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recognize in accordance with parameters established by the Statement No. 68, as well as the effect of current period
changes of the aforementioned amounts that must be recognized in pension expense during the current period.
Recognition of these amounts would affect the deferred outflows of resources, deferred inflows of resources,
pension expense and the net position of the governmental activities. The amount by which this departure would
affect the deferred outflows/inflows of resources, liabilities, net position, and expenses of the governmental
activities has not been determined.
Qualified Opinion
In our opinion, except for the matters described in the “Basis for Qualified Opinion on Governmental Activities”
paragraphs, the financial statements referred to above present fairly, in all material respects, the respective financial
position of the governmental activities of the Municipality of Maricao, as of June 30, 2018, and the respective
changes in the financial position thereof for the fiscal year then ended in accordance with accounting principles
generally accepted in the United States of America.
Unmodified Opinions
In our opinion, the financial statements referred to above present fairly, in all material respects, the respective
financial position of each major fund, and the aggregate remaining fund information of the Municipality of Maricao,
as of June 30, 2018, and the respective changes in the financial position thereof and for the fiscal year then ended
in accordance with accounting principles generally accepted in the United States of America.
Other Matters
Required Supplementary Information Omitted
Management has omitted required supplementary information related to new pensions standards that accounting
principles generally accepted in the United States of America require to be presented to supplement the basic
financial statements. Such missing information, although not a part of the basic financial statements, is required by
the Governmental Accounting Standards Board who considers it to be an essential part of financial reporting for
placing the basic financial statements in an appropriate operational, economic, or historical context. Our opinion on
the basic financial statements is not affected by the missing information.
Required Supplementary Information
Accounting principles generally accepted in the United States of America require that the management's discussion
and analysis and budgetary comparison information on pages 4 to 13 and 75 to 76 be presented to supplement the
basic financial statements. Such information, although not a part of the basic financial statements, is required by the
Governmental Accounting Standards Board, who considers it to be an essential part of financial reporting for placing
the basic financial statements in an appropriate operational, economic, or historical context. We have applied
certain limited procedures to the required supplementary information in accordance with auditing standards
generally accepted in the United States of America, which consisted of inquiries of management about the methods
of preparing the information and comparing the information for consistency with management's responses to our
inquiries, the basic financial statements, and other knowledge we obtained during our audit of the basic financial
statements. We do not express an opinion or provide any assurance on the information because the limited
procedures do not provide us with sufficient evidence to express an opinion or provide any assurance.
Supplementary Information
Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the Municipality’s basic financial statements. The accompanying Financial Data Schedule, as required by U. S.
Department of Housing and Urban Development, on page 82, and the Schedule of Expenditures of Federal Awards
on pages 80 and 81 are presented for purposes of additional analysis as required by Title 2 U. S. Code of Federal
Regulations Part 200, Uniform Administrative Requirement, Cost Principles, and Audit Requirement for Federal
Awards, and they are not a required part of the basic financial statements.
The accompanying Financial Data Schedule and the Schedule of Expenditures of Federal Awards are the
responsibility of management and was derived from and relates directly to the underlying accounting and other
records used to prepare the basic financial statements. The information has been subjected to the auditing
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procedures applied in the audit of the basic financial statements and certain additional procedures, including
comparing and reconciling such information directly to the underlying accounting and other records used to prepare
the basic financial statements or to the basic financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. In our opinion, the Financial
Data Schedule and the Schedule of Expenditures of Federal Awards are fairly stated, in all material respects, in
relation to the basic financial statements as a whole.
Other Reporting Required by Government Auditing Standards
In accordance with Government Auditing Standards, we have also issued our report dated March 29, 2019, on our
consideration of the Municipality of Maricao’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters. The
purpose of that report is to describe the scope of our testing of internal control over financial reporting and
compliance and the results of that testing, and not to provide an opinion on internal control over financial reporting
or on compliance. That report is an integral part of an audit performed in accordance with Government Auditing
Standards in considering Municipality of Maricao’s internal control over financial reporting and compliance.

Juan A. Rivera, CPA
Lic. #2214
Toa Baja, Puerto Rico
March 29, 2019
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Note: The Stamp No. O276350 was
affixed to the original report.

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Management’s Discussion and Analysis
June 30, 2018
As management of the Municipality of Maricao, we offer readers of the City’s financial statements this
narrative overview and analysis of the financial activities of the Municipality for the fiscal year ended June
30, 2018. Please read it in conjunction with the Municipality’s financial statements, which follow this
section.
FINANCIAL HIGHLIGHTS
•

The Municipality’s has reported assets and net position amounting to ($23,823,806) and ($6,128,562)
respectively, in the accompanying statement of net position, of which the most significant assets are
capital assets amounting to $19,029,391 (85% of total Municipality’s assets).

•

The Municipality has reported total liabilities amounting to $32,952,368 in the accompanying
statement of net position, of which the most significant liabilities are: (1) account payables and
accrued liabilities ($4,270,251), (2) bonds payable and note payable ($10,153,998), and (3) net
pension liability ($16,873,597). These liabilities account for 93 percent of the Municipality’s total
liabilities at June 30, 2018.

•

The Municipality has reported total revenues amounting to $10,556,474 in the accompanying
statement of activities, of which: (1) property taxes ($478,590) and (2) intergovernmental
contributions ($7,913,110) were the most significant revenues amounting to $8,391,700 (79% of total
revenues).

•

The Municipality has reported a net change in net position (excess of expenses over revenues)
amounting to ($1,579,400) in the accompanying statement of activities.

•

The Municipality’s governmental funds reported combined ending fund balances of $1,087,342 of
which ($2,312,083) represent the fund balances of the general fund, $641,842, the debt service fund,
and $86,391, RC 82 fund,(jointly known as the Municipality’s major funds).

•

The Municipality has reported unassigned fund balance for the general fund amounting to
($2,112,084).

•

The Municipality has reported an excess of expenditures over revenues and other financing sources
amounting to $722,344 in the governmental funds.

USING THIS ANNUAL REPORT
This annual report consists of a series of new financial statements with a change in the focus from the
previous financial statements. The new focus is on both the Municipality as a whole (government-wide)
and the major individual funds. Both perspectives (government-wide and major fund) allow the user to
address relevant questions, broaden a basis for comparison (year to year or government to government)
and enhance the Municipality’s accountability.
OVERVIEW OF THE BASIC FINANCIAL STATEMENTS
The Municipality’s financial statements include three components: (1) the government-wide financial
statements, (2) the fund financial statements, and (3) the notes to the financial statements (collectively
known as the basic financial statements).
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Management’s Discussion and Analysis
June 30, 2018
Overview Of The Basic Financial Statements (continued)
This report also contains additional required supplementary information (budgetary schedule) in addition
to the basic financial statements themselves. These components are described below:
NEW SIGNIFICANT ACCOUNTING STANDARDS IMPLEMENTED
In fiscal year 2015‐2016, the Municipality adopted two new statements of financial accounting
standards issued by the Governmental Accounting Standards Board (GASB) that relate to pension activity:
• Statement No. 68, Accounting and Financial Reporting for Pensions—an amendment of GASB
Statement No. 27, and
• Statement No. 71, Pension Transition for Contributions Made Subsequent to the Measurement
Date—an amendment of GASB Statement No. 68
Statement No. 68 (Statement) establishes standards of accounting and financial reporting, but not funding
or budgetary standards, for the Municipality’s defined benefit pension plans. This Statement replaces the
requirements of prior GASB statements impacting accounting and disclosure of pensions.
The significant impact to the Municipality of implementing Statement No. 68 is the reporting of the
Municipality’s unfunded pension liability on the Municipality’s full accrual basis of accounting
government-wide financial statements. There are also new note disclosure requirements and
supplementary schedules required by the Statement.
Government-Wide Financial Statements
The government-wide financial statements are designed to provide readers with a broad overview of the
Municipality’s operations and finance as a whole in a manner similar to private-sector business. These
statements provide short-term and long-term information about the Municipality’s financial position,
which assist the Municipality’s management to determine the economic condition at the end of the fiscal
year.
These financial statements are prepared using the flow of economic resources measurement focus and
the accrual basis of accounting.
This basically means that these financial statements follow methods that are similar to those used by most
businesses. They take into account all revenues and expenses connected with the fiscal year ended June
30, 2018 even if cash involved have not been received or paid. The government-wide financial statements
include: (1) the statements of net position and (2) the statement of activities.
Statement of Net Position
The statement of net position presents all of the Municipality’s assets and liabilities, with the difference
between these two items reported as “net position” (equity). Over time, increases or decreases in the
net position may serve as a useful indicator of whether the financial position of the Municipality is either
improving or deteriorating.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Management’s Discussion and Analysis
June 30, 2018
Statement of Activities
The statement of activities presents information showing how the Municipality’s net position changed
during the fiscal year ended June 30, 2016. All changes in net position are reported as soon as the
underlying event giving rise to the change occurs, regardless of the timing of related cash flows. Thus,
revenues and expenses are reported in this statement for some items that will not result in cash flows
until future fiscal periods (such as uncollected taxes and earned but unused vacation leave). This
statement also presents a comparison between direct expenses and program revenues for each function
of the Municipality.
Both of the abovementioned financial statements present all the governmental activities of the
Municipality, which consist mostly by taxes and intergovernmental revenues (such as federal grants).
Most services provided by the Municipality fall into this category, including culture and education, general
government, health and sanitation, public safety, public housing and welfare, etc.
Fund Financial Statements
The Municipality’s fund financial statements, which consist of: (1) the balance sheet – governmental
funds and (2) the statement of revenues, expenditures and changes in fund balances – governmental
funds. These financial statements report the financial position and results of operations of the
Municipality’s governmental funds.
A fund is a grouping of related accounts that is used to maintain control over resources that have been
segregated for specific activities or objectives. The Municipality, like most other state and local
governments, uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. Each fund is considered an independent fiscal entity accounted for within a set of selfbalancing accounts that comprise its assets, liabilities, fund equity, revenue, and expenditures. Fund
accounting segregates funds according to their intended purpose and is used to aid management in
demonstrating compliance with legal, financial and contractual provisions.
The fund financial statements focus on: (1) individual parts of the Municipality’s government and (2)
reporting the Municipality’s operations in more detail than the government-wide financial statements.
For financial reporting purposes, the Municipality classifies its funds within the following fund categories:
(1) general fund, (2) debt service fund, (3) special revenue funds and (4) capital projects funds (collectively
known as the “governmental funds”).
Governmental funds are used to account for all of the services provided by the Municipality.
Governmental funds are used to account for essentially the same functions reported as governmental
activities in the governmental-wide financial statements. However, unlike the government-wide financial
statements, governmental fund financial statements focus on near-term inflows and outflows of
expendable resources. They also focus on the balances of expendable resources available at the end of
the fiscal year (June 30, 2018). This approach is known as using the flow of current financial resources
measurement focus and the modified accrual basis of accounting. These statements provide a detailed
short-term view of the Municipality’s finances that assists in determining whether there will be adequate
financial resources available to meet the current needs of the Municipality, that is, evaluating the
Municipality’s near-term financing requirements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Management’s Discussion and Analysis
June 30, 2018
Fund Financial Statements (Continued)
Because the focus of governmental funds is narrower than that of the government-wide financial
statements, it is useful to compare the fund information presented for governmental funds with similar
information presented for governmental activities in the government-wide financial statements. By doing
so, readers may better understand the long-term impact of the Municipality’s near-term financial
decisions.
For financial reporting purposes the Municipality has four major funds: (1) the general fund, (2) the debt
service fund, (3) RC 82 fund and (4) Huracán 2017 fund.
Notes to the Basic Financial Statements
The notes to the basic financial statements provide additional information that is essential to a full
understanding of the data provided in the government-wide and the fund financial statements. The notes
to the basic financial statements can be found immediately following the basic financial statements.
The notes to the basic financial statements provide additional information that is essential to a full
understanding of the data provided in the government-wide and the fund financial statements. The notes
to the basic financial statements can be found immediately following the basic financial statements.
Required Supplementary Information
The basic financial statements are followed by a section of required supplementary information consisting
of a budgetary comparison between actual operating results with the original budget and the final
amended budget for the general fund.
The required supplementary information reported are related to the implementation of GASB Statement
No. 68 and GASB Statement No. 71 for pension liability reporting are presented after budgetary
comparison schedule.
INFRASTRUCTURE ASSETS
Historically, a government’s largest group of assets (infrastructure – roads, bridges, traffic signals,
underground pipes [unless associated with a utility], etc.) have not been reported nor depreciated in
governmental financial statements. GASB 34 requires that these assets be valued and reported within
the governmental column of the Government-Wide Financial Statements. Additionally, the government
must elect to either (a) depreciate these assets over their estimated useful life or (b) develop a system of
asset management designed to maintain the service delivery potential to near perpetuity. If the
government develops the asset management system (modified approach), which periodically (at least
every third year), by category, measures and demonstrates its maintenance of locally established levels
of service standards, the government may record its cost of maintenance in lieu of depreciation. The
information about the condition and maintenance of condition of the government infrastructure assets
should assist financial statement users in evaluating a local government and its performance over time.
As of July 1, 2003, the Municipality retroactively recorded the historical costs of infrastructure assets. Also
the Municipality elected to depreciate infrastructure assets instead of using the modified approach.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Management’s Discussion and Analysis
June 30, 2018
FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE
Net position
As noted earlier, net position may serve over time as a useful indicator of the Municipality’s financial
position. In the case of the Municipality, net position (excess of liabilities over assets) amounted to
($6,128,652) at June 30, 2018. The Municipality net position, as previously mentioned, decreased by
($333,659) as required by GASB Statement 68 for the Municipality’s proportionate share in the unaudited
estimated actuarial liability of the Employee’s Retirement System in order to recognize the Net Pension
Liability of $16,873,597.
The largest portions of the Municipality’s net position are invested in capital assets net of their related
debt which amount to $11,409,708. The Municipality’s net position are also composed of net position
amounting to $3,300,723 that are restricted for (1) future debt service payments, (2) the future acquisition
or construction of capital assets and (3) other purposes. In addition, the Municipality’s net position are
reported net of an unrestricted deficit of ($20,838,993).
The portion of the Municipality’s net position invested in capital assets such as land, buildings, equipment,
etc., less any outstanding related debt used to acquire those assets, are used by the Municipality to
provide services to its citizens. Consequently, these assets are not available for future spending. Although
the Municipality’s investment in its capital assets is reported net of related debt, it should be noted that
the resources needed to repay this debt must be provided from the debt service fund, since the capital
assets themselves cannot be used to liquidate these liabilities.

(This space was intentionally left in blank)
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Management’s Discussion and Analysis
June 30, 2018

Financial Analysis Of The Municipality As A Whole (Continued)
The following is a condensed presentation of the Municipality’s financial position, as reported in the
government-wide financial statements:

Condensed Statement of Net Position:
Current and other assets
Noncurrent and other assets
Total Assets
Total Deferred Outflow of Resources
Total Assets

2018
$

Long-term liabilities outstanding
Other liabilities
Total Liabilities

$

27,848,628
4,113,100
31,961,728

1,161,034

Net position (deficit):
Invested in capital assets, net of related debt
Restricted
Unrestricted

-

11,409,708
3,300,723
(20,838,993)
$

(6,128,562)

12,147,822
2,983,227
(22,839,011)
$

(This space was intentionally left in blank)
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3,758,533
20,495,233
24,253,766
-

31,491,334
300,000
31,791,334

Total Deferred Inflow of Resources

Total Net Position

5,206,078
19,029,391
24,235,469
2,588,337
26,823,806

2017

(7,707,962)

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Management’s Discussion and Analysis
June 30, 2018

Financial Analysis Of The Municipality As A Whole (Continued)
The following is a condensed presentation of the Municipality’s results of operations, as reported in the
government-wide financial statements:
Condensed Statement of Revenues, Expenditures and Changes in Fund Balance
Total revenues - Major funds
Total revenues - Nonmajor funds
Total revenues

10,780,586
1,233,693
12,014,279

6,173,079
1,676,126
7,849,205

Total expenditures - Major funds
Total expenditures - Nonmajor funds
Total Expenditures

10,031,763
1,260,172
11,291,935

6,970,976
1,822,702
8,793,678

748,823
(26,479)
722,344

(797,897)
(146,576)
(944,473)

Expenditures over revenues - Major Funds
Expenditures over revenues- Nonmajor funds

Other financing sources - Major funds
Other financing sources - Nonmajor funds
Total other financing resources
Expenditures over(under) revenues and other financing sources
Beginning fund balance
Prior year adjustment
Ending fund balance as restated

722,344
364,998
$

(This space was intentionally left in blank)
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-

1,087,342

$

(944,473)
1,574,820
(265,349)
364,998

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Management’s Discussion and Analysis
June 30, 2018
FINANCIAL ANALYSIS OF THE MUNICIPALITY’S GOVERNMENTAL FUNDS
As discussed earlier, the Municipality uses fund accounting to ensure and demonstrate compliance with
finance-related legal requirements.
Governmental Funds - The focus of the Municipality’s governmental funds is to provide information on
near-term inflows, outflows, and balance of expendable resources. Such information is useful in assessing
the Municipality’s financing requirements. In particular, unassigned fund balance may serve as a useful
measure of a government’s net resources available for spending at the end of fiscal year.
The following is a condensed presentation of the Municipality’s balance sheet and results of operations
of governmental funds:
Condensed Balance Sheet - Governmental funds:
Total assets - Major funds
Total assets - Nonmajor funds
Total assets

2018
$

Total liabilities - Major funds
Total liabilities - Nonmajor funds
Total liabilities
Fund balances - Major funds
Fund balances - Nonmajor funds
Total Fund Balances

2017

4,677,009
3,581,943
8,258,952

$

3,812,139
2,264,638
6,076,777

6,216,971
676,154
6,893,125

4,931,382
289,760
5,221,142

(1,583,851)
2,671,193
1,087,342

(1,257,550)
1,622,548
364,998

Condensed Statement of Revenues, Expenditures and Changes in Fund Balance
Total revenues - Major funds
Total revenues - Nonmajor funds
Total revenues

10,780,586
1,233,693
12,014,279

6,173,079
1,676,126
7,849,205

Total expenditures - Major funds
Total expenditures - Nonmajor funds
Total Expenditures

10,031,763
1,260,172
11,291,935

6,970,976
1,822,702
8,793,678

748,823
(26,479)
722,344

(797,897)
(146,576)
(944,473)

Expenditures over revenues - Major Funds
Expenditures over revenues- Nonmajor funds

Other financing sources - Major funds
Other financing sources - Nonmajor funds
Total other financing resources
Expenditures over(under) revenues and other financing sources
Beginning fund balance
Prior year adjustment
Ending fund balance as restated

722,344
364,998
$

1,087,342

(This space was intentionally left in blank)
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-

$

(944,473)
1,574,820
(265,349)
364,998

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Management’s Discussion and Analysis
June 30, 2018

CAPITAL ASSETS AND DEBT ADMINISTRATION
Capital Assets
The accompanying statement of net position reported total gross capital assets, at cost, amounting to
$30,339,860 of which $9,375,765 represents infrastructure assets at June 30, 2018. The related
accumulated depreciation and amortization of capital assets amounted to $11,310,469 of which
$3,711,909 is related to infrastructure assets at June 30, 2018. This investment in capital assets includes
land, buildings, improvements, equipment, infrastructure and construction in progress. Infrastructure
assets are items that are normally immovable and of value only to the municipal government, such as
roads, bridges, streets and sidewalks, drainage systems, lighting systems, and similar items.
The Municipality finances a significant portion of its construction activities through bond issuances and
state and federal grants. The proceeds from bond issuances designated for construction activities are
committed in its entirety for such purposes and cannot be used for any other purposes.
Debt Administration
The laws and regulations of the Commonwealth of Puerto Rico have established a limitation for the
issuance of general obligation municipal bonds and notes for the payment of which the good faith, credit
and taxing power of each municipality may be pledged.
The applicable laws and regulations also require that in order for a municipality to be able to issue
additional general obligation bonds and notes, such municipality must have sufficient “payment capacity”.
Act No. 64 provides that a municipality has sufficient “payment capacity” to incur additional general
obligation debt if the deposits in such municipality’s Redemption fund and the annual amounts collected
with respect to such municipality’s Special Additional Tax, as projected by the Government Development
Bank for Puerto Rico, will be sufficient to service to maturity the Municipality’s outstanding general
obligation debt and the additional proposed general obligation debt (“Payment Capacity”).
The Municipality is required under applicable laws and regulations to levy the Special Additional Tax in
such amounts as shall be required for the payment of its general obligation municipal bonds and notes.
In addition, principal of and interest on all general obligation municipal bonds and notes and on all
municipal notes issued in anticipation of the issuance of general obligation bonds issued by the
Municipality constitute a first lien on the Municipality’s Basic Tax revenues. Accordingly, the Municipality’s
Basic Tax revenues would be available to make debt service payments on general obligation municipal
bonds and notes to the extent that the Special Additional Tax levied by the Municipality, together with
moneys on deposit in the Municipality’s Redemption Fund, are not sufficient to cover such debt service.
It has never been necessary to apply Basic Taxes to pay debt service on general obligation debt of the
Municipality.
ECONOMIC FACTORS AND NEXT BUDGETS AND RATES
The Municipality relies primarily on property and municipal license taxes, as well as, federal and state
grants to carry out the governmental activities. Historically, property and municipal license taxes have
been very predictable with increases not generally exceeding ten percent. Federal grant revenues may
vary if new grants are available but the revenue is also very predictable.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Management’s Discussion and Analysis
June 30, 2018

Economic Factors And Next Budgets And Rates (Continued)
Those factors were considered when preparing the Municipality’s budget for the 2018-2019 fiscal years.
There were no significant changes between the budget for fiscal year 2018-2019 and the one for fiscal
year 2017-2018.
FINANCIAL CONTACT
The Municipality’s financial statements are designed to present users (citizens, taxpayers, customers,
investors and creditors) with a general overview of the Municipality’s finances and demonstrate the
Municipality’s’ accountability. If you have any questions about the report or need additional financial
information, contact the Municipality’s Director of Finance, Mr. Modesto Ayala Quiñones at P.O. Box 837,
Maricao, Puerto Rico, 00606-0837.

(This space was intentionally left in blank)
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Statement of Net Position
June 30, 2018

ASSETS
Current Assets:
Cash and cash equivalents (notes 1g and 3)
Receivables, net of allowance for doubtful accounts
Intergovernmental receivable
Federal financial assistance
Property taxes receivable
Total receivables
Restricted assets:
Cash in fiscal agent

$
$

463,831
413,981
48,742
926,554
2,992,326

Total restricted assets
Other current assets
Total current assets

2,992,326
5,206,078

Noncurrent Assets:
Capital assets:
Depreciable capital assets
Non-depreciable capital assets
Total capital assets
Less: accumulated depreciation and amortization
Capital assets, net of accumulated depreciation
Total noncurrent assets

28,097,403
2,242,457
30,339,860
(11,310,469)

Total assets

19,029,391
19,029,391
$

Total deferred outflows of resources
Total assets and deferred outflows of resources

(This space was intentionally left in blank)
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1,287,198

24,235,469
2,588,337
$ 26,823,806

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Statement of Net Position
June 30, 2018

LIABILITIES
Current liabilities:
Accounts payable and other accrued liabilities (notes 1h)
Interest Payable
Intergovernmental (note 1h and 8)
Matured Bonds Due and Payable
Total accounts payable
Deposit
Current portion of long term obligations
Compensated absences
Accrued christmas bonus
Total current portion of long term obligations
Total current liabilities
Noncurrent liabilities:
Bonds payable
Estimated Pension Liabilities
Compensated absences
Total noncurrent liabilities
Total liabilities

$

575,943
286,220
2,401,933
570,000
3,834,096
6,156
291,513
138,486
429,999
4,270,251

10,153,998
16,873,597
493,488
27,521,083
31,791,334

Deferred volume of bussusiness tax
Deferred federal financial assistance
Total deferred inflows of resources
Total liabilities and deferred inflows of resources
NET POSITION (DEFICIT)
Invested in capital assets, net of related debt
Restricted for (1j):
Debt service
Other Specific Purpose
Total restricted net position
Unrestricted net deficit
Total net position (deficit)
Total Liabilities and Net Position (deficit)

$

13,402
265,083
882,549
32,952,368

11,409,708
641,842
2,658,881
3,300,723
(20,838,993)
(6,128,562)
$

26,823,806

The accompanying notes to the basic financial statements are an integral part of this statements

15 | P a g e

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Statement of Activities
Year Ended June 30, 2018
Program Revenues

Functions/Programs
General government
Urban and economic development
Culture, recreation and education
Health and sanitation
Public housing and welfare
Public safety
Debt service - interests
Total governmental activities

Expenditures
$

2,910,209
4,594,028
156,982
278,055
179,976
3,244,797
689,246
12,053,293

Charge for
Service

Operating
Grants and
Contributions

Capital Grants and
Contributions

Net
Expenses
and Changes in
Position
$

$

2,923,041

153,178

-

153,178

2,923,041

General revenues:
Taxes:
Property taxes (note 5)
Municipal Sales Tax
Municipal license taxes (note 4)
License and Permits
Total taxes
Intergovernmental contributions and reimbursements
Unrestricted interests, fines and penalties
Other revenues
Total general revenues
Net change in net position

478,590
833,225
110,521
3,065
1,425,401
7,913,110
38,282
1,179,681
10,556,474
1,579,400

Net position deficit at beginning of fiscal year
Prior Period Adjustment
Net position deficit at beginning of fiscal year as restated
Net position end of fiscal year
The accompanying notes to the basic financial statements are an integral part of this statement.

(This space was intentionally left in blank)
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(2,910,209)
(1,670,987)
(156,982)
(278,055)
(26,798)
(3,244,797)
(689,246)
(8,977,074)

(7,707,962)

$

(7,707,962)
(6,128,562)

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Balance Sheet
Governmental Funds
Year Ended June 30, 2018
Major Funds
Debt

ASSETS
Unrestricted ca sh and cash equiva lents
Property Tax Receiva ble
Due from other funds
Due from governmental entities
Federa l Financial Assista nce
Restricted cash and ca sh equivalents
Tota l assets
TOTAL DEFERRED OUTFLOWS
OF RESOURCES
Total a ssets a nd deferred
outflows of resources
LIABILITIES
Account payabl e and accrued expenses
Ma ture bonds due and paya ble
Due to other governmental entities
Due to other funds
Interest payabl e
Deposits
Total Lia bilities
DEFERRED INFLOWS OF RESOURCES
Deferred Inflows of ca sh volume of busi ness
Deferred Inflows of ca sh federal a ssista nt
Total Deferred Inflows of Resources

General

Service

Huracán

Fund

Fund

2017

$ 1,287,198
48,742
798,004
432,855
2,566,799

$

1,498,062
1,498,062

$

RC - 82

30,487
30,487

$

366,875
214,786
581,661

Nonmajor
Governmental
Funds

Total
Governmental
Funds

$

$

1,887,995
30,976
413,981
1,248,991
3,581,943

1,287,198
48,742
3,052,874
463,831
413,981
2,992,326
8,258,952

-

-

-

-

-

-

2,566,799

1,498,062

30,487

581,661

3,581,943

8,258,952

124,344

-

495,270

6,156
4,865,481

570,000
286,220
856,220

451,599
18,750
205,805
676,154

575,943
570,000
2,401,933
3,052,874
286,220
6,156
6,893,126

13,402
13,402

-

30,487
30,487

-

234,596
234,596

13,402
265,083
278,485

(2,312,084)
(2,312,084)

641,842
641,842

-

86,391
86,391

2,670,808
385
2,671,193

3,399,041
(2,311,699)
1,087,342

$ 2,566,799

$ 1,498,062

30,487

$ 581,661

2,383,183
2,351,798

495,270

-

FUND BALANCES
Restricted
Unassigned
Total fund balances

Tota l liabil ities, deferred infl ows
of resources and fund balances

-

$

$

3,581,943

The accompanying notes to the basic financia l statements are a n integral pa rt of this sta tement.
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$

8,258,952

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Statement of Revenues, Expenditures and Changes in Fund Balance
Governmental Funds
Year Ended June 30, 2018

General
Fund
REVENUES:
Property taxes
Municipal sales tax
Volume of business tax
License, permit and fines
Construction Exise Tax
Intergovernmental revenues
Charges for service
Federal financial assistance
Interest
Miscellaneous
Total revenues

$ 310,872
508,174
110,521
3,065
34,235
4,291,430
3,368
1,179,361
6,441,026

EXPENDITURES:
General government
Urban and economic development
Public safety
Health and sanitation
Culture, recreation and education
Public housing and welfare
Debt service:
Principal
Interest on bonds and notes
Capital outlays
Total expenditures

1,543,912
2,500,882
335,321
278,055
148,066
25,798

Excess (deficiency) of revenues over expenditures
OTHER FINANCING SOURCES (USES):
Operating transfer –in from other funds
Operating transfer-out to other funds
Total other financing sources (uses)
EXCESS (DEFICIENCY) OF REVENUES AND
OTHER FINANCING SOURCES (USES)
OVER EXPENDITURES

FUND BALANCES AT BEGINNING OF YEAR
PRIOR YEAR ADJUSTMENT
FUND BALANCES RESTATED
FUND BALANCES AT END OF YEAR
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Major Funds
Debt
Huracán
Service
Fund
2017
$ 167,717
325,051
2,835
495,603

-

$

2,903,041
2,903,041

$

940,916
940,916

Nonmajor
Governmental
Funds

Total
Governmental
Funds

$

$

25,152
2,102
1,170,672
35,447
320
1,233,693

478,589
833,225
110,521
3,065
34,235
5,257,498
5,470
4,073,713
38,282
1,179,681
12,014,279

2,903,041
-

1,084,223
-

81,720
1,008,923
6,435
8,916
154,178

1,625,632
4,594,028
3,244,797
278,055
156,982
179,976

2,903,041

1,084,223

1,260,172

689,246
520,039
3,180
11,291,935

(26,479)

722,344

-

364,774
(364,774)
-

(26,479)

722,344

2,697,671

364,998
364,998
1,087,342

3,180
4,835,214

689,246
520,039
1,209,285

1,605,812

(713,682)

-

361,939
(2,835)
359,104

-

1,246,708

(354,578)

-

(3,558,791)

996,420

(3,558,791)
$ (2,312,083)

996,420
$ 641,842

-

2,835
(361,939)
(359,104)

RC - 82

$

(143,307)

-

(143,307)

229,698
229,698
$ 86,391

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

$

2,697,671
2,671,193

$

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
RECONCILIATION OF THE BALANCE SHEET - GOVERNMENTAL FUNDS TO THE
STATEMENT OF NET POSITION
JUNE 30, 2018

$ 1,087,342

Total fund balances- governmental funds

Amounts reported for governmental activities in the statement of
net positions are different because:
Capital assets used in governmental activities are not current
financial resources and, therefore, are not reported in the
governmental funds balance sheet:

19,029,391

Deferred outflows of resources related to pension

2,588,337

Deferred inflows of resources related to pension

Long term liabilities, including bonds payable, are not due and
payable in the current period and, therefore, are not reported in
in the funds:
General obligation bonds and notes
Net Pension Liability
Compensated absences
Christmas Bonus

(882,549)

$ (10,153,998)
(16,873,597)
(785,002)
(138,486)

Net position of governmental activities:

The accompanying notes are an integral part of these statements.

(This space was intentionally left in blank)
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(27,951,083)

$ (6,128,562)

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
RECONCILIATION OF STATEMENT OF REVENUES, EXPENDITURES AND CHANGES IN FUND
BALANCES (DEFICIT) - GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
FISCAL YEAR ENDED JUNE 30, 2018
$

Net change in fund balances (deficit) - total governmental funds:

722,344

Amounts reported for governmental activities in the Statement of Activities are
different because:
Governmental funds reports capital assets 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:
Expenditures for capital assets
Less: current year depreciation

$ 3,180
(881,129)

(877,949)

Revenues in the Statement of Activities that do not provide current financial
resources are not reported as revenues in the funds.

-

Expenditures reported in funds which are not reported as expenses in the
Statement of Activities:
Matured bonds principal payments
Some expenses reported in the Statement of Activities do not require the
use of current financial resources and therefore are not reported as
expenditures in the governmental funds:
Compensated absences
Miscellaneous

520,039

923,887
291,080

Change in Net Position of Governmental Activities:

The accompanying notes are an integral part of these statements.
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1,214,967
$

1,579,400

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Notes to Basic Financial Statements
June 30, 2018
1. GOVERNMENTAL ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
A. Government Background Information
The Municipality of Maricao of the Commonwealth of Puerto Rico (the “Municipality”) is a local
government constituted in 1874 with full legislative, fiscal and administrative powers to operate
as a government. The Municipality assumes responsibility for public safety, health and sanitation,
public housing and welfare, culture and education, urban development and many other general
and administrative duties.
The laws and regulations of the Commonwealth of Puerto Rico (the “Commonwealth”) provide
for separation of powers of the executive, legislative and judicial branches of the
Commonwealth’s and the Municipalities’ governments. The executive power of the Municipality
is exercised by a Mayor, who is elected every four years and is assisted by the Administrative
Cabinet, which is appointed by the Mayor. The legislative power is exercised by the Municipal
Legislature, which is also elected every four years. The judiciary power is exercised by the General
Justice Court System of the Commonwealth, which has jurisdiction over the Municipality.
B. Financial Reporting Entity
The accounting policies and financial reporting practices of the Municipality conform to the
accounting principles generally accepted in the United States of America (“GAAP”) as applicable
to state and local governments.
According to GAAP, the financial reporting entity for the Municipality consists of: (1) the primary
government, which is composed of all municipal departments and units under the legal and
administrative control of the Mayor and the Municipal Legislature, and (2) all component units.
In evaluating how to define the Municipality for financial reporting purposes, the Municipality’s
management has addressed all potential entities and organizations that may be considered
component units according to the criteria set forth by Statement No. 14, The Financial Reporting
Entity, as amended by Statement No. 39, Determining Whether Certain Organizations are
Component Units, both issued by the Governmental Accounting Standards Board.
GAAP defines component units as those entities that: (1) are legally separate organizations for
which the Municipality’s elected officials are financially accountable, and (2) other organizations
for which the nature and significance of their relationship with the Municipality are such that
exclusion of their financial statements from those of the Municipality would cause the
Municipality’s basic financial statements to be misleading or incomplete. Financial accountability
exists if the Municipality appoints a voting majority of the organization’s governing body, and if
either one of the following conditions exist: (1) the Municipality can impose its will on the
organization or (2) the potential for the organization to provide specific financial benefits to, or
impose specific financial burdens on, the Municipality.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Notes to Basic Financial Statements
June 30, 2018
B. Financial Reporting Entity (continued)
GASB Statement No. 39, which was early adopted by the Municipality on July 1, 2003, amended
the provisions of GASB Statement No. 14 to provide additional guidance to determine whether
certain organizations for which the Municipality is not financially accountable should be reported
as component units based on the nature and significance of their relationship with the
Municipality. Generally, GASB Statement No. 39 requires reporting, as a discretely presented
component unit, an organization that raises and holds economic resources for the direct benefit
of a governmental entity. Such organizations are legally separate, tax-exempt entities that meet
all of the three specific criteria that address benefit, entitlement or access, and significance.
The Municipality’s management has concluded that, based on the aforementioned criteria, there
are no legally separate entities or organizations considered component units of the Municipality
according to GAAP as of June 30, 2018 nor for the year then ended.
C. Financial Statement Presentation
The basic financial statements of the Municipality have been prepared in conformity with
accounting principles generally accepted in the United Stated of America as applicable to local
governmental units. The basic financial statements include both governmentwide (based on the
Municipality as a whole) and fund financial statements, which provide a more detailed level of
financial information. Both the government-wide and fund financial statements (within the basic
financial statements) categorize primary activities as governmental type.
The financial information of the Municipality is presented in this report as follows:
Required Supplementary Information – Management’s Discussion and Analysis
Management’s Discussion and Analysis is required supplementary information that introduces
the basic financial statements and provides an analytical overview of the Municipality’s financial
activities.
Government-wide Financial Statements (GWFS)
While separate government-wide and fund financial statements are presented, they are
interrelated. The GWFS (the Statement of Net Position and the Statement of Activities) report
information of all the activities of the Municipality. For the most part, the effect of interfund
activity has been removed from these financial statements. Exceptions to this general rule are
payments in lieu of taxes where the amounts are reasonably equivalent in value to the interfund
services provided and other charges between the government’s Puerto Rico Electric Power
Authority function of the government. Elimination of this charges would distort the direct cost
and program revenue reported for the various functions concerned. Governmental activities,
which normally are supported by taxes and intergovernmental revenues, are reported separately
from business-type activities, which rely, to a significant extent, on fees and charges to external
customers for support.
The focus of the Statement of Net Position is designed to be similar to bottom line results for the
Municipality’s governmental activities and business type activities. This statement combines and
consolidates governmental fund’s current financial resources (short-term spendable
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Notes to Basic Financial Statements
June 30, 2018
Government-wide Financial Statements (GWFS) (continued)
resources) with capital assets and long-term obligations. The Statement of Net Position presents
the reporting entities’ assets, deferred outflows of resources, liabilities, and deferred inflows of
resources, with the difference reported as net positions. Net 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 regulations, and unrestricted. Designations solely imposed by the
Municipality’s management are not presented as restricted net position. When both restricted
and unrestricted resources are available for use, the Municipality’s policy is to use the restricted
resources first.
The Statement of Activities demonstrates the degree to which the direct expenses of a given
function or segment is offset by program revenues. Direct expenses are those that are clearly
identifiable with a specific function or segment. In addition, to the extent that indirect costs are
allocated to the various functions, the program expenses will include both direct and indirect
costs. Program Revenues include charges to customers or applicants who purchase, use, or
directly benefit from goods, services, or privileges provided by a given function or segment, and
grants and contributions that are restricted to meeting the operational or capital requirements
of a particular function. Taxes and other items properly excluded from program revenues are
reported instead as general revenues.
Governmental Funds Financial Statements (GFFS)
The GFFS [the Balance Sheet, and the Statement of Revenues, Expenditures and Changes in Fund
Balance] provide information about the Municipality’s funds. The emphasis of fund financial
statements is on major governmental funds, each displayed in a separate column. Non-major
funds are summarized into a single column.
This presentation deemed most appropriate to (1) demonstrate legal and covenant compliance,
(2) demonstrate the source and use of liquid resources, and (3) demonstrate how the
Municipality’s actual experience conforms to the budgeted fiscal plan.
The Municipality reports the following major governmental funds:
General Fund – This is the general operating fund of the Municipality. It is used to account for all
financial resources, except those required to be accounted for in another fund.
Debt Service Fund – -This is used to account for the accumulation of resources for, and the
payment of long-term debt principal and interests.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Notes to Basic Financial Statements
June 30, 2018
Governmental Funds Financial Statements (GFFS) – (Continued)
Huracán 2017 – This fund used the resources from Central Government for expenditures assigned
to Disaster Rehabilitation.
RC -82 - This fund used the resources from Central Government for expenditures assigned to
Permanent Rehabilitation, street pavement and some urban development.
The non-major funds are combined in a single column in the GGFS. As a general rule the effect of
interfund activity has been eliminated from the GWFS.
Since the GFFS are presented in different measurement focus and basis of accounting than the
GWFS, reconciliation is presented and separate explanation for each differences.
The Municipality periodically undertakes a comprehensive evaluation of its fund structure to
ensure that it complies with all aspects that are of importance to users of general purpose
external financial reports. Consequently, all superfluous funds and some operational funds
currently used by the Municipality in the day-to-day accounting procedures have not been
reported as individual governmental funds in the accompanying fund financial statements.
Accordingly, the accompanying fund financial statements include only the minimum number of
funds consistent with legal and operating requirements and, consequently, certain types of
similar operational funds have been combined into single funds in the accompanying fund
financial statements.
The financial statements of the governmental funds are the following:
Balance Sheet – Reports information at June 30, 2018 about the current financial resources
(assets, liabilities, deferred inflows of resources and fund balances) of each major governmental
fund.
Statement of Revenues, Expenditures and Changes in Fund Balance – Reports information about
the inflows, outflows and balances of current financial resources of each major governmental
fund for the fiscal year ended June 30, 2018.
Notes to the Basic Financial Statements
The notes to the financial statements provide information that is essential to a user’s full
understanding of the data provided in the basis financial statements.
Required Supplementary Information
The basic financial statements are followed by a section of required supplementary information.

24 | P a g e

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Notes to Basic Financial Statements
June 30, 2018
Required Supplementary Information – (continued)
This section includes a Budgetary Comparison Schedule – General Fund, which includes
reconciliation between the statutory fund balance for budgetary purposes and the fund balance
for the General Fund as presented in the GFFS.
Required Supplementary Information - Employees Retirement System
GASB Statement No. 68, Accounting and Financial Reporting for Pensions, that is effective for the
Municipality's fiscal year beginning July 1, 2014, revises existing standards for measuring and
reporting pension liabilities for pension plans provided by the Municipality to its employees, and
required supplementary information that include the Schedule of Proportionate Share of the Net
Pension Liability and Schedule of Municipality's Contributions to the Employees' Retirement
Systems.
D. New Accounting Pronouncements
The provisions of the following Governmental Accounting Standards Board (GASB) Statement have been
implemented for the year ended June 30, 2014:
Statement No. 68, Accounting and Financial Reporting for Pensions, establishes accounting and
financial reporting requirements related to pensions for governments whose employees are
provided with pensions through pension plans that are covered by the scope of this Statement,
as well as for non-employer governments that have a legal obligation to contribute to those plans.
This Statement and Statement 68 establish a definition of a pension plan that reflects the primary
activities associated with the pension arrangement—determining pensions, accumulating and
managing assets dedicated for pensions, and paying benefits to plan members as they come due.
This Statement is effective for financial statements for fiscal years beginning after June 15, 2014.
GASB Statement No. 71, Pension Transition for Contributions Made Subsequent to the
Measurement Date—an amendment of GASB Statement No. 68. This Statement eliminates a
potential source of understatement of restated beginning net position and expense in a
government’s first year of implementing GASB Statement No. 68, Accounting and Financial
Reporting for Pensions. To correct this potential understatement, Statement 71 requires a state
or local government, when transitioning to the new pension standards, to recognize a beginning
deferred outflow of resources for its pension contributions made during the time between the
measurement date of the beginning net pension liability and the beginning of the initial fiscal year
of implementation. This amount will be recognized regardless of whether it is practical to
determine the beginning amounts of all other deferred outflows of resources and deferred
inflows of resources related to pensions.
E. Measurement Focus and Basis of Accounting
The term measurement focus refers to what is being expressed in reporting financial position and
performance, that is, which resources are being measured in the accompanying basic financial
statements. Two different measurement focuses have been applied in the
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Notes to Basic Financial Statements
June 30, 2018
E. Measurement Focus and Basis of Accounting (Continued)
accompanying basic financial statements: (1) the flow of current financial resources and (2) the
flow of economic resources. Basis of accounting refers to when transactions have been
recognized in the accompanying basic financial statements.
GAAP provides for the use of two different bases of accounting, which have been used in the
accompanying basic financial statements: (1) the accrual basis and (2) the modified accrual basis.
The accompanying government-wide financial statements are reported using the economic
resources measurement focus and the accrual basis of accounting
Accordingly, revenues are generally recorded when earned and expenses are generally recorded
when a liability is incurred, regardless of the timing of related cash flows. Grants and similar
items are recognized as revenue as soon as all eligibility requirements imposed by the provider
have been met. All significant inter-fund activities have been eliminated from these governmentwide financial statements.
The accompanying fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are generally
recognized as soon as they are both measurable and available (that is, earned and collected or
expected to be collected within the next 90 days following the fiscal year-end) to pay liabilities of
the current period, except property tax revenues, for which the availability period is 60 days.
In applying the susceptible to accrual concept to intergovernmental revenue in the accompanying
fund financial statements, there are essentially two types of revenue. For the majority of grants,
moneys must be expended by the Municipality on the specific purpose or project before any
amounts will be reimbursed. Revenue is, therefore, generally recognized as expenditures are
incurred. For the other revenue, moneys are virtually unrestricted and are generally revocable
only for failure to comply with prescribed compliance requirements. These resources are
generally reflected as revenue at the time of receipt or earlier if the susceptible to accrual criteria
is met.
In the accompanying fund financial statements, expenditures and related liabilities are generally
recorded in the accounting period in which the liability is incurred, except for: (1) principal
payment and interest on long-term obligations, which are recorded when due, except for
principal and interest due in July 1 of the following fiscal year which are recorded when resources
are available in the debt service funds (generally June 30); and (2) vacation leave, Christmas
bonuses, obligations under capital leases, amounts subject to judgments under litigation, and
other long-term obligations, which are recorded under the accrual basis of accounting in the
accompanying government-wide financial statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Notes to Basic Financial Statements
June 30, 2018
F. Major and Nonmajor Funds

Under the provisions of GASB 34, the Municipality is required to segregate funds among major
and non-major categories within the fund financial statements. Major individual governmental
funds are reported as separate columns in the accompanying fund financial statements, while
data from all nonmajor governmental funds are aggregated into a single column, regardless of
fund type. At minimum a fund is considered major if: (1) it is the primary operating fund of the
Municipality (i.e. the general fund) or; (2) meets both of the following criteria:
(a) Total assets, liabilities, revenues or expenditures of that individual governmental
fund are at least 10 percent of the corresponding total for all funds of that category
or type; and,
(b) Total assets, liabilities, revenues, or expenditures of the individual governmental
fund are at least 5 percent of the corresponding total for all governmental funds
combined.
Based on the above-mentioned criteria, the Municipality’s general fund, the debt service fund,
permanent improvement II, $3,860,000 loan are the only four funds that qualify as major funds
for the fiscal year ended June 30, 2018, and accordingly, have been reported as major funds in
the accompanying fund financial statements. All other governmental funds of the Municipality
are considered nonmajor for financial reporting purposes.
The Municipality’s budget is adopted in accordance with a statutory basis of accounting, which is
not in accordance with GAAP. Revenue is generally recognized when cash is received.
G Statutory (Budgetary) Accounting
Expenditures are generally recorded when the related expenditure is incurred or encumbered.
Available appropriations and encumbrances are established to lapse one year after the end of
the fiscal year. Amounts required to settle claims and judgments against the Municipality, and
certain other liabilities, are not recognized until they are encumbered or otherwise processed for
payment.
In the governmental funds, encumbrance accounting is a under the statutory basis of accounting,
the Municipality uses encumbrance accounting to record the full amount of purchase orders,
contracts and other commitments of appropriated resources as deductions from the
appropriation prior to actual expenditure significant aspect of budgetary control.
The accompanying budgetary comparison schedule – general fund, only presents the information
for the general fund, which is the only Municipality’s fund with a legally adopted budget, as
required by GAAP.
Because accounting principles applied for purposes of developing data on a budget basis differ
significantly from those used to present financial statements in conformity with GAAP, a
reconciliation of differences in the deficiency of revenues and other financing sources under
expenditures and other uses of financial sources for the year ended June 30, 2018 was presented
for the general fund as part of the accompanying budgetary comparison schedule.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Notes to Basic Financial Statements
June 30, 2018
H. Cash and Cash Equivalents

The Municipality’s cash and cash equivalents are composed of cash on hand, demand deposits,
and short-term investments in certificates of deposit with original maturities of three months or
less from the date of acquisition.
The Municipality follows the practice of pooling cash and cash equivalents. The balance in the
pooled cash accounts is available to meet current operating requirements and any excess is
invested in various interest-bearing deposits with private commercial banks.
Cash with fiscal agent in the debt service fund represents additional property tax collections
retained by the Municipal Revenue Collection Center (“CRIM”, by its Spanish Acronym), a
municipal corporation (not a component unit of the Commonwealth or of the Municipality) and
additional potion of sales taxes collected and distributed by P.R. Treasury Department and
deposited in P.R. Governmental Bank. Such cash balances are restricted for the payment of the
Municipality’s debt service, as established by law.
I.

Receivables and Payables
Activity between funds that are representative of lending/borrowing arrangements outstanding
at the end of the fiscal year are referred to as either “due to/from other funds” (i.e. the current
portion of inter-fund loans).
Non-exchange transactions collectible but not available are deferred in the accompanying fund
financial statements in accordance with the modified accrual basis of accounting, but not
deferred in the accompanying government-wide financial statements in accordance with the
accrual basis of accounting. Interest income is recorded when earned only if collected within 90
days after year-end since they would be considered both measurable and available. Allowances
for uncollectible accounts receivable are based upon historical trends and the periodic aging of
accounts receivable.

J.

Inventories and Prepaid Expenses
Inventories consist of materials and supplies held for consumption. Generally, inventories and
prepaid expenses are valued at cost and predominantly on the first-in, first-out basis.
Governmental fund inventories and prepaid expenses are recorded as expenditures
(consumption method) when purchased rather than capitalized as an asset. Only significant
amounts of inventory and prepaid expenses at the end of the year would be capitalized, if any, in
the governmental funds. However, inventories are always capitalized (purchase method) in the
statement of net position.

K. Temporarily Restricted Assets
Certain cash and cash equivalents set aside by the general fund, the capital projects fund and the
special revenue fund are classified as temporarily restricted assets since their use is limited
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Notes to Basic Financial Statements
June 30, 2018
K. Temporarily Restricted Assets (Continued)
For: (a) the compliance with debt service requirements of bonds and notes payable as established
in the respective debt agreements, (b) the funding of construction and permanent improvement
projects, and (c) the funding of federal and state sponsored programs.
L. Inter fund Transactions
Permanent reallocations of resources between the Municipality’s funds are classified as interfund transfers. The Municipality has the following types of transactions recorded among funds
in the accompanying fund financial statements:

Operating Transfers – Legally required transfers that are reported when incurred as
“operating transfers-in” by the recipient fund and as “operating transfer-out” by the
disbursing fund.
Inter-fund Payments (Quasi-external Transactions) – Charges or collections for services
rendered by one fund to another that are recorded as revenue of the recipient fund and as
expenditure of the disbursing fund.
For the purposes of the accompanying government-wide statement of activities, all inter-fund
transfers between individual governmental funds have been eliminated.
M. Capital Assets
The accounting and reporting treatment applied to the capital assets associated with a fund are
determined by its measurement focus. General capital assets are long-lived assets of the
Municipality as a whole, such as land, land improvements, easements, buildings, building
improvements, vehicles, machinery, equipment, works, infrastructure and all other intangible
assets that are used in the operations of the Municipality and that have initial useful lives
extending beyond a single reporting period (fiscal year). Infrastructure assets are generally
immovable in nature and include roads, bridges, streets and sidewalks, drainage systems and
other similar assets. In the accompanying government-wide statement of net position, all
individual capital assets over the threshold amount of $500 have been capitalized and
depreciated.
In the accompanying government-wide statement of net position, all capital assets are valued at
their historical cost or estimated historical cost if actual is unavailable, except for donated capital
asset; which are recorded at their estimated fair value at the date of donation. Estimated
historical cost was used to value the majority of the assets acquired prior to June 30, 2018. The
costs of normal maintenance and repairs that do not add value to the asset or materially extend
capital asset lives are not capitalized.
All capitalized assets are depreciated over their estimated useful lives under the straight-line
method. All individual capital assets under the above mentioned capitalization threshold are
charged directly to expense in the accompanying government-wide statement of activities.
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The estimated useful lives of major capital asset categories are:
Land improvements
Building and buildings improvements
Infrastructure
Motor vehicles
Furniture and fixtures
Machinery and equipment

20 years
50 years
20 to 50 years
7 to 10 years
5 to 20 years
5 to 20 years

Equipment held under capital leases is depreciated under the shorter of its estimated useful life
of the assets or the lease term. Capital assets are recorded as capital outlays expenditures in the
acquiring fund for the purposes of the accompanying statement of revenues, expenditures and
changes in fund balances – governmental funds.
N. Deferred Inflows of Resources
The Municipality reports Deferred Inflows of Resources on its basic financial statements.
Deferred Inflows of Resources arises when potential revenue does not meet both the
“measurable” and “available” criteria for revenue recognition in the current period. Available is
defined as due (or past due) at June 30, and collected within 60 days (60 days for property taxes)
thereafter to pay obligations due at June 30. Deferred Inflows of Resources also arise when the
Municipality receives resources before it has a legal claim to them. In subsequent periods, when
the revenue recognition criterion is met, or when the Municipality has a legal claim to the
resources, the liability for Deferred Inflows of Resources is removed and revenue is recognized.
Deferred Inflows of Resources at the government-wide level arise only when the Municipality
receives resources before it has a legal claim to them. Deferred Inflows of Resources at June 30,
2018 amounted to $1,161,034 in the accompanying government-wide statement of net position
and $278,045 in the balance sheet – governmental funds, respectively.
O. Compensated Absences
Compensated absences are accounted for under the provisions of Statement No. 16, Accounting
for Compensated Absences, issued by the Governmental Accounting Standards Board (GASB 16).
Compensated absences include paid time off made available to employees in connection with
vacation, sick leave and compensatory time. According to GASB 16, the liability for compensated
absences recorded in the accompanying government-wide statement of net position is strictly
limited to leave that:
(1) is attributable to services already rendered on or before June 30, 2018, and (2) is not
contingent on a specific event (such as illness) that is outside the control of the Municipality and
the employee.
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The liability for compensated absences, include salary-related costs, which are directly and
incrementally related to the amount of salary paid to the employee (such as employer’s share of
Social Security taxes, Medicare taxes, employer contributions to retirement system and others).
The vacation policy of the Municipality provides for the accumulation of regular vacations at a
rate of 2.5 days per month (30 days per year). Employees accumulate regular sick leave at a rate
of 1.5 days per month (18 days per year). Employees accumulate compensatory time at a rate
of 1.5 times the overtime worked. All vacation and days accumulated by employees in excess of
30 days and 90 days, respectively, are paid to employees each year if not consumed, as required
by law. In the case of compensatory time, the excess of 240 hours is paid to employees each
year, if not consumed. Upon termination of employment, an employee receives compensation
for all accumulated unpaid regular vacation leave at the current rate. Upon termination of
employment, an employee does not receive compensation for compensatory time, if not
consumed. After 10 years of services any regular sick leave balance is paid to the employee.
Accumulated vacation time is fully vested to the employees at any time. At June 30, 2018, the
Municipality has recorded a liability for compensated absences amounting to $785,001 the
accompanying government-wide statement of net position.
P. Claims and Judgments
The estimated amount of the liability for claims and judgments, which is due on demand, such
as from adjudicated or settled claims, is recorded in the general fund if any.
Q. Long-Term Debt
All long-term debt to be repaid from governmental resources is reported as liabilities in the
government-wide statement of net position, except for principal and interest payment on longterm obligations due in July 1 of the following fiscal year, which is recorded in the fund financial
statements when resources are available in the debt service fund (generally at June 30). Bonds
and notes premiums and discounts, as well as, issuance costs, are deferred and amortized over
the life of the debt in the accompanying government-wide financial statements.
Long-term debt for governmental funds is generally not reported as liabilities in the fund financial
statements.
In the governmental fund financial statements, governmental funds recognize bond premiums
and discounts, as well as bond issuance costs, during the current period.
The face amount of the debt issued is reported as other financing sources. Premiums received
on debt issuance are reported as other financing sources while discounts are reported as other
financing uses.
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R. Risk Financing
The Municipality purchases commercial insurance covering casualty, theft, tort claims, and other
losses. The Commonwealth, through its Department of Treasury, pays the insurance premiums
on behalf of the Municipality and then is reimbursed each year through monthly equal payments.
The current insurance policies have not been canceled or terminated. For workers’ compensation
and disability insurance, the Municipality obtains insurance coverage through the State Insurance
Fund Corporation (a component unit of the Commonwealth) and the Occupational Disability Fund
(which is a trust fund administered by the Department of Labor and Human Resources of the
Commonwealth).
S. Total Columns
Total columns on the fund financial statements are presented only to facilitate financial analysis.
Data in these columns does not present consolidated financial position or results of operations
in conformity with GAAP. Such data is not comparable to a consolidation since inter-fund
eliminations have not been made in the accompanying fund financial statements.
T. Use of Estimates
The preparation of basic financial statements in conformity with accounting principles generally
accepted in the United States of America requires the Municipality’s management to make
significant estimates and assumptions that affect the reported amounts of assets and liabilities
and the disclosure of contingent assets and liabilities at the date of the basic financial statements
and the reported amounts of revenue and expenses during the reporting period. Actual results
could differ from those estimates.
U. Future Adoption of Accounting Pronouncements
The Governmental Accounting Standards Board (GASB) issued the following pronouncements
that have effective dates after June 30, 2018:

•
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GASB Statement No. 83- Certain Asset Retirement Obligations”. This Statement addresses
accounting and financial reporting for certain asset retirement obligations (AROs). An ARO is
a legally enforceable liability associated with the retirement of a tangible capital asset. A
government that has legal obligations to perform future asset retirement activities related to
its tangible capital assets should recognize a liability based on the guidance in this Statement.
This Statement establishes criteria for determining the timing and pattern of recognition of a
liability and a corresponding deferred outflow of resources for ARos. This Statement requires
that recognition occur when the liability is both incurred a reasonably estimable. The
determination of when the liability is incurred should be based on the occurrence of external
laws, regulation, contracts, or court judgments, together with the occurrence of an internal
event that obligates a government to perform asset retirement activities. This Statement
requires the measurement of an ARO to be based on the best estimate of the current value
of outlays expected to be incurred. The best estimate should include probability weighting of
all potential outcomes, when such information is available or can be obtained at reasonable
cost. If probability weighting is not feasible at reasonable cost, the most likely amount should
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U. Future Adoption of Accounting Pronouncements (continued)
be used. This Statement requires that a deferred outflow of resources associated with an
ARO be measured at the amount of the corresponding liability upon initial measurement.

This Statement requires the current value of a government’s AROs to be adjusted for
the effects of general inflation of deflation at least annually. In addition, it requires a
government to evaluate all relevant factors at least annually to determine whether the
effects of one or more of the factors are expected to significantly change the estimated
asset retirement outlays. A government should remeasure an ARO only when the result of
the evaluation indicates there is a significant change in the estimated outlays. The deferred
outflows of resources should be reduced and recognized as outflows of resources (for
example, as an expense) in a systematic and rational manner over the estimated useful life
of the tangible capital asset. This Statement also requires disclosure of information about
the nature of a government’s AROs, the methods and assumptions used for the estimates
of the liabilities, and the estimated remaining useful life of the associated tangible capital
assets. If an ARO (of portion thereof) has been incurred by a government but is not yet
recognized because it is not reasonably estimable, the government is required to disclose
that fact and the reasons therefor. This Statement requires similar disclosures for a
government’s minority shares of AROs. This Statement is effective for reporting periods
beginning after June 15, 2018 (Fiscal year ended June 30, 2019).

•

GASB Statement No. 85, “Omnibus 2017” The objective of this Statement is address practices
issues that have been identified during implementation and application of certain GASB
Statements. This Statement addresses a variety of topics including issues related to blending
component units, goodwill, fair value measurement and application, and postemployment
benefits (pensions and other postemployment benefits [OPEB]). The requirements of this
Statement are effective for reporting periods beginning after June 15, 2017 (June 30, 2019).

•

GASB Statement No. 87 “Leases”. The objective of this Statement is to better meet the
information needs of financial statement users by improving accounting and financial
reporting for leases by governments. This Statement increases the usefulness of
governments’ financial statements by requiring recognition of certain lease assets and
liabilities for leases that previously were classified as operating leases and recognized as
inflows of resources or outflows of resources based on the payment provisions of the
contract. It establishes a single model for lease accounting based on the foundational
principle that leases are financings of the right to use an unedifying asset. Under this
Statement, a lessee is required to recognize a lease liability and an intangible right-to-use
lease asset, and a lessor is required to recognize a lease receivable and a deferred inflow of
resources, thereby enhancing the relevance and consistency of information about
governments’ leasing activities.
The requirements of this Statement are effective for reporting periods after December 15,
2019 (June 30, 2021). Earlier application is encouraged. Leases should be recognized and
measured using the facts and circumstances that exist at the beginning of the period of
implementation (or, if applied to earlier periods, the beginning of the earliest period
restated). However, lessors should not restated the assets underlying their existing sales-
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U. Future Adoption of Accounting Pronouncements (continued)
type or direct financing leases. Any residual assets for those leases become the carrying
values of the underlying assets.

•

GASB Statement No. 88 “Certain Disclosures related to debt, including direct borrowings
and direct placements”. The primary objective of this Statement is to improve the
information that is disclosed in notes to government financial statements related to debt,
including direct borrowings and direct placements. It also clarifies which liabilities
governments should include when disclosing information related to debt. This Statement
defines debt for purposes of disclosure in notes to financial statements as a liability that arises
from a contractual obligation to pay cash (or other assets that may be used in lieu o cash) in
one or more payments to settle an amount that is fixed at the date the contractual obligation
is established. This Statements requires that additional essential information related to debt
be disclosed in notes to financial statements, including unused lines of credit; assets pledge
as collateral for the debt; and terms specified in debt agreements related to significant events
of default with finance-related consequences, significant termination events with financerelated consequences, and significant subjective acceleration clauses. For notes to financial
statements related to debt, this Statement also requires that existing and additional
information be provided for direct borrowings and direct placements of debt separately from
other debt. The requirements of this Statement are effective for reporting periods beginning
after June 15, 2018 (June 30, 2019). Earlier application is encouraged.

•

GASB Statement No. 89 “Accounting for interest Cost Incurred before the End of a
Construction Period”. The objectives of this Statement are (a) to enhance the relevance and
comparability of information about capital assets and the cost of borrowing for a reporting
period and (b) to simplify accounting for certain interest costs . This Statement establishes
accounting requirements for interest cost incurred before the end of a construction period.
In financial statements prepared using the economic resources measurement focus, interest
cost incurred before the end of a construction period should be recognized as an expense in
the period in which the cost is incurred. Such interest cost should not be capitalized as part
of the historical cost of a capital asset. In financial statements prepared using the current
financial resources measurement focus, interest cost incurred before the end of a
construction period should be recognized as an expenditure on a basis consistent with
governmental fund accounting principles. The requirements of this Statement are effective
for reporting periods beginning after December 15, 2019. Earlier application is encouraged.

The Municipality has not yet determined the effect this statement will have on the Municipality’s
financial statements.
The Governmental Accounting Standards Board (GASB) issued the following pronouncements that have
effective dates after June 30, 2016:
2. STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY
The Municipality’s general fund is the only governmental fund for which an annual budget is legally
adopted. The Municipality’s elected Mayor is legally required to prepare and submit to the elected
Municipal Legislature an annual balanced budget for the ensuing fiscal year.
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The annual budget is prepared by the Municipality’s Department of Finance, and takes into
consideration the advice provided by all municipal departments and divisions. The appropriations
made for any fiscal year shall not exceed the total revenues, including available surplus, estimated
for said fiscal year, unless the imposition of taxes sufficient to cover said appropriations is provided
by law.
The annual budget, which is developed utilizing elements of performance-based program budgeting
and zero-based budgeting, includes an estimate of revenues and other financing resources of the
ensuing fiscal year under: (1) laws existing at the time the budget is submitted; and (2) municipal
legislative measures proposed by the Mayor and submitted with the proposed budget, as well as the
Mayor’ recommendations as to appropriations that in his judgment are necessary, convenient, and in
conformity with the four-year governmental plan adopted by the Municipality.
The Municipal Legislature may amend the budget submitted by the Mayor but may not increase any
items so far to cause a deficit without imposing taxes or identifying other sources of revenue to cover
such deficit. Upon approval by the Municipal Legislature, the budget is referred to the Mayor who
may decrease or eliminate any line item but may not increase or insert any new line item in the
budget. The Mayor may also veto the budget in its entirety and return it to the Municipal Legislature
with his objections.
If a budget is not adopted prior to the end of the fiscal year, the annual budget for the preceding fiscal
year, as approved by the Legislature and the Mayor, is automatically renewed for the ensuing fiscal
year until the Municipal Legislature and the Mayor approve a new budget. This permits the.
Municipality to continue making payments for its operations and other purposes until the new budget
is approved
The Municipality’s annual budget is prepared on the budgetary basis of accounting, which is not in
accordance with GAAP. Accordingly, for budgetary purposes the Municipality uses encumbrance
accounting. The encumbrances (principally purchase orders and contracts) are considered
expenditures when a commitment is made. For GAAP reporting purposes, encumbrances
outstanding at year-end are reported as reservations of budgetary appropriations and GAAP fund
balances and do not constitute expenditures or liabilities on a GAAP basis because the commitments
will be honored during the subsequent year. The encumbered balance of any appropriation of the
general fund at the end of the fiscal year will lapse to the following fiscal year. In addition, the
Municipal Legislature may direct that certain revenues be retained and made available for spending
within a specific appropriation account.
Generally, expenditures may not exceed the level of spending authorized for an individual department
or division of the Municipality. However, the Municipality is statutorily required to satisfy the debt
service requirements, regardless of whether such amounts are appropriated or not.
Appropriations are enacted for certain departments and divisions. Appropriations for capital projects
are made for each bond/note issue and the authorization continues for the expected construction
period.
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The Municipality’s Finance Department has the responsibility to ensure that budgetary spending
control is maintained on an individual department/division basis. The Finance Department may
transfer part or all of any encumbered balance within a department to another department subject
to approval. Budgetary control is exercised through the Municipality’s accounting system. This
system ensures that encumbrances or expenditures are not processed if they exceed the
department/division’s total available spending authorization, which is considered its budget. The
legal level of budgetary control is at the individual department level for the general fund expenditures,
principal and interest due for the year for the debt service fund, and by bond/note authorization for
capital expenditures.
3. CASH AND INVESTMENTS:
The balances deposited in GDB are uninsured and uncollateralized. The balances deposited in
commercial banks are insured by the Federal Deposit Insurance Corporation. However, under the
laws and regulations of the Commonwealth, public funds deposited in commercial banks must be
fully collateralized for the amount deposited in excess of federal depository insurance provided by
the FDIC. All securities pledged as collateral are held by an agent of the Secretary of the Treasury of
the Commonwealth in the name of the Municipality.
Municipality follows the practice of pooling cash. At June 30, 2018, the pool cash account in interest
bearing had a balance of $4.5 million of which $2.8 million are in the Commercial Bank, and $1.6
million in Governmental Banks.
Municipality follows the provisions of GASB Accounting Standards Codification Section C20, Cash
Deposit with Financial Institutions, related with cash deposit and interest-earning investment
contract with financial institutions. Accordingly, the following is essential information about credit
risk, interest rate risk, custodial credit risk, and foreign exchange exposure of deposits and
investments at June 30, 2018:
A. Credit Risk:
This is the risk that an issuer or other counterparty to an investment will not fulfill its obligations.
At June 30, 2018, the Municipality has invested only in cash equivalents of $.3 million consisting
of deposit in commercial bank accounts, which are insured by the FDIC, generally up to a
maximum of $250,000. As previously mentioned, public funds deposited by the Municipality in
commercial banks must be fully collateralized for the amounts deposited in excess of the FDIC
coverage.
B. Custodial Credit Risk:
This is the risk that, in the event of the failure of a depository financial institution, the Municipality
will not be able to recover its cash and investments or will not be able to recover collateral
securities that are in the possession of an outside party. Pursuant to the Investment Guidelines
for the Commonwealth adopted by GDB, the Municipality may invest in obligations of the
Commonwealth, obligations of the United States, certificates of deposit, commercial paper,
banker’s acceptance, or in pools of obligations of the municipalities of Puerto Rico,
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3. Cash And Investments (continued)
B. Custodial Credit Risk: (continuation)
Which are managed by GDB. At June 30, 2018, the Municipality has balances deposited in
commercial banks amounting to $1.1 million which are insured by the FDIC up to the established
limit and the excess are fully collateralized as explained above. Deposits in GDB, amounting to
$2.1 million are uninsured and uncollateralized. However, no losses related to defaults by GDB
on deposit transactions have been incurred by the Municipality through June 30, 2018. It is
management’s policy to only maintain deposits in banks affiliated to FDIC to minimize the
custodial credit risk, except for GDB. During the past years, the GDB’s liquidity and financial
condition was adversely affected by, among other factors, a significant increase in credit spread
for obligations of the Commonwealth and its public entities, the Commonwealth’s limited capital
market access, and significant reduction of liquidity in the local Puerto Rico capital market.
Accordingly, the GDB’s credit rating was downgraded and maintained in “Credit Watch” with
negative implications. These factors have resulted in significant fiscal and financial challenges in
their ability to generate sufficient funds from taxes, charges, and/or bond issuances. Therefore,
the Municipality’s management has concluded that at June 30, 2018, the custodial credit risk
associated with the Municipality’s cash and cash equivalents is considered low in commercial
banks, but for GDB it’s considered high.
C. Interest Rate Risk
This is the risk that changes in interest rates of debt investments will adversely affect the fair
value of an investment. The Municipality manages its exposure to declines in fair values by: (1)
not including debt or equity investments in its investments portfolio at June 30, 2018, (2) limiting
the weighted average maturity of its investments in certificates of deposit to periods of three
months or less, and (3) keeping most of its banks deposits in certificates of deposit and in interest
bearing accounts generating interest at prevailing market rates.
D. Foreign Exchange Risk
This is the risk that changes in exchange rates will adversely affect the value of an investment or
a deposit. According to the aforementioned investment guidelines, adopted by the Municipality,
the Municipality is prevented from investing in foreign securities or any other types of
investments for which foreign exchange risk exposure may be significant.
The Municipality’s bank balance of deposits and investments with financial institutions are
categorized to provide an indication of the level of collateral risk assumed by the Municipality at June
30, 2018.
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Risk categories are described as follows:
Category 1:

Insured or collateralized with securities held by the Secretary of the Treasury’
agents in the Municipality’s name.

Category 2:

Collateralized with securities held by pledging financial institution’s trust
department or agent in the Municipality’s name.

E. Foreign Exchange Risk
Category 3:

Uncollateralized; including any bank balance that is collateralized with
securities held by the pledging financial institution or by its trust department
or agent but not in the Municipality’s name.

The carrying amount (book balance) and the bank balance of deposits and investments with financial
institutions of the Municipality at June 30, 2018 consist of the following:

Deposits in Comercial Bank
Deposits in Bank

Carring
Amount
$ 2,747,533
1,531,991

Bank
Balance
$ 2,859,998
1,669,696

$ 4,279,524

$ 4,529,694

Bank balances of deposits and investments
Category 1
Category 2
Category 3

$ 2,859,998
1,669,696
Total Bank Balances

4.

$ 4,529,694

MUNICIPAL TAXES
A. MUNICIPAL LICENSE TAXES
The Municipality imposes a municipal license tax on all businesses that operate within the
Municipality, which are not totally or partially exempt from the tax pursuant to the Industrial
Incentives Acts of the Commonwealth of Puerto Rico. This is a self-assessed tax based on the
business volume in gross sales as shown in the tax return. The declaration filing date is ten days after
the State Income Tax is filed (the15th day of April each year). Entities with sales volume of $ 1 million
or more must include rates established by the Municipality. At June 30, 2018, the municipal tax rates
imposed by the Municipality were 1.50 percent for financing institutions and 0.50 percent for any
other taxpayers. Any taxpayers, who have been granted with partial tax exemptions under any of
the incentive tax laws of the Commonwealth, ultimately pay municipal license taxes at reduced tax
rates, generally between 60 percent and 90 percent under standard rates.
Each taxpayer must assess his/her corresponding municipal license tax by declaring his/her volume
of business through a tax form based on the actual volume of business generated in the preceding
calendar year. The tax can be paid by the taxpayer in two equal installments: (1) the first payment
due in July 15, and (2) January 15 subsequent to the filing of the declaration. The first installment
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of the tax covers the taxable period (six months) ended December 31 subsequent to the filing date
of the declaration, while the second installment of the tax covers the taxable period (six months)
ended June 30 of the subsequent calendar year. If a taxpayer elects to pay the tax in full on the filing
date of the declaration, a 5 percent discount is granted automatically on the tax amount due.
Any municipal license taxes collected in advance (that is, prior to June 30 but pertaining to the next
fiscal year) are recorded as deferred revenues. As of June 30, 2018, the total municipal license tax
receivable (net of the allowance for estimated uncollectible amounts) was $13,082 (base of
subsequent or days collections).
B. MUNICIPAL SALES AND USE TAX
On September 23, 2006 the Municipal legislature of the Municipality of Maricao approved the
Ordinance No. 15 (Series 2006-2007) based of State Public law No. 117 of July 4, 2006 establishing a
local sales and use tax of 1.5% over the sale of goods and services made within the Municipalities
boundaries. The Ordinance was effective ten days after public notice, and under this Ordinance,
every business doing retail sales is required to register on the Municipality to obtain a retailer’s
Registration Certificate. The retails are required to file monthly sales tax returns by the 10th day
following the month in which the tax was collected.
On July 29, 2007, the State Public Law No. 80 established that the municipalities may collect only
1.0% of its sales and use tax and the Puerto Rico Treasury Department (PRTD) the other 0.5%.
Resources collected would be use for construction, permanent improvements, health and public
safety services, the improvements in the management of solid waste disposal and the
implementation of recycling programs by the Municipality.
The tax collected by PRTD will be distributed to the municipalities in three separate funds: Municipal
Development Fund, Municipal Redemption Fund and Municipal Improvements Fund. The Municipal
Development Fund will be based on 0.2 % of the 0.5 % collected but will be distributed within all
municipalities by formula based on total amounts collected, operational budgets and population.
Another 0.2% will be deposit on a Municipal Redemption Fund in the Government Development
Bank for Puerto Rico (GDB) and use only for the repayment of future municipal loans to GDB. The
other 0.1 % will be deposit in a Municipal Improvements Fund in GDB and assigned by the State
Legislature for construction and permanent improvements projects to the municipalities. During
year 2016-2017 the Municipality collected $833,225 from sales taxes.
5.

PROPERTY TAXES
The Municipality is authorized by law to impose and collect personal and real property taxes.
Personal property taxes can be imposed to any natural or legal person engaged in trade or business
that at January 1 of each year is owner of personal property used in trade or business.
Personal property taxes are self-assessed by taxpayers every year using the book value of personal
property assets owned by the taxpayer at January 1 and reporting such taxable value through a
personal property tax return filed on May 15 subsequent to the assessment date.
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5.

Property Taxes (continued)
At June 30, 2018, the total personal property tax rate in force was 6.38 percent (of which taxpayers
pay 6.18 percent and .20 percent is reimbursed by the Department of Treasury of the
Commonwealth. Real property taxes are assessed by CRIM. The assessment on real property is
made every January 1 and is based on estimated current values of the property deflated at 1957
market prices. At June 30, 2018, the total real property tax rate in force was 8.38 percent (of which
8.18 percent is paid by taxpayers).
Residential real property occupied by its owner is exempt by law from property taxes on the first
$15,000 of the assessed value (at 1957 market prices). For such exempt amounts, the Department
of Treasury of the Commonwealth assumes payment of the basic tax (4.00 and 6.00 percent for
personal and real property, respectively) to the Municipality, except for property assessed of less
than $3,500 (at 1957 market prices), for which no payment is made. Revenue related to the basic
tax on exempt property is recorded in the general fund when collections are received from the CRIM.
CRIM is required to remit 1.03 percent of the personal and real property tax collected to the
Municipality to be used for the partial funding of the debt service requirements on general
obligations and notes payable of the Municipality. In addition, 1.35 percent of the total personal and
real property taxes collected by CRIM is restricted for debt service requirements of the Municipality
and is retained by GDB for such purposes. Accordingly, such amount is recorded as revenues in the
debt service fund when collected and reported by the CRIM.
The Additional Lottery System of the Commonwealth (the “Additional Lottery”) is an operational
unit reported as an enterprise fund of the Commonwealth, which currently operates several betting
alternatives to the citizens of Puerto Rico. The Additional Lottery is required every year to distribute
a portion of its excess of revenues over expenses as follows:
i.

Thirty five percent (35%) of its net earnings (defined as the excess of revenues over expenses
less an amount earmarked for the Fund for Rent and Home Improvement Subsidy Program
for the Low-Income Qualifying Elderly) is earmarked to the municipalities of the
Commonwealth of which a maximum of $26 million, on an annual basis, is distributed to the
Municipal Equalization Fund held by CRIM to cover operating expenses and permanent
improvements of the municipalities.

ii.

An additional amount not exceeding $16 million, on an annual basis, is distributed to the
Municipal Equalization Fund, provided it is within the 35 percent corresponding to the
municipalities of the Commonwealth. When the accumulated municipal appropriations from
the municipalities’ Puerto Rico Health Reform are covered up to June 30, 1997, these

ii.

resources will be assigned to the Health Insurance Administration, a component unit of the
Commonwealth.

No property tax receivable according to the base of subsequent or days collections at June 30, 2018.
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6.

INTERFUND BALANCES
On July 1, 2001 the Municipality adopted the provisions of Statement No. 38, Certain Financial
Statement Note Disclosures, issued by the Governmental Accounting Standards Board. This
statement requires the disclosure of the flow of resources between funds and to assess the
collectibles of inter-fund balances.
Inter-fund balances at June 30, 2018 consisted of the following:

Due From:
Major Funds
Due To:

General Fund

General Fund
RC 82
Non Major Governmental Funds

$

$

181,730 $

Non Major
Governmental
Funds

RC 82

366,875 $

1,806,492 $

455,600

-

39,672

495,272

160,674

-

41,831

202,505

366,875 $

1,887,995 $

798,004 $

(This space was intentionally left in blank)
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Total
Governmental
Funds
2,355,097

3,052,874
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7.

INTERGOVERNMENTAL RECEIVABLE AND PAYABLE
Due to other governmental units of the general fund for services rendered to the Municipality
consists of the following:
Intergovernmental Receivable
Other
Mayor
Governmental
Fund
Fund
Intergovernmental receivable:
Puerto Ri co El ectri c Power Authori ty
Total
Intergovernmental payable:
Genera l Govermenta l Servi ces
Puerto Ri co El ectri c Power Authori ty
Employees Reti rement Sys tem of
the Government of Puerto Ri co
Corpora ti on of the State Ins ura nce Fund.
Puerto Ri co Aqueduct a nd Sewer Authori ty
Depa rtment of l a bor a nd huma n res ources
Governmenta l Devel opment Ba nk
Total

$ 432,855
432,855

$

-

$

$ 311,089
432,855

$

18,750
18,750

$

837,623
200,822
600,794
$ 2,383,183

$

(This space was intentionally left in blank)
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Total
Governmental
Fund

$

-

311,089
432,855
837,623
200,822
600,794
18,750
2,401,933

Statement
of Net
Assets

$

$

432,855
432,855

311,089
432,855
837,623
200,822
600,794
18,750
$ 2,401,933
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8.

CAPITAL ASSETS
Capital asset activity for the year ended June 30, 2018, was as follows:
Balance
at
June 30, 2017

Additions

Balance
at
June 30, 2018

Reclassifications

COST BASIS:
Cost basis of capital assets, not subject
to depreciation and amortization:
Infrastructure land
Construction in progress
Total cost basis of capital assets, not
subject to depreciation and amortization

$

1,572,744
676,292

$

-

$

-

-

2,249,036

$

1,572,744
676,292

-

2,249,036

Cost basis of capital assets, subject to
depreciation and amortization:
Buildings, structures and building improvements
Infrastructure
Land Improvement
Licensed vehicles
Furniture
Machinery and Equipment

13,504,933
9,375,765
669,713
3,102,876
512,707
921,650

-

3,180

28,087,644

3,180

-

13,504,933
9,375,765
669,713
3,102,876
512,707
924,830

-

-

Total cost basis of capital assets subject
to depreciation and amortization
Total cost basis of capital assets

$

30,336,680

Balance
at
June 30, 2017

$

3,180

Depreciation
Amortization
Expense

0
$

-

28,090,824
$

30,339,860

Balance
at
June 30,2018

Reclassifications

ACCUMULATED DEPRECIATION AND
AMORTIZATION
Buildings, structures and building improvements
Infrastructure
Land Improvement
Licensed vehicles
Furniture
Machinery and equipment

$

Total accumulated depreciation and
amortization
CAPITAL ASSETS, NET

3,431,181
2,381,833
669,713
2,431,400
438,737
1,076,476

$

10,429,340

$

19,907,340

280,728
233,840
173,707
73,082
119,772

-

$

881,129

$

(877,949)

3,711,909
2,615,673
669,713
2,605,107
511,819
1,196,248
11,310,469

$

-

$

19,029,391

Depreciation and amortization expense was charged by functions in the accompanying government
wide statement of activities as follows:
General government
Public safety
Public Works
Culture, recreation and education
Health and sanitation
Walefare
Total Depreciation and Amortization Expense
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$

$

286,974
24,649
505,128
16,475
40,876
7,027
881,129
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9. UNEARNED REVENUES
Deferred revenues recorded in the accompanying GWFS and the GFFS are as follows:
A. General Fund:
Deferred revenue of $13,082 in the general fund is related to municipal license tax collected in
fiscal year 2017-18 that will be earned in fiscal year 2018-19.
B. Federal Grants
Tormenta Irene
Tormenta Jeanne
Octubre 2010
Desastre Lluvias Oct. 2005
Huracán 2017
Desastre Lluvias Mayo
Adm Fee Funds
Programa COPS
Asuntos Energeticos
Child Care Programa Alimento
NSP (Neigborhood Stabilization Program)
Total

C. Deferred Inflows of Resources

23,065.00
78,005.00
77,887.00
43,897.00
30,487.00
7,609.00
2,967.00
818.00
305.00
40.00
3.00
265,083.00

$882,469

10. DEFERRED OUTFLOW/INFLOW OF RESOURCES
Pursuant to GASB Statement No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred
Inflows of Resources, and Net Position, and GASB Statement No. 65, Items Previously Reported as
Assets and Liabilities, the Municipality recognized deferred outflows of resources in the governmentwide and fund statements. These items are a consumption of net position by the Municipality that is
applicable to a future reporting period. Previous financial reporting standards do not include
guidance for reporting those financial statement elements, which are distinct from assets and
liabilities. The Municipality has one item that are reportable on the Government-wide Statement of
Net Position that is relates to outflows from changes in the net pension liability (Note 11); the inflow
of resources related to the benefit payments are reported as Advances from Grantors and Third
Parties.
Under the modified accrual basis of accounting, it is not enough that revenue is earned; it must also
be available to finance expenditures of the current period. Governmental funds Balance Sheet report
deferred inflows of resources in connection with receivables for revenues that are not considered to
be available to liquidate liabilities of the current period (unavailable)
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10. Deferred Outflow/Inflow Of Resources (continued)
Governmental funds also defer revenue recognition in connection with resources that have been
received, but not yet earned. At the end of the current fiscal year, the various components of
deferred inflows of resources reported in the basic financial statements were as follows:
Governmental Activities:
Deferred Outflows of Resources
Contribution to ERS
Deferred Inflows of Resources
Unamortized Investments in ERS

$ 2,588,337

882,547

11. PENSION PLAN

Description of the Plan
Description of the Plan As further described in Note 1 P, Description of the Plan As further described
in Note 1 P, the Municipality implemented GASB Statement No. 68, Accounting and Financial
Reporting for Pension, during fiscal year 2018, and a new Required Supplementary
Information schedules are included herein. Also, GASB Statement No. 71, Pension
Transition for Contributions Made Subsequent to the Measurement Date, an amendment
to GASB No. 68, is implemented simultaneously with the provisions of GASB No. 68.

A. Employee’s Retirement System of the Government of the Commonwealth of
Puerto Rico
Description of the Plan
Employees of the Municipality participate in the Employee’s Retirement System of the
Government of the Commonwealth of Puerto Rico (ERS) administered by the Puerto Rico
Government Employees and Judiciary Retirement Systems Administration. The ERS is
cost-sharing multiple-employer contributory, hybrid defined benefit pension plan sponsored
by the Commonwealth under the Act No. 447, approved on May 15, 1951, as amended (Act
No. 447) and began operation on January 1, 1952, at which date, contributions by employers
and participating employees commenced. The ERS is a pension trust of the Commonwealth.
All qualified permanent and probationary employees of the Commonwealth and its
instrumentalities and of certain municipalities and components units not covered by their
own retirement systems are eligible to participate in the ERS. As of June 30, 2016, there
were 206 participating employers (73 Commonwealth agencies, 78 municipalities, and 55
public corporations, including the ERS). The ERS, as a governmental retirement plan, is
excluded from the provisions of the Employee Retirement Income Security Act of 1974
(ERISA).
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Description of the Plan (continued)
At July 1, 2015, membership of the ERS consisted of the following:
Retirees and beneficiaries currently receiving benefits
Current participating employees
Disabled members, receiving benefits
Total Membership

109,649
119,679
15,444
244,772

Certain provisions are different for the three groups of members who entered the ERS prior
to July 1, 2013 as described below:
•
Members of Act No. 447 are generally those members hired before April 1, 1990
(Defined Benefit Program)
•
Members of Act No. 1 are generally those members hired on or after April 1, 1990 and
on or before December 31, 1999 (Defined Contribution Program)
•
Members of Act No. 305 are generally those members hired on or after January 1,
2000 and on or before June 30, 2013 (Define Contribution Hybrid Program). Each member
has a no forfeitable right to the value of his/her account. Members have three options to
invest their contributions. Investment income is credited to the member’s account
semiannually. The Commonwealth does not guarantee benefits at retirement age.
All regular employees hired for the first time on or after July 1, 2013, and former employees
who participated in the Defined Benefit Program and the Define Contribution Hybrid
Program, and were rehired on or after July 1, 2013, become members of the Define
Contribution Hybrid Program as a condition to their employment. In addition, employees
who at June 30, 2013, were participants of previous programs will become part of the
Defined Contribution Hybrid Program.
Each member has a non-forfeitable right to the value of his/her account. Members have
three options to invest their contributions. Investment income is credited to the member’s
account semiannually. The Commonwealth does not guarantee benefits at retirement age.
The assets of the Defined Benefit Program, the Defined Contribution Program and the
Contribution Hybrid Program are pooled and invested by the ERS. Future benefit payments
will be paid from the same pool of assets.
Participant of the Program
Shall mean, until June 30, 2013, every person for whom the Administrator maintains an
account under the Retirement Savings Account Program pursuant to the provisions of
Chapter 3 of Act No. 447. Beginning on July 1, 2013, it shall mean every person for whom
the Administrator maintains an account under the Defined Contribution Hybrid Program
pursuant to the provisions of Chapter 5 of this Act.
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Description of the Plan (continued)
The members of the ERS include all regular full-time and non-municipal temporary
employees who are not contributing to other Retirement Systems (Article 1-104 and 1-105).
Employees include those in the following categories:
•
•
•
•
•
•
•

Police of Puerto Rico,
Firefighters of Puerto Rico,
Elective officers of the People of Puerto Rico and the employees of the Legislature,
Officers and employees of the Government of Puerto Rico,
Officers and employees of public enterprises,
Officers and employees, including mayors, of the municipalities, and
Irregular personnel fulfilling the requirements of regular employee.

Membership in the ERS is mandatory, except for the Governor of Puerto Rico, Government
Secretaries, heads of public agencies and instrumentalities, the Governor’s aides,
gubernatorial appointees of commissions and boards, members of the Legislature, the
Comptroller of Puerto Rico, the employees of the Agricultural Extension Service of the
U.P.R., the Ombudsman and the Commonwealth Election Board employees (Article 1-105).
In addition, membership is optional for eligible employees while working and residing outside
the territorial limits of the Commonwealth of Puerto Rico (Act No. 112 of 2004).
As of July 1, 2013, every employee who is a participant of the ERS, including mayors,
regardless of the date when he/she was first appointed to the Government of the
Commonwealth of Puerto Rico, its instrumentalities, municipalities or participating
employers of the ERS, shall become part of the Defined Contribution Hybrid Program.
Notwithstanding the fact that a superannuation retirement annuity is payable for life, if
annuitants return to the service, the payment of their annuity shall be suspended. After an
annuitant separates from service, payment of the suspended annuity shall resume and
he/she shall also have the option to withdraw the contributions made since the date he/she
returned to service up until he/she separates from service if, after returning to service,
he/she worked less than five (5) years or accrued contributions for less than ten thousand
dollars ($10,000). In the event the annuitant worked five (5) years or more and contributed
ten thousand dollars ($10,000) or more, after returning to service, he/she shall be entitled,
after his/her separation from service and after reaching the age established in Section 5110 of Act No. 447, to receive an additional annuity computed pursuant to Section 5-110 of
this Act, based on the contributions made since the date said annuitant returned to service
until his/her separation from it.
This summary of plan provisions is intended to describe the essential features of the plan.
All eligibility requirements and benefit amounts shall be determined in strict accordance with
the plan document itself.
(1)

Creditable Service

(a)

Creditable Service for Act No. 447 members – the years and months for plan
participation, during which contributions have been made, beginning on the later of
date of hire or January 1, 1952 and ending on date of separation from service. For
purposes of calculating Creditable Service, the following schedule shall apply:
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Description of the Plan (continued)

Service During a Fiscal Year
15 days during the same month
2 months and 15 days to 5 months
and 14 days
5 months and 15 days to 8 months
and 14 days
8 months and 15 days to 12 months

Creditable Service Earned
1 month
½ year
¾ year
1 year

Note: All the days must be during the same month.
In general, Creditable Service may be earned for any period of employment during which
no contributions were made if Accumulated Contributions for such periods are paid to the
ERS. The same rules hold for rehired employees who previously received a refund of
Accumulated Contributions at separation (Article 1-106). Creditable Service also includes
purchased service, if any (Article 1-106).
(b) Creditable Service for Act No. 1 members – the years and completed months of plan
participation, during which contributions have been made, beginning on date of hire and
ending on date of separation from service (Article 1-106 and 2-109). For purposes of
calculating Creditable Service, the following schedule shall apply:
Service During a Fiscal Year
Less than 3 months
3 to 5 months
6 to 8 months
9 months or more

Creditable Service Earned
None
½ year
¾ year
1 year

In general, Creditable Service may be earned for any period of employment during which
no contributions were made if Accumulated Contributions for such periods are paid to the
ERS. The same rules hold for rehired employees who previously received a refund of
Accumulated Contributions at separation (Article 1-106). Creditable Service also includes
purchased service, if any (Article 1-106).
(2)

Service Retirements

(a) Eligibility for Act No. 447 Members – members who were eligible to retire as of June
30, 2013 continue to be eligible to retire at any time. Prior to July 1, 2013, Act No. 447
members could retire upon (1) attainment of age 55 with 25 years of credited service, (2)
attainment of age 58 with 10 years of credited service, (3) any age with 30 years of credited
service, (4) for Public Officers in High Risk Positions (the Commonwealth Police and
Firefighter Corps, the Municipal Police and Firefighter Corps and the Custody Office Corps),
attainment of age 50 with 25 years of credited service, and (5), for Mayors of municipalities,
attainment of age 50 with 8 years of credited service as a Mayor. In
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Description of the Plan (continued)
addition, Act No. 447 members who attained 30 years of credited service by December 31,
2013 are eligible to retire at any time.
Act No. 447 members who were not eligible to retire as of June 30, 2013 and did not attain
30 years of credited service by December 31, 2013 are eligible to retire upon attainment of
the retirement eligibility age shown in the table below with 10 years of credited service.

Date of Birth
July 1, 1957 or later
July 1, 1956 to June 30,
1957
Before July 1, 1956

Attained Age as Retirement Eligibility
of June 30, 2013
Age
55 or less

61

56

60

57 and up

59

In addition to the requirements in the table above, Act No. 447 Public Officers in High Risk
Positions who were not eligible to retire as of June 30, 2013 and did not attain 30 years of
credited service by December 31, 2013 are eligible to retire directly from active service upon
the attainment of age 55 with 30 years of credited service.
(b) Eligibility for Act No. 1 Members – members who were eligible to retire as of June 30,
2013 continue to be eligible to retire at any time. Prior to July 1, 2013, Act No. 1 members
could retire upon (1) attainment of age 55 with 25 years of credited service, (2) attainment
of age 65 with 10 years of credited service, (3) for Public Officers in High Risk Positions,
any age with 30 years of credited service, and (4) for Mayors, attainment of age 50 with 8
years of credited service as a Mayor.
Act No. 1 members who were not eligible to retire as of June 30, 2013 are eligible to retire
upon attainment of age 65 with 10 years of credited service. In addition, Act No. 1 Public
Officers in High Risk Positions who were not eligible to retire as of June 30, 2013 are eligible
to retire directly from active service upon the attainment of age 55 with 30 years of credited
service.
(c) Eligibility for System 2000 Members – members who were eligible to retire as of June
30, 2013 continue to be eligible to retire at any time. Prior to July 1, 2013, System 2000
members could retire upon attainment of age 55 for Public Officers in High Risk Positions
and attainment of age 60 otherwise.
System 2000 members who were not eligible to retire as of June 30, 2013 are eligible to
retire upon attainment of age 55 for Public Officers in High Risk Positions and upon
attainment of the retirement eligibility age shown in the table below otherwise.
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Description of the Plan (continued)

Date of Birth
as of June 30, 2013
July 1, 1957 or later
July 1, 1956 to June 30,
1957
July 1, 1955 to June 30,
1956
July 1, 1954 to June 30,
1955
Before July 1, 1954

Attained
Age

Retirement Eligibility
Age

55 or less

65

56

64

57

63

58

62

59 and up

61

(d) Eligibility for Members Hired after June 30, 2013 – attainment of age 58 if a Public
Officer in a High-Risk Position and attainment of age 67 otherwise.
(3)

Service Retirement Annuity Benefits

An annuity payable for the lifetime of the member equal to the annuitized value of the
balance in the hybrid contribution account at the time of retirement, plus, for Act No. 447
and Act No, 1 members, the accrued benefit determined as of June 30, 2013. If the balance
in the hybrid contribution account is $10,000 or less, it shall be paid as a lump sum instead
of as an annuity.
(a) Accrued Benefit as of June 30, 2013 for Act No. 447 Members – The accrued benefit
as of June 30, 2013 shall be determined based on the average compensation, as defined,
for Act No. 447 members, the years of credited service, and the attained age of the member
all as of June 30, 2013. For Act No. 447 Mayors, the highest compensation, as defined, as
a Mayor is determined as of June 30, 2013.
If the Act No. 447 member had at least 30 years of credited service as of June 30, 2013, the
accrued benefit equals 65% of average compensation if the member was under age 55 as
of June 30, 2013 or 75% of average compensation, if the member was at least age 55 as of
June 30, 2013. For participants selecting to coordinate with social security (the Coordination
Plan), the benefit is re-calculated at the Social Security Retirement Age (SSRA), as defined,
as 1.5% of average compensation up to $6,600 multiplied by years of credited service, up
to 30 years, plus 65% (75% if member was at least age 55 as of June 30, 2013) of average
compensation in excess of $6,600.
If the Act No. 447 member had less than 30 years of credited service as of June 30, 2013,
and attains 30 years of credited service by December 31, 2013, the accrued benefit equals
55% of average compensation, if the member was under age 55 as of June 30, 2013 or
60% of average compensation, if the member was at least age 55 as of June 30, 2013. For
participants selecting the Coordination Plan, the benefit is re-calculated at SSRA as 1.5%
of average compensation up to $6,600 multiplied by years of credited service, up to 30
years, plus 55% (60% if member was at least age 55 as of June 30, 2013) of average
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Description of the Plan (continued)
compensation in excess of $6,600. Member contributions received from Act No. 447
members eligible for this transitory benefit during the period beginning July 1, 2013 and
ending upon the attainment of 30 years of credited service are considered pre-July 1, 2013
contributions; the contributions to the hybrid contribution account begin after the member
attains 30 years of credited service.
If the Act No. 447 member had less than 30 years of credited service as of December 31,
2013, the accrued benefit equals 1.5% of average compensation multiplied by years of
credited service up to 20 years, plus 2% of average compensation multiplied by years of
credited service in excess of 20 years. Maximum benefit is 75% of average compensation.
Except for Commonwealth Police and Commonwealth Firefighters, the benefit is actuarially
reduced for each year payment commences prior to age 58. For participants selecting the
Coordination Plan, the basic benefit is re-calculated at SSRA as 1% of average
compensation up to $6,600 multiplied by years of credited service up to 20 years, plus 1.5%
of average compensation in excess of $6,600 multiplied by years of credited service up to
20 years, plus 2.0% of average compensation in excess of $6,600 multiplied by years of
credited service in excess of 20 years. Except for Police and Firefighters, the benefit is
actuarially reduced for each year payment commences prior to age 58.
For Act No. 447 Mayors with at least 8 years of credited service as a mayor, the accrued
benefit will not be less than 5% of highest compensation, as defined, as a Mayor for each
year of credited service as a Mayor up to 10 years, plus 1.5% of highest compensation as
Mayor for each year of non-Mayoral credited service up to 20 years, plus 2.0% of highest
compensation as Mayor for each year of non-Mayoral credited service in excess of 20 years.
Non-Mayoral credited service includes service earned as a Mayor in excess of 10 years.
Maximum benefit is 90% of highest compensation as a Mayor.
(b) Accrued Benefit as of June 30, 2013 for Act No. 1 Members – The accrued benefit as
of June 30, 2013 shall be determine based on the average compensation for Act No. 1
member, the years of credited service, and the attained age of the member all as of June
30, 2013. For Act No. 1 Mayors, the highest compensation as a Mayor is determined as of
June 30, 2013.
If the Act No. 1 member is a police officer or firefighter with at least 30 years of credited
service as of June 30, 2013, the accrued benefit equals 65% of average compensation if
the member was under age 55 as of June 30, 2013 or 75% of average compensation if the
member was at least age 55 as of June 30, 2013.
For all other Act No. 1 Mayors with at least 8 years of credited service as a mayor, the
accrued benefit will not be less than 5% of highest compensation as a Mayor for each year
of credited service as a Mayor up to 10 years, pus 1.5% of highest compensation as Mayor
for each year of non-Mayoral credited service up to 20 years, plus 2.0% of highest
compensation as Mayor for each year of non-Mayoral credited service in excess of 20 years.
Non-Mayoral credited service includes service earned as a Mayor in excess of 10 years.
Maximum benefit is 90% of highest compensation as a Mayor.
(c) Coordination with Social Security Act for Act No. 447 Members – Except for police,
mayors and employees of the Agricultural Extension Service of the U.P.R., participants may
elect to coordinate coverage under the ERS with Federal Social Security by selecting
51 | P a g e

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Notes to Basic Financial Statements
June 30, 2018

Description of the Plan (continued)
the lower of two contribution options. Those participants selecting Option (1), the
Coordination Plan, are subject to a benefit recalculation upon attainment of Social Security
Retirement Age. Those participants selecting Option (2), the Supplementation Plan, will
continue to receive the same benefits for life, without any adjustment at SSRA. At any time,
up to retirement, participants may change from Option (1) to Option (2) by making a
contribution including interest to the ERS, retroactive to the later of July 1, 1968 or the date
of plan entry, that will bring their career Accumulated Contributions to the Option (2) level.
All police, mayors and employees of the Agricultural Extension Service of the U.P.R. are
covered under Option (2), the Supplementation Plan.
(4)

Compulsory Retirement

All Act No. 447 and Act No. 1 Public Officers in High Risk Positions must retire upon
attainment of age 58 and 30 years of credited service. A two-year extension may be
requested by the member from the Superintendent of the Puerto Rico Police, the Chief of
the Firefighter Corps, or supervising authority as applicable.
(5)

Termination Benefits

(a)

Lump Sum Withdrawal

Eligibility: A Member is eligible upon termination of service prior to 5 years of service or if
the balance in the hybrid contributions account is $10,000 or less.
Benefit: The benefit equals a lump sum payment of the balance in the hybrid contribution
account as of the date of the permanent separation of service.
(b) Deferred Retirement
Eligibility: A member is eligible upon termination of service with 5 or more years of service
(10 years of credited service for Act No. 447 and Act No. 1 members) prior to the applicable
retirement eligibility, provided the member has not taken a lump sum withdrawal of the
accumulated contributions and the hybrid contribution account.
Benefit: An annuity payable for the lifetime of the member commencing at the applicable
retirement eligibility age equal to the annuitized value of the balance in the hybrid
contribution account at the time of retirement, plus, for Act No. 447 and Act No. 1 members,
the accrued benefit determined as of June 30, 2013.
(6)

Death Benefits

(a)

Pre-Retirement Death Benefit

Eligibility: Any current non-retired member is eligible.
Benefit: A refund of the hybrid contribution account, plus the accumulated contributions for
Act No. 447 and Act No. 1 members.
(b)
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Description of the Plan (continued)
Eligibility: Police, firefighters, and other employees in specified high-risk positions who die
in the line of work due to reasons specified in Act No. 127 of 1958, as amended.
Spouse’s Benefit: 50% of the participant’s compensation at date of death, payable as an
annuity until death or remarriage.
Children’s Benefit: 50% of the participant’s compensation at date of death, payable as an
annuity, and allocated pro-rata among eligible children. The annuity is payable for life for a
disabled child, until age 18 for a nondisabled child not pursuing studies, and until age 25 for
a nondisabled child who is pursuing studies.
Benefit if No Spouse or Children: The parents of the member shall each receive 50% of the
participant’s compensation at date of death, payable as an annuity for life.
Post-death Increases: Effective July 1, 1996 and subsequently every three years, the above
death benefits are increased by 3% provided that the beneficiary(ies) had been receiving
payments for at least three years.
The cost of these benefits is paid by the Commonwealth’s General Fund.
(c)

Post-Retirement Death Benefit for Members who retired prior to July 1, 2013

Eligibility: Any retiree or disabled member receiving a monthly benefit who has not elected
a reversionary annuity and whose benefits commenced prior to July 1, 2013.
Benefit: The benefit is as follows (Act No. 105, as amended by Act No. 4):
(i)
For those married or with dependent children at the time of death, the annual income
to a widow, or widower or dependent children is equal to 60% (50% if in the Coordination
Plan – 30% prior to January 1, 2004) of the retirement benefit payable for life for a surviving
spouse and/or disabled children and payable until age 18 (age 25 if pursuing studies) for
nondisabled children. If in the Coordination Plan, the benefit to the surviving spouse does
not begin until the spouse’s attainment of age 60 and the surviving spouse must have been
married to the member for at least 10 years to be eligible for this benefit. The increase in
the percentage from 30% to 50% if in the Coordination Plan is paid by the General Fund for
former government employees or by the public enterprise or municipality for their former
employees.
(ii) The benefit, when there is no relation as stated above, is equal to the remaining
balance of accumulated contributions at the time of retirement after the deduction of lifetime
annual income paid and is payable to a beneficiary or to the member’s estate. In no case,
shall the benefit be less than $1,000. Either the Commonwealth’s General Fund for former
government employees or the public enterprise or municipality for their former employees
pays the difference, up to $250, between (1) the accumulated contributions less the lifetime
annual income paid and (2) $1,000. The ERS pays for the rest.
(d) Post-Retirement Death Benefit for Members who began receiving a monthly benefit
after to June 30, 2013
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Eligibility: Any retiree or disabled member who has not elected a reversionary annuity and
whose benefits commenced prior to July 1, 2013.
Benefit: If the member elected at the time of retirement to transfer a portion of the annuity
to a beneficiary by selecting an actuarially equivalent optional form of payment, the
applicable survivor benefit.
For all members, the excess, if any, of the hybrid contribution account, plus the accumulated
contributions for Act No. 447 and Act No. 1 members, at the time of retirement over the total
annuity payments paid to the member and any beneficiary per the terms of the optional form
of payment shall be payable to a beneficiary or the member’s estate.
(e) Beneficiaries receiving occupational death benefits as of June 30, 2013 continue to be
eligible to receive such benefits
(7) Disability Benefits
(a)

Disability

Eligibility: All members are eligible upon the occurrence of disability.
Benefit: The balance of the hybrid contribution account payable as lump sum distribution,
an immediate annuity or a deferred annuity at the election of the participant. Act No. 447
and Act No. 1 members remain eligible to receive the accrued benefit as of June 30, 2013
commencing at the applicable retirement eligibility age.
(b)

High-Risk Death Benefit under Act No. 127

Eligibility: Police, firefighters, and other employees in specified high-risk positions who
disabled in the line of work due to reasons specified in Act No. 127 of 1958, as amended.
Benefit: 80% (100% for Act No. 447 members) of compensation as of date of disability,
payable as an annuity. If the member dies while still disabled, this annuity benefit continues
to his beneficiaries. Beneficiaries include the surviving spouse and/or disabled children (for
life), nondisabled children until age 18 (age 25 if pursuing studies), and the parents if no
other beneficiaries. Effective July 1, 1996 and subsequently every three years, the disability
benefit is increased by 3% provided that the member (or beneficiary) had been receiving
payments for at least three years (Act No. 127 of 1958, as amended). The cost of these
benefits is paid by the Commonwealth’s General Fund.
(c) Members who qualified for occupational or non-occupational disability benefits as of
June 30, 2013 continue to be eligible to receive such benefits.
(d)

Disability Insurance

The Administrator, with the approval of the Board, shall establish a disability benefits
program, which shall provide a temporary annuity in the event of total and permanent

54 | P a g e

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Notes to Basic Financial Statements
June 30, 2018

Description of the Plan (continued)
disability. Disability benefits may be provided through one or more disability insurance
contracts with one or more insurance companies authorized by the Insurance Commissioner
of Puerto Rico to conduct business in Puerto Rico. The determination as to whether a person
is partially or totally and permanently disabled, shall be made by the insurance company
that issues the insurance policy covering the person. All the participants of the Program who
are employees shall avail themselves to the disability benefits program in the manner and
form established by the Administrator. During fiscal year 2016-2017 the disability insurance
amounted to $43,325.
(8)

Special Benefits

(a)

Minimum Benefits

(i)

Past Ad hoc Increases

The Legislature, from time, increases pensions for certain retirees as described in Act No.
124 approved on June 8, 1973 and Act No. 23 approved on September 23, 1983. The
benefits are paid 50% by the Commonwealth’s General Fund and 50% by the ERS.
(ii) Minimum Benefit for Members who retired before July 1, 2013 (Act No. 156 of 2003,
Act No. 35 of 2007, and Act No. 3)
The minimum monthly lifetime income for members who retired or become disabled before
July 1, 2013 is $500 per month effective July 1, 2013 ($400 per month effective July 1, 2007
and $300 per month up to June 30, 2007). The increase in the minimum monthly benefit
from $200 per month to $300 per month is paid by the Commonwealth’s General Fund for
former government and certain public corporations without own treasuries employees or by
certain public corporations with own treasuries or municipalities for their former employees.
The increase in the minimum monthly benefit from $300 per month to $400 per month is to
be paid by the ERS for former government and certain public corporations without own
treasuries employees or by certain public corporations with own treasuries or municipalities
for their former employees.
(iii)

Coordination Plan Minimum Benefit

A minimum monthly benefit is payable upon attainment of SSRA such that the benefit, when
added to the Social Security Benefit, is not less than the benefit payable prior to SSRA.
(b)

Cost-of-Living Adjustments (COLA) to Pension Benefits

The Legislature, from time to time, increases pensions by 3% for retired and disabled
members. Beneficiaries are not entitled to COLAs granted after the retiree’s death. The first
increase was granted by Act No. 10 of 1992. Subsequent 3% increases have been granted
every third year since 1992, with the latest 3% increase established on April 24, 2007 and
effective July 1, 2007 (retroactive to January 1, 2007) for retired and disabled members that
were receiving a monthly benefit on or before January 1, 2004 less than $1,250 per month
received an increase of up to 3% without exceeding the limit of $1,250 per month. The
COLAs granted in 1992 to all retirees and in 1998 to retirees who are
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former government or municipal employees shall be paid by the ERS. All other COLAs
granted in 1995 and later shall be paid by the Commonwealth’s General Fund for former
government and certain public corporations without own treasuries employees or by certain
public corporations with own treasuries or municipalities for their former employees.
(c)

Special “Bonus” Benefits

(i)

Christmas Bonus (Act No. 144, as Amended by Act No. 3)

An annual bonus of $200 for each retiree, beneficiary, and disabled member paid in
December provided the member retired prior to July 1, 2013. This benefit is paid from the
supplemental contributions received from the Commonwealth’s General Fund for former
government and certain public corporations without own treasuries employees or by certain
public corporations with own treasuries or municipalities for their former employees.
(ii)

Medication Bonus (Act No. 155, as Amended by Act No. 3)

An annual bonus of $100 for each retiree, beneficiary, and disabled member to cover health
costs paid in July provided the member retired prior to July 1, 2013. Evidence of coverage
is not required. This amount is prorated if there are multiple beneficiaries. This benefit is
paid from the supplemental contributions received from the Commonwealth’s General Fund
for former government and certain public corporations without own treasuries employees or
by certain public corporations with own treasuries or municipalities for their former
employees.
(9)

Contributions

(a)

Member Contributions

Effective July 1, 2013, contributions by members are 10% of compensation. However, for
Act No. 447 members who selected the Coordination Plan, the member contributions are
7% of compensation up to $6,600 plus 10% of compensation in excess of $6,600 during the
2013-2014 fiscal year and 8.5% of compensation up to $6,600 plus 10% of compensation
in excess of $6,600 during the 2014-2015 fiscal year. Members may voluntarily make
additional contributions to their hybrid account.
Prior to July 1, 2013, contributions by Act No. 447 members selecting the Coordination Plan
were 5.775% of compensation up to $6,600 plus 8.275% of compensation in excess of
$6,600. Contributions by all other members were 8.275% of compensation. System 2000
members may also have voluntary contribution of up to 1.725% of compensation prior to
July 1, 2013.
(b) Employer Contributions (Article 2-116, as Amended by Act No. 116 of 2010 and Act
No. 3)
Prior to July 1, 2011, employer contributions were 9.275% of compensation. On July 6,
2011, the Commonwealth enacted Act No. 116, increasing the employers’ contributions

56 | P a g e

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Notes to Basic Financial Statements
June 30, 2018

Description of the Plan (continued)
rate from 9.275% to 10.275% of employee compensation for fiscal year 2011-2012, an
additional 1% annually for each of the next four years, and 1.25% annually for each of the
five years thereafter, reaching an aggregate contribution rate of 20.525% effective July 1,
2020.
(c) Supplemental Contributions from the Commonwealth’s General Fund, Certain Public
Corporations, and Municipalities (Act No. 3)
Effective July 1, 2013, the ERS will receive a supplemental contribution of $2,000 each fiscal
year for each pensioner (including beneficiaries receiving survivor benefits) who was
previously benefiting as an Act No. 447 or Act No. 1 member while an active employee. This
supplemental contribution will be paid by the Commonwealth’s General Fund for former
government and certain public corporations without own treasuries employees or by certain
public corporations with own treasuries or municipalities for their former employees.
(d)

Additional Uniform Contribution (Act No. 32, as Amended)

The additional uniform contribution (AUC) will be certified by the external actuary of the ERS
each fiscal year from 2014-2015 through 2032-2033 as necessary to avoid having the
projected gross assets of the ERS, during any subsequent fiscal year, to fall below $1 billion.
The AUC is to be paid by the Commonwealth’s General Fund, public corporations with own
treasuries, and municipalities.

(This space was left in blank intentionally)
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Only a fraction of the AUC from prior years has been received by the ERS. Accordingly, the
current overall AUC payment schedule is as follows:
Payment Year

FY 2016-17

FY 2018-18
FY 2018-19 to FY 203233

Amount
$596
million
$180
million
$776
million
$685
million
$685
million

Comment
Collective FY 2016-17 AUC
Pat due and payable immediately
by selected employers
Total due in FY 2016-17
Total due in FY 2017-18
Estimated amount payable
annually, subject to significant
change due to annual remeasurement

(10) Service Purchase
Prior to July 1, 2013, active members with eligible service from prior employment may elect
to purchase service in ERS. The cost of the purchase is calculated by applying the ERS
statutory contribution rates to the member’s salary during the years of service at the former
employer. The amount due to member contributions is accumulated at 9.5% per year (6%
prior to April 4, 2013) until 6 months after the time of the service purchase request. Any
amount not covered by asset transfers from the member’s prior pension fund is payable by
the member (Act No. 10 of 1992, Act No. 14 of 1981, Act No. 122 of 2000, Act Nos. 203 and
33 of 2007). Effective July 1, 2013, only veterans may purchase service for time spent under
military service are permitted to make voluntary contributions to the Defined Contribution
Hybrid Contribution Account during the years of military leave.
(11) Early Retirement Programs
The Municipality implemented an early retirement program for its employees under the Act
No. 224 dated August 9, 2008. The Municipality has already made the initial payment and
would reimburse the remaining balance on annuities and other benefits paid by the ERS in
four installments on each July 31 starting in 2009 through 2012. The Municipality was at
default on the retirement plan payment, so they requested a new payment plan. The ERS
Board of Trustees approved a Payment Plan for the debt balance due of the Retirement
program for 24 months starting in March 2014.
On July 2, 2010, the Commonwealth Enacted Act No. 70 of 2010 (Act No. 70) establishing
a program that provides benefits for early retirement or economic incentives for voluntary
employment termination to eligible employees, as defined. Additional window periods
occurred through December 31, 2012. Under Section 4A of Act No. 70, active members

58 | P a g e

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Notes to Basic Financial Statements
June 30, 2018

Description of the Plan (continued)
could terminate employment immediately and receive a bonus equal to one, three, or six
months of salary (paid by the Commonwealth). Under Section 4B of Act No. 70, active
members who had at least 15 years of service, but less than 30 years of creditable services,
could retire immediately with an enhanced benefit ranging from 37.5% to 50% of salary.
This enhanced benefit is paid by the General Fund for government employees and Public
Corporation for their employees until the member reaches the later of age 55 or the date the
member would have completed 30 years of service had the member continued working. The
ERS will pay the benefit after this time period.
While the General Fund / Public Corporation is paying the pension benefit to the member or
any surviving beneficiary, the General Fund / Public Corporation will also pay a contribution
equal to the employer contribution rate [(12.275% for the 2013-2014 fiscal year plus the
employee contribution rate for Public Corporation (currently 10%)] of final salary to the ERS.
The employer contribution rate applies applied to final salary increases as under Act No.
116 to a rate of 20.525% of payroll in 2020-2021 and thereafter. Under Section 4C if Act No.
70, active members who had at least 30 years of service could retire immediately and
receive a bonus equal to six months of salary (paid by Commonwealth). For any active
employee who retired under Section 4C, the Public Corporation will pay a contribution equal
to the employer contribution rate (12.275% for 2013-2014 fiscal year, increasing to 20.525%
in 2020-2021 and thereafter) plus the employee contribution rate (currently 10%) of final
salary to the ERS for five years after retirement.
The contribution requirement to the ERS is established by law and is not actuarially
determined. The special benefits contributions of approximately $229 million in 2014 mainly
represent contributions from the General Fund, public corporation and municipalities for the
special benefits identified above granted by special laws. The funding of the special benefits
is provided to the ERS through legislative appropriations each July 1 by the General Fund
for former government and certain public corporations without own treasuries employees,
and by certain public corporations with own treasuries and municipalities for their former
employees. The legislative appropriations are considered estimates of the payments to be
made by the ERS for the special benefits. Deficiencies in legislative appropriations are
covered by the ERS’s own funds until recovered through future legislative appropriations.
Any surplus of legislative appropriations collected over special benefits paid is combined
with the assets held in trust for the payment of other pension benefits.
(12) Changes in Plan Provisions since Prior Valuation
Act No. 211-2015 is an early retirement incentive program that was passed on December
8, 2015 which was amended by Act No. 170-2016 to expand the eligible group of members.
No retirements due to Act No. 211-2015 or Act No. 170-2016 have occurred as of the June
30, 2016 measurement date of this valuation. Impacts of Act No. 211-2015 and Act No. 1702016 will be reflected in future valuation. Impacts of Act No. 211-2015 and Act No. 170-2016
will be reflected in future valuations when retirements have actually occurred, and census
data is available.
(13) Other Postemployment Benefits (OPEB) – Healthcare Benefits
ERS MIPC is a cost-sharing, multi-employer defined benefit other postemployment benefit
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plan sponsored by the Commonwealth. ERS MIPC covers a payment of up to $100 per
month to the eligible medical insurance plan selected by the member provided the member
provided the member retired prior to July 1, 2013 (Act No. 483, as amended by Act No. 3).
Substantially all fulltime employees of the Commonwealth’s primary government, and
certain municipalities of Puerto Rico and certain component units of the Commonwealth not
having their own postemployment benefit plan, were covered by the OPEB. Commonwealth
employees became members upon their date of employment. Plan members were eligible
for benefits upon reaching the pension benefits retirement ages.
At July 1, 2015, the membership, as adjusted by changes in participants established by Act
No. 3, consisted of the following:
Membership

Amount

Retired Members

94,979

Disabled Members

15,444

Total Membership

110,423

The contribution requirement of ERS MIPC is established by Act No. 95 approve on June
29, 1963. This OPEB plan is financed by the Commonwealth on a pay-as-you-go basis.
There is no contribution requirement from the plan member during active employment.
Retirees contribute the amount of the healthcare insurance premium not covered by the
Commonwealth contribution. Thus, these OPEB are 100% unfunded. During the year ended
June 30, 2016, OPEB contributions amounted to $106 million.
The funding of the OPEB benefits is provided to the ERS through legislative appropriations
each July 1 by the Commonwealth’s General Fund for former government and certain public
corporations without own treasuries employees, and by certain public corporations with own
treasuries and municipalities for their former employees. The legislative appropriations are
considered estimates of the payments to be made by the ERS for the healthcare benefits
throughout the year.
Liquidity Risk and Uncertainties
ERS is a mature retirement system with a significant retiree population. Based on the
statutory funding requirements, the annual benefit payments and administrative expenses
paid by the ERS were significantly larger than the member and employer contributions made
to the ERS. Thus, investment income must have had to be used to cover negative cash
flow. If the increasing and additional contributions stipulated by law are not paid in full on an
annual basis, the ERS will continue being rapidly defunded and gross assets will be
exhausted. If measures are not taken to significantly increase the contributions, the ERS
will become insolvent in fiscal year 2018. In addition, annual cash flow estimates for the
foreseeable future are presently estimated to be insufficient to cover the ERS’s obligations
unless other measures are taken.
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If the ERS’s assets are exhausted it would be operating solely on a “pay-as-you-go” basis,
which means that it would be unable to pay benefits that exceed the actual employer and
employee contributions received (net of administrative and other expenses), unless the
Commonwealth provides the funding required to meet the pay-as-you-go retirement
benefits. Additionally, future employers’ contributions have been pledged for the payment of
debt service, further depletion of the ERS’s assets could result in the inability to repay its
bond obligations. Consequently, the ERS’s funding requirements, together with the funding
requirements of JRS and the Puerto Rico System of Annuities and Pensions for Teachers,
could have a direct negative effect on the Commonwealth’s General Funds, since the
Commonwealth is the primary sponsor and is obligated to make contributions to fund each
of the ERS.
The Commonwealth and the other participating employers have been facing several fiscal
and economic challenges in recent years due, among other factors, to continued budget
deficits, a prolonged economic recession, high unemployment, population decline, and high
levels of debt and pension obligations. The widening of credit spreads for the
Commonwealth’s public sector debt, the continued downgrading of the Commonwealth’s
credit ratings and those of many of its instrumentalities to noninvestment grade categories,
and the lowered-than-projected revenues have put further stain on the Commonwealth
liquidity and have affected its access to both the capital markets and private sources of
financing, as well as the borrowing cost of any such funding.
If the Commonwealth’s financial condition does not improve as a result of fiscal and
budgetary measures it is taking, its ability to repay its obligations, including its regular
employer contributions to the ERS and its additional contributions as provided by Act No.
32 of June 25, 2013 (Act No. 32), for the upcoming years, may continue to be adversely
affected, and could also affect the payment of benefits and the repayment of the ERS’s bond
payable.
To improve the liquidity and solvency of the ERS, the Commonwealth enacted Act No. 32,
as amended by Act No. 244 of 2014, which provides for incremental annual contributions
(Additional Uniform Contribution) from the Commonwealth’s General Fund, public
corporations and municipalities beginning in fiscal year 2014 and up to the fiscal year 2033.
The AUC determined for fiscal year 2014 was defined as $120.0 million and subsequent
annual amounts will be determined annually based on actuarial studies to be performed by
the ERS’s actuaries as necessary for the ERS’s gross assets to remain above $1.0 billion.
An appropriation for such AUC of approximately $98 million was included in the
Commonwealth’s budget for the fiscal year 2014. However, as a result of the
Commonwealth’s General Fund revenue shortfall, compared to budget, the Commonwealth
made certain adjustments to the fiscal year 2014 budgetary appropriations following the
“priority norms” for the disbursement of public funds that apply during any fiscal year in which
the resources available to the Commonwealth are insufficient to cover the appropriations
approved for such year. These adjustments included the reduction in full of the portion of
the Act No. 32 AUC by executive Order 29-2014.
For fiscal year 2015 and 2016, the certification of the AUC was not available at least 120
days before the commencement of the applicable fiscal year. ACT No. 32, as amended,
provides that in this situation, the AUC for fiscal year will be the AUC applicable for the
preceding year. Thus, the AUC determined for fiscal years 2015 and 2016 was $120
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million.
Timely payment of the AUC is a critical component of the reform in order for the ERS to be
able to make payments as they come due without depleting all its assets first. However, as
a result of continued budget deficits in fiscal years 2014 and 2015, the Commonwealth and
other participating employers have been unable to make the AUC required in full for these
fiscal years (other than $34.4 million paid by municipalities and public corporations for fiscal
year 2014 and $22.7 million paid by the Commonwealth and $37.1 million paid by public
corporations and municipalities for fiscal year 2015). In February 2016, the ERS’s actuaries
recalculated the AUC for fiscal year 2017 and subsequent years. Based on certain
assumptions (which do not account for any fiscal adjustment that the Commonwealth ma
undertake to address its fiscal challenges), the projected AUC for fiscal year 2017 and
subsequent years was approximately $596.0 million (of which approximately $370.0 million
corresponds to the Commonwealth, to be funded from its General Fund, and the remaining
portion corresponds to the participating public corporations and municipalities).
Remediation Plan
To improve the liquidity and solvency of the ERS, on July 6, 2011, the Commonwealth
enacted Act No. 116 increasing the employers’ contribution rate from 9.275% to 10.275%
of employee compensation for the 2011-2012 fiscal year, an additional 1% annually for each
of the next four years, and 1.25% annually for each of the five years thereafter, reaching an
aggregate contribution rate of 20.525% effective July 1, 2020.
On April 4, 2013, the Legislature enacted Act No. 3 which amended the Act No. 447. Act
No. 1, and Act No. 305. Act No. 3 reformed the ERS by, among other measures, reducing
benefits, increasing employee contributions, and, in the case of active employees who were
entitled to the defined benefits program, replacing most of the defined benefits program,
replacing most of the defined benefit elements with a defined contribution structure. The
reform intended to address the Commonwealth’s future cash flow needs and “pay-as-yougo” requirement, while recognizing that the ERS would become insolvent. As such, the
reform was intended to provide enough cash for the ERS to be able to pay benefits (as
amended through the reform) and debt service on the pension obligation bonds, while
maintaining projected ERS gross assets at no less than $1.0 billion at all times.
To achieve this goal, the reform contemplated that the Commonwealth and other
participating employers would have to provide additional annual funding above the
statutorily prescribed contributions as required by Act No. 32. As a long-term plan, it was
recognized that constant monitoring would be required to ensure that the ERS remained on
track to meet the reform’s goals. The receipt of the additional uniform contribution of Act No.
32 is critical to the ERS’s ability to make payments as they become due.
Act No. 3 established a contribution hybrid program (the Contribution Hybrid Program) like
the System 2000 program that will eventually result in all active and retired members
participating in a member-funded hybrid program. Act No. 3 froze all retirement benefits
accrued through June 30, 2013 under Act No. 447 and Act No. 1 (defined benefit program),
and thereafter, all future benefits will accrue under the defined contribution
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formula used for the System 2000 program participants. Ceasing future defined benefit
accruals under Act No. 447 and Act No. 1 and converting to a member-funded hybrid plan
will result in lower benefit payments as these tiers wind down, and will make all future
employer contributions available to pay benefits and bonds payable debt service. Act No.3
incorporate the provisions of the Defined Contribution Hybrid Program and System 2000 in
Chapter 5 of the ERS.
Participants in the defined benefit program who as of June 30, 2013 were entitled to retire
and receive a pension, may retire on any later date and will receive the annuity
corresponding to their retirement program, as well as the annuity accrued under the Defined
Contribution Hybrid Program. Participants who as of June 30, 2013 were not entitled to retire
can retire depending on the new age limits defined by the Defined Contribution Hybrid
Program and will receive the annuity corresponding to their retirement program, as well as
the annuity accrued under the Defined Contribution Hybrid Program.
Participants in the System 2000 program who as of June 30, 2013 had reached the age of
60 may retire on any later date and will receive the annuity corresponding to their retirement
program, as well as the annuity accrued under the Defined Contribution Hybrid Program.
Participants in the System 2000 program who as of June 30, 2013 had not reached the age
of 60 can retire depending on the new age limits defined by the Defined Contribution Hybrid
Program and will receive the annuity corresponding to their retirement program, as well as
the annuity accrued under the Defined Contribution Hybrid Program.
In addition, Act No. 3 amended the provisions of the different benefit structures under the
ERS including, but not limited to, the following:
•
Retirement age – The retirement age for the frozen accrued benefits of Act No. 447 is
gradually increased from age 58 to age 61, and from age 60 to age 65 for System 2000
program members, which results in a delay in cash outflow and thus lower cumulative future
benefit payments to these members. Reduced early retirement was eliminated for Act No.
1, which also results in a delay in cash outflow. The retirement age for new employees was
increased to age 67.
•
Member contributions – The prior member contribution rate of 8.275% (varying for
some members) is increased to 10% of pay. While this will result in higher hybrid program
benefits in the future, it will provide more assets in the near term that can support current
benefit payments and bonds payable debt service.
•
Mandated annuitization – System 2000 program notional accounts were available as
lump sum payments at termination/retirement. With a full cohort of active System 2000
program members completing careers at roughly the same time that bonds payable principal
payments begin, lump sum payments would have had a deleterious effect on the System’s
assets. Act No. 3 hybrid accounts, which include the System 2000 program accounts, are
subject to mandatory annuitization, which will benefit the System on a cash flow basis by
stretching out payments over time, thus providing the System “catch-up” time. The ERS has
the authority for determining the annuitization factors and for updating the factors in future
years.
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•
Survivor benefits – Act No. 447 and Act No. 1 offered survivor benefits at no cost to
the retiree. For future retirees, the defined benefit portion of the Act No. 447 or Act No. 1
frozen annuity and the hybrid program Act No. 3 annuity with a survivor benefit, resulting in
lower future cash outflow.

•
The occupational death benefit and the one year of salary death benefit were
eliminated for Act No. 447 and Act No. 1 members, resulting in lower future cash outflow.
•
Disability benefits, other than those provided under Law No. 127, were eliminated,
resulting in lower future cash outflow. (A member who becomes disabled may receive their
hybrid account balance and their accrued benefit if applicable under Act No. 447 or Act No.
1.)
•
Special law benefits are reduced for current retirees and eliminated for future retirees.
The Christmas bonus payable to current retirees was reduced from $600 to $200. The
summer bonus was eliminated. The employers will continue making contributions to the
ERS as if all special law benefits were still in place for current and future Act No. 447 and
Act No. 1 retirees, which will result in additional cash that can be used for benefit payments
and bonds payable debt service.
•
Minimum benefits – The minimum pension payable was increase from $400 to $500
per month for current retirees only.
•
Merit Annuity – The “Merit Annuity” available to participants who joined the ERS prior
to April 1, 1990 was eliminated.
Other measures taken to improve the liquidity of the ERS include, among others, 1) revision
of the personal loan policy by limiting personal and cultural loan amounts to $5,000 each,
from $15,000 and $10,000, respectively; and 2) the receipt of a special contribution from the
Commonwealth that was invested in junior subordinated capital appreciation bonds issued
by the Puerto Rico Sales Tax Financing Corporation (the COFINA Bonds).
The successful implementation of these measures cannot be assured, as it is dependent
upon future events and circumstances whose outcome cannot be anticipated.
Pension Liabilities, Pension Expenses, and Deferred Outflows/Inflows of Resources
Related to Pensions
(1)

Net Pension Liability

The Municipality Net Pension Liability for each plan program is measured as the
proportionate share of the Net Pension Liability. The Net Pension Liability of each of the
plan program was measured as of June 30, 2016, and the Total Pension Liability for each
plan program used to calculate the Net Pension Liability was determined by an actuarial
valuation as of June 30, 2014 rolled forward to June 30, 2015 using standard update
procedures. The Municipality’s proportion of the Net Pension Liability was based on a
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(1)

Net Pension Liability (Continued)

projection of the Municipality’s long-term share of contributions to the pension plans program
relative to the projected contributions of all participating employers, actuarially determined.
As June 30, 2018, the Municipality reported $16,878,797 as Net Pension Liability for its
proportionate shares of the Net Pension Liability of ERS.
June 30, 2018

Net Pension Liability
Total Pension Liabilty
Fiduaciary (Net Position (deficit)
Net Pension Liability

Total
$ 36,432,873,000
(1,265,885,000)
$ 37,698,758,000

Proportionate Share
(.8954730285%)
$
326,246,551
(11,335,659)
$
337,582,210

3.47%

3.47%

Plan's Fiduciary Net position(deficit)
of Total Pension Liability
Covered Payroll

$

3,344,382,000

Net Pension Liability as a% of
Covered Payroll
(2)

1127.23%

$

29,948,039
1127.23%

Pension Expense

For the fiscal year ended June 30, 2017, the Municipality recognized a pension expense.
Pension expense represents the change in the net pension liability during the measurement
period, adjusted for actual contributions and the deferred recognition of changes in
investment gain/loss, actuarial gain/loss, actuarial assumptions or method, and plan
benefits.
(3)

Deferred Outflows/Inflow of Resources

As of June 30, 2018, the Municipality reported Deferred Outflows of Resources and Deferred
Inflows of Resources related to pensions from the following sources:
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(3)

Deferred Outflows/Inflow of Resources (continued)

Differences between actual and expected
experience

Deferred

Deferred

Outflows of

Inflows of

Resources

Resources

$

Changes in assumptions
Changes in proportion
Net differences between projected and actual
earnings on plan investment

13,800

-

2,574,537

-

-

-

Total

$

2,588,337

882,547
$

882,547

Actuarial Methods and Assumptions
The total pension liability as of June 30, 2018 (the measurement date) was determined by
an actuarial valuation as of July 1, 2017 that was rolled forward to June 30, 2018 and
assuming no gains or losses.
This actuarial valuation used the following actuarial methods and assumptions, applied to
all periods in the measurement:
Actuarial cost method Entry age normal Asset-valuation methodMarket value of assets
Actuarial assumptions:
Inflation rate 2.50%
Salary increases:3.00% per year. No compensation increases are assumed until
July 1, 2021 as a result of Act No. 66 and the current general economy.
The mortality tables used in the June 30, 2017 actuarial valuation were as follows:
•
Pre-retirement Mortality – For general employees not covered under Act No. 127, RP2014 Employee Mortality Rates for males and females adjusted to reflect Mortality
Improvement Scale MP-2016 from the 2006 base year, and projected forward using MP2016 on generational basis. For members covered under Act No. 127, RP-2014 Employee
Mortality Rates are assumed with blue collar adjustments for males and females adjusted
to reflect Mortality Improvement Scale
MP-2016 from the 2006 base year, and projected forward using MP-2016 on generational
basis. As generational tables, they reflect mortality improvements both before and after the
measurement date.
100% of deaths while in active service are assumed to be occupational only for members
covered under Act No. 127.
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Actuarial Methods and Assumptions (continued)
•
Post-retirement Healthy Mortality – Rates which vary by gender are assumed for
healthy retirees and beneficiaries based on a study of the Plan’s experience from 2007 to
2012 and updated expectations regarding future mortality improvement. The 2010 base
rates are equal to 92% of the rates from the UP-1994 Mortality Table for Males and 95% of
the rates from the UP-1994 Mortality Table for Females, both projected from 1994 to 2010
using Scale AA. The base rates are projected using Mortality Improvement Scale MP-2016
on a generational basis. As a generational table, it reflects mortality improvements both
before and after the measurement date.
•
Post-retirement Disabled Mortality – Rates which vary by gender are assumed for
disabled retirees based on a study of the Plan’s experience from 2007 to 2012 and updated
expectations regarding future mortality improvement. The 2010 base rates are equal to
105% of the rates from the UP-1994 Mortality Table for Males and 115% of the rates from
the UP-1994 Mortality Table for Females. The base rates are projected using Mortality
Improvement Scale MP-2016 on a generational basis. As a generational table, it reflects
mortality improvements both before and after the measurement date.
Most other demographic assumptions used in the July 1, 2014 valuation were based on the
results of an actuarial experience study using data as of June 30, 2003, June 30, 2005 and
June 30, 2007.
The long-term expected rate of return on pension benefits investments was determined in
accordance with the asset allocation of the portfolio that was adopted by the System’s Board
during December 2013 and the actuary’s capital market assumptions as of June 30, 2016.
In addition, the assumption reflects that loans to members comprise approximately 50% of
the portfolio and have an approximate return of 9.1% with no volatility. The long-term
expected rate of return on pension benefits investments of 6.55% as of June 30, 2016 is
equal to the highest debt service of the senior pension funding bonds payable which range
from 5.85% per annum to 6.55% per year.
The pension plan’s policy in regards to allocation of invested assets is established and may
be amended by the System’s Board. Plan assets are managed on a total return basis with
a long-term objective of achieving and maintaining a positive impact on the System’s
financial condition for the benefits provided through the pension programs. The following
was the Board’s adopted asset allocation policy as of June 30, 2016:

Target
allocation

Long-term
expected
rate of return

Asset class:
Domestic equity
International equity
Fixed income
Cash
Total
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64
1
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6.4 %
6.7
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3.0
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Long-Term Expected Rate of Return
The long-term expected rate of return on pension benefits investments was determined
using a building-block method in which best-estimate ranges of expected future real rates
of return (expected returns, net of pension plan investment expense and inflation) are
developed for each major asset class. These ranges are combined to produce the long-term
expected rate of return by weighting the expected future real rates of return by the target
asset allocation percentage and by adding expected inflation.
The asset basis for the date of depletion projection is the System’s fiduciary net position
(the gross assets plus deferred outflows of resources less the gross liabilities, including the
senior pension funding bonds payable, less deferred inflows of resources). On this basis,
the System’s fiduciary net position became negative in the fiscal year 2015 and accordingly
no projection of date of depletion is needed.
The System’s fiduciary net position was not projected to be available to make all projected
future benefit payments of current active and inactive employees. Therefore, the tax free
municipal bond index (Bond Buyer General Obligation 20-Bond Municipal Bond Index) was
applied to all periods of projected benefits payments to determine the total pension liability.
The discount rate was 2.85% and 3.80% as of June 30, 2016 and July 1, 2015, respectively.
The date of depletion projection of the actuarial report does not include any amounts from
the additional uniform contribution required by Act No. 32 because of actual fiscal and
budgetary financial difficulties, continued budget deficits and liquidity risks of the
Commonwealth and the municipalities, and in the event that their financial condition does
not improve in the near term.
Sensitivity of the Collective Net Pension Liability to Changes in the Discount Rate
The following presents the collective net pension liability of the participating employers as
of June 30, 2016, calculated using the discount rate of 2.85%, as well as what the collective
net pension liability would be if it was calculated using a discount rate that is 1-percentage
point lower (1.85%) or 1-percentage-point higher (3.85%) than the current rate:

At 1%
Decrease
(1.85%)

Net pension liability
$

19,493,068

2018
At current
discount rate
(2.85%)

At 1%
increase
(3.85%)

16,878,797

14,859,154

Payable to the Pension Plan
At June 30, 2018, the Municipality reported a payable of $838,623 for the outstanding
amount of contributions to the pension plan required for the year ended June 30, 2018.
Fiscal Plan for Puerto Rico
The Fiscal Plan for Puerto Rico was approved by the Oversight Board of PROMESA (see
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Fiscal Plan for Puerto Rico (continued)
Note 28) on March 13, 2017. The approval was conditioned on the Puerto Rico government
and the Board reaching an agreement to reduce benefit payments of the following systems
by 10% in the aggregate:
•
•
•

Puerto Rico Government Employees Retirement System
Puerto Rico Judiciary Retirement System
Puerto Rico Teachers Retirement System

The details of the reduction methodology, which will determine how the reductions impact
each system, are not final at this time. A multi-year delay in implementation is also
anticipated. These potential reductions are not reflected in the June 30, 2016 valuation.
Also, note that the Fiscal Plan does not anticipate future payment of the Act 3-2013 AUC
(shown earlier as $776 million for fiscal year 2016-2017 and $685 million per year for fiscal
years 2017-2018 through 2032-2033) contained in current law. Rather, the Fiscal Plan
anticipates that ERS will be funded on a pay-as-you-go basis once assets are exhausted.
Pay-As-You-Go Funding
Operating a retirement system on a “pay-go” charge basis may be conceptually simple, but
can be very difficult in practice when the plan sponsor’s current funds and ability to rely on
reserves are limited. While the valuation of ERS liabilities for financial reporting purposes is
conducted on an annual basis in arrears, statutory contributions and benefit payments vary
continuously and respond instantaneously to emerging events.
At a basic level, ERS will need to hold some level of operating cash to account for any
ongoing timing issues between receipt and disbursement of funds. The “pay-go” funding
needed in a given year is the difference between actual contributions and actual
disbursements:
•

Contributions to ERS are primarily based on statutory percentage of payroll.

•
Disbursements are comprised of benefit payments, administrative expenses, and
Pension Obligation Bond debt service.
Contributions and disbursements will experience natural variation due to emerging
demographic experience. Contributions and disbursements can also be greatly impacted by
specific management decisions, such as an early retirement incentive program or other
workforce reduction. A major issue that needs to be addressed by ERS and the
Commonwealth is determining what the process of ERS budgeting for “pay-go” funding will
be. While the ERS can set an expected “pay-go” amount at the time of budgeting for an
upcoming fiscal year, both actual contributions and disbursements can vary from
expectations during the fiscal year.
•
If the budget is set based on expected contributions and disbursements, in the event
of adverse experience during the fiscal year, should provide for additional funds from the
sponsoring employers.
•
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Pay-As-You-Go Funding (continued)
fiscal year that includes a margin to provide a buffer against adverse outcomes.
•

And how would the impacts of specific management decisions be handled.

There are certainly many more operational details to be considered. “Pay-go” operation is a
complex issue that requires careful though and planning, constant monitoring, and the ability
to respond to emerging events quickly.
Pension Plan Fiduciary Net Position
As per June 30, 2016 Actuarial Valuation Report issued on November 7, 2017, the Actuaries
state: “PRGERS net assets became negative in the 2014-2015 fiscal year. If the increasing
Act 116-2011 employer contributions, the Supplementary Contribution under Act 3-2013,
and the Additional Uniform Contribution under Act 32-2013 (as amended by Act 244-2014)
are not paid in full on an annual basis, PRGERS will continue being rapidly disfunded and
gross assets will be exhausted.”
The Employee’s Retirement System of the Government of the Commonwealth of Puerto
Rico provides additional information of the Defined Benefit Program and Hybrid Program.
They issue a publicly available financial report that includes financial statements and
required supplementary information for ERS, as a component unit of the Commonwealth.
That report may be obtained by writing to the Administration at PO Box 42003, Minillas
Station, San Juan, PR 00940-2003.
12. LONG-TERM DEBT
The Municipality’s Legislature is legally authorized to determine the contracting of debts of the
Municipality. Nevertheless, the laws and regulations of the Commonwealth also provide that:
Direct obligations of the Municipality (evidenced principally by bonds and notes) are
backed by the full faith, credit and taxing power of the Municipality; and
Direct obligations are not to be issued if the amount of the principal of, and interest on,
such bonds and notes (and on all such bonds and notes issued thereafter) which are
payable in any fiscal year, together with any amount paid by the Municipality in the
preceding fiscal year on account of bonds or notes guaranteed by the Municipality,
exceed 10 percent of the total assessed value of the property located within the
Municipality plus the balance of the ad valorem taxes in the debt service fund, for bonds
payable to be repaid with the proceeds of property taxes restricted for debt service.
In addition, before any new bonds or notes are issued, the revenues of the debt service fund should
be sufficient to cover the projected debt service requirement. At June 30, 2016, the Municipality is
in compliance with the debt limitation requirements.
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12. Long-Term Debt (continued)
The general long-term debt activity for the year ended June 30, 2018 was as follows:

The Municipality issues general and special (public improvements) obligations bonds and notes to
provide for the acquisition and construction of major capital facilities and equipment, as well as, to
cover certain operating needs.
Long-term debt at June 30, 2018 is composed of the following debts:
Balance at
June 30, 2017
General obligation bonds

Due Within
One Year

$

$

(100,000)

$ 1,000,000

(45,000)

595,000

45,000

6,950,000

-

(500,000)

6,450,000

500,000

CRIM - Note payable

2,777,312

-

(98,314)

2,678,998

111,057

Net Pension Liability

16,643,885

-

229,712

16,873,597

-

785,001
$ 28,896,198

-

(513,602)

785,001
$ 28,382,596

291,513
$ 1,047,570

Compensated absences
Total

$

-

Balance at
June 30, 2018

-

Special obligation bonds

$

Payments or
Deductions

640,000

Operational bond payable

$ 1,100,000

Borrowings
or Additions

$

100,000

Outstanding
Amount

General obligation bonds:
2003 serial bonds due in annual installments ranging from $10,0000 to $50,000; plus interest
due in semiannually installments at variable rates (5.00% to 7.25% at June 30,2012), trough July
1, 2028.
Serial bond approved under ordinance number 8, of 2009-10 due in semiannual. Installments
ranging from $5,000 to $19,000 plus interest due in semiannually payments at variable rates
(4.75% to 7.50%). Due in January 1, 2017.
Serial bond approved under ordinance number 3, of 2011-12 due in semiannual. Installments
ranging from $5,000 to $20,000 plus interest due in semiannually payments at variable rates
(6.00% to 7.50%). Due in January 1, 2036.
Serial bond approved under ordinance number 3, of 2014-15 due in semiannual. Installments
ranging from $55,000 to $85,000 plus interest due in semiannually payments at variable rates
(7.00% to 7.50%). Due in January 1, 2021.
Subtotal General Obligation Bonds:

$

110,000

185,000

310,000

$

Operational bond payable
2002 Serial bonds due in annual principal installments raging from $10,000 to $80,000; plus
interest due in semiannually installments at variable rates 1.28% to 6.00% at June 30, 2003
through July 1, 2026.
Subtotal operational bond payable

(This space was intentionally left in blank)
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1,000,000

595,000.0

$

595,000
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12. Long-Term Debt (continued)
Special obligation bonds:
2008- Serial bond, original issued amount of $3,860,000 due in annually principal installments
raging from $115,000 to $380,000, plus interest due in semiannually installment at variable rates $
from 1.53% to 7.50% at June 30, 2012 through July 1, 2025.
2008- Serial bond, original issued amount of $160,000 due in annually principal installments
raging from $5,000 to $10,000, plus interest due in semiannually installments at variable rates
from1.53% to 7.50% at June 30, 2012 through July 1, 2023.
2008- Serial bond, original issued amount of $870,000 due in annually principal installments
raging from $70,000 to $110,000, plus interest due in semiannually installments at variable rates
from 1.53% to 7.50% at June 30, 2012 through July 1, 2018.
2010- Serial bond, original issued amount of $880,000 due in annually principal installments
raging from $50,000 to $380,000, plus interest due in semiannually installment at variable rates
from 1.53% to 7.50% at June 30, 2012 through July 1, 2018.
2012- Serial bond, original issued amount of $3,725,000 due in annually principal installment
raging from $50,000 to $310,000, plus interest due in semiannually installment at variable rates
from 6.00% to 7.50% at June 30,2012 through July 1, 2035.
Subtotal special obligation bonds

Note payable to CRIM (Law 42)
2001 operating loan with the Department of Treasury due in monthly principal installments
ranging from $3,566 to $23,358; which includes implicit interest due in monthly installments at
6.30% through July 1, 2033.

60,000

50,000

705,000

3,240,000

$

6,450,000

$

2,678,998

Net Pension Liability

16,873,597

Provision for accrued compensated absence
Total bonds, note payable and compensated absence

(This space was intentionally left in blank)
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12. Long-Term Debt (continued)
Compesated Absences
At June 30, 2018 the liability for compensated absences is composed as follows:

Vacations

Due within
one year

Due after
one year

Total

$

$ 485,975

$ 761,301

275,326

The principal and interest maturities for the general obligation bonds of the Municipality of Maricao
at June 30, 2018 are as follows:
Year Ending
June 30
2019
2020
2021
2022
2023
2024 to 2028
TOTAL

Year Ending
June 30
2019
2020
2021
2022
2023
2024 to 2028
2029 to year after
TOTAL
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Bonds (Debt Service
Principal
Interest
105,000
53,822
115,000
49,081
120,000
41,650
125,000
33,975
45,000
25,925
490,000
220,850
$ 1,000,000

$ 425,303

Municipal Sales Taxes Loan
Principal
Interest
415,000
461,997
390,000
325,825
420,000
308,125
450,000
289,075
480,000
268,675
2,365,000
1,391,625
1,930,000
569,625
$ 6,450,000

$ 3,614,947

Operation Notes and Bonds
Principal
Interest
50,000
19,075
50,000
17,325
60,000
15,400
50,000
13,300
65,000
18,900
320,000
30,300
$

595,000

$

114,300

CRIM Notes
Principal
Interest
118,034
163,208
125,451
155,341
133,333
147,909
141,711
139,531
150,615
130,627
907,493
452,727
1,102,361
175,470
$ 2,678,998

$ 1,364,813

COMMONWEALTH OF PUERTO RICO
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13. COMMITMENTS AND CONTINGENCIES
A. CLAIMS AND JUDGMENTS
The Municipality is, at present, a defendant in a number of legal matters that arise from alleged
improper application of policies and negligence in the ordinary course of the Municipality’s
activities. The legal counsel of the Municipality has advised that at this stage in the proceedings
of lawsuits should not reported liabilities at June 31, 2018.
In addition, the Municipality is a defendant or co-defendant in several legal proceedings, which
are in discovery stage. Certain of these claims are covered by insurance. Legal counsel with the
information currently available cannot determine the final outcome of these claims.
Under Act No. 104 of June 25, 1955, as amended, persons are authorized to sue the Municipality
only for causes of actions set forth in said Act to a maximum amount of $75,000 or $150,000 if it
involves actions for damages to more than one person or where a single injured party is entitled
to several causes of action. Under certain circumstances, as provided in Act No. 9 of November
26, 1975, as amended, the Municipality may provide its officers and employees with legal
representation, as well as assume the payment of any judgment that may be entered against
them. There is no limitation on the payment of such judgment.
The estimation of the outstanding claims liability involves a number of key assumptions and is the
most critical accounting estimate. All reasonable steps are taken to ensure that the information
used regarding claims exposures is appropriate. However, every one of the probable claims
against the Municipality the final outcome will be covered by the insurance because are under de
$75,000.
B. FEDERAL GRANTS
In the normal course of operations, the Municipality receives grants from various Federal and
State agencies. The grant programs are subject to audit by agents of the granting authority, the
purpose of which is to ensure compliance with conditions precedent to the granting of funds. Any
liability for reimbursement which may arise as the result of these audits is not believed to be
material.
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Actual
amounts
(budgetary
basis)

Budgeted Amounts
Original
Final
Revenues:
Property taxes
Municipal sales tax
Volume of bussines tax
Licenses, permits and fines
Intergovernmental revenues
Charges of service
Interest
Miscelanous
Total revenues

$

325,000
138,686
10,350
4,255,634
2,000
500,100
5,231,770

$

310,872
508,174
4,269
37,300
3,458,840
3,369
1,179,361
5,502,183

Variance
with final
budget over (under)

325,000
138,686
10,350
4,255,634
2,000
500,100
5,231,770

$

$ 310,872
183,174
(134,417)
26,950
(796,794)
1,369
679,261
270,413

General government

2,793,321

2,793,321

1,547,092

1,246,229

Urban and economic development
Public safety
Health and sanitation
Culture, recreation and education
Public housing and welfare
Capital Outlays
Total expenditures

1,939,306
256,667
213,348
29,128
5,231,770

1,939,306
256,667
213,348
29,128
5,231,770

2,031,916
335,321
278,055
148,066
25,798
4,366,248

(2,031,916)
1,603,985
(21,388)
65,282
3,330
865,522

$ 1,135,935

$ 1,135,935

Expenditures:
Current:

Excess of revenues over expenditures

$

-

$

-

Explanation of Differences:
Sources/inflows of financial resources:
Actual amounts (budgetary basis) "available for appropriations"
from the budgetary comparison schedule
Differences - Not budgeted:
Central Government Grant
Resources considered revenues for budgetary purposes
but not for financial reporting
Total revenues as reported on the statement of revenues, expenditures
and changes in fund balances - governmental funds
Uses/outflows of financial resources:
Actual amounts (budgetary basis) "total charges to appropriations"
from the budgetary comparison schedule
Differences - budget basis to GAAP:
Net nonbudgeted expenditures
Resources considered expenses for budgetary purposes but are not
expenditures for financial purposes
Current-year encumbrances recorded as current expenditures for Budgetary basis
Total expenditures as reported on the statement of revenues, expenditures
and changes in fund balances - governmental funds
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$ 5,502,183
(61,157)
1,000,000

938,843

$ 6,441,026

$ 4,366,248
406,627
62,339
468,966

$ 4,835,214

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Notes to Schedule of Budgetary Comparison
June 30, 2018
NOTE 1.

STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY
A. Budgetary Control
The Municipality's annual budget is prepared on the budgetary basis of accounting,
which is not in accordance with GAAP, and represents departmental appropriations
recommended by the Mayor and approved by the Municipal Legislature prior to the
beginning of the fiscal -year. Amendments to the budget require the approval of the
Municipal Legislature. Transfers of appropriations within the budget, known as
Mayor's Resolutions, do not require the approval of the Municipal Legislature.
The Municipality prepares its annual budget including the operations of the general
fund.
For budgetary purposes, encumbrance accounting is used. The encumbrances (i.e.,
purchase orders, contracts) are considered expenditures when incurred. For GAAP
reporting purposes, encumbrances outstanding at year-end are reported as
reservations of fund balances and do not constitute expenditures or liabilities
because the commitments will be honored during the subsequent year.
The unencumbered balance of any appropriation at the end of the fiscal year will
lapse at the end of such fiscal year. Other appropriations, mainly capital project
appropriations, are continuing accounts for which the Municipal Legislature has
authorized that an unspent balance from the prior year be carried forward and made
available for current spending.

(This space was left intentionally in blank)
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Schedule Of Proportionate Share
Of The Net Pension Liability
For The Fiscal Year Ended June 30, 2018

2015
4.81100%

2016
4.60700%

2017
4.47700%

2018
4.47700%

Employe's proportion of the net pension liability

$ 14,536,662

$ 15,050,553

$ 16,312,025

$ 16,312,025

Employer's covered employee payroll

$ 1,678,390

$ 1,529,130

$ 1,497,370

$ 1,497,370

236.80%

1004.35%

1127.23%

1127.23%

Employe's proportion of the net pension liability (asset)

Employer's [rp[prtonate shcare or the net pension
liability as a percentage of covered employee payroll
Plan's Fiduciary Net Position
Plan Fiduciary net position as percentage of the total
pension liability

$ 38,803.00

0.27%

$

(307,870)

-2.05%

$

(566,772)

-3.47%

$

(566,772)

-3.47%

Notes to Schedule:

Benefit Changes: In 2015, benefit terms were modified to base public safety employee pensions on a
final three-year average salary instead of a final five-year average salary.

Changes Assumptions: In 2015, amounts reported as changes in assumptions resulted primarily from
adjustments to expected retirement ages of general employees.

* Fiscal year 2015 was the first year of implementation, therefore only one year is shown.
The amounts presented have a measurement date of June 30, 2014.
Data Reference: Employees' Retirement System of the Government of the Commonwealth of Puerto Rico; Actuarial Valuation
Report.
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Schedule Of Contributions
For The Fiscal Year Ended June 30, 2018

2015

2016

2017

2018

Statutorily or contractually required
contributions
$

344,782

343,866

350,550

350,550

Contributions in relation to the
statutorily or contractually required
contributions
$

344,782

343,866

350,550

350,550

Contribution deficiency (excess)

$

Covered employer payroll

$ 1,678,390

Contribution as a percentage of
covered employee payroll

-

1,529,180

20.54%

22.49%

1,497,370

23.41%

1,497,370

23.41%

Methods and Assumptions Used in Calculation of the ERS's Annual Required Contributions
Unless otherwise noted above, the following actuarial methods and assumptions were used to determine contribution rates reported
in the Pension Benefits Schedule of the Employers' Contributions:
Assets Valuation

Method Market Value of Assets

Inflation

2.5%

Investment Rate of Return

6.75%, Net of Pension Plan Investment, Including Inflation

Municipal Bond Index

4.29%, as per Bond Buyer General Obligation 20 — Bond Municipal Bond Index

Discount Rate

4.29%

Projected Salary Increases

3.00% per year. No compensation increases are assumed until July 1,2017 as a result of Act No. 66
and the current general economy.

Mortality

Pre-retirement Mortality:
For general employees not covered under Act No. 127, RP-2000 Employee Mortality Rates for males
and females projected on a generational basis using Scale AA. For members covered under Act No.
127, RP- 2000 Employee Mortality Rates with blue collar adjustments for males and females, projected
on a generational basis using Scale AA. As generational tables, they reflect mortality improvements
both before and after the measurement date.
100.0% of deaths while in active service are assumed to be occupational for members covered under
Act No. 127.
Post-retirement Healthy Mortality:
Rates which vary by gender are assumed for healthy retirees and beneficiaries based on a study of
plan's experience from 2007 to 2012 equal to 92% of the rates from the UP-1994 Mortality Table for
Males and 95% of the rates from the UP-1994 Mortality Table for Females. The rates are projected
on a generational table, it reflects mortality improvements both before and after the measurement
date.
Post-retirement Disabled Mortality:
Rates which vary by gender are assumed for disabled retirees based on a study of plan's experience
from 2007 to 2012 equal to 105% of tie rates from the UP-1994 Mortality Table for Males and 115%
of the rates from the UP-1994 Mortality Table for Females. No provision was made for future mortality
improvement for disabled retirees.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Notes to Required Supplementary Information
For The Fiscal Year Ended June 30, 2018

1. The Municipality implemented GASB Statement No. 68, Accounting and Financial Reporting for
Pensions—an amendment of GASB Statement No. 27, during fiscal year 2015, and these
schedules are now required.
2. This information is intended to help users assess the Municipality’s pension plan’s status on a
going-concern basis, assess progress made in accumulating assets to pay benefits when due, and
make comparisons with other public employers.
3. The information presented relates solely to the Municipality and not Employee’s Retirement
System of the Government of the Commonwealth of Puerto Rico as a whole.

(This space was intentionally left in blank)
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Schedule of Expenditures of Federal Awards
For the year ended June 30, 2018

FEDERAL GRANTOR/PASS TROUGH GRANTOR PROGRAM TITLE

FEDERAL
CFDA
NUMBER

EXPENDITURES

US DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT
Direct Programs:
Section 8 Vouchers and Portability

14.871

153,178

Indirect Program:
Pass trough PR Office of Municipal Affairs State Block Grant Program (SBGP)

14.228

MP

Total Hud

1,008,923
1,162,101

US DEPARTMENT OF HEALTH AND HUMANSERVICE
Indirect Program:
Child Care and Development Block Grant

93.575

8,916

Pass trough ACUDEN Office San Juan Puerto Rico

8,916

US DEPARTMENT OF HOMELAND SECURITY
Direct Programs:
Public Disaster Assistance

97.036

TOTAL FEDERAL FINANCIAL ASSISTANCE

MP Major Program

(This space was intentionally left in blank)
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MP

2,903,041
4,074,058

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Notes to Schedule of Expenditures of Federal Awards
For the year ended June 30, 2018

1.

GENERAL
The accompanying Schedule of Expenditures of Federal Awards presents balance expended of all
Federal Financial Assistance Programs of the Municipality of Maricao, Puerto Rico. The reporting
entity is defined in Note 1 to the general-purpose financial statements.

2.

RELATIONSHIP TO FEDERAL FINANCIAL REPORTS
Federal financial assistance revenues and expenditures are reported in the Municipality's generalpurpose financial statements as other governmental funds and capital project fund.

3.

FEDERAL CFDA NUMBER
The CFDA numbers included in this schedule were determined based on the program name, review
of grant contract information and the Office of Management and Budget's Catalog of Federal
Domestic Assistance.

4.

BASIS OF PRESENTATION
The expenditures of the schedule are included in the Municipality’s basic financial statements. The
reconciliation of expenditures in the basis financial statements to the Schedule of Expenditures of
Federal Awards is as follows:
Federal expenditures per basic financial statements
Included within:
Non federal expenditures included
Within other governmental funds `
Expenditures per Schedule of Expenditures of Federal Awards
Total expenditures with other governmental funds

(This space was intentionally left in blank)
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$ 11,291,935
4,074,058
$ 7,217,877

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Housing Choice Voucher RQ 029 (Section 8)
For the year ended June 30, 2018

Note 1. Supplementary InformationRequired By the U.S. Department of Housing and Urban Development

Trial Balnce for the Housing Choice Voucher as of June 30, 2018 were as follows:
BALANCE SHEET
Assets
Current Assets

$

Non Current Assets

10,567
-

Total Assets

$

10,567

$

(19,812)

Liabilities
Current Liabilities
Non Current Liabilities

-

Total Liabilities

$

(19,812)

Fund Balance

$

(9,245)

$

(143,933)

INCOME STATEMENT
Revenues
Expenditures

153,178

Exeed of expenditures over revenues

$

9,245

(This space was intentionally left in blank)

82 | P a g e

Phone: 787-784-2255
Fax: 787-784-2250
Email: jrmelecio@hotmail.com

JUAN A. RIVERA, CPA
CERTIFIED PUBLIC ACCOUNTANT

URB LEVITTOWN, 1818 DEL VALLE AVE, TOA BAJA, PR 00949

Mailing Address Box 757, Dorado, PR 00646

As part of obtaining reasonable assurance about whether the Municipality's basic financial statements are
free from material misstatement, We performed tests of its compliance with certain provisions of laws,
regulations, contracts, and grant agreements, noncompliance with which could have a direct and material
effect on the determination of basic financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of my audit, and accordingly, We do not express
such an opinion. However, providing an opinion on compliance with those provisions was not an objective
of my audit, and accordingly, We do not express such an opinion. The results of my tests disclosed no
instances of noncompliance or other matters that are required to be reported under Government Auditing
Standards.
The Municipality’s Response to Findings
The Municipality's responses to the findings identified in our audit are described in a separate document
(Corrective Action Plan) prepared by the Municipality. Municipality's responses are not subjected to the
auditing procedures applied in the audit of the Statement and, accordingly, we express no opinion on the
responses.
Purpose of this Report
The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of the Project's internal
control or on compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the Project's internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.
Report on Other Legal and Regulatory Requirement
This report is intended solely for the information and use of management, others within the Municipality
and the United States Department of Housing and Urban Development and is not intended to be and
should not be used by anyone other than these specified parties.

Juan a. Rivera, CPA
Lic.#2214

Toa Baja, Puerto Rico
March 29, 2019
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Note: The Stamp No. 0276356
was affixed to the original
report.

Phone: 787-784-2255
Fax: 787-784-2250
Email: jrmelecio@hotmail.com

JUAN A. RIVERA, CPA
CERTIFIED PUBLIC ACCOUNTANT

URB LEVITTOWN, 1818 DEL VALLE AVE, TOA BAJA, PR 00949

Mailing Address Box 757, Dorado, PR 00646

purpose of expressing an opinion on the effectiveness of internal control over compliance.
Accordingly, we do not express an opinion on the effectiveness of the Municipality's internal control
over compliance.
A deficiency in internal control over compliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their
assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis. A material weakness in internal control over
compliance is a deficiency, or combination of deficiencies, in internal control over compliance, such
that there is a reasonable possibility that material noncompliance with a type of compliance
requirement of a federal program will not be prevented, or detected and corrected, on a timely basis.
A significant deficiency in internal control over compliance is a deficiency, or a combination of
deficiencies, in internal control over compliance with a type of compliance requirement of a federal
program that is less severe than a material weakness in internal control over compliance, yet
important enough to merit attention by those charged with governance.
Our consideration of internal control over compliance was for the limited purpose described in the
first paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be material weaknesses or significant deficiencies. We did not identify any
deficiencies in internal control over compliance that I consider to be material weaknesses. However,
material weaknesses may exist that have not been identified.
Purpose of this Report
The purpose of this report on internal control over compliance is solely to describe the scope of my testing
of internal control over compliance and the results of that testing based on the requirements of the
Uniform Guidance. Accordingly, this report is not suitable for any other purpose.

Juan a. Rivera, CPA
Lic.#2214

Toa Baja, Puerto Rico
March 29, 2019
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Schedule of Findings and Questioned Costs
For the year ended June 30, 2018
SECTION I - SUMMARY OF AUDIT RESULTS
Financial Statements
Type of auditor’s report issued: [unmodified]
Internal control over financial reporting:

•

Material weakness (es) identified?

_____yes

___x__no

•

Significant deficiency(ies)?

___x__yes

____none reported

_____yes

__x__no

_____yes
_____yes

__x__no
__x__ none reported

Noncompliance material to financial
statements noted?
Federal Awards
Internal control over major programs:

•
•

Material weakness(es) identified?
Significant deficiency(ies)?

Type of auditors’ report issued on compliance for major federal programs: Unmodified
Any audit findings disclosed that are
required to be reported in accordance
with 2 CFR 200.516(a)?

_____yes

___x__no

Identification of major federal programs:
CFDA Number

Name of Federal Program or Cluster

14.228
97.036

State Block Grant Program
Public Disaster Assistance

Dollar threshold used to distinguish
Between type A and Type B program:

$_750,000

Federal Awards:
Auditee qualified as low-risk auditee?
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__x __yes

____ no

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Schedule of Findings and Questioned Costs
For the year ended June 30, 2018
SECTION II – FINANCIAL STATEMENT FINDINGS

2018-1 Accounting and Reporting
Criteria: In the Article 7.001 of the Law 81, as amended, establish that the Municipality will set a selfbalanced budget of income and expenditures. In the revised regulations on Fundamental Standards of the
Municipalities of Puerto Rico, a similar provision is established.
Condition: The Municipality obtained funds from the Central Government and included them in Annual
Budget, but at the time of receiving the funds they were deposited into different accounts, in accordance
with the momentary needs if the municipality.
Effect: The Municipality does not follow the procedures established by state law. It created an operational
deficit in General Fund by depositing in other special funds.
Cause: In General Fund, the Municipality budgeted $447,000 of allocations from the Central Government
for operating expenses of the Municipality. However, when the Municipality received the funds, they were
deposited in different funds,(General funds and special funds).
Identification of a repeat finding: This is a repeat finding from the immediate previous audit 2017-02.
Recommendation: Establish procedures to identify money received and deposit it in the appropriated
fund according to budget.
Views of responsible officials and planned corrective actions: The Municipality agrees with this finding
and will adhere to the correction action plan on page 91 in this audit report.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Schedule of Findings and Questioned Costs
For the year ended June 30, 2018

Questioned Costs: None
SECTION III – FEDERAL AWARD FINDING AND QUESTIONED COST
No Findings were reported.

SECTION IV – STATE AWARD FINDING AND QUESTIONED COST

2018-1 Accounting and Reporting
Criteria: In the Article 7.001 of the Law 81, as amended, establish that the Municipality will set a self-balanced budget
of income and expenditures.
Condition: The Municipality obtained funds from the Central Government and included them in Annual Budget, but
at the time of receiving the funds they were deposited into different accounts, in accordance with the momentary
needs of the municipality.
Effect: The Municipality does not follow the procedures established by state law. It created an operational deficit in
General Fund by deposit in other special funds.
Cause: In General Fund, the Municipality budgeted $447,000 of allocations from the Central Government for
operating expenses of the Municipality. However, when the Municipality received the funds, they were deposited
in different funds.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MARICAO
Schedule of Findings and Questioned Costs
For the year ended June 30, 2018
SECTION IV – STATE AWARD FINDING AND QUESTIONED COST

Recommendation: Establish procedures to identify money received and deposit it in the appropriated fund
according to budget.
Views of responsible officials and planned corrective actions: The Municipality agrees with this finding and will
adhere to the correction action plan on page 91 in this audit report.
Questioned Costs: None
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March 29, 2019

Mr. Juan A. Rivera Melecio
Certified Public Accounting
Toa Baja, PR 00949
RE: Management Response - Single Audit 2018

Dear Mr. Rivera Melecio
Enclosed please find the Management Response to the findings included in the Municipality of Maricao
Single Audit 2018.
2018-1 "Accounting and Reporting"
The Municipality only deposits in the operating expenses account, which is separated from the
General Fund, but which in turn is part of it, those items that have sources of income in the budget, but
it’s importance require an strict control.
In addition the Municipality transfer those that have no part in the budget, but it’s well known they
will be reimbursed.
In the following years a better effort will be made so that the control over these accounts is stricter.

