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| NDEPENDENT AUDI TORGOS REPORT

To the Honorable Mayor and

Member of the Municipal Legislature
Autonomoudunicipality o€aguas

of the Commonwealth of Puerto Rico

Report on the FinancBlatements

We have audited the accompanying financial statements of the governmental activities, each major fund, an
aggregate remaining fund informafiatonbmoudMunicipality ofCaguasof the Commonwealth Blierto
Rico(Municipality)as of ahfor the fiscal year ended JuB@B0and the related notes to the financial statements,

which collectively compvigaicipalith s basi c fi nanci al statements as ||

Management 6s Resporbaterbents i ty for the Financial

Management is responsible for the preparation and fair presentditamcibtlstatemeirt@iccordance with
accounting principles generally accepted in the United StatestbfsAneduides the design, implementation,

and maintamce of internal control relevant to the preparation and fair presentation of financial statements that
free from material misstatement, whether due to fraud or error.

Auditobs Responsibility

Our responsibility is to express opinions on théasesfatantents based on our audibiected our audit in
accordance with auditing standards generally accepted in the United States of America and the standards app!
to financial audits contain@dwernment Auditing Standiasieed by the@ptroller General of the United States.

Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the fil
statements are free of material misstatement.

An audit wolves performing procedures to ald@iwidencabouthe amounts and disclosures in the financial
statementd he procedures selected depend on the audito
material misstatement of the financial statements, whether due to.flaudakiregritrose risk assessments,

the auditor considers internal control relevatutoidipalith) s pr epar ati on and fair p
statements in order to design audit procedures that are appropriate in the circumstatieepubuiseof
expressing an opinion on the effectiveness of the
audit also includes evaluating the appropriatehesacobuntingplicies used and the reasonableness of
signifiant accountimgtimates made by management, as well as evaluatingpfesentiidin of tirgancial

statements.

We believe that our aeditlence we have obtained is sufficient and apprpmiatie ta basis for audit
opinioa

C P Governmental Member of: American Institute of Certified Public Accountants (AICPA)
. . Puerto Rico Society of Certified Public Accountants
Audit O.ualrty Center Enrolled in the AICPA Peer Review Program Since 1988
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Opinions

In our opinion, the financial staterefemted to above present fairly, in all material respects, the respective financial
position of the governmental actigdigs major fund, and the aggregate remaining fund information of the
Autonomous Municipality of Caguasthe Commonwealth Bueto Ricg as of June 30, 20hAnd the

respective changes in financial pasitipiwhere applicable, cash flmssof for the fiscal year then ended in
accordance with accounting principles generally accepted in the United States of America.

Emphasiof-Matter
Newly Adopted Standards

As discussed in Ndte to the financial statements, Mieicipalityadopted new accounting guidance,
Governmental Accounting Standards Board (GASB) Staéhienahmal Reporting for Pension iPéams
amendment of GASB Statement Nand@5ASB Statement NO, Accounting and Financial Reporting for
Nonexchange Financial Guaraeféexgtjve July 1, 200ur opinions is not modified with respect to this matter.

Restatement of Prior Year Fin&taiainents

As discussed in Nafeto the financial statements, th&fl2@hcial statements have been restated to correct
misstatements. Our opinions is not modified with respect to this matter.

Other Matters
Required Supplementary Information

Accouni ng principles generally accepted in the Uni-t
and Analysis gagess through @, and budgetary comparison informapagesil and82 be presented to
supplement the basic financial statements. Such information, although not a part of the basic financial stateme
required by Governmental Accounting Standards Board who considers it to be an essential part of financial ref
for plaing the basic financial statements in an appropriate operational, economic, or historical context. We t
applied certain limited procedures to the required supplementary information in accordance with auditing stan
generally accepted in the UBitdds of America, which consisted of inquiries of management about the methods o
preparing the information and comparing the infor:i
the basic financial statements, and other knowdétigjieededuring 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
us with sufficient evidence to express an opinion or provide any assurance.

C P Governmental
Audit Quality Center
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Supplementary Information

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively compr
Municipalitf s basi c financi al st at e me ndiSectiol SHousamgChacmp a ny |
VoucherBrogramas reqgued by U.S. Department of Housing and Urban Develppge=titbrougi®7, and

the Schedule of Expenditures of Federal Awards, as required by U.S. Office of Management and Budget Circt
133,Audits of States, Local Governments, aRobfitoa@yanizatiorgn pagesd9 througt®4, are presented for

purposes additional analysis and are not requised ffeatbasic financial statements.

The accompanyifpancial Data Scheslil&ection 8 Housing Choice Vouehegsanand theSchedule of
Expenditures of Federal Aveaedthe responsibility of management and was derived from and relates directly to the
underlying accounting and other records used to prepare the financigbstaiefoenegion has been

subjected to the auditing druoes pplied in the audit of iasicfinancial statements apdain additional
procedures, including comparing and reconciling such information directly to the underlying accounting and
records used to prepare the financial statements forataitlestatements themselves, and other additional
procedures in accordanceawithiing standards generally accepted in the United States obAnmginarin
theFinancial Data SchedillSection 8 Housing Choice Vouehegsanand theSchelule of Expenditures of

Federal Awardsefairly state¢h all material respeictselation to the financial statements as a whole.

Other Reporting Required®gvernmental Auditing Standards

In accordance w@bvernment Auditing Stangarlbave also issued our reportliatedbelrd 2014n our
consideration of Menicipalith) s i nt er nal control over financi al r e
provisions of laws, regulations, contracts and grant agreementsnatierotihe purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance and the results ¢
testing, and not to provide an opinion on the internal control over financial cepyiemgcer dhat report is

an integral part of an audit performed in accord@ovemnitient Auditing Standacdasideredlunicipality s

internal control over financial reporting and campliance

WGBS €

CPA Diakartinez, PSC
Certified Pubhccountants & Consultants
License Number 12, expires on December 1, 2016

Caguas, Puerto Rico
Decembei9 2014

Stamp Nd135432vas affixed to
the original report.

C P Governmental
Audit Quality Center
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COMMONWEALTH BBERTARICO MANAGEMENDISCUSSION AMINALYSIS
AUTONOMOUAUNICIPALITOFCAGUAS FOR THEFISCALYEARENDERJUNE30,2014

As management of the Autonomous Municipality of Caguas (hereafter the Municipality), we offer readers ¢
Municipalityds financial statements thi altytor rativ

the fiscal year ended June 3@, @ encourage readers to read the information presented here in conjunction with
the basic financial statements.

Financial Highlights

1 The net position of the Municipality, governmental extiabditidstst the close of the fiscal year by
$240,971,124.

T The government 6s t éMda Statemensof NesPositionrdectedsed by3524,882,866nerdn t
gover nment 6s dby$14,138,548. These sharyes cesuiteal s1%e diedotal net position of
$10,699,318 (net decrease in net position of $10,012,824 plus prior period adjustment of $686,494). Ref
Capital Assets and Debt Administration Section for general information related with the use of funds provid
debtssuance.

T As of the close of the current fiscal year, the
balances of $58,439,973, as restated, after a total and combined net decrease of $5,631,733.

T The Muni ci p ahdspeglongterm debtretldecpaseddy $8,185,326 during the current fiscal
year. The uses of funds were used for infrastructure development, recreational facilities and acquisitio
equipment. Refer to Capital Assets and Debt Administration Seatabrinformgation related with the use
of funds provided by debt issuance.

This discussion and analgsi;mt ended to serve as an introduction |
The Municipalityds b a ®écompbnenisal)goveanmeetdirarciolstatemeritss ¢ o n
2) fund financial statements, and 3) notes to the financial statements (see Figure 1). The basic financial statel
present two different views of the Municipality through the use ofnjestatareatits and fund financial
statements. In addition to the basic financial statements, this report contains other supplemental information th
enhance the readerodos understanding of the financi

This spacés intentionally left in blank.
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COMMONWEALTH BBERTARICO MANAGEMENDISCUSSION AMINALYSIS
AUTONOMOUAUNICIPALITOFCAGUAS FOR THEHSCALYEARENDEDRJUNE30,204

Required Components of Annual Financial Report
Figurel

Autonomous Municipality of Cagua:

Summary » Detail
Basic Financial Statements

The first two statements in the basic financial stateme@s\amthersiide Financial StatemenfBhey
provide both shortandtogr m i nf or mati on about the Municipality

The next statements aréstneernmeral Fund Financial Statementdhese statements focus on the activities of
the individual parts of the Municipal iGowrasentgover n
Wide Financial Statements

The next section of the basic financial statementetés ttue Filancial Statement§he notes to financial
statements explain in detail some of tberdaiaed in those statements.

GovernmentVide Financial Statements (GWFS)

TheGWF& r e designed to provide t he rnenaed.afeWkBravie a br o
short and lostigrm information about the Munibigalityf i nanci al status as a whol e

The Statement of Net Posifpone sent s i nf ormation on all of t he Mi
resources less liabilities defdrred inflows of resources with the difference reported as net position. Over time
increases or decreases in net position may serve as a useful indicator of whether the financial position o
Municipality is improving or deteriorating.

continue
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AUTONOMOUAUNICIPALITOFCAGUAS FOR THEFISCALYEARENDERJUNE30,2014

TheStatement of Activipes e sent s i nformation showing how the Mu
recent fiscal year. All changes in net position are reported as soon as the underlying event giving rise to the cl
occurs, regardleggiwe timing of related cash flows. Thus, revenues and expenses are reported in this statement
some items that will result in cash flows in future fiscal periods (e.g., uncollected taxes and earned but unused vz
leave). Th&tatement of Actigitie focused on both the gross and net cost of various activities (including
governmental, businesg p e , and component unit, i f any). This
analysis of the r evenueesandthadegree t® Wwhich activities aresubdidized by i p
general revenues.

The government al activities include most of the
recreation and general administration. Property taxes arddeeit gradt fundarfice most of these activities.

The governmenide financial statements are included frod¥ plagesyi9of this report.
Governmental Fund Financial Statemeris$s

TheGFF r ovi de a more detailed | ook at the Municiopal
accounts that is used to maintain control over resources that have been segregated for specific activities or obje
The Municipalityel#dl other governmental entities in the Commonwealth of Puerto Rico, uses fund accounting
ensure and reflect compliance (arongaliance) with finarelated legal requirements, such as the General
StatutesorthaiMi i ci pal itybés budget ordinance.

Governmental funds are used to account for those functions reported as governmentaVdEBMiest iof the

the Municipalityds basic services are accounted f«
be converted into caglows and outflows, and what monies are leénat tyedawill be available Brdipg in

the next fiscal year.

Governmental funds are reported using an accounting metbddiedlkctrual basis of accodrtiagnethod

is also known as a current financial resources focus. As &FsRjiyéhihe readers a detailed-wrortview

that helps them determine if there are more or | e
The relationship between government activities (reporBtdtémtre of Net Positiod theStatement of
Activitigsand governmental fuen@slescribed in reconcilistibatarepart of th&FFS

s

The Municipality adopts an annual budgeefor gsrGa | Fund, as required by the
annual budget is a legally adopted document that incorporates input from the citizens of the Municipality
management of the Municipality, and the decisions of the Muniapatcegistatoh services to provide and

how to pay for them. It also authorizes the Municipality to obtain funds from identified sources to finance these ¢
period activities. The budgetary schedule provided for the General Fund demonstratbtuhioipakiil t
complied with the budget ordinance and whether or not the Municipality succeeded in providing the services as p
when the budget was adopted. The budgetary comparison schedule uses the budgetary basis of accounting
presented umj the same format, language, and classifications as the legal budget document. The statement sh
four columns: 1) the original budget as adoptddubiciral egislature; 2) the final budget as amended by the
Municipalegislature; 3) the actuaduases, charges to appropriations, and the final relationship between revenues
and appropriations; and 4) the difference or variance between the final budget and the attkadng=ources an

The governmental funds financial statements are amelpdgddt@hrough4of this report.

Notes to Financial StatemenfEhe notes provide additional information that is essential to a full understanding of
the data provided in the goveraidaaind fund financial statements.

continue



COMMONWEALTH BBERTARICO
AUTONOMOUAUNICIPALITOFCAGUAS

MANAGEMENDISCUSSION AMINALYSIS
FOR THIEISCALYEARENDEDRJUNE30,204

GovernmentVideFinancial Analysis

As noted earlier, net position may serve over tinm
total assets of the Municipality exceeded its liabilities and deferred inflows by $240,971,124 ashef June 30, 201.
Municipalityés net position decreased by $10, 699,
adjustment of $686,494) for the fiscal year ended June 30, 2014.

One of the largest portions of the net position, $277,361,370 efledétsu ni ci pal it yds i nve:
(e.g. land, buildings, infrastructure, and equipment); less any related debt still outstanding that was issued to a
or contract those assets. The Municipality uses these capital assets teprovaitizeas/iconsequently, these
assets are not available for future spending. AIlt
of the outstanding related debt, the resources needed to repay that debt must bermouided, st the
capital assets cannot be used to liquidate these
($36,645,371) represents resources that are subject to external restrictions on how they nmagibmgsed. The re
balance is unrestricted (deficit).

The Municipalityds Net Position

Figure 2
Governmental
Activities
2014 2013

Current and Other Assets $ 108,484,527 $ 127,947,85
Capital Assets 449 233,047 453,849,15
Loan Receivable, Net 730,383 1,483,811
T otal Assets 558,447,957 583,280,82
Current Liabilities 49,501,603 53,146,60
Other Liabilities 267,975,230 278,463,77
Total Liabilities 317,476,833 331,610,38

Net Position:
Net Invested of Capital Assets 277,361,570  270,985,58
Restricted 36,645,371 48,053,93
Unrestricted (Deficit) (73,035,817) (67,369,07
Total Net Position 240,971,124 $ 251,670,44

continue



COMMONWEALTH BBERTARICO MANAGEMENDISCUSSION AMINALYSIS
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The Municipalityds Changes in Net Po.

Figure 3
Governmental
Activities
2014 2013
Revenues:
Program Revenues:
Charges for Services $ 1,328,635 $ 1,250,59
Operating Grants and Contributions 27,371,911 29,639,47|
Capital Grants and Contributions 2,022,386 3,037,00.
General Revenues:
Property Taxes 51,678,096 53,565,16
Volume of Business Taxes 24,735,251 25,805,43
Sales and Usage Taxes 20,580,433 20,604,38]
Intergov ernmental 13,866,470 16,649,89
Construction Excise Taxes 2,991,732 3,107,82
Interest and Investment Income 981,420 816,99
Other 2,147,933 2,058,66
Total Revenues 147,704,267 156,535,43
Expenses:
General Government 40,288,996 44,008,88
Public Safety 9,804,511 11,094,74
Public Works 22,565,224 28,739,56)
Cultural and Recreation 10,120,801 11,963, 26
Health and Welfare 11,994,232 12,994, 56
Economic Development 8,199,012 9,482,71
Housing 11,030,562 11,799,45
Sanitation and Environmental 15,347,716 16,019,81
Education 17,028,422 18,542,11
Interest 10,636,609 11,681,76
Total Expenses 157,016,085 176,326,87
Excess (deficiency) before special items: (9,311,818) (19,791,44
Special Items:
Contributions to Nonprofit Entity (767,917) -
Donated Capital Assets 66,911 -
Net Change in Net Position (10,012,824) (19,791,44
Net Position, Beginning of Year, as Restated 250,983,948 270,775,38
Net Position, Ending $ 240,971,124 $ 250,983,94
continue
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Governmental ActivitidssGov er nment al activities decreased the
decrease in net position of $10,012,824 plus prior period adjustmémei®bycadddunting for almost the total
reduction in the net position of the Mynidifmlielements of this decrease are as follows:

Revenues:

9 Total overall revenues had a net decreased by 5.60 % over prior year. The following categories had the n
changes from prior year:

9 Operating grants and contributions decreasedriat®¥py the aggregated grants reductions of
federal grants.

1 Capital grants and contributions, 38 #&%ly by the reduction of $1,258,111 in the grant for the
urban mass train development.

1 Property taxes 3.5R%ostly as a result of real estate tagasealecread®f$1,887,072.

1 Intergovernmental 16.72%creased by $2,783,428, mainly on the contribution in lieu of tax from the
Puerto Ricobs Power Authority.

Expenses:
Total overall expenses had a net decrease by 10.52 % over prior year.

1 Public wrks decreadby 21.48 % or $6,174,338, mainly on dep(adaioease of approximately $1.7
millions)and that prior year, works on maintenance of streets were made

9 Culture and recreation decddas&5.40 % or $1,842,459, mainly on depreciation expense.

1 EconomiBevelopmendecreased by 13.54% or $1,283,703, mainly on payroll, depreciation, and building
maintenance.

1 General Government decreased by 8.45% or $3,719,886, mainly due to taetimptemeno f pr i o
incentivized retirement pragram

This space is intentionally left in blank.
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COMMONWEALTH BBERTARICO MANAGEMENDISCUSSION AMINALYSIS
AUTONOMOUAUNICIPALITOFCAGUAS FOR THEHSCALYEARENDEDRJUNE30,204

Revenues by Source - Governmental Activities
for the Fiscal Year Ended June 30, 2014

= Other, 5%

® Intergovernmental,
10%

= Operating grants \
and contributions,
19%
= Capital grants and
contributions, 1%

Financial Analysis of the Municipalityds Funds

= Property taxes,
35%

B Sales and usage
and volume of
business taxes,
M%

As noted earli¢ine Municipality uses fund accounting to ensure and deowmpiiaate with finarelated
legal requirements.

Governmental FundsThe f ocus of the Municipality®és-+degnover nme
inflows, outflows, and balances of usable resources. Such information is ugefutinhagsesBiu ni ci pal i t
reqguirements. Speci fically, unassigned fund bal ar

available for spending at the end of the fiscal year.

At June 30, 2014, the governmental funds of the Mepicipadits combined fund balance of $58,439,973 as
restated. This amount represents a decreased of $5,631,733 or 8.79% over last year. Following is a summary
most relevant funds6é change when compared to prio

General Furidrhe general fundeaues decreased by $1.74 million and the expenditures decreased by $11.73
million. Debt issuance produced additional net decrease in financial resources of $13.3 and an increas
transfers out of $1 million for a negative net change of $1 owithategppr

Capital ProjecFundi Revenues from capital psofecd increased by $1.31 million and expenditures
increased by $1.47 million, as long as most of the constructions in process were completed during the year
fund balance increased &ssalt of fundeansfeedfrom debt service of $4.73 million, for a net change of
expenditures over revenues of $4.31 million.

continue
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Debt Service Fundevenue from debt service fund increased by $4.58 million, as a resohltdqirtorsyear
from the property tax amnesty act of 2011, whil
to capital project fund for $4.7 million for net change $347 thousand.

Health and Human Services-f8tafted this year as a nfajod for financial statement presentation, the
revenues decreased by $1.36 million and the expenditures decreased by $1.33 million for a net change in
balance of $47.5 thousand

Other Governmental Fundsvenues decreased by $11.98 million, mainly, for the preSeaittiamaf

Human Services fasdmajor fund as per above. And also the expenditures decreased by $13.67 million for tk
above presentation on Health and Human Services Fundomheagthéunds, revenues increased by $768
thousand on other federal funds and expenditures decreased by $171 thousand, resulted on a net change of
thousand

General Fund Budgetary Highlights Dur i ng t he f i scal agehanged,acdding t he
to the latest results and ordinances and resolutions approved by the Mayor and the Municipal Legislature. Gen
budget amendments fall into one of three categories: 1) amendments made to adjust the estimates that are u:
pre@re the original budget ordinance once exact information is available; 2) amendments made to recognize
funding amounts from external sources, such as Federal and State grants and from appropriation from prior ye:
balance; and 3) increases imppations as a result of cash surplus from prior period to supplement capital projects
funding and general government activities.

This space is intentionally left in blank.
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MANAGEMENDISCUSSION AMINALYSIS
FOR THIEISCALYEARENDEDRJUNE30,204

Original Transfers Final

Resources:
Property Taxes $ 33,908,849 $ - $ 33,908,84
Volume of Business Taxes 25,200,000 - 25,200,00,
Sales and Usage Taxes 16,740,000 - 16,740,00
Construction Excise Taxes 9,838,600 - 9,838,60
Intergovernmental 14,486,266 - 14,486,26
Interest and Investment Income 1,100,000 - 1,100,00
Rent and Other Resources 4,126,875 3,120,083 7,246,95
Fines and Penalties 320,000 - 320,00(

Amounts Available for Appropriation 105,720,590 3,120,083 108,840,67
Expenditures Charged to Appropriations:
General Government 39,775,545 3,153,208 42,928,75
Public Safety 10,747,469 (723,542) 10,023,92
Public Works 14,871,588 2,176,731 17,048,31
Culture and Recreation 5,575,809 (153,472) 5,422,33
Health and Welfare 12,053,461 (237,379) 11,816,08
Economic and Social Development 6,266,018 (331,764) 5,934,25
Housing 1,030,894 (49,997) 980,89
Sanitation and Environmental 12,727,688 (353,663) 12,374,02
Education 2,672,118 (360,039) 2,312,07

Total Charges to Appropriations 105,720,590 3,120,083 108,840,67
Excess of Resources Over Appropriations $ - $ - $ -

The following were most significdgetary transactions:

1 The original General Fund appropriation for fiscal year 2014 was $105,720,590 which is less than the
year appropriations by $3,059,563 and which was later increased by $3,120,083.

1 Actual budgetary transactions generatezkss & resources over appropriatBih263,79due to
the following:

A Actual revenues were less than budgeted amouh@91819$ This result was, mainly, as a
combination of a decreaseoimstruction excise ta¥$8,871,024), volume of bssinaxes
($477,643) and intergovernmental and interest revenues for ($520,009); and an increase in prope
taxessales and usage taxes, fines, rent and other reven @85&5%2,

A Actual appropriations resulted in an economy of $3,638,02Bstlyicklaged with a decrease in
all programmatic functions.

continue
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AUTONOMOUAUNICIPALITOFCAGUAS FOR THEFISCALYEARENDERJUNE30,2014

Capital Asset and Debt Administration

Capital asset§ The Municipalityés capital assets for i ts
$449,233,04(het of accumulated depreciation). The depreciation expense for the fiskhRyaliowas S

additions to infrastructure and other capital assé® 9naitkoh. Retirements of capital assets, mainly computer
software, during year w@@1®7. These assets include buildings, roads and bridges, land, machinery and
equipment, park and recreatioligefscind vehicles.

The Municipalityds Capital Assets

(Net oDepreciation)
Figure 5
Total
2014 2013

Capital Assets Not Being Depreciated
Land and Improvements $ 95176,316 %  89,261,64
Construction in Progress 3,566,329 5,857,65
Works of Art 2,217,567 2,217,56

Total Not Being Depreciated 100,960,212 97,336,86
Capital Assets Net of Depreciation
Facilities and Improvements 61,382,578 69,424,97
Buildings and Improvements 73,906,344 67,419,32
Infrastructure 204,506,356 212,223,39
Equipment and Vehicles 8,477,557 7,444,59

Total Net of Depreciation 348,272,835 356,512,29
Total Capital Assets Net of Depreciation $ 449,233,047$% 453,849,157

Addi tional i nf or ma tassetsrcanda founchoa Ndtkul 2 df the Basic IFinancjalbSsaterneatsp. i

Major additions to constructions in progress (disbursements of more than $100,000) as of June 30, 2014 are as f

Project Amount
Construction of "Recreo Deportivo del Sureste" $ 1,384,26
Construction of "Hacienda Ramonita y Los Cubanos” 104,66(

3 1,85,00

continue
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COMMONWEALTH BBERTARICO MANAGEMENDISCUSSION AMINALYSIS
AUTONOMOUAUNICIPALITOFCAGUAS FOR THEFISCALYEARENDERJUNE30,2014

LongTerm Delsi As of June 30, 2014, Vhumicipality had total bonded debt outstanding of $272,333,937 all of
which is debt backed by the full faith and credit of the Municipality.

The Municipalityds Outstanding Debt
LongTerm Debts

Figure 6
Governmental
Activities
2014 2013
General Obligation Bonds $190,044,936 $183,991,26
Special Obligation Bonds 78,889,000 92,728,00
Federal Loan 3,400,000 3,800,00
Total $272,333,936 $280,519,26

The Municipalityds8,185326a2.9%)during thenfiscal yedre2@14, pramariy diue oy$7.45
million issued in special loans and bonds for operational purposes, payments of $15.6 million and a current ref
of $27.6 million.

Addi tional i nf or maern deksttcandafoundoe Notd ddof thee Basia Finaricigl Statermentsn ¢

The Commonwealth of Puerto Rico limits the amount of general obligation debt that a municipal government car
to 10 percent of the total assessed value of taxa
2009, the GovernmédrRwerto Rico enacted the Special Act, Declaring a State of Fiscal Emergency and Establishi
an Integrated Fiscal Stabilizing Plan to Save the Credit of Puerto Rico (Public Law 7). Among other things, th
introduced a new way to view the RealyRmpetion (sd&bte 13 of the accompanying financial statements).

Also, the Municipality has a sales tax redemption fund, composed of .2% of the .5% of the municipal sales ta
portion of 1.5%, to support the debt service fund capacityn Bleigifiomdta other variables, is used to calculate
the Municipalityés borrowing capacity, along with

Summary of Local Economy

The Municipality of Caguas was founded in 1775. Caguas has the fifth largest population of Puerto Rico with bour
that encompass an area of approximately 59.07 square miles, and according to the 2010 Puerto Rico Comn
Survey the population of &aguas 142,893. It was estimated by the US Census that the population of Puerto Rict
had an overall decrease of over 19,000 citizens during the last 15 months ended on July 2012. Notwithstanding,
also estimated that from the larges municipalijes,aCs had t he | owest decr ease
jurisdiction is bounded on the North by the Municipalities of San Juan and Trujillo Alto, on the South by the Munici
of Cayey and San Lorenzo, on the East, by the Municipalities df Saurdlooesuzo, and on the West by the
Municipalities of Aguas Buenas and Cidra.

The largest employers in Caguas are the State and the Municipal governments, AvoAVEaterprises, 8/almo6 s
Club and Amigo Supermarket retail chains, Kmart Corp.T&Dbstlgkeens, Home Depot, and Mylan
Pharmaceuticals.

continue
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COMMONWEALTH BBERTARICO MANAGEMENDISCUSSION AMINALYSIS

AUTONOMOURUNICIPALIT®FCAGUAS FOR THEEISCALYEARENDERJUNE30,204
The Municipaliy 6s economy has an industry composition s
Municipalities. I n the 1960 0largestamrourit ¢f #he lova ecanbrayc t u r

but by the m&venties the manufacturing share of employment had declined to a lower percentage.
Major Industries and Services (including government)

Government ServiceBhe governmental service is the largestaf@mployment in the Municipality, accounting

for the largest quantity of employment. The Municipal government sector remains stable in relation to the past
Government sector includes a diversity of employment areas such as educatoseeléctiiovatay supply,

police, public works, culture and recreation, health, legal service, and others.

Health ServicesAs a major regional medical center, the medical services industry is one of the largest employer:
the area. It includes thepely owned hospitals, FBEtAPablo and Hospital Menonita, formerly San Juan Bautista.
These facilities provide primary, secondary and tertiary health services to the residents of Caguas and adjacent
towns, and are responsible for establishohgyaloging strategies and programs designed to promote health,
prevent diseases and early detection and diagnosis of health problems. They promote adequate health treatme
rehabilitation services as well.

Caguas is included tilmn Rehfeo rQmw npmroongweaanh.t hTolse H&@mmmo n w
consists of comprehensive health insurance coverage for quatibyirggriesidents of Puerto Rico through a
managed care system. Under the Health Reform program, the GovernmentseldterthrBigh a bidding

system, one private health insurance company in each of several designated regions of Puerto Rico and pays
insurance company the insurance premiums for each eligible beneficiary within such region. The Municipality
$7..8 million to the Puerto Ricobés Health Administr:
by the Government of Puerto Rico for its citizens. Caguas participates in this program not only as a health prc
through its faddit, but also as an Independent Provider Association (IPA) sharing with insurers the health insural
risk.

Education The Interamerican University of Puerto Rico (IU) established a new facility in Caguas that started
operations in January 2013. @itlenicalniversity colleges eagerly compete to attract more students to their
classrooms. The tendency of students coming to Caguas represents a new governmental challenges and ¢
economic opportunities.

Trade (retail and wholesal®)e trade sectis the strongest growing sector in the area. Many major national chains
suchasWdlart, Costco, Walgreends, Home Depot, and Off
relatively stable levels of consumer spending.

Economic and BudgeidHlights for the Fiscal Year Ending June 36, 201

Governmental ActivitiesThe consolidated budget for fiscal ye@02814ill be $159 million, representing a
decrease of $3 million when compared with fiscal year ended June 30, 2014(bPrefitirtg facwesresidential

and industrial developments), city tax, and revenues from permits and fees are expected to remain the same a
year projections (without considering afunthteainsfer).

Requests for Information

This report is designed to provide an overview of
Questions concerning any of the information found in this report or requests for additional information shou
directed té&iutonoma@Municipality of Caguas, Office of the Mayor, P.O. Box 907, Caguas, Puefid®ico, 00726
orhttp://www.caguas.qgov.pr
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STATEMENT AQ¥ETPOSITION
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AUTONOMOURUNICIPALITY @BAGUAS JUNE30,2014
GOVERNMENT
ACTIVITIES
ASSETS:
Current Assets:
Cash and Investments $ 39,390,00¢
Cash with Fiscal Agent 48,261,67!
Amount to be Received 5,930,00(
Receivables (Net):
Sales and Usage Taxes 1,480,70¢
Volume of Business Taxes 370,820
Due from Governmental Units 1,622,65(
Federal Grants 11,425,48¢
Other 3,183
Total Current Assets 108,484,52
Non-Current Assets:
Loans Receivables, Net 730,383
Land, Improvement and Construction in Progress 100,960,21.
Other Capital Assets [Net of Accumulated Depreciation] 348,272,83!
Total Non-Current Assets 449,963,43I
TOTAL ASSETS __558,447,95
LIABILITIES:
Current Liabilities:
Accounts Payable 7,344,80:
Accrued Expense 1,061,34¢
Accrued Interest 3,671,662
Bonds Payable 15,287,41-
Advance Deposits 988,479
Unearned Revenues - Volume of Business Taxes 17,118,87(
Unearned Revenues - Other 35,749
Accrued Compensated Absences 3,940,52¢
Legal Claims 7,000
Due to Governmental Entities 45,749
Total Current Liabilities 49,501,60:
Non-Current Liabilities:
Bonds Payable 257,046,52;
Accrued Compensated Absences 8,727,14:
Legal Claims 272,000
Due to Governmental Entites 1,929,56¢
Total Non-Current Liabiliies 267,975,23!
TOTAL LIABILITIES 317,476,833

continue



COMMONWEALTH BBERTARICO

STATEMENT AQ¥ETPOSITION

AUTONOMOURUNICIPALITY @BAGUAS JUNE30,2014
GOVERNMENT
ACTIVITIES
NET POSITION:

Net Investmentin Capital Assets $ 277,361,57

Restricted for:
Capital Projects 6,378,87¢
Debt Service 17,138,51(
Other Purposes 13,127,98:
Unrestricted (Deficit) (73,035,871
TOTAL NET POSITION $ 240,971,12.

The accompanyiNgtes to Financial Statensetan integral part of this statement



COMMONWEALTH BBERTARICO STATEMENT GKCTIVITIES

AUTONOMOUHUNICIPALITY GFAGUAS FOR THEISCALYEARENDERJUNE30,2014
Program Revenues Net (Expense;
Operating Capital Revenues and
Charges For Grants and Grants and Changes in
Functions/Programs Expenses Services Contributions  Contributions Net Position

Governmental Activities:

General Government $ 40,288,996 $ - $ 18,400 $ - $ (40,270,591
Public Safety 9,804,511 851,906 349,323 290,787 (8,312,49¢
Public Works 22,565,224 - 251,110 1,731,599 (20,582,51!
Culture and Recreation 10,120,801 - 18,000 - (10,102,80:
Health and Welfare 11,994,232 - 1,148,193 - (10,846,03!
Economic and Social Development 8,199,012 368,948 2,483,712 - (5,346,35:
Housing 11,030,562 250 9,037,516 - (1,992,79¢
Sanitation and Environmental 15,347,716 107,531 11,520 - (15,228,66!
Education 17,028,422 - 14,054,137 - (2,974,28t
Unallocated Interest 10,636,609 - - - (10,636,60!

Total Governmental Activities $ 157,016,085 $ 1,328,635 $ 27,371,911 $ 2,022,386 (126,293,15

General Revenues:

Taxes:
PropertyTaxes, levied for General Purposes 35,492,55:;
PropertyTaxes, levied for Debt Service 16,185,54¢
Volume of Business Taxes 24,735,25:
Sales and Usage Taxes 20,580,43:
Construction Excise Taxes 2,991,73:
Intergovernmental 13,866,47(
Interest 981,420
Other General Revenues 2,147,93¢
Total General Revenues 116,981,33!
Special Items:
Contributions to Nonprofit Entity (767,917
Donated Capital Assets 66,911
Total General Revenues and Special Items 116,280,32!
CHANGES IN NET POSITION (10,012,82:
NET POSITIONBEGINING OF YEAR,
AS PREVIOUSLY REPORTED 251,670,44.
Restatement (686,494
Net Positian Beginning of Year, As Restated 250,983,941
NET POSITIONENDING OF YEAR $ 240,971,12.

The accompanyiNgtes to Financial Statenaetan integral part of this statement
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COMMONWEALTH BBERTARICO BALANCESHEET™ GOVERNMENTAIUNDS

AUTONOMOUYUNICIPALITY GEFAGUAS JUNE30,2014
HEALTH AND
CAPITAL DEBT HUMAN OTHER TOTAL
GENERAL PROJECTS SERVICE SERVICES NON MAJOR GOVERNMENT.
FUND FUND FUND FUND FUNDS FUNDS
ASSETS:
Cash and Cash Equivalents $ 23,847,557 $ 11,591,334 $ - % 204,875 $ 3,746,242 $ 39,390,00t!
Cash with Fiscal Agent 20,789 15,752,298 31,909,265 - 579,323 48,261,67!
Amount to be Received 5,930,000 - - - - 5,930,00(
Receivables:
Sales and Usage Taxes 1,480,705 - - - - 1,480,70¢
Volume of Business Taxes 370,820 - - - - 370,82C
Due from Governmental U nits 1,241,573 - 314,922 - 66,155 1,622,65(
Federal Grants - 1,514,824 - 6,861,728 3,048,934 11,425,48
Due from Other Funds 9,709,400 - - - - 9,709,40(
Loans Receivable - - - - 730,383 730,38¢
Other 3,183 - - - - 3,183
Total Assets $ 42,604,027 $ 28,858,456 $ 32,224,187 $ 7,066,603 $ 8,171,037 $  118,924,31
LIABILITIES:
Account Payable $ 5,575,839 $ 1,281,372 $ - 0% 137,023 $ 350,569 $ 7,344,80:
Bond Payable - - 11,414,014 - - 11,414,01.
Interest on Bonds Payable - - 3,671,663 - - 3,671,66:¢
Due to Other Funds - 6,140,635 - 637,329 2,931,436 9,709,40(
Advance Deposits 988,479 - - - - 988,47¢
Unearned Revenues:
Volume of Business Taxes 17,118,870 - - - - 17,118,871
Other - - - - 35,749 35,749
Total Liabilities 23,683,188 7,422,007 15,085,677 774,352 3,317,754 50,282,97:
DEFERRED INFLOWS OF RESOURCES:
Unavailable Revenues:
Commonwealth of Puerto Rico 1,241,573 - 40,277 - - 1,281,85(
Federal Grants - 1,294,093 - 6,197,101 1,428,315 8,919,50¢
Total Deferred Inflows of Resources 1,241,573 1,294,003 40,277 6,197,101 1,428,315 10,201,35!
FUND BALANCES:
Restricted 2,064,020 17,789,747 17,098,233 95,150 3,295,775 40,342,92!
Committed 6,436,469 - - - 539,699 6,976,16¢
Assigned 2,715,496 2,781,035 - - - 5,496,53:
Unassigned (Deficit) 6,463,281 (428,426) - - (410,506) 5,624,34¢
Total Fund Balances 17,679,266 20,142,356 17,098,233 95,150 3,424,968 58,439,97.
Total Liabilities, Deferred Inflows of Resources
and Fund Balances $ 42,604,027 $ 28,858,456 $ 32,224,187 $ 7,066,603 $ 8,171,037 $  118,924,31

The accompanyiNgtes to Financial Statensetan integral part of this statement
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RECONCILIATION OF TB(BVERNMENTAIUNDS
COMMONWEALTH BBERTARICO BALANCESHEETTO THESTATEMENT A¥ETPOSITION
AUTONOMOUZAUNICIPALITY GEAGUAS JUNE30,204

Total Fund BalancésGovernment Funds (Page 22) $ 58,439,97.

Amount reported for Governmental Activities in the Statement of Net Position (Page 20)
are different because:

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

Non Depreciable Capital Assets $ 100,960,212
Depreciable Capital Assets 691,684,612
Accumulated Depreciation (343,411,777)
Total Capital Assets 449,233,04

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

Federal Grants 8,919,509
MRCC - Property Taxes Liquidation 788,888
Christmas Bonus 492,962
Total Unavailable Revenues 10,201,35!

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

General and Special Obligation Bonds (260,919,922)
Compensated Absences (12,667,670)
MRCC - Property Taxes Liquidation (464,407)
Claims and Judgments (279,000)
Christmas Bonus (1,061,348)
Law No. 42 (1,510,908)
Total Non-Current Liabilities (276,903,25
Total Net Position of Governmental Activities (Page 20) $ 240,971,12

The accompanyiNgtes to Financial Statenaetan integral part of this statement
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STATEMENT dREVENUESEXPENDITURES ARBANGES

COMMONWEALTH BBERTARICO INFUNDBALANCE® GOVERNMENTAUNDS
AUTONOMOURUNICIPALITY GEFAGUAS FOR THEHISCALYEARENDERJUNE30,2014
HEALTH AND
CAPITAL DEBT HUMAN OTHER TOTAL
GENERAL PROJECTS SERVICE SERVICES NON MAJOR GOVERNMENT
FUND FUND FUND FUND FUNDS FUNDS
REVENUES:
Property Taxes $ 34,743,940 $ - $ 20,760,716 $ - $ - $ 55,504,65!
Volume of Business Taxes 24,735,251 - - - - 24,735,25
Sales and Usage Taxes 17,585,620 - 2,994,813 - - 20,580,43
Construction Excise Taxes 2,991,732 - - - - 2,991,73.
Federal Grants 320,070 5,505,105 - 11,214,551 12,413,730 29,453,45!
Fines and Penalties 851,906 - - - - 851,90€
Intergovernmental 15,405,789 1,236,000 - - 356,727 16,998,511
Interest 928,437 26,815 9,729 311 16,494 981,78¢
Rent and Other Services 856,223 - - - 56,774 912,997
Solid Waste Disposal 107,531 - - - - 107,531
Other General Revenues 1,576,712 - - - 271,682 1,848,39¢
Total Revenues 100,103,211 6,767,920 23,765,258 11,214,862 13,115,407 154,966,65
EXPENDITURES:
Current:
General Government 36,701,234 791,048 - - 94,643 37,586,92!
Public Safety 9,483,831 - - - 472,237 9,956,06¢
Public Works 11,120,917 1,398,344 - - 1,095,311 13,614,57.
Culture and Recreation 5,635,141 - - - - 5,535,14:
Health and Welfare 11,223,039 151,424 - 248,952 233,722 11,857,13
Education 3,346,101 93,486 - 10,902,464 1,755,580 16,097,63.
Sanitation and Environmental 15,471,149 189,023 - - 32,548 15,692,72|
Economic and Social Development 6,296,415 340,840 - - 53,605 6,690, 86(
Housing 918,851 73,261 - - 9,892,251 10,884,36.
Capital Outlay 2,307,743 12,143,097 - 110,980 290,792 14,852,61
Debt Service:
Principal 42,790 400,000 14,689,014 - - 15,131,80
Interest and Other Charges 95,483 95,020 10,446,106 - - 10,636,60:
Total Expenditures 102,542,694 15,675,543 25,135,120 11,262,396 13,920,689 168,536,44
EXCESS OF REVENUES OVER (UNDER)
EXPENDITURES (2,439,483) (8,907,623) (1,369,862) (47,534) (805,282) (13,569,78

continue
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STATEMENT dREVENUESEXPENDITURES ARBANGES
INFUNDBALANCE® GOVERNMENTAUNDS
FOR THEHSCALYEARENDERJUNE30,2014

COMMONWEALTH BBERTARICO
AUTONOMOUZAUNICIPALITY GEAGUAS

HEALTH AND
CAPITAL DEBT HUMAN OTHER TOTAL
GENERAL PROJECTS SERVICE SERVICES NON MAJOR GOVERNMENT
FUND FUND FUND FUND FUNDS FUNDS
OTHER FINANCING SOURCES (USES):
Debt Issuances $ 7,415,000 $ -3 -8 - $ - % 7,415,00(
Refunding Bond Issuances - - 27,669,088 - - 27,669,08
Payment to Refunded Bond - - (27,470,000) - - (27,470,00
Payment to Refunded Bond Escrow Agent - - (199,088) - - (199,08¢
Transfers In 141,895 4,736,887 5,460,086 - 596,440 10,935,30:
Transfers Out (6,106,526) (138,434) (4,436,887) - (253,461) (10,935,30
Total Other Financing Sources (Uses) 1,450,369 4,598,453 1,023,199 - 342,979 7,415,00(
Net Change in Fund Balances (989,114) (4,309,170) (346,663) (47,534) (462,303) (6,154,78
Fund BalancésBeginning,
As Previously Reported 18,338,161 24,451,526 17,444,896 142,684 3,694,439 64,071,70
Restatement 330,219 - - - 192,832 523,051
Fund BalancésBeginning, as Restated 18,668,380 24,451,526 17,444,896 142,684 3,887,271 64,594,75
FUND BALANCESENDING $ 17,679,266 $ 20,142,356 $ 17,098,233 $ 95,150 $ 3,424,968 $ 58,439,97.

The accompanyiNgtes to Financial Statensetan integral part of this statement

23



RECONCILIATION OF SHRATEMENT GREVENUES

EXPENDITURES ARBANGES INRUNDBALANCES

COMMONWEALTH BBERTARICO GOVERNMENTAHUNDSIO THESTATEMENT GRCTIVITIES
AUTONOMOUMUNICIPALITY GBAGUAS FOR THEEISCALYEARENDERIUNE30,204

Net Change in Fund Balan¢gsovernment Funds (Page 23) $ (6,154,78:

Amount reported for Governmental Activities in the Statement of Activities (Page 19)
are different because:

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

Capital Outlays $ 14,852,612
Depreciation Expense (18,311,084)
Excess of Capital Outlays over Depreciation Expense (3,458 47.

Revenues in the Statement of Activities that do not provide current financial resources are
reported as revenues in the funds and vice versa:

Federal Grants (3,106,735)
CRIM - Property Taxes Liquidation (4,098,619)
Christmas Bonus (57,038)
Total of Revenues (7,262,39.

Governmental Funds only report the proceeds received in the disposal of assets. In the
Statement of Activities, a gain or loss is reported is reported for each disposal. Thus, the change
in net position differs from the change in fund balance by the cost of the disposed asset. (15,003

Some special items reported in the Statement of Activities do not provide or require the use of
current financial resouces and therefore are not reported in the governmental funds. These
activities consist of:

Contribution to Nonprofit Entity (767,917)
Donated Capital from the Commonwealth of Puerto Rico 66,911 (701,00¢

Bonds proceeds provide current financial resources to governmental funds, but issuing debt
increase Noncurrent Liabilities in the Statement of Net Position. In the current period,
proceeds received was (7,614,08:¢

Repayment of long-term principal is expenditure in the governmental funds, but issuing debt
reduced Noncurrent Liabilities in the Statement of Net Position. In the current period
repayments were 15,089,01-

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

Decrease in MRCC Debt 42,790
Decrease in Legal Claims 217,000
Decrease in Christmas Bonus 38,630
Increase in MRCC Property Taxes Liguidation (464,407)
Decrease in Compensated Absence 269,894
Total Additional Expenses 103,907
Change in Net Position of Governmental Activities (Page 19) $ (10,012,82.

The accompanyiNgtes to Financial Statensetan integral part of this statement
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COMMONWEALTH BBERTARICO NOTES TGINANCIAISTATEMENTS
AUTONOMOUZUNICIPALITY GEAGUAS FOR THEHSCALYEARENDERIJUNE30,2014

1. FINANCIAL REPORTING ENTITY

Theaccompanying financial statements present information on the financial activities of the Autonomous Mu
of Caguasf the CommonwealtiPwérto Rico (Municipality) over which the Mayor and the Municipal Legislatul
have direct or indirect gavgrand fiscal contithe accompanying financial statements have been prepared in
conformity with accounting principles generally accepted in the United States of America (GAAP).

A. Organization

The Municipality was founded in 1775, and operates as a governmental unit of the Commonwealth of Put
under the Law No. 81 of August 30, 1991, knoinfastheo nomous Muni ci palities
of P u e The goveRmimentalsyspétheMunicipalitg composed of the executive and legislative bodies.

It is governed byiayor and a 16 member Municipal Legislature electeydar sefour

TheMunicipalityrovides services such as: health, public works, sanitatiorereickssatodi@wcome and

elderly citizens, public safety, housing and urban development, culture and recreation, planning, zoning &
general and administrative services. As a governmenbemtityphigg exempt from both federal and state
taxes.

B. Reporting Entity

A reporting entity is comprised of (1) the primary government, (2) component unit organizations for wi
primary government is financial accountable, and (3) other organizations for which the nature and signifi
their relationship with theapriny gover nment i s such that excl usi
statements to be misleading or incomplete, and they are financially accountable to the primary governm
primary government consists of all funds, departmemtsdlzapdsies that are not legally separate from the
Municipajitand for which tdenicipalitg financial accountable.

The accompanying basic financial statements include all departments and organizations units whose ft
under the custody androbof th&lunicipalityn evaluating thteinicipaligs a reporting entity, management

has addressed all the potential component units. GASB Accounting Standards Codificd&iepdstictjon 2600,
Entity and Component Unit Presentation and Disgjosarthe inclusion of organizations that raise and hold
funds for the direct benefit of the primary government.

GASB Accounting Standards Codification SectiDef@2li@f,the Financial Reporting, Bestribes the

criteria for determining wdrighnizations, functions, and activities should be considereMpaitipatite

for financi al reporting purposes. The primary
governing body, and thenicipalilys a b i | @ its will dndhationggniaasion or the potential for the
organization to provide specific financial benefits to, or impose specific financial Murdeipsld@ the
second criteria used in evaluating potential component units is if tregmificemeadf the relationship
between the organization and a primary government are such that to exclude the organization from the
reporting entity would render the financial statements misleading or incomplete.

A legally separatey¢aemporganization should be discretely presented as a component unit if all of the follow
criteria are met: (a) the economic resources received or held by the separate organization are entirely o
entirely for the direct benefit of the primamngoi/détea component units, or its constituents; (b) the primary
government, or its component units, is entitled to, or has the ability to otherwise access, a majority of the ¢
resources received or held by the separate organization, anaofojadhesecoces received or held by an
individual organization that the specific primary government, or its component units, is entitled to, or has t
to otherwise access, are significant to the primary government.

continue
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COMMONWEALTH BBERTARICO NOTES TGINANCIAISTATEMENTS
AUTONOMOUZUNICIPALITY GEAGUAS FOR THEHSCALYEARENDERIJUNE30,2014

1. FINANCIAL REPORTENBIIT¥continuation

GASBStatement 6The Financial Reporting Entity: Omnibus an Amendment of GASB Statements No. 14
No. 34provides additional criteria for classifying entities as component units to better assess the accounta
elected atfials by ensuring that the financial reporting entity includes only organizations for which the e
officials are financially accountable or that are determined by thietgdeemmisieading to exclude.

There are two methods of presentatiercofrtponent unit in the financial statements:ideadingncial

data of the component wunités bal anc e sMudcipailys r an s
balances and transactions; and dispregentation of thecompont uni t 6s fi nanci al
from théMunicipaliys bal ances and transactions. The rel at
light of specific circumstances in order to determine which components units arasoobé ivicthded
reporting entity. Based on these criteria, there are no other organizations which should be included in the
financial statements.

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

These financial statements present the refipactiad position of the governmental activities, each major fund, anc
the aggregate remaining fund information of the Municipality, as of June 30, 2014, and the respective chi
financial position, and the cash flows, where applicable,ibdisdlfpear then ended.

A. Financial Statement Presentation

The basic financial statements of the Municipality have been prepared in conformity with accounting pi
generally accepted in the United Stated of America as applicable to lo@dlunitge Mineebasic financial
statements include both governwidEntbased on the Municipality as a whole) and fund financial statement
which provide a more detailed level of financial information. Both thevigevamumé&mid financial
statemest(within the basic financial statements) categorize primary @otieitiescasAlctivities

The financial information of the Municipality is presented in this report as follows:
Required Supplementary Informatidha nage ment 6 s Dlysscussi on and Ana

Management 6s discussion and analysis is requir
statements and provides an analytical overview

Governmendide Financial StatemerfGWFS)

While separate governmaae and fund financial statements are presented, they are Trier@\&fes.

(the Statement of Net Positiod theStatement of Activitiesport information of all the activities of the
Municipality. For the most paeffée of interfund activity has been removed from these financial statemen
Exceptions to this general rule are payments in lieu of taxes where the amounts are reasonably equivalen
to the interfund services provided and other charges Heteveery o ver nment 6 s Puert
Authority function of the government. Elimination of this charges would distort the direct cost and program
reported for the various functions conGowexhmental activities, which normally artediyypaxes and
intergovernmental revenues, are reported separately frotypeusicidgtes, which rely, to a significant
extent, on fees and charges to external customers for support.

continue
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The focus of tistatement of Net Positiom desi gned to be similar to b
governmental activities. This statement combine
(shorterm pendable resources) with capital assets d@edroolgligations. T8iatement of Net Position

presents the reporting entitiesdéd assets, deferr

with the difference reported as sgibpdet positions are classified as net investment in capital assets,
restricted when constraints are placed on them that are imposed by external parties or by laws or regulati
unrestricte@e si gnati ons sol el ymanagemensaeedot prgsentedh as redlricted neti |
position.

TheStatement of Activifgesents a comparison between direct expenses and program revenues for ee
functi on o fGovernmentdiivitiesDiréctperapensdreythbse that areaglg identifiable with a
specific function or segment. In addition, to the extent that indirect costs are allocated to the various funct
program expenses will include both direct and indiRrcigrastsRevenurslude charges to customers or
applicants who purchase, use, or directly benefit from goods, services, or privileges provided by a given
or segment, and grants and contributions that are restricted to meeting the operational or capital requirem
particular functionsegment. Taxes and other items properly excluded from program revenues are repo
instead ageneral revenues

Governmentatunds Financial Statemef(&-FS)

TheGFFdtheBalance Sheetnd th&tatement of Revenues, Expenditures égxpmdShanges in Fund
Balancepr ovi de i nformati on ab o statementsefor éhohnfind capegolyi t vy
governmental are presented. The emphasis on fund financial statements is on major governmental, each
in a separate columntehtlaining governmental are aggregated and reported as nonmajor funds.

Each fund is a separate accounting entity witlalanealfy set of accounts used to record the financial
transactions and balances of that entity. Individual funds havéshedrassttipulated by legal provisions

or by administrative discretion. The Municipality uses fund accounting, which is designed to demonstre
compliance and to segregate transactions related to certain government functions or activities.

TheMunicipalityeports the following major governmental funds:

General Furidrhis fund is the general operating fund of the Municipality. The general fund is used to ac
for and report all financial resources not accounted for and reportedn another

Capital Projsdtundi Capital projects fund is used to account for financial resources to be used for t
acquisition or construction of major capital facilities, other than those financed by proprietary funds.
includes the Community Development Block Grants (ObRBGjvardied to develop viable urban
communities by providing decent housing and suitable living enviroomeof forpansi moderate
income.

Debt Service Fuindhe debt service fund is used to account for the accumulation of resources for, and
payment of, general {mmgh debt principal, interest and related costs.

Health and Human Services FTimd fund started as a major fund during thissyaaed Itoi account
for the revenue and expenditures of the Head Start Program and the Elderly Center of the Municipality
as other related welfare services.

continue
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The Municipality periodically undertakes a comprehensive evaluation of its fund structure to ensure that it
with all aspects that are of importance to gseeyalfpurposaternal financial reports. Consequently, all
superfluous funds and esoperationdunds currently used by the Municipality inttheéagsaccounting
procedures have not been reported as individual governmental funds in the accompanying fund fi
statements. Accordingly, the accompanying fund financial statdenentg the minimum number of funds
consistent with legal and operating requirements and, consequently, certairofypedioh&@mdarhave

been combined into sifigidsn the accompanying fund financial statements.

The financial statenseof the govenental funds are the following:

Balance SheeReports information at June 30aB0ut the current financial resources (assets, liabilities
deferred inflows of resousodsfund balances) of eaafor governmental fund.

Statememtf Revenues, Expenditures and Changes in Fursl Beaoces information about the inflows,
outflows and balances of current financial resources of each major governmental fund for the fiscal yee
June 30, 2d@1

Since the GFFS are presentatiffarent measurement focus and basis of accounting than the GWFS
reconciliation is presented and separate explanation for each differences.

During the course of operations the Municipality has activity between funds for various purposes. Any
bdances outstanding at year end are reported as due from/to other funds. While these balances are rep
fund financial statements, certain eliminations are made in the preparation of the GWFS. Balances betw
funds included@vernmentacttivities (i.e., the governmental funds) are eliminated so that only the net amot
is included as internal balances@Benmentattivities column.

Further, certain activity occurs during the fiscal year involving transfers of resondsedro€italegiiHase
amounts are reported at gross amounts as transfers in/out. While reported in GFFS, certain eliminations ¢
in the preparation of the GWFS. Transfers between the fund&Smaudee mActivities are eliminated

so that onthe net amount is included as transferGomgh@nentattivities column.

TheMunicipaliteports its financial posiBatafce Shgeind results of operatiGtast¢ment of Revenues,
Expenditures and Changes in Fund Balafurels, which aansidered separate accounting entities. The
operations of each fund are accounted for within a-sataocsejfaccounts. Fund accounting segregates
funds according to their intended purpose and is used to aid management in demonstrétiriggampliance w
financial, and contractual provisions.

Notes to Financial Statements

The notes to financi al statements provide info
provided in the basis financial statements.

Requiredsupplementary Information

The basic financial statements are followed by a section of required supplementary information. This
includes &chedule of Revenues and Expenditures Budget anGexetteall FurioNon GAAP Budgetary

Basis which inatles reconciliation between the statutory fund balance for budgetary purposes and the
balance for the General Fund as presented in the GFFS.

continue
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B. Measurement Focus and Basigafounting

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

Governmenivide Financial Statements

The governmenide financial statements are reported usaogtmic resources measureroasafa the

accrual basis of accounRayenue (including interest on deposits and investments) is generally recorded w
earned and expenses are recorded when a liability is incurred, regardless of the timing of related cas|
Nonexchange trangatd, in which the Municipality gives (or receives) value without directly receiving (or gi
equal value in exchange, include property taxes, grants, entittements and donations. On an accrual basis,
from property taxes is recognized inghgsisdor which the taxes are levied. Revenue from grants, entitlement
and donations is recognized in the fiscal year in which all eligibility requirements have been met, other tl
requirements. These resources relate to a future period gudercehis first permitted to be used in
accordance with the goveramantlated nonexchange transaction or a voluntary nonexchange transaction) a
therefore, should be classified as a deferred inflow of resources until such time as thst pesooiteed are fir

to be used. Receipts on any type of revenue sources collected in advance for use in the following fiscal
recorded as unearned revenues.

Governmental Funds Financial Statements

The GFFS are reported usingutinent financial resesrmeasurement foand thenodified accrual basis

of accountinggnder this method, revenues are recognized as soon as they are both measurable and ava
Revenues are considered tavhdablavhen they are collectible within the current period or soon enough
thereafter to pay liabilities of the current period. For these purposes, the Municipality considers revenut
available if they are collected within sixty (60) days after tieecanemf fiscal period. Revenues that the
Municipality earns by incurring obligations are recognized in the same period as when the obligatic
recognized. At JuneZTl4 all revenues sources met this availability criterion.

Property taxes, voluofi business taxes, sales and usage taxes, construction excise taxes, and interest assoc
with the current fiscal period are all considered to be susceptible to accrual and so have been recogn
revenues of the current fiscal period. Entideenssderded as revenues when all eligibility requirements are
met, including any time requirements and the amount is received during the period or within the ave
requirements have been met, and the amount is received during the pieocalvar abitiiy period for this
revenue source (60 days ofeyehr However, those resources not available for spending in the current peri
and, therefore should be classified as a deferred inflow of resources-dExparglituntssare recoghize

as revenue when the qualifying expenditures have been incurred and all other eligibility requirements ha
met, and the amount is received during the period or within the availability period for this revenue source (
days of yeand). Acedingly, such resources should be reported as unearned revenue in the liability sectic
t he g e nBataack Sheelllnothér sevenue items are considered to be measurable and available or
when cash is received by the Municipality.

contina
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Expenditures are recorded when the related fund liability is incurred, as under accrual accounting. Howe
service expenditures, as well as expenditures related to compensated absences, and claims an judgme
recorded only when payment is Glrmeral capital asset acquisitions are reported as expenditures in
governmental funds. Principal and interest on bonds payable are recorded when they matured (when pa
due), except for principal and interest of bonds due 2@14uivhich areecorded as governmental fund

liabilities of June 3014which is the date when resources were available in the debt service fund. Proceed
general loAgrm debtand acquisitions under capital leases, if any, are reported as other financing sources.

The accompanyiBglance SheetGovernmental Furggserally reflects only assets that will not be converted
into cash to satisfy current liabilitiedetronassets and those assets that will not be converted into cash tc
satisfy current liabilitiessgenerally not accounted for in the accorBadany@egSheieGovernmentalinds

The measurement focus of the GFFS is on decreases of net financial resources (expenditures) rath
expenses. Most expenditures are measurable and are recdidedelater] governmental fund liability is
incurred. Allocation of costs, such as depreciation and amortization, are recorded in tBeasao@mpanying
of Activitiebut are not recorded in the accompanying GFFS.

C. Stewardship, Compliance, and Actaloitity
Budgetary Information

The Municipality's annually adopts the Budget Resolution for all operating funds of the Municipality ex
certain restricted accounts (Unassigned Fund Balance up to the maximum of cash available). Budgetary
legally maintained at the fund level. The budget is prepared using the modified accrual basis of accoun
encumbrance included as budgetary basis expenditures. Unexpended appropriations at the end of the fi
generally lapse. However, tagybmrappropriated for expenditures in the following fiscal year.

The Municipalityds Budget Resolution provides t
Director, within and between departments and funds, as longuaigtteofdtad BMunicipality (net of interfund
transfers) is not increased; (2) to the Management and Budget Director to implement grant budgets as t
applications are accepted by the Municipality; and (3) to the Management and Budget igector to ame
appropriate) each new year6s budget, to the ext
appropriations at year end. Municipalitybés Leg
contingency, and (2) éipproval of a supplemental appropriation(s). During the year, several supplemer
appropriations were necessary.

For budgetary purposes, encumbrance accautiiteg i® the extent necessary to assure effective budgetary
control and accountabitity ta facilitate effective cash planning andTdon&otumbrances (i.e., purchase
orders, contracts) are considered expenditures when incurred. For GAAP reporting purposes, encum|
outstanding at yesnd are reported as assigned fund balashciEsrant constitute expenditures or liabilities
because the commitments will be honored during the subsequent year. In addition, under the budgetary
accounting, revenues are recorded when cash is received.

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

TheMunicipalifgllows these procedures, in accordance with law, in order to establish the budgetary data ref
in theSchedule of Revenues and Expenditures Budget drfdehens|Fund

continue
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Original Budget

1.

Prior of May 15 of each fiscal year, the Mayor submits to the Municipal Legislature a proposed buc
the fiscal year commencing the following July 1 in adiditigatohassage.

The budget document is available for public inspection prior to its approval by the Municipal Legis
The Office of the Commissioner of Municipal Affairs examines the budget to verify if it complied v
| awbs st an itathelMayoafardny soemmeahts or recommendation before the limited da

establishes by the Law.

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

Since the budgstdrasis differs from accounting principles generally accepted in the United States of Am
(GAAP), actual amounts for the General Fund in the accBoimhyengf Revenues and Expenditures
Budget and Actildbeneral Funis presented on the buadgdiasis to enhance comparability.

Final Budget

The final budgetary data presentedSchiédule of Revenues and Expenditures Budget an@ eketrall
Fundeflects the following changes to the original budget:

1.

Certain annual appropriationisuglgeted on a project basis. If such projects are not completed at the
end of the fiscal year, unexpended appropriations, including encumbered funds, and unexpende
appropriations, are carried forward to the following year. In certain cothenseandas.annual
appropriations may be carried forward after appropriate approval. Annually appropriated fund
authorized to be carried forward, lapse at the end of the fiscal year. Appropriations carried forwat
the prior year are includdte final budgetary data.

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

The Annual Appropriation Ordinance adopts the budget at the character level of expenditure
departments. As described above, the Mayor is authorized to make ceofaipprapsiations

within departments. Accordingly, the legal level of budgetary control by the Municipal Legislature
department Level.

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

1.

Encumbrances are recordegmenéitures under the budgetary basis and as restricted, committed an
assigned fund balances under GAAP.

Interfund transactions of the General Fund are not included in the budgetary basis.
Certain accrued liabilities and other debts are not itieduniedbetary basis.

Certain revenues susceptible to accrual, i.e., both measurable and available, are not included

budgetary data.
continue
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The Special Revenue Fund has not been imclimtetdudgetary comparison because balances are not

budgeted. Also the budget prepared for the Federal Financial Awards Programs included in the Capital
and Special Revenue Funds is based on a program period which is not necessargy yearsame fisc
Accordingly, ités not practical to present an e

D. Assets, Liabilities, and Net Position

1)

2)

Cash, Cash Equivalents, Cash with Fiscal Agent, and Investment

TheMunicipallys cash ar e ¢ o osgsoirscemdmercidl badke, demardl depasifs in the
Governmental Development Bank of Puerto Rico (GDB), and cash equivalents in commercial bank
Municipalithas adopted tigtatement of Uniform Investment Guidelines for the Municipalities of th
Commonealth of Puerto Rissued by the GDB as promulgated by Act No. 113 of August 3, 1995. Tt
Finance Director of Mhanicipalityollow the guidelines, is responsible for investing the available resource
in certificates of deposit and otheteshomtzestments. Investments are made from the available combined
funds of thilunicipalignd, accordingly, it is not practical to disclose certificates of deposit and other sh
term investments individually by fund in the combined financialrsiatesheatsied on certificates of
deposit and other shenn investments are recognized as revenue in the General Fund in accordance v
amount invested. Cash in the Special Revenue and Capital Project Funds are restricted; accordingly, re
avaihble were not used for pool investments. Cash Equivalents are investments with an original maturi
days or less.

Cash with Fiscal Agent in the Debt Service Fund represents special additional property tax collections
by the GDB, deposihanGDB and restricted for the paymeMuditipallys de bt ser vi c e,
by law. Cash with Fiscal Agent in other governmental funds consists of undisbursed proceeds of certai
issued for the acquisition and construction of adjionmaypiements, or grants which are maintained in a
cash custodian account by the GDB. This sinking fund is maintained by the GDB, agency which acts
insurer and payer ofNhaicipalilys kamdmatessued in accordance with law.

Receivable and Payables

Activity between funds that are representative of lending/borrowing arrangements outstanding at the
the fiscal year are referred to as either Adu
iladvance sotthoe/rf rf u-curdest@ortion of irterfyund lbahsg. Allrothar outstanding balances
bet ween funds are reported as fidue to/from ot

Advance between funds, as reported in the fund financial statements, if any, are aifaat®y a fund &
reserve account in applicable governmental funds to indicate that they are not available for appropria
are not expendable available financial resources.

Receivables consist of all revenues earned but not collected®af ddrie86 ,account receivables are
shown net of estimated allowances for uncollectible accounts, which are determined upon past co
experience, historical trends, and current economic conditions. Receivables represent mostly contri
from sales dnusage taxes corresponding to June revenues collected during July2@hd August
Intergovernmental receivables in the other governmental funds represent amoblhisioyvalifgo the
reimbursement of expenditures incurred pursuant to fetktafiyaiil and contributions and state
appropriations, and the amount in the debt service fund represents the distribution of property tax c
which is restricted for the debt service.
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Accounts payable represent amounts, including salaries and wages, owed for goods and services ri
prior to yeand.

3) Inventories

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

4) Capital Assets

Capital ssets acquired or constructed, whether owned by governmental activities are recorded
depreciated in the govermmiglet financial statements. Netdomgcapital assets or depreciation are
shown in the governtakfunds financial statements.

Capitaassets, include public domain infrastructure (e.g., roads, bridges, sidewalks and other assets tf
immovable and of value only to the Municipality). Capital assets with an individual cost of $40,000 or n
recorded at cost or estimated histodt# purchased or constructed. Capital assets under this amount ar
capitalized if the estimated life of assets is extended by more than 25%, the cost results in an increas
capacity of the asset, the efficiency of the assets is increas#uhhylOth, significantly changes the
character of the assets or in the case of streets and roadsh e wor k done i mpac
Donated capital assets are recorded at the estimated fair value at the date of donation. Equipment ar
with a cost of $100 or more are recordedoatesignated historical cost.

The cost of normal maintenance and repairs that do not add to the value of the capital asset or extenc
assets lives are not capitalized. Major improvements ac: aagidepreciated over the remaining useful
lives of the related capital assets. Finally, major outlays for capital assets and improvemests are capite
the projects are constructed.

When capital assets that are to be used in governmentatagiivitleased or constructed, the resources
expended for those assets are reported as expenditures in the governmental funds within the capital
and included as additions in tHervadlrd activity of the capital assets @WR8 However, in the
Statement dictivitiesthe cost of those assets is allocated over the estimated useful lives and reported ¢
depreciation expense. As a result, fund balance decrease by the capital outlagsabalantef

financial resourcegended, whereas net position decreases by the amount of depreciation expense cha
for the year.

Capital assets are depreciated using the-steajght

method over thdldaing estimated useful lives: CAPITAL ASSETS YEARS
Depreciation and amortization expensicabbsapt Faf:ili.ties and Improvements 1040
is recorded as a direct expense of the function/pr&gtihngs and Improvements 10-50
specifically identified with the asset. Depreciatiomfastructure 10-50
amortization of infrastructure is not allocated to ViiRisment and Vehicles 5-20

function/programs but reported as direct expen e\Rfomeof At (Inexhaustible) N/A
public works fttion.
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The accounting policy for Works of Art is that they are capitalized at their historical cost or fair value a
donation whether they are held as individual itenwlectiom Capitalized collections or individual items
that is exhaustible, such as exhibits whose useful lives are diminished by display or educational or re
applications, are depreciated over their estimated useful lives. Depreciatied fierroutllesxiicins or
individual items that are inexhaustible. At Jurng 80VZ0dk of Art are considered inexhaustible.

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

TheMunicipayi is prevented legally from entering into obligations extending beyond one fiscal year, and
lease agreements entered by the Municipality contain fiscal funding clauses or cancellation clauses th
the continuation of the agreements subfeattos appr opr i a fease ageemerfisde Mu
not include contingent rental payments no escalation clauses. Accordingly, lease payments are recc
the GWFS as expense when incurred.

5) Deferred Outflows/Inflows of Resources

In addition to assets, $ttement dflet Bsitiorwill sometimes report a separate sectiefefoed

outflows of resources. This separate financial statement element, deferred outflows of resources, rep
a consumption of net position thasappd future period(s) and so will not be recognized as an outflow o
resources (expes@xpenditures) until then. There are no amounts classified as deferred outflows
resources at June 304201

In addition to liabilities,Stegement of Net Foswill sometimes report a separate section for deferred
inflows of resources. This separate financial statement element, deferred inflows of resources, repres
acquisition of net position that applies to a future period(s) and so wikhired lzes r@cdgflow of
resources (revenue) until thatfteéMunicipality has no items that qualify for reporting in this category.

The Municipallgis items, which arises only under a modified accrual basis of accounting that qualifie
reportinghideferred inflows of resoursesordingly, the iteumgvailable revenisereported onlytire
governmental furBilance Shedthe governmental funds repaxtailable reven@i@shreesources:
Christmas Bonus Reimbursesnenitiquidation frdfanicipal Revenue Collection Center (MBGC)

from the Commonwedihd Federal Granfhis amount is deferred and recognized as an inflow of
resources in the period thatrttwint become available.

6) Unearned Revenues
In theGWFS, unearned revenues arise only when the Municipality receives resources before it has «

claim to them. In the GFFS, arises when the following situations occur: potential revenue does not me
the measurable and available criteria for regegnigion in the current period.
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7) LongTerm Obligations, Bonds Issuance Costs, and Premium or Discount

The liabilities reported in the GWFS include the general ahligspiecidionds, leagn notes, other
noncurrent liabilities (e.g., vacation, sick leave, claims and judgments, noncurrent liabilities to
governmental entities and third parties, and landfill post closure care costs). Bond premiufms and disc
any, are deferred and amortized over the life of the bonds using the effective interest method. Bonds
are reported net of the applicable bond premium or discount, if any. As per GASB Statement No. 6
Issuance Costs incurred are repoegpdeasse in the fiscal year incurred.

In the GFFS, governmental fund types recognize bond premiums and discounts, if any, as other fir
sources and uses, respectively, and bond issuance costs as debt service expenditures. Issuance
whether oroh withheld from the actual debt proceeds received, are reported as debt service expendit
Expenditures for principal and interest payments for governmental fund general and special obligation
are recognized in the Debt Service Fund when due.

8) Compensated Absences

The Municipality accrues accumulated unpaid vacation and sick leave and assomtdtstiaropleyee
when earned (or estimated to be earned) by th
of vacations and 18daiysick leave annually. Vacations may be accumulated up to a maximum of sixty |
days and sick leave up to a maximum of ninety (90) days. In the event of employee resignation, the er
is paid for accumulated vacation days up to the maximuat thkowexent rate. Separation from
employment prior to use of all or part of the sick leave terminates all rights for compensation, exc
employees with ten years of service who are entitled to sick leave pay up to the maximum allowe
Municipey accrued a liability for compensated absences, which meet the following criteria: (1)
Municipality's obligation relating to employee's rights to receive compensation for future absen
attributable to employee's services already renderetiffgtion relates to rights that vest or accumulate;
(3) payment of the compensation is probable; and (4) the amount can be reasonably estimated.

In accordance with the above criteria and requirements in conformance with GASB Accounting Ste
Codiication Section C&@mpensated Absenties,Municipality has accrued a liability for compensated
absences, which has been earned but not take
security and Medicare payments made on behathpfdyees in the accrual for vacation and sick leave
pay using salary rates effective at J@@4.80)]l vacation pay is accrued when incurred in the GWFS. For
the GWFS, the current portion is the amount estimated to be used in the FolidhenG iyES. all of

the compensated absences are considetedtomgd therefore, are not a fund liability and represents a
reconciling item between the fund level and gowédenpeesentatioAdso, GFFS record expenditures
when employees aredpaif or | eave or the balance due i n &
employment.

9) Claims and Judgments

The estimated amount of the liability for claims and judgments, if any, which is due on demand, such
adjudicated or settled claimectsded in the General Fund when the liability is incurred. The Noncurrel
Liabilities includes an amount estimated as a contingent liability or liabilities with a fixed or expected d
which will require future available financial resoungagtenits
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10) Accounting for Pension Costs

TheMunicipalitgccounts for pension costs from the standpoint of a participantémaloyatiplest
sharing plan. Accordingly, pension costs recognized in the accompanying basic financial statements a
to the statutorily required contributions, wiity ad@irded for any unpaid required contributions.

For the purpose of applying the requirements of GR3B& ldmended, the state government of the
Commonweal th is considered to be the spansor
the Commonwealth of Puerto Rico (ERS), a multiemogengaitfined benefit pension plan and
Defined Contribution Hybrid Program, in which the employees of the Municipality participate. The Mur
is considered a participant, and notsmsd these retirement systems since the majority of the participant
in the aforementioned pension trust funds are employees of the Commonwealth and the basic fir
statements of such retirement systems are part of the financial repthéngantitprofvealth. Act No.

3 was enacted on April 4, 2013, amended the Act No. 447 for the purpose of establishing a major re
the ERS effective on JURD R (see NoteGL

Also, théVunicipalityarticipates in a contributory defined contribution planPhantedHead Start
Municipio AutdmadeCaguas Money PurchasedPlan

11) Net Position/Fund Balance
A) Net Position

Net position represéet difference betweassetsplusdeferredutflowsf resourcdsssliabilities
anddeferred inflows of resources Hositiet o GWESh e

1 Net Investment in Capital AtJéteseonsists of capital asse¢t of accumulated depreciation
and amortization, reduced by the outstanding balandsspaf/able, notes payable and other
debts that are attributed to the acquisition, construction or improvements of those assets. F
purposes of determining the outstanding debt attributed to capital assetstetme tiatiat long
related to the adsjtion, construction or improvements of capital assets has been reduced by &
related unspent debt proceeds and any related unamortized debt issuance costs. In additiol
outstanding debt attributed to capital assets does not include acqragabietienesapital
accrued liabilities, ifterd loans and other financial assets

Netinvestment tEapitalssets is comprised of the following:

Governmental
Activities
Capital Assets, Net of Accumulated Depreciatian............ $449,233,047
Outstandingalance on Related Debt...............c.oveeeeens (187,908,@)
Unspent Capital Debt Proceeds............oovviaeeeevveeeeeennneen. 16,036,529
Net Investment in Capital ASSetS............eevvicecceeiieiiinnnnnns $277,361,570

1 RestrictedNet Positioni These result when constraints placed on net position use are eithel
externally imposed dsgditors, grantors, contributors, and the like, or imposed by law throug
constitutional provisions or enabling legislation
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B)

1 Unrestricted Net Positidimeseconsist®f nepositionvhich doesot meet the definition of the
two preceding categories. Unrestricpedition oftendssignated, to indicate that management
does not consider them to be available for general operations. Unpesitiorecftet has
constraints gasources that are imposed by management, but can be removed or modified.

Net Position Flow Assumption

Sometimes tiMunicipalityill fund outlays for a particular purpose from both restricted (e.g., restricte
bond or grant proceeds) and unrestricted resources. In order to calculate the amounts to rep
restricted net position and unrestrictezt position in the govertsmigle fund financial statements,

a flow assumption must be made about the order in which the resources are considered to be apj
is theMunicipalilys p ol i cy t bnetposiiian todvave been eepletedibefdreeudrestricted

T net posion is applied.

Fund Balance
Fund Balance Classification

Fund balances for the governmental funds are reported in classifications that comprise a hierarchy
on the extent to which the Municipality honors constraints on the specifiwipanpaseEsifds in
those funds can be spent.

The nonspendable classification contains amounts not in spendable form or legally or contrac
required to be maintained intact. Restricted amounts contain restraints on their use externally impc
credibrs, grantors, contributors, or laws or regulation of other governments; or imposed by law th
constitutional provisions or enabling legislation. Committed amounts can only be used for sy
purposes i mposed by f aghmeshkvel obdecisivakimy awhbrityt Thee Mu
highest level of decisgiaking authority is the Municipal Legislature and it takes a resolution to establ
a fund balance commitment. Amounts intended to be used for specific purposes are assi
Assignnms should not cause deficits in the Unassigned Fund Balance. Unassigned Fund Balance
residual classification for the General Fund.

Fund Balance Flow Assumption

Sometimes the Municipality will fund outlays for a particular purposstficiedianid unrestricted
resources (the total committed, assigned, and unassigned fund balance). In order to calculate the a
to report as restricted, committed, assigned, and unassigned fund balance in the GFFS a flow asst
mustbe madeabbuh e or der in which the resources are
policy to consider restricted fund balance to have been depleted before using any of the compon
unrestricted fund balance. Further, when the componetistefl inneksbalance can be used for the
same purpose, committed fund balance is depleted first, followed by assigned fund balance. Unas
fund balance is applied last.
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FundBalance Policy

TheMunicipalitigelieves that sound financial management principles require that sufficient funds
retained by tiunicipality provide a stable financial base at all times. To retain this stable financi
base, thlunicipalityeeddo maintain a General Fund balance sufficient to fund all cash flows of th
Municipalityo provide financial reserves for unanticipated expenditures and/or revenue shortfalls ¢
emergency nature, to provide funds for the disparity in timihg belieetont of property taxes and
other main income. The purpose of this policy is to specify the size and comursdipalidfthe
financial reserves and to identify certain requirements for replenishing any fund balance reserves |

Regrictions of Fund Balance

Restrictions of fund balance represent portions of fund balances that are legally segregated for a ¢
future use or are not appropriable for expdiditihenicipality has implemented the provisions of the
GASB Statemeiid. 54Fund Balance Reporting and Governmental Fund TypeaBeffnltibng,

2010, in which iréguired to classify and report amounts in the appropriate fund balance classifica
by applying their accounting policies that determineestigtieel, committed, assigned, and
unassigned amounts are considered to have been spent.

Policy on Committing Funds

Itis the policy of tMenicipalityhat fund bal ance amounts wil./l b
only after formal actionapmtoval by Municipal Legislature. The Municipal Legislature has the author
to separate funds for specific purposes. Any separate fund as Committed Fund Balance requir
adoption of a resolution by a simple majority of votes. The adoptituiofn thleowdd be carried out
before June 30 of the fiscal year to implement. If the actual amount of the commitment is not av
through June 30, the resolution should establish the process or formula required to calculate the
amount as sooniaformation is available in the following fiscal year.

For example, the Municipal Legislature may approve a resolutiore pddimangéarstatements, if
available, up to a specified dollar amount as Committed Fund Balance for chpitedgmiojietiar T
amount to be reported as Committed Fund Balance for capital projects may not be known at the
approval due to the annual financial audit not yet being completed. This amount can be determin
later date when known and appebpreghorted within the -geal financial statements due to the
Municipal Legislature approving this resolution beifwde year

It is the policy of enicipalithat the Municipal Legislature may commit fund balance for any reasol
that is consistemith the definition of Committed Fund Balance. Examples of reasons to commit fi
balance would be to display intentions to use portions of fund balance for future capital pro
stabilization funds, or to earmark special Genermldruiireams nspent at yeand that are

intended to be used for specific purposes.

After approval by the Municipal Legislature, the amount reported as Committed Fund Balance car
reversed without utilizing the same process required to commit the funitiss Teepefiioe of the
Municipalithat funds can only be removed from the Committed Fund Balance category after resol
and approval by the Municipal Legislature.
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Policy omAssigning Funds

Funds that argendetb be used for a specific purpose but have not received the formal approval act
at the Municipal Legislature level may be recorded as Assigned Fund Balance. Likewise, redeg
assigned resources to an alteznase does not require formal action by the Municipal Legislature.
Having reviewed the requirements for assigning fund balance, therefore, is themolaliof the

that Mayor shall have the authority to assign fund baldiericiptidyesed on the intentions of

the use of funds by the Municipal Legislature. In addition, the Mayor can delegate to the Finance [
or other employee offttumicipalityhe authority to assign the funds.

Policy on Unassigned General Fund Balance

It isthe goal of thdunicipalitp achieve and maintain an Unassigned General Fund Balance equal t
15% of budgeted expendituredMiihieipalisonsiders a balance of less than 10% to be a cause for
concern, barring unusual or deliberate circumstances, and a balance of more than 20% as excess
amount in excess of 20% is to be considered for reservation to accumulate fundingdbr the purch
machinery and equipment, for capital projects, and/or reduces tax levy requirements, and sh
determined in conjunction with the annual budget process. In the event that the Unassigned Gener
Balance is less than the policy anticipaMsnithigalitghall plan to adjust budget resources in the
subsequent fiscal years to restore the bafgrogriation from Unassigned General Fund Balance
shall require the approval of the Municipal Legislature and shall be only for specifisutitbursement
as ondime expenditures and capital asset purchases, and not for ongoing expenditures unless a
plan designated to sustain the expenditures is simultaneoudihelaopteigpality a s n 6t me t
GASB 54 fund balance targets at Jun#430, 20

Prioritization of Fund Balance Use
In circumstances where the payment is for a purpose that quantities are available in multiple classifi
of funds balance, the order in which resources will be used shall be as follows: Restricted Fund B

followed by Committed Fund Balance, Assigned Fund Balance, and last but not least, Unassigne
Balance.
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