital assets for the fiscal year were as follows:

Governnental Activities:
Capital assets, not being depreciated:
Land
Works of art
Construction in progress
Total capital assets not being depreciated

Capital assets, being depreciated:
Buildings and building improvements
Site improvements
Infrastructure
Equip ment and vehicles
Intangible
Total capital assets being depreciated

Less: accumulated depreciation for:
Buildings and building improvements
Site improvements
Infrastructure
Equipment and vehicles
Intangible
Total accumulated depreciation

Total capital assets being depreciated, net

Governmental activities capital assets, net

Business-type Activities:
Capital assets, not being depreciated - land

Capital assets, being depreciated -building
and building improvements

Less: accumulated depreciation for building
and building improvements

Total capital assets being depreciated, net

Business-type activities capital assets, net

Balance at Balance at
beginning of end of

fiscal year Reclassifications Increases fiscal year
$ 123271319 % - $ - § 123,271,319
2,224,365 - - 2,224,365
28,874,766 (5,263,821) 13,641,449 37,252,394
154,370,450 (5,263,821) 13,641,449 162,748,078
446,175,115 281,713 2,218,230 448,675,058
183,751,196 - 1,983,001 185,734,287
279,320,463 4,982,108 4,078,139 288,380,710
49,177,372 - 7,247,340 56,424,712
3,825,426 - - 3,825,426
962,249,572 5,263,821 15,526,800 983,040,193
(209,421,806) (3,521) (18,288,695) (227,714,022)
(121,398,518) - (7,328,949) (128,727,467)
(90,271,422) 3,521 (10,417,447) (100,685,348)
(29,450,489) - (6,357,013) (35,807,502)
(3.825,426) - - (3,825,426)
(454,367,661) - (42,392,104) (496,759,765)
507,881,911 5,263,821 (26,865,304) 486,280,428
$ 662,252,361 $ - $ (13,223,855) § 649,028,506
$ 18,600,000 $ - $ - § 18,600,000
36,400,000 - - 36,400,000
(2,275,595) - (910,000) (3,185,595)
34,124,405 - (910,000) 33,214,405
$ 52724405 § - $ (910000) $ 51,814,405

The buildings and building improvements of the business-type activities are leased under an
operating lease agreement to various tenants.

The main tenant of the facilities declared bankruptcy during March 2014 and has defaulted in its
lease payments to the Municipality. This situation caused the Municipality to transfer $2.9
million from the general fund to cover the debt service requirements of the proprietary fund. The
Municipality is actively negotiating with current and possible alternative tenants to solve this

situation.
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Depreciation expense was charged to functions/programs of the Municipality as follows:

Governmental activities: Amount
General govemment $ 5,225,452
Public safety 3,108,629
Urban affairs 11,017,260
Culture and recreation 9,790,623
Health and welfare 5,773,937
Urban development 327,938
Economic development 5,570,540
Education 1,577,726

Total depreciation expense $ 42,392,104

Business-type activities: Amount

International Center $ 910,000

ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Accounts payable and accrued liabilities at year-end are as follows:

Governmental funds Statement of

Capital Other net position -
General  improvements governmental governmental
fund bond fund funds Total activities
Accounts payable to suppliers $ 58745408 § 7,792054 $ 10060637 $ 76,598,099 $ 94935273
Compensated absences, due
and payable 689,030 - - 689,030 689,030
Payroll-related accrued liabilities 5,255,082 - - 5,255,082 5,255,082
Total $ 64689520 § 7,792054 $ 10060637 § 82542211 $ 100,879,385
9. INTERGOVERNMENTAL PAYABLES
Intergovernmental payables at year-end are as follows:
General
fund
Puerto Rico Aqueduct and Sewer Authority $ 1,873,120
Puerto Rico Government Employees Retirement System 2,640,944
Total $ 4,514,064
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10. DEFERRED INFLOWS OF RESOURCES

Deferred inflows of resources are as follows at June 30, 2014:

Statement
of net
Debt Other Total position -
General service governmental governmental  governmental
fund fund funds funds activities
Unavailable revenues:
Property taxes $ 30,674,442 $ 17,364,596 $ - $ 48,039,038 $ -
Municipal license taxes 8,271,257 - - 8,271,257 -
Sales and usage taxes 2,618,850 - - 2,618,850 -
Construction excise taxes 4,416,389 - - 4,416,389 -
Charges for services 1,825,006 - - 1,825,006 B
Intergovernmental grants and contributions 1,789,983 - 264,437 2,054,420 -
Total unavailable revenues 49,595,927 17,364,596 264,437 67,224,960 -
Unearned revenues:
Municipal license taxes 97,235,960 - - 97,235,960 97,235,960
Intergovernmental grants and contributions - - 12,000,000 12,000,000 12,000,000
Total unearned revenues 97,235,960 - 12,000,000 109,235,960 109,235,960

Total deferred inflows of resources $ 146,831,887 $ 17,364,596 $ 12,264,437 $ 176,460,920 $ 109,235,960

11. LONG-TERM OBLIGATIONS

Long-term obligations activity for the fiscal year ended June 30, 2014 is as follows:

Balance at Balance at
beginning of end of fiscal Due within
Governmental activities: fiscal year Increases Decreases year one fiscal year
Bonds payable $ 479437000 §$ - % (42,846,000) $ 436,591,000 § 36,808,000
Mortgage payable 3,061,681 - (439,312) 2,622,369 478,143
Notes payable 401,170,329 85,220,000 (44,334,551) 442,055,778 25,223,022
Compensated absences 60,424,513 8,355,495 (7,861,524) 60,918,484 7.861,524
Pension-related debt 8,511,053 - (4,820,947) 3,690,106 3,690,106
Clains and judgments 14,162,313 1,045,755 (10,904,090) 4,303,978 -
Estimated liability for municipal
solid waste landfill
postclosure care costs 16,200,266 - (736,376) 15,463,890 736,376
Self insurance claims liability 5,281,808 5,388,754 (247,128) 10,423,434 -
Total governmental activities
long-term liabilities $ 988248963 § 100010004 $ (112,189928) § 976,069,039 §$ 74,797,171
Business-type activities:
Revenue bonds payable and
total business-type activities
non-current liabilities $ 54,551,940 § - § (570,000) § 53,981,940 § 610,000

The Municipality liquidates certain notes payable, compensated absences, claims and judgments,
solid waste landfill post-closure costs and any other long-term liabilities other than bonds, with
resources from its general fund.
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Governmental Activities

a.

b.

Debt Limitation

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

1) Direct obligations of the Municipality (evidenced principally by bonds and bond
anticipation notes) are backed by the full faith, credit and taxing power of the
Municipality; and

2) Direct obligations are not to be issued by the Municipality if the amount of the
principal of, and the interest on, such bonds and bond anticipation notes (and on all
bonds and notes issued thereafter) which are payable in any fiscal year, together with
any amount paid by the Municipality in the preceding fiscal year on account of bonds
or bond anticipation notes guaranteed by the Municipality, exceed 10 percent 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 and bond
anticipation notes to be repaid with the proceeds of property taxes restricted for debt
service.

In addition, before any new bonds are issued, the revenues of the debt service fund should be
sufficient to cover the projected debt service requirements.

Bonds Payable

The Municipality issues general obligation, special obligation and public improvement bonds
to finance the acquisition, construction and improvement of capital assets, as well as, to
finance certain operating needs, including the payment to suppliers in certain circumstances.

The laws and regulations of the Commonwealth of Puerto Rico provide that the
Municipality’s public debt will constitute a first claim on the available revenue of the
Municipality. Public debt includes bonds and bond anticipation notes. The good faith, credit
and taxing power of the Municipality are irrevocably pledged for the prompt payment of the
principal and interest of bonds.

The Municipality levies an annual additional special ad valorem tax of three and a half
percent (3.50%) of the assessed value of personal and real property. The proceeds of this
additional special tax are deposited in a sinking fund established at GDB whereby sufficient
funds are set aside to redeem the bonds payable of the Municipality in minimum annual or
semiannual principal and interest payments. The collections of this special tax are recorded
in the Municipality’s debt service fund.

Variable interest rates on serial bonds are reviewed periodically by GDB and are based on the
fluctuation of GDB’s weighted average rate for its commercial paper program. Under this
program, GDB issues commercial paper: (1) in the taxable and tax-exempt markets of the
United States of America, (2) in the Eurodollar market, and (3) to corporations having tax
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exemptions under the Commonwealth’s Industrial Incentives Acts and, which qualify for
benefits provided by the U.S. Internal Revenue Code.

The Municipality’s tax-exempt bonds are subject to the arbitrage rebate requirements. At
year-end, the Municipality had no federal arbitrage liability on bonds since interest income
earned from the investment of unspent bond proceeds were made in bank deposits that
generate yields lower than the rates applicable to the debt service payments.

For financial reporting purposes, the outstanding balances of bonds represent the total
principal to be repaid. Bonds payable is composed as follows:
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Outstanding
Description amount

2012 general obligation bonds for the construction, improvements and
acquisitions of various capital assets with an original amount of $100.7
million due in annual installments of $1,615,000 to $8,530,000, through
July 1, 2035; with interest ranging from 6.0% to 7.5% $ 97,320,000

2012 general obligation bonds for the fifth payment of the early
retirement termination benefit with an original amount of $25.7 million
due in annual installments of $375,000 to $2,145,000, through July 1,
2036; with interest ranging from 6.0% to 7.5% 24,945,000

2011 general obligation bonds for the construction and improvements of
various capital assets with an original amount of $24.9 million due in
annual installments of $2,875,000 to $4,310,000, through July 1, 2017,
with interest ranging from 6.0% to 7.0% 15,625,000

2010 general obligation bonds for the third payment of the early
retirement termination benefit with an original amount of $28.3 million
due in annual installments of $415,000 to $2,365,000, through July 1,
2034; with interest ranging from 4.75% to 7.5% 26,405,000

2010 general obligation bonds for the construction and improvements of
various capital assets with an original amount of $11.2 million due in
annual installments of $255,000 to $1,025,000, through July 1, 2029; with
interest ranging from 4.75% to 7.5% 10,055,000

2010 general obligation bonds for the construction and improvements of
various capital assets with an original amount of $10.1 million due in
annual installments of $725,000 to $1,340,000, through July 1, 2019; with
interest ranging from 5.0% to 7.0% 6,825,000

2010 general obligation bonds for the acquisition, construction and
improvements of various capital assets with an original amount of $13.5
million due in annual installments of $340,000 to $1,260,000, through
July 1, 2028; with interest ranging from 5.0% to 7.5% 11,980,000
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Outstanding
Description amount

2009 general obligation bonds for the acquisition of various capital
assets with an original amount of $7.0 million due in annual installments
of $800,000 to $1,230,000, through July 1, 2015; with interest ranging
from 4.75% to 7.5% $ 2,375,000

2009 general obligation bonds for the construction and improvements of
various capital assets with an original amount of $16.9 million due in
annual installments of $430,000 to $1,585,000, through July 1, 2027; with
interest ranging from 4.75% to 7.5% 14,420,000

2008 general obligation bonds for the construction and improvements of
various capital assets with an original amount of $4.7 million due in
annual installments of $175,000 to $500,000, through July 1, 2023; with
interest ranging from 1.53% to 7.5% 3,680,000

2008 general obligation bonds for the second payment of the early
retirement termination benefit with an original amount of $20.0 million
due in annual installments of $305,000 to $1,635,000, through July 1,
2032; with interest ranging from 1.53% to 7.25% 17,800,000

2008 general obligation bonds for the construction and improvements of
various capital assets with an original amount of $4.7 million due in
annual installments of $70,000 to $390,000, through July 1, 2032; with
interest ranging from 1.53% to 7.25% 4,210,000

2008 general obligation bonds for the acquisition of various capital
assets with an original amount of $10.9 million due in annual
installments of $1,245,000 to $1,900,000, through July 1, 2014; with
interest ranging from 1.53% to 6.50% 1,900,000
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Outstanding
Description amount

2007 general obligation bonds for the construction and improvements of
various capital assets with an original amount of $13.8 million due in
annual installments of $320,000 to $1,260,000, through July 1, 2026; with
interest ranging from 1.53% to 7.00% $ 11,000,000

2007 general obligation bonds for the first payment of the early
retirement termination benefit with an original amount of $22.6 million
due in annual installments of $357,000 to $1,812,000, through July 1,
2031; with interest ranging from 1.53% to 7.00% 19,491,000

2005 general obligation bonds for the construction and improvements of
various capital assets with an original amount of $18.6 million due in
annual installments of $480,000 to $1,585,000, through July 1, 2025; with
interest ranging from 4.23% to 5.33% 13,790,000

2005 general obligation bonds for the construction and improvements of
various capital assets with an original amount of $18.9 million due in
annual installments of $570,000 to $1,450,000, through July 1, 2024; with
interest ranging from 4.17% to 5.28% 12,635,000

2004 general obligation bonds for the construction and improvements of
various capital assets with an original amount of $10.1 million due in
annual installments of $500,000 to $870,000, through July 1, 2019; with
interest ranging from 3.28% to 4.80% 4,745,000

2004 general obligation bonds for the construction and improvements of
various capital assets with an original amount of $22.2 million due in
annual installments of $815,000 to $1,130,000, through July 1, 2027; with
interest ranging from 2.76% to 5.31% 14,400,000

2003 general obligation bonds for the construction and improvements of
various capital assets with an original amount of $12.8 million due in
annual installments of $415,000 to $620,000, through July 1, 2028; with
interest ranging from 1.61% to 5.31% 8,310,000
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Outstanding
Description amount

2001 serial bonds for the construction and improvements of various
capital assets with an original amount of $55.6 million due in annual
installments of $760,000 to $4,825,000, through July 1, 2026; with
interest ranging from 2.70% to 5.60% $ 41,150,000

2000 serial bonds for the construction and improvements of various
capital assets with an original amount of $25.4 million due in annual
installments of $970,000 to $2,680,000, through July 1, 2015; with
interest ranging from 2.70% to 7.81% 5,170,000

1999 general obligations bonds for the construction and improvements
of various capital assets with an original amount of $65.0 million due in
annual installments of $1,740,000 to $5,885,000, through July 1, 2018,
with interest ranging from 4.87% to 6.46% 25,805,000

1999 general obligations bonds for the construction and improvements
of various capital assets with an original amount of $67.3 million due in
annual installments of $1,980,000 to $6,260,000, through July 1, 2016;
with interest ranging from 4.87% to 6.34% 17,570,000

1998 serial bonds for the construction and improvements of various
capital assets with an original amount of $51.4 million due in annual
installments of $1,190,000 to $4,695,000, through July 1, 2017; with
interest ranging from 4.87% to 6.71% 16,900,000

1998 general obligations bonds for the construction and improvements
of various capital assets with an original amount of $18.3 million due in
annual installments of $350,000 to $1,605,000, through July 1, 2019; with
interest ranging from 4.87% to 6.71% 8,085,000

Total $ 436,591,000
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d.

Annual debt service requirements to maturity for bonds payable are as follows:

Fiscal year
ending
June 30, Principal Interest
2015 $ 36,808,000 $§ 27,989,771
2016 37,318,000 25,703,177
2017 35,701,000 23,031,795
2018 31,472,000 21,260,883
2019 23,956,000 19,491,855
2020-2024 92,319,000 78,965,917
2025-2029 91,601,000 47,236,949
2030-2034 62,591,000 20,756,890
2035-2037 24,825,000 2,042,063
Totals $ 436,591,000 $ 266,479,300

Mortgage Payable

The mortgage loan payable with an original amount of $7.0 million to the government of the
United States of America bears interest at 8.5% and is secured by the Federal Housing
Administration and by a first mortgage on rental property. Principal and interest are payable
from the proceeds of the rent collected from the tenants. The Federal government provides
housing assistance payments to qualified tenants to subsidize most of the monthly rent. This
housing project is administered by a private entity.

Aggregate annual maturities of the mortgage payable are as follows:

Fiscal year
ending
June 30, Principal Interest
2015 $ 478,143 $ 204,559
2016 520,406 162,295
2017 566,405 116,296
2018 616,470 66,231
2019 440,945 14,170

Totals $ 2622369 $ 563,551

Notes Payable

On September 24, 2002, CRIM, on behalf of the municipalities of Puerto Rico, entered into a
financing agreement with GDB to extinguish in advance certain bonds payable issued by
Public Finance Corporation (PFC), a subsidiary of GDB, which were originally issued to pay
certain property tax receivables owned by the municipalities of Puerto Rico through 1996,
which were acquired by PFC with recourse. The original face amount of the note allocated
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by CRIM to the Municipality was for a term not exceeding 30 years. The note bears interest
at 6.50 percent during its first five years. Subsequently, from years 6 through 30, the loan
shall bear variable interest at a rate of 125 points over the 5-year LIBOR rate, which will be
adjusted every five years. Principal and interest payments on this financing agreement are
accounted for in the general fund. The outstanding principal as of June 30, 2014
approximates $10.9 million.

During September 2002, the Municipality entered into a repayment agreement with the GDB
and CRIM to repay a debt of $27.4 million. The principal and interest payments are due on
July 1 of each year through July 1, 2032. The outstanding balance as of June 30, 2014
approximates $22.1 million. The repayment agreement is payable in monthly installments of
$168,685 from unrestricted property tax revenues and bears interest at a fixed interest rate of
6.19%.

During November 2004, the Municipality issued a special obligation refunding note with a
commercial bank for approximately $40 million to refinance certain notes payable to GDB.
The note bears interest at 90-day London Interbank Offering Rate (LIBOR) plus 1.25%
(0.80% at June 30, 2014) and is payable semi-annually ranging from $.06 million to $2.9
million, and matures at various dates through July 1, 2029. The outstanding balance as of
June 30, 2014 approximates $30.4 million. This note will be repaid from unrestricted
property tax revenues.

During June 2006, the Municipality issued a note payable to GDB for $31.4 million. The
note is payable in annual installments through July 2030 ranging from $0.5 million to $2.4
million and will bear interest at 90-day LIBOR plus 1.25 percent (1.50% at June 30, 2014).
The outstanding balance as of June 30, 2014 approximates $25.1 million. The proceeds of
the note were used principally to pay debt incurred in prior years. This note will be repaid
from unrestricted property tax revenues.

During January 2008, the Municipality issued a special obligation note (SON-A) for $36.1
million. The SON-A is payable in annual installments through July 2014 ranging from $5.1
million to $7.0 million and will bear interest at 90-day LIBOR plus 1.25 percent with a
minimum of 5% and maximum of 12% (1.48% at June 30, 2014). The proceeds of the SON-
A were used principally to infrastructure capital outlays. The outstanding balance as of June
30, 2014 approximates $7.0 million. The SON-A will be repaid through sales tax revenues
pledge and account for in the Municipality Redemption Fund.

During January 2008, the Municipality issued a special obligation note (SON-B) for $37.1
million. The SON-B is payable in annual installments through July 2032 ranging from $600
thousand to $3.1 million and will bear interest at 90-day LIBOR plus 1.25 percent with a
minimum of 5% and maximum of 12% (1.48% at June 30, 2014). The proceeds of the SON-
B were used principally for the construction of various capital facilities and other capital
assets. The outstanding balance as of June 30, 2014 approximates $33.3 million. The SON-
B will be repaid through sales tax revenues pledge and account for in the Municipality
Redemption Fund.

In addition, the Municipality entered into a loan agreement with the US Department of
Housing and Urban Development under a Variable Rate Note Guarantee pursuant to Section
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108 of the Housing and Community Development Act of 1974, as amended. The note was
issued to finance the future acquisition and construction of major capital facilities, and allows
borrowings up to a maximum of $72.5 million. The borrowings have an outstanding balance
of approximately $46.4 million and is payable in annual installments ranging from $2.7 to
$6.3 million, mature at various dates through July 2022 and bear interest at 0.2% over 90-day
LIBOR (0.47% at June 30, 2014). This loan agreement will be repaid from future grant
awards received from the Community Development Block Grants (CDBG) program.

On August 24, 2012, the Municipality borrowed $18.7 million from GDB for the purpose of
acquisition of major capital assets. The notes shall bear interests at variable rates (6.00% at
June 30, 2014). The notes are payable in seven (7) annual instalments ranging from $2.1
million to $3.3 million, plus interests, through July 1, 2019. The outstanding balance as of
June 30, 2014 approximates $16.6 million.

On June 28, 2013, the Municipality borrowed $165 million from three commercial banks
through the issuance of Series A, B and C of the 2013 Municipal General Obligation Notes
amounting to $80 million, $60 million and $25 million, respectively, for the purpose of
providing working capital and the financial resources needed to repay certain operating
expenses amounting to $165 million.

e The 2013, Series A, Municipal General Obligation Notes, shall bear interests at rate
of 1.5% over prime rate (4.75% at June 30, 2014). The notes are payable in twenty-
five (25) annual instalments ranging from $1.9 million to $5.1 million, plus interests,
through July 1, 2038.

e The 2013, Series B and C, Municipal General Obligation Notes, shall bear interests at
variable rates (4.25% at June 30, 2014) and are payable in twenty-five annual
instalments ranging from $1.4 million to $3.8 million and from $0.6 million to $1.6
million, respectively, plus interests, through July 1, 2038.

e The outstanding balance as of June 30, 2014 of Series A, B, and C of the 2013
Municipal General Obligations Notes approximate $80.0 million, $60.0 million and
$25.0 million, respectively.

In August 2013, the Municipality borrowed $50.3 million from GDB through the issuance of
Series D of the 2013 Municipality General Obligation Notes for the purpose of providing
working capital and the financial resources needed to repay certain operating expenses and
past due liabilities with suppliers outstanding since 2012. The outstanding balance as of June
30, 2014 approximates $50.3 million. The 2013, Series D Municipal General Obligation
Notes, shall bear interests at variable rates (6.00% at June 30, 2014) and are payable in
twenty-five annual instalments ranging from $700 thousand to $4.2 million, plus interests,
through July 1, 2038.

On January 29, 2014, the Municipality borrowed $5.0 million from a commercial bank
through the issuance of Series E of the 2013 Municipal General Obligation Note. Such notes
were issued for the purpose of acquisition of major capital assets. The notes shall bear interest
at variable rates (7.50% at June 30, 2014). The notes are payable in seven (7) annual
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e.

f

instalments ranging from $650,000 to $785,000, plus interests, through July 1, 2020. The
outstanding balance as of June 30, 2014 approximates $5.0 million.

On June 28, 2014, the Municipality borrowed $29.9 million from GDB for the purpose of
refinance the line of credit agreement that were issued to finance the fourth installment of the
early retirement termination benefit plan and other related debts. The notes shall bear
interests at variable rates (6.00% at June 30, 2014). The notes are payable in ten (10) annual
instalments ranging from $2.1 million to $4.1 million, plus interests, through July 1, 2023.
The outstanding balance as of June 30, 2014 approximates $29.9 million.

The notes with commercial banks are subject to various debt covenants that the management
of the Municipality understands that have been complied with in all material respects, except
for certain covenants for which the Municipality has obtained compliance waivers from the
respective financial institutions at June 30, 2014.

The maturities of notes payable are as follows:

Fiscal year
ending
June 30, Principal Interest
2015 $ 25223022 $§ 26,453,502
2016 19,266,686 27,798,686
2017 20,387,434 26,515,139
2018 21,565,688 25,149,847
2019 22,811,899 23,698,847
2020-2024 110,751,050 96,089,910
2025-2029 83,729,739 65,320,588
2030-2034 72,140,260 37,051,197
2035-2039 66,180,000 12,924,938
Totals $ 442,055,778 $ 341,002,653
Compensated Absences

The government-wide statement of net position includes approximately $27.8 million, $28.8
million and $4.3 million of accrued vacation benefits, accrued sick leave benefits and payroll-
related benefits, respectively, representing the Municipality’s commitment to fund such costs
from future operations. The matured portion of such obligation that is due and payable has
been recorded in the amount of $689 thousand within accounts payable and accrued liabilities
of the general fund at June 30, 2014.

Pension-Related Debt
Pension-related debt includes various obligations of the Municipality with the Employees

Retirement System of the Government of Puerto Rico and Its Instrumentalities for the
repayment of liabilities that resulted from the enactment of various special laws that,
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8.

substance over form, converted the Municipality’s actuarial accrued liability into a fixed
contractual liability to the Cost-Sharing Multi-Employer Defined Benefit Pension Plan that
the Municipality’s employees participate and an early retirement plan.

On September 1, 2010, the Municipality entered into a payment plan of $21.8 million with
the Employees Retirement System of the Government of Puerto Rico and Its Instrumentalities
for the repayment of a pension-related debt that resulted from the enactment of additional
special laws during the years 2006 through 2010.

The pension-related debt of $21.8 million is payable with a first installment payment of $2.5
million made in September 10, 2010 followed by fifty-nine monthly installments of
approximately $0.3 million, including interests at an imputed rate of 5% per annum.

The pension-related debt has been reported in the accompanying government-wide statement
of net position since it is considered an accounting liability resulting from the conversion of
an actuarial liability (off balance sheet obligation) into a liability that must be reported in the
accompanying financial statements. The amount due for pension related debt of $3,690,106 is
due during the fiscal year ending June 30, 2015.

Estimated Liability for Municipal Solid Waste Landfill Post-closure Care Cost

State and federal laws and regulations require the Municipality to place a final cover on the
Municipality’s solid waste landfill site when it stops accepting waste and to perform certain
maintenance and monitoring functions at the site for 30 years after closure. In December
2000, the Municipality’s landfill facilities were closed. Based on current costs, the
preliminary annual estimate of post closure costs has been assessed to be approximately $700
thousand for a period of approximately 22 years. The balance of post closure costs of $15.5
million is reported in the statement of net position. Actual costs may be different due to
inflation, changes in technology, or changes in laws and regulations.

Self-insurance

The Municipality establishes a liability for both reported and unreported insured events,
which includes estimates of both future payments of losses and related claim adjustment
expenses. The following represents changes in those aggregate liabilities for the Fund during
the fiscal year ended June 30, 2014:

Unpaid claims at beginning of year $ 5,281,808
Incurred claims and claim adjustments expenses 5,388,754

Total incurred claims and claim adjustment expenses 10,670,562
Payments (247,128)
Total unpaid claims and claim adjustment expenses at end of year $ 10423434
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Business-type activities

i

Revenue Bonds Payable — Proprietary Fund

On December 15, 2010, the Municipality issued revenue bonds amounting to $55.1 million
for the acquisition of an income-producing real estate property commonly known as
International Center. The bonds are payable in twenty five (25) annual installments
commencing on July 1, 2012 through July 1, 2036. The Municipality shall pay interests on
the bonds at a rate per annum equal to 3.5 percentage points over the London Interbank
Offered Rate (3.97% at June 30, 2014).

Pursuant to the provisions of the revenue bond indentures, the Municipality has pledged and
assigned its right, title and interest in all future revenues to be produced in the operation and
maintenance of the acquired property. In the event that such revenues are not sufficient to
make all debt service payments of principal, interests and premium, if any, on the bonds, the
Municipality will appropriate the necessary portion of its general revenues to cover the debt
service payments due and payable. During the year ended June 30, 2014, the Municipality
transferred $2.9 million from the general fund to cover debt service requirements. In addition,
the acquired property is subject to a mortgage constituted as security for the obligations
evidenced by the bonds issued.

The revenue bonds are subject to several positive and negative covenants that the
Municipality must comply with at all times. The management of the Municipality
understands that all debt covenants have been complied with, in all material respects, at June
30, 2014.

Annual debt service requirements to maturity for bonds payable are as follows:

Fiscal year
ending

June 30, Principal Interest
2015 $ 610,000 $ 2,904,232
2016 660,000 2,928,306
2017 700,000 2,940,257
2018 760,000 2,970,507
2019 820,000 2,998,206

2020-2024 5,100,000 15,414,312

2025-2029 7,320,000 16,360,375

2030-2034 10,510,000 17,768,095

2035-2037 27,501,940 30,668,862

Totals $ 53981940 $ 94,953,154
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PENSION PLANS

a.

Cost-Sharing Multiple-Employer Defined Benefit Pension Plan

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 benefit pension plan established by
the Commonwealth and administered by the Retirement Systems Administration of the
Commonwealth of Puerto Rico. Substantially all full-time employees of the Commonwealth
Municipality 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 employees:
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 credited 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.

Merit Annuity

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

Deferred Retirement Annuity

A participating employee who ceases to be an employee of the Municipality after having
accumulated a minimum of ten years of credited service qualifies for retirement benefits
provided 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 to receive
social security benefits, the pension benefits are reduced by the following:

a. $165 per month, if retired with 55 years of age and 30 years of credited service.
b. $110 per month, if retired with less than 55 years of age and 30 years of credited service.
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c. All other between $82 and $100 per month.
d. Disability annuities under the coordinated plan are also adjusted at age 65 and in some
cases can be reduced over $165 per month.

Non-Coordinated Plan

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

Reversionary Annuity

An ERS member, upon retirement, could elect to receive a reduced retirement annuity giving
one or more benefit payments to his/her dependents. The life annuity payments would start
after the death of the 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 disability.

Non-occupational Disability Annuity

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

Death Benefits

Occupational:

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

b. Children — $10 per month for each child, minor or student, up to a maximum benefit per
family of $100.

Non-occupational:

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

b. Hybrid Defined Contribution Pension Plan

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

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

System 2000 is a hybrid defined contribution plan administered by the Retirement Systems
Administration of the Commonwealth of Puerto Rico, 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 a
minimum of 8.28 percent of the employee’s salary up to a maximum of 10 percent) is
invested as instructed by the employee in an account which either: (1) earns a fixed rate based
on the two-year Constant Maturity Treasury Notes, (2) earns a rate equal to 75 percent of the
return of the ERS’ investment portfolio (net of management fees), or (3) earns 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 will
continue and will be used to fund the cost-sharing multi-employer defined benefit plan.

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

On April 4, 2013, the Governor of Puerto Rico, signed into law Act No. 3 of 2013, which
represents a comprehensive reform of the System. Act No. 3 became effective on July 1,
2013 and amended the provisions of the different benefit structures under the System,
including, but not limited to, the following:

1. 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, and thereafter, all future benefits will accrue under the defined
contribution formula used for System 2000 participants, and will be paid at
retirement through a lifetime annuity.

2. Increased the minimum pension for current retirees from $400 to $500 per month.
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3.

10.

11.

12.

The retirement age for Act No. 447 participants will be gradually increased from age
58 to age 61.

The retirement age for active System 2000 participants will be gradually increased
from age 60 to 65.

Transitioning active participants under Act No. 1 and Act No. 447 to a defined
contribution plan similar to System 2000.

Eliminated the “merit annuity” available to participants who joined the System prior
to April 1, 1990.

The retirement age for new employees was increased to age 67, except for new state
and municipal police officers, firefighters and custody officers, which will be age 58.

The employee contribution rate was increased from 8.275% to 10%.

For System 2000 participants, the retirement benefits will no longer be paid as a lump
sum distribution, instead, they will be paid through a lifetime annuity.

Eliminated or reduced various retirement benefits previously granted by special laws,
including Christmas and summer bonuses. The Christmas bonus payable to current
retirees was reduced from $600 to $200 and was eliminated for future retirees. The
summer bonus was eliminated.

Disability benefits were eliminated and substituted for a mandatory disability
insurance policy.

Survivor benefits were modified.

Funding Policies

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

Municipality and other employers 12.28 percent of applicable payroll

Employees:

Coordination plan: 7.00 percent of gross salary up to $6,600 per
year, plus 10.00 percent gross salary in excess of
$6,600.

Supplementation plan: 10.00 percent of gross salary. This is the only
choice available to policemen, firemen and
mayors
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The contribution requirement to System 2000 is also established by law and is not actuarially
determined. These contributions are as follows:

Municipality and other 9.28 percent of applicable payroll

employers

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

During the fiscal years ended June 30, 2012, 2013 and 2014, the Municipality and the
participating employees contributed at least 92 percent of the required contributions to ERS and
System 2000. The combined actual contributions made by the Municipality and its participating
employees to ERS and System 2000 amounted to $26.6 million, $27.1 million and $28.9 million
for the fiscal years ended June 30, 2014, 2013 and 2012 respectively.

Readers can obtain information of the audited basic financial statements of ERS and System 2000
from the Retirement Systems Administration of the Commonwealth of Puerto Rico (the entity

that administers ERS and System 2000) at PO Box 42003, Minillas Station, Santurce, Puerto Rico
00940-2003.

13. FUND BALANCES

As of June 30 2014, fund balances of governmental funds are comprised of the following:

Debt Capital Other
General service improvements governmental
Fund balances: fund fund bond fund funds Total
Nonspendable:
Long-term interfund advances from
capital improvements bond fund $ 7049516 % - % - 8 -5 7,049,516
Long-term loans receivable - - - 4,680,342 4,680,342
Other unrestricted assets 1,147,545 - - 850,530 1,998,075
Restricted for:
General government 14,076,266 - - - 14,076,266
Public Safety - - - 448,515 448515
Urban development - - - 6,376,439 6,376 439
Health and welfare - - - 6,078,277 6,078277
Economic development - - - 7,051,443 7,051,443
Debt service - 70,965,262 - 6,618,887 77,584,149
Capital projects - - 79,054,935 - 79,054,935
Unassigned (1,098271) - (15,547,020) (16,645291)
Total fund balances $ 21175056 $ 70965262 $ 79054935 $ 16557413 § 187,752,666
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14.

15.

16.

NET INVESTMENT IN CAPITAL ASSETS

The investment in capital assets component of net position, net of related debt, is comprised of
the following:

Business-
Governmental type
activities activities Total
Capital assets, net of accumulated depreciation $ 649028506 $ 51,814405 $ 700,842,911
QOutstanding balance on capital related debt (409,870,000) (53,981,940) (463,851,940)
Unexpended capital debt proceeds 93,878,505 - 93,878,505
Total net investment in capital assets 3 333,037,011 $ (2167535 § 330,869,476

RISK MANAGEMENT

The Risk Management Division of the Municipality is responsible of assuring that the
Municipality’s property is properly insured. Annually, the Risk Management Division compiles
the information of all property owned and its respective market value. After evaluating this
information, the Risk Management Division submits the data regarding the Municipality’s
properties to the Area of Public Insurance at the Department of the Treasury of the Government
of Puerto Rico who is responsible for purchasing all property and casualty insurance policies of
all municipalities. Settled claims have not exceeded commercial coverage in any of the past three
fiscal years.

The Municipality maintains a claims-made policy to provide professional and patient care
liability insurance with liability limits of $300,000 for each medical incident and $2 miilion for
aggregate incidents. The Municipality also obtained tail insurance coverage for incidents
incurred but not reported prior to October 14, 1990. The Municipality has a self-insurance claims
liability of $10.4 million as of June 30, 2014. The Municipality discontinued its self-insurance
program effective July 1, 2014.

COMMITMENTS
a. Operating Leases

The Municipality leases real property, buildings, vehicles and equipment under various
operating lease agreements, which generally have terms of one year or less and are
automatically renewed for the same terms. Rental expenditures recorded in the governmental
funds for the fiscal year amounted to approximately $6.8 million. Management believes that
the summary of the future minimum rental commitments under non-cancelable real property
and equipment lease with terms exceeding one year is not material to the basic financial
statements taken as a whole.

b. Construction

The Municipality had commitments at year-end of approximately $31.6 million for the
construction, improvements, or renovation of several capital facilities and the capital assets.
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17.

¢. Other commitments

At year-end, the general fund had commitments of approximately $36.1 million for executory
purchases orders or contracts that will be honored during the subsequent year.

CONTINGENCIES

The Municipality is a defendant in various legal proceedings pertaining to matters incidental to
the performance of routine governmental operations (including medical malpractice claims to the
Municipality’s Department of Health). Under Public Act No. 104 of June 25, 1955, as amended,
persons are authorized to sue the Municipality only for causes of actions set forth in said Act to a
maximum amount of $75,000 or $150,000 if it involves actions for damages to more than one
person or where a single injured party is entitled to several causes of action. Under certain
circumstances, as provided in Public Act No. 9 of November 26, 1975, as amended, the
Municipality may provide its officers and employees with legal representation as well as assume
the payment of any judgment that may be entered against them. There is no limitation on the
payment of such judgments.

With respect to pending and threatened litigation, the Municipality has reported liabilities of
approximately $4.3 million at year-end, for possible anticipated unfavorable judgments. These
amounts were included in the financial statements and represent the amounts estimated as
probable liabilities, which may require future available financial resources for its payment.
Management believes that any unfavorable outcome in relation to pending or threatened litigation
would not be significant, if any. The changes in the reserve for claim and judgments for the last
two fiscal years are as follows:

2014 2013
Balance as of July 1, as restated $ 14,162313 $ 20,832,777
Add: Provision for claims and judgments 1,045,755 2,309,746
Less: Payments or deductions of claims and judgments (10,904,090) (8,980,210)
Balance as of June 30 $ 4303978 $ 14,162,313

The Municipality, based on the advice of legal counsel, believes that the potential claims not
covered by insurance will not materially affect the financial position, results of operations and
cash flows condition of the Municipality.

The Municipality participates in a number of federal financial assistance programs funded by the
Federal Government. Expenditures financed by these programs are subject to financial and
compliance audits by the appropriate grantor. The “Reports on Compliance and Internal Control
in Accordance with Government Auditing Standards and the Requirements of OMB Circular A-
133" for the fiscal year ended June 30, 2014, disclosed several material instances of
noncompliance with applicable laws and regulations and with internal accounting and
administrative controls. If expenditures are disallowed due to noncompliance with grant
programs regulations, the Municipality may be required to reimburse the grantor. Management
believes that the Municipality will be able to comply with the terms of corrective action plans that
may be requested by the federal grantors.
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18.

SUBSEQUENT EVENTS

The Municipality evaluated subsequent events through December 29, 2014, date through which
the financial statements were available to be issued. Following are the material subsequent
events that the Municipality believes require disclosure.

Effective July 1, 2014, Act No. 18 reduced the statutory municipal sales and usage tax rate from
one point five percent (1.5%) to one point zero percent (1.0%) for all municipalities of Puerto
Rico.

Simultaneously, Act No.19 created the Municipal Finance Corporation (MFC), a subsidiary of
GDB, which is authorized to issue bonds and use other financing mechanisms to directly or
indirectly pay or refinance all or part of the municipal long-term debt incurred that are payable
from or backed by the municipal sales and usage taxes effective July 1,2014.

In order to mitigate the effects of the reductions in the municipal sales and usage tax rate referred
to above, Act No. 18 established the mechanisms to protect the financial stability of the municipal
governments of Puerto Rico by allowing the municipalities to continue receiving the economic
benefits lost as a consequence of the reduction in the statutory municipal sales and usage tax rate
referred to above. For these purposes, effective July 1, 2014, Act No. 18 requires that an amount
equal to zero point five percent (0.5%) of the state sales and usage taxes collected by the
Commonwealth of Puerto Rico be deposited in a special fund to be known as Municipal
Administration Fund (MAF) in the name and for the benefit of each municipality of Puerto Rico.

Accordingly, commencing on July 1, 2014, the Commonwealth of Puerto Rico shall make
advances from the collections arising from the zero point five percent (0.5%) of the state sales
and usage taxes to the MAF of each municipality. The advances shall be made and distributed to
the municipalities on a monthly basis as follows in accordance with Section 4050 of Act No. 1, as
amended:

i.  Forty percent (40%) of the amounts transferred shall be available to cover general
operating expenses of the General Fund of each municipality;

ii.  Forty percent (40%) of the of the amounts transferred shall be available and restricted
in the MFC’s redemption fund to guarantee the repayment of any municipal loan,
bond, note, or other evidence of debt whose repayment source is the monies
deposited therein under the custody of GDB.

iii.  Twenty percent (20%) of the amounts transferred shall be available and restricted in
the capital improvements bond fund to finance the acquisition, construction and
improvement of major capital assets.

Pursuant to the provisions of Act No. 19, on July 1, 2014, the Municipality transferred to MFC all
of its outstanding long-term debt payable and backed with the municipal sales and usage taxes,
and the related accrued interests payable amounting to $70.2 million and $0.4 million,
respectively. The Municipality also transferred to MFC the outstanding balance of the cash held
with fiscal agent and other assets amounting to $11.6 million and $0.9 million, respectively,
which are restricted for the debt service of the debt transferred to MFC. The transfer of those
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assets and liabilities to MFC resulted in an economic benefit of $58.1 million to the Municipality
to be recorded during the fiscal year ending June 30, 2015.

In August 2014, the Municipality borrowed $36.2 million from a commercial bank to finance the
acquisition, construction and improvement of certain major capital assets. The notes shall bear
interests at the rate of four point seventy five percent (4.75%) per annum. The notes are payable
in eight (8) annual principal payments ranging from $0.8 million to $30.0 million, plus interests,
through 2022.

In November 2014, the Municipal Legislature authorized a loan amounting to $53.2 million from
GDB to finance the acquisition, construction and improvement of certain major capital assets.
The notes shall bear interests at the rate of twelve percent (12%) per annum. The notes are
payable in thirteen (13) annual principal payments ranging from $0.7 million to $1.8 million, plus
interests, through 2027.

The Municipality approved a tax amnesty effective from November 1, 2014 to February 28, 2015
in order to provide an opportunity to tax payers to settle old outstanding tax liabilities, as well as
to reach agreements for unassessed tax liabilities.

® ok ok ok ok

74



REQUIRED SUPPLEMENTARY INFORMATION



Municipality of San Juan
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Budgetary Comparison Schedule — General Fund
Fiscal Year Ended June 30, 2014

Actual amounts
(Budgetary
Budgeted Amounts basis) Variance with
Original Final (See Note 1) Final Budget
REVENUES:
Property taxes 3 147,957,895 § 147,957,895 $  144,196528 $ (3,761,367}
Municipal license taxes 126,500,000 126,500,000 124,200,450 (2,299,550}
Sales and usage taxes 87,502,417 87,502,417 52,736,454 (34,765,963)
Construction excise taxes 15,700,000 15,700,000 24,295,343 8,595,343
Charges for services 54,750,167 54,750,167 51,670,317 (3,079,850)
Interests on deposit 6,000,000 6,000,000 4,875,853 (1,124,147)
Intergovernmental grants and contributions 32,139,021 32,139,021 40,421,521 8,282,500
Miscellaneous revenues 6,150,500 6,150,500 4,611,404 (1,539,096)
Other financing sources -
Proceeds fromissuance of notes - - 80,185,000 80,185,000
Total revenues 476,700,000 476,700,000 527,192,870 50,492,870
EXPENDITURES :
Curment:
General government 110,179,669 114,855,805 108,883,686 (5.972,119)
Public safety 56,888,300 55,384,555 54,678,287 (706,268)
Public works 70,412,506 71,355,261 82,872,621 11,517,360
Culture and recreation 13,096,000 13,673,662 14,684,974 1,011,312
Health and welfare 186,342,325 180,255,333 183,444,222 3,188,889
Urban development 8,165,036 7,276,743 1,314,016 (5,962,727)
Economic development 10,058,000 10,426,849 12,669,118 2,242,269
Education 12,444,000 14,357,628 15,000,864 643,236
Debt service:
Principal 5,473,042 5,473,042 30,859,664 25,386,622
Interest 3,641,122 3,641,122 8,089,348 4,448,226
Total expenditures 476,700,000 476,700,000 512,496,800 35,796,800
EXCESS OF REVENUES OVER EXPENDITURES $ - $ - 14,696,070  $ 14,696,070
Explanation of Differences:
urcesfinflows of ri r
Actual amounts (budgetary basis) available for appropration fromthe budgetary companson schedule § 527,192,870
Differences - budgetary basis to GAAP:
Property tax amnesty collections are reported in a non-budget fund as revenues for GAAP purposes 13,197,475
The proceeds fromthe issuance of notes payable are budgetary resources but are regarded as
other financing sources for financial reporting purposes (80,185,000)
Transfers fromcapital improvements bond fund are recorded as interest income for budgetary purposes (3,890,749)
Changes assets and deferred inflows of resources:
Net change in tax, intergovernmental and miscellaneous receivables 4,222,116
Net change in deferred inflows of resources (18,090,330}
Total revenues as reported on the statement of revenues, expenditures, and changes in fund balances $ 442,446,382
Uses/putflows of resources:
Actual amounts (budgetary basis) total charges to approprations from the budgetary comparison schedule $ 512,496,800
Differences - budgetary basis to GAAP:
Prior year encumbrances recorded as current year expenditures for GAAP purpo: 32,084,460
Current year encumbrances recorded as expenditures for budgetary purposes (36,070,237)
Changes other assets and liabilities:
Net change in other unrestricted assets {50,985)
Total expenditures as reported on the statement of revenues, expenditures, and changes in fund balances $ 508,460,038

The accompanying notes to budgetary comparison schedule are an integral part of this schedule.
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1.

STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

a.

Budgetary Control

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

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

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

The annual budget as presented in the Budgetary Comparison Schedule — General Fund is the
budget resolutions at June 30, 2014 representing the original budget. There was one
supplemental appropriation for the year ended June 30, 2014.

O R KK
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Other Governmental Funds Descriptions
Fiscal Year Ended June 30, 2014

SPECIAL REVENUE FUNDS

Special Revenue Funds are established to account for and report the proceeds of specific revenue sources
that are restricted or committed to expenditure for specific purposes other than debt services and capital
projects.

Department of Justice Fund — These funds account for and report federal financial resources restricted
to expenditures for various homeland security and criminal justice programs.

Department of Labor Fund — These funds account for and report federal financial resources restricted to
expenditures related with the Workforce Investment Act (WIA).

Health and Human Services Fund — These funds account for and report federal financial resources
restricted to expenditures for various health services programs, including but not limited to, Community
Services Block Grants, Ryan White Act and Head Start programs.

Housing and Urban Development Fund — These funds account for and report federal financial
resources restricted to expenditures for various housing and urban development, rehabilitation and
assistance programs.

Independent Capital Fund — This fund account for and report federal financial resources restricted to
expenditures for a revolving loan program to small private business for the development of economic and
commercial activity within the limits of San Juan.

Miscellaneous Special Revenue Fund — These funds account for and report miscellaneous financial
resources restricted or committed to expenditures by the Municipality and subsidized in part by Local,
State and Federal resources as well as miscellaneous sources.

Retirement Community Fund — This fund accounts for and reports the financial position and operation
of Comunidad de Retiro. The Comunidad de Retiro Fund is included as part of other governmental funds
and accounts for the financial position and operation of Comunidad de Retiro (the Project). The
Municipality formed the Project for the purpose of operating a 356-unit housing project for the elderly
and/or handicapped. The Project is operated under Section 231 of the National Housing Act, as amended,
and regulated by the U.S. Department of Housing and Urban Development as to rent charges and
operating methods. Legal title of the Project is held by the Municipality. Separate financial statements
of this individual fund can be obtained from the Project’s administrative office:

Condominio Centro de Altamira
Paseo 501 Street, Suite 210
Urbanizacién Altamira

San Juan, Puerto Rico 00920

79



08

€IS 1S6°LS $ LLTLYPS'l $ 69T'TTF6lL  $ O0L6'SSS'IT  § +98°9zS'El  §  L8TWTEL $ 0S6°€88'C 968°06€'1  §
EIv° LSS 91 G88'8LY'1 (S6L°0vL'1) 6TE£°0TS 11 9v1'689°¢ 9L9'VLL L59'98¢€ SIS'8ht
(020°L¥S‘SI) - (yET'LII'S) - (£99'v20’L) (€Z1°S0%) = 2
195'€L5°9T 0L0'LOY'1 6EV'9LE'D 98L'v99'9 EEE'COV01 19L°'v6L LS9'98¢ SIS'8PY
TL8°0£S'S SI8'IL 2 €S CC8'y 9LY'81T 8€0'G8€ % =
LEV'¥9TTI 609°'C 0L9'9£0°C1 - vl 05€'8¥1 = S9€'69
LEV'PITTI 609°'C 0L9'9€0°CI * gy 0se'8vi T $9¢'69
£99°621°6T £8L'S9€ Y6£'9T1'6 1¥9CE SLT'0E8'6 1921049 £€67°L6Y'T 910°CL8
SLS'81 SLS'81 “ ~ : . 5 =
1$+7'050°61 “ LTO'0PY'S - GCE'868°L LL8'966°C 116'991°C 18T'8%S
LE9'090°01 $ 80T'LYE $ L9€'989°C $ Iv9'SE $ 0T6'1L6'l $ v8EYOF'E $§ TBEOLE SEL'PTE $
€16 166°LS $ LLTLYPST  $ 69T°TTF61  $ OL6'SSS'I1T  $ +98°9ZS'El  $  LBT'PTEL $  0S6'€88'C 968°06€'l  §
699'v8¥'TI - 699v8¥°CTI * - = # -
LLT'959'TT [AYA4TAN €01°G8L'E 185 VEQ'Y 909'SE1'01 68€'ELL 790'9L8'1 +82'68¢
0£5'0S8 SI8'IL = 10T°SLI 9L¥'8IT 8€0'S8€E - -
Tre089'y - - Tre'089'y - - - -
78€°80¢ 01Z'€l 01561 IPL'LT] v81°'6Y 129'C6 911°‘9 -
£TS116°8 = 881°CIE'T SOI‘8ES'T 1L Tl LBI6E1'T 067 SE0°9LT
06L°'65Y'8 $ - $ 66L'LIS $ = $ 088'088°'I $ TSO'vEG'E $  T8YI00'I L15°6T8 $
spunj punj punj punj punj punj punj punj
anudAdl [ePads Lunwwed ANUIMAIL [enden juawdojarap EERITS EX aoqej jo usnf jo
13yjo JUWAIN Y [epads juspuadapug ueqan pue uewny juauniedaq jusunjreda(
[elog, STOIUR[[IISTA duisnoy Pue yjeay

spunj anuaial [epads Jay)1Q

Sadue[eq punj pue $32M0SAI
JO SMO[Jut pa1Iajap ‘satiiiqel] |Ti0 L
saoue[eq punj JTI0 |,
(1oyap) paudisseury
PadLISIY
s|qepuadsuoN
SHONVIVE ANNA

S90S JO SMO[JUI PALI3Jap [B10
SuOINQLIIUOI pue sjueid [e1uswuIaA0dI0u]

SHOANOSHY 40 SM OTINI @I IHIAA

satupqel] [e10 L
aqeAed 1sa1a1u1 pue spuog
spunj [e1UaWUISA03 1910 01 ang
saniqel] paniaoe pue ajqeded s1unosoy

SHILITIGVIT

S1assE [B10 L,
juade [eosy Yim yse)
syueq [EI2JaWIWO0D Ul YseD)
:$13sSE PaIOLISaY
S15SE PIIOLIISAIUN 1310
S3SSO[ UEBO[ JOJ SOUBMO[[E 13U ‘J[qEAI3D3I SUEO]
S3JqQEAI031 SNOUE[[IOSTA
spunj [eluawuIaA03 1910 wolj ang
SUOIINQLIIUOD PUE SjULIS [EIUSW UISA03131U]
SIUNOJ9E [Ny Iqnop 10j
3DUBMO][E JO 19U ‘DJqEAIII3] SIUNOIDY
SIHSSV

$I10T ‘0 aunf
Spun. [DIUAUUIIA0D) 42Y)(O)

— 199YS 2oupIDg FUIUIGUIOY)
(091y o11ang Jo yypamuounuo)))

uvnf ung fo {yodrunpy



18

EIF'LSS9T  §  S88'8LY'I (S6L'0VL'1) $ 6TE0TS'II  $ 9rI‘689°E $ 9L9'vLL $ LS9'98¢ $ SI5'8py $
9T EEL’0T 9¢£8°809°1 91T°191'F) 90P'F1#'91 TPL'1SO'S 60P°€L9 $0T°L9¢ 180°6LE
(6¥0'9LLE) (156'6Z1) 1z 0Tr'e (LLO'V68'Y) (965°79¢° 1) L9z 101 £srel PEY 69
SL0'L9€E'9 = 106'8S€'Y (sS1'€0r's) 9T 191'¢S 8VI'0LE'T LSH'61 (LgS'6ED)
(s6z'veT'L) = (86+°08T°1) (SS1°€0p°S) (L66't1T) (PT1'eln) (r86'cH) (LgS'6E1)
0LE'16S°ET o 66£°6€9'S # 65T°90¥'S TLT'E’Y'T 1P¥'T9 -
(F1zericon) ¢ (1s6'6z1) (081'8€6'1) 8L0'60S (858°€TS'9) (188'892°7) (r) 1L6°80T
z19'911'vTl 768°10S'C 996'97Z'91 ¥98°SLY 8TT'E10'1S £96'886'St 86€'698'¢€ 1FL°0v0' 1
€9€°8¢L'1 sLT'ove - - $80°'86%'1 - - -
4884454 [AEX 134 z 2 000°506°¢ = = &
LOE'6T9°T 2 : = LOE'6T9'T - -
6£0°€50°8¢€ 2 TIP'LEY'6 g S6£°09¢ 8LE18'LT oy by "
£80°EV9'Y - Bladdd $98°SLY SLI'YPL - 865°8LE'E -
918'8S1 2 918'8S1 - - - - =
8IL'LES VI - [A 243 - TLT'YIL'T ¥87'6L8°6 - 00009
SLT'19T'1 a 005851 E SLL'TOI'L : * =
98€°820'vY T0E'TT8'l ¥16°509°1 = 0L1°009'0F . > =
06S'v66'T = SLEBTIT ¥ 1€T°1 = # 786't98
TeLLTL'e i 0€6°858 " 818°LOY L68°S6T'8 oce'6t LSLSTT
LBV ELE'ET T 1v6°1LE'T 980°88Z'¥1 P6't86 0LE'68Y LY 780°0TL'EY FSE'698'E TiL'eve'l
66£'9€6 860°vHS 0€EL'8 g 1LS°€8¢ = = b
PL9'E18 - vL9'EI8 - - - - -
ObP'SLETTI EP8°LT8'] 979'6St'El 089°9¢1 1L8°101°LY PeEOILED PSE'698°¢E CIL'6vT'l
9vT'8€8 * 950'9 79T'8T8 876'¢ - ® =
8TL'6 g 2 $ . $ 5 $ - $ 8tL'6 ) g $ - g
spuny punj puny puny puny puny punj puny
anuaaal [epads  Ajlunwwod anuaaal jeyided juswdofaaap LERTREN Joqey jo aonsnl jo
130 judwIAINIY [eads juapuadapuy ugqlin pue ugwny yuswpedaq  judunaedaq
[elog, STOAUB[[IISTA] Buisnoy pue y3j[eal

spunj anuaaaa [eRads 1ay1Q

YVAA 40 NI LV SHONVIVE ANA
AVIA 4O ONINNIOHE.LY SHONVIVE ANNA

(LIDLEA) SIONVIVE
AN NI @SVAEDd@) ASVAUONI LAN

19u *(sasn) saomos Sutdueuty 1310 [B10 |
Spunj [21UaWuIIA0S 19410 01 I9jsuel |
Spunj [21UdWUISA0F IO WOl J3jsues |
(SASN) SHOANOS DNIDNVNIS YHHLO

SHANLIANIIXA (JHANN) YWHA O
SAONIATYE A0 (ADNAIDLEAQ) SSHOXA

samypuadxa [e10 [,
sisaiaiu]
jedioutrg
2914135 192(]
s&epmo eude)
uoneonpyg
1uawdo|aAaap drtwoundy
juowdoraaap urqin)
alejjam pue yieay
U013EaIDAI PUT AININD
snejje ueqin)
Kyajes ongnd
UAWUIAA0S [BIoUID
1juaim)
s SHINLIANAIXH

SaNU3AI [BI0 L
SANUIADL SROIUB[{IISIA
[2207]
[eJapag
SUOTINGLITUO0D pue S1uesd [ejuswuIaA0d1aiu]
susodsp uo sisalau]
$921A198 103 981eY)
*SHNANIATA

PI0T ‘0€ 2unf papus 4oaf st
Spun.J [DIUUIUIIA0D) 42YI0)

-S20UpPg pun,y ul 23Uy, pup SaUMIpuadxsy ‘Sanuanay fo juawiaivis Suiuiquio’)

(021 014314 fo yywamuowuto?))

uvnf ung fo {wdiunpy



STATISTICAL SECTION



Municipality of San Juan

Commonwealth of Puerto Rico
Statistical Section
Fiscal Year Ended June 30, 2014

STATISTICAL SECTION

This part of the Comprehensive Annual Financial Information Report presents detailed information as a
context for understanding what the governmental activities information in the basic financial statements,
note disclosures, and required supplementary information says about the Municipality’s overall financial
position, results of operations and cash flows.

Page

FINANCIAL TRENDS

These schedules contain trend information to help the reader

understand how the Municipality’s financial performance and well-

being have changed over time. 34-89
REVENUE CAPACITY

These schedules contain information to help the reader assess the

Municipality’s most significant local revenue sources, the property tax

and municipal license tax. 90-95
DEBT CAPACITY

These schedules present information to help the reader assess the

affordability of the Municipality’s current levels of outstanding debt

and the Municipality’s ability to issue additional debt in the future. 96-98
DEMOGRAPHIC AND ECONOMIC INFORMATION

These schedules offer demographic and economic indicators to help the

reader understand the environment within the Municipality’s financial

activities take place. 99-100
OPERATING INFORMATION

These schedules contain service and infrastructure data to help the

reader understand how the information in the Municipality’s financial

report relates to the services the government provides and the activities

it performs. 101-103

Source: Unless otherwise noted, the information in these schedules is derived from
the comprehensive annual financial reports and/or the basic financial statements for
the relevant fiscal year. Certain items were reclassified to conform to the current
year presentation.

Note: The laws and regulations of the Commonwealth of Puerto Rico establish
strict confidentiality requirements about taxpayer’s and employer’s information.
Accordingly, this statistical section does not include information about the ten
principal taxpayers of property taxes and municipal taxes, and information about
principal private employers.
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Municipality of San Juan

Commonwealth of Puerto Rico
Property Tax Levies and Collections
Last Ten Fiscal Years

Collected within the Fiscal Year of Total Collections to Date

the Levy Collections in
Tax Levied for the Percentage of Subsequent Percentage of
Fiscal Year Fiscal Year Amount Levy Year Amount Levy

2014, $ 263,214,542 $ 159,769,657 60.70% 64,184,727 $ 223,954,384 85.08%
2013 263,214,542 159,769,657 60.70% 64,184,727 223,954,384 85.08%
2012 299,362,852 201,376,960 67.27% 55,076,419 256,453,379 85.67%
2011 262,744,836 176,744,509 67.27% 48,339,281 225,083,790 85.67%
2010 239,352,137 160,241,499 66.95% 60,692,233 220,933,732 92.30%
2009 223,035,646 147,854,065 66.29% 48,460,848 196,314,913 88.02%
2008 237,779,692 185,900,468 78.18% 31,373,281 217,273,749 91.38%
2007 222,453,686 194,358,542 87.37% 17,466,237 211,824,779 95.22%
2006 222,453,686 192,225,788 86.41% 15,568,206 207,793,994 93.41%
2005 201,210,440 178,475,279 88.70% 11,670,294 190,145,573 94.50%

Source: Municipal Revenue Collection Center.

Note 1: The figures for 2014 disclosed above were estimated since actual information was not readily
available.
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Municipality of San Juan

Commonwealth of Puerto Rico

Assessed Value of Taxable Property

Last Ten Fiscal Years

Fiscal Gross Exempted Exonerated Net Assessed  Tax Effective
Year Valuation Value Value Value Rate
20143 26,627,930,000 3,407,150,005 8,889,249,422 14,331,530,573 8.15%
2013 29,317,201,784 3,407,150,005 8,889,249,422 17,020,802,357 8.15%
2012, 28,880,260,000 2,776,204,488 8,814,054,942 17,290,000,570 8.15%
20114 28,746,074,327 2,763,305,474 8,773,102,406 17,209,666,447 8.15%
20104 27,698,472,939 2419,715471 8,773,878,912 16,504,878,556 7.01%
2009 4,205,118,698 453,199,976 875,713,532 2,876,205,190 7.75%
2008 4,251,598,060 397,563,359 877,948,279 2,976,086,422 7.99%
2007 4,230,664,852 397,563,359 877,948,279 2,955,153,214 7.53%
2006 4,127,182,083 348,451,640 855,064,963 2,923,665,480 7.61%
2005 4,122,437,982 348,451,640 855,064,966 2,918921,376 6.89%

Source: Municipal Revenue Collection Center.

Note: The actual value of taxable property tax has not been reported since the current property tax law
imposes the tax based on the assessed value at 1957 market prices.

Note 1: On July 10, 2009, the Legislature of the Commonwealth of Puerto Rico approved Law No. 37 for
the purpose of, among others, increasing the real property assessed value by ten times and increasing the
exempt portion of real property tax from the first $15,000 of the assessed value to $150,000. These
provisions are effective only for fiscal years 2010, 2011 and 2012.

Note 2: The figures for 2012 disclosed above were estimated since actual information was not readily
available. However, the management of the Municipality concluded that the estimates for 2012 would not

significantly differ from actual figures.

Note 3: The figures for 2014 disclosed above were estimated since actual information was not readily
available.
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Municipality of San Juan
Commonwealth of Puerto Rico

Property Tax Rates

Last Ten Fiscal Years
Real Property

Fiscal General Debt Government

Year Purposes Services of Puerto Rico Total
2014 6.00% 3.50% 1.03% 10.53%
2013 6.00% 3.50% 1.03% 10.53%
2012 6.00% 3.50% 1.03% 10.53%
2011 6.00% 3.50% 1.03% 10.53%
2010 6.00% 3.50% 1.03% 10.53%
2009 6.00% 2.00% 1.03% 9.03%
2008 6.00% 2.00% 1.03% 9.03%
2007 6.00% 2.00% 1.03% 9.03%
2006 6.00% 2.00% 1.03% 9.03%
2005 6.00% 2.00% 1.03% 9.03%

Personal Property

Fiscal General Debt Government

Year Purposes Services  of Puerto Rico Total
2014 4.00% 3.50% 1.03% 8.53%
2013 4.00% 3.50% 1.03% 8.53%
2012 4.00% 3.50% 1.03% 8.53%
2011 4.00% 3.50% 1.03% 8.53%
2010 4.00% 3.50% 1.03% 8.53%
2009 4.00% 2.00% 1.03% 7.03%
2008 4.00% 2.00% 1.03% 7.03%
2007 4.00% 2.00% 1.03% 7.03%
2006 4.00% 2.00% 1.03% 7.03%
2005 4.00% 2.00% 1.03% 7.03%

Source: Finance Department of the Municipality of San Juan.
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Municipality of San Juan
Commonwealth of Puerto Rico

Municipal Licenses Tax Filers by Income Level
Last Ten Fiscal Years

2014
Income Number Percentage  Total Income Percentage
(In thousands) of Filers of Total (In thousands) of Total
$5 - $1,000 22,180 90.05% $ 3510154 16.05%
$1,000 - $100,000 2425 9.85% 13,034,891 59.60%
Over $100,000 25 0.10% 5,323.937 24.34%
24,630 100.00% $ 21,868,982 100.00%
2013
Income Number Percentage  Total Income Percentage
(In thousands) of Filers of Total (In thousands) of Total
$5 - $1,000 22,890 90.38% $ 3,555,701 16.89%
$1,000 - $100,000 2413 9.53% 13,578,014 64.51%
Over $100,000 23 0.09% 3912912 18.59%
25,326 100.00% $ 21,046,627 100.00%
2012
Income Number Percentage  Total Income  Percentage
(In thousands) of Filers of Total (In thousands) of Total
$5 - $1,000 22,869 90.63% $ 3477811 16.85%
$1,000 - $100,000 2,342 9.28% 13,335,280 64.62%
Over $100,000 21 0.08% 3,821,924 18.52%
25,232 100.00% $ 20,635,015 100.00%
2011
Income Number Percentage  Total Income  Percentage
(In thousands) of Filers of Total (In thousands) of Total
$5 - $1,000 22,766 90.67% $ 3,525611 17.11%
$1,000 - $100,000 2,324 9.26% 13,959,370 67.77%
Over $100,000 18 0.07% 3,114,563 15.12%
25,108 100.00% $ 20,599,544 100.00%
2010
Income Number Percentage  Total Income Percentage
(In thousands) of Filers of Total (In thousands) of Total
$5 - $1,000 20,422 90.17% $ 3458912 14.72%
$1,000 - $100,000 2,198 9.70% 13,264,438 56.44%
Over $100,000 29 0.13% 6,777,072 28.84%
22,649 100.00% $ 23,500422 100.00%
(Continued)
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Municipality of San Juan

Commonwealth of Puerto Rico

Municipal Licenses Tax Filers by Income Level
Last Ten Fiscal Years

2009
Income Number Percentage Total Income Percentage
(In thousands) of Filers of Total (In thousands) of Total
$5 - $1,000 20,422 90.17% $ 3458912 14.72%
$1,000 - $100,000 2,198 9.70% 13,264,438 56.44%
Over $100,000 29 0.13% 6,777,072 28.84%
22,649 100.00% $ 23500422 100.00%
2008
Income Number Percentage Total Income Percentage
(In thousands) of Filers of Total (In thousands) of Total
$5 - $1,000 20,987 89.86% $  3,649010 17.76%
$1,000 - $100,000 2347 10.05% 13,761,894 66.97%
Over $100,000 20 0.09% 3,139,838 15.28%
23,354 100.00% $ 20,550,742 100.00%
2007
Income Number Percentage Total Income Percentage
(In thousands) of Filers of Total (In thousands) of Total
$5 - $1,000 20,131 89.46% $ 3551983 17.91%
$1,000 - $100,000 2354 10.46% 13,405,025 67.59%
Over $100,000 18 0.08% 2,876,175 14.50%
22,503 100.00% $ 19,833,183 100.00%
2006
Income Number Percentage Total Income Percentage
(In thousands) of Filers of Total (In thousands) of Total
$5 - $1,000 17,757 88.90% $ 3402152 14.03%
$1,000 - $100,000 2,185 10.94% 13,620,162 56.17%
Over $100,000 32 0.16% 7,224 400 29.80%
19,974 100.00% $ 24246714 100.00%
2005
Income Number Percentage Total Income Percentage
(In thousands) of Filers of Total (In thousands) of Total
$5 - $1,000 16,027 87.74% $ 3,071,341 14.29%
$1,000 - $100,000 2,210 12.10% 12,857,944 59.84%
Over $100,000 29 0.16% 5,559,603 25.87%
18,266 100.00% $ 21488888 100.00%
(Concluded)

Source: Finance Department of the Municipality of San Juan.
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Municipality of San Juan

Commonwealth of Puerto Rico
Municipal Licenses Tax Rates

Last Ten Fiscal Years
Financial Businesses Non-Financial Businesses
Fiscal Year All 1987 Special un(.le‘r $1 $1 million 1987 Special

Law million and over Law
2014 1.50% 1.00% 0.20% 0.50% 0.30%
2013 1.50% 1.00% 0.20% 0.50% 0.30%
2012 1.50% 1.00% 0.20% 0.50% 0.30%
2011 1.50% 1.00% 0.20% 0.50% 0.30%
2010 1.50% 1.00% 0.20% 0.50% 0.30%
2009 1.50% 1.00% 0.20% 0.50% 0.30%
2008 1.50% 1.00% 0.20% 0.50% 0.30%
2007 1.50% 1.00% 0.20% 0.50% 0.30%
2006 1.50% 1.00% 0.20% 0.50% 0.30%
2005 1.50% 1.00% 0.26% 0.50% 0.30%

Source: Finance Department of the Municipality of San Juan.
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Municipality of San Juan
Commonwealth of Puerto Rico

Construction and Bank Deposits

Last Ten Fiscal Years

Commercial Construction

Residential Construction

Square Value in Square Value in
Calendar feet of site (thousands feet of site (thousands
year approved of dollars) approved of dollars)
2014 2,093,196 $ 181,810 422387 $ 22,223
2013 6,733,092 $ 172,591 2,360,150 $ 27,106
2012 2916665 $ 320,833 1,641,086 $ 98,465
2011 594,548 $ 65,400 726649 $ 43,599
2010 435135 $ 51,736 625596 $ 37,536
2009 214812 $ 14,608 1013914 $ 60,525
2008 1,163963 $ 11,561 2350640 $ 182376
2007 618,033 $ 38,891 3466818 $ 83,463
2006 260952 $ 6,558 2,826,717 $ 153,740
2005 130,745 $ 7,058 2233260 $ 110,695
Notes: 1. Office of Permits of the Municipality of San Juan.

2. Commissioner of Financial Institutions.
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SUPPLEMENTARY INFORMATION



Municipality of San Juan
(Commonwealth of Puerto Rico)
Schedule of Expenditures of Federal Awards
For the year ended June 30, 2014

Non-
CFDA Monetary Monetary
Federal Grantor/Pass-Through Grantor/Program or Cluster Title Number Expenditures Expenditures
Department of Agriculture (USDA)
Pass-through from Commomwealth of Puerto Rico Department of Education
National School Lunch Program 10.555 $ 330,515 $ -
Child and Adult Care Food Program 10.558 2,872,865
Total Department of Agriculture (USDA) 3,203,380 -
Department of Housing and Urban Development (HUD}
Direct programs
Mortgage Insurance Rental Housing for the Elderly 14138 - 2,622,369
Section 8 Housing Assistance Pay ments Program 14.195 2,501,892
Community Development Block Grant Cluster
Community Development Block Grants/Entitlement Grants 14.218 10,073,137
Emergency Solutions Grant Program 14.231 822,004
Supportive Housing Program 14.235 1,482,655
Shelter Plus Care 14238 769,057
Home Investment Partnership Program 14.239 5,893,134
Housing Opportunities for Persons with AIDS 14.241 5,989,535
Section 8 Moderate Rehabilitation Cluster
Section 8 Moderate Rehabulitation Single Room Occupancy 14.249 782,418
Lower Income Housing Assistance Program-Section 8
Moderate Rehabilitation 14.856 3,553,855
ARRA-Homeless Prevention and Rapid Re-Housing Program 14.257 2,108
Section 8 Housing Choice Vouchers 14.871 22413514 -
Pass-through from Commormvealth of Puerto Rico/Department of Health
Housing Opportuntties for Persons with AIDS 14.241 2,179,178
Pass-through ffom Commonwealth of Puerto Rico Municipal Affairs Office
Neighborhood Stabilization Program (NSP) 14.256 15,966
Total Department of Housing & Urban Development (HUD) 56,478,453 2,622,369
(continued)
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Municipality of San Juan
(Commonwealth of Puerto Rico)
Schedule of Expenditures of Federal Awards
For the year ended June 30, 2014

CFDA Monetary Non-Monetary
Federal Grantor/Pass-Through Grantor/Program or Cluster Title Number Expenditures Expenditures
Department of Justice (DOJ)
Direct programs
U.S. Marshall Services- PR Fugtive Task Force 16 000 34,404
Drug Enforcement Task 16 579 28,780
Community Prosecution Project Safe Neighborhoods 16.609 127,572
Pass-through from Commonwealth of Puerio Rico Department of Justice
Crime Victim Assistant 16 575 60,004
Total Department of Justice (DOJ) 250,760 -
Department of Labor (DOL)
Direct prograns
Trade Adjustment Assistance 17.245 427,588
Pass-through from Commomwealth of Puerto Rico Right 1o Employment
Admunistration
WIA — Adult Program 17 258 1,239,165
WIA -- Youth Activities 17.259 1,243,404
WIA -- Dislocated Workers 17 260 959,198
Total Department of Labor (DOL) 3,869,355 -
Department of Transportation
Direct programs
Federal Transut Capital Investment Grants 20.500 94,188
Federal Transit Formula Grants 20.507 165,260
Pass-through from Commaonwealth of Puerto Rico/Traffic Safery Comnmussion
Alcohol Impaired Dnving Countermeasures Initiatives 20.601 27,618
Total Department of Transportation (DOT) 287,066 -
Department of Energy
Direct programs
ARRA Energy Efficiency and Conservation Block Grant 81.128 672,924
Total Department of Energy 672,924 -
(continued}
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Municipality of San Juan
(Commonwealth of Puerto Rico)
Schedule of Expenditures of Federal Awards
For the year ended June 30, 2014

CFDA Monetary Non-Monetary
Federal Grantoy/Pass-Through Grantor/Program or Cluster Title Number Expenditures Expenditures
Department of Education (ED)
Direct programs
Federal Pell Grant Program (PELL) 84.063 5,493,755
Federal Supplementary Educational Opportunity Grants 84,007 51,951
Federal Work-Study Program (FWS) 84,033 68,981
TRIO Student Support Services 84.042 357,669
Total Department of Education (ED) 5,972,356 -
Department of Health and Human Services (HHS)
Direct programs
Head Start 93 600 27,820,362
HIV Emergency Relief Project Grants 93914 12,041,955
Consolidated Health Centers 93.224 515,878
Cancer Control 93.399 768,603
Drug Free Communities Support Programs Grants 93.276 1,244,721
Pass-through from Commonwealth of Puerto Rico Families and
Child Administration
Community Services Block Grant 93.569 3,753,904
Pass-through from Commonwealth of Puerto Rico Governor's Office
Special Programs for the Aging-Title I11, Part C-Nutrition Services 93.045 975,181
Pass-through from National Health Institute-WESTAT
National Health Promotion-WESTAT 93,990 408,718
Pass-through from Commonwealth of Puerto Rico Department of Education
Risk Reduction 93.941 181,426
Pass-through from Harvard College
Child Health and Human Development Extramural Research 93 865 486,236
HIV-Infected Children
Total Department of Health & Human Services (HHS) 48,196,984 -
Corporation for National and Community Service
Pass-through from Commonwealth of Puerto Rico Department of Health
Retired and Senior Volunteer Program 94.002 62,396
Foster Grandparent Program 94.011 379,238
Total Corporation for National and Community Service 441,634 -

(continued)
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Municipality of San Juan
(Commonwealth of Puerto Rico)
Schedule of Expenditures of Federal Awards
For the year ended June 30, 2014

CFDA Monetary Non-Monetary

Federal Grantor/Pass-Through Grantor/Program or Cluster Title Number Expenditures Expenditures

Department of Homeland S ecurity
Pass-through from Commonwealth of Puerto Rico Governor's Office
Homeland Security Grant Program 97.067 1,646,015
Total Department of Homeland Security 1,646,015 -

Total expenditures of federal awards $121,018,927 $ 2,622,369

Concluded

See notes to schedule of expenditures of federal awards.
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Municipality of San Juan
(Commonwealth of Puerto Rico)
Notes to Schedule of Expenditures of Federal Awards
For the year ended June 30, 2014

1.

BASIS OF ACCOUNTING

The accompanying schedule of expenditures of federal awards includes the federal grant activity of the
Municipality of San Juan. The information in this schedule is presented in accordance with 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 statements.

SUBRECIPIENTS

During fiscal year 2013-2014, the Municipality disbursed $12,141,049 to sub-recipients for the
realization of healthcare, public service, and housing. The following entities received sub-awards from

the Municipality's federal financial assistance programs:

Federal Program CFDA No Disburse ments
HIV Emergency Relief Project Grants 93.914 $ 8,031,398
Housing Opportunities for Persons with AIDS 14,241 3,248,420
Community Development Block Grant / Entitlement Grants 14.218 691,765
Community Prosecution Project Safe Neighborhoods 16.609 110,938
Community Sevices Block Grant 93.569 58,528
Total $ 12,141,049

Tkdkdk
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Municipality of San Juan
(Commonwealth of Puerto Rico)
PHA Number RQ006

Housing Financial Data Schedule
For the year ended June 30, 2014

111 Cash - Unrestnicted

112 Cash - Restricted - Modemization and Development
113 Cash - Other Restricted

114 Cash - Tenant Securty Deposits

115 Cash - Restricted for Payment of Current Liabilities
100 Total Cash

121 Accounts Receivable - PHA Projects

122 Accounts Recevable - HUD Other Projects

124 Accounts Receivable - Other Govemnment

125 Accounts Receivable - Miscellaneous

126 Accounts Receivable - Tenants

126.1 Allowance for Doubtful Accounts -Tenants
1262 Allowance for Doubtful Accounts - Other

127 Notes, Loans, & Mortgages Recevable - Current
128 Fraud Recovery

1281 Allowance for Doubtful Accounts - Fraud

129 Accrued Interest Recevable

120 Total Recetvables, Net of Allowances for Doubtful Accounts

131 Investments - Unrestnicted

132 Investments - Restricted

135 Investments - Restricted for Payment of Current Liability
142 Prepaid Expenses and Other Assets

143 Inventones

1431 Allowance for Obsclete [nventories

144 Inter Program Due From

145 Assets Held for Sale

150 Total Current Assets

161 Land

162 Buildings

163 Fumiture, Equipment & Machmery - Dwellings

164 Fumiture, Equipment & Machmery - Admmistration
165 Leasehold Improvements

166 Accumulated Depreciation

167 Construction m Progress

14.249 Section 8
Moderate 14.871 14.856 Lower Income
Rehabilitation Housing Housing Assistance
Single Room Choice Program_Section §
Occopancy Vouchers Moderate Total
) 1,705039  § 689,107 § 3883786 8 6277932
1,705,039 689,107 3,883,786 6,277,932
718,444 - - 718,444
718,444 - - 718,444
2423483 689,107 3,883,786 6,996,376
(contmued)
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Municipality of San Juan
(Commonwealth of Puerto Rico)
PHA Number RQ006

Housing Financial Data Schedule
For the year ended June 30, 2014

14.249 Section 8
Moderate
Rehabilitation Single
Room Occupancy

14.871
Housing
Choice
Vouchers

14,856 Lower
Income Housing
Assistance

Program_Section 8

Moderate

Total

168 Infrastructure

160 Total Capital Assets, Net of Accunmlated Depreciation

171 Notes, Loans and Mortgages Recevable - Non-Curment

172 Notes, Loans, & Mortgages Receivable - Non Current - Past
173 Geants Receivable - Non Current

174 Other Assets

176 Investments in Jomt Ventures

180 Total Non-Curment Assets

190 Total Assets $

2,423,483

$

689,107

$

3,883,786

$

6,996,376

311 Bank Overdraft $
312 Accounts Payable <= 90 Days

313 Accounts Payable >90 Days Past Due

321 Accrued Wage/Payroll Taxes Payable

322 Accrued Compensated Absences - Current Portion

324 Accrued Contingency Liability

325 Accrued Interest Payable

331 Accounts Payable - HUD PHA Programs

332 Account Payable - PHA Projects

333 Accounts Payable - Other Govemment

341 Tenant Secunty Deposits

342 Deferred Revenues

343 Current Portion of Long-term Debt - Capital

344 Current Portion of Long-term Debt - Operating Bomowings
345 Other Cumrent Liabilities

346 Accrued Liabilities - Other

347 Inter Program - Due To

348 Loan Liability - Current

376,514

1,662

9,386

483,748

23,715

3,109.470

409,615

3,594,880

310 Total Current Liabilities

378,176

493,134

3,133,185

351 Long-term Debt, Net of Current - Capital Projects/Montgage
352 Long-term Debt, Net of Current - Operating Bomowings

353 Non-current Liabilities - Other

354 Accrued Compensated Absences - Non Current

355 Loan Liability - Non Current

356 FASB 5 Liabilities

357 Accrued Pension and OPEB Liabilities

350 Total Non-Current Liabilities

300 Total Liabilities

378,176

493,134

3,133,185

4,004,495

11

(contmued)



Municipality of San Juan
(Commonwealth of Puerto Rico)
PHA Number RQ006

Housing Financial Data Schedule
For the year ended June 30, 2014

508.1 Invested In Capital Assets, Net of Related Debt
5111 Restncted Net Assets

512.1 Unrestricted Net Assets
513 Total Equity/Net Assets

600 Total Liabibties and Equity /Net Assets

112

14.871 14,856 Lower Income
14.249 Section 8 Housing Housing Assistance
Moderate Rehabilitation Choice Program_Section 8
Single Room Occupancy Vouchers Moderate Total

2,045,307 195,973 750,601 2,991,881
2,045,307 195,973 750,601 2,991,881
$ 2423483 § 689,107 3.883.786 6,996,376
(conitued)



Municipality of San Juan
(Commonwealth of Puerto Rico)
PHA Number RQ006

Housing Financial Data Schedule
For the year ended June 30, 2014

70300 Net Tenant Rental Revenue
70400 Tenant Revenue - Other
70500 Total Tenant Revenue

70600 HUD PHA Operating Grants
70610 Capital Grants

70710 Management Fee
70720 Asset Management Fee
70730 Book Keeping Fee
70740 Front Line Service Fee
70750 Other Fees

70700 Total Fee Revenue

70800 Other Government Grants

71100 Investment Income - Unrestricted

71200 Mortgage Interest Income

71300 Proceeds from Disposition of Assets Held for Sale
71310 Cost of Sale of Assets

71400 Fraud Recovery

71500 Other Revenue

71600 Gain or Loss on Sale of Capital Assets

72000 Investment Income - Restricted

70000 Total Revenue

91100 Adnumistrative Salanes

91200 Auditing Fees

91300 Management Fee

91310 Book-keeping Fee

91400 Advertising and Marketing
91500 Employee Benefit contnbutions - Administrative
91600 Office Expenses

91700 Legal Expense

91800 Travel

91810 Allocated Overhead

91900 Other

91000 Total Operating - Admunistrative

14.249 Section 14.856 Lower
14.871 8 Moderate Income Housing
Housing Rehabilitation Assistance
Choice Single Room Program _Section 8
Vouchers Occupancy Moderate Total
- $ - $ 3,310,625 3,310,625
- - 3,310,625 3,310,625
21,720,165 938,015 261,631 22919811
3,799 - 750 4,549
52,075 - - 52,075
21,776,039 938,015 3,573,006 26,287,060
1,242,685 48,220 140,730 1,431,635
25,000 - - 25,000
177,652 7,679 17,226 202,557
3,056 - - 3,056
251,225 58,502 105,050 414,777
1,699,618 114,401 263,006 2,077,025
(contiued)
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Municipality of San Juan
(Commonwealth of Puerto Rico)
PHA Number RQ006

Housing Financial Data Schedule
For the year ended June 30, 2014

92000 Asset Management Fee

92100 Tenant Services - Salanes

92200 Relocation Costs

92300 Employee Benefit Contnbutions - Tenant Services
92400 Tenant Services - Other

92500 Total Tenant Services

93100 Water

93200 Electricity

93300 Gas

93400 Fuel

93500 Labor

93600 Sewer

93700 Employee Benefit Contnbutions - Utilities
93800 Other Utilities Expense

93000 Total Utilities

94100 Ordinary Maintenance and Operations - Labor

94200 Ordinary Maintenance and Operations - Materials and
94300 Ordinary Matntenance and Operations Contracts

94500 Employee Benefit Contnbutions - Ordinary Maintenance
94000 Total Mamtenance

95100 Protective Services - Labor

95200 Protective Services - Other Contract Costs

95300 Protective Services - Other

95500 Employee Benefit Contnibutions - Protective Services
95000 Total Protective Services

96110 Property Insurance

96120 Liability Insurance

96130 Workmen's Compensation
96140 All Other Insurance
96100 Total insurance Premiums

96200 Other General Expenses
96210 Compensated Absences
96300 Payments in Lieu of Taxes
96400 Bad debt - Tenant Rents
96500 Bad debt - Mortgages

96600 Bad debt - Other

96800 Severance Expense

96000 Total Other General Expenses

14.249 Section 8
14.871 Moderate 14.856 Lower Income
Housing Rehabilitation Housing Assistance
Choice Single Room Program_Section 8
VYouchers Occupancy Moderate Total
15,369 8323 16,072 39,764
6,670 1,599 3483 11,752
22,039 9,922 19,555 51,516
45,088 1,828 4,165 51,081
97,036 4,168 12,825 114,029
142,124 5.99% 16,990 165,110
26,340 - 26,340
26,340 - - 26,340
(continued)
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Mupnicipality of San Juan
(Commonwealth of Puerto Rico)
PHA Number RQ006

Housing Financial Data Schedule
For the year ended June 30, 2014

96710 Interest of Mortgage (or Bonds) Payable

96720 Interest on Notes Payable (Short and Long Term)
96730 Amortization of Bond Issue Costs

96700 Total Interest Expense and Amortization Cost

96900 Total Operating Expenses
97000 Excess of Operating Revenue over Operating Expenses

97100 Extraordinary Maintenance

97200 Casualty Losses - Non-capitalized

97300 Housing Assistance Payments

97350 HAP Portability-In

97400 Depreciation Expense

97500 Fraud Losses

97600 Capital Outlays - Governmental Funds

97700 Debt Principal Payment - Governmental Funds
97800 Dwelling Units Rent Expense

90000 Total Expenses

10010 Operating Transfer In

10020 Operating transfer OQut

10030 Operating Transfers from/to Primary Government
10040 Operating Transfers fromfto Component Unit
10050 Proceeds from Notes, Loans and Bonds

10060 Proceeds from Property Sales

10070 Extraordinary Items, Net Gam/Loss

10080 Special ltems (Net Gain/Loss)

10091 Inter Project Excess Cash Transfer In

10092 Inter Project Excess Cash Transfer Qut

10093 Transfers between Program and Project - In
10094 Transfers between Project and Program - Qut
10100 Total Other financing Sources (Uses)

10000 Excess (Deficiency) of Total Revenue Over (Under) Total

11020 Required Annual Debt Principal Payments

11030 Beginning Equity

11040 Prior Period Adjustments, Equity Transfers and Correction
11050 Changes in Compensated Absence Balance

11060 Changes in Contingent Liability Balance

11070 Changes in Unrecognized Pension Transition Liability
11080 Changes in Special Term/Severance Benefits Liability
11090 Changes in Allowance for Doubtful Accounts - Dwelling
11100 Changes in Allowance for Doubtful Accounts - Other
11170 Administrative Fee Equity

14.871 14.249 Section 8 14.856 Lower Income
Housing Moderate Housing Assistance
Choice Rehabilitation Single Program_Section 8
Vouchers Room Occupancy Moderate Total
1,890,121 130319 299,551 2319991
19,885918 807,696 3213455 23.967,069
20,523,3% 652,081 3253076 24428553
2413517 782400 3,552,627 26,748,544
(637478) 155615 20379 (461,484)
1,899,776 (28970) 227,626 298432
783,009 69,248 502,596 1354853
468,873 468,873
(continued)
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Municipality of San Juan
(Commonwealth of Puerto Rico)
PHA Number RQ006

Housing Financial Data Schedule
For the year ended June 30, 2014

11180 Housing Assistance Payments Equity

11190 Unit Months Available

11210 Number of Unit Months Leased

11270 Excess Cash

11610 Land Purchases

11620 Building Purchases

11630 Fumiture & Equipment - Dwelling Purchases
11640 Fumiture & Equipment - Administrative Purchases
11650 Leasehold Improvements Purchases

11660 Infrastructure Purchases

13510 CFFP Debt Service Payments

13901 Replacement Housing Factor Funds

See notes to housing financial data schedule.

14.249 Section 8
14.871 Moderate 14.856 Lower Income
Housing Rehabilitation Housing Assistance
Choice Single Room Program _Section 8
Vouchers Occupancy Moderate Total
1,576,434 - - 1,576,434
55,632 2,064 5712 63,408
37,844 1,958 5516 45,318
4,821,568 44,300 741,450 5,607,318
(concluded)
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Municipality of San Juan
(Commonwealth of Puerto Rico)

PHA Number RQ006

Notes to Housing Financial Data Schedule
For the year ended June 30, 2014

1.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICY

The Housing Financial Data Schedule is presented on the accrual basis of accounting. Revenues are
recorded when earned and expenses are recorded when a liability is incurred, regardless of the timing
of the related cash flows. Grants and similar items are recognized as revenue as soon as all eligibility
requirements imposed by the provider have been met.

Tkkdhk
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3§83 PARISS

Certified Public Accountants, Tax & Business Advisors

IDEPENDENT AUDITORS’ 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 San Juan

Capital City of Puerto Rico

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the financial statements of the governmental
activities, the business-type activities, the aggregate discretely presented component units, each major
fund, and the aggregate remaining fund information of Municipality of San Juan, Capital City of Puerto
Rico, (the Municipality) as of and for the year ended June 30, 2014, and the related notes to the financial
statements, which collectively comprise Municipality’s basic financial statements and have issued our
report thereon dated December 29, 2014.

Internal Control over Financial Reporting

In planning and performing our audit of the financial statements, we considered Municipality’s internal
control over financial reporting (internal control) 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 Municipality’s internal control. Accordingly, we
do not express an opinion on the effectiveness of Municipality’s internal control.

Our consideration of internal control was for the limited purpose described in the preceding paragraph
and was not designed to identify all deficiencies in internal control that might be material weaknesses 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 deficiencies in internal contro! that we consider to be material weaknesses and
significant deficiencies.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a combination
of deficiencies, in internal control such that there is a reasonable possibility that a material misstatement
of the entity’s financial statements will not be prevented, or detected and corrected on a timely basis. We
consider the deficiencies 2014-II-1 described in the accompanying schedule of findings and questioned
costs to be material weaknesses.

A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is less
severe than a material weakness, yet important enough to merit attention by those charged with

650 Mufioz Rivera Ave. Suite 502 San Juan, PR 00918-4149 « PO Box 195607 San Juan, PR 00919-5607
Phone 787.641.9801+ Fax 787.641.9809 * www.parissicpa.com



governance. We consider the deficiencies 2014-I1-2 described in the accompanying schedule of findings
and questioned costs to be significant deficiencies.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Municipality’s financial statements are free
from material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material
effect on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit, and accordingly, we do not express such an
opinion. The results of our tests disclosed 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 items 2014-1I-3 through 2014-I1-5.

Municipality’s Response to Findings

Municipality’s response to the findings 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 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 our testing 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 audit performed in accordance with
Government Auditing Standards in considering the entity’s internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.

I8 b P

December 29, 2014

Stamp No. E88694 was affixed

to the original of this report

License No. 88 Exp. December 1, 2017, £88604
|BEOLEGIO DE CONTADORES

PUBLICOS AUTORIZADOS
\ E PUERTO RIFQ

120



3U01PARISSI

(ertified Public Accountants, Tax & Business Advisors

INDEPENDENT AUDITORS’ 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 San Juan

Capital City of Puerto Rico

Report on Compliance for Each Major Federal Program

We have audited the Municipality of San Juan, Capital City of Puerto Rico (the Municipality),
compliance with the types of compliance requirements described in the OMB Circular A-133 Compliance
Supplement that could have direct and material effect on each of Municipality’s major federal programs
for the year ended June 30, 2014. 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 is to express an opinion on compliance for each of Municipality’s major federal
programs based on our audit of the types of compliance requirements referred to above. We conducted
our audit of compliance in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Government Auditing Standards, issued
by the Comptroller General of the United States; and OMB Circular A-133, Audits of States, Local
Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133 require that we
plan and perform the audit to obtain reasonable assurance about whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material effect on a major federal
program occurred. An audit includes examining, on a test basis, evidence about Municipality’s
compliance with those requirements and performing such other procedures as we considered necessary in
the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance for each major
federal program. However, our audit does not provide a legal determination of Municipality’s
compliance.

Basis for Qualified Opinion

As indicated in the following table and described in the accompanying schedule of findings and
questioned costs, the Municipality did not comply with certain compliance requirements that are
applicable to its major Federal programs. Compliance with such requirements is necessary, in our
opinion, for Municipality to comply with the requirements applicable to that program.

650 Muiioz Rivera Ave. Suite 502 San Juan, PR 00918-4149 «+ PO Box 195607 San Juan, PR 00919-5607
Phone 787.641.9801+ Fax 787.641.9809 » www.parissicpa.com



Compliance

Federal Awarding Agency Federal Program Requirement Finding No.
Cash
US Department of Education 84.063 Federal Pell Grant Management _ 2014-001
Cash
US Department of Health and Human Services 93.600 Head Start Management _ 2014-001
17.258, 17.259, 17.260 Workforce Cash
US Department of Labor Investment Act Cluster Management  2014-001
14.218 Community Development Cash
US Department of Housing and Urban Development Block Grants Management  2014-001
Cash
US Department of Health and Human Services 93.914 HIV Emergency Relief Management  2014-001
14.241 Housing Opportunities for Cash
US Department of Health and Human Services Persons with Aids Management  2014-001
14.856 Lower Income Housing
Assistance Program - Section 8 Cash
US Department of Housing and Urban Development Moderate Rehabilitation Management  2014-001
14.239 Home Investment Cash
US Department of Housing and Urban Development Partnership Program Management ~ 2014-001
93.569 Community Services Block Cash 2014-001
US Department of Health and Human Services Grant Management  2014-002
14.218 Community Development
US Department of Housing and Urban Development Block Grant Reporting 2014-004
US Department of Health and Human Services 93.914 HIV Emergency Relief Reporting 2014-004
14.241 Housing Opportunities for
US Department of Housing and Urban Development Persons with Aids Reporting 2014-004
93.569 Community Services Block
US Department of Health and Human Services Grant Reporting 2014-004
Program
US Department of Health and Human Services 93.914 HIV Emergency Relief Income 2014-006
Sub-Recipient
US Department of Health and Human Services 93.914 HIV Emergency Relief Monitoring 2014-007
14.239 Home Investment
US Department of Housing and Urban Development Partnership Earmarking 2014-017
Qualified Opinion

In our opinion, except for the noncompliance described in the Basis for Qualified Opinion paragraph,
Municipality complied, in all material respects, with the types of compliance requirements referred to
above that could have a direct and material effect on each of the major programs described in the
preceding paragraph for the year ended June 30, 2014.

Unmodified Opinion on Each of the Other Major Federal Programs

In our opinion, the Municipality complied, in all material respects, with the types of compliance
requirements referred to above that could have a direct and material effect on each of its other major
federal programs identified in the summary of auditor’s results section of the accompanying schedule of
findings and questioned costs for the year ended June 30, 2014.
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Other Matters

The results of our auditing procedures disclosed other instances of noncompliance, which are required to
be reported in accordance with OMB Circular A-133 and which are described in the accompanying
schedule of findings and questioned costs as item 2014-003, 2014-005, 2014-008 to 2014-016. Our
opinion on each major federal program is not modified with respect to these matters.

Municipality’s response to the noncompliance findings 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
response.

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 to above. In planning and performing
our audit of compliance, we considered Municipality’s internal control over compliance with the types of
requirements that could have a direct and material 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
compliance 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 not express an opinion on the
effectiveness of Municipality’s internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal control over compliance
that might be material weaknesses or significant deficiencies and therefore, material weaknesses or
significant deficiencies may exist that were not identified. However, as discussed below, we identified
certain deficiencies in internal control over compliance that we consider to be material weaknesses and
significant deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a
federal program on a timely basis. A material weakness in 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 a type of compliance requirement of a federal
program will not be prevented, or detected and corrected, on a timely basis. We consider the deficiencies
in internal control over compliance described in the accompanying schedule of findings and questioned
costs as items 2014-001, 2014-002, 2014-004, 2014-006, 2014-007 and 2014-017 to be material
weaknesses.

A significant deficiency in internal control over compliance is a deficiency, or a combination of
deficiencies, in internal control over compliance with a type of compliance requirement of a federal
program that is less severe than a material weakness in internal control over compliance, yet important
enough to merit attention by those charged with governance. We consider the deficiencies in internal
control over compliance described in the accompanying schedule of findings and questioned costs as item
2014-003, 2014-005, 2014-008 to 2014-016 to be significant deficiencies.
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Municipality’s response to the internal control over compliance findings 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 response.

The purpose of this report on internal control over compliance is solely to describe the scope of our
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.

LB D radD P3C

December 29, 2014

Stamp No. E88695 was affixed

to the original of this report

License No. 88 Exp. December 1, 2017.

£88695
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Section 1- Summary of Auditor’s Results

Financial Statements

Type of auditors’ report issued

Internal control over financial reporting

1. Material weakness identified?

2. Significant deficiencies that are not to be considered material weakness?
3. Noncompliance material to financial statement noted?

Federal Awards

Internal control over major programs:

1. Material weaknesses identified?

2. Significant deficiencies that are not to be considered material weakness?

3. Type of auditor’s report issued on compliance for major program?

4. Any audit findings disclosed that are required to be reported in
accordance with Circular A-133, Section .510(a)

Identification of Major Programs:

Program of Cluster

e Section 8 Lower Income Housing Assistance Program- Section 8 Moderate
Rehabilitation

Community Development Block Grant / Entitlement Grants Cluster
Housing Opportunities for Persons with AIDS

Section 8 Housing Choice Voucher

Head Start Administration for Youth and Children

HIV Emergency Relief Project Grant

Workforce Investment Act Cluster

e Community Service Block Grant
¢ Federal Pell Grant Program
¢ Section 231 Direct Loan

Dollar threshold used to distinguish between Type A and Type B programs

Auditee qualified as a low-risk auditee?
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Unmodified

Yes
No
Yes

Yes
Yes
Qualified

Yes

CFDA Number
14.856

14.218/14.253
14.241
14.871
93.600
93.914

17.258, 17.259,
17.260
93.569
84.063
14.138

$3,000,000

No



Municipality of San Juan
(Commonwealth of Puerto Rico)
Schedule of Findings and Questioned Costs
For the year ended June 30, 2014

Section 2 — Financial Statement Findings

Finding No. 2014-11-01 Inadequate Accounting Records and Closing Procedures — Material
weakness

Criteria

Article 8.010(a) of the Municipalities Law establishes the Municipality must have an accounting system
that provides for a uniform accounting and financial reporting structure that allows the Municipality to
carry out its responsibilities. The system and related accounting procedures shall permit the preparation
of accurate and complete financial reports that provide complete information regarding the results of
operations for the use of the Municipality, the Municipal Legislature, the Governor, the Secretary of the
Treasury and the Commissioner of Municipal Affairs.

Article 8.010(b) of the Autonomous Municipalities Law establishes that the accounting shall be
maintained by funds and shall be based in general accepted accounting principles as established by the
Governmental Accounting Standards Board.

Article 7.001 (a) of the Autonomous Municipalities Law establishes that the Municipality shall close its
accounting records at year end to allow for the accurate evaluation of the results of operations for the
ensuing fiscal year.

Condition
The Municipality has made modifications to its accounting procedures. However, the following matters
were noted during out audit that still need to be addressed.

¢ The following matters noted affect the overall financial statement preparation and presentation.
Therefore, these are considered to have a significant and material effect on possible errors or
irregularities that the Municipality may not be able to prevent or detect on a timely basis because
of the pervasiveness of each of these matters. The Municipality:

o Does not close its accounting records to prepare financial reports in accordance with
GAAP on a monthly basis for all of its operations. Current monthly procedures are
carried out on a modified budgetary basis and does not provide for an analysis of the
overall financial position and results of operations of each of the Municipality’s funds
and accounts.

o Does not analyze and evaluate accounts balances and transactions on a monthly basis to
ensure that these are free from errors or irregularities. The analysis of most account
balances and transactions is performed once a year as part of the year-end closing
process.

o Does not reconcile periodically and agree amounts in the Municipality’s general ledger
with the corresponding subsidiary of taxes receivable and accounts payable. The
reconciliation of the accounts payable subsidiary with the general ledger is done as part
of the year-end closing process.

o Does not have formal monthly or periodical cut-off procedures to ensure that all
transactions are recorded in the corresponding accounting period.

126



Municipality of San Juan
(Commonwealth of Puerto Rico)
Schedule of Findings and Questioned Costs
For the year ended June 30, 2014

e}

Does not prepare budget vs. actual financial reports periodically to provide information
regarding the year-to-date results of the Municipality’s revenue and expenditure
transactions. Instead, the Municipality monitors its finances through monthly cash flow
reports.

Has a general ledger and related trial balance accounts that appears to be unnecessarily
detailed for an effective and efficient accounting and management.

Does not have an integrated financial reporting structure to allow for the effective and
efficient preparation of the Municipality’s basic financial statements including the
conversion process for the government-wide financial statements. The 2014 basic
financial statements and related conversion was completed after a significant gathering of
formal and informal documents.

® Matters Related to Taxes, Loans and Other Receivables: The Municipality:

o]
o]

Does not have an updated and accurate municipal license tax subsidiary ledger.

Does not have effective and efficient collection and follow up initiatives to collect
amounts due from loans and other receivables, as required by Article 8.003 of the
Autonomous Municipalities Law.

e Matters related to capital assets: The Municipality:

(0]

Does not have a capital assets subsidiary ledger integrated within the accounting system.
Capital assets listings are maintained in excel worksheets. The final amounts presented
in the Municipality’s basic financial statements resulted after significant audit and
management adjustments and corrections.

Does not carry out a periodical reconciliation of the amounts recorded as capital asset
acquisition expenditures with the additions recorded in capital assets accounts. The
reconciliation was done as part of the year-end closing process.

For 2014, the Municipality carried out a project to reconstruct a subsidiary of assets
acquired with federal funds by reviewing all purchases in excess of $5,000 for the past 5
years. Selected mayor items were traced back to physical inventories carried out at the
federal program level. Although progress has been made to account for all assets acquired
with federal funds, the Municipality should continue to refine its procedures to ensure
that all assets are adequately accounted for.

Does not perform a capital assets inventory every two years. Therefore, there is the
possibility that the actual capital assets on hand does not agree with the current list of
capital assets. Accordingly, the Municipality may not prevent or detect on a timely basis
the unauthorized use or disposition of its capital assets.

e  Matters Related to Accounts Payable: The Municipality:

(e}

e}

Does not periodically reconcile the accounts payable subsidiary with the general ledger.
The Municipality makes significant year-end efforts to identify all unrecorded liabilities.
Have few accounts payable and accrual accounts that carry debit balances, indicating the
possibility of errors or over payments.

Does not periodically reconcile the accounts payable with all its suppliers and vendors.
The Municipality reconcile vendor accounts on a case-by-case basis.
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o  Matters Related to Debt: The Municipality:

o Does not account for long term debt balances in its accounting system on a timely basis
nor it has a subsidiary ledger that provides a detail of all its long-term obligations. The
detail of long term debt is prepared as part of the year-end closing process and kept in
electronic worksheets. The long-term debt presented in the government-wide basic
financial statements is assembled from numerous external documents and resources.

o Does not reconcile periodically the debt service payments with the amortization table.
During the year ended June 30, 2014 we noted that the amount withheld by CRIM for the
payment of interest was approximately $1.3 million more than the amount per
amortization tables provided by GDB.

e  Matters Related to Interfund Balances and Transactions: The Municipality
o Does not periodically analyze de adequacy and reasonability of balances due from and to
different funds to determine whether the debtor fund is able to repay the amount due. As
part of the year-end closing process, an analysis was performed over the interfund
balances.

®  Matters Related to Accrued Vacations: The Municipality:

o The Municipality’s payroll process and accrued compensated absences have material
weaknesses in its operations and administration. Considering that the Municipality has
approximately 6,800 to 7,200 employees, the following matters noted are significant
weaknesses on internal control and compliance:

» Accrued compensated absences module of the payroll system is not used.
Instead, the Municipality maintains compensated absences balances informally in
excel worksheets

®» The aforementioned worksheets are not subjected to supervisory review and
validation.

Cause
The Municipality’s financial accounting and reporting structure is not designed to gather the necessary
information efficiently and effectively to permit:

e Periodic analysis of transactions and balances
e Periodic reconciliation among trial balances and subsidiary ledgers

Effect

The overall effect is that the Municipality’s financial information was not complete or accurate to allow
management to make informed and timely decisions. Errors or irregularities may occur and not be
detected on a timely basis. Critical financial information may only be available at year-end, after
extended analysis of accounts and transactions. In addition, management posted a significant number of
adjustments and corrections in order to correct the amounts presented in its current year financial
statements.

Recommendation

The Municipality should continue its efforts to review and revise its current accounting and financial
reporting structure, This includes, among others, the evaluation of the current accounting and financial
reporting software to ensure it meets the necessary standards, establishment or revision of policies and
procedures, establishment of periodic reconciliation and analysis processes and procedures, additional
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training of all personnel related to accounting and financial reporting responsibilities, and establishing a
financial reporting unit. This financial reporting unit should be responsible for overseeing the overall
deployment of the project to ensure that goals are met effectively.

Views of responsible officials

Management agrees with the finding. Significant changes were made to strengthen the 2014 year-end
closing process including engaging outside accounting advisors to assist the Municipality, development of
a detailed year-end work plan and timetable and periodic year-end closing meetings. These changes will
be repeated in the 2015 year-end closing process. As a result of the 2014 audit, we have identified various
areas that we need to address to continue to shorten the year-end closing process and strengthen controls
over certain financial accounting balances and transactions. New procedures will be added to the detailed
year-end work plan to address these areas of concern. In addition, we still need to continue to improve on
our monthly accounting processes and procedures.

Responsible official: Director of Finance
Estimated completion date: September 30, 2015
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Finding No. 2014-1I-2 Deficiency in Internal Controls over Personnel Files

Criteria
Laws and regulations require that personnel files should be kept current and should include all required
documentation.

Condition
During our audit we observed that personnel files are not being kept current and in some instances were
incomplete. In certain instances, we noted that the following information was not included in the files.

e Forms 499-R4, Employees Withholding Allowance Certificate, 1-9 Employment Eligibility
Verification

* Authorization for direct deposit. In order to comply with our requirement management obtained
new direct deposits authorization since the originals could not be located.

* In certain instances, the Change Report (Form SP2) was not updated to reflect the last
compensation rate approved to the employees

Cause
Controls and procedures that require that employee files be current are not carried out consistently and
there is no proper supervision that require compliance with established policy.

Effect

By not keeping personnel files current, the Municipality is exposed to penalties in case of legal claims. In
addition the Municipality could be not in compliance with applicable laws and regulations.

Recommendation
Procedures should be implemented to assure that all personnel files are current and complete in
accordance with laws and regulations.

View of responsible officials
Management agrees with the finding. Safeguard controls over the custody of all supporting documents
will be emphasized through formal communication to all concerning parties.

Responsible official: Director of Finance
Estimated completion date: June 30, 2015
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Finding No. 2014-1I-3 Business Continuity

Condition
A contingency plan to restore operations in case of unforeseen interruptions has not been updated and
tested.

Criteria
A contingency plan, including an alternate processing site must be fuily functional, tested, and ready for
activation at a moment's notice.

Cause
The Municipality’s Disaster Recovery Plan is dated to 2001.

Effect

Critical business functions may not be resumed in a timely and efficient manner in case that an
emergency or disaster renders the computer center inoperative.

Recommendation

The Municipality should update or develop a Business Continuity Plan for its information technology
functions, including its alternate processing facilities. In order to provide full assurance that the alternate
processing facility will work effectively, the plan must be tested by simulating all procedures to be
performed during a real emergency. Currently, there is a contract with Netwave to provide services for
the Oracle applications, therefore those applications may be restored in the event of emergency.

The contingency plan must include not only information systems, but agency-wide disaster recovery
procedures. Procedures should include manual processing of transactions to ensure continuity of
operations until computer processing is restored. These manual procedures should also be simulated on a
periodic basis to assure that all current employees are fully trained to perform their duties in case of a
disaster, or in any case of prolonged system unavailability.

Procedures should be developed to periodically test the plan by simulating an emergency and to perform
any necessary updates for changing business conditions and computer environments on a regular basis.

View of responsible officials

We do not concur with the finding. Copy of the Municipality’s Backup and Recovery Procedures
Manual, which has been updated through May 22, 2014 and is available for inspection. The contingency
recovery period of the Municipality has been estimated between two (2) and four (4) hours after any
unforeseen contingent event. Recovery data held at the designated alternate site in the Netware facilities is
updated on an hourly basis from the primary to the secondary sites pursuant to the data backup and
recovery itinerary. These procedures have been successfully tested on the new Alternate site on
November 2014,

Responsible official: Director of Management and Budget
Estimated completion date: Not applicable
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Finding No. 2014-11-4 Internal Audit

Condition
The Municipality’s information technology (IT) operations may not conform with generally accepted
internal controls.

Criteria
Internal controls in IT operations are critical to mitigating risks of financial misreporting, asset protection,
and efficient operations.

Cause
Internal audit has a limited involvement in Information Systems internal controls.

Effect

Given the use of information systems throughout its operations, internal controls in the Information
Systems functions are a very critical part of the organization. Since there is little involvement by the
Internal audit function, compliance with policies and procedures may not be monitored appropriately, and
recommendations for improvement may not be provided by an independent source.

Recommendation
MS]J should increase the level of involvement of the internal control expertise typically available from an
internal audit function (or outsourced) to perform regular reviews of the following areas:
e Compliance with policies.
System development life cycles of information systems.
Information System Security monitoring
Contingency Planning
IT Operations

View of responsible officials

The Internal Audit Office plans to conduct an audit over certain areas of the Information Systems' Office's
operations and procedures.

Responsible official: Director of Internal Audit
Estimated completion date: September 30, 2015
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Finding 2014-11-5 Security Monitoring

Condition
Information security monitoring functions are not performed effectively.

Criteria

Security Officer functions should include the use of security monitoring software to complement security
controls and assure they are effective and efficient. The Municipality's strategic plan establishes an
Information Security Officer as the position responsible for Information Security and control and for
developing a security plan.

Cause

Although the Municipality's strategic plan establishes an Information Security Officer as the position
responsible for Information Security and control, the Municipality currently does not have a Security
Officer position and has not implemented an application and operating system security monitoring
software. The Municipality's systems have logs which record the system activity that can be available for
review, but this information is available only for an after the fact searching in the event of an
investigation.

Effect

Without regular system security monitoring reviews, the Municipality may not effectively detect
important information security activity such as UserID creation and deletion, changes in privileges,
security violations, system use at unusual hours, login attempts from unauthorized terminals, etc.

Recommendation

The Municipality should have a full-time information system security officer and implement security
monitoring software, in order for the officer to monitor security violations, access to critical files, and the
activity of security administrators.

Security monitoring reports can indicate instances of unauthorized or attempted unauthorized access,
which should be subject to a review, investigation, and corrective or disciplinary action, as appropriate.
Reports should be tailored to specific user activity (such as activity with security administrator ids, critical
file access, program changes, and security policy changes) or specific event related activity (time-specific
activity and recurrent password violations), therefore providing useful and manageable reports that a
security officer would be able to review regularly without having to sort through numerous line entries on
logs.

Security monitoring is best performed by application owners, internal auditors or any independent party
in order to provide assurance for information technology. Super Admin IDs are very powerful tools that
should be monitored regularly by independent personnel.

View of responsible officials

We do not concur with the finding. The Municipality has adopted sound and effective security
monitoring procedures including, but not limited to, strict policies and procedures over network access
controls which have been documented in the Physical and Logical Access Controls and Procedures
Manual, approved in May 2014. Those procedures also provide strict monitoring controls regarding the
use of the broad base of municipal information systems. Those policies and procedures provide guidance
on the systems’ navigation and users’ privileges. Specifically regarding the municipal financial system, a
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double user password validation is required and the user privileges are assigned in conformity with the
user’s approved specific duties.

In the modern Era, security controls are established through usage, access and monitoring policies over
the network and existing vertical applications. Each specialized area has the adequate human resources in
charge of the day-to-day implementation of those security policies established.

The Municipality has two (2) network administrators, which among their responsibilities; establish group
policy controls for users, computers and servers, which allow the simplification of duties, administration
and implementation on a centralized way to maximize all security control aspects of the Municipality.

Responsible Official: Director of Management and Budget
Estimated Completion Date: Not applicable
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Section 3 — Findings As Required by OMB Circular A-133

Finding No. 2014-001 Program Name

CFDA No.: 93.600 Head Start

CFDA No.: 84.063 Federal Pell Grant

CFDA No.: 17.258, 17.259, 17.260 Workforce Investment Act Cluster

CFDA No.: 93.569 Community Services Block Grant

CFDA No.: 93.914 HIV Emergency Relief

CFDA No.: 14.241 Housing Opportunities for Persons with Aids

CFDA No: 14.856 Lower Income Housing Assistance Program —
Section 8 Moderate Rehabilitation

CFDA No: 14.239 Home Investments Partnership

CFDA No: 14.218 Community Development Block Grants

Compliance over Cash Management — Material Weakness

Criteria
Per 24 CFR 85.20, recipients must follow procedures to minimize the time elapsing between the transfer
of funds from the U.S. Treasury and disbursement and establish similar procedures for subrecipients.

Condition

We noted that in certain instances the Municipality did not minimize the time lapse between the
drawdown and receipt of the check by the contractor or the supplier. The exceptions noted are
summarized by Federal program as follows:

Total Exceptions Days
CFDA No. Program Name Sample Noted Lapse
93.600 Head Start 46 items 12 items 7 to 26 days
84.063 Federal Pell Grant Program 40items 30 item 8 to 20 days
17.258,
17259 and  Workforce Investment Act Cluster 14 items 8 items 6 to 22 days
17.260
93.569 Community Services Block Grant 3 Items 1 Item 25 days
94914 HIV Emergency Relief 47 Items 17 Items 5 to 22 days
14.218 Community Development Block Grants 27 items 25 Items 4 to 27 days
Housing Opportunities for Persons with 38 Items 4 items 11 to 25 days
14.241 AIDS
14.239 Home Investments Partnership Program 22 Ttems 18 Items 5 to 33 days
14.856 Lower Income Housing Assistance Program Compared all deposit 7 to 10 days
Section 8 Moderate Rehabilitation per bank statement with

related withdrawals
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Cause

Payment procedures utilized by the Municipality do not allow for precision in determining the time lag
between a request of Federal funds and the payment being made. The current practice is that the
Municipality prepares the check and makes it available for the supplier or the contractor so that they can
personally pick up the check in the Municipality’s premises. The time lag presented above could be the
result of late pick up by the supplier of contractor. However we were unable to validate this situation.

Effect

Failure to drawdown Federal funds on an as-needed basis could result in an interest liability being
incurred.

Questioned Costs
None

Recommendation
We recommend the Municipality to release the checks by immediately upon issuance and contracting the
supplier for immediate pickup, or sending the payment through mail.

Views of responsible officials

We concur with the finding and the independent auditors’ recommendation. As an immediate corrective
action, the Municipality will establish the necessary policies and procedures to drawdown federal funds as
closely as possible to the actual disbursement dates, and checks will be sent by mail to the corresponding
payees within the allowable period of time.

Responsible Official: Federal Program Manager
Estimated Completion Date: June 30, 2015
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Finding No. 2014-002

CFDA No.: 93.569 Community Services Block Grant
Compliance over Cash Management — Material Weakness

Criteria

Per 24 CFR 84.22(b)2, cash advances to a recipient organization shall be limited to the minimum amount
needed and be timed to be in accordance with the actual, immediate cash requirements of the recipient
organization.

Condition

The Municipality is required by the Department of Family of the Commonwealth of Puerto Rico (the
Grantee) to request reimbursements at the end of every quarter. We noted that during the quarter ended
March 31, 2014 the Municipality requested $201,462 in excess of the actual expenses incurred in quarter
resulting in cash received in excess of actual cash needs. Such excess was deducted from the amount
requested in the following quarter.

Cause

The request for reimbursement sent to the Grantee was not reconciled with actual expenses for the quarter
as recorded in Municipality Oracle accounting system, to ensure that the amount requested was in
compliance with the approved process.

Effect

Failure to drawdown Federal funds on an as-needed basis could result in an interest liability being
incurred.

Questioned Costs
None

Recommendation
We recommend the Municipality to enforce the controls over fund request and verify that the request is
made for actual expenditures incurred.

Views of responsible officials

We partially concur with the finding and the independent auditors’ recommendation. However, the
Municipality acknowledges that funding requests exceeded actual program allowable operating costs by
only $189,773 during the quarter ended March 31, 2014. The Municipality adopted an immediate
corrective action in the subsequent quarter ended June 30, 2014 by deducting the excess funding requests
made in the previous quarter from the allowable funding requests of the later quarter.

The Municipality will also review its current policies and will adopt improved procedures to ensure that
all funds are disbursed in accordance with laws and regulations or the terms and conditions of the award.

Responsible Official: Federal Program Manager
Estimated Completion Date: June 30, 2015
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Finding No. 2014-003

CFDA No.: 84.063 Federal Pell Grant Program
Significant Deficiency in Internal Control over Compliance — Eligibility

Criteria

A regular student participating in these federal programs must maintain good standing, or satisfactory
progress (34 CFR sections 668.16, 668.32, 668.34, 690.75, 675.9, 676.9, 674.9, 685.200, 20 USC 1070h;
42 CFR section 57.306; 42 USC 293a (d)(2))-all award programs- 84.063.

Condition
In a sample of 40 students, we noted one (1) student that received Pell Grant awards although he was not
in compliance with the required academic progress.

Cause
A hold status, placed in the student accounts to prevent the students to perform any transactions in the
University, was changed to a warning status in the system to allow the students prepare the academic
program and paid the different fees and tuition but the warning not preclude the students to receive Pell
Grant.

Effect

Ineligible students received student financial assistance under the program.

Questioned Costs
$2,000

Recommendation

The Municipality should establish policies and procedures to ensure that students are evaluated properly
before the approval or disbursement of Federal assistance.

Views of responsible officials
We concur with the finding and the independent auditor’s recommendation. San Juan University College
personnel were trained to implement the revised academic progress standards and procedures, as follows:
¢ Training and guidance was offered to the corresponding staff responsible for the evaluation of the
Students’ Satisfactory Academic Progress.

The Corrective Action Plan submitted with the Single Audit 2012-13 was implemented in August 2014,
Therefore, its application overlapped the start of fall semester 2013-14. As a result of the implementation
of the Corrective Action Plan at the beginning of the semester, it turned out that only one student did not
meet the Satisfactory Academic Progress. Consequently, the aid granted to that student was reimbursed to
the USDE. Two students’ academic evaluation processes per year are currently in place to assure
compliance and to strengthen the processes of evaluation and granting federal financial aid.

Responsible Official: Federal Program Manager/San Juan University College
Estimated Completion Date: Completed
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Finding No. 2014-004

CFDA No.: 93.569 Community Services Block Grant

CFDA No.: 93.914 HIV Emergency Relief

CFDA No.: 14.241 Housing Opportunities for Persons with AIDS
CFDA No.: 14.218 Community Development Block Grant

Compliance over Transparency Act- Material Weakness

Criteria

The Federal Funding Accountability and Transparency Act (FFTA) require the Office of
Management and Budget to maintain a single, searchable website that contains all information on
spending associated with Federal awards. In connection with FFTA, prime recipients were required
to report subawards starting October 1, 2010 with value exceeding $25,000 if the prime contract
award was $550,000 or more. Among the items required to be reported are the name of entity
receiving the award, amount of the award, funding agency, CFDA program number and program
source

Condition
During our audit of the major federal awards programs indicated above, we noted the Municipality
did not complete the subaward reporting requirement under the FFTA.

Cause
The Municipality does not have procedures in place to ensure they meet the reporting requirements of
FFATA.

Effect
The Municipality is not in compliance with the requirements of FFTA and OMB Circular A-133.

Questioned Costs
None

Recommendation
We recommend the reporting requirements be adhered to and the Municipality files the reports for
the above programs as soon as possible.

Views of responsible officials

We concur with the finding and the independent auditors’ recommendation. As an immediate corrective
action, the Municipality will file the required data of all prime contract sub awards in excess of $550,000
made from October 1, 2010 through June 30, 2014 in the corresponding FFTA system promulgated by the
Office of Management and Budget.

Responsible Official: Federal Program Manager
Estimated Completion Date: June 30, 2015
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Finding No. 2014-005

CFDA No.: 93.914 HIV Emergency Relief
Compliance over Eligibility of Individuals — Significant Deficiency

Criteria

Program laws and regulations require that patients of program be recertified every six months. The
primary purpose of the recertification process is to ensure that an individual’s residency, income and
insurance statuses continue to meet the grantee eligibility requirements.

Condition

In a sample of 40 patients, in 31 cases we noted based on the information in each of the patient files that
the recertification were made after the six (6) months period. In addition in three (3) cases in the same
sample evidence about the patient eligibility was not available for our examination.

Cause
The Municipality performs the recertification on an annual basis instead of the six month period.

Effect

The Municipality is not in compliance with program eligibility requirements as per laws and regulations

Questioned Costs
$7,727

Recommendation
The Municipality should establish policies and procedures to ensure that patients are recertified every six
(6) months in accordance with program laws and regulations.

Views of responsible officials

We concur with the finding and the independent auditors’ recommendation. As an immediate corrective
action, the Municipality will carry out recertification procedures on every program participant every six
months. In addition, strict control policies over participant files will be implemented to ensure all
required program eligibility documentation is properly safeguarded and available at all times.

Responsible Official: Federal Program Manager
Estimated Completion Date: June 30, 2015
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Finding No. 2014-006
CFDA No.: 93914 HIV Emergency Relief

Compliance over Program Income- Material Weakness

Criteria

42 USC 300ff-15(e)(1) and (2) requires providers to impose charges if the patient level of income falls
within certain levels of the poverty level table as published Federal Register. Aggregate charges may be
imposed if applicable. The term “aggregate” applies to the annual charges imposed for all without regard
to whether they are characterized as enrollment fees, premiums, deductibles, cost sharing, co-payments,
coinsurance, or other charges for services (42 USC 300ff-15(e)(3)).

Condition
During our test of compliance with program income compliance requirement we noted the following:

e The Municipality was comparing the patient level of income with the 2012 poverty table instead of
using the 2013 poverty level table. A poverty table is published every year.

e In 19 cases in a sample of 40 patients we noted that the Municipality was inconsistent in the treatment
of similar government financial aid included in the determination of the patient income level. In
certain cases foods stamp federal assistance was taken into consideration to determine the patient
income level while in other cases this assistance was not taken into consideration.

e In 3 cases in a sample of 40 patients we noted that when comparing the patient income level with the
current poverty level table, permissible aggregate charges should have been charged to these patients.
The Municipality provided to us a manual card which indicates the patient payment history as proof
that charges were made to the patient. However no program income was reported in the program
financial reports for the fiscal year ended June 30, 2014.

Cause
Lack of detailed uniform policies and procedures for proper determination and recording of program
income.

Effect

The Municipality is not in compliance with the program income compliance requirement as required by
laws and regulations.

Questioned Costs
None

Recommendation

The Municipality should establish policies and procedures that ensure compliance with program income
compliance requirements. Among others these policies and procedures should require that updated
poverty tables be used at all time, detail the information that should be taken into consideration when
determining patient level of income and the identification of patient charges to be reported and recorded
as program income.
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Views of responsible officials

We concur with the finding and the independent auditors’ recommendation. The Municipality will adopt
the necessary policies and procedures to ensure updated poverty tables are always used in evaluating
patient levels of income for applicability of reportable program charges.

Responsible Official: Federal Program Manager
Estimated Completion Date: June 30, 2015
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Finding No. 2014-007

CFDA No.: 93.914 HIV Emergency Relief

Compliance over Sub-recipient monitoring — Material Weakness

Criteria
The Municipality, as a pass through entity of program funds, is responsible for:

Determining sub recipient eligibility

At the time of the subaward, identifying to the subrecipient the Federal award information (i.e.,
CFDA title and number; award name and number; if the award is research and development; and
name of Federal awarding agency)

During the award monitoring the subrecipient’s use of Federal awards through reporting, site visits,
regular contact, or other means to provide reasonable assurance that the subrecipient administers
Federal awards in compliance with laws, regulations, and the provisions of contracts or grant
agreements and that performance goals are achieved.

Ensuring that subrecipients expending $500,000 or more in Federal awards during the subrecipient’s
fiscal year for fiscal years ending after December 31, 2003 as provided in OMB Circular A-133 have
met the audit requirements of OMB Circular A-133 and that the required audits are completed within
9 months of the end of the subrecipient’s audit period; (2) issuing a management decision on audit
findings within 6 months after receipt of the subrecipient’s audit report; and (3) ensuring that the
subrecipient takes timely and appropriate corrective action on all audit findings. In cases of
continued inability or unwillingness of a subrecipient to have the required audits, the pass-through
entity shall take appropriate action using sanctions.

Condition ;
During our test of compliance with the requirements of sub-recipient monitoring we noted the following:

The Municipality engages a certified public accounting firm to perform agreed-upon procedures on its
subrecipients as part of its subrecipient monitoring procedures. The Municipality is not contracting
the agreed-upon procedures on a timely basis to allow for the reports to be issued promptly. At the
time of our fieldwork, the report for fiscal year 2013-2014 had not been issued.

The Municipality performs site visits without establishing a risk assessment process to properly
monitor its subrecipients based on risk evaluation of previous performance. In a sample of six items,
in four cases we noted that no programmatic monitoring was performed. Personnel from the
Municipality explained to us that sub-recipients to be monitored are selected randomly. However the
risk assessment process to select the sub-recipient to be monitored is not documented.

In a sample of 6 sub-recipients that expended more than $500,000 of federal awards in all cases we
noted that the last single audit report available for our examination was not for the most current
period. Current single audit reports were requested and obtained from the sub-recipients following
our request.

After we obtained the single audit reports as explained above we noted that in one case the sub-
recipient’s auditor report that program funds were used to finance costs of other federal awards. In
other two cases the external auditors’ report that the sub-recipients don’t have proper accounting
systems. Since the Municipality did not have current single audit reports no action has been taken on
these findings.
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e In a sample of 6 sub-recipients to review the programmatic monitoring reports we noted that in two
cases the monitoring reports indicates findings. The audits were performed during November and
December 2013. However as of the date our audit procedures no action plan on such findings was
available for our examination.

¢ In the programmatic monitoring performed in November 2013 explained above the findings were
reported to the sub-recipient during August 2014 after we informed the Municipality of the findings
in the report.

e  Although personnel from the Municipality represented to us that they have regular contacts and visits
to the sub-recipients such activities are not documented in monitoring files.

Cause

Policies and procedures related to sub-recipients monitoring activities are not properly implemented. In
addition the Municipality understands that the review and discussion of the agreed-upon procedure
engagement performed by an external accounting firm and the preapproval of all subrecipient expenses is
sufficient to meet the monitoring activities requirements.

Effect

The Municipality is not in compliance with sub-recipient monitoring compliance requirement. There
could be situations in which the sub-recipient is not expending funds in accordance with laws and
regulations and not detected by the Municipality in a timely manner.

Questioned costs
None.

Recommendation

The Municipality should document a formal sub-recipient monitoring process. Monitoring activities are a
continuing process. The scope of such activities should be established on an annual risk analysis and
documented in sub-recipient monitoring plan. Some of the matters to be considered in the monitoring risk
analysis are program complexity, amount of the award, and sub-recipient risk. Regular monitoring
activities such as reports, site visits and regular contacts should be documented. Single audits should be
requested when applicable action should be taken on any finding affecting the program.

In addition, the Municipality should coordinate the performance of the agreed-upon procedures in a way
that permits the issuance of the reports on a timely basis thus allowing the Municipality to be more
effective in its monitoring activities.

Views of responsible officials

We partially concur with the finding and disagree with the severity of the finding. The Municipality
engages a certified public accounting firm to carry out agreed-upon procedures over all our subrecipients
addressing certain compliance requirements including single audit reporting, property and equipment
management, allowable costs, eligibility among other procedures. As part of such procedures, the
accounting firm obtains the most recent single audit reports, reviews the reports and findings as well as
the subrecipients’ corrective action plan. The fieldwork of such agreed-upon procedures pertaining to
fiscal year 2013-2014 have been completed, findings to the subrecipients have been communicated,
responses have been received and we are currently waiting to complete exit meetings for final issuance of
the report in the upcoming weeks. In addition, all disbursements to subrecipients are preaudited before
issuance of funds by reviewing supporting documents that evidence the expense being claimed, annual
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trainings are performed for all subrecipients and site visits are made to selected subrecipients throughout
the year.

The Municipality will emphasize to all of its subrecipients through formal communication, the need for
compliance with timely submission of the single audit reports. In addition, we will plan and coordinate
with our engaged certified public accounting firm to accelerate the completion of our limited-scope audits
for the 2015 audit cycle. In addition, we will improve documentation in files in support for other
monitoring procedures carried out during the year.

Responsible Official: Federal Program Manager
Estimated Completion Date: June 30, 2015
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Finding No. 2014-008

CFDA No.: 14.241 Housing Opportunities for Persons with AIDS
Compliance over Eligibility — Significant Deficiency

Criteria
Program participants should be recertified every year to determine continued eligibility.

Condition
In a sample of 40 participants we noted that in 2 cases the participants were not recertified during the year
in accordance with laws and regulations.

Cause
Internal control policies and procedures with respect to this compliance requirement ate not properly
implemented.

Effect

There could be participants receiving benefits that are not eligible for such benefits under program laws
and regulations.

Questioned costs
$4,342

Recommendation
All program participants should be recertified every year to determine continued eligibility under program
laws and regulations.

Views of responsible officials

We do not concur with this finding. The participants were reevaluated in accordance with the HOPWA
program regulations. According to our records the eligibility of both participants were reevaluated during
the program year. For both cases the reexamination was affective on June 1, 2014.

Responsible Official: Federal Program Manager
Estimated Completion Date: Not applicable
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Finding No. 2014-009

CFDA No.: 14.241 Housing Opportunities for Persons with AIDS
Compliance over Sub-recipient monitoring — Significant Deficiency

Criteria
The Municipality, as a pass through entity of program funds, is responsible for:

e Ensuring that subrecipients expending $500,000 or more in Federal awards during the subrecipient’s
fiscal year for fiscal years ending after December 31, 2003 as provided in OMB Circular A-133 have
met the audit requirements of OMB Circular A-133 and that the required audits are completed within
9 months of the end of the subrecipient’s audit period; (2) issuing a management decision on audit
findings within 6 months after receipt of the subrecipient’s audit report; and (3) ensuring that the
subrecipient takes timely and appropriate corrective action on all audit findings. In cases of
continued inability or unwillingness of a subrecipient to have the required audits, the pass-through
entity shall take appropriate action using sanctions.

Condition
In a sample of 3 subrecipients in all cases the single audit reports were not current. The single audit
reports provided to us were for the fiscal year ended December 31, 2011 and June 2012.

Cause
Policies and procedures related to sub-recipients monitoring activities are not properly implemented.

Effect

The Municipality is not in compliance with sub-recipient monitoring compliance requirement. There
could be situations in which the sub-recipient is not expending funds in accordance with laws and
regulations and not detected by the Municipality in a timely manner.

Question costs
None

Recommendation

Policies and procedures with respect to sub-recipient monitoring should be revised to require that single
audit for applicable sub-recipients be current. Timely action should be taken on any finding affecting the
program.

Views of responsible officials

We do not concur with this finding. The monitoring procedure of the Municipality of San Juan requires
sub-recipients with more than $500,000 in federal receipts, the presentation of a single audit. For the
three cases evaluated by the auditors, the Municipality requested and reviewed the single audits in
accordance with the regulations. As a corrective action for the lack of one single audit, the subgrantee
presented copy of the external auditors’ engagement letter as evidence that the single audit had been
engaged.

Responsible Official: Federal Program Manager
Estimated Completion Date: Not applicable
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Finding No. 2014-010

CFDA No.: 14.856  Project Based Section 8 Vouchers
Compliance over Reporting — Significant Deficiency

Criteria

OMB Circular A-133 requires that reports for Federal awards include all activity of the reporting period,
are supported by applicable accounting or performance records, and are fairly presented in accordance
with governing requirements.

Condition

During our review of the report HUD-52663 for the year ended June 30, 2014 we noted that the report
contained mathematical errors and proper documentation supporting the data in the report was not
provided for our examination. Housing assistance payments and administrative fee as included in the
report had differences of $150,233 and $21,746 respectively when compared with amounts determined
during our procedures.

Cause
There is no proper supervision and review of the federal awards reports.

Effect

The Municipality is reporting erroneous information to the Federal awarding agency.

Question costs
None

Recommendation
The Municipality should review its policies and procedures with respect to Federal awards preparation to
require reconciliation of the report with actual data and proper supervision and approval of such reports.

Views of responsible officials
We concur with the finding and the independent auditors’ recommendations. In order to prevent the

recurrence of the situation a new procedure for VMS reporting and Reconciliation will be prepared.

Responsible Official: Federal Program Manager
Estimated Completion Date: June 30, 2015
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Finding No. 2014-011

CFDA No.: 14.871 Section 8 Vouchers
Compliance over Eligibility — Significant Deficiency

Criteria

The Circular A-102 common rule requires non-Federal entities receiving Federal awards establish and
maintains internal control designated to reasonably ensure compliance with Federal laws, regulations and
program compliance requirements.

Condition

During our test of the program eligibility compliance requirement we noted the following:

e In a sample of 40 participants file in one instance the file did not have the required documentation to
support eligibility. In addition, third party income verification and required inspections were not
available in the file for our review.

e Inasample of 40 participants file in one instance the participant file was not provided to us.

Cause
Internal control was not properly executed to ensure effectiveness and compliance with requirements of
Circular A-102.

Effect

The Municipality could not be in compliance with program eligibility requirement.

Question costs
$13,735

Recommendation
We recommend that internal controls be evaluated to prevent future noncompliance

Views of responsible officials

We concur with the finding and the independent auditors’ recommendation. As an immediate corrective
action, the Municipality will adopt strict control policies over participant files to ensure all required
program eligibility documentation, including the required inspection, is properly safeguarded and
available at all times.

Responsible Official: Federal Program Manager
Estimated Completion Date: June 30, 2015
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Finding No. 2014-012

CFDA No.: 14.871 Section 8 Vouchers
Compliance over Special Tests and Provisions — Significant Deficiency

Criteria

The Circular A-102 common rule requires non-Federal entities receiving Federal awards establish and
maintains internal control designated to reasonably ensure compliance with Federal laws, regulations and
program compliance requirements.

Condition

e In asample of 18 participants file two could not be located in the waiting list provided to us.

e In a sample of 18 participants to test compliance with Reasonable Test required, in two instances the
participant’s file was not provided for our examination

e In a sample of 40 participants to test compliance with Housing Quality Standard Enforcement, in 12
instances the participant’s file was not provided for our examination.

e The schedule of prior year and current year utility allowance was not provided for our examination.

Cause
Internal control was not properly executed to ensure effectiveness and compliance with requirements of
Circular A-102.

Effect

The Municipality may not be in compliance with program waiting list compliance requirement.

Question costs
None

Recommendation
We recommend that internal controls be evaluated to prevent future noncompliance

Views of responsible officials
We concur with the finding and the independent auditors’ recommendations. We have presented a
corrective action plan to HUD that includes the following actions:

e The Municipality will revise the information system (Living) in order to add a module to handle the
waiting list and the PHA preferences. The system must be able to maintain an audit identifying the
user and the date of the transactions.

e The Municipality will obtain training from vendor in the use of the module.

e After the revision to the Information System a new Waiting List will be presented to HUD with the
appropriate information.

This corrective action plan was accepted by HUD.

Responsible Official: Federal Program Manager
Estimated Completion Date: June 30, 2015
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Finding No. 2014-013

CFDA No.: 93.600 Head Start

CFDA No.: 14.218 Community Development Block Grant
CFDA No.: 17.258, 17.259, 17.260 Work Investment Act Cluster

Compliance over Property Management — Significant Deficiency in Internal Control

Criteria

A State shall use, manage, and dispose of equipment acquired under a Federal grant in accordance with
State laws and procedures. Sub-recipients of States who are local governments or Indian tribes shall use
State laws and procedures for equipment acquired under a sub-grant from a State. The requirements for
equipment are contained in the A-102 Common Rule (§.32), program legislation, Federal awarding
agency regulations, and the terms and conditions of the award. The A-102 Common Rule requires that
equipment be used in the program for which it was acquired or, when appropriate, other Federal
programs. Equipment records shall be maintained, a physical inventory of equipment shall be taken at
least once every two years and reconciled to the equipment records, an appropriate control system shall be
used to safeguard equipment, and equipment shall be adequately maintained.

Condition

In fiscal year 2014, the Municipality carried out a project to reconstruct a subsidiary of assets acquired
with federal funds by reviewing all purchases in excess of $5,000 for the past 5 years. Selected mayor
items were traced back to physical inventories carried out at the federal program level. Although progress
has been made to account for all assets acquired with federal funds, the Municipality should continue to
refine its procedures to ensure that all assets are adequately accounted for and that the subsidiary record
contains all documentation required by federal regulation.

Cause
The Municipality is in the process of reconstructing its subsidiary records and the focus at this stage was
over major assets acquired.

Effect

Lack of adequate supporting may expose the Municipality to noncompliance with federal laws and
regulations related to documentation required over assets acquired with federal funds.

Questioned Costs
None

Recommendations
The Municipality must continue its efforts to complete the subsidiary of assets acquired with federal
funds and include all documentation required by federal laws and regulations over all assets.
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Views of responsible officials

We concur with the finding and the independent auditors’ recommendation. The Municipality will
continue to strengthen its procedures over equipment acquired with federal funds and its corresponding
subsidiary record, including expanding the coverage of assets evaluated and documented.

Responsible Official: Director of Finance
Estimated Completion Date: September 30, 2015
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Finding No. 2013-014

Program CFDA No.: 17.258, 17.259, 17.260 Work Investment Act Cluster

Compliance over Reporting — Significant Deficiency

Criteria

Accounting records. Grantees and subrecipients must maintain records which adequately identify the
source and application of funds provided for financially-assisted activities. These records must contain
information pertaining to grant or subgrant awards and authorizations, obligations, unobligated balances,
assets, liabilities, outlays or expenditures, and income, as established by 29CFR Financial reporting,
§97.41 and Performance reporting, §97.40(b).

The Municipality maintains the two accounting system as required by program grantee.

Condition

Management did not provide for our examination a reconciliation of program costs per the two
accounting systems. Therefore, we were unable to determine the amount of the difference, if any, between
the two accounting systems.

Cause
Reconciliations between the two accounting systems are not prepared on a current basis.

Effect

The use of unreconciled accounting records may lead to incomplete or inadequate financial reporting.

Questioned Costs
None

Recommendations

The Municipality should establish a monthly reconciliation process among the two sets of accounting
records to ensure that federal financial reports contain the same information that is recorded in the
Municipality’s official accounting system.

Views of responsible officials

We concur with the finding and the independent auditors’ recommendation. The Municipality will carry
out a monthly reconciliation process among the two sets of records to ensure that federal financial reports
contain the same information that is recorded in the Municipality’s official accounting system.

Responsible Official: Federal Program Manager / ALDL
Estimated Completion Date: June 30, 2015

153



Municipality of San Juan
(Commonwealth of Puerto Rico)
Schedule of Findings and Questioned Costs
For the year ended June 30, 2014

Finding No. 2014-015

Program CFDA No.: 17.258, 17.259 and 17.260 Work Investment Act Cluster

Compliance over Allowable Costs- Significant Deficiency in Internal Control

Criteria
OMB Circular A-87 requires that all expenses charged to a federal program be properly supported.

Condition
In a sample of 40 items in one instance management could not provide the supporting documentation for
an expense charged to the program in the amount of $5,773.

Cause
Internal controls over program allowable costs were not properly implemented.

Effect

The Municipality could be charging unallowable cost to the federal program or is charging costs that are
not properly supported

Questioned Costs
$5,773

Recommendation

The Municipality should revise its controls and procedures to make sure that all charges to a federal
program are properly supported and accounted for in accordance with requirements of OMB Circular A-
87.

Views of responsible officials
We concur with the finding and the independent auditor’s recommendation. The Municipality will revise

its controls and procedures to make sure that all charges to a federal program are properly supported.

Responsible Official: Federal Program Manager
Estimated Completion Date: June 30, 2015
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Finding No. 2014-016

CFDA No.: 14.241 Housing Opportunities for Persons with AIDS
CFDA No.: 14.218 Community Development Block Grant

Compliance over Reporting- Significant Deficiency in Internal Control

Criteria

Per program laws and regulations required reports for Federal awards should include all activity of the
reporting period, are supported by applicable accounting or performance records, and are fairly presented
in accordance with governing requirements.

Condition
During our test of compliance with the reporting requirements of the above referenced programs we noted
the following:

e In the case of CFDA 14.241 Housing Opportunities for Persons with Aids we were not provided
supporting documentation for all the financial data included in report HUD 40110-D

e In the case of CFDA 14.218 Community Development Block Grant financial information
included reports PR-26 Financial Summary, which is used to determine compliance with
earmarking requirement, and report PR-03 Activities Summary Report we were not provided
supporting documentation for all financial data included in such reports.

Cause
Procedures to ensure reports are prepared accurately are not operating effectively.

Effect

The Municipality could be submitting information which is not accurately to Federal agencies

Questioned Costs
None

Recommendation
We recommend that reporting policies and procedures be revised to ensure that all reports are submitted
with accurate data.

Views of responsible officials

We concur with the finding and the independent auditors’ recommendation. The Municipality will adopt
the necessary controls and procedures needed to ensure that all financial data included in the reports
required by HUD are safeguarded and available at all times.

Responsible Official: Federal Program Manager/Housing Program Manager
Estimated Completion Date: June 30, 2015
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Finding No. 2014-017
CFDA No.: 14.239 Home Investment Partnerships

Compliance over Earmarking- Material Weakness

Criteria

A participating jurisdiction may expend for its HOME administrative and planning costs an amount of
HOME funds that is not more than ten percent of the fiscal year HOME basic formula allocation plus any
funds received in accordance with 24 CFR section 92.102(b) to meet or exceed threshold requirements
that fiscal year.

Condition

During our test of the earmarking compliance requirement related to administrative expenses we noted
that the Municipality did not comply with the 10% limit approved by the Federal agency. The actual
percentage of administrative expenses charged to the program during the year ended June 30, 2014 was
23%.

Cause
Oversight over compliance with earmarking requirement was not effective. In addition this event of
noncompliance was not detected by the Municipality’s internal control.

Effect

The Municipality is not in compliance with program earmarking requirement

Question Costs
$271,425

Recommendation
We recommend that the Municipality establish policies and procedures to ensure that administrative costs
does not exceed the 10% maximum.

Views of responsible officials

We do not concur with the finding and the independent auditors’ recommendation. The Municipality did
not exceed the ten percent (10%) limitation for allowable administrative expenditures during the fiscal
year ended June 30, 2014 nor in the previous three fiscal years. For years 2013, 2012 and 2011 the
Municipality expended 1.3%, 8.8% and 9.9% in administrative expenditures, respectively.

Responsible Official: Federal Program Manager
Estimated Completion Date: Not applicable.
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Finding
Reference Questioned
Number Finding Description Cost Finding Current Status
Federal Financial Reports of Federal Transit Administration Cluster
2011-08 . ; ) ;
Were Not Submitted - Corrective action was implemented.
2012-01 General Fund With Accumulated Deficit at June 30, 2012 - Corrective action was implemented.
2012-02 Deficiencies Over Accounting Records - Situation still prevails. See Finding 2014-11-01.
2012-03 Checks Outstanding for More Than Six Months. Corrective action was implemented.
2012-04 Lack of Physical Inventories Over Equipment and Vehicles - Corrective action was implemented.
2012-05 Deficiencies in the Execution of Property Management Procedures - Stuation still prevails. See Finding 2014-111-13.
2012-06 Internal Control Deficiencies on Employees Files Situation still prevails. See Finding 2014-11-02,
2013-11-01 Inadequate Accounting Records and Closing Procedures Situation still prevails. See Finding 2014-11-01.
2013-11-02 Budgetary Deficits Not Amortized in Accordance to Law - Corrective action was implemented.
2013-11-03 Municipal License Tax collections Appropriated for Fiscal Year 2013-

o 14 Used for Expenditures of Fiscal Year 2012-13 Corrective action was implemented.
2013-11-04 Business Continuity Corrective action was implemented.
2013-11-05 Internal Audit - Corrective action was implemented.
2013-11-06 Terminated Employees Corrective action was implemented.
2013-11-07 Security Monitoring - Corrective action was implemented.
2013-11-08 Information Systems Strategic Planning - Corrective action was implemented.

2013-111-1 Material weakness on Compliance With Property Management . Situation still prevails. See Finding 2014-111-13.
2013-111-2 Material Weakness on Compliance Over Transparency Act - Situation still prevails. See Finding 2014-111-04.
2013-111-3 Material Weakness on Compliance Over Federal Pell Grant Eligibility - Corrective action was implemented.
20131114 Material Weakness on Compliance Over Community Services Block
Grant Eligibility - Corrective action was implemented.
20131115 Significant Deficiencies on Compliance Over Allowable Cost/Cost
Principle on HOME Investment Act Grant Corrective action was implemented.
20131116 Material Weakness on Subrecipient Monitoring Over Housing
Opportunities for Persons with AIDS Grant - Situation still prevails. See Finding 2014-I11-09.
Significant Deficiencies Over Outstanding Checks on the Section §
2013-111-7 Housing Choice Vouchers and Housing Opportunities for Persons With
AIDS Grants - Corrective action was implemented.
2013-111-8 Material Weakness on Reporting Over Work Investment Act Cluster Situation still prevails. See Finding 2014-111-14.
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