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INTRODUCTORY SECTION

Municipality of San Juan
Commonwealth of Puerto Rico
Ciudad • Patria

March 29, 2019

Honorable Mayor Carmen Yulin Cruz Soto,
Members of the Municipal Legislature and Constituents
Municipality of San Juan,
Commonwealth of Puerto Rico
We are pleased to submit this Comprehensive Annual Financial Report of the Municipality of San Juan,
Commonwealth of Puerto Rico (the "Municipality"), as of and for the fiscal year ended June 30, 2018.
Responsibility for both, the accuracy of the data and the completeness and fairness of the presentation,
including all disclosures presented in this report, rests with the Municipality's management. Unfortunately,
the Employees Retirement System of the Commonwealth of Puerto Rico did not provide the Municipality
the information needed to adopt an accounting standard that changes accounting and financial reporting for
pension costs, which will have a significant impact on the Municipality's financial position, results of
activities, disclosures and required supplementary information. The omitted adjustments and disclosures
led to a modified opinion by our external auditors over the fairness of the Municipality's financial
statements in accordance with accounting principles generally accepted in the United States of America
("GAAP"). Except as required by the pension accounting standard described before, all disclosures
necessary to enable readers to gain an understanding of the Municipality's financial activities have been
included.
BACKGROUND INFORMATION AND ECONOMIC OUTLOOK
The Municipality is the largest municipality, principal seaport, and main governmental, financial, academic,
cultural, and tourism center of Puerto Rico.
The Municipality's government is composed of a Mayor, and a Municipal Legislature of 17 members
elected in general elections every four years. The Mayor is responsible for establishing and carrying out the
policy-making, for overseeing the day-to-day operations of the municipal government and for appointing
the senior municipal officials of the Municipality's departments. The Municipal Legislature is responsible,
among other matters, for approving ordinances and resolutions, including the annual operating budget of
the Municipality.
The Municipality assumes either partial or full responsibility for providing services to its citizens related to
public safety, urban affairs, culture and recreation, health and welfare, urban development, education,
economic development, and other general services to its citizens.
There are approximately 337,288 inhabitants, according to the 2010 U.S. Census, with a population density
of approximately 2,723 residents per square kilometer, making it the most densely populated municipality
in Puerto Rico. The Municipality has land area 123.85 square kilometers; it has 18 political subdivisions,
or wards, and is divided into four (4) major districts: (1) Old San Juan, (2) Hato Rey, (3) Rio Piedras and
(4) Santurce.
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Old San Juan is a compact historic district, cultural center and major tourist attraction of Puerto Rico. Hato
Rey is the main banking and financial services center of Puerto Rico having the headquarters of all major
banks. Rio Piedras is the transportation hub for connections with the rest of the Island and Puerto Rico's
principal educational center having the main campus of the University of Puerto Rico. Santurce is a center
for government and private offices.
According to statistics published by the HUD Median Income for Puerto Rico, the average family income
in San Juan was approximately $18,050 for 2018.
Puerto Rico's Gross Domestic Product ("GDP") and Gross National Product ("GNP") have decreased
steadily over the past decade as a result of the financial crisis being faced by Puerto Rico. The GDP is the
total of consumer, investment and government spending, plus the value of exports minus value of imports.
GNP is the GDP added to income accruing to residents with investments abroad, minus income earned in
domestic markets accrued to investors living abroad. 1n Puerto Rico, the GDP exceeds the GNP because of
the large amount of investment from the USA in the local economy. Nominal GDP and GNP according to
the most recent report projected amounts to $104.2 million and $70.6 million, respectively.
San Juan is the most important socioeconomic center in Puerto Rico. It accounts for 9.5% of Puerto Rico's
population according to the latest figures from the Census Bureau. The unemployment rate in San Juan as
of June 30, 2018 was 6%, which compares favorably with the unemployment for Puerto Rico, which stood
at 9.4 % for the same period.
The economic base of the Municipality is diversified among the financial sector, wholesale and retail trade,
small and medium sized business, shipping, tourism and the meetings and conventions industry.

FINANCIAL REPORTINGENTITY
The accompanying basic financial statements present, in an easily readable and efficiently organized way,
the respective financial position of the governmental activities, each major fund, and the aggregate
remaining fund information of the Municipality, as of June 30, 2018, the respective changes in net position
of the governmental activities, and changes in fund balances ( deficit) for each major fund, and the aggregate
remaining fund information for the fiscal year ended June 30, 2018 in conformity with accounting principles
generally accepted in the United States of America ("GAAP").

INTERNAL CONTROLS
The management of the Municipality is responsible for establishing and maintaining adequate internal
controls to ensure that the assets of the Municipality are protected from loss, theft or misuse, and that
adequate accounting data is compiled for the preparation of its basic financial statements in conformity with
GAAP.
The internal controls are designed to provide reasonable, but not absolute, assurance that these objectives
are met. The concept of reasonable assurance recognizes that: (1) the cost of an internal control should not
exceed the benefits likely to be derived, and (2) the valuation of costs and benefits requires significant
estimates and judgments by management.
The Municipality receives financial assistance in the form of grants and entitlements from the governments
of the United States of America and the Commonwealth of Puerto Rico (the "Commonwealth").
Receipt
of grants is generally conditioned upon compliance with several terms and conditions of the grant
agreements and applicable laws and regulations, including the expenditure of resources for eligible
purposes. As a result, the Municipality is also responsible for ensuring that internal controls are in place to
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ensure that processes related to these financial assistance grants and entitlements are in compliance with all
applicable laws and regulations.

BUDGETARY AND FISCAL POLICIESAND INITIATIVES
The fiscal year of the Municipality begins on July 1. The Mayor is required by law to submit an annual
balanced budget of revenues and expenditures of its operations pursuant to Chapter VII of the Autonomous
Municipalities Law for the approval of Municipal Legislature. Appropriations made for any fiscal year shall
not exceed the total estimated revenues, including available surplus, estimated for said fiscal year unless
the imposition of taxes sufficient to cover said appropriations is provided by law.
Budgetary control resides at the functions/program level within the general fund. The Municipality also
maintains an encumbrance accounting system as one method of maintaining budgetary control. The annual
budget includes an estimate of revenues and other resources for the ensuing fiscal year under laws and
regulations existing at the time the budget is prepared.
The Municipality continues to be focused on various efforts to increase the Municipality's recurring
revenue base. Redevelopment strategies are planned and executed in areas where economic activity and
residential levels have plummeted. Initiatives include the strengthening of procedures to identify, audit and
collect tax debt and prevent or detect tax evasion.
The objectives of these controls and initiatives were to stabilize the financial position, results of operations
and cash flows of the Municipality while ensuring compliance with legal provisions embodied in the annual
appropriated budgets approved by the Municipal Legislature.
More detailed information about the Municipality's budget and fiscal policies can be found in the
accompanying management's discussion and analysis ("MD&A"), the notes to the basic financial
statements, and the Budgetary Comparison Schedule presented in the Financial Section.
PROSPECTSFOR THE FUTURE
The Municipality is committed to pursue solutions to improve the competitive economic performance and
the quality of life for its residents. The Municipality's economic development program includes initiatives
aimed at producing more diversified and sustainable economic development. Five important elements of
these initiatives are the following: ( 1) developing a world-class infrastructure, while encouraging private
investment with innovative financial models and agile, effective evaluation processes; (2) accelerating the
Municipality's entry into the knowledge economy by creating a center for excellence in biotechnology,
engineering and computing; (3) promoting local enterprise and supporting local businesses by providing
innovative financing alternatives and access to domestic and foreign markets; (4) transforming the
Municipality's government, without the need to layoff or privatization, through effective consolidation of
municipal agencies and decentralization functions to offer first-class services to all citizens in a sensible,
effective and agile manner; and (5) refocusing strategic projects related to the citizens' health.
CAPITAL ASSETS
The accompanying basic financial statements include the capital assets of the Municipality. A discussion
and more detailed information about capital assets can also be found in the accompanying MD&A and the
notes to the basic financial statements.
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DEBT ADMINISTRATION
The Puerto Rico Municipal Financing Law of 1996 ("Law 64-1996"), limits the amount of debt service that
can be incurred by the Municipality with respect to issued or guaranteed debt to 10 percent of the total
assessed value of the property located within the Municipality, plus the balance of the ad valorem taxes in
the debt service fund, for bonds payable and bond anticipation notes to be repaid with the proceeds of
property taxes restricted for debt service. The Municipality is in compliance with the debt limitation
requirements at June 30, 2018. See the computation of the legal debt margin in the statistical section of this
report. More detailed information about long-term obligations can be found in the notes to the basic
financial statements.
INDEPENDENT AUDIT
Municipal Administration Regulations issued by the Puerto Rico Municipal Affairs Commissioner requires
the Municipality to have an annual financial audit of its basic financial statements performed by
independent certified public accountants. This Comprehensive Annual Financial Report has the intention
to fulfill such requirements.
BDO Puerto Rico, PSC was selected to perform the independent audit of the Municipality's basic financial
statements, as of and for the fiscal year ended June 30, 2018, in accordance with auditing standards
generally accepted in the United States of America. The goal of the independent audit was to provide
reasonable assurance that the basic financial statements of the Municipality for the fiscal year ended June
30, 2018 are fairly stated in accordance with GAAP. The independent auditors' report on the accompanying
basic financial statements is included in the financial section of this report and includes a modified opinion
due to a GAAP departure resulting from financial information not provided by the Employees' Retirement
System of the Commonwealth of Puerto Rico causing the Municipality to be unable to account for and
disclose the pension costs in accordance with the accounting standard related to pension costs.
ACKNOWLEDGEMENTS
The preparation of this report required the collective efforts of several municipal officials and employees
of our Department of Finance, and our financial and management consultants. We sincerely appreciate the
professionalism and dedication of these individuals. Due credit should also be given to the Honorable
Carmen Yulin Cruz Soto, Mayor, for her unwavering support and commitment to better and improved fiscal
and administrative policies.
This report confirms our commitment to maintain our basic financial statements in conformity with the
highest standards of financial accountability.
Respectfully submitted,

Ms. Esperanza Ruiz Rios
City Administrator
MUNICIPALITY OF SAN JUAN,
COMMONWEALTH OF PUERTO RICO
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FINANCIAL SECTION
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www. bdopr. corn

IBDO

BDO USVI, LLC
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9151 Estate Thomas, Suite 201
St. Thomas, VI 00802
Tel: 340-776-0640
Fax: 340-779-8653
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INDEPENDENTAUDITORS' REPORT

To the Honorable Mayor and Members
of the Municipal Legislature and Constituents
Municipality of San Juan
San Juan, Puerto Rico:
Report on the Financial Statements
We have audited the accompanying financial statements of the governmental activities, each major
fund, and the aggregate remaining fund information of the Municipality of San Juan (the
"Municipality") as of and for the fiscal year ended June 30, 2018, and the related notes to the basic
financial statements, which collectively comprise the Municipality's basic financial statements as
listed in the table of contents.
Management's Responsibility for the Financial Statements
Management is responsible for the preparation and fair presentation of these financial statements
in accordance with accounting principles generally accepted in the United States of America; this
includes the design, implementation, and maintenance of internal control relevant to the
preparation and fair presentation of financial statements that are free from material misstatement,
whether due to fraud or error.
Auditors' Responsibility
Our responsibility is to express opinions on these financial statements based on our audit. We
conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Governmental Auditing
Standards, issued by the Comptroller General of the United States. Those standards require that
we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free from material misstatement.
An audit involves performing procedures to obtain audit evidence about the amounts and
disclosures in the financial statements. The procedures selected depend on the auditor's judgment,
including the assessmentof the risks of material misstatement of the financial statements, whether
due to fraud or error. In making those risk assessments, the auditor considers internal control
relevant to the entity's preparation and fair presentation of the financial statements in order to
design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity's internal control. Accordingly, we express
no such opinion. An audit also includes evaluating the appropriateness of accounting policies used
and the reasonableness of significant accounting estimates made by management, as well as
evaluating the overall presentation of the financial statements.
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our audit opinions.
BDO, Puerto Rico, PSC, a Puerto Rico Professional Services Corporation, and BDO USVI, LLC, a United States Virgin Island's limited liability Company, are
members or BDO International Limited, a UK company limited by guarantee, and Form part of the international BDO network or independent member Arms.
BDO is the brand name for the BDO network and For each of the BOO Member.
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To the Honorable Mayor and Members
of the Municipal Legislature and Constituents
Municipality of San Juan
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Basis for Qualified Opinion and Note Disclosure Regarding Pensions
As discussed in Notes 1 and 13 to the basic financial statements, the Municipality has not
implemented the requirements of Statement No. 73 of the Governmental Accounting Standards
Board, Accounting and Financial Reporting for Pensions and Related Assets That Are Not within
the Scope of GASB Statement 68, and Amendments to Certain Provisions of GASB Statements 67
and 68 (GASB No. 73). Accordingly, the Municipality has not been able to determine and account

for its proportionate share of pension liability, deferred inflow of resources and deferred outflow
of resources related to pension costs and has not recognized the effect of current period changes
in pension liability, deferred outflow of resources and deferred inflow of resources as these relate
to pension costs in its Governmental Activities.
Accounting principles generally accepted in the United States of America require that pension
related liability, deferred outflow of resources, deferred inflow of resources, as applicable, be
recognized in accordance with the parameters established by Statement No. 73, 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 increase liabilities,
increase deferred outflow of resources, increase deferred inflow of resources, increase the deficit,
and change the pension expenses of the governmental activities. The amounts by which this
departure would affect liabilities, deferred outflow of resources, deferred inflow of resources,
deficit, and expenses of the governmental activities has not been determined.
The accompanying notes to the basic financial statements do not disclose the pension cost
information required by Statement No. 73. In our opinion, disclosure of this information is required
by accounting principles generally accepted in the United States of America.
Qualified Opinion
In our opinion, except for the possible effects of the matter described above in the Basis for
Qualified Opinion and Note Disclosure Regarding Pensions paragraph, the financial statements
referred to above present fairly, in all material respects, the financial position of the governmental
activities of the Municipality of San Juan as of June 30, 2018 and the respective changes in financial
position thereof for the 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 San Juan as of June 30, 2018, and the respective changes in financial position
for the year then ended in accordance with accounting principles generally accepted in the United
States of America.

BDO, Puerto Rico, PSC, a Puerto Rico Professional Services Corporation, and BDO USVI, LLC, a United States Virgin Island's limited liability Company, are
members of BOO International Limited, a UK company limited by guarantee, and form part or the international BOO nelwork of independent member firms.
BDO is the brand name tor the BDO network and for each of the BDO Member.
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Other Matters
Required Supplementary Information Omitted
The Municipality has omitted the GASB No. 73 required information 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 the 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 this 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 5 through
25 and 81 through 83 be presented to supplement the basic financial statements. Such information,
although not a part of the basic financial statements, is required by the Governmental Accounting
Standards Board, who considers it to be an essential part of financial reporting for placing the basic
financial statements in an appropriate operational, economic, or historical context. We have
applied certain limited procedures to the required supplementary information in accordance with
auditing standards generally accepted in the United States of America, which consisted of inquiries
of management about the methods of preparing the information and comparing the information for
consistency with management's responses to our inquiries, the basic financial statements, and
other knowledge we obtained during our audit of the basic financial statements. We do not express
an opinion or provide any assurance on the information because the limited procedures do not
provide us with sufficient evidence to express an opinion or provide any assurance.
Other Information
Our audit was conducted for the purpose of forming opinions of the financial statements that
collectively comprise the Municipality's basic financial statements. The introductory section,
combining and individual nonmajor fund financial statements, and statistical section are presented
for purposes of additional analysis and are not a required part of the basic financial statements.
The combining and individual nonmajor fund financial statements are the responsibility of the
Municipality's management and were derived from and relate directly to the underlying accounting
and other records used to prepare the basic financial statements. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statements and
certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the basic financial statements or to the
basic financial statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the combining and
individual nonmajor fund financial statements are fairly stated, in all material respects, in relation
to the basic financial statements as a whole.

BDO, Puerto Rico, PSC, a Puerto Rico Professional Services Corporation, and BDO USVI, LLC, a United States Virgin Island's limited liability Company, are
members of BDO International Limited, a UI( company limited by guarantee, and form part of the international BOO network of independent member firms.
BDO is the brand name for the BDO network and for each of the BDO Member.
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The introductory and statistical sections have not been subjected to the auditing procedures
applied in the audit of the basic financial statements and, accordingly, we do not express an opinion
or provide any assurance on them.
Our audit was conducted for the purpose of forming an opinion on the financial statements as a
whole. The schedule of expenditures of federal awards is presented for purposes of additional
analysis as required by Title 2 U.S. Code of Federal Regulations (CFR) Part 200, Uniform
Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards, and is
also not a required part of the basic financial statements. Such information is the responsibility of
management and was derived from and relates directly to the underlying accounting and other
records used to prepare the financial statements. The information has been subjected to the
auditing procedures applied in the audit of the financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the financial
statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion, the information is fairly stated,
in all material respects, in relation to the financial statements as a whole.
The accompanying financial data schedules of the Municipality are presented for purposes of
additional analysis as required by the U.S. Department of Housing and Urban Development (HUD)
and are not a required part of the basic financial statements. Such information is the responsibility
of management and was derived from and relates directly to the underlying accounting and other
records used to prepare the basic financial statements. The information has been subjected to the
auditing procedures applied in the audit of the basic financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the basic financial statements or to the basic
financial statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. In our opinion, the financial data
schedules are fairly stated in all material respects in relation to the basic financial statements as
a whole.

BDO, Puerto Rico, PSC, a Puerto Rico Professional Services Corporation, and BDO USVI, LLC, a United States Virgin Island's limited liability Company, are
members of BDO International Limited, a UK company limited by guarantee, and form part of the international BDO network of independent member firms,
BDO is the brand name for the BDO network and for each of the BDO Member.
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Other Reporting Required by Government Auditing Standards
In accordance with Government AudWng Standards, we have also issued our report dated March
29, 2019, on our consideration of the Municipality's internal control over financial reporting and
on our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
agreements and other matters. The purpose of that report is to describe the scope of our testing
of internal control over financial reporting and compliance and the results of that testing, and not
to provide an opinion on internal control over financial reporting or on compliance. That report is
an integral part of an audit performed in accordance with Government Auditing Standards in
considering the Municipality's internal control over financial reporting and compliance.

San Juan, Puerto Rico
March 29, 2019
Certified Public Accountants
(Puerto Rico)
License No. 53 expires December 1, 2021
Stamp No. E370682of the P.R. Society of
Certified Public Accountants has been
affixed to the file copy of this report

BOO, Puerto Rico, PSC, a Puerto Rico Professional Services Corporation, and BOO USVI, LLC, a Uniled States Virgin Island's limited liability Company, are
members of BOO International Limited, a UI< company limited by guarantee, and form part of the international BOO network of independent member firms.
BOO is the brand name for the BOO network and for each of the BOO Member.

Municipality of San Juan
Commonwealth of Puerto Rico
Management's Discussion and Analysis (Unaudited)
Fiscal Year Ended June 30, 2018
The Management of the Municipality of San Juan (the Municipality) provides this
discussion and analysis of the Municipality's financial position and results of
operations for the fiscal year ended June 30, 2018.
Since this discussion and analysis is designed to focus on the current fiscal year
activities, resulting changes and currently known facts, we suggest reading it in
conjunction with the accompanying basic financial statements.

Financial Highlights
•

Total assets and deferred outflows ofresources decreased $15.5 million (1% decrease) during the
current fiscal year and amounted to $1.3 billion at June 2018.

•

Total liabilities and deferred inflows of resources inreased $35.1 million (1% increase) during the
current fiscal year and amounted to $2.6 billion at June 2018.

•

Total net position decreased $50.6 million (4% decrease) and amounted to $1,313.2
(accumulated deficit) at June 2018.

•

The net position previously reported at June 30, 2017 for $163.0 million (accumulated deficit) was
restated during the current fiscal year as part of the partial adoption of Statement No. 73 of the
Governmental Accounting Standards Board, Accounting and Financial Reporting for Pensions and

million

Related Assets That Are Not within the Scope of GASE Statement 68, and Amendments to Certain
Provisions of GASE Statements 67 and 68 (GASE No. 73), and amounted to $1,262 million
accumulated deficit as restated (Notes 13 and 16).
•

Total revenues decreased $48.1 million (7.2% decrease) and amounted to $621.5 million for the
fiscal year ended June 2018.

•

Total expenses decreased $73.2 million (9.8% decrease) and amounted to $672.1 million for the
fiscal year ended June 2018.

•

Total fund balance of governmental funds decreased $69.6 million (109.2% decrease) during the
current fiscal year and amounted to $5.8 million (accumulated deficit) at June 2018.

•

Total fund balance of the general fund decreased $80.0 million (77.7% decrease) during the current
fiscal year and amounted to $183.0 million (accumulated fund deficit) at June 2018.

•

Total fund balance of the debt service fund increased $12.5 million (24.2%) during the current
fiscal year and amounted to $64.0 million at June 2018.
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Municipality of San Juan
Commonwealth of Puerto Rico
Management's Discussion and Analysis (Unaudited)
Fiscal Year Ended June 30, 2018
This discussion and analysis is required supplementary information to the basic financial statements and is
intended to serve as introduction to the basic financial statements of the Municipality. The basic financial
statements arc comprised of three components: (1) government-wide financial statements, (2) fund financial
statements, and (3) notes to basic financial statements. This report also contains required supplementary
information (budgetary schedule) and additional supplementary information (combining financial
statements) in addition to the basic financial statements.
Government-Wide FinancialStatements
The government-wide financial statements are designed to provide users of the financial statements with a
broad overview of the Municipality's finances using the accrual basis of accounting.
The Statement of Net Position presents information on all of the Municipality's assets and liabilities, and
deferred inflows/outflows of resources and their difference reported as net position. Fluctuations in net
position may serve as a useful indicator of whether the financial position of the Municipality is improving
or deteriorating.
The Statement of Activities presents information showing how the Municipality's net position changed
during the fiscal year. All changes in net position are reported as soon as the underlying event giving rise
to the change occurs, regardless of the timing of the related cash flows. Thus, revenues and expenses are
reported in the Statement of Activities regardless of when cash is received or paid. The Statement of
Activities is focused on both the gross and net cost of various activities, which are funded by the
government's general tax and other revenue sources. This is intended to summarize and simplify the users'
analysis of cost of various governmental services.
The governmental activities include general government, public safety, urban affairs, culture and recreation,
health and welfare, urban development, economic development and education.
GovernmentalFundsFinancialStatements
The governmental funds financial statements provide detailed information about the Municipality's most
significant funds. Governmental funds are used to account for essentially the same functions reported as
governmental activities in the government-wide financial statements. However, unlike the governmentwide financial statements, governmental funds financial statements focus on near term inflows and outflows
of spendable resources, as well as on balances of expendable resources available at the end of the fiscal
year. Such information is useful in evaluating the Municipality's near-term financial requirements.
Because the focus of governmental funds is narrower than that of the government wide financial statements,
it is useful to compare the information presented for governmental funds with similar information presented
for governmental activities in the government wide financial statements. By doing so, users of the basic
financial statements may better understand the long-term impact of the Municipality's near term financial
decisions. The governmental funds Balance Sheet and the governmental funds Statement of Revenues,
Expenditures and Changes in Fund Balances provide a reconciliation to facilitate this comparison between
governmental funds and governmental activities.
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Notes to Basic Financial Statements
The notes provide additional information that is essential to a full understanding of the data provided in the
government-wide financial statements and the funds financial statements.

Required Supplementary Information
The basic financial statements are followed by a section of required supplementary information, This
section includes a budgetary comparison schedule, which includes reconciliation between the statutory fund
balance for budgetary purposes and the fund balance ( deficit) for the General Fund as presented in the
governmental funds financial statements.

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE
Net Position
Condensed net position information is presented below (in thousands):
Governmental
activities
2017, as
2018
Restated (Note 16l
ASSEfS
Current and other assets
Capital assets
Total assets

$

DEFF.RRID OUI'FLOWS OF RESOURCES

422,563
588,279
1,010,842

$

315,847

TOTALASSEfS ANDDEFFRRED
OUI'FLOWS OFRESOURCES
LIABILITIES
Currrent liabilities
Noncurrent liabilities
Total liabilities

1,326,689

$

1,342,183

$

309,900
2,214,480
2,524,380

$

197,605
2,280,678
2,478,283

TOTAL LIABILITIES AND DEFERRED
INFLOWS OFRESOURCES

$

8

315,847

s

DEFERREDINFLOWS OF RESOURCES

NEIPOSIDON
Net investment in capital assets
Restricted
Unrestricted (deficit)
Total net position

394,880
631,456
1,026,336

115,556

126,508

2,639,936

2,604,791

277,075
205,276
{1,795,598}
{1,313,247}

179,978
196,309
{1,638,895}
{1,262,608}

s
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The Municipality's total assets and deferred outflows of resources amounted to $1.3 billion at June 30,
2018, reflecting a total net decrease of $15.5 million (1% decrease) when compared with the prior fiscal
year. The net decrease in total assets is mainly due to the decrease of $43.2 million in capital assets, net of
accumulated depreciation, the increase of $20.0 million in intergovernmental grants and contributions
receivable and the increase of $5.4 million in miscellaneous receivables.
The net decrease of $43.2 million in capital assets is due to the net effect of the total current year additions
of $5 .1 million, the current year depreciation expense of $45.0 million, and net retirements of $3 .2 million.
The current year additions are mainly related to the construction and improvements projects, among which
are those related to Hiram Bithorn Stadium, Carnegie Library, Nemesio R. Canales Center, La Esperanza
Center, the School of Sports, the Municipal Administrative Tower and the San Juan University College.
The capital outlays also include the purchase of two parcels of land, the acquisition of medical and other
equipment for the municipal hospital and various municipal departments.
On September 6, 2017 and September 20, 2017, Hurricanes Irma and Maria devastated Puerto Rico. The
analysis made by the management of the Municipality shows that the local municipal government suffered
damages to its public facilities citywide, including buildings, parks, public facilities, other structures,
equipment and vehicles. In addition, the local general infrastructure composed of roads, bridges, lighting
systems and other general infrastructure assets suffered significant damages for which the Municipality is
currently in the process of evaluating and determining its estimated monetary loss.
The increase of $20.0 million in intergovernmental grants and contributions receivable is mainly related to
the uncollected grants from the U.S. Department of Homeland Security and the Federal Emergency
Management Agency (FEMA) under the Public Assistance Grants Program (CFDA No. 97.036). The
uncollected grants are related to approved project worksheets from FEMA covering the Hurricane Irma
(DR-4336) and Hurricane Maria (DR-4339) disasters bother suffered in Puerto Rico during September
2017.
The Municipality's total liabilities and deferred inflows of resources amounted to $2.6 billion at June 30,
2018, reflecting an increase of $35.1 million (1 % increase) when compared with the prior fiscal year. The
increase is mainly due the net effect of the following:
•

Intergovernmental payables increased $65.9 million mainly due to the increase of $53.9 million in
the amounts due to the Puerto Rico Government Employees' Retirement System (amounting to
$74.8 million at June 30, 2018), the increase of$1 l.9 million in the amounts due to the Puerto Rico
Department of Transportation and Public Works and the increase of $1.9 million in the amounts
due to the Puerto Rico Medical Services Administration.
The increase of $53.9 million in the amounts due to the Puerto Rico Government Employees'
Retirement System is related to the Additional Uniform Contribution charged by the Employees
Retirement System of Government of Puerto Rico pursuant to Article 5 of Law No. 117 of 2013,
which has been recorded in the accompanying statement of activities although being objected by
management.
The increase of $11.9 million in the amounts due to Department of Transportation and Public
Works represents unused capital grants to be reimbursed to the granting agency as the terms and
conditions for the use of those funds were modified by and agreed with the granting agency. These
amounts were previously reported within deferred inflows of resources in the previous fiscal year,
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therefore, this portion of the increase in intergovernmental payables in the current year is related to
the decrease in deferred inflows of resources as discussed below.
The increase of $1.9 million in the amounts due to the Puerto Rico Medical Services Administration
is mainly due to increasing costs of medical services and related products and supplies purchased
from such agency at the time when the volume of medical services increased after hurricanes Irma
and Maria devastated the Island in September 2017.
•

Accounts payable and accrued liabilities increased $46.3 million (51.8% increase) mainly due to
the costs associated with the recovery efforts needed as a result of the effects of hurricanes Irma
and Maria in September 2017.
During the current fiscal year, the Municipality incurred several millions of dollars in recovery
costs of which only $26.6 million represent partial reimbursable costs covered by the U.S.
Department of Homeland Security and the Federal Emergency Management Agency ("FEMA")
under the Public Assistance Grants Program (CFDA No. 97.036).
At June 30, 2018, the Municipality had approximately $15.8 million in grants receivable from
FEMA in relation to the aforementioned grants, which once are subsequently collected during the
next fiscal year will be used to pay the related suppliers owed by the Municipality at June 30, 2018.
Recovery efforts carried out by the Municipality resulted in an increase in accounts payable and
accrued liabilities for significant costs not covered by FEMA nor insurance policies that the
Municipality partially owes at June 30, 2018 due to the decrease of $48.1 million in total revenues
caused in great part by the hurricanes disasters, which ultimately prevented the Municipality from
making more timely payments to suppliers as the cash flows and financial condition of the
Municipality was affected by these situations.

•

Deferred inflows ofresources decreased $10.9 million (9% increase) mainly due to the increase of
$11.9 million in the amounts due to the Department of Transportation and Public Works which
were previously reported within deferred inflows of resources in the previous fiscal year but were
reported within intergovernmental payables in the current year as these amounts represent unused
capital grants to be reimbursed to the granting agency.

•

The noncurrent liabilities decreased $66.2 million mainly due to a decrease in the current year debt
service principal payments of bonds, notes and mortgage payable amouting to $56.1 million and
the decrease of $7.4 million in the self insurance claims liability for payments and adjustments
made during the current year.

As previously mentioned, on July 1, 2017, the Municipality partially adopted the provisions Statement No.
73 of the Governmental Accounting Standards Board, Accounting and Financial Reporting for Pensions
and Related Assets That Are Not within the Scope of GASE Statement 68, and Amendments to Certain
Provisions of GASE Statements 67 and 68 (GASB No. 73). Accordingly, the Municipality retroactively
recorded a prior-period adjustment of$1,099.6 million to the net position at the beginning of the fiscal year
of its governmental activities to record its share and allocation of the pension liability and the related
deferred inflows of resources and deferred outflows of resources, amounting to $1,388.9 million, $26.6
million and $315.8 million, respectively, pursuant to the audited Schedules of Employer Allocations and
Schedules of Pension Amounts by Employer as of and for the years ended June 30, 2016 and 2015, issued
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by the Employees Retirement System of the Commonwealth of Puerto Rico on November 2, 2018.
However, as discussed on Note 13, on August 23, 2017, the Governor signed into law the Actto Guarantee
the Payment to Our Pensioners and Establish a New Plan for Defined Contributions for Public Servants
("Act No. 106"), which reformed the Commonwealth Retirement Systems so that their active participants
would deposit their individual contributions in a new Defined Contributions Plan, that will be managed by
a private entity. Act No. 106 created the legal framework so that the Commonwealth can make payments
to pensioners through the PayGo system.
Until the Pay-Go Reform mentioned above, the Municipality was required to follow the provisions of
Statement No. 68 of the Governmental Standard Board, 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. As the result of
such reform, the Municipality is required to implement the requirements of Statement No. 73 of the
Governmental Standard Board, Accounting and Financial Reporting for Pensions and Related Assets That

Are Not within the Scope of GASB Statement 68, and Amendments to Certain Provisions of GASB
Statements 67 and 68 during the year ended June 30, 2018. The Employees Retirement System of the
Commonwealth of Puerto Rico did not provide the information needed by the Municipality to record its
proportionate share and allocation of the pension liability, deferred inflows of resources and deferred
outflows ofresources at June 30, 2018, and the related pension expense for the fiscal year then ended, or
the information needed for the required disclosures or required supplementary information as of and for the
year ended June 30, 2018. Accordingly, these financial statements do not contain any adjustments,
disclosures or required supplementary information established by GASB No. 73, as of and for the fiscal
year ended June 30, 2018.
The largest portion of the Municipality's net position is the unrestricted of $1.8 billion deficit. The net
position generally consists of the excess of assets and deferred outflows over related liabilities and deferred
inflows that are neither externally legally restricted, nor invested in capital assets. This deficit is the
consequence of the net pension liability referred to above and budgets which had revenue shortfalls,
combined with the payment of expenditures in excess of anticipated amounts, such as compensated
absences, landfill closure and post closure costs and others. Historically, such obligations have been
budgeted on a pay as you go basis without providing funding for their future liquidation. Consequently, the
Municipality cannot draw from its existing assets to provide services to its citizens and depends on its taxing
ability to continue its operations.
An additional portion of the Municipality's net position represents the $277.1 million net investment in
capital assets such as land, infrastructure, buildings, equipment, among others, less any outstanding related
debt used to acquire those assets. The Municipality uses these capital assets to provide services to its
residents; consequently, these assets are not available for future spending. The amounts restricted for debt
service represent another portion of the net position, and these are resources subject to external restrictions
for the purposes explained above.
The Municipality's net position also includes net resources restricted for debt service of bonds and notes
payable amounting to $201.4 million and net resources restricted for other purposes amounting to $3.8
million.
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Changes in Net Position

The condensed changes in net position information are presented below (in thousands):
Gove rnme ntal activities
2017,
as restated
2018
Revenues:
Program revenues:
Charges for services
Operating grants and contributions
Capital grants and contributions
General revenues:
Property taxes
Municipallicense taxes
Sales and usages taxes
Construction excise taxes
Intergovernmental grants and contributions,
not restricted to specific programs
Interests on deposits
Miscellaneous revenues
Total revenues

$

Expenses:
Program expenses:
General government
Public safety
Urban affairs
Culture and recreation
Health and welfare
Urban development
Economic development
Education
Interests on long-term debt
Total expenses
Net decrease in net position
Net position,at beginningof fiscal year, as restated
Net position, at end of fiscal year

$

59,058
133,784
1,097

$

70,157
117,930
1,888

199,570
110,538
60,923
7,418

243,649
111,899
64,964
15,238

22,582
6,103
20,426
621,499

26,653
6,152
11,106
669,636

175,503
52,684
117,037
23,749
183,193
7,000
18,098
53,616
41,258
672,138

147,202
64,893
160,609
31,912
205,004
11,758
21,572
61,436
40,953
745,339

(50,639)
(1,262,608)
(1,313,247)

$

(75,703)
(I, 186,905)
( 1,262,608)

GovernmentalActivities
The Municipality's revenues decreased by approximately $48.1 million representing a 7.2% decrease for
the fiscal year ended June 30, 2018. Approximately 61% (65.1% in 2017) of the Municipality's total
revenue came from taxes amounting to $378.5 million, while approximately 25.3% (21.9% in 2017)
resulted from intergovernmental grants and contributions amounting to $157.5 million, including federal
financial assistance. Charges for services amounting to $59.1 million, provided approximately 10 % (10.5%
in 2017) of the total revenues.
Due to the impact of hurricanes Irma and Maria, the interruption in the operations due to a lack of electrical
service directly provoked that municipal revenues were affected by the migration of the people and the
closure of business. The Municipality also temporarily ceased operations and limited its activities to the
life-saving activities and immediate recovery efforts for the benefits of its residents. The Municipality
suffered severe damage and monetary loss after the hurricanes.

12

Municipality of San Juan
Commonwealth of Puerto Rico
Management's Discussion and Analysis (Unaudited)
Fiscal Year Ended June 30, 2018
Revenues from taxes decreased by approximately $57.3 million (13.1% decrease) mainly due to the
decrease of $44.1 million in property taxes. Property taxes revenues decreased by $44.1 million ( 18.1 %
decrease) mainly because on April 24, 2018, the Puerto Rico Oversight Board ("PROB") delivered the
compliance certification for the New Commonwealth Fiscal Plan pursuant to Section 20I(e)(2) of
PROMESA. The New Commonwealth Fiscal Plan states that to incentivize municipal operational changes,
the Commonwealth must reduce the current level of property tax subsidies to all municipalities in Puerto
Rico. In fiscal year 2018, the total municipal appropriation to all municipalities in Puerto Rico was reduced

by $150 million, bringing the new baseline appropriations to $220 million per year. Going forward from
this current baseline, there must be a reduction of 20% in each successive year, holding appropriations
constant at 80% of current levels starting in fiscal year 2022 before ultimately phasing out all subsidies in
fiscal year 2024.
The decrease in municipal license tax revenues by $1.4 million (1.2% decrease) is a direct result of the
increasing deterioration of the Island-wide economy as reflected in the contraction in several industries, the
increasing migration of Puerto Rico residents to the United States of America, the high unemployment rate,
and the increasing population living under poverty standards.
Construction excise tax revenue decreased by $7.8 million (51.3% decrease) due to the reduced activity in
the construction, expansion, major repairs, relocations, alterations, and other types of projects caused by
the current conditions of the local economy.
Sales and usages tax revenues decreased by $4.0 million (6.2% decrease) due to a reduction or ceased
operations of various business after the passage of the Hurricanes Inna and Maria.
Charges for services decreased approximately $11.1 million (15.8% decrease) when compared with the
prior fiscal year mainly due to decreases in collections in rent and other charges of $4.5 million, medical
services of $3.9 million, and licenses and permits of $2.3 million. These reductions are directly related to
the effects of hurricanes Irma and Maria, which temporarily affected the operations of many municipal
departments.
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The following charts summarize the Municipality's revenues by sources for the governmental activities for
the fiscal years ended June 3 0, 2018 and 2017:
Revenues by Source-Governmental Activities
for the fiscal year ended June 30, 2018

Other 3.3%

Property Taxes
32.4%

I

Grants an
Contributions
25.5%
---~
Sales and Usage
Taxes 9.9%

Municipal
License Taxes
18.1%

Revenues by Source-Governmental
Activities
for the fiscal year ended June 30, 2017

Charges for
Services 10.5%

Property Taxes
36.4%

Construction
Excise Taxes
2.3%
'--------Municipal
License Taxes
16.7%

Sales and Usage
Taxes 9.7%

14

Municipality of San Juan
Commonwealth of Puerto Rico
Management's Discussion and Analysis (Unaudited)
Fiscal Year Ended June 30, 2018
The Municipality's total expenses amounted to $672.1 million and $745.3 million for the fiscal years ended
June 30, 2018 and 2017, respectively, for an aggregate decrease of $73.2 million (9.8 % decrease).
The total decrease in expenses was principally related to decreases in urban affairs ($43.6 million decrease),
health and welfare ($21.8 million decrease), public safety ($12.2 million decrease), culture and recreation
($8.2 million decrease) and education ($7.8 million decrease). Decrease in total expenses was mainly due
to several cost reduction initiative implemented by management carried over from the previous fiscal year
and the effects of Hurricanes Inna and Maria which forced the Municipality to temporarily cease operations.
The capital projects were affected because of the lack of electricity after the hurricanes and the Municipality
limited its activities to the life-saving activities and immediate recovery efforts for the benefits of its
residents.
The following chart summarizes the Municipality's program revenues compared to program expenses for
the governmental activities for the fiscal years ended June 30, 2018 and 2017:
Expenses and Program Revenues-Governmental
Activities
for the fiscal year ended June 30, 2018 (In thousands>
$200,000

~-------------------------------------

• Expenses

• Program Revenues

Expenses and Program Revenues-Governmental Activities
for the fiscal year ended June 30, 2017 (In thousands)

• Expenses

• Program Revenues
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FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNDS
The Municipality uses fund accounting to demonstrate compliance with finance-related legal requirements.
Governmental Funds
The focus of the Municipality's governmental funds is to provide information on near-term inflows,
outflows, and balances of spendable resources. Such information is useful in assessing the Municipality's
financing requirements. In addition, fund balance for governmental funds provide classifications that
comprise a hierarchy based primarily on the extent to which the Municipality is bound to honor constraints
on the specific purposes for which amounts in those funds can be spent.
As of the end of the current fiscal year, the Municipality's governmental funds reported combined fund
deficit of$5.8 million, with a net deficiency of revenues under expenditures of $69.6 million for the fiscal
year. The combined fund balances include nonspendable fund balances amounting to $3.6 million at June
30, 2018. This is the portion of fund balances that cannot be spent readily with cash or is legally or
contractually required not to be spent in the other governmental funds or they are not expected to be
converted in cash soon enough to affect the current period. There are restricted fund balances amounting to
$197.9 million. This is the portion of fund balance that reflects resources that are subject to externally
enforceable legal restrictions to pay for debt services ($186.0 million), and the operations of federal and
state-funded programs ($11.9 million). There is a deficit of $207.4 million at June 30, 2018.
General Fund
The general fund is the main operating fund of the Municipality. At June 30, 2018 and 2017, the general
fund had an accumulated deficit of approximately $183.0 million and $103.0 million, respectively (Note
14). The total expenditures of the general fund exceeded total revenues by $89.7 million for the current
fiscal year while the net decrease in fund balance amounted to $86.2 million.
The total revenues of the general fund decreased $30.9 million in comparison with the prior fiscal year
mainly due to decreases of $23.1 million in property taxes, $11.0 million in charges for services, $7.8
million in construction excise taxes and $3.8 million in intergovernmental grants and contributions.
The decrease of $23.1 million in property taxes is attributed to the fact that on April 24, 2018, the Puerto
Rico Oversight Board ("PROB") delivered the compliance certification for the New Commonwealth Fiscal
Plan pursuant to Section 201(e)(2) of PROMESA. The New Commonwealth Fiscal Plan states that to
incentivize municipal operational changes, the Commonwealth must reduce the current level of property
tax subsidies to all municipalities in Puerto Rico. In fiscal year 2018, the total municipal appropriation to
all municipalities in Puerto Rico was reduced by $150 million, bringing the new baseline appropriations to
$220 million per year. Going forward from this current baseline, there must be a reduction of 20% in each
successive year, holding appropriations constant at 80% of current levels starting in fiscal year 2022 before
ultimately phasing out all subsidies in fiscal year 2024.
The decrease in charges for services of $11 million is mainly due to decreases in collections in rent and
other charges of $4.5 million, medical services of $3 .9 million, and licenses and permits of $2.3 million.
These reductions are directly related to the effects of hurricanes Irma and Maria, which temporarily affected
the operations of many municipal departments.
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The decrease in construction excise taxes of $7.8 million is mainly due to a significant reduction in the

construction activity caused by the current conditions of the local economy and a impact of Hurricanes Irma
and Maria.
Intergovernmental grants and contributions decreased $3.8 million due to imposed reductions in the
contributions in lieu of taxes to be received from the Puerto Rico Electric Power Authority, which
eliminated certain revenue-generating properties from the calculation of the contributions on lieu of taxes
amounting to $2.3 million in current year pursuant to the provisions of Act No. 57 of May 27, 2014 (Note
10).

The decreases in revenues were partially mitigated by the increase of $16.2 million in miscellaneous
revenues mainly due to the current fiscal year insurance claims recoveries amounting $1 7 million.
The total expenditures of the general fund decreased $36 million mainly due to decreases in health and
welfare ($19.8 million decrease), urban affairs ($13.4 million decrease), and public safety ($10.5 million
decrease).
Decrease in total expenses was mainly due to several cost reduction initiative implemented by management
carried over from the previous fiscal year and the effects of hurricanes Irma and Maria which forced the
Municipality to temporarily cease operations as explained previously.
Debt Service Fund
The fund balance of the debt service fund as of June 30, 2018 and 2017 amounted to $64 million and $51.5
million, respectively. The net change in fund balance of the debt service fund amounted to $12.5 million
and increased $1.7 million in comparison with the prior fiscal year mainly due to the net effects of the
following facts:
•

Payments of principal and interest of the debt service fund decreased $6.5 million in comparison
with the prior year as a result of the reduction of $56.1 million in the outstanding balances of bonds,
notes and mortgage payable.

•

Property tax revenues decreased $6.0 million in comparison with the prior fiscal is attributed to the
fact that on April 19, 2018, the Puerto Rico Oversight Board ("PROB") delivered the compliance
certification for the New Commonwealth Fiscal Plan pursuant to Section 201(e)(2) of PROMESA.
The New Commonwealth Fiscal Plan states that to incentivize municipal operational changes, the
Commonwealth must reduce the current level of property tax subsidies to all municipalities in
Puerto Rico. In fiscal year 2018, the total municipal appropriation to all municipalities in Puerto
Rico was reduced by $150 million, bringing the new baseline appropriations to $220 million per
year. Going forward from this current baseline, there must be a reduction of 20% in each successive
year, holding appropriations constant at 80% of current levels starting in fiscal year 2022 before
ultimately phasing out all subsidies in fiscal year 2024.
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Capital Projects Fund

The fund balance of the capital projects fund as of June 30, 2018 and 2017 amounted to $98.2 million and
$96.2 million, respectively.
The net change in fund balance of the capital projects fund amounted to $25.2 million and increased $2.0
million mainly due to a decrease of $21.5 million in capital outlays, resulted from GDB's liquidity and
insolvency problems that prevented the Municipality from accessing its deposits and completing its pending
projects.
OtherGovernmentalFunds
The fund balance of other governmental funds as ofJune 30, 2018 and 2017 amounted to $17 million and
$16.5 million, respectively, for a decrease of $707 thousand during the current fiscal year. The total
revenues of other governmental funds exceeded total expenditures by $148 thousand for the current fiscal
year due to the increase of $14.5 million in intergovernmental grants and contributions revenues from the
U.S. Department of Homeland Security.
GENERAL FUND BUDGETARY HIGHLIGHTS
The Municipality approved an original budget for the general fund of $447 .8 million. During the fiscal year,
there were various amendments to reclassify appropriations among different activities that were identified
during the course of the fiscal year based on current developments that affected the Municipality's finances.
In addition, there were transfers of appropriations between the original and final budget due to changes in
departments' budgeted expenditures. On the budgetary basis, actual revenues of the general fund amounted
to $375.9 million while actual expenditures were $438.6 million for the current fiscal year, resulting in a
total negative variance of $62.7 million.
The total net negative variance in revenues of $71.8 million is mainly related to the negative variances of
$59.4 million in miscellaneous revenues, $9.1 million in construction excise taxes, $9.0 million in charges
for services, $5.5 million in municipal license taxes and $5.3 million in interest on deposits. These negative
variances were partially offset by a positive variance in the intergovernmental grants and contributions of
$10.8 million.
Due to the impact of hurricanes Irma and Maria, the interruption in the operations due to a lack of electrical
service directly provoked that municipal revenues were affected by the migration of the people and the
closure of business. The Municipality also temporarily ceased operations and limited its activities to the
life-saving activities and immediate recovery efforts for the benefits of its residents. The Municipality
suffered severe damage and monetary loss after the Hurricanes.
The negative variance of $44.3 million in miscellaneous revenue is related to Hurricanes Irma and Maria
devasted the Municipality of San Juan. The hurricanes caused material economic damages and monetary
losses. In addition, the businesses and all economic activity within the Municipality came to a halt, affecting
all sorts of revenue sources for the 2017-18 fiscal year.
The negative variance of $9.1 million in construction excise taxes is mainly related to the reduction of
activity in the construction activity and other types of permanent improvement caused by hurricanes Irma
and Maria and to the current conditions of the local economy.
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The negative variance $9.0 million in charges for services is mainly related to a significant reduction in
charges for medical services of $3 .9 million due to a decrease in a average number of patients receiving
medical services in the municipal hospital and other medical facilities, a shortfall in the collections from
licenses and permits of$2.3 million and a decrease of $4.5 million in a rent and other charges for services.
In addition, a continuous migration of Puerto Rico residents to United States of America which has
decreased a population during the last year.
The negative variance of $5.5 million in municipal license tax is mainly due to a reduction or ceased
operations of various business after the passage of the Hurricanes Irma and Maria.

The negative variance of $5.3 million in interest of deposits deposits is mainly related to decrease in
interests received from the deposits with GOB, which failed to meet its obligations with the Municipality
due to insolvency problems during the prior year.
The total positive variance in expenditures of $9 .2 million is mainly related to significant cost control and
strict budgetary management policies adopted by the Municipality even though the Municipality carried
out unforeseen significant new and expanded initiatives related to the recovery efforts after hurricanes Irma
and Maria. The negative variance of $2.8 million general government expenditures is mainly due to the
following imposed charges objected by management: (1) the Additional Uniform Contribution of
approximately $57 million charged by the Employees Retirement System of the Government of Puerto Rico
and (2) the new energy consumption charges amounting to $2.3 million related to certain properties used
in profit and non-profit activities that were excluded by the Puerto Rico Electric Power Authority's
calculation of the contribution in lieu of taxes.
CAPITAL ASSETS AND DEBT ADMINISTRATION
Capital Assets
The Municipality's investment in capital assets as of June 30, 2018 and 2017 amounted to approximately
$588.3 million and $631.5 million, respectively, net of accumulated depreciation. This investment in capital
assets includes land, buildings, site improvements, equipment, intangibles, infrastructure, works of art,
vehicles and construction in progress. Infrastructure assets are items that are normally immovable and of
value only to the Municipality, such as roads, bridges, streets and sidewalks, drainage systems, lighting
systems, and similar items.
Governmental
activities
(in thousands)

2018
Land and improvements
Works of art and historical treasures
Buildings and building improvements
Site improvements
Infrastruture
Equipment and vehicles
Construction in progress
Total

2017

$

123,730
2,224
218,763
59,759
170,517
13,285

$

$

588,278

$
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123,580
2,224
234,030
70,010
181 ,822
16,626
3,164
631,456
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The net decrease of $43 .2 million in capital assets is due to the net effect of the total current year additions
of $5 .1 million, the current year depreciation expense of $45 .0 million, and net retirements of $3.2 million.
The current year additions are mainly related to the construction and improvements projects, among which
are those related to Hiram Bithorn Stadium, Carnegie Library, Nemesio R. Canales Center, La Esperanza
Center, the School of Sports, the Municipal Administrative Tower and the San Juan University College.
The capital outlays also include the purchase of two parcels ofland and the acquisition of medical and other
equipment for the municipal hospital and various municipal departments.
On September 6, 2017 and September 20, 2017, Hurricanes Irma and Maria devastated Puerto Rico,
respectively, including the Municipality of San Juan. The Hurricanes caused unprecedented economic and
infrastructure-related damages disrupting the daily lives of thousands of people in Puerto Rico.
Hurricane Maria is the worst storm to hit Puerto Rico in over 80 years and arrived only two weeks after
Hurricane Irma passed just north of the island and left one million people without power. The analysis made
by the management of the Municipality shows that the local municipal government suffered certain
damages to its public facilities citywide, including buildings, parks, public facilities, other structures,
equipment and vehicles. In addition, the local general infrastrncture composed of roads, bridges, lighting
systems and other general infrastructure assets also suffered certain damages all which have been claimed
under the Municipality's property and casualty insurance policies and the applicable FEMA's federal
financial assistance programs.
As part of this process, the Municipality evaluated its capital assets to determine whether an impairment of
capital assets actually occurred as of and for the fiscal year ended June 30, 2018. The Municipality's
management has concluded that no material impairment loss has been incurred as of and for the fiscal year
ended June 30, 2018 because there were no material declines in service utility of the capital assets.
As a result of the damages referred to above the Municipality's general fund includes proceeds from
property insurance recoveries amounting to $17.0 million, which have been recorded within miscellaneous
revenues.
Additional details regarding the Municipality's capital assets can be found in Note 8 to the financial
statements.
Debt Administration
The Puerto Rico Legislature has established a limitation for the issuance of general obligation municipal
bonds and notes for the payment of which the good faith, credit and taxing power of each municipality may
be pledged.
Based on the estimated total net assessed valuation of real and personal property in San Juan of
approximately $26.6 billion (unaudited) at June 30, 2018, the legal debt limit margin of the Municipality
was $207.4 million at the end of the current fiscal year, as independently calculated by Puerto Rico Fiscal
Agency and Financial Advisory ("AAFAF").
The applicable law also requires that in order for a municipality to be able to issue additional general
obligation bonds and notes, such municipality must have sufficient "payment capacity." Law No. 64 of July
3, 1996, as amended, provides that a municipality has sufficient "payment capacity" to incur additional
general obligation debt if the deposits in such municipality's debt service fund and the annual amounts
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collected with respect to such municipality's Special Additional Tax (as defined below), as projected by
AAF AF, 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 law to levy the Special Additional Tax in such amounts as
shall be required for the payment of its general obligation municipal bonds and notes. In addition, principal
of and interest on all general obligation municipal bonds and notes and on all municipal notes issued in
anticipation of the issuance of general obligation bonds issued by the Municipality constitute a first lien on
the Municipality's Basic Tax revenues. Accordingly, the Municipality's Basic Tax revenues would be
available to make debt service payments on general obligation municipal bonds and notes to the extent that
the Special Additional Tax levied by the Municipality, together with moneys on deposit in the
Municipality's Debt Service Fund, are not sufficient to cover such debt service. It has never been necessary
to apply basic taxes to pay debt service on general obligation debt of the Municipality.
The Municipality's
thousands:

long-term debt includes bonds, notes and mortgage as shown in the table below, in

Governmental
activities

Bonds payable
Notes payable
Revenue bonds
Mortgage payable

Total

2018
295,292
440,218
51,252
440
787,202

$

$

2017
$ 326,764
463,469
52,012

$

1,057
843,302

At June 30, 2018, the Municipality had $295.3 million of general obligation bonds outstanding.
As can be seen in the following chart, approximately 87.8% of the Municipality's
obligation bonds will be retired within the next fifteen (15) years.
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GOB Principal Amortization
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On August 24, 2017, Act No. 109, known as GDB Restructuring Act (Ac No. 109), was enacted. to establish
the legal framework for the transactions contemplated by, or in furtherance of, the Restructuring Support
Agreement dated May 17, 2017 and certified by the Oversight Board as a Qualifying Modification under
Section 601(g)(2)(A) of PROMESA, as the same may be amended from time to time in accordance with its
terms.
On March 27, 2018, the GDB publicly released the Fourth Amendment (the "Fourth Amendment") to the
RSA, dated May 15, 2017, by and among GDB, AAFAF, and the Supporting Bondholders party thereto.
The Fourth Amendment has been supported by GDB, AAFAF, and a portion of the creditors to the RSA.
Under the Fourth Amendment, the principal amount of any bond, note and/or loan of any municipality of
Puerto Rico held by GDB shall be automatically reduced by an amount equal to the balance of proceeds of
such bond, note and/or loan that were not disbursed to such municipality and were held on deposit at GDB.
Any remaining municipal deposits held at GDB shall be reduced on a dollar-for-dollar basis, from the
outstanding principal amount of any corresponding bond, note and/or loan relative to the type of
corresponding deposit. The remaining balances of the municipal loans shall be those certified by AAFAF,
and all future payments of interest on such bonds, notes and/or loans shall be computed based on such
balances.
On November 29, 2018, substantially all municipal deposits held at GDB amounting to $164.1 million were
applied on a dollar-for-dollar basis to the outstanding principal amount of certain bonds, notes and loans
payable of the Municipality of San Juan relative to the type of corresponding deposit pursuant to the
provisions of Article 501 of the GDB Restructuring Act of 2017, as amended (Note 4). The remaining
balances of the municipal bonds, notes and loans payable were certified by the Puerto Rico Fiscal Agency
and Financial Advisory Authority and all future payments of interest on such bonds, notes and/or loans
shall be computed based on such balances (Notes 12).
GDB's operational wind-down was completed on March 23, 2018, with all fundamental operations having
ceased or transferred to other entities (i.e. AAFAF, EDB, etc.) and workforce restructuring completed with
minimal "at will" staffing needed to conclude legal and operational matters through fiscal year 2019.
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The Municipality has various outstanding notes payable amounting to $440.2 million at June 30,
2018. Those notes payable were mainly issued for the acquisition, construction or improvement of capital
assets and for working capital purposes. These outstanding notes payable will be paid with unrestricted
property tax revenues and financial resources arising from sales and usage taxes recorded in the debt service
fund.
During the current fiscal year, total bonds and notes payable decreased $56.1 million due to the current year
debt service principal payments of bonds and notes.
Additional details regarding the Municipality's long-term debt can be found in Note 12 to the financial
statements.
CURRENTLY KNOWN FACTS
a. Liquidity and Going Concern Considerations
Conditions of Puerto Rico Economy
Due to the increasing deterioration of the Island-wide economy during the last two decades, as
reflected in the contraction in various industries, the increasing migration of Puerto Rico
residents to the United States of America, the high unemployment rate, the increasing
population living under poverty standards, and more recently due to the matters referred to
above, at June 30, 2018, the Municipality has suffered significant reductions in its tax revenues,
principally in municipal license taxes and construction excise taxes. The Commonwealth has
reduced the level of property tax subsidies to all municipalities in Puerto Rico. The impact of
this reduction in the Municipality for fiscal year 2018 amounted to approximately $21 million
of property taxes revenues reported in the general fund. In addition, upon the partial adoption
of GASB Statement No. 73, as further explained in note 13, the Municipality recorded a
pension liability amounting to approximately $1.4 billion. Also, the pension contributions
required for the Municipality has significantly increased from $30.9 in 2017 to $57.1 in 2018.
These factors ultimately caused the Municipality to report a negative net position of
governmental activities amounting to $1.4 billion at year-end. In addition, the general fund
reported an accumulated deficit of $189.2 million at year-end.
The accompanying financial statements have been prepared assuming the Municipality will
continue as a going concern. The Municipality is currently evaluating different alternatives to
improve its financial condition, results of operations and cash flows. Those measures include,
among other things, the implementation of further cost reduction initiatives, the maximization
ofrevenue collections and the evaluation of any available financing opportunities.
As part of those initiatives, on March 23, 2017, the Municipal Ordinance No. 41, Series 20162017, was approved to amend Article 2.0l(b) of Chapter II of the Economic Development Code
of San Juan in order to establish new municipal license tax rates applicable to businesses in
San Juan (Note 5). Management expects to maximize its municipal license revenues as a result
of this measure. Other streams of municipal revenues are also expected to be maximized as
other areas of the Economic Development Code of San Juan are reviewed in addition to carry
out certain ongoing projects to maximize the collection of property taxes and construction
excise taxes.
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The accompanying financial statements do not include any adjustments that might result from
the outcome of this uncertainty.

b. The Puerto Rico Oversight, Management, and Economic Stability Act
On October 23, 2018, the Commonwealth of Puerto Rico issued the New Fiscal Plan for Puerto
Rico, as certified by the Financial Oversight and Management Board for Puerto Rico. This Plan
outlines a number of general proposed structural reforms and fiscal measures that the management of
the Commonwealth of Puerto Rico has said are designed to provide Puerto Rico with an improved
economic trajectory, including a restored electricity grid, repaired infrastructure, and a more effective
and efficient public sector. The New Fiscal Plan includes proposed reforms related to (1) human capital
and welfare, (2) ease of doing business, (3) energy and power regulatory, (4) infrastructure and capital
investment, (5) health care, (6) public pension, and (7) tax compliance and fees enhancement, among
others. The New Fiscal Plan also provides for suggested fiscal measures and certain structural reforms
that may have a direct and material effect on the financial condition, results of operations and cash flows
of the Municipality. The management of the Municipality is currently evaluating the impact, if any, of
all of these fiscal policies to be implemented at the state government level as they are approved and
announced publicly.

c. Effects of Hurricanes Irma and Maria
Hurricanes Irma and Maria had a significant negative impact on the assets, activities and operations
of the Municipality. Among other things, the Municipality's infrastructure, buildings, facilities, and
other assets were severely damaged by the Hurricanes, which to the date of this report, has required
significant amounts of expenditures dedicated to reconstruction, renovation, recovery, social
assistance and all related costs. In addition, the businesses and all economic activity within the
Municipality came to a halt, affecting all sorts of revenue sources for the 2017-18 fiscal year and,
most likely, beyond. The Municipality has received certain federal financial assistance from
FEMA, in the form of grants and in-kind, but is believed that the Municipality will continue to need
additional assistance, including federal disaster assistance loans. Insurance claim negotiations are
underway. The final estimated negative impact of the hurricanes cannot be totally quantified as of
the date of this report but is expected to be material.
The President of the United States of America issued a declaration of major disaster for Puerto Rico
on September 20, 2017 as a result of the damage caused by the Hurricane Maria, making the
Municipality and the residents of San Juan eligible to receive public and individual assistance,
respectively, from the Federal Emergency Management Agency ("FEMA").
On April 13, 2018, FEMA requested a federal financial assistance for the Municipality amounting
to $5 million under the Community Disaster Loans Program ("CDL"), which provides loans with
favorable terms and conditions to any eligible governmental applicant who demonstrate, among
other things, that: (1) suffered a substantial loss of at least five percent (5%) of its tax revenues as
a direct result of a major disaster and (2) has a need for financial assistance to compensate for the
substantial revenue losses that currently, or in the near future, could limit the capability and power
to continue performing its governmental functions in a normal way while the recovery efforts
continue.
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This credit facility is available for use during the following fiscal year. The term of the loan will be
five (5) years and could be extended to ten (10) years at the request of the Municipality, subject to
the approval of FEMA. The interest rate on the loan has been determined by the Secretary of the
Treasury of the United States on the date of the signing of the promissory note. This interest rate is
similar to that used in other obligations of the Treasury of the United States, adjusted to the nearest
1/8 percent. The Municipality issued a promissory note to FEMA and the United States Treasury
and provided an adequate collateral to guarantee the repayment of the loan to be determined by
FEMA.
The loan proceeds shall only be used by the Municipality to carry out its existing governmental
operational functions or to expand its essential functions aimed at meeting disaster-related needs.
The service of principal and interests on the loan might be forgiven by FEMA, totally or partially,
under certain extraordinary circumstances. Any portion of the principal and interests of the loan
not waived shall be paid at a time when the economic recovery has broadened the revenue base in
support of the budget of the Municipality, in accordance with the terms and conditions of the CDL
program agreed with FEMA.
SIGNIFICANT LEGAL CONTINGENCIES
The Municipality is a defendant in various legal proceedings pertaining to matters incidental to the
performance of routine governmental operations (including medical malpractice claims to the
Municipality's Department of Health). Under Public Act No. 104 of June 25, 1955, as amended, persons
are authorized to sue the Municipality only for causes of actions set forth in said Act to a maximum amount
of $75,000 or $150,000 if it involves actions for damages to more than one person or where a single injured
party is entitled to several causes of action. Under certain circumstances, as provided in Public Act No. 9
of November 26, 1975, as amended, the Municipality may provide its officers and employees with legal
representation as well as assume the payment of any judgment that may be entered against them. There is
no limitation on the payment of such judgments.
In addition, the Municipality is currently a defendant in seven separate legal proceedings from contractors
seeking compensations for damages on alleged breaches of contracts and other claims. The Municipality,
under the advice of its legal counselors, have concluded that the aggregate probable loss on these seven
cases could be approximately $17.5 million.
With respect to the aforementioned legal proceeding and all other pending and threatened litigation, the
Municipality has reported liabilities of approximately $25.9 million at year-end, for possible anticipated
unfavorable judgments. These amounts were included in the basic financial statements and represent the
amounts estimated as probable liabilities, which may require future available financial resources for its
payment. Management believes that any unfavorable outcome in relation to pending or threatened litigation
would not be significantly in excess ofrecorded amounts.
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FINANCIAL CONTACT
The Municipality's financial statements are designed to present users (citizens, taxpayers, customers,
investors and creditors) with a general overview of the Municipality's finances and to demonstrate the
Municipality's accounting. If you have questions about the report or need additional financial information,
contact the Municipality's Finance Director on the 5th floor of the Municipal Tower, 160 Chardon Avenue,
San Juan, Puerto Rico 00919 or visit our website at www.sanjuanciudadpatria.com.

*****
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Governmental
activities
ASSETS
Cash in commercial banks
Accounts receivab)e:
Prop erty taxes
Municipal license taxes
Sales and usage taxes
Construction excise taxes
Intergovernmental grants and contributions
Charges for medical services
Miscellaneous
Loans receivable, net of allowance for loan losses
Other unrestricted assets
Restricted cash in commercial banks
Restricted deposits with governmental bank
Capital assets not being depreciated
Cap ital assets being depreciated, net
of accumulated depreciation
Total assets

$

57,292,217
55,076,941
1,958,274
5,947,987
343,238
31,502,903
5,461,709
6,421 ,233
1,820,589
1,465,446
90,322,201
164,950,017
125,954, 126
462,324,621
1,010,841,502

DEFERRED OUTFLOWS OF RESOURCES
Employees' Retirement System Pensions
Total assets and deferred outflows of resources

315,847,486
1,326,688,988

LIABILITIES
Accounts payable and accrued liabilities
Intergovernmental pay ables
Accrued interests on bonds and notes
N oncurrent obligations:
Due within one fiscal year
Due in more than one fiscal year
Total liabilities

128,309,212
98,508,629
20,061,566
63,020,619
2,2 t 4,480,341
2,524,3 80,367

DEFERRED INFLOWS OF RESOURCES
Municipal license taxes
Intergovernmental grants and contributions
Employees' Retirement System Pensions
Total deferred inflows of resources

87,676,615
1,296,991
26,582,492
115,556,098

Total liabilities and deferred inflows of resources

2,639,936,465

NET POSITION
Net investment in capital assets
Restricted for debt service
Restricted for federally-funded programs and other purposes
Unres tricted (deficit)
Total net position

277,075,154
201,436,359
3,839,354
(1,795,598,344)
(1,313,247,477}

See notes to basic financial statements.
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Municipality of San Juan
Commonwealth of Puerto Rico
Balance Sheet - Governmental Funds
June 30, 2018
Debt
service
fund

General
fund
ASSETS
Cash in commercial banks
Accounts receivable:
Property taxes
Municipal license taxes
Sales and usage taxes
Construction excise taxes
Intergovernmental grants and contributions
Due from other funds
Charges for medical services
Miscellaneous
Loans receivable, net of allowance for loan losses
Other unrestricted assets
Restricted cash in commercial banks
Restricted deposits with governmental bank
Total assets
LIABILITIES
Accounts payable and accrued liabilities
Intergovernmental payables
Due to other funds
Matured bonds due and payable
Matured notes due and payable
Interests payable
Total liabilities

s

Other
governmental
funds

-

$

35,711,719
1,958,274
5,947,987
343,238
1,020,190

s
s

931,448
1,105,249
I 1,739,739
127,600,809 $

57,292,217

s

55,076,941
l,958,274
5,947,987
343,238
31,502,903
24,301,517
5,461,709
6,421,233
1,820,589
l,465,446
90,322,201
164,950,017
446,864,272

19,365,222

18,000
8,514,678

74,873,613
46,895,359
141,134,194

93,274,346
84,747,629
4,199,121
820,000
J,409,414
l 84,450,5 l O

$

$

$

25,686,000
13,440,000
18,649,029
57,775,029

35,711,719
88,133,631
503,083
342,291
1,490,596

FUND BALANCES
Nonspendable
Restricted
Unrestricted (deficit)

Total

s

30,464,713
15,786,839

5,461,709
6,089,039

DEFERRED INFLOWS OF RESOURCES
Property taxes
Municipal license taxes
Sales and usage taxes
Construction excise taxes
Charges for medical services
Intergovernmental grants and contributions
Total deferred inflows of resources

Total fund balances
Total liabilities, deferred inflows
ofresources and fund balances

57,292,217

Capital
projects
fund

l,160J52
93,846,894
103,539,724

6,654,086 $

6,654,086

332,194
l,820,589
533,998
13,183,187
12,468,025
74,589,545 $

24,968,656 $
ll,9Jl,OOO
20,102,396

3,123
56,985,175

124,897,088
96,658,629
24,301,517
25,686,000
14,260,000
20,061,566
305,864,800

1,296,991
1,296,991

55,076,941
88,133,631
503,083
342,291
1,490,596
J,296,991
146,843,533

19,365,222

126,181,320

19,365,222

931,448
23,440,846
(207,403,315)

63,993,943

%,885,638

2,686,781
13,620,598

3,618,229
197,941,025
(207,403,315)

(183,031,021)

63,993,943

96,885,638

16,307,379

(5,844,061)

127,600,809 $

141,134,194

s

103,539,724

s

74,589,545

$

446,864 ,272
(continued)

See notes to basic financial statements.
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Total fund balance of governmental funds

$

(5,844,061)

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

588,278,747

Deferred outflows of resources related to pensions are not considered current available financial
resources, therefore, are not reported in the governmental funds financial statements.

315,847,486

The following unavailable revenue streams are considered revenues for government-wide financial
reporting in the statement of activities, while are reported as deferred inflows of resources in the
governmental funds financial statements:
Property taxes
Municipal license taxes
Sales and usage taxes
Construction excise taxes
Charges for medical services
Total

55,076,941
457,016
503,083
342,291
1,490,596
57,869,927

Except for the amounts reported on the governmental fund financial statements, the following longterm liabilities and deferred inflows of resources are not due and payable (mature) in the current
period, therefore, are not reported in the governmental funds:
Accrued employees' Christmas bonuses
Intergovernmental payables
Bonds payable
Mortgage payable
Notes payable
Compensated absences
Claims and judgments
Estimated liability for municipal solid waste landfill postclosure care costs
Self-insurance claim liability
Pension liability
Deferred inflows of resources related to pensions
Total
Total net position of governmental activities

(3,412,124)
(1,850,000)
(320,857 ,940)
(440,945)
( 425,957,952)
(64,984,449)
(25,934,532)
(9,866,388)
(614,243)
( 1,388,898,511)
(26,582,492)
(2,269,399,576)
$

(1,313,247,477)
(concluded)

See notes to basic financial statements.
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Fiscal Year Ended June 30, 2018
Debt

Capital

General

service

projects

fund

fund

fund

120,914,344

80,156,016

Other
governmental
funds

Total

REVfil\lUES:
Property taxes

$

Municipal license taxes

s

$

Sales and u,age taxes

9,814,099

52.489.563

Construction excise tax.es

62,303,662
7,657,365

7,(,57,365

Charges for services

70

59,106,040

Interests on deposits

20 I ,070,360
I 12,287 ,23 7

l 12,287,237

7,027

292,537

5,418,520

385,084

59,106,110
6,103,168

Intergovernmental grants. and contributions:
Federal
Local

22,827,104

Miscellaneous revenues

133,454,151

1,426,531

24,253,635

573,097

19,852,794

Total revenues

133,454,15 l

395,426,984

89,977,142

5,418,520

20,425,891

135,838,933

626,661,579

31,957,496

185,021,607

EXPENDffiJRES:
Current:
General government

153,064,l

ll

Public safely

50,390,958

Urban affairs

64,071,260

Culture arid recreation

961,902
119,484

I 1,308,475

11,952

38,593,465

51,352,860
l 02,784,209

309,339

I 1,629,766

14,207,232

l 76,576,436

Health and welfare

I 62,3 25, 700

Urban development

6,698,053

24,857

6, 722,910

Economic development

8,774,638

6,278,552

l 5,053,190

15,123,834

36,142,508

51,266,342

Education
Capital out lays

43,504

3,553,643

409,761

1,096,815

5,060,219

Debt service:
Principal

4,930,687

39, l 26,000

5,456,470

Interests

4,894,256

35,701,416

662,19)

485,135,615

74,827,416

(89,708,631}

15,149,726

Total expenditures

EXCESS (DFFIClffiCY)

584,701

135,690,827

49,513,157
41,257,863
696,238,559

OF REVENUES

O VFR (UNDER) EXPENDllURES

OTIIFR FINANCING SOUROS

148,106

(69,576,980)

(USES):

T ransfers from other governmental funds

9,679,726

946,930

T ransfcrs to other governmental funds

Total other financing sources (uses), net

NEfINCREASE(DECRFASE)

4,833,819

9,679,726

IN FUND BALANCES

FUND BALANCES, ATBEGINNING

(80,028,905)

OF FISCAL YEAR

FUND BALANCES, A TEND OF FISCAL YEAR

(103,002,116)

s

(183,031,021)

s

l 0,626,656
( l 0,626,656)

(2,674,770)

(6, l 49,543)

() ,802,343)

(2,674, 770)

(6,l 49,543)

(855,413)

12,474,956

(1,3 I 5,724)

(707,307)

51,518,987

98,201 ,362

17,014,686

63,732,919

63,993,943

96,885,638

16,307,3 79

(5,844,061}

(69,576,980)

{continued]

See notes to basic financial statements.
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Net decrease in fund balances as reported in the statement of revenues, expenditures and changes in fund balances $

governmental funds.

( 69,576,980)

Amounts for governmental activities reported in the governmental funds financial statements differ from the amounts
reported inthe statement of activities for the following reasons:
Governmental funds report capital outlays as expenditures. However, in the statement of activities the cost of those
assets is capitalized allocated over their estimated useful lives through depreciation expense. The following is the
excess of capital outlays and other capitalizable additions over depreciation expense:
5,060,219
(45,034,513)
(39,974,294)

Capital outlays expenditures and other capitalizable additions
Depreciation
Total

expense

The repayment or deductions of the following long-term obligations are recorded as expenditures in the governmental
funds, however, are recorded as reductions of their respective liabilities in the statement of net position:
25,686,000
23,210,687
616,470
49,513,157

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

( 1,499,937)
(1, 749,515)
(1,380,675)
(239,105)
(48,063)
(245,114)
(5,162,409)

Property taxes
Municipal license taxes
Sales and usage taxes
Construction excise taxes
Miscellaneous receivables - charges for medical services
Intergovernmental grants and contributions
Tot.al
Some expenses reported in the statement of activities do not require the use of current a vailablc financial resources
and, therefore, are not reported as expenditures in the governmental funds. Those expenses are related to the net
changes in the following liabilities and long-term obligations:

7,412,301
2,778,602
3,694,664
(3,109,487)
5,634,845
(1,850,000)
14,560,925

Self-insurance claim liability
Estimated liability for municiapal solid waste landfill postclosure care costs
Compensated absences
Claims and judgments
Account payable and accrued liabilities
Intergovernmental payables
Total
Net decrease in net position-governmental

activities

$

(50,639,601)

(concluded)
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1.

GOVERNMENT AND FINANCIAL REPORTING ENTITY
a.

Government Background Information
The Municipality of San Juan (the "Municipality"), founded in 1521, is the largest
municipality and capital city of the Commonwealth of Puerto Rico (the "Commonwealth").
The Municipality has full legislative, fiscal and all other governmental powers and
responsibilities expressly assigned by Law No. 81 of August 30, 1991, as amended, known as
Autonomous Municipalities Law of Puerto Rico, as amended ("Law No. 81 "). The
Municipality is governed by a Mayor and a 17-member Municipal Legislature whom are
elected for a four-year term.
The Municipality provides services to its citizens related to public safety, urban affairs, culture
and recreation, health and welfare, urban development, education, economic development, and
other general services to its citizens.

b. Basis of Presentation and Financial Reporting Entity
The accompanying basic financial statements present the respective financial position of the
governmental activities, each major fund, and the aggregate remaining fund information of the
Municipality, as of June 30, 2018, the respective changes in financial position of the
governmental activities, each major fund, and the aggregate remaining fund information for the
fiscal year ended June 30, 2018, in conformity with accounting principles generally accepted
in the United States of America ("GAAP"), as prescribed by the Governmental Accounting
Standards Board ("GASB").
The accompanying basic financial statements include all departments, agencies and municipal
operational units that are under the legal and administrative control of the Mayor, and whose
financial resources are under the legal custody and control of the Municipality's Finance
Director.
On July 1, 2017, the Municipality partially adopted the provisions of Statement No. 73 of the
Governmental Standard Board, Accounting and Financial Reporting for Pensions and Related
Assets That Are Not within the Scope of GASB Statement 73 and Amendments to Certain
Provisions of GASB Statements 67 and 68. Accordingly, the Municipality retroactively
recorded a prior-period adjustment of $1,099,633,517 to the beginning balance of its
governmental activities to record its share and allocation of the pension liability
($1,388,898,511) and the related deferred inflows of resources ($26,582,492) and deferred
outflows of resources ($315,847,486) pursuant to the audited Schedules of Employer
Allocations and Schedules of Pension Amounts by Employer as of andfor the years ended June
30, 2016 and 2015, issued by the Employees Retirement System of the Commonwealth of
Puerto Rico (ERS) on November 2, 2018.
However, as discussed on Note 13, on August 23, 2017, the Governor signed into law the Act
to· Guarantee the Payment to Our Pensioners and Establish a New Plan for Defined
Contributions for Public Servants (Act No. 106), which reformed the Commonwealth
Retirement Systems so that their active participants would deposit their individual
contributions in a new Defined Contributions Plan, that will be managed by a private entity.
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Act No. 106 created the legal framework so that the Commonwealth can make payments to
pensioners through the PayGo system.
The Employees Retirement System of the Commonwealth of Puerto Rico did not provide the
information needed by the Municipality to record its proportionate share and allocation of the
pension liability, deferred inflows ofresources and deferred outflows ofresources at June 30,
2018, and the related pension expense for the fiscal year then ended, or the information needed
for the required disclosures or required supplementary information as of and for the year ended
June 30, 2018. Accordingly, these financial statements do not contain any adjustments,
disclosures or required supplementary information established by GASB No. 73 as of and for
the fiscal year ended June 30, 2018.

2.

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

a. Government-wide Financial Statements
The government-wide financial statements ("GWFS") consist of the statement of net position
and the statement of activities, which report information on all activities of the Municipality.
The focus of GWFS is on the operational accountability of the Municipality as a single
economic unit and not on compliance with budgets, regulatory requirements or on the use of
available or currently expendable financial resources (referred to as fiscal accountability).
Operational accountability is the Municipality's responsibility to report to the extent to which
it has met its operating objectives efficiently and effectively, using all resources available for
that purpose. It focuses on the Municipality's principal operating objective, which is to provide
services to its citizens.
The accompanying statement of net position provides short-term and long-term information
about the Municipality's financial position by presenting all of the Municipality's assets,
liabilities and deferred inflows of resources, with the difference between these three items
reported as net position (deficit). This statement assists management in assessing the level of
services that can be provided by the Municipality in the future and its ability to meet its
obligations as they become due. In addition, this statement reports the extent to which the
Municipality has invested in capital assets and discloses legal and contractual restrictions on
resources.
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Net position is classified in the accompanying statement of net position within the following
three categories:
1) Net Investment in Capital Assets -This component of net position consists of capital

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

reduced by liabilities and deferred inflows of resources related to those assets.
Generally, a liability relates to restricted assets if the asset results from a resource flow
that also results in the recognition of a liability or if the liability will be liquidated with
the restricted assets reported. Restricted assets result when constraints placed on those
assets use are either, externally imposed by creditors, grantors, contributors, and the
like, or imposed by law through constitutional provisions or enabling legislation.
At June 30, 2018 the Municipality reported net position restricted for debt service
consisting of net resources restricted by bond indentures, debt covenants or certain
laws and regulations to cover the debt service payments of bonds and notes payable.
In addition, the Municipality reported net position restricted for the acquisition,
construction and improvement of major capital assets, and net position restricted for
other purpose at June 30, 2018.
3) Unrestricted Net Position (Deficit) - Generally, this category consists of the excess of

assets and deferred outflows of resources over related liabilities and deferred inflows
ofresources that are neither externally nor legally restricted, neither invested in capital
assets. However, this net position category has a negative balance of $1.8 billion
because liabilities and deferred inflows of resources exceeded the related assets.
When both restricted and unrestricted resources are available for use, it is the
Municipality's policy to generally use restricted resources first, and then unrestricted
resources as they are needed.
The accompanying statement of activities presents the Municipality's results of operations by
showing how the net position changed during the fiscal year. This statement presents the cost
of each function/program as well as the extent to which each of the Municipality's functions,
programs or other services either contributes to or draws from the Municipality's general
revenues.
A function/program describes a group of activities that are aimed at accomplishing a major
service or regulatory responsibility. The functions/programs reported in the accompanying
basic financial statements are: general government, public safety, urban affairs, culture and
recreation, health and welfare, urban development, economic development and education.
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The statement of activities demonstrates the degree to which program revenues offset direct
expenses of a given function/program or segments. Direct expenses are those that are clearly
identifiable with a specific function, segment or operational unit. This statement reports
revenues in two broad categories; program revenues and general revenues.

Program revenues are generated directly from a program itself or may come from parties
outside the Municipality's taxpayers or citizens. In the statement of activities, program
revenues reduce the costs (expenses) of the function/program to arrive at the net cost of the
function/program that must be financed from the Municipality's general revenues or the net
program revenue that contributes to the Municipality's general revenues. The accompanying
statement of activities reports the following categories of program revenues:
1) Charges for Services - These revenues generally consist of exchange or exchange like transactions involving charges to customers or applicants who purchase, use or
directly benefit from the goods, services or privileges provided, or are otherwise
directly affected by the services. These revenues include fees charged for specific
services, including medical services, charges for licenses and permits, and fines and
forfeitures, among others.
2) Program-Specific Operating and Capital Grants and Contributions - These revenues
consist of transactions that are either mandatory or voluntary non-exchange
transactions with other governments, organizations, or individuals that restrict the
resources for use in a particular program. Operating grants and contributions consist of
resources that are required to be used to finance the costs of operating a specific
program or can be used either for operating or capital purposes of a specific program.
Capital grants and contributions consist of revenues or resources that are restricted for
capital purposes - to purchase, construct or renovate capital assets associated with a
specific program. Restricted operating and capital grants and contributions are program
revenues because they are specifically attributable to a program and reduce the net
expense of that program to the Municipality.
General revenues are the default category for revenues. It includes all revenues and gains that
do not meet the definition of program revenues. Property taxes, municipal license taxes, sales
and usage taxes, construction excise taxes, intergovernmental grants and contributions not
restricted to specific programs, interest income and other miscellaneous income are reported as
general revenues. All general revenues are reported net of estimated uncollectible amounts.
The effects of all inter-fund governmental activities have been eliminated from the
accompanying statements of net position and activities.
b.

Governmental Funds Financial Statements
The governmental funds financial statements ("GFFS") (the balance sheet and the statement of
revenues, expenditures and changes in fund balances) provide information about the financial
position and changes in fund balances of the Municipality's governmental funds by presenting
sources, uses and balances of current financial resources. The accompanying GFFS segregate
governmental funds according to their intended purpose and are used in demonstrating
compliance with legal, financial and contractual provisions.
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The focus of the GFFS is on major governmental funds, which are determined using a
predefined percentage of assets, deferred outflows of resources, liabilities, deferred inflows of
resources, revenues or expenditures of either the fund category or the governmental funds
combined. Accordingly, the Municipality presents its governmental funds between major and
non-major categories. Major individual governmental funds are reported individually as
separate columns, while data from all non-major governmental funds are aggregated into a
single column.
The Municipality reported the following major governmental funds:

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

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

3) Capital Proiects Fund - The capital projects fund is used to account for the financial
resources arising mainly from bonds and notes issuance proceeds used in the
acquisition, construction or improvement of major capital assets. The most significant
transactions of this fund are related to the proceeds on the issuance of bonds and capital
outlays.
Non-major governmental funds are reported within a single column and include several special
revenue funds. These funds are used to account for and report the proceeds of specific revenue
sources that are legally restricted or committed to expenditure for specified purposes other than
debt service or capital projects.
The Municipality reports fund balance amounts based on the extent to which the Municipality
is bound to observe constraints imposed upon the use of resources in the governmental funds.
The classifications are as follows:

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

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

3) Unrestl'icted- Represent the residual classification for the Municipality's general fund
and includes all spendable amounts not contained in the other classifications. In other
funds, the unassigned classification is used only to report a deficit balance resulting
from overspending for specific purposes for which amounts had been restricted,
committed, or assigned.
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In situations when expenditure is made for a purpose for which amounts are available in

multiple fund balance classifications, the Municipality uses restricted resources first, and then
unrestricted resources.
c: Measurement Focus, Basis of Accounting and Financial Statement Presentation
1)

Government-wide

Financial Statements

- The government wide financial statements

are reported using the economic resources measurement focus and the accrual basis of
accounting. Revenue is recorded when earned and expenses are recorded when a
liability is incurred, regardless of the timing of related cash flows. Revenues from
property tax, municipal license tax and sales and usage tax are recognized in the fiscal
year for which the taxes are levied. Grants and similar items are recognized as revenue
as soon as all eligibility requirements have been met.
All revenues, expenses, gains, losses, assets and liabilities resulting from exchange and
exchange-like transactions are generally recorded when the exchange takes place.
Certain exchange-like transactions which include license fees, charges for services,
rental of facilities, sales of real estate and capital assets, and other miscellaneous
revenues, which are recorded as revenues when collected because they are generally
not measurable until actually received.
Derived tax revenue, (such as municipal license taxes, sales and usage taxes and
construction excise taxes) result from assessments the Municipality places on
exchange transactions, receivables and revenues are recorded when the underlying
exchange occurs.
Imposed non-exchange revenue transactions (such as property taxes), result from
assessments made by the Municipality on non-governmental entities, including
individuals, other than assessments on exchange transactions. Receivables are
generally recorded in the period when an enforceable legal claim has arisen.
Property taxes, municipal license, sales and usage taxes, and construction excise taxes
are generally recorded as revenues (net of amounts considered not collectible) in the
fiscal year when resources are required to be used or the first fiscal year that the use of
the resources is permitted.
Intergovernmental grants and contributions receivables and revenues are generally
recorded when all eligibility requirements imposed by the provider have been met. For
the majority of grants, the Municipality must expend resources on the specific purpose
or project before the provider reimburses any amounts. Revenue is, therefore, generally
recognized as qualifying reimbursable expenditure is incurred.
Receivables and revenues arising from donations and certain grants and entitlements
from legislative or contractual agreements, other than exchanges, willingly entered into
by two or more parties, are generally accounted for in the same manner as
intergovernmental grants. Events that are neither exchange nor non-exchange
transactions are recorded when it is probable that a loss has been incurred and the
amount of loss is reasonably estimable.
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Any revenue collected in advance that are restricted for use in the following fiscal year
are recorded as deferred inflows of resources.
All capital assets and umnatured long-term liabilities are recorded only in the
government wide statement of net position. The measurement focus and the basis of
accounting used in the accompanying government-wide financial statements differ
significantly from the measurement focus and basis of accounting used in the
preparation of the accompanying governmental funds financial statements. Therefore,
the Municipality presents reconciliations, as detailed in the accompanying table of
contents, to better identify the relationship between these statements.
2) Governmental Funds Financial Statements - The governmental funds financial
statements use the current financial resources measurement focus and the modified
accrual basis of accounting. Revenues are generally recognized as soon as they are
both measurable and available. Revenues are considered to be available when they are
collectible within the current fiscal year or soon enough thereafter to pay liabilities of
the current fiscal year. For this purpose, the Municipality generally considers most
revenues (municipal licenses taxes, construction excise taxes, sales and usage taxes,
intergovernmental grants and contributions and certain charges for services) to be
available if collected within ninety (90) days after year end.
The Municipal Revenue Collection Center ("CRIM", by its Spanish acronym) is a
governmental entity independent from the Municipality that is responsible of
administering the Puerto Rico Municipal Property Tax Law on behalf of the
municipalities of Puerto Rico. CRIJ'vf has the responsibility of collecting property taxes
on behalf of the Municipality. Property tax collections made after year-end generally
cannot be broken down by fiscal year since this information is readily not available
and, therefore, property tax revenues are generally recorded collection (Note 5).
The principal revenue sources considered susceptible to accrual include property taxes,
municipal license taxes, sales and usage taxes, construction excise taxes and
intergovernmental grants and contributions. These principal revenue sources meet both
measurability and availability criteria in the accompanying governmental funds
financial statements, except for amounts recorded as deferred inflows of resources.
In a manner similar to the government-wide financial statements, but subject to, and

limited by, the availability criteria discussed above, all revenues, expenses, gains,
losses, assets and liabilities resulting from exchange and exchange-like transactions
are also generally recorded when the exchange takes place. Accordingly, fees for
licenses and permits, most charges for services and miscellaneous revenues are
recorded as revenues when collected because they are generally not measurable until
actually received.
All revenues, expenses, gains, losses and assets resulting from non-exchange
transactions are recorded in a similar manner to the GWFS, using the previously
discussed criteria set forth by GASB Statement No. 33, Accounting and Financial
Reporting for Nonexchage Transaction, for non-exchange transactions, but subject to,
and limited by, the availability criteria discussed above. Accordingly, property tax and
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municipal license tax, sales and use tax and construction excise tax receivables are also
generally recorded in the fiscal year when an enforceable legal claim has arisen while
their respective tax revenues (net of amounts considered not collectible) are also
generally recorded in the fiscal year when resources are required to be used or the first
fiscal year that the use of the resources is permitted. Receivables and revenues from
federal and state grants and contributions, donations and entitlements are also generally
recorded when all eligibility requirements imposed by the provider have been met
(generally, as qualifying reimbursable expenditures are incurred for expendituredriven grants).
Interests on deposits are recorded when earned as these revenues are considered both
measurable and available at year end.
The Municipality generally accrues a governmental fund liability and expenditure in
the period in which the Municipality incurs the liability, to the extent that these
liabilities are normally expected to be liquidated with current available financial
resources. Following are certain exceptions to the modified accrual basis of
accounting:
a.

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

b. Compensated absences, pension-related debt, claims and judgments, estimated

liability for municipal solid waste landfill post-closure care cost and other longterm liabilities are recorded only when they mature (when payment is due).
c.

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

d. Assets, Liabilities and Net Position
1) Receivables - Receivables consist of all revenues earned but not collected at year-end.
These accounts receivable are stated net of estimated allowances for uncollectible
accounts, which are determined based upon past collection experience, historical
trends, current economic conditions and the periodic aging of accounts receivable.
Intergovernmental grants and contributions receivables represent amounts owed to the
Municipality for reimbursement of expenditures incurred pursuant to federally funded
programs.
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2) Loans Receivable and Allowance for Loan Losses - Loans receivable amounting to
$1.8 million are stated at their unpaid principal balances, net of the allowance for loan
losses and deferred loan fees. Loan fees are recognized as income over the contractual
term of the loan using the effective interest method. The carrying amount of loans
receivable is reduced by an allowance for loan losses which is maintained at a level
that the Municipality considers adequate to absorb credit losses inherent in the loan
portfolio.
The amount of the allowance is based on an evaluation of the collectability of the loan
portfolio, including the nature of the portfolio, credit concentrations, trends in
historical data, specific impaired loans, economic conditions and other risks inherent
in the loan portfolio. The allowance is increased by a provision for loan losses, and
reduced by charge-offs, net of recoveries.
Interest income is recognized over the term of the loan and is calculated using the
effective interest method. Interest income generally is not recognized on specific
impaired loans unless the likelihood of further loss is remote. Interest payments
received on such loans are applied as a reduction of the loan principal balance. Interest
income on other impaired loans is recognized only to the extent of interest payments
received.
The Municipality considers a loan impaired when based on current information or
factors (such as payment history, value of collateral, and assessment of the customer's
current creditworthiness), it is probable that the principal and interest payments will
not be collected according to the loan agreement.
Loans are placed on nonaccrual status when, after considering economic and business
conditions and collection efforts, that the loans are impaired, or collection of interest
is doubtful. Uncollectible interest previously accrued is charged off, or an allowance
is established by a charge to interest income. Interest income on nonaccrual loans is
recognized only to the extent that cash payments are received.
3) Other Unrestricted Assets - Other unrestricted assets consist principally of prepaid
insurance, medical supplies inventories used in providing health care services to
patients, and office supplies held for consumption that are stated at the lower of cost
(first-in, first-out method) or market. Supplies inventories and prepaid insurance are
capitalized at the time of purchase for the entire amount of the purchase/prepayment
and are charged to expense/expenditure as consumed in the governmental funds
financial statements and the government-wide financial statements, respectively.
4) CapitalAssets - Capital assets used in governmental activities include land, works of
arts, construction in progress, buildings, building improvements, site improvements,
infrastructure, equipment, vehicles and intangible assets. These assets are capitalized
and reported in the accompanying government-wide statement of net position.
Infrastructure assets are generally stationary in nature and include roads, bridges,
streets, sidewalks, drainage systems and other similar assets.
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For financial reporting purposes, the Municipality defines capital assets as assets with
an individual cost of $5,000 or more at the date of acquisition, construction or
improvement, and with useful lives extending beyond one year. All assets with
individual costs under $5,000 or with useful lives not exceeding one year, are charged
directly to expense in the government-wide statement of activities. In the governmental

funds, all capital assets are recorded as expenditures in the acquiring fund.
In the government-wide statement of net position, all capital assets are recorded at cost

or estimated historical cost if actual cost was unavailable, except for donated capital
assets, which are recorded at acquisition value at the date of donation.
Major outlays for capital assets and improvements are capitalized in the government
wide statement of net position as projects are constructed. The costs of normal
maintenance and repairs that do not add value to the asset or materially extend capital
asset lives are not capitalized.
Depreciation and amortization expense is recorded only in the government-wide
financial statements. However, there is no depreciation or amortization recorded for
land, work of art and construction in progress. Depreciable capital assets are generally
depreciated or amortized over their estimated useful lives under the straight-line
method.
The estimated useful lives of major capital asset categories are:
Description

Years

Buildings
Building and site improvements
Generalinfrastructure
Intangibleassets (computersoftware)
Licensed vehicles
Machineryand equipment

40
15

40
10
5
3 to 5

The Municipality periodically evaluates its capital assets to consider events or changes
in circumstances that may give rise to asset impairment. Among the factors considered
by management as part of its evaluation are: physical damages to an asset where action
would be needed to restore lost service utility, changes in laws, regulations, or other
environmental factors that may negatively affect service utility, technological
developments that may negatively affect service utility, changes in the manner or
duration of use of a capital asset that may negatively affect its service utility, and
stoppage of construction or development of an asset.
Impairment losses are reported in the statement of activities net of any realizable
insurance recovery. For impairment losses recoverable through disaster assistance
programs sponsored by higher levels of government (such as the Federal Emergency
Management Agency), the loss is reported separately from the grant awarded for
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recovery purposes. Any impairment adjustment to the carrying value of a capital asset
would be treated as a proportionate reduction of both the reported value of the asset
and its accumulated depreciation, based on the notion that the impairment represents
the effective retirement of a portion of the asset.
5) Deferred Outflows of resources - Deferred outflows of resources in government-wide
financial statements arise only when the Municipality disburses financial resources
related to pensions that are applicable to future years.
6) Deferred Inflows of Resources - Deferred inflows of resources in government-wide
financial statements arise only when the Municipality receives resources before it has
a legal claim to them. In governmental funds financial statements, deferred inflows of
resources arise when one of the following situations occur:
a. Potential revenue does not meet both the "measurable" and "available" criteria
for revenue recognition in the current period (unavailable revenue). As
previously discussed, available is defined as due (or past due) at June 30 and
collected within ninety (90) days thereafter for all revenue streams (except for
property taxes which generally are considered measurable upon collection) to
pay obligations due at June 30. In subsequent periods, when both criteria are met,
the liability for unearned revenue is removed and revenue is recognized.
b. The Municipality receives resources before it has a legal claim to them. In
subsequent periods, the deferred inflow of resources (unearned revenue) is
removed and revenue is recognized.
7) Long-term Obligations - The long-term liabilities reported in the accompanying
statement of net position includes bonds payable, notes payable, accrued compensated
absences, pension-related debt, claims and judgments, estimated liability for municipal
solid waste landfill post-closure care costs and other long-term liabilities. Principal and
interest payments on bonds due on July 1 are recorded as a fund liability in the debt
service fund when resources are available. In governmental funds financial statements,
face amount of debt issued (gross debt reported) is reported as other financing sources
when issued.
8) Compensated Absences - Compensated absences include paid time off made available
to employees in connection with vacation, sick leave and compensatory time. The
liability for compensated absences is reported in the statement of net position. A
liability for compensated absences is reported in the governmental funds financial
statements only when payment is due.
The liability for compensated absences recorded in the accompanying statement of net
position is limited to leave that is attributable to services already rendered and is not
contingent on a specific event. The liability includes salary-related costs, which are
directly and incrementally related to the amount of salary paid to the employee (such
as employer's share of Social Security taxes and Medicare taxes).
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The vacation policy of the Municipality provides for the accumulation of regular
vacations at a rate of 2.5 days per month (30 days per year) per employee up to a
maximum of 60 days. Employees accumulate regular sick leave at a rate of 1.5 days
per month ( 18 days per year) up to a maximum of 90 days. All vacation and sick leave
days accumulated by employees in excess of 60 days and 90 days, respectively, are
paid to employees each year, if not used. Upon termination of employment, an
employee receives compensation for all accumulated unpaid regular vacation leave at
the current rate. In the case of regular sick leave, if the employee terminates his or her
employment before reaching 10 years of services, such regular sick leave is not paid
to the employee, if not consumed. After 10 years of services, any regular sick leave
balance is paid to the employee. Accumulated vacation time is fully vested to the
employee when earned.
9) Claims and Judgments - In government wide financial statements, the Municipality
recognizes an expense and a liability for claims and judgments only when it is probable
that a loss has occurred, and the amount of the loss can be reasonably estimated. The
liability for claims and judgments includes all claim adjustment expenses that are
incremental ( directly related to individual claims). In governmental funds financial
statements, an expenditure and a liability is recognized only as liabilities come due for
payment.
10) Estimated Liabilitv for Municipal Solid Waste Landfill Post-Closure Care Costs The Municipality recognizes landfill post-closure costs as an expense and a liability
throughout the period that the Municipality benefited from the landfill operations while
it was still in use. The landfill closed in fiscal year 2003 and received final approval
for closure from regulatory agencies in 2005, therefore the liability for post-closing
care costs was completely recognized upon the landfill's closing date.
The estimated liability for solid waste landfill post-closure care costs includes an
estimate of all costs to be incurred after year-end under the accrual basis of accounting.
The estimates of post-closing care costs were made using current costs (costs that
would be incurred if the closing date of the landfill would have been at year-end). The
liability is adjusted annually to reflect the effects of inflation, advances in technology,
changes in regulations or similar changes, and is presented in the government-wide
financial statements.
In governmental funds financial statements, an expenditure for landfill post-closure
care costs is recognized only at the point where related liabilities normally would be
expected to be liquidated with current expendable financial resources.
11) Fair Value - The Municipality follows the provisions of GASB Statement No. 72, Fair
Value Measurements and Application. The fair value measurements made in the
accompanying financial statements assume that transactions take place in the
Municipality's principal market, or the Municipality's most advantageous market in
the absence of a principal market. Fair values have been measured assuming that
general market participants would act in their economic best interest.
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To determine fair value measurements, fair values have not been adjusted for
transaction costs and the Municipality has considered the unit of account of the asset
or liability. The unit of account refers to the level at which an asset or a liability is
aggregated or disaggregated for measurement, recognition, or disclosure purposes as
provided by the accounting standards.
The Municipality has used valuation techniques that are appropriate under the
circumstances and for which sufficient data are available to measure fair values. The
techniques applied are consistent with one or more of the following approaches: (1)
the market approach, (2) the cost approach, or (3) the income approach. The market
approach uses prices and other relevant information generated by market transactions
involving identical or comparable assets, liabilities, or a group of assets and liabilities.
The cost approach reflects the amount that would be required to replace the present
service capacity of an asset. The income approach converts future amounts (such as
cash flows or income and expenses) to a single current (discounted) amount. Valuation
techniques have been applied consistently, though a change may be appropriate in
certain circumstances.
The fair value measurements applied by management takes into account the highest
and best use for a nonfinancial asset. A fair value measurement of a liability assumes
that the liability would be transferred to a market participant and not settled with the
counterparty. In the absence of a quoted price for the transfer of an identical or similar
liability and if another party holds an identical item as an asset, the Municipality uses
the fair value of that asset to measure the fair value of the liability. The Municipality's
financial instruments consist of cash and cash equivalents, accounts and loans
receivable, other assets, accounts payable and accrued liabilities, bonds and notes
payable and other long-term obligations.
The three levels of the fair value hierarchy are described as follows:

Level 1 - Inputs to the valuation methodology are unadjusted quoted prices for
identical assets or liabilities in active markets that we can access.

Level 2 - Inputs to the valuation methodology include:
•
•
•
•

Quoted prices for similar assets or liabilities in active markets;
Quoted prices for identical or similar assets or liabilities in inactive markets;
Inputs other than quoted prices that are observable for the asset or liability; or
Inputs that are derived principally from or corroborated by observable market
data by correlation or other means.

If the asset or liability has a specific (contractual) term, the Level 2 input must be
observable for a substantial portion of the full term of the asset or liability.

Level 3 - Inputs to the valuation methodology are unobservable and significant to the
fair value measurement.
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Based on the criteria set forth above, the Municipality has classified its financial
instruments as Level 2 instruments as of June 30, 2018.
The asset's or liability's fair value measurement level within the fair value hierarchy
is based on the lowest level of any input that is significant to the fair value
measurement. The Municipality's
valuation techniques maximize the use of
observable inputs and minimize the use of unobservable inputs.
The observability of observable market data is monitored to assess the appropriate
classification of financial instruments within the fair value hierarchy. Changes in
economic conditions or model-based valuation techniques may require the transfer of
financial instruments from one fair value level to another. In such instances, the
transfer would be reported at the beginning of the fiscal year. For the fiscal year ended
June 30, 2018, there were no transfers from Level 2 to other categories.
The following methods and assumptions were used to estimate the fair values of the
most significant financial instruments at June 30, 2018. There have been no changes
in valuation methods.
•

For cash in commercial banks and deposits with governmental bank, accounts
and loans receivable, other assets and accounts payable and accrued liabilities,
their respective estimated fair values approximate their carrying amounts
recorded in the accompanying financial statements. The cost or contract value
(net realizable value of assets and estimated settlement amounts of liabilities)
was used to determine their respective fair values of these assets and liabilities
due to their short-term nature and maturity periods

•

For bonds payable, notes payable and other Jong-term obligations, the estimated
fair values also approximate carrying amounts. These obligations have been
incurred at the prevailing market interest rates and terms for these types of
instruments, accordingly, the Municipality determined their fair values using
valuation models that use observable market quotes.

Fair value reporting requires management to make estimates and assumptions about
the effects of matters that are inherently uncertain. The judgments made in determining
the estimated fair value assigned to each financial instrument is significant and can
materially impact the changes in net position and fund balances of the Municipality.
The valuations are based on information available at June 30, 2018 and are based on
expectations and assumptions that have been deemed reasonable by management.
Estimates developed using alternate are subjective, requiring significant judgments
such as the amount and timing of future cash flows and the selection of appropriate
discount rates that reflects market and credit risk.
The preceding valuation methods described may produce a fair value calculation that
may not be indicative of net realizable or reflective of future fair values. Furthermore,
while management believes that the Municipality's valuation methods are appropriate
and consistent with other market participants, the use of different methodologies or
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assumptions to determine the fair value of certain financial instruments could result in
a different fair value measurement at the reporting date.

However, the difference between the estimated fair values and carrying values of the
Municipality's financial instruments were not considered significant by the
Municipality at June 30, 2018.
12) Inter-fund Transactions - The Municipality has the following types of inter-fund
activities:
a. Inter- fund loans - Represent amounts provided with a requirement for repayment,
which are recorded as "due from" in the lender fund and "due to" in the borrower
fund. For amounts not expected to be collected within a reasonable period of time,
inter-fund receivables/payables are reduced to the estimated realizable value and
the amount that is not expected to be repaid is reported as a transfer from the fund
that made the loan.
b. Inter- fund transfers - Represent flows of assets without equivalent flows of assets
in return and without a requirement for repayment. These are reported as other
financing uses in the fund making transfers and as other financing sources in the
fund receiving transfers.
c.

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

13) Risk Financing - The Municipality carries commercial insurance to cover property
and casualty, theft, tort claims and other losses. Insurance policies are negotiated by
the Municipality.
The Municipality carries insurance coverage for death and bodily injuries caused by
automobile accidents. This insurance is obtained through the Automobile Accident's
Compensation Administration ("AACA"), a component unit of the Commonwealth.
The Municipality obtains workers' compensation insurance coverage through the State
Insurance Fund Corporation ("SIFC"), a component unit of the Commonwealth. This
insurance covers workers against injuries, disability or death because of work or
employment-related accidents, or because of illness suffered as a consequence of their
employment.
The Municipality obtains unemployment compensation, non-occupational disability,
and drivers' insurance coverage for its employees through various insurance programs
administered by the Department of Labor and Human Resources ("DOL") of the
Commonwealth. These insurance programs cover workers against unemployment and
provide supplementary insurance coverage for temporary disability, or death because
of work or employment-related accidents or because of illness suffered as a
consequence of their employment. Unemployment compensation, non-occupational
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disability and drivers' insurance premiums are paid directly to DOL on a cost
reimbursement basis.
The Municipality also obtains medical insurance coverage from several health
insurance companies for its employees. Different health insurance coverage and
premium options are negotiated each year by the Department of Treasury of the
Commonwealth on behalf of the Municipality. The current insurance policies have not
been canceled or terminated at year-end. Premiums are paid on a monthly basis directly
to the insurance company. In the past three years, the Municipality has not settled
claims that exceeded insurance coverage.
Cost of insurance allocated to the Municipality for the fiscal year ended June 30, 2018
amounted to approximately $9.5 million. Workers' compensation insurance covering
all municipal employees for the fiscal year ended June 30, 2018 amounted to
approximately $5.8 million.
14) Direct Charges - Pursuant to, and determined by, an internal cost allocation plan,
certain costs initially are charged to the general fund and then billed as direct charges
to other funds. Revenues from these charges are accounted for in the statement of
activities as general government and in the statement of revenues, expenditures and
changes in fund balances as charges for services in the general fund. The corresponding
expenses appear as function/program costs in the statement of activities.
15) Use of Estimates - The preparation of the accompanying financial statements in
conformity with GAAP requires management to make significant estimates and
assumptions that affect the reported amounts of assets and deferred outflows and
liabilities and deferred inflows, the disclosure of contingent assets and liabilities at the
date of the basic financial statements, and the reported amounts of revenue and
expenses during the reporting period. Actual results could differ from those estimates.
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3.

CASH IN COMMERCIAL BANKS
At June 30, 2018, the carrying amounts and the respective bank balances of the Municipality's
deposits are as follows:
Carrying Amounts of Deposits
Debt
Capital
Other
gove rnmc ntal
project
service
fund
fund
funds

General
fund
Unrestricted:
Demand deposits
Restricted:
Demand deposits
Totals

$

57,292,217

$

$

$

$

1,105,249
58,397,466 $

74,873,613
74,873,613 $

1,160,152
1,160,152 $

Bank Balances of Deposits
Debt
Capital
project
service
fund
fund

General
fund
Unrestricted:
Demand deposits
Restricted:
Demand deposits
Totals

$

64,744,667

$

s

s

730,965
65,475,632 $

74,873,613
74,873,613 $

2,222,182
2,222,182

13,183,187
13,183,187

Total

$

57,292,217

s

90,322,201
147,614,418
Total

Other
governmental
funds

Total

$

$

64,744,667

s

14,025,145
14,025,145 $

91,851,905
156,596,572

Custodial credit risk for cash is the risk that in the event of bank failure, the Municipality's deposits
may not be recovered. Under the Jaws and regulations of the Commonwealth, public funds
deposited by the Municipality in commercial banks must be fully collateralized for the amounts
deposited in excess of the federal depository insurance generally provided by the Federal Deposits
Insurance Corporation ("FDIC"). All securities pledged as collateral are held by agents designated
by the Secretary of the Treasury of the Commonwealth, but not in the Municipality's name.
The Municipality maintains an internal cash management pool in which several funds participate
on a dollar equivalent and daily transaction basis. At June 30, 2018, the pool cash account in
commercial banks had a balance of $27.7 million of which $15.7 million, $3.2 million and $8.7
million have been recorded in the general fund, capital projects fund and other governmental funds,
respectively. The balance in the pooled cash account is available to meet current operating
requirements and any unrestricted excess, if any, is generally invested in certificates of deposit with
commercial banks. Any deficiency in the pooled cash account is assumed by the general fund and
covered through future budgetary appropriations.
Restricted cash in general fund is mainly composed of $617,381 restricted for the municipal selfinsurance program and the debt service of the revenue bonds of the International Center amounting
to $231,461.
Restricted cash in the debt service fund consists of unspent property tax and sales and usage tax
collections amounting to $67.6 million and $7 .3 million, respectively, that are available for the debt
service payments of most bonds and general obligations notes.
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Restricted cash in the capital projects fund amounting to $1.2 million consists principally ofunspent
intergovernmental capital grants and contributions from the Legislature of Commonwealth of
Puerto Rico and the Government of the Commonwealth of Puerto Rico.
Restricted cash in other governmental funds amounting $13 .2 million consists of intergovernmental
operating and capital grants and contributions received from the Commonwealth and the federal
government of the United States of America that are available for the operations of several
operating and capital grant programs.

4.

RESTRICTED DEPOSITS WITH GOVERNMENTAL BANK
The Municipality maintains deposits with the Government Development Bank for Puerto Rico
("GDB"), a component unit of the Commonwealth originally created to aid the Government of
Puerto Rico on its fiscal duties and more efficiently carry out its responsibility to develop the
economy of Puerto Rico. Over decades, GDB evolved and its role expanded to include, among
other services, acting as fiscal agent, paying agent, financial advisor for the Commonwealth and its
instrumentalities, public corporations and municipalities, and to grant interim and long-term
financing to public entities and municipalities and private enterprises to promote the economic
development of Puerto Rico.
GDB was also called upon to provide financial support during periods of financial distress,
leveraging its strong credit rating, reputation, access to the capital markets and its constructive
relationship with the investment community, to provide financial support to troubled public entities
and assist them in regaining financial stability.
For a variety ofreasons, several years ago GDB came to find itself immersed in a fiscal and viability
crisis. In April 2016, the Governor of the Commonwealth imposed on GDB certain emergency
operational restrictions, including restrictions on the withdrawal and transfer of deposits from
GDB, and declared a moratorium on debt service payments and to stay related creditor remedies
through January 31, 2017, with a possible two-month extension at the Governor's discretion. On
April 8, 2016, the Governor signed Executive Order No. 2016-10 declaring GDB to be in state of
emergency pursuant to Act 21 of 2016, known as the "Puerto Rico Emergency Moratorium and
Financial Rehabilitation Act", as amended, based on GDB's need for additional sources of
liquidity.
In early 2017, the Puerto Rico Fiscal Agency and Financial Advisory Authority ("AAFAF") was
created to assume the roles of the fiscal agent, financial advisor and disclosure agent for the
Government. On May 15, 2017, AAF AF and GDB announced a Restructuring Support Agreement
("RSA") with certain of GDB 's fmancial creditors. On June 19, 2017, AAF AF and GDB announced
that parties representing over fifty percent (50%) of GDB's Participating Bond Claims, as defined
in the RSA, had signed the RSA
On August 24, 2017, Act No. 109, known as GDB Restructuring Act (Ac No. 109), was enacted. to
establish the legal framework for the transactions contemplated by, or in furtherance of, the
Restructuring Support Agreement dated May 1 7, 201 7 and certified by the Oversight Board as a
Qualifying Modification under Section 601(g)(2)(A) of PROMESA, as the same may be amended
from time to time in accordance with its terms.
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On March 27, 2018, the GDB publicly released the Fourth Amendment(the "Fourth Amendment")
to the RSA, dated May 15, 2017, by and among GDB, AAFAF, and the Supporting Bondholders
party thereto. The Fourth Amendment has been supported by GDB, AAFAF, and a portion of the
creditors to the RSA.
Under the Fourth Amendment, the principal amount of any bond, note and/or loan of any
municipality of Puerto Rico held by GDB shall be automatically reduced by an amount equal to the
balance of proceeds of such bond, note and/or loan that were not disbursed to such municipality
and were held on deposit at GDB. Any remaining municipal deposits held at GDB shall be reduced
on a dollar-for-dollar basis, from the outstanding principal amount of any corresponding bond, note
and/or loan relative to the type of corresponding deposit. The remaining balances of the municipal
loans shall be those certified by AAF AF, and all future payments of interest on such bonds, notes
and/or loans shall be computed based on such balances.

On November 29, 2018, substantially all municipal deposits held at GDB amounting to $164.1
million were applied on a dollar-for-dollar basis to the outstanding principal amount of certain
bonds, notes and loans payable of the Municipality of San Juan relative to the type of corresponding
deposit pursuant to the provisions of Article 501 of the GDB Restructuring Act of 2017, as amended
(Note 4). The remaining balances of the municipal bonds, notes and loans payable were certified
by the Puerto Rico Fiscal Agency and Financial Advisory Authority and all future payments of
interest on such bonds, notes and/or loans shall be computed based on such balances (Notes 12).
GDB's operational wind-down was completed on March 23, 2018, with all fundamental operations
having ceased or transferred to other entities (i.e. AAFAF, EDB, etc.) and workforce restructuring
completed with minimal "at will" staffing needed to conclude legal and operational matters through
fiscal year 2019.
At June 30, 2018, the carrying amounts and the respective restricted balances of the Municipality's
uninsured and uncollateralized restricted deposits with GDB as follows:
Carrying Amounts of Depos its
Debt
Capital
General
fund
Restricted

11,739,739

s

serviee

projects

fund

fund

46,895,359

s

93,846,894

Other
guvernruental
funds

s

12,468,025

Total

s

164,950,017

Restricted deposits in the general fund include $6. 6 million that were originally intended to meet
general operating requirements of the Municipality, including the payment of short-term
obligations of the general fund, most of them which are budgeted. Pursuant to the terms and
conditions of the amended RSA referred to above, these formerly unrestricted deposits and all other
restricted deposits described below became restricted for the payment of the outstanding balance
of any bond, note and/or loan of the Municipality held at GDB as previously described.
Restricted deposits in the general fund also include collections of the former hotel municipal taxes
($2. 7 million) that were previously available to finance the operation of various municipal
programs, intergovernmental grants and contributions from the Puerto Rico Electric Power
Authority ($2.1 million) that were previously restricted for the maintenance and repairs of the
municipal electrical infrastructure, and unspent note proceeds that were originally restricted for the
payment of certain operating expenses ($400 thousand).
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Restricted deposits in the debt service fund consist of unspent property tax and sales and usage tax
collections
amounting
to $39.9 million and $7.0 million, respectively,
that were previously
available for the debt service payments of bonds and certain general obligations notes.

Restricted deposits in the capital projects fund to $93.8 million consist of unspent bonds and notes
proceeds that were previously restricted for the acquisition, construction or improvements of major
capital assets financed with public debt.
Restricted deposits in other governmental funds of $12.5 million in the other governmental funds
consist of unspent intergovernmental capital and operating grants and contributions from the
Commonwealth that were previously restricted primarily for general infrastructure projects.

S.

ACCOUNTS RECEIVABLE
a. Property Taxes
The Municipality is authorized to impose and collect property taxes from any natural or legal
person that, at January 1 of each calendar year: (1) is engaged in trade or business and is the
owner of personal or real property used in trade or business or (2) owns residential real property
with a value in excess of$15,000 (at 1957 market prices).
Personal property taxes is a derived tax using the book value of personal property assets owned
by the taxpayer at January 1 (lien; levy date) and reporting such taxable value through a
personal property tax return filed on May 15 (due date and collection date) subsequent to the
assessment date.
The total personal property tax rate in force at June 30, 2018 was 8.53 percent (of which
taxpayers pay 8.33 percent and the remaining 0.20 percent is paid by the Commonwealth, as a
subsidy).
Real property taxes are assessed every January 1 (lien; levy date) and are based on estimated
current values of the property, deflated to 1957 market prices. Real property taxes are due and
collectible on January 1 and July of every fiscal year. The total real property tax rate in force
at June 30, 2018 was 10.53 percent (of which 10.33 percent is paid by taxpayers and the
remaining 0.20 percent is also paid by the Commonwealth, as a subsidy).
Residential real property occupied by its owner (not engaged in trade or business) is exempt
from property taxes only on the first $15,000 of the assessed value (at 1957 market prices). For
exempt amounts, the Commonwealth pays the basic tax (4.00 percent and 6.00 percent for
personal and real property, respectively), except for property assessed for less than $3,500 (at
1957 market prices), for which no payment is made.
Included within the total personal and real property tax rates, there is a portion of the tax rate
in the amount of 3 .50 percent that is restricted for the Municipality's debt service requirements
on bonds and certain notes. Such amounts are recorded in the Municipality's debt service fund.
On November 2, 2015, the GDB in its capacity as fiscal agent for the municipalities, established
an irrevocable trust with CRilv1 in which property tax collections shall be deposited in the name
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and for the benefit of all the municipalities of Puerto Rico pursuant to Article 4 of Public Act
No. 80 of August 30, 1991, as amended.
Both banking institutions are co-authorized to render the fiduciary services, which include,
among other things, the custody, management and investing of such municipal funds. In
addition, both banks are bounded to keep those financial resources separated from any other
deposits for the sole benefit of the municipalities.
On April 19, 2018, the Puerto Rico Oversight Board (PROB) delivered the compliance
certification for the New Commonwealth Fiscal Plan pursuant to Section 201(e)(2) of
PROMESA. The New Commonwealth Fiscal Plan states that to incentivize municipal
operational changes, the Commonwealth must reduce the current level of property tax subsidies
to all municipalities in Puerto Rico. In fiscal year 2018, the total municipal appropriation to all
municipalities in Puerto Rico was reduced by $150 million, bringing the new baseline
appropriations to $220 million per year. Going forward from this current baseline, there must
be a reduction of 20% in each successive year, holding appropriations constant at 80% of
current levels starting in FY2022 before ultimately phasing out all subsidies in fiscal year 2024.
The estimated impact of this reduction of the appropriation for the Municipality for fiscal year
2018 amounts to approximately $21 million of property taxes revenues reported in the general
fund.

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

Financial businesses~ 1.50% of gross revenues

•

Other businesses and organizations:
a. 100% exemption for businesses with annual revenues up to $12,500
b. $25 flat municipal license fee for businesses with annual revenues ranging
from $12,501 to $100,000
c. 0.20% for businesses with annual revenues ranging from $100,000 to $300,000
d. 0.50% for businesses with annual revenues over $300,000

This tax is due in two equal installments on July 15 and January 15 of each fiscal year. A
discount of 5% is allowed when full payment is made on or before five working days after
April 15. Municipal license tax receivable represents filed municipal license tax returns that
were uncollected as of year-end. Municipal license taxes collected prior to year-end but
pertaining to the next fiscal year are recorded as deferred inflows ofresources.
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c. Sales and Usage Taxes
The Municipality imposes a municipal sales and usage tax within the Municipality. This is a
derived tax applied to the sale price of a taxable item or on the purchase price of all usage,
storage or consumption of a taxable item. It is collected on a monthly basis through a tax return
that is due ten calendar days after the end of each month.
On January 24, 2014, Act No.18, known as Municipal Administration Fund Act ("Act No. 18"),
and Act No. 19, known as Municipal Finance Corporation Act ("Act No. 19") were enacted
to, among other things, amend Sections 4020.01, 4020.02 and 6080.14 of Act No. 1 of January
31, 2011, known as Internal Revenue Codefor a New Puerto Rico.
Effective July 1, 2014, Act No. 18 reduced the statutory municipal sales and usage tax rate of
all municipalities from one-point five percent (1.5%) to one percent (1 %). Simultaneously, Act
No.19 created the Municipal Finance Corporation ("MFC"), an affiliated entity of GDB, which
is authorized to issue bonds and use other financing mechanisms to directly or indirectly pay
or refinance all or part of the municipal long-term debt incurred by the Municipality in previous
fiscal years, that are payable from or backed by the municipal sales and usage taxes.
In order to mitigate the effects of the reductions in the municipal sales and usage tax rate
referred to above, Act No. 18 established the mechanisms to protect the financial stability of
the Municipality by allowing it to continue receiving the economic benefits lost as a
consequence of the reduction in the statutory municipal sales and usage tax rate referred to
above. For these purposes, effective July 1, 2014, Act No. 18 required that an amount equal to
zero-point five percent (0.5%) of the sales and usage taxes collected by the Commonwealth be
deposited in a special fund to be known as Municipal Administration Fund ("MAF'') in the
name and for the benefit of the Municipality.
Accordingly, since July 1, 2014, the Commonwealth has made advances from the collections
arising from the zero-point five percent (0.5%) of the sales and usage taxes to the MAF of the
Municipality. The advances have been made and distributed to the Municipality on a monthly
basis as follows in accordance with Section 4050 of Act No. 1, as amended:

1) Forty percent (40%) of the amounts transferred are available to cover general operating
expenses of the general fund of each municipality;

2) Forty percent (40%) of the amounts transferred are available and restricted in the
MFC' s redemption fund to guarantee the repayment of any municipal loan, bond, note,
or other evidence of debt whose repayment source is the monies deposited therein
under the custody ofGDB;
3) Twenty percent (20%) of the amounts transferred are available and restricted to finance
the acquisition, construction and improvement of major capital assets.
Pursuant to the emergency state caused by Hurricane Maria, the Puerto Rico Treasury
Department issued its Administrative Determination No. 1 7 -12 (AD 1 7 - I 2) by which generally
taxable sales of prepared foods were temporarily exempt from municipal and state sales and
usage taxes for the period comprised between September 21, 2017 and January 7, 2018.
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d. Construction Excise Taxes
The Municipality imposes and collects municipal construction excise taxes to most natural and
legal persons and any governmental instrumentality that carry out activities related to
construction, expansion, major repairs, relocations, alterations and other types of permanent
improvements to residential, commercial and industrial buildings and structures within the
territorial area of the Municipality. The tax is also applicable to infrastructure projects, the
installation of machinery, equipment and fixtures, and other types of construction-related
activities.
The construction excise tax is a derived tax imposed at a five percent (5%) over the cost of the
project, net of certain exemptions such as the costs associated with the acquisition of land,
project design and other engineering fees, licenses and permits, legal and accounting fees, and
most marketing and advertising costs. The tax is paid by the taxpayer at the beginning of the
project.
All single-family residential constrnction projects not related to housing development projects,
condominiums, or any similar projects, are exempt from construction excise taxes for the first
$100,000 of the project construction costs. In addition, all single-family residential
improvement projects are exempt from construction excise taxes for the first $25,000 of the
project improvement costs. All projects carried out on buildings and structures classified as
historical treasures by the Puerto Rico Planning Board have an exemption of three-point
seventy five percent (3. 75%) in the tax rate applicable to construction excise taxes.

e. Intergovernmental Receivables
The composition of intergovernmental receivables in the general fund at June 30, 2018 is:
Capital
General
fund

Other

projects
fund

govemmental
funds

Total

State and other intergovernmental entities:
Government of the U.S. Virgin Islands -

s

High Intensity Drug Traffic Administration
Other governmental entities

1,020,190

Total state and local intergovernmental entities

s

1,020,190 $
18,000

$

l,020,190
18,000

18,000

l,038,190

Federal grants and contributions:
U.S. Deportment of Homeland Security - State Homeland:
15,802,986

Federal Emergency Management Agency (FEMA)

15,802,986

U.S. Deportment of Health and Human Services:
Head Start
HIV Emergency Relief Project Grants
Special Programs for the Aging- Title lll, Part C-Nutrition Services

1,%1,081
1,188,554
910,559

1,%1,081
1,188,554
9!0,559

981,444
9,620,089

981,444
9,620,089

30,464,713

30,464,713

30,464,713 $

31,502,903

U.S. Department of Housing and Urban Development:
Housing Opportunities for Persons With AIDS - Project Sponsor
Other federal granters on various programs
Total federal grants and contributions

s

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

6.

LOANS RECEIVABLE
Loans receivable of the Independent Capital Fund, a non-major special revenue fund, consist of the
outstanding balances of various credit facilities granted under a revolving loan program to private
small businesses in the aggregate amount of $1.8 million, net of an allowance for loan losses of
$2.6 million. The majority of these loans are collateralized or guaranteed by either first, second and
third mortgage notes on real estate and/or chattel mortgage over machinery and equipment.

7.

INTERFUND TRANSACTIONS
Interfund receivables, payables and transfers are summarized as follows:
Due from other governmental funds
Capital
Other
projects
governmental
funds
funds
4,199,121 $
$
4,315,557
15,786,839
15,786,839 $
8,514,678 $

Total
4,199,121
20,102,396
24,301,517

I'ransfers from other governmental fund!
Other
General
governmental
fund
funds
2,674,770 $
$
$
6,149,543
946,930
855,413
9,679,726
946,930 $
$

Total
2,674,770
6,149,543
1,802,343
10,626,656

Due to other
governmental funds
General fund
Other governmental funds
Totals

Transfers to other
governmental funds
Debt service fund
Capital project funds
Other governmental funds
Totals

$

s

s

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

Recognize the outstanding balance of $15.8 million of short-term loans among other
governmental funds to temporarily finance the operation of several programs.

•

Recognize the outstanding balance of $4.3 million of short-term loans granted by the
capital projects fund to other governmental funds to temporarily finance the payroll and
other operating costs of several federal and state-funded grant award programs.

•

Recognize the outstanding balance of $4.2 million of short-term loans granted by the
capital projects fund to the general fund cover to certain cash flows needs.
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The principal purposes of inter-fund transfers among governmental funds are:

8.

•

Routine transfer of the total of excess cash of $2.7 million from debt service fund to
general fund as permitted by Act No. 19 of January 24, 2014 and the Municipal Financing
Act of Puerto Rico.

•

Non-routine transfer of$6.l million from the capital projects fund to the general fund as
reimbursement of certain operating costs.

•

Non-routine transfer of $855,413 from the other governmental funds to the general fund
as a reimbursement of certain previous operating costs.

•

Non-routine transfer of $946,930 from other governmental funds to cover the operating
costs of several programs.

CAPITAL ASSETS
The composition and activity of capital assets for the fiscal year were as follows:
Balance at
beginning of
fiscal year
Capital assets, not being depreciated:
Land
Works of art
Construction in progress
Total capital assets not being depreciated
Capitalassets, being depreciated:
Buildings and building improvements
Site improvements
Infrastructure
Equipment and vehicles
Intangible
Total capital assets being depreciated
Less: accumulateddepreciationfor:
Buildings and building improvements
Site improvements
Infrastructure
Equipment and vehicles
Intangible
Total accumulated depreciation
Total capital assets being depreciated, net
Capital assets, net

123,580,3 I 9
2,224,365
3,163,938
128,968,622

Increases

s

517,216,865
228,821,554
317,980,142
69, 179, 755
3,825,426
1,137,023, 741

(283,187,570)
(158,81 J,533)
(136, 157,974)
(52.553, 706)
(3,825,426)
(634,536,209)
502,487,532
631.456,154

Decreases
and
adjustments

Reclassitlcations

149,442

Balance at
end of
fiscal l•ar

123,729,761
2,224,365

126,495
275,937

(217,603)
(217,603)

(3,072,830)
(3,072,830)

2,475,485
71,307
286,822
1,950,668

(2,973,377)

2,955,335

4,784,282

(3,580,633l

3,072,830

519,674,308
228,892,861
318,384,459
70,523,167
3,825,426
1,141,300,222

3,072,830

(300,910,970)
(169,134,181)
(147,867,275)
(57,237,749)
(3,825,426)
(678,975,601)
462,324,621

I !7,495
(607,256)

(17,760,567)
(10,322,648)
(11,709,301)
(5,241,997)

557,954

(45,034,513)
(40,250,231)

595,121
(2,985,512)

(39,974,294 J $

(3,203,115)

37,167

$

125,954,126

5 88,2 78,74 7

At June 30, 2018, the capital assets of the Municipality include certain parcels of land, buildings
and buildings improvements with an aggregate carrying value of $27.5 million that are available
for sale, including the capital assets of the International Center.
On September 6, 2017 and September 20, 2017, Hurricanes Inna and Maria devastated Puerto Rico,
respectively, including the Municipality of San Juan. The Hurricanes caused unprecedented
economic and infrastructure-related damages disrupting the daily lives of thousands of people in
Puerto Rico.
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Hurricane Maria is the worst storm to hit Puerto Rico in over 80 years and arrived only two weeks
after Hurricane Irma passed just north of the island and left one million people without power. The
analysis made by the management of the Municipality shows that the local municipal government
suffered certain damages to its public facilities citywide, including buildings, parks, public
facilities, other structures, equipment and vehicles. In addition, the local general infrastructure
composed of roads, bridges, lighting systems and other general infrastructure assets also suffered
certain damages all which have been claimed under the Municipality's property and casualty
insurance policies and the applicable FEMA's federal financial assistance programs.
As part of this process, the Municipality evaluated its capital assets to determine whether an
impairment of capital assets actually occurred as of and for the fiscal year ended June 30, 2018. The
Municipality's management has concluded that no material impairment loss has been incurred as
of and for the fiscal year ended June 30, 2018 because there were no material declines in service
utility of the capital assets.
As a result of the damages referred to above the Municipality's general fund includes proceeds
from property insurance recoveries amounting to $17.0 million, which have been recorded within
miscellaneous revenues.
Depreciation expense was charged to functions/programs of the Municipality as follows:
Amount
5,519,749
2,115,672
14,221,728
12,148,139
5,207,592
218,422
3,163,885
2,439,325
$ 45,034,513

General government
Public safety
Urban affairs
Culture and recreation
Health and welfare
Urban development
Economic development
Education
Total depreciation expense

9.

$

ACCOUNTS PAY ABLE AND ACCRUED LIABILITIES
Accounts payable and accrued liabilities at year-end are as follows:
Governmental funds
Other
Capital
projects
governmental
fund
funds

General
fund
Accounts payable
Compensated absences
Payroll-related accrued liabilities
Total

$

$

80,801,951
6,509,690
5,962,705
93,274,346

Statement of
net position -

$

6,654,086

s

24,968,656

$

s

6,654,086

$

24,968,656

$
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governmental
activities

Total
112,424,693
6,509,690
5,962,705
124,897,088

$

$

107,330,984
6,509,690
14,468,538
128,309.212
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The reconciliation of the accounts payable and accrued liabilities as of June 30, 2018 between the
statement of net position and the balance sheet of the governmental funds consist of the following:
Accounts payable and accrued liabilities in governmental funds
Plus:

124,897,088

$

Accrued employees' Christmas bonus

3,412,124

Total accounts payable and accrued liabilitiesin statement of net position $
10.

128,309,212

==========

INTERGOVERNMENTAL PAYABLES
Intergovernmental payables at year-end are as follows:

Governmental
fund

Puerto Rico GovernmentEmployeesRetirement System
Puerto Rico Department of Transportationand Public Works
Puerto Rico Medical ServicesAdministration
Puerto Rico Electric Power Authority
Puerto Rico State Insurance Fund Corporation
Puerto Rico Aqueduct and Sewer Authority
Total intergovernmentalpayables

$

$

74,845,660
11,911,000
6,258,496
247,143
3,396,330
96,658,629

Statement of
net position governmental
activities
$ 74,845,660
11,911,000
l,850,000
6,258,496
247,143
3,396,330
$ 98,508,629

Intergovernmental payables to the Puerto Rico Employees Retirement System of $74.8 million
consist of the unpaid required employer and employee contributions to the system.
Intergovernmental payables to the Puerto Rico Department of Transportation and Public Works
consists of intergovernmental grant amounting to $11.9 million for the unused portion of funds
granted for roads improvement and repairment because funds were not used for its purpose.
Intergovernmental payables to the Puerto Rico Medical Services Administration of $1.9 million
consist of unpaid medical services and related products and supplies, which are currently under
payment plan (not due and payable). In November 2013, the Municipality entered into a payment
plan of $1 I .5 million with the Puerto Rico Medical Services Administration. Payments were to be
done as follows; $8 million will be paid three days after the agreement was signed, $800 thounsand
during fiscal year 2015-2016, $850 thousand during fiscal year 2016-2017, $900 thousand during
fiscal year 2017-18 and $950 thousand during fiscal year 2018-19.
Intergovernmental payables to the Puerto Rico Electric Power Authority ("PREPA") of $6.3
million consist of unpaid energy consumption, net of the contributions in lieu of taxes of $19 .9
million. Every fiscal year, PREPA shall distribute from its surplus a contribution in lieu of taxes
("CILT") to all municipalities of Puerto Rico in exchange of full municipal tax exemption pursuant
to the provisions of Act No. 57 of May 27, 2014, as amended.
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The maximum amount or cap of the CILT has been established by computing the average energy
consumption of municipalities, on an annual kilowatt-hour basis, for the three years of highest
consumption since the change in the formula in 2004 up to 2014. Of this maximum amount or cap,
the municipalities were required to reduce five percent (5%) annually during the fiscal years ended
June 30, 2015 through 2018, until a reduction of at least fifteen percent (15%) of the maximum
consumption amount or cap is achieved.
Any consumption in excess of the maximum amount or cap established as contribution by virtue
of the CILT shall be billed to the Municipality by PREPA for collection. PREP A also bills the
Municipality for the energy consumption of all municipal revenue-generating properties, which are
excluded from the annual CIL T.
Intergovernmental payables to the Puerto Rico State Insurance Fund Corporation consist of
$247, 143 consist of unpaid workers' compensation insurance premiums.
Intergovernmental payables to the Puerto Rico Aqueduct and Sewer Authority of $3.4 million
consist of the unpaid water and sewer utility consumption.
11.

DEFERRED INFLOWS OF RESOURCES
Deferred inflows ofresources are as follows at June 30, 2018:
Statement
Other
gooerumenrel
funds

Debt

service

General

fund

fund
Unavailable ~~1rnes:
Property Laxes
Municipal license: taxes
Sales and usa~ taxes

Construction excise texes
MJscc.Ua.ncous rc.ccivabks
Total unavailable revenues
Unearned

35,711,719
457,016
503,083
342,291
l,490,596

s

l 9,365,222

of net
position government.al

Total
governmental
funds

s

55,076,941
457)016
503,083

acth.itics

s

342.291
l,490,596

38,504,705

19,365,222

57,869,927

n!1't!1J11es:

Municipallicense taxes

Total unearned revenues
Total deferred inflows uf resources

87,676,615
1,296,991

87,676,615

Inrergovernrnental grants and contributions
Employees' Retirement System Pensions

1.296,991

88,973,606

1,296,991

87,676,615
126181,320

s

19,365,222

s

1,296,991

This space was intentionally left blank.
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l,296,991
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s

146,843,533

115,556,098

s

l 15,556,098
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12.

LONG-TERM OBLIGATIONS
Long-term obligations activity for the fiscal year ended June 30, 2018 is as follows:
Balance at
be ginning of
fiscal year,
as restated
(Note 16)
Bonds payable
Revenue bonds payable
Mortgage payable
Notes payable
Compensatedabsences
Claims andjudgments
Estimated liability for municipal
solid waste landfillpostclosure
care costs
SeIf insurance claims liability
Pension liability
Total governmental activities
long-term liabilities

$

Decreases

Increases

326,764,000 $
52,011,940
1,057,415
463,468,639
68,679,113
22,825,045

$

1,519,126
5,807,561

12,644,990
8,026,544
1,388,898,511
$

(31,472,000) $
(760,000)
(616,470)
(23 ,250,687)
(5,213,790)
(2,698,074)

(2,778,602)
(7,412,301)

2,344,376,197 $

7,326,687 $

(74,201,924) $

Balance at e nd
offiscal year
295,292,000 $
51,251,940
440,945
440,217,952
64,984,449
25,934,532

9,866,388
614,243
1,388,898,511
2,277,500,960 $

Due within one
fiscal year
23,956,000
820,000
440,945
24,601,899
5,213,790
4,595,140

2,778,602
614,243

63,020,619

The Municipality liquidates certain notes payable, compensated absences, claims and judgments,
solid waste landfill post-closure costs and any other long-term liabilities other than bonds, with
resources from its general fund.
a. Debt Limitation
The Municipal Legislature is legally authorized to approve the issuance of debts of the
Municipality. Nevertheless, the laws and regulations of the Commonwealth also provide that:
1) Direct obligations of the Municipality ( evidenced principally by bonds and bond

anticipation notes) are backed by the full faith, credit and taxing power of the
Municipality; and
2) Direct obligations are not to be issued by the Municipality if the amount of the principal

of, and the interest on, such bonds and bond anticipation notes (and on all bonds and
notes issued thereafter) which are payable in any fiscal year, together with any amount
paid by the Municipality in the preceding fiscal year on account of bonds or bond
anticipation notes guaranteed by the Municipality, exceed 10 percent of the total
assessed value of the property located within the Municipality plus the balance of the
ad valorem taxes in the debt service fund, for bonds payable and bond anticipation
notes to be repaid with the proceeds of property taxes restricted for debt service.
In addition, before any new bonds are issued, the revenues of the debt service fund should be

sufficient to cover the projected debt service requirements.
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b. Bonds Payable
The Municipality issues general obligation, special obligation, revenue obligations and public
improvement bonds to finance the acquisition, construction and improvement of capital assets,
as well as, to finance certain operating needs, including the payment to suppliers in certain
circumstances.
The laws and regulations of the Commonwealth provide that the Municipality's public debt
will constitute a first claim on the available revenue of the Municipality. Public debt includes
bonds and bond anticipation notes. The good faith, credit and taxing power of the Municipality
are irrevocably pledged for the prompt payment of the principal and interest of bonds.
The Municipality levies an annual additional special ad valorem tax of three and a half percent
(3.50%) of the assessed value of personal and real property. The proceeds of this additional
special tax are deposited in a sinking fund established at conunercial bankwhereby sufficient
funds are set aside to redeem the bonds payable of the Municipality in minimum annual or
semiannual principal and interest payments. The collections of this special tax are recorded in
the Municipality's debt service fund.
Variable interest rates on serial bonds are reviewed periodically by the Puerto Rico Fiscal
Agency and Financial Advisory Authority ("AAFAF").
The Municipality's tax-exempt bonds are subject to the arbitrage rebate requirements. At yearend, the Municipality had no federal arbitrage liability on bonds since interest income earned
from the investment of unspent bond proceeds were made in bank deposits that generate yields
lower than the rates applicable to the debt service payments.

This space was intentionally left blank.
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Bonds payable is composed as follows:

Description
2012 general obligation bonds for the construction, improvement and
acquisition of various capital assets with an original amount of $100.7 million
due in annual installments of $1,615,000 to $8,530,000, through July l, 2035;
with interest ranging from 6.0% to 7 .5%

Outstanding
amount

$

88,970,000

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

22,990,000

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

23,925,000

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

8,510,000

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

2,590,000

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

Outstanding
amount

2009 general obligation bonds for the constrnction and improvement of various
capital assets with an original amount of $16.9 million due in annual
installments of $430,000 to $1,585,000, through July 1, 2027; with interest
rangingfrom4.75% to 7.5%

11,660,000

2008 general obligation bonds for the constrnction and improvement of various
capital assets with an original amount of $4. 7 mil1ion due in annual installments
of $175,000 to $500,000, through July 1, 2023; with interest ranging from
1.53% to 7.5%

2,515,000

2008 general obligation bonds for the second payment of the early retirement
termination benefit with an original amount of $20.0 million due in annual
installments of $305,000 to $1,635,000, through July 1, 2032; with interest
ranging from I.53% to 7.25%

15,725,000

2008 general obligation bonds for the constrnction and improvement of various
capital assets with an original amount of $4. 7 million due in annual installments
of $70,000 to $390,000, through July 1, 2032; with interest ranging from 1.53%
to 7.25%

3,720,000

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

8,635,000

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

16,947,000

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

Outstanding
amount

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

8,800,000

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

1,705,000

2004 general obligation bonds for the construction and improvements of various
capital assets with an original amount of $22.2 million due in annual
installments of $815,000 to $1, 130,000, through July 1, 2027; with interest
ranging from 2. 76% to 5.31 %

10,590,000

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

6,285,000

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

32,530,000

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

5,885,000

1998 general obligations bonds for the construction and improvement of various
capital assets with an original amount of $18.3 million due in annual
installments of $350,000 to $1,605,000, through July 1, 2019; with interest
ranging from 4.87% to 6. 71 %

3,095,000
$ 295,292,000

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

Fiscal year
ending
June 30,
2019
2020
2021
2022
2023
2024-2028
2029-2033
2034-2037
Totals

Principal
23,956,000 $
$
19,284,000
16,500,000
17,621,000
18,815,000
97,992,000
64,989,000
36,135,000
$ 295,292,000 $

Interest
15,697,534
14,776,405
13,762,593
12,866,176
13,255,071
53,650,428
25,484,128
4,328,063
153,820,396

c. Revenue Bonds Payable
On December 15, 2010, the Municipality issued revenue bonds amounting to $55.1 million for
the acquisition of an income-producing real estate property commonly known as International
Center. The bonds are payable in twenty-five (25) annual installments commencing on July 1,
2012 through July 1, 2036. The Municipality shall pay interests on the bonds at a rate per
annum equal to 3.5 percentage points over the London Interbank Offered Rate (4.25% at June
30, 2018).
Pursuant to the provisions of the revenue bond indentures, the Municipality has pledged and
assigned its tight, title and interest in all future revenues to be produced in the operation and
maintenance of the acquired property. In the event that such revenues are not sufficient to make
all debt service payments of principal, interests and premium, if any, on the bonds, the
Municipality will appropriate the necessary portion of its general revenues to cover the debt
service payments due and payable. During the year ended June 30, 2018, the Municipality's
general fund paid the debt service payments of the revenue bonds payable amounting to $3
million. In addition, the acquired property is subject to a mortgage constituted as security for
the obligation evidenced by the bonds issued.
The revenue bonds are subject to several positive and negative covenants that the Municipality
must comply with at all times. The management of the Municipality understands that all debt
covenants ave been complied with, at June 30, 2018.
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Annual debt service requirements to maturity for bonds payable are as follows:
Fiscal year
ending
June 30,
2019
2020
2021
2022
2023
2024-2028
2029-2033
2034-2036
Totals

Principal
820,000
880,000
940,000
1,020,000
1,090,000
6,810,000
9,770,000
29,921,940
$
51,251,940
$

$

$

Interest
2,178,207
2,143,357
2,105,957
2,066,007
2,022,657
9,338,937
7,664,182
4,438,608
31,957,912

d. Mortgage Payable
The mortgage loan payable with an original amount of $7 million to the government of the
United States of America bears interest at 8.5% and is secured by the Federal Housing
Administration and by a first mortgage on rental property. Principal and interest are payable
from the proceeds of the rent collected from the tenants. The Federal government provides
housing assistance payments to qualified tenants to subsidize most of the monthly rent. This
housing project is administered by a private entity. Aggregate annual maturities of the mortgage
payable are as follows:
Fiscal year
ending
June 30,
2019

$

Principal
440,945

$

Interest
14,170

e. Notes Payable
On September 24, 2002, CRIM, on behalf of the municipalities of Puerto Rico, entered into a
financing agreement with GDB to extinguish in advance certain bonds payable issued by Public
Finance Corporation ("PFC"), a subsidiary of GDB, which were originally issued to pay certain
property tax receivables owned by the municipalities of Puerto Rico through 1996, which were
acquired by PFC with recourse. The original face amount of the note allocated by CRIM to the
Municipality was for a term not exceeding 30 years. The note bears interest at 6.50% during its
first five years. Subsequently, from years 6 through 30, the loan shall bear variable interest at
a rate of 125 basis points over the 5-year LIBOR rate, which will be adjusted every five years.
Principal and interest payments on this financing agreement are accounted for in the general
fund. The outstanding principal as of June 30, 2018 approximates $8.5 million.
During September 2002, the Municipality entered into a repayment agreement with the GDB
and CRIM to repay a debt of $27.4 million. The principal and interest payments are due on July
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1 of each year through July 1, 2032. The outstanding balance as ofJune 30, 2018 approximates
$19.2 million. The repayment agreement is payable in monthly installments of $168,685 from
unrestricted property tax revenues and bears interest at a fixed interest rate of 6.19%.
During November 2004, the Municipality issued a special obligation refunding note with a
commercial bank for approximately $40 million to refinance certain notes payable to GDB.
The note bears interest at 90-day London Interbank Offering Rate (LIBOR) plus 1.25% ( 1.89%
at June 30, 2018) and is payable semi-annually ranging from $.06 million to $2.9 million and
matures at various dates through July 1, 2029. The outstanding balance as of June 30, 2018
approximates $24.6 million. This note will be repaid from unrestricted property tax revenues.
During June 2006, the Municipality issued a note payable to GDB for $31.4 million. The note
is payable in annual installments through July 2030 ranging from $0.5 million to $2.4 million
and will bear interest at 90-day LIBOR plus 1.25 percent (2.59% at June 30, 2018). The
outstanding balance as of June 30, 2018 approximates $20.9 million. The proceeds of the note
were used principally to pay debt incurred in prior years. This note will be repaid from
unrestricted property tax revenues.
During January 2008, the Municipality issued a special obligation note (SON-B) for $37.1
million. The SON-B is payable in annual installments through July 2032 ranging from $660
thousand to $2. 7 million and will bear interest at 90-day LIBOR plus 1.25 percent with a
(minimum of 5% and maximum of 12%) (2.59% at June 30, 2018). The proceeds of the SONB were used principally for the construction of various capital facilities and other capital assets.
The outstanding balance as of June 30, 2018 approximates $29.I million. The SON-B will be
repaid through sales tax revenues pledge and account for in the Municipality Redemption Fund.
In addition, the Municipality entered into a loan agreement with the U.S. Department of
Housing and Urban Development under a Variable Rate Note Guarantee pursuant to Section
1 08 of the Housing and Community Development Act of 197 4, as amended. The note was
issued to finance the future acquisition and construction of major capital facilities and allows
borrowings up to a maximum of $72.5 million. The borrowings have an outstanding balance
of approximately $28.5 million at June 30, 2018 and is payable in annual installments ranging
from $4.4 million to $6.3 million, mature at various dates through August 2022 and bear
interest at 0.2% over 90-day LIBOR (1.33% at June 30, 2018). This loan agreement will be
repaid from future grant awards received from the Community Development Block Grants
(CDBG) program.
On August 24, 2012, the Municipality borrowed $18.7 million from GDB for the purpose of
acquisition of major capital assets. The notes shall bear interests at variable rates (6.00% at
June 30, 2018). The notes are payable in seven (7) annual installments ranging from $2.1
million to $3.3 million, plus interests, through July I, 2019. The outstanding balance as of June
30, 2018 approximates $6.4 million.
On June 28, 2013, the Municipality borrowed $165 million from GDB through the issuance of
Series A, Band C of the 2013 Municipal General Obligation Notes amounting to $80 million,
$60 million and $25 million, respectively, for the purpose of providing working capital and the
financial resources needed to repay certain operating expenditures amounting to $165 million.
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The 2013, Series A, Municipal General Obligation Notes, shall bear interests at rate of 1.5%
over prime rate (6.0% at June 30, 2018). The notes are payable in twenty-five (25) annual
installments ranging from $1.9 million to $5 .2 million, plus interests, through July 1, 2020.
The 2013, Series Band C, Municipal General Obligation Notes, shall bear interests at variable
rates (6.0% and 6.0%, respectively, at June 30, 2018) and are payable in twenty-five annual
installments ranging from $1.4 million to $3.9 million and from $1.1 million to $1.6 million,
respectively, plus interests, through July 1, 2020.
The outstanding balance as of June 30, 2018 of Series A, B, and C of the 2013 Municipal
General Obligations Notes approximate $72.1 million, $54. l million and $22.5 million,
respectively.
In August 2013, the Municipality borrowed $50.3 million from GDB through the issuance of

Series D of the 2013 Municipality General Obligation Notes for the purpose of providing
working capital and the financial resources needed to repay certain operating expenditures and
past due liabilities with suppliers outstanding since 2012. The outstanding balance as of June
30, 2018 approximates $46.9 million. The 2013, Series D Municipal General Obligation Notes,
shall bear interests at variable rates (6.0% at June 30, 2018) and are payable in annual
installments ranging from $740 thousand to $4.2 million, plus interests, through July 1, 2020.
On January 29, 2014, the Municipality borrowed $5 million from Oriental Bank through the
issuance of Series E of the 20 I 3 Municipal General Obligation Note. Such notes were issued
for the purpose of acquisition of major capital assets. The notes shall bear interest at variable
rates (5.75% at June 30, 2018). The notes are payable in annual installments ranging from
$650,000 to $785,000, plus interests, through July 1, 2020. The outstanding balance as of June
30, 2018 approximates $2.3 million.
On June 28, 2014, the Municipality borrowed $29.9 million from GDB to refinance the line of
credit agreement that were issued to finance the fourth installment of the early retirement
termination benefit plan and other related debts. The notes shall bear interests at variable rates
(6.00% at June 30, 2018). The notes are payable in ten (10) annual installments ranging from
$2.1 million to $4. I million, plus interests, through July I, 2023. The outstanding balance as
of June 30, 2018 approximates $20.5 million.
On August 7, 2014, the Municipality borrowed $53.2 million from GDB for the purpose of
construction of major capital assets. The notes shall bear interests at variable rates (7.00% at
June 30, 2018). The notes are payable in twenty-five annual installments ranging from $730
thousand to $4.6 million, plus interests, through July 1, 2039. The outstanding balance as of
June 30, 2018 approximates $50.8 million.

69

Municipality of San Juan
Commonwealth of Puerto Rico
Notes to Basic Financial Statements
Fiscal Year Ended June 30, 2018
On August 31, 2014, the Municipality borrowed $36.2 million from Banco Popular through
the issuance of Series A of the 2014 Municipal General Obligation Note. Such note was issued
for the purpose of construction of major capital assets. The note shall bear interest at a rate of
1.5% over prime rate (6.0% at June 30, 2018). The note is payable in eight (8) annual
installments ranging from $760 thousand to $2.7 million, plus interests, through July 1, 2035.
The outstanding balance as of June 30, 2018 approximates $33.8 million.
The notes with commercial banks are subject to various debt covenants. The Municipality did
not comply with some of those covenants and the financial institution waived the noncompliance as of June 30, 2018.
The maturities of notes payable are as follows:

Fiscal year
ending
June 30,
2019
2020

Principal
$

2021
2022
2023
2024-2028
2029-2033
2034-2038
2039
Totals

$

24,601,899
26,371,541
202,660,119
18,613,167
19,746,252
61,327,919
52,342,054
25,665,000
8,890,001
440,217,952

Interest
$

25,655,494
25,959,253
18,127,930 i
10,574,899
10,221,986
41,624,130
22,109,120
8,413,575
725,200

$

163,411,586

f. Compensated Absences
The government-wide statement of net position includes approximately $20.1 million, $30.2
million and $14.5 million of accrued vacation benefits, accrued sick leave benefits and payrollrelated benefits, respectively, representing the Municipality's commitment to fund such costs
from future operations.

g. Estimated Liability for Municipal Solid Waste Landfill Post-Closure Care Cost
State and federal laws and regulations require the Municipality to place a final cover on the
Municipality's solid waste landfill site when it stops accepting waste and to perform certain
maintenance and monitoring functions at the site for 30 years after closure. In December 2003,
the Municipality's landfill facilities were closed and in 2005, the Municipality received
approval from regulatory agencies. Based on current costs, the preliminary annual estimate of
post closure costs has been assessed to be approximately $1.3 million for a period of
approximately 20 years. The balance of post closure costs of $9.9 million is reported in the
statement of net position. Actual costs may be different due to inflation, changes in technology,
or changes in laws and regulations.
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h. Self-insurance
The Municipality established a liability for both reported and unreported insured events, which
includes estimates of both future payments of losses and related claim adjustment expenses.
The following represents changes in those aggregate liabilities for the Fund during the fiscal
year ended June 30, 2018:

Unpaid claims at beginning of fiscal year
Payments of claims and adjustments
Total unpaid claims at end of fiscal year

$
$

8,026,544
(7,412,301)
614,243

Effective July 1, 2014, the Municipality discontinued the self-insurance program and acquired
private insurance to cover these risks.

13.

PENSION PLAN
On August 23, 2017, Act No. 106, known as the "Law to Guarantee Payment to Our Pensioners"
("Act No. 106") was approved to establish a mechanism by which the general fund of the
Commonwealth, through a "pay-as-you-go system", would assume the pension obligations of the
he Employees Retirement System of the Government of the Commonwealth of Puerto Rico
("ERS"), the Teachers' Retirement System and Judiciary Retirement System.
Under the new pension system, the payments of the accumulated pensions will be disbursed,
starting July 1, 2017, from the funds deposited in a trust held under the control of the Secretary of
the Treasury of the Commonwealth but separated from the assets of the Commonwealth. The trust
account will include the net proceeds of the liquidations of the net assets of the three retirement
systems, and a "Pay-Go" charge imposed to the covered sponsoring employers. The disbursement
of the benefits of all the pensioners will be guaranteed by the general fund of the Commonwealth.
The following discussion provides information about ERS before its curtailment as a result of the
facts discussed in the previous two paragraphs.
Substantially all full-time employees of the Municipality participate in the ERS. The
Employees Retirement System was a statutory trust created by Act No. 447 of May 15, 1951, as
amended ("Act 447"), and a component unit of the Commonwealth.
On April 4, 2013, the Governor of Puerto Rico, signed into law Act No. 3 of 2013, which represents
a comprehensive reform of the ERS Act No. 3, became effective on July 1, 2013 and amended the
provisions of the different benefit structures under the ERS as further discussed below.
Members who had entered the ERS before January 1, 2000 participated in a defined benefit
program. Members who began to participate prior to April 1, 1990 ("Act 44 7 Participants") were
entitled to the highest benefits structure, while those who began to participate on or after April 1,
1990 ("Act 1 Participants") were subject to a longer vesting period and a reduced level of benefits,
as provided by Act No. 1 of February 16, 1990 ("Act 1 of 1990").
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In 1999, Act 447 was amended to close the defined benefit program for new participants and,
prospectively, establish a new benefit structure similar to a cash balance plan (this new benefit
structure is referred to as System 2000). Members who entered the ERS on or after January I, 2000
(System 2000 Participants) participate solely in System 2000. Act 3-2013 amended the law to

eliminate the lump sum distribution alternative and substitute it for a life annuity payable to the
System 2000 Participant. System 2000 Participants do not benefit from any employer contributions.
Instead, employer contributions made on account of System 2000 Participants are used to reduce
the accumulated unfunded pension benefit obligation of the ERS. System 2000 is not a separate
plan as there are no separate accounts for System 2000 Participants. Contributions received from
System 2000 Participants are pooled and invested by the ERS together with the assets
corresponding to the defined benefit structure of Act 44 7 and Act 1 of 1990 and the defined
contribution structure of System 2000, as amended by Act 3-2013, was to be paid from the same
pool of assets of the ERS.
Retirement and related benefits provided by the ERS and required contributions to the ERS by
employers and employees, were determined by law rather than by actuarial requirements. As of
July 1, 2011, after the adoption of Act 116 of July 6, 2011 ("Act 116"), the statutory employer
contribution for the ERS increased from a minimum of 9.275% to a minimum of 10.275% of
covered payroll and was supposed to increase annually until fiscal year 2021.
Required employee contributions for the ERS varied according to how the individual employee's
retirement benefits were coordinated with social security benefits. Act 3-2013 increased the
employee contribution from 8.275% to I 0% of covered payroll.
The ERS provided basic benefits under the defined benefit program principally consisting of a
retirement annuity and death and disability benefits ( collectively referred to herein as Basic System
Pension Benefits). The ERS also administered benefits granted under various special laws that have
provided additional benefits for the retirees and beneficiaries (collectively referred to herein as
System Administered Pension Benefits). The System Administered Pension Benefits included,
among others, additional minimum pension, death and disability benefits, ad-hoc cost-of-living
adjustments and summer and Christmas bonuses. Act 3-2013 and Act 160-2013 amended the
various laws providing some of these System Administered Pension Benefits to reduce some of the
amounts payable to existing retirees while eliminating the benefits for all future retirees (those
retiring after June 30, 2013 and July 31, 2014).
On June 30, 2016, the federal Puerto Rico Oversight, Management, and Economic Stability Act
("PROMESA") was enacted. PROMESA seeks to provide the Commonwealth and its covered
instrumentalities with fiscal and economic discipline through among other things: (i) the
establishment of an Oversight Board (ii) a temporary stay of all creditor lawsuits which expired on
May I, 2017, (iii) two alternative methods to adjust unsustainable debt (a) a voluntary debt
modification process which establishes an out-of-court debt restructuring process through which
modifications to financial debt can be accepted by a supermajority of creditors and (b) a quasibankruptcy proceeding under Title III of PROMESA, which establishes an in-court debt
restructuring process substantially based upon incorporated provisions of the U. S. Bankruptcy
Code. Title III of PROMESA establishes an in-court process for restructuring debts of Puerto Rico
that is modeled after the process under Chapter 9 of the U.S. Bankruptcy Code.
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On September 30, 2016, the ERS was designated by the Oversight Board as a Covered Territorial
Instrumentality pursuant to PROMESA. On May 21, 2017, the Oversight Board filed a petition for
the Retirement System in the United States District Court for the District of Puerto Rico,
commencing a Tile III case for the Retirement System. On June 15, 2017, the United States Trustee
appointed an Official Conunittee of Retired Employees in the Commonwealth's Title III cases.
After Act No. 106 became effective, the System Administered Pension Benefits began to be funded
on a pay-as-you-go basis by the participating employers, including the Municipality. The System
Administered Pension Benefits corresponding to former employees of the Municipality are
obligations of the Municipality. Most of the funds used to cover the System Administered Pension
Benefits for other covered employees are required to be paid by the Commonwealth.
As the result of such reform, the Municipality is required to implement the requirements of GASB
Statement No. 73 of the Governmental Standard Board, Accounting and Financial Reporting for
Pensions and Related Assets That Are Not within the Scope of GASB Statement 68, and
Amendments to Certain Provisions of GASB Statements 67 and 68 (GASB 73) during the year
ended June 30, 2018.
The most recent audited financial statements available of the ERS were as of June 30, 2016, where
the ERS was severely underfunded with a pension liability of approximately $3 7 ,699 million and
its fiducuary net position of approximately negative $1,266 million. ERS has not issued its 2017
and 2018 basic financial statements, nor has it provided the Municipality with the required
.inforrnation to fully implement the requirements of GASB 73 as of June 30, 2018. ERS has only
provided the Municipality with its proportionate share of the net pension liability, deferred inflow
of resources and deferred outflow of resources in the statement of net assets as of June 30, 2017.
Therefore, the accompanying governmental activities financial statements have been adjusted to
account for its proportionate share of the net pension liability, deferred inflow of resources and
deferred outflow of resources in the statement of net assets as of June 30, 2017. Also, additional
disclosures required by GASB 73 as well as required supplementary information have been omitted
from these basic financial statements as information has not been provided by ERS.
As mentioned before, the Municipality partially adopted the provisions of GASB No. 73.
Accordingly, the Municipality retroactively recorded a prior-period adjustment of $1,099.6 million
to the net position at the beginning of the fiscal year (Note 16) of its governmental activities to
record its share and allocation of the pension liability, that has been incurred and accumulated from
the inception of the System to June 30, 2018, and the related deferred inflows of resources and
deferred outflows ofresources, amounting to $1,388.9 million, $26.6 million and $315.8 million,
respectively, pursuant to the audited Schedules of Employer Allocations and Schedules of Pension
Amounts by Employer as of and for the years ended June 30, 2016 and 2015, issued by the
Employees Retirement System of the Commonwealth of Puerto Rico on November 2, 2018.
Also, contributions made between the measurement date of the net pension liability and the end of
the Municipality's reporting period were recognized as deferred outflow of resources.
The combined contributions required for the Municipality and its participating employees to ERS
and System 2000 amounted to $57.1 million, $30.9 million and $31.9 million for the fiscal years
ended June 30, 2018, 2017 and 2016, respectively.
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However, the ERS did not provide the information needed by the Municipality to record its
proportionate share and allocation of the net pension liability, deferred inflows of resources and
deferred outflows of resources at June 30, 2018, and the related pension expense for the fiscal year
then ended. In addition, ERS did not provide the required disclosure information or information

needed for inclusion in the required supplementary information. Accordingly, these financial
statements do not contain any adjustments, disclosures or required supplementary information
established by GASB 73 as of and for the fiscal year ended June 30, 2018.
14.

FUND BALANCES
As of June 30, 2018, fund balances of governmental funds are comprised of the following:
Debt
service
fund

General
fund
Nonspcndable:
Long-term loans receivable
Other unrestricted assets
Restricted for:
Operations of federal and state-funded programs;
General government
Education
Health and welfare
Urban affairs
Economic development
Public Safety
Debt service - principal and interests on bonds
Unrestricted (deficit)
Total fund balances

15.

s

~

Capital
projects
fund

~

s

931,448

Other
governmental
funds

s

Total

1,820,589
866,192

1,820,589
1,797,640

3,073;)74
1,278,410

I l,701,107
3,073,974
1,278,410

11,701,107

s

l J,739,739
(207,403,315)
(183,031,021)$

63,993,943
63,993,943

$

96,885,638

7,267,522
34,682
1,966,010

96,885,638

16,307,379

7,267,522
34,682
I 74,585,330
(207,403,315)
$
(5,844,061)

,.

NET INVESTMENT IN CAPITAL ASSETS
The investment in capital assets component of net position, is comprised of the following:
Governmental
activities

16.

Capital assets, net of accumulated depreciation

$ 588,278,747

Outstandingbalance on capital related debt and
debt reclassifications
Total net investmentin capital assets

(311,203,593)
$ 277,075,154

PRIOR-PERIOD ADJUSTMENTS AND RESTATEMENTS
On July 1, 2017 the Municipality restated the net position of its governmental activities to record
the net pension liability and the related deferred inflows and outflows of resources on pensions as
of the beginning of the current fiscal year pursuant to the provisions of GASB No. 73 as discussed
in note 13 to the basic financial statements.

74

Municipality of San Juan
Commonwealth of Puerto Rico
Notes to Basic Financial Statements
Fiscal Year Ended June 30, 2018
The effect as of the beginning of the current fiscal year of the aforementioned adjustments and
restatements in the net position of the governmental activities is as follows:
Governmental
activities
Net position at the beginning of the fiscal year, as previously reported

$

(162,974,359)

Add/(deduct): Prior-period adjustments pursuant to GASB No. 73 partial adoption:
(1,388,898,511)

Net pension liability
Deferred inflows of resources

(26,582,492)

Deferred outflows of resources

315,847,486

Net position as of the beginning of the fiscal year, as restated

17.

$

(1,262,607,876)

RISK MANAGEMENT
The Risk Management Division of the Municipality is responsible of assuring that the
Municipality's property is properly insured. Annually, the Risk Management Division complies
the information of all property owned and its respective fair value. After evaluating this
information, the Risk Management Division acquires all property and casualty insurance policies
for the Municipality. Settled claims have not exceeded commercial coverage in any of the past three
fiscal years.
The Municipality maintains a claims-made policy to provide professional and patient care liability
insurance with liability limits of $300,000 for each medical incident and $2 million for aggregate
incidents. The Municipality also obtained tail insurance coverage for incidents incurred but not
reported prior to October 14, 1990.
The Municipality has a self-insurance claims liability of $614,243, as of June 30, 2018, related to
property and casualty claims associated with a self-insurance program that commenced in fiscal
year 2013. The Municipality discontinued the self-insurance program effective July 1, 2014.

18.

COMMITMENTS
a.

Operating Leases
The Municipality leases real property, buildings, vehicles and equipment under various
operating lease agreements, which generally have terms of one year or less and are
automatically renewed for the same terms. Rental expenditures recorded in the governmental
funds for the fiscal year amounted to approximately $6. 7 million. Management believes that
the summary of the future minimum rental commitments under non-cancelable real property
and equipment lease with terms exceeding one year is not material to the basic financial
statements taken as a whole.
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b.

Other Commitments
At fiscal year-end, the general fund had commitments of approximately $20.3 million for
executory purchases orders or contracts that will be honored during the subsequent year.

19.

CONTINGENCIES
a. Legal Contingencies
The Municipality is a defendant in various legal proceedings pertaining to matters incidental
to the performance of routine governmental operations (including medical malpractice claims
to the Municipality's Department of Health). Under Public Act No. 104 of June 25, 1955, as
amended, persons are authorized to sue the Municipality only for causes of actions set forth in
said Act to a maximum amount of $75,000 or $150,000 if it involves actions for damages to
more than one person or where a single injured party is entitled to several causes of action.
Under certain circumstances, as provided in Public Act No. 9 of November 26, 1975, as
amended, the Municipality may provide its officers and employees with legal representation as
well as assume the payment of any judgment that may be entered against them. There is no
limitation on the payment of such judgments.
In addition, the Municipality is currently a defendant in seven separate legal proceedings from
contractors seeking compensations for damages on alleged breaches of contracts and other
claims. The Municipality, under the advice of its legal counselors, has concluded that in case
of unfavorable outcomes the aggregate maximum probable loss on these seven cases would be
approximately $17.5 million.
With respect to the aforementioned legal proceeding and all other pending and threatened
litigation, the Municipality has reported liabilities of approximately $25.9 million at year-end,
for possible anticipated unfavorable judgments. These amounts were included in the basic
financial statements and represent the amounts estimated as probable liabilities, which may
require future available financial resources for its payment. Management believes that any
unfavorable outcome in relation to pending or threatened litigation would not be significantly
in excess of recorded amounts. The changes in the reserve for claim and judgments for the last
two fiscal years are as follows:
The Municipality, based on the advice of legal counsel, believes that the potential claims not
covered by insurance will not materially affect the financial position, results of operations and
cash flows condition of the Municipality.
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b. Federal Funds Administration
The Municipality administers several federal financial assistance programs funded by the
Federal Government which are subject to financial and compliance audits. The "Reports on
Compliancefor Each Major Program and on Internal Control over Compliance Required by
the Uniform Guidance (2 CFR 200 Subpart F)" for the fiscal year ended June 30, 2018,
disclosed several material instances of noncompliance with applicable laws and regulations and
with internal accounting and administrative controls. If expenditures are disallowed due to
noncompliance with grant programs regulations, the Municipality may be required to reimburse
the grantor. Management believes that the Municipality will be able to comply with the terms
of corrective action plans that may be requested by the federal grantors, and that return of funds,
if any, would be immaterial.
20.

TAX ABATEMENTS
Pursuant to the provisions of GASB Statement No. 77, Tax Abatement Disclosures, a tax abatement
is a reduction in tax revenues that results from an agreement between one or more governments
and an individual or entity in which (a) one or more governments promise to forgo tax revenues to
which they are otherwise entitled and (b) the individual or entity promises to take a specific action
after the agreement has been entered into that contributes to economic development or otherwise
benefits the Municipality or its citizens.
The Municipality has a Tax Incentives Program expiring on June 30, 2030, pursuant to the
provisions of Chapter VI, of the Economic Development Code of San Juan (the "Program"). The
Program aims to encourage the establishment of new businesses and microenterprises, as well as
the rehabilitation of old trade centers, the restoration of damaged properties and buildings and,
therefore, the creation and retention ofjobs in areas of economic backwardness of San Juan.
The Program provides for forty percent (40%) to one hundred percent (100%) tax exemption on
property taxes and municipal license taxes available to qualifying businesses complying with the
following specific terms and conditions, among others:
•

Establishment of a new business in areas of economic backwardness.

•

Creation of five (5) or more full-time jobs in businesses located in areas of economic
backwardness.

•

Investments of $50,000 or more in the rehabilitation or restoration of a building located in an
area of economic backwardness. Commercial activities located outside the areas established
in the Program, can be considered for a tax benefit if they comply one of the following:
a.

The person or business that would receive the exemption undertakes to create and
maintain no Jess than seventy-five (75) new jobs within the Municipality during the
period corresponding to their tax exemption.

b. The person or business that would receive the exemption proposes to build a new
building for industrial or commercial use or to rehabilitate an abandoned building.
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c.

The person or business that would receive the exemption intends to establish facilities
to fully meet the parking needs of its clientele.

d.

These are commercial activities with the ability to attract visitors to the area or
contribute to improving the aesthetics of the area.

The tax exemptions referred to above are applied against the taxpayer's annual tax liabilities related
to property taxes and municipal license taxes. It is required that the Municipality and the taxpayer
enter into an agreement specifying all the conditions of the exemptions. The Municipality currently
has Job Creation Tax Credit agreements with twenty-six (26) San Juan businesses (taxpayers).
During the fiscal year ended June 30, 2018, the amount of property taxes and municipal license
taxes forgone under the Tax Incentives Program amounted to $5,231,654 and $1,633,686,
respectively.
Pursuant to various tax exemption laws, during the fiscal year ended June 30, 2018 the Government
of the Commonwealth Puerto Rico granted several exemptions to businesses operating in the
manufacturing, tourism, scientific development and other industries, which forgone municipal
taxes of San Juan amounting to approximately $62.6 million.

21.

LIQUIDITY AND GOING CONCERN CONSIDERATIONS
Conditions of Puerto Rico Economy
Due to the increasing deterioration of the Island-wide economy during the last two decades, as
reflected in the contraction in various industries, the increasing migration of Puerto Rico residents
to the United States of America, the high unemployment rate, the increasing population living under
poverty standards, and more recently due to the matters referred to above, at June 30, 2018, the
Municipality has suffered significant reductions in its tax revenues, principally in municipal license
taxes and construction excise taxes. The Commonwealth has reduced the level of property tax
subsidies to all municipalities in Puerto Rico. The impact of this reduction in the Municipality for
fiscal year 2018 amounted to approximately $21 million of property taxes revenues reported in the
general fund. In addition, upon the partial adoption of GASB Statement No. 68 as further explained
in note 13, the Municipality recorded a net pension liability amounting to approximately $1.4
billion. Also, the pension contributions required for the Municipality has significantly increased
from $30.9 in 2017 to $57.1 in 2018. These factors ultimately caused the Municipality to report a
negative net position of governmental activities amounting to $1.4 bi11ion at year-end. In addition,
the general fund reported an accumulated deficit of $189.2 million at year-end.
The financial statements have been prepared assuming the Municipality will continue as a going
concern. The Municipality is currently evaluating different alternatives to improve its financial
condition, results of operations and cash flows. Those measures include, among other things, the
implementation of further cost reduction initiatives, the maximization of revenue collections and
the evaluation of any available financing opportunities.
As part of those initiatives, on March 23, 2017, the Municipal Ordinance No. 41, Series 2016-2017,
was approved to amend Article 2.0l(b) of Chapter II of the Economic Development Code of San
Juan in order to establish new municipal license tax rates applicable to businesses in San Juan
(Note 5). Management expects to maximize its municipal license revenues as a result of this
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measure. Other streams of municipal revenues are also expected to be maximized as other areas of
the Economic Development Code of San Juan are reviewed in addition to carry out certain ongoing
projects to maximize the collection of property taxes and construction excise taxes.
The accompanying financial statements do not include any adjustments that might result from the
outcome of this uncertainty.

22.

SUBSEQUENT EVENTS
The Municipality evaluated subsequent events through March 29, 2019 the date on which the basic
financial statements were available to be issued. There are no material subsequent events that would
require adjustments to or disclosures in the accompanying basic financial statements as of and for
the year ended June 30, 2018.
In April 2018, the Municipality submitted a request to FEMA for a federal financial assitance loan
to canyon existing essential functions of the Municipality. In July 2018, FEMA approved federal
financial assistance to the Municipality amounting to $5 million under the Community Disaster
Loans Program ("CDL"), which provides loans with favorable terms and conditions to any eligible
govermnental applicant who demonstrate, among other things, that: (1) suffered a substantial loss
of at least five percent (5%) of its tax revenues as a direct result of a major disaster and (2) has a
need for financial assistance to compensate for the substantial revenue losses that currently, or in
the near future, could limit the capability and power to continue performing its governmental
functions in a normal way while the recovery efforts continue.
This credit facility is available for use for the fiscal year 2019-20. The term of the loan will be five
(5) years and could be extended to ten (10) years at the request of the Municipality, subject to the
approval of FEMA. The interest rate on the loan has been determined by the Secretary of the
Treasury of the United States on the date of the signing of the promissory note. This interest rate is
similar to that used in other obligations of the Treasury of the United States, adjusted to the nearest
1/8 percent. The Municipality issued a promissory note to FEMA and the United States Treasury
and provided an adequate collateral to guarantee the repayment of the loan to be determined by
FEMA.
The loan proceeds shall only be used by the Municipality to cany out its existing governmental
operational functions or to expand its essential functions aimed at meeting disaster-related needs.
The service of principal and interests on the loan might be forgiven by FEMA, totally or partially,
under certain extraordinary circumstances. Any portion of the principal and interests of the loan
not waived shall be paid at a time when the economic recovery has broadened the revenue base in
support of the budget of the Municipality, in accordance with the terms and conditions of the CDL
program agreed with FEMA.
On October 23, 2018, the Commonwealth of Puerto Rico issued the New Fiscal Plan for Puerto
Rico, as certified by the Financial Oversight and Management Board for Puerto Rico. This Plan
outlines a number of general proposed structural reforms and fiscal measures that the management of
the Commonwealth of Puerto Rico has said are designed to provide Puerto Rico with an improved
economic trajectory, .including a restored electricity grid, repaired infrastructure, and a more effective
and efficient public sector. The New Fiscal Plan includes proposed reforms related to (1) human capital
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and welfare, (2) ease of doing business, (3) energy and power regulatory, (4) infrastructure and capital
investment, (5) health care, (6) public pension, and (7) tax compliance and fees enhancement, among
others. The New Fiscal Plan also provides for suggested fiscal measures and certain structural reforms
that may have a direct and material effect on the financial condition, results of operations and cash flows
of the Municipality. The management of the Municipality is currently evaluating the impact, if any, of
all of these fiscal policies to be implemented at the state government level as they are approved and
announced publicly.
On November 29, 2018, substantially all municipal deposits held at GDB amounting to $154.1
million were applied on a dollar-for-dollar basis to the outstanding principal amount of certain
bonds, notes and loans payable of the Municipality of San Juan relative to the type of corresponding
deposit pursuant to the provisions of Article 501 of the GDB Restructuring Act of 2017, as amended
(Note 4). The remaining balances of the municipal bonds, notes and loans payable were certified
by the Puerto Rico Fiscal Agency and Financial Advisory Authority and all future payments of
interest on such bonds, notes and/or loans shall be computed based on such balances (Note 12).
On December 6, 2018 Act No. 253 (Act No. 253) was enacted to temporarily modify the purpose
of the contributions made by the Municipality of San Juan to the Puerto Rico Health Insurance
Administration during the period comprised between July 1, 2018 to September 30, 2019. The
proceeds from those contributions shall be used in the following manner: (1) fifty percent (50%)
will be applied to the Municipality's unpaid contributions to the Employees' Retirement System
(Note 10), and (2) fifty percent (50%) will be reimbursed to the Municipality in cash for general
municipal operating purposes. On February l 1, 2019 a payment of $18.8 million was made to the
Employees' Retirement System on behalf of the Municipality of San Juan pursuant to Act No. 253.

*****
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Municipality of San Juan
Commonwealth of Puerto Rico
Budgetary Comparison Schedule - General Fund
Fiscal Year Ended June 30, 2018
Actual amounts
(Budgetary
basis)
(See Note I)

Budgeted Amounts
Original
Final
REVENUE1,; AND TRANSFERS:
Property taxes
Municipal license taxes
Sales and usage taxes
Cons truction excise taxes
(barges for services:
Medical s ervices
Fines and forfeitures
Licenses and permits
Rent and other charges for s ervioes
Interests on dcpos its
Intergovernmental govermental contributions in lieu of taxes
Miscellaneous revenues:
Sale of property tax receivables with recourse
Charges for use of rights-of-way
Sale of capital assets
Waste rnanagcmcnt and disposal s crviccs
Sales and usage taxes amnesty project
Other miscellaneous revenues
Transfers from other funds
Total revenues and transfers from other funds

l2l,531,86J
!!6,178,099
52,868,998
16,815,743

ID..TENDITURES AND TRANSFl!RS:
Current:
General government
Public safety
Urban affairs
Culture and recreation
Health and welfare
Urban development
Economic development
Education
Debt service:
Principal
Interests
Transfers to other funds
Total expenditures and transfers to other funds

$

J2l,531,86l
l !6,178,099
52,868,998
16,815,743

43,J03,163
6,262,000
3,697,573
10,592,100
5,500,000
10,971,174

43,103,163
6,262,000
3,697,573
10,592,lOO
5,500,000
10,971,174

20,000,000
15,352,90)
15,191,000
8,487,635
500,000
719,000

20,000,000
15,352,901
15,191,000
8,487,635
500,000
719,000

447, 771,247

s

[20,9[4,344
ll0,7l0,409
51,863,230
7,713,180

Variance with
Final Budget Pos itive

~egatiu,}

s

(617,5[7)
(5,4<i7,690)
(l,005, 768)
(9,102,563)

39,2[4,882
7,949,021
1,391,901
6,135,657
228,892
21,731,884

(3,888,281)
1,687,021
(2,305,672)
(4,456,443)
(5,271, 108)
10,760,710

447, 771,247

862,505
7,229,258
375,945,163

(20,000,000)
(15,352,901)
(15,191,000)
(8,487,635)
(500,000)
143,505
7,229,258
(71,826,084)

116,679,639
56,104,983
54,300,360
12,375,163
l 73,288,067
8,340,620
10,320,041
12,762,755

[27,956,689
52,465,279
50,867,470
9,846,065
l 73,073,148
7,286,104
9,882,488
12,794,385

130,794,163
52,072,273
45,969,769
8,717,434
159,236,260
6,750,974
9,165,290
l),086, 764

(2,837,474)
393,006
4,897,701
1,128,631
13,836,888
535,130
717,198
1,707,621

2,548,117
1,051,502

2,548,J 17
1,051,502

447,771,247

447,771,247

4,110,687
2,165,910
8,546,742
438,6[6,266

(1,562,570)
(1,!14,408)
(8,546, 742)
9,154,981

REVENUESAND TRANSFERS FROMOTHER FUNDS
OVER EXPENDITURES AND TRANSFERS TO OTIDR FllNDS

$

s

(62,671,103)

s

(62,671,103)

s

375,945, 163

Exp.anation of Differences:
Soul'ceslitt(lows of'resourC-·es:
Actual amounts (budgetary basis) available for appropriation from the budgetary comparison schedule
Differences - budgetary basis to GA.AP: ·
Non-budgetary revenues recorded during the year
Transfers from other governmental funds are revenues for budgetary purposes
but arc recorded as other financial resources for GA.AP purposes,
'Net changes in othcrassels and deferred inflows of resources:
Tax, intergovernmental and other receivab les
Deferred inflows of resources
Total revenues as reported on the statement of revenues, expenditures, and changes in fund balances
U<iies-lnutflo ws nfresource.f:
Actual amounts (budgetary basis) "total charges to appropriations" from the budgetary comparison schedule
Differences - budgetary basis to GAAP:
Prior year encumbrances recorded HS current year expenditures for GA.AP bas is
Current yc:ar encumbrances recorded as expenditures for budgetary purposes
Non-budgetary expenditures recorded during curren t year
Transfers to other govcrmrx;ntal funds arc expenditures for budgetary purposes
but are recorded as other financial us es for GA.AP purposes
Net changes other assets and Liabilities;
Other unrestrict
ed assets.
Accounts payabk, intorgovcmmental payables and accrued liabilities
Total ezpenditures and special items as reported on the statement of revenues, expenditures, and changes in fund balances
See a,.:companyingnotes to budgetary comparison schedule - genera/fund
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24,446,667
(7,229,258)
7J,235
2,193,177
$==3=9=5=,4=26
..,.,,984==

$

438,616,266
15,266,715
(20,289,820)
45,638,714
(8,54<i, 742)
( l,372,226)
15 822,708

$===4..85=,1=3='5
==61=5=

Municipality of San Juan
Commonwealth of Puerto Rico
Notes to the Budgetary Comparison Schedule - General Fund
Fiscal Year Ended June 30, 2018
1.

STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY
a. Budgetary Control
The Municipality prepares its annual budget for all of its operations and activities. Such legally
adopted budget is based on expected expenditures by the program and estimated resources by
source. The annual budgets are developed using elements of performance-based program
budgeting and zero-based budgeting and include estimates of revenues and other resources for
the ensuing fiscal year under laws and regulations existing at the time the budgets are prepared.
The Mayor must submit, for the fiscal year commencing on the next July 1, an annual budgetary
resolution project (the "Project") to the Commissioner of Municipal Affairs of the
Commonwealth (the "Commissioner") and the Municipal Legislature no later than May 10 and
May 15, respectively. The Commissioner preliminarily verifies that the Project complies with
all the applicable laws and regulations and may provide comments and suggestions to the
Mayor on or before June 13.
The Municipal Legislature has 10 business days, but not later than June 13, to discuss and
approve the Project with modifications. The Municipal Legislature may amend the budgets
submitted by the Mayor but may not increase any items so far to cause a deficit without
imposing taxes or identifying other sources of revenue to cover such deficit. After the
Municipal Legislature modifies and preliminarily approves the Project, the modified Project is
sent back to the Mayor for his approval or rejection within 6 days. The Mayor may decrease or
eliminate any line item but may not increase or insert any new line item in the budgets. The
Mayor may also veto the budgets in their entirety and return it to the Municipal Legislature
with his objections. If the Mayor rejects the Project, the Municipal Legislature will have up to
8 days to adopt or reject the recommendations or objections of the Mayor. The approved Project
is sent again to the Mayor, which then would have 3 days to sign and approve it.
If the budgets are not adopted prior to the end of the deadlines referred to above, the annual
budgets for the preceding fiscal year, as approved by the Legislature and the Mayor, are
automatically renewed for the ensuing fiscal year until the Municipal Legislature and the
Mayor approve new budgets. This permits the Municipality to continue doing payments for its
operations and other purposes until the new budgets are approved.
The annual budget may be updated for any estimate revisions as well as fiscal year-end
encumbrances and may include any additional information requested by the Municipal
Legislature. The Mayor may request subsequent amendments to the approved budgets, which
are subject to the approval of the Municipal Legislature.
The Municipality's Department of Finance and the Office of Management and Budget have the
responsibility to ensure that budgetary spending control is maintained. For day-to-day
management control purposes, expenditures plus encumbrances may not exceed budgeted
amounts at the expenditure-type level of each cost center (activity within a program within a
fund). The Mayor may transfer unencumbered appropriations within programs and among
funds. The Municipal Legislature may transfer amounts among programs within and among
funds.
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The legal level of budgetary control (i.e., the level at which expenditures may not legally
exceed appropriations) is at the functions/program level (general government, public safety,
urban affairs, culture and recreation, health and welfare, urban development, economic
development, education, and capital outlays) within the general fund.

Under the laws and regulations of the Commonwealth, 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.
b. Budgetary Accounting
The Municipality's annual budget is prepared using the budgetary (statutory) basis of
accounting, which is not in accordance with GAAP. According to the budgetary basis of
accounting, revenue is generally recorded when cash is received, except in the case of
municipal license taxes collected prior to June 30 but pertaining to the next fiscal year are
recorded as revenue in the following budget year. Borrowings may be used to finance
budgetary excess of expenditures over revenues.
The Municipality uses encumbrance accounting to record the full amount of purchase orders,
contracts and other commitments of appropriated resources as deductions from the
appropriation prior to actual expenditure. In the governmental funds, encumbrance accounting
is a significant aspect of budgetary control. Accordingly, expenditures are generally recorded
when the related expenditure is incurred or encumbered. Available appropriations and
encumbrances are established to lapse one fiscal year after the end of the fiscal year. Amounts
required to settle claims and judgments against the Municipality, and certain other liabilities,
are not recognized until they are encumbered or otherwise processed for payment.
Unencumbered appropriations and encumbrances lapse at fiscal year-end. Other
appropriations, mainly capital projects appropriations, are continuing accounts for which the
Municipal Legislature has authorized that an unspent balance from the prior year be carried
forward and made available for current spending.
The accompanying supplemental budgetary comparison schedule - general fund provides
information about the general fund's original budget, its amendments, and the actual results of
operations of the general fund under the budgetary basis of accounting for the ensuing fiscal
year.
At June 30, 2018, the Municipality has outstanding encumbrances m the general fund
amounting to $20.3 million.

*****
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Municipality of San Juan
Commonwealth of Puerto Rico
Other Governmental Funds Descriptions
Fiscal Year Ended June 30, 2018
Special Revenue Funds are established to account for and report the proceeds of specific revenue sources
that are restricted or committed to expenditure for specific purposes other than debt services and capital
projects.

Departmentof Justice Fund- These funds account for and report federal financial resources restricted to
expenditures for various homeland security and criminal justice programs.
Departmentof LaborFund- These funds account for and report federal financial resources restricted to
expenditures related with the Workforce Investment Act ("WIA'').
Health and Human Services Fund - These funds account for and report federal financial resources
restricted to expenditures for various health services programs, including but not limited to, Community
Services Block Grants, Ryan White Act and Head Start programs.
Housing and UrbanDevelopment Fund-These funds account for and report federal financial resources
restricted to expenditures for various housing and urban development, rehabilitation and assistance
programs.
IndependentCapital Fund - This fund account for and report federal financial resources restricted to
expenditures for a revolving loan program to small private business for the development of economic and
commercial activity within the limits of San Juan.
Miscellaneous Special Revenue Fund - These funds account for and report miscellaneous financial
resources restricted or committed to expenditures by the Municipality and subsidized in part by Local, State
and Federal resources as well as miscellaneous sources.
RetirementCommunity Fund - This fund accounts for and reports the financial position and operation
of Comunidad de Retiro. The Comunidad de Retiro Fund is included as part of other governmental funds
and accounts for the financial position and operation of Comunidad de Retiro (the Project). The
Municipality formed the Project for the purpose of operating a 356-unit housing project for the elderly
and/or handicapped. The Project is operated under Section 231 of the National Housing Act, as amended,
and regulated by the U.S. Department of Housing and Urban Development as to rent charges and operating
methods. Legal title of the Project is held by the Municipality. Separate financial statements of this
individual fund can be obtained from the Project's administrative office:
Condominio Centro de Altarnira
Paseo 501 Street, Suite 210
Urbanizaci6n Altamira
San Juan, Puerto Rico 00920
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STATISTICAL SECTION
(UNAUDITED)

Municipality of San Juan
Commonwealth of Puerto Rico
Statistical Section (Unaudited)
Fiscal Year Ended June 30, 2018
STATISTICAL SECTION

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

These schedules contain trend information to help the reader
understand how the Municipality's financial performance and wellbeing have changed over time.

91-96

REVENUE CAPACITY (UNAUDITED)

These schedules contain information to help the reader assess the
Municipality's most significant local revenue sources, the property tax
and municipal license tax. .

97-102

DEBT CAPACITY (UNAUDITED)

These schedules present information to help the reader assess the
affordability of the Municipality's current levels of outstanding debt
and the Municipality's ability to issue additional debt in the future.

103-105

DEMOGRAPHIC AND ECONOMIC INFORMATION (UNAUDITED)

These schedules offer demographic and economic indicators to help
the reader understand the environment within the Municipality's
financial activities take place.

106-107

OPERATING INFORMATION (UNAUDITED)

These schedules contain service and infrastructure data to help the
reader understand how the information in the Municipality's financial
report relates to the services the government provides and the
activities it performs.
Source: Unless otherwise noted, the information in these schedules is derived from the
comprehensive annual financial reports and/or the basic financial statements for the
relevant fiscal year. Certain items were reclassified to conform to the current year
presentation.
Note: The Jaws and regulations of the Commonwealth of Puerto Rico establish strict
confidentiality requirements about taxpayer's and employer's information. Accordingly,
this statistical section does not include information about the ten principal taxpayers of
property taxes and municipal taxes, and information about principal private employers.
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Municipality of San Juan
Commonwealth of Puerto Rico
Property Tax Levies and Collections (Unaudited)
Last Ten Fiscal Years

Fiscal Year
2018,
2017,
2016,
20151
20141
2013
2012
2011
2010
2009

Tax Levied for the
Fiscal Year
$

263,214,542
263,214,542
263,214,542
263,214,542
263 ,214,542
263,214,542
299,362,852
262, 744,836
239,352,137
223,035,646

Collected within the Fiscal Year of
the Levy
Percentage of
Amount
Lev
$

159,769,657
159,769,657
159,769,657
159,769,657
159,769,657
159,769,657
201,376,960
176,744,509
160,241,499
147,854,065

60.70%
60.70%
60.70%
60.70%
60.70%
60.70%
67.27%
67.27%
66.95%
66.29%

Total Collections to Date

Collections in
Subsequent
Year
$ 64,184,727
64,184,727
64,184,727
64,184,727
64,184,727
64,184,727
55,076,419
48,339,281
60,692,233
48,460,848

Amount

s

223,954,384
223,954,384
223,954,384
223,954,384
223,954,384
223,954,384
256,453,379
225,083, 790
220,933,732
196,314,913

Percentage of
Levy
85.08%
85.08%
85.08%
85.08%
85.08%
85.08%
85.67%
85.67%
92.30%
88.02%

Source: Municipal Revenue Collection Center through 2013.
Note 1: The unaudited figures for 2014 through 2018 disclosed above were estimated since actual
information was not readily available and could not be obtained from the Municipal Revenue Collection
Center.
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Municipality of San Juan
Commonwealth of Puerto Rico
Assessed Value of Taxable Property (Unaudited)
Last Ten Fiscal Years
Fiscal
Year
2018
2017
2016
2015
2014
2013
20121
20111
20101
2009

Gross
Valuation
$

26,627,930,000 $
26,627,930,000
26,627,930,000
26,627,930,000
26,627,930,000
29,317,201,784
28,880,260,000
28,746,074,327
27,698,472,939
4,205, 118,698

Exonerated
Value

Exempted
Value
3,407, 150,005 $
3,407, 150,005
3,407,150,005
3,407, 150,005
3,407, 150,005
3,407, 150,005
2,776,204,488
2,763,305,474
2,419,715,471
453,199,976

8,889,249,422
8,889,249,422
8,889,249,422
8,889,249,422
8,889,249,422
8,889,249,422
8,814,054,942
8,773,102,406
8,773,878,912
875, 713,532

Net Assessed
Value

s

14,331,530,573
14,331,530,573
14,33 l ,530,573
14,331,530,573
14,331,530,573
17,020,802,357
17,290,000,570
17,209,666,447
16,504,878,556
2,876,205,190

Tax Effective
Rate
8.15%
8.15%
8.15%
8.l5%
8.15%
8.15%
8.15%
8.15%
7.01%
7.75%

Source: Municipal Revenue Collection Center through 2014.
Note: The actual value of taxable property tax has not been reported since the current property tax law
imposes the tax based on the assessed value at 1957 market prices.
Note 1: On July 10, 2009, the Legislature of the Commonwealth of Puerto Rico approved Law No. 37 for
the purpose of, among others, increasing the real property assessed value by ten times and increasing the
exempt portion ofreal property tax from the first $15,000 of the assessed value to $150,000. These provisions
are effective only for fiscal years 2010, 2011 and 2012.
Note 2: The unaudited figures for 2015 through 2018 disclosed above were estimated since actual
information was not readily available and could not be obtained from the Municipal Revenue Collection
Center.
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Municipality of San Juan
Commonwealth of Puerto Rico
Property Tax Rates (Unaudited)
Last Ten Fiscal Years

Fiscal
Year

General
Purposes

2018
2017
2016
2015
2014
2013
2012
2011
2010
2009

6.00%
6.00%
6.00%
6.00%
6.00%
6.00%
6.00%
6.00%
6.00%
6.00%

Fiscal
Year
2018
2017
2016
2015
2014
2013
2012
2011
2010
2009

General
Purposes
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%
4.00%

Real Property
Government
Debt
of Puerto Rico
Services
3.50%
3.50%
3.50%
3.50%
3.50%
3.50%
2.00%
2.00%
2.00%
2.00%

1.03%
1.03%
1.03%
1.03%
1.03%
1.03%
1.03%
1.03%
1.03%
1.03%

Personal Property
Government
Debt
Services
of Puerto Rico
3.50%
3.50%
3.50%
3.50%
3.50%
3.50%
2.00%
2.00%
2.00%
2.00%

Source: Finance Department of the Municipality of San Juan.
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1.03%
1.03%
1.03%
1.03%
1.03%
1.03%
1.03%
1.03%
1.03%
1.03%

Total
10.53%
10.53%
10.53%
10.53%
10.53%
10.53%
9.03%
9.03%
9.03%
9.03%

Total
8.53%
8.53%
8.53%
8.53%
8.53%
8.53%
7.03%
7.03%
7.03%
7.03%

Municipality of San Juan
Commonwealth of Puerto Rico
Municipal Licenses Tax Filers by Income Level (Unaudited)
Last Ten Fiscal Years

Income
(In thousands)
$5 - $1,000
$1,000 - $100,000
Over $100,000

Income
(In thousands)
$5 - $1,000
$1,000 - $100,000
Over $100,000

Income
(In thousands)
$5 - $1,000
$1,000 - $100,000
Over $100,000

Income
(In thousands)
$5 - $1,000
$1,000 - $100,000
Over $100,000

Income
(In thousands)
$5 - $1,000
$1,000 - $100,000
Over $100,000

Number
of Filers
21,919
2,382
29
24,330

Number
of Filers
23,455
2,390
22
25,867

Number
of Filers
23,042
2,422
29
25,493

Number
of Filers
22,309
2,522
34
24,865

Number
of Filers
22,180
2,425
25
24,630

2018
Percentage
of Total
90.09%
9.79%
0.12%
100.00%

2017
Percentage
of Total
90.68%
9.24%
0.08%
100.00%

2016
Percentage
of Total
90.39%
9.50%
0.11%
100.00%

2015
Percentage
of Total
89.72%
10.14%
0.14%
100.00%

2014
Percentage
of Total
90.05%
9.85%
0.10%
100.00%

Total Income
(In thousands)
$

$

3,486,322
11,996,560
5,517,419
21,000,301

Total Income
(In thousands)
$

$

3,649,298
12,030,475
3,865,476
19,545,249

Total Income
(In thousands)
3,621,874
$

$

12,281,331
5,728,496
21,631,701

Total Income
(In thousands)
$
3,528,570

$

14,541,178
7,901,534
25,971,282

Total Income
(In thousands)
$

$

3,510,154
13,034,891
5,323,937
21,868,982

Percentage
of Total
16.60%
57.13%
26.27%
100.00%

Percentage
of Total
18.67%
61.55%
19.78%
100.00%

Percentage
of Total
16.75%
56.77%
26.48%
100.00%

Percentage
of Total
13.59%
55.99%
30.42%
100.00%

Percentage
of Total
16.05%
59.60%
24.35%
100.00%
(Continued)
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Municipality of San Juan
Commonwealth of Puerto Rico
Municipal Licenses Tax Filers by Income Level (Unaudited)
Last Ten Fiscal Years

Income
(In thous ands)
$5 - $1,000
$1,000 - $100,000
Over $100,000

Number
of Filers
22,890
2,413
23
25,326

2013
Percentage
of Total
90.38%
9.53%
0.09%
100.00%

Total Income
(In thousands)
$
3,555,701
13,578,014
3,912,912
$ 21,046,627

Percentage
of Total
16.89%
64.52%
18.59%
100.00%

Income
(In thousands)
$5 - $1,000
$1,000 - $100,000
Over $100,000

Number
of Filers
22,869
2,342
21
25,232

2012
Percentage
of Total
90.64%
9.28%
0.08%
100.00%

Total Income
(In thousands)
$
3,477,811
13,335,280
3,821,924
$ 20,635,015

Percentage
of Total
16.85%
64.62%
18.53%
100.00%

Income
(In thousands)
$5 - $1,000
$1,000 - $100,000
Over $100,000

Number
of Filers
22,766
2,324
18
25,108

2011
Percentage
of Total
90.67%
9.26%
0.07%
100.00%

Total Income
(In thousands)
$
3,525,611
13,959,370
3,114,563
$
20,599,544

Percentage
of Total
17.11%
67.77%
15.12%
100.00%

Income
(In thous ands)
$5 - $1,000
$1,000 - $100,000
Over $100,000

Number
of Filers
20,422
2,198
29
22,649

2010
Percentage
of Total
90.17%
9.70%
0.13%
100.00%

Total Income
(In thousands)
$
3,458,912
13,264,438
6,777,072
$ 23,500,422

Percentage
of Total
14.72%
56.44%
28.84%
100.00%

Income
(In thousands)
$5 - $1,000
$1,000 - $100,000
Over $100,000

Number
of Filers
20,422
2,198
29
22,649

2009
Percentage
of Total
90.17%
9.70%
0.13%
100.00%

Total Income
(In tho us ands)
$
3,458,912
13,264,438
6,777,072
$
23,500,422

Percentage
of Total
14.72%
56.44%
28.84%
100.00%

(Concluded)
Source: Finance Department of the Municipality of San Juan.
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Municipality of San Juan
Commonwealth of Puerto Rico
Municipal Licenses T(l,X, Rates (Unaudited)
Last Ten Fiscal Years

Fiscal Year

2018
2017
2016
2015
2014
2013
2012
2011
2010
2009

Non-Financial Businesses
under$1
$1 million and 1987 Special
Law
million
over

Financial Businesses
1987 Special
All
Law
1.50%
1.50%
1.50%
1.50%
1.50%
1.50%
1.50%
1.50%
1.50%
1.50%

1.00%
1.00%
1.00%
1.00%
1.00%
1.00%
1.00%
1.00%
1.00%
1.00%

0.20%
0.20%
0.20%
0.20%
0.20%
0.20%
0.20%
0.20%
0.20%
0.20%

Source: Finance Department of the Municipality of San Juan.
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0.50%
0.50%
0.50%
0.50%
0.50%
0.50%
0.50%
0.50%
0.50%
0.50%

0.30%
0.30%
0.30%
0.30%
0.30%
0.30%
0.30%
0.30%
0.30%
0.30%
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Municipality of San Juan
Commonwealth of Puerto Rico
Demographic and Economic Statistics (Unaudited)
Last Ten Fiscal Years
Personal

Fiscal
Year

Population1

2018
2017
2016
2015.
2014.
2013
2012
2011
2010
2009

337,288
349,987
357,130
364,622
369,938
395,326
389,714
395,326
427,789
428,765

Note:

Income

$

6,088,048,400
6,317,265,350
6,877,252,410
6,465,4 77 ,304
6,465, 776,364
6,883,811,638
6,352,338,200
6,337,471,106
13,424,013,893
12,458,000, 705

Per
Capital

$

18,050
18,050
19,257
17,732
17,478
17,413
16,300
16,031
31,380
29,056

Inflation

EmploymenL

Rate,

1.40%
l.40%
1.60%
0.90%
0.90%
0.90%
1.30%
1.80%
2.00%
8.00%

136,500
131,661
138,300
138,700
126,000
126,700
135,600
134,900
139,900
150,000

6.00%
5.70%
6.80%
7.70%
9.90%
9.10%
l l.00%
11.70%
11.90%
9.60%

1. Federal Census Bureau and Puerto Rico Planning Board.
2. Government Development Bank of Puerto Rico.
3. Department ofLabor and Human Resources of Commonwealth.
4. lnformation for 2014 and 2015 was estimated.

2018 PopulationDensity
Population
Per Square
Square
Mile
Miles
47.8
7,056

106

Unemployment

Rate,

Municipality of San Juan
Commonwealth of Puerto Rico
Construction and Bank Deposits (Unaudited)
Last Ten Fiscal Years
Commercial Construction
Calendar
year
2018
20173
2016
2015
2014
2013
2012
2011
2010
2009
Notes:

Value in
(thousands

Square
feet of site
approved,
1,521,199
5,746,758
5,746,758
2,664,594
2,093,196
6,733,092
2,916,665
594,548
435,135
214,812

of dollars)
$

Bank Deposits,

Residential Construction
Square
feet of site
approved.

41,522
441,246
441,246
121,015
181,810
172,591
320,833
65,400
51,736
14,608

594,448
286,125
286,125
676,884
422,387
2,360,150
1,641,086
726,649
625,596
1,013,914

Value in
(thousands

Value in
(thousands
of dollars)
$

19,838
45,428
45,428
43,396
22,223
27,106
98,465
43,599
37,536
60,525

of dollars)
$

31,104,682
27,806,243
25,293,439
26,627,488
25,635,425
29,645,189
30,454,358
29,818,727
32,599,395
43,306,458

1. Office of Permits of the Municipality of San Juan.
2. Commissioner of Financial Institutions.
3. The figures for 2017 disclosed above were estimated since actual information was not
readily available except for Bank Deposits.
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REQUIRED SUPPLEMENTARY

INFORMATION

Municipality of San Juan
(Commonwealth of Puerto Rico)
Schedule of Expendituresof Federal Awards
For the Fiscal Year Ended June 30, 2018
Federal
CFDA
Number

Pass-Th rough DI tity
Identifying Number

National School Lunch Program (NSLP)

I 0.555

660-42-7034

Child and Adult Care Food Program (CACFP)

l 0.558

CCC-047

Federal Gran tor/Pass-Through
Department

Gran tor/Program or Cluster Title

Total Federal
Expenditures

Pass-Through to
Subrecipients

of Agriculture

Pass-through from Commonwealth of Puerto Rico Department of Education

s

1,461,284
1,827,713

Total Department of Agriculture

Department

366,429

of Housing and Urban Development

Direct programs
Community Development Block Granls!Entillemenl

Grants (Note 4)

14.218

406,979

6,397,010

Emergency Solution Grant Program

14.23!

515,804

Supportive Housing Program

14.235

931,751

Shelter Plus Care

14.238

678,447

14.239

1 ,549,001

Home Investment

Partnerships Program

Housing Opportunities for Persons with ATDS

14.241

2,354,136

6,ll0,342

Section 8 Project Based Cluster:
Section 8 New Construction and Substantial Rehabilitation

14.182

Section 8 Housing Assistance Payments Program

14.195

Secti~n 8 Moderate Rehabilitation Single Room Occupancy

14.249

837,087

Lower Income Housing Assistance Program-Section 8
Moderate Rehabilitation

1056

3,364,552

Section 8 Housing Choice Vouchers

14.871

21,234,203

Family Self Sufficiency Program

14.896

25,164

Pass-through from Commonwealth of Puerto Rico Families and Child Adm inistration

Em er gen cy Solution Grant Program

14.231

20 l 7-E-l 6-DC-720001,
2017-E-l 3,
DC-72-001

14.241

PRH15F999

14.256

2012-000176-A

635,201

Pass-through from Com m onwealth of Puerto Rico/Departm ent of Health
Housing Opportunities for Persons with AIDS

1,433,555

2,081 ,809

Pass-through from Com monwealth of Puerto Rico Municipal Ajfai,,·Office
Neighborhood Stabilization Program (Recovery Act Funded)

Total Department

7,237

4, 194,670

of Housing and Urban Development

44,367,608

(continued)
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Municipality of San Juan
(Commonwealth of Puerto Rico)
Schedule of Expendituresof Federal Awards
For the Fiscal Year Ended June 30, 2018
Federal
CFDA

Number

Federal Gran tor/Pass-Th rough Gran tor/Program or Cluster 1i tie

Pass-Through Entity
Identifying Number

Pass-Th rough to

Subrecipients

Total Fe de ral
Expenditures

Department of Justice
Direct programs

16.000
16.729
16.710

U.S. Marshall Services-PR Fugitive Task Force
Drug Free Communities Support Program Grants
Public Safety Partnership and Community Policing Grants

17,033
625,760
49,307

Pass-through from Commonwealthof Puerto Rico Deportment of Justice

16.575

Crime Viet im Assistance

20 I 4-VA-GX-0024-02,
20 I 5-VA-GX-003 9

Total Department of Justice

224,572
916,672

Department of Labor
Direct programs
17.245

Trade Adjustment Assistance

261,633

Pass-through from Commonwealth of Puerto Rico Righi to Employment
Adm intstration
WorkforceIn vestm ents A ct Cluster
17.258
!7.259
17.278

WIA/WIOA -- Adult Program
WLA/WIOA-- Youth Activities
WIA/WIOA -- Dislocated Workers Formula Grants
WJOA-Egrant-Grant

for Dislocated Workers

17.277

2017 -00003 4 AB
2018-000058
2017-000059 A
2018-0000078A

Total Department of Labor
Department

1,166,393
1,275,551
1.378,517
156,474
4,238,568

of Tronsportati on

Direct program s
232. 786

20.507

Federal Transit-Formula Grants
Pass-through from Commonwealth of Pue,10 Rico Traffic Safety Comm tssion
Alcohol Impaired Driving Countermeasures

20,60!

Incentive Grants I

20! 7-000007

Total Department of Transportation

13,152
245,938

Departm ent of Fducation
Direct progmm"
Student Financial Assistance Cius/er:
lJeparlm ent of Education
Federal Supplemental

84.007
84,033
84.038
84.063
84.268

Educational Opportuoity Grants (FSEOG)

Federal Work-Study Program (F\VS)
Federal Perkins Loans (FPL) - Federal Capital Contributions
Federal Pell Grant Program (PELL)
Federal Direct Student Loans (Direct Loan)

55,039
67,875
5,894,982

Teacher Education Assistance for College and Higher Education

84.379

Grants (TEACH Grants)
Postsecondary Education Scholarships for Veteran's Dependents (Iraq

84.408

and Afghanistan Service Grant (IASG))

De.partmenl of Health and Human Services
93.264

Nurse Faculty Loan Program (NFLP)
Health Professions Student Loan, including Primary Care Loans

93.342
93.364

and Loans for Disadvantaged Students (HPSLIPCLILDS)
Nursing Student Loans (NSL)
Scholarsh ips far Health Professions Students From Disadvantaged

93.925
84.042
84.UNKNOWN 2017,AF0-162

Backgrounds· Scholarships for Disabvantegd Students (SDSJ
T RJ O Student Support Services
English Learning Center

Total Department of Mu cation

338.810
],095
6,357,801
(continued)
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Municipality of San Juan
(Commonwealth of Puerto Rico)
Schedule of Expendituresof FederalAwards
For the Fiscal Year Ended June 30, 2018
Federal
CIDA
Number

Federal Gran tor/Pass-Through Grantur/Program or Cluster Title
Department of Health and Human Services
Direct programs
Head Start
HIV Emergency Relief Project Grants (Ryan White HIV/AIDS Program Part A)
Consolidated Health Centers

Pass-Through
Ditity Identifying
Number

93.600
93.914
93.224

Pass-Through to
Subrecipients

5,673,215

Total Federal
Expenditures

27,728,222
11,053,081
722,515

Pass-through from Commonwealth of Puerto Rico Govemo,'s Office
Special Programs for the Aging-Title Ill, Part C-Nutrition Services

93.045

TIT lll-E

Pass-through/mm Commonwealth of Puerto Rico Families and
Child Administration
Community Services Block Grant

93.569

2015-G-15BIPR-A

Pass-throughfrom Harvard College
Child Health and Human Development Extramural Research

93.865

HHSN261200800001E

866,275

Pass-through from Commonwealth of Puerto Rico Department of Education
HIV Demonstration, Research, Public and Educational Projects

93.941

2014-DS0668

134,518

Pass-through from National Health lnstitule-WESTAT
National Health Promotion
Total Department of Health and Human Services

93.990

608,839

4,010,640

HHSN275201300003C
5,673,215

Corporation for National and Community Service
Direct programs
Retired and Senior Volunteer Program
Foster Grandparent Program

59,910
320,33 l

94.002
94.011

Pass-throughfrom Commonwealth of P11e110 Rico Department ofHeal!h
AmeriCorps
Total Corporation for National and Community Service

94.006

114

65,299
45,189,389

14AC161388

351
380,592
(continued)

Municipality of San Juan
(Commonwealth of Puerto Rico)
Schedule of Expenditures of Federal Awards
For the Fiscal Year Ended June 30, 2018

Federal GrantorlPass-Through Gran tor/Program or Cluster Title
Institute of Museum and Library Services
Grants to States

Federal
CFDA
Number

45.310

Pass-Through Fntity
Identifying Number

LSf A-2016-2017-BEOO!
andBE002

Pass-Through to
Subrccipicnts

Total Federal
Expenditures

10,763

10,763

Total Institute of Museum and Library Services
Department of Homeland Security
Pass-through from Commonwealth of Puerto Rico Governor's Office
Disaster Grants - Public Assistance (Presidentially Declared Disasters)
Puerto Rico Hurricane Irma
Puerto Rico Hurricane Maria

97.036
DR-4336
DR-4339

3,050,913
23,533,423

Pass-through Ji-om Commonwealth of Pue,10 Rico Govemur~·Office
Hom eland Security Grant Program

97.067

EMW-20 l 5-SS.-00036-SO

378,253
26,962,589

Total Department of Homeland Security

$ ===9,~86=7=,8=8=5= $130,497,633
(Concluded)

Total expenditures of federal awards

* * *
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Municipality of San Juan
(Commonwealth of Puerto Rico)
Notes to Schedule of Expenditures of Federal Awards
For the Fiscal Year Ended June 30, 2018
1.

BASIS OF PRESENTATION
The accompanying Schedule of Expenditures of Federal Awards (the "Schedule") includes the
federal award activity of the Municipality of San Juan (the "Municipality") under programs of the
federal government for the year ended June 30, 2018. The information in the Schedule is presented
in accordance with the requirements of Title 2 U.S. Code of Federal Regulations Part 200, Uniform

Administrative Requirements, Cost Principles, and Audit Requirements for Federal Awards
("Unifonn Guidance"). Because the Schedule presents only a selected portion of the operations of
the Municipality, it is not intended to and does not present the financial position and changes in net
assets of the Municipality.

2.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
Expenditures reported on the Schedule are reported on the modified accrual basis of accounting.
Such expenditures are recognized following the cost principles contained in the Uniform Guidance,
wherein certain types of expenditures are not allowable or are limited as to reimbursement.
Expenditures related to Disaster Grants - Public Assistance (CFDA 97-036) are recognized when
incurred and approved by the granting agency.
The Municipality has elected not to use the 10-percent de minimis indirect cost rate allowed under
the Uniform Guidance.

3.

SUBRECIPIENTS
During fiscal year 2017-2018, the Municipality disbursed $9,867 ,885 to sub-recipients for
healthcare, public service, and housing and other community-based services. The Municipality's
federal financial assistance programs were:
CFDANo.

Federal Program
Community Development Block Grants I Entitlement Grants
Housing Opportunities for Persons with AIDS
HIV Emergency Relief Project Grants
Total

4.

14.218
14.241
93.914

Disbursements
$

406,979
3,787,691
5,673,215

$

9,867,885

LOAN AGREEMENTS
a) The Municipality entered into a loan agreement with the US Department of Housing and Urban
Development under a Variable Rate Note Guarantee pursuant to Section ] 08 of the Housing
and Community Development Act of 1974, as amended. The note was issued to finance the
future acquisition and construction of major capital facilities and allows borrowings up to a
maximum of $72.5 million. The borrowings have an outstanding balance of approximately
$28.5 million at June 30, 2018 and is payable in annual installments ranging from $4.4 to $6.3
million, mature at various dates through July 2022 and bear interest at 0.2% over 90-day LIBOR
(1.33% at June 30, 2018). This loan agreement will be repaid from future grant awards received
from the Community Development Block Grants ("CDBG") program. During the audit period,
the Municipality paid $4.8 million in principal and $600 thousand in interests charged to CFDA
14.218- Community Development Block Grant.
116

Municipality of San Juan
(Commonwealth of Puerto Rico)
Notes to Schedule of Expenditures of Federal Awards
For the Fiscal Year Ended June 30, 2018
b) The Municipality entered into a mortgage loan payable with an original amount of $7 million
to the government of the United States of America bears interest at 8.5% and is secured by the
Federal Housing Administration and by a first mortgage on rental property. Principal and
interest are payable from the proceeds of the rent collected from the tenants. The Federal
government provides housing assistance payments to qualified tenants to subsidize most of the
monthly rent. This housing project is administered by a private entity. As of June 30, 2018, the
outstanding balance and accrued interest were $440,945 and $112,567, respectively. Payments
made during the audit period amounted $616 thousand in principal and $65 thousand in
interests. Those payments were charged to CFDA 14.218- Community Development Block
Grant.

*****
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Municipality of San Juan
(Commonwealth of Puerto Rico)
P HA Number RQ006
Housing Financial Data Schedule
June 30, 2018
14.249 Section 8
Moderate
Rehahlitafien
Single Room
Occupmcr
111 Cash - Unrestricted

$

14.856 Lower Income
Housing Assistance
Program-Section 8
Moderate
Rehal:ilitation

14.871
Housing Choice
Vouchers

s

$

Total
$

l 12 Cash - Restricted - Modernization and Development
113 Cash - Other Restricted
114 Cash· Tenant Security Deposits
115 Cash · Restricted for Payment of Current Liabilities
100 Total Cash

1,507,062

831,648

1,564,019

3,902,729

1,507,062

831,648

1,564,019

3,902,729

455,499

234,196

689,695

455,499

234,196

689,695

1,287,147

1,798,215

4,592,424

121 Accounts Receivable - PHA Projects
122 Accounts Receivable - HUD Other Projects
124 Accounts Receivable - Other Government
125 Accounts Receivable - Miscellaneous
126 Accounts Receivable - Tenants
126.1 Allowance for Doubtful Accounts -Tenants
126.2 Allowance for Doubtful Accounts - Other
127 Notes, Loans, & Mortgages Receivable - Current
128 Fraud Recovery
128.1 Allowance for Doubtful Accounts -Fraud
129 Accrued Interest Receivable
120 Total Receivables, Net of Allowances for Doubtful Accounts
131 Investments · Unrestricted
132 Investments - Restricted
135 Investments -Restricted for Payment of Current Liability
142 Prepaid B,penses and Other Assets
143 Inventories
143. l Allowance for Obsolete Inventories
144 Inter ProgramDue From
145 Assets Held for Sale
150 Total Current Assets

1,507,062

161 Land
J 62 Buildings
163 Furniture, Equipment & Machinery - Dwellings
164 Furniture, Equipment & Machinery -Administration
165 Leasehold Improvements
166 Accumulated Depreciation
167 Construction in Progress
( continued)
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Municipality of San Juan
(Commonwealth of Puerto Rico)
PHA Number RQ006
Housing Financial Data Schedule
June 30, 2018
14.249 Section 8
Moderate
Rehabilitation
Single Room

14.856 Lower Income
Housing Assistance
Program-Section 8
Moderate
Rehabilitation

14.871
Housing
Choice
Vouchers

0CCUJllllCY

Total

168 Infrastructure
160 Total Capital Assets, Net of Accumulated Depreciation
I 71 Notes, Loans and Mortgages Receivable - Non-Current
172 Notes, Loans, & Mortgages Receivable- Non Current - Past
173 Grants Receivable - Non Current
174 Other Assets
176 Investments in Joint Ventures
I 80 Total Non-Current As sets
200 Deferred Outflow ofResources
290 Total Assets and Deferred Outflow of Resources

$

1,507,062 $

1,287,147 $

s

$

311 Bank Overdraft

1,798,215

$

4,592,424

s

312 Accounts Payable <=90Days
313 Accounts Payable >90 Days Past Due
321 Accrued Wage/Payroll Taxes Payable
322 Accrued Compensated Absences - Current Portion
324 Accrued Contingency Liability
325 Accrued Interest Payable
331 Accounts Payable - HUD PHA Programs
332 Account Payable -PHA Projects
333 Accounts Payable - Other Government
341 Tenant Security Deposits
342 Deferred Revenues
343 Current Portion of Long-term Debt - Capital
344 Current Portion ofLong-tennDebt -Operating Borrowings
345 Other Current Liabilities

1,259.227

l,452,271

52,980

2,764,478

1,259,227

1,452,271

52,980

2,764,478

1,259,227

1,452,271

52,980

346 Accrued Liabilities - Other
347 Inter Program-Due To
348 Loan Liability - Current
310 Total Current Liabilities
351 Long-term Debt, Net of Current - Capital Projects/Mortgage
352 Long-tennDebt, Net of Current - Operating Borrowings
353 Non-current Liabilities -Other
354 Accrued CompensatedAbsences - Non Current
355 Loan Liability - Non Current
356 FA SB 5 Liabilities
357 Accrued Pension and OPEB Liabilities
350 Total Non-Current Liabilities
300 Total Liabilities

2,764,478
(continued)
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Municipality of San Juan
(Commonwealthof Puerto Rico)
P HA Number RQ006
Housing Financial Data Schedule
June 30, 2018
Section 8
Moderate
Rehabilitation
Single Room
Occu~ncy

14.856 Lower Income

14.249

Housing Assistance
Program-Section 8
Moderate
Rehabilitation

14.871

Housing
Choice
Vouchers

Total

400 Deferred Inflow of Resources
508.3 Nonspendable Fund Balance
509.3 Restricted Fund Balance

247,835

1,745,235

1,993,070

1,745,235

p65,124)
1,827,946

510.3 Committed Fund Balance
511.3 Assigned Fund Balance
512.3 Unassigned Fund Balance

600 Total Liabilities and Equity/Net Assets

(165,1242
(165,124)

247,835

513 Total Equity - Net Assets/Position
$

1,507,062

$

l,287, 147

$

1,798,215

$

4,592,424

( continued)
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Municipality of San Juan
(Commonwealth of Puerto Rico)
P HA Number RQ006
Housing Financial Data Schedule
June 30, 2018
14.249 Section 8
Moderate
Re babilitation
Single Room
Occupancy

14.871
Housing
Choice
Vouchers

14.856 Lower Income
Housing Assistance
Program-Section 8
Moderate
Rehabilitation

Total

l l 190 Unit Months Available

2,064

56,064

5,712

63,840

11210 NumberofUnit Months Leased

1,967

35,088

5,423

42,478

11270 &ress Cash
l 1610 Land Purchases
11620 Building Purchases
11630 Furniture & E.quipment - Dwelling Purchases
11640 Furniture & Equipment -Administrative

Purchases

11650 Leasehold Improvements Purchases
11660 Infrastructure Pure has es
135 l O CFFP Debt Service Payments
13901 Replacement Housing Factor Funds
(Concluded)

See notes to housing financial data schedule,
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Municipality of San Juan
(Commonwealth of Puerto Rico)
P HA Number RQ006
Notes to Housing Financial Data Schedule
For the year ended June 30, 2018

1.

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

*****
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REPORTS REQUIRED UNDER
THE UNIFORM GUIDANCE

IBDO

BOO PUERTO RICO, PSC

1302 Ponce De Leon Ave.
Suite 101
San Juan, Puerto Rico 00907
Tel: 787-754-3999
Fax: 787-754-3105
www.bdopr.com

BOO USVI, LLC

Foothills Professional Building
9151 Estate Thomas, Suite 201
St. Thomas, VI 00802
Tel: 340-776-0640
Fax: 340-779-8653
www.bdousvi.com

INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATIERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Honorable Mayor
and Members of the Municipal Legislature
Municipality of San Juan
San Juan, Puerto Rico:

We have audited, in accordance with the auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in Government Auditing
Standards issued by the Comptroller General of the United States, the financial statements of the
governmental activities, each major fund, and the aggregate remaining fund information of the
Municipality of San Juan Puerto Rico, (the Municipality) as of and for the fiscal year ended June
30, 2018, and the related notes to the financial statements, which collectively comprise the
Municipality's basic financial statements and have issued our qualified report thereon dated March
29, 2019, as further explained below.
As discussed in Notes 1 and 13 to the basic financial statements, the Municipality has not
implemented the requirements of Statement No. 68 of the Governmental Accounting Standards
Board, Accounting and Financial Reporting for Pensions, an amendment of GASB Statement No. 27,
and with Statement No. 71, Pension Transition for Contributions Made Subsequent to the
Measurement Date, an amendment to the GASB Statement No. 73. Accordingly, the Municipality
has not been able to determine and account for its proportionate share of net pension liability,
deferred inflow of resources and deferred outflow of resources related to pension costs and, has
not recognized the effect of current period changes in net pension liability, deferred outflow of
resources and deferred inflow of resources as these relate to pension costs.
Accounting principles generally accepted in the United States of America require that pension
related liability, deferred outflow of resources, deferred inflow of resources, as applicable, be
recognized in accordance with the parameters established by 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 increase liabilities,
increase deferred outflow of resources, increase deferred inflow of resources, increase the deficit,
and change the pension expenses of the governmental activities. The amounts by which this
departure would affect liabilities, deferred outflow of resources, deferred inflow of resources,
deficit, and expenses of the governmental activities has not been determined.
The accompanying notes to the basic financial statements do not disclose the pension cost
information required by Statement No. 73 and Statement No. 71. In our opinion, disclosure of this
information is required by accounting principles generally accepted in the United States of America.

800, Puerto Rico, PSC, a Puerto Rico Professional Services Corporation, and BDO USVI, LLC, a United States Virgin Island's limited liability Company, are
members of BDO International Limited, a UI( company limited by guarantee, and form part of the international BOO network. of independent member firms.
BDO is the brand name for the BDO network and for each of the BDO Member.

IBDO
To the Honorable Mayor
and Members of the Municipal Legislature
Municipality of San Juan
Page 2
Internal Control over Financial Reporting
In planning and performing our audit of the financial statements, we considered the Municipality's
internal control over financial reporting (internal control) to determine the audit procedures that
are appropriate in the circumstances for the purpose of expressing our opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the
Municipality's internal control. Accordingly, we do not express an opinion on the effectiveness of
the Municipality's internal control.
A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assignedfunctions, to prevent,
or detect and correct, misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in internal control such that there is a reasonable possibility that a
material misstatement of the entity's financial statements will not be prevented, or detected and
corrected on a timely basis. A significant deficiency is a deficiency, or a combination of
deficiencies, in internal control that is less severe than a material weakness, yet important enough
to merit attention by those charged with governance.
Our consideration of internal control was for the limited purpose described in the first paragraph
of this section and was not designed to identify all deficiencies in internal control that might be
material weaknesses or significant deficiencies and therefore, material weaknesses or significant
deficiencies may exist that have not been identified. We consider the deficiencies described in the
findings 2018-001 thru 2018-005 in the accompanying schedule of findings and questioned costs to
be material weaknesses.
Compliance and Other Matters
As part of obtaining reasonable assurance about whether the Municipality's financial statements
are free from material misstatement, we performed tests of its compliance with certain provisions
of laws, regulations, contracts, and grant agreements, noncompliance with which could have a
direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingly, we do not express such an opinion. The results of our tests disclosed instances of
noncompliance or other matters that are required to be reported under Government Auditing
Standards and which are described in the accompanying schedule of findings and questioned costs
as items 2018-001 thru 2018-005.
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Municipality's Response to Findings
Municipality's response to the findings identified in our audit is described in the accompanying
schedule of findings and questioned costs. The Municipality's response was not subjected to the
auditing procedures applied in the audit of the financial statements and, accordingly, we express
no opinion on it.
Purpose of this Report
The purpose of this report is solely to describe the scope of our testing of internal control and
compliance and the results of that testing, and not to provide an opinion on the effectiveness of
the Municipality'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 Municipality's
internal control and compliance. Accordingly, this communication is not suitable for any other
purpose.

San Juan, Puerto Rico
March 29, 2019
Certified Public Accountants
(Puerto Rico)
License No. 53 expires December 1, 2021
Stamp No. E370683 of the P.R. Society of
Certified Public Accountants has been
affixed to the file copy of this report
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM AND ON
INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY UNIFORM GUIDANCE

To the Honorable Mayor
and Members of the Municipal Legislature
Municipality of San Juan
San Juan, Puerto Rico:
Report on Compliance for Each Major Federal Program
We have audited the Munjcipality of San Juan Puerto Rico (the "Municipality"), compliance with
the types of compliance requirements described in the OMB Compliance Supplement that could
have direct and material effect on each of the Municipality's major federal programs for the fiscal
year ended June 30, 2018. The Municipality's major federal programs are identified in the summary
of auditor's results section of the accompanying schedule of findings and questioned costs.
Management's Responsibility
Management is responsible for compliance with the requirements of laws, regulations, contracts,
and grants applicable to its federal programs.
Auditor's ResponsibWty
Our responsibility is to express an opinion on compliance for each of the Municipality's major
federal programs based on our audit of the types of compliance requirements referred to above.
We conducted our audit of compliance in accordance with auditing standards generally accepted
in the United States of America; the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States; and the
audit requirements of Title 2 U.S. Code of Federal Regulations Part 200, Uniform Administrative
Requirements, Cost Principles, and Audit Requirements for Federal Awards (Uniform Guidance).
Those standards and the Uniform Guidance require that we plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material effect on a major federal program occurred.
An audit includes examining, on a test basis, evidence about Municipality's compliance with those
requirements and performing such other procedures as we considered necessary in the
circumstances.
We believe that our audit provides a reasonable basis for our opinion on compliance for each major
federal program. However, our audit does not provide a legal determination of Municipality's
compliance.
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Basis for Qualified Opinion
As described in the accompanying schedule of findings and questioned costs, the Municipality did
not comply with certain compliance requirements that are applicable to its major Federal
programs. Compliance with such requirements is necessary, in our opinion, for Municipality to
comply with the requirements applicable to that program.
Federal Awarding Agency
US Department of Housing and Urban Development
US Department of Housing and Urban Development
US Department of Housing and Urban Development
US Department of Housing and Urban Development
US Department of Laber
US Department of Education
US Department of Health and Human Services
US Department of Health and Human Services
US Department of Housing and Urban Development
US Department of Labor
US Department of Education
US Department of Education

Federal Program
14.218 Community Development Block Grants
14.241 Housing Opportunities for Persons with Aids
14.182, 14.195, 14.249 and 14.856 Section 8 Project Based
Cluster
14.871 Section 8 Housing Choice Voucher
17.258, 17.259, 17.278 Workforce Investment Act Cluster
84.007, 84.033, 84.038, 84.063 and 84.268 Student Financial
Assistance Cluster
93.600 Head Start
93. 914 HIV Emergency Relief Project Grant
14.182, 14.195, 14.249 and 14.856 Section 8 Project Based
Cluster
17.258, 17.259, 17.278 Workforce Investment Act Cluster
84.007, 84.033, 84.038, 84.063 and 84.268 Student Financial
Assistance Cluster
84.007, 84.033, 84.038, 84.063 and 84.268 Student Financial

Compliance Requirement
Cash Management
Cash Management
Cash Management

Finding No.
2018·006
2018·006
2018-006

Cash Management
Cash Management
Cash Management

2018·006
2018-006
2018-006

Cash Management
Cash Management

2018-006
2018-006

Special Requirements

2018-007

Compliance with WIOA
Section 107{b)
Eligibility

2018-009

Eligibility

2018-011

2018-010

Assistance Cluster

Qualified Opinion
In our opinion, except for the noncompliance described in the Basis for Qualified Opinion
paragraph, the Municipality complied, in all material respects, with the types of compliance
requirements referred to above that could have a direct and material effect on each of the major
programs described in the preceding paragraph for the year ended June 30, 2018.
Unmodified Opinion on Each of the Other Major Federal Programs
In our opinion, the Municipality complied, in all material respects, with the types of compliance
requirements referred to above that could have a direct and material effect on each of its other
major federal programs identified in the summary of auditors' results section of the accompanying
schedule of findings and questioned costs for the fiscal year ended June 30, 2018.
Other Matters
The results of our auditing procedures disclosed other instances of noncompliance, which are
required to be reported in accordance with the Uniform Guidance and which are described in the
accompanying schedule of findings and questioned costs as items 2018-006 thru 2018-012. Our
opinion on each major federal program is not modified with respect to these matters.
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The Municipality's response to the noncompliance findings identified in our audit are described in
the accompanying schedule of findings and questioned costs. The Municipality's response was not
subjected to the auditing procedures applied in the audit of compliance and, accordingly, we
express no opinion on the response.
Report on Internal Control over Compliance
Management of the Municipality is responsible for establishing and maintaining effective internal
control over compliance with the types of compliance requirements referred to above. In planning
and performing our audit of compliance, we considered the Municipality's internal control over
compliance with the types of requirements that could have a direct and material effect on each
major federal program to determine the auditing procedures that are appropriate in the
circumstances for the purpose of expressing an opinion on compliance for each major federal
program and to test and report on internal control over compliance in accordance with the Uniform
Guidance, but not for the purpose of expressing an opinion on the effectiveness of internal control
over compliance. Accordingly, we do not express an opinion on the effectiveness of Municipality's
internal control over compliance.
Our consideration of internal control over compliance was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal control over
compliance that might be material weaknessesor significant deficiencies and therefore, material
weaknesses or significant deficiencies may exist that were not identified. However, as discussed
below, we identified certain deficiencies in internal control over compliance that we consider to
be material weaknessesand significant deficiencies.
A deficiency in internal control over compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal course of performing
their assigned functions, to prevent, or detect and correct, noncompliance with a type of
compliance requirement of a federal program on a timely basis. A material weakness in internal
control over compliance is a deficiency, or combination of deficiencies, in internal control over
compliance, such that there is a reasonable possibility that material noncompliance with a type of
compliance requirement of a federal program will not be prevented, or detected and corrected,
on a timely basis. We consider the deficiencies in internal control over compliance described in the
accompanying schedule of findings and questioned costs as items 2018-006 to 2018-007 and 2018009 to 2018-010 and 2018-012 to be material weaknesses.
A significant deficiency in internal control over compliance is a deficiency, or a combination of
deficiencies, in internal control over compliance with a type of compliance requirement of a
federal program that is less severe than a material weakness in internal control over compliance,
yet important enough to merit attention by those charged with governance. We consider the
deficiencies in internal control over compliance described in the accompanying schedule of findings
and questioned costs as items 2018-008 to be significant deficiencies.
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The Municipality's response to the internal control over compliance findings identified in our audit
is described in the accompanying schedule of findings and questioned costs. Municipality's response
was not subjected to the auditing procedures applied in the audit of compliance and, accordingly,
we express no opinion on the response.
The purpose of this report on internal control over compliance is solely to describe the scope of
our testing of internal control over compliance and the results of that testing based on the
requirements of the Uniform Guidance. Accordingly, this report is not suitable for any other
purpose.

San Juan, Puerto Rico
March 29, 2019
Certified Public Accountants
(Puerto Rico)
License No. 53 expires December 1, 2021
Stamp No. E370684 of the P.R. Society of
Certified Public Accountants has been
affixed to the file copy of this report
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Municipality of San Juan
(Commonwealth of Puerto Rico)
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2018
Section 1- Summary of Auditor's Results
Financial Statements
Qualified

Type of auditors' report issued
Internal control over financial reporting
1. Material weakness identified?
2. Significant deficiencies that are not to be considered material weakness?
3. Noncompliance material to financial statement noted?

Yes
No
Yes

FederalAwards
Internal control over major programs:
1. Material weaknesses identified?
2. Significant deficiencies that are not to be considered material weakness?
3. Type of auditor's report issued on compliance for major program:

Yes
Yes

CFDA

Program or Cluster
•
•
•

Community Development Block Grants I Entitlement
Grants
Housing Opportunities for Persons with AIDS
Section 8 Project Based Cluster

•
•

Section 8 Housing Choice Vouchers
Workforce Investment Act Cluster

•

Student Financial Assistance Cluster

•
•
•
•

Community Services Block Grant
Head Start
HIV Emergency Relief Project Grants
Disaster Grants - Public Assistance
Declared Disasters)

Number

Opinion

14.218
14.241
14.182,
14.249,
14.871
17.258,
17.278
84.007,
84.038,
84.268
93.569
93.600
93.914

Qualified
Qualified
14.195,
14.856

Qualified
Qualified

17.259,
Qualified
84.033,
84.063,
Qualified
Unmodified
Qualified
Qualified

(Presidentially
97.036

4. Any audit findings disclosed that are required to be reported m
accordance with 2 CFR 200.516(a)
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Unmodified

Yes
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Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2018
Identification of Maior Programs:
CFDANumber

Program or Cluster
•
•
•

Community Development Block Grants I Entitlement Grants
Housing Opportunities for Persons with AIDS
Section 8 Project Based Cluster

•
•

Section 8 Housing Choice Vouchers
Workforce Investment Act Cluster

•

Student Financial Assistance Cluster

•
•
•
•

Community Services Block Grant
Head Start
HIV Emergency Relief Project Grants
Disaster Grants - Public Assistance (Presidentially Declared Disasters)

14.218
14.241
14.182,
14.249,
14.871
17.258,
17.278
84.007,
84.038,
84.268
93.569
93.600
93.914
97.036

14.195,
14.856
17.259,
84.033,
84.063,

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

$3,000,000

Auditee qualified as a low-risk auditee?

No
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Section 2 - Financial Statement Findings

FindingNo. 2018-001 - MaterialWeakness on InternalControlsover Compliance and Compliance
with FinancialReportingRequirements(Repeated in 2017 Report,FindingNo. 2017-001)
Criteria
Article 8.010 (a) of the Act 81 of August 30, 1991, as amended, establishes that the Municipality must have
an accounting system that provides for a uniform accounting and financial reporting structure that allows
the Municipality to carry out its responsibilities. The system and related accounting procedures shall permit
the preparation of accurate and complete financial reports that provide complete information regarding the
results of operations for the use of the Municipality, the Municipal Legislature, the Governor, the Secretary
of the Treasury and the Commissioner of Municipal Affairs.
Article 8.010 (b) of the Act 81 of August 30, 1991, as amended, establishes that the accounting shall be
maintained by funds and shall be based in general accepted accounting principles as established by the
Governmental Accounting Standards Board ("GASB").
Article 7.011 of the Act 81 of August 30, 1991, as amended, establishes that the Municipality shall close
its accounting records at year end to allow for the accurate evaluation of the results of operations for the
ensuing fiscal year.
Condition
During our audit, we noted the following areas still need to be addressed:
•

The trial balance as of June 30, 2018 was provided to us in various occasions because of significant
changes made to balances and transactions resulting from analyses performed by management.

•

The closing process at year-end needs to be more organized and to ensure a more timely and
accurate closing process is carried out. Management should analyze certain balances and
transactions periodically throughout the year to accelerate the account analyses and expedite the
year-end closing process including:
o
o
o
o
o
o
o

•

Debt related balances and transactions
Capital projects funds
Capital assets
Interfund balances and transactions
Accounts payable and other payables
Schedule of Expenditures of Federal Awards
Account Receivables

Management has developed and documented a standard methodology to estimate the allowance for
uncollectible amounts for taxes receivable balances using trend information and historical
collection patterns. In addition, subsidiary ledger of taxes receivable presents a large number of
amounts receivable balances dating back to many years. Management should establish a process to
write-off accounts that are deemed uncollectible, once all collection efforts have been exhausted.
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•

The Municipality outsources the servicing of its loan receivables. However, it does not have
effective and efficient monitoring procedures over the contracted entity responsible for collecting
the past due balances. During our audit procedures, we noted that the Municipality had a loan
receivable balance amounting to $1.8 million, net of an allowance for loan losses amounting to $6
million, from which $3.4 million has been referred to legal counsel for collection of balances dating
as far back as January 2000.

•

The Municipality carries 48 general ledger account payable balances with debit balances (which
could either indicate accounting errors or incorrect application of payments) of approximately $2.9
million as of June 30, 2018. These balances at year-end should be reviewed, analyzed and adjusted,
as deemed necessary.

•

The Municipality does not prepare periodical budgetary statements of revenues and expenditures
throughout the year to provide timely information regarding the year-to-date budgetaryresults.
Instead, the Municipality monitors its revenues through the review and analysis of monthly cash
flow reports and expenditures through the review of budget vs. actual reports. The isolated review
of these main components may not provide complete information to allow for an effective and
efficient budgetary control.

•

Work of arts subsidiary was not readily available for our inspection and review. The Municipality
should have control over these assets, detailed property records should be established and
reconciled to the general ledger. Specifica11y,property records should include location of property
unit, description and date placed in services.

•

The Municipality does not reconcile the cash deposit bank statements on a timely basis (i.e, 30 days
after end of month) to permit the analysis and detection of possible errors or irregularities. We
noted that for 17 bank accounts out of a sample of 45 bank accounts, the reconciliation was
performed between 34 and 70 days after the end of month. Also, we noted that the bank
reconciliations do not include the date prepared and are not signed by the preparer and reviewer.

Cause
This situation occurs because the Municipality has not enforced, sound, effective and efficient accounting
and financial reporting policies and procedures to address the requirements of the Autonomous
Municipalities Law. In addition, the Municipality's financial accounting and reporting structure is not
designed to gather the necessary information efficiently and effectively to permit timely analysis of
transactions and balances and proper reconciliation of the cash deposit bank statements.
The Municipality uses primarily Excel spreadsheets to assemble its financial statements and does not have
an integrated financial reporting structure to allow for the effective and efficient preparation of the basic
financial statements including the conversion process for the government-wide financial statements.
The Municipality has a general ledger and related trial balance accounts that appears to have an excessive
number of accounts and unnecessarily number of funds, accounts and line items to allow for an effective
and efficient accounting and management.
The review and analyses of certain balances and transactions are performed late in the year-end closing
process.
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Regarding capital assets, the Municipality does not effective and efficient internal controls to ensure that
all Municipality-owned property - especially work of arts - is accurately accounted for within its
accounting records.

Effect
The overall effect is that complete and accurate financial information may not be readily available, thus
impacting management decisions taken throughout the year. In addition, errors or irregularities may occur
and not be detected on a timely basis.

Recommendation
The Municipality should continue its efforts to review and revise its current accounting and financial
reporting structure. This includes, among others, the evaluation of the current accounting and financial
reporting software to ensure the Municipality maximizes its use, establishment or revision of policies and
procedures, establishment of periodic reconciliation and analyses throughout the year and additional
training to accounting personnel related to accounting and financial reporting matters including explanation
of the year-end closing process.
The Municipality should establish a formal deadline for the preparation of all bank reconciliations, (i.e. 30
days after end of month), and should require signoff by preparer and reviewer. Also, the Municipality
should document errors found, and the disposition or investigation of such errors, if any. Finally, the
Municipality should investigate and document any reconciling item not properly explained, or that has
remained for an unusual period of time without being recorded.

Views of responsible officials
Management concurs with the finding. The closing process has improved significantly during the past years
and we continue to seek ways to reduce the time required to perform the year-end analyses and closing
process. The consideration of a new accounting and reporting software is not foreseen in the near future
primarily because of budget constraints.

Responsible official
Director of Finance

Estimated completion date
June 30, 2020
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Finding No. 2018-002 - Material Weakness on Internal Controls over Compliance and Compliance
with Municipal Administration Regulations- Operating Deficit (Repeated in 2017 Report, Finding
No. 2017-002)

Criteria
Article 7.010 of the Act 81 of August 30, 1991, as amended, establishes that the Mayor, as chief executive
of the Municipality, and the President of the Municipal Legislature, as the administrative head of the
Municipality, will be responsible for supervising the execution of the approved budget for the Executive
and Legislative Branches, as appropriate, and for all fiscal operations related to the same. The audit of each
budget will include, both the task of ensuring the legality and purity of fiscal operations that arise in the
execution of budgets and that such operations are carried out within the authorized quantities.
Article 7.011 (a) of the Act 81 of August 30, 1991, as amended, establishes that if there is a deficit in
municipal operations when liquidating any fiscal year, the municipality will be obliged to include in the
budget for the following year the necessary and sufficient resources to respond for the deficit corresponding
to the immediately preceding fiscal year. Said deficit will be identified as a current deficit account.
Article 8.004 (b) of the Act 81 of August 30, 1991, as amended, also establishes that no amount that exceeds
the appropriations and funds authorized by ordinance or resolution for that year may be spent or obligated
in a fiscal year. Neither may the municipality be compromised in any contract or negotiation for future
payment of amounts that exceed the allocations and funds. Lease agreements for movable and immovable
property and services will be excluded from the provisions of this subsection. Article l 1.0l l(b)(12) also
establishes that the Municipality cannot enter into contracts, incur obligations in excess of the approved
budget.
Condition
The Municipality's basic financial statements for the year ended June 30, 2018, presented that the
Municipality closed the fiscal year with a deficit of $207.4 million in the general fund, on a GAAP basis,
and of approximately $62.7 million on the budgetary basis of accounting. As of June 30, 2018, the
accumulated deficit in the general fund is approximately $183 million.
Cause
The Municipality has not been able to implement costs control to reduce its recurring expenditures in order
to match the declining base ofrecurring revenue.
Effect
Failure to establish the financial plan may result in significant curtailment of Municipal services.
Recommendation
The Municipality should undertake a major project to analyze its current financial situation and establish a
financial plan to provide for the funding of the deficit and take proper actions to prevent further
accumulation of more deficits. Also, establish a policy to ensure compliance with the Article 7.011 (b) of
Act 81, as amended, to provide that the accumulated operational deficit of the Municipality as stated in the
audited financial statements as of June 30, 2018 and 2019, by concept of the public debt, should be
amortized over a period no more than 45 years.
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View of responsible officials
Management concurs with the finding. The main issue is trying to deal with the financial impact of fiscal
measures taken by the Commonwealth of Puerto Rico (Commonwealth) that affects the finances of
municipalities in Puerto Rico. Although measures have been taken to reduce expenditures, these are offset
with new impositions set by the Commonwealth. Management continues to seek alternatives to balance its
finances including initiatives to increase revenues and reduce expenditures.

Responsible official
Director of Finance

Estimated completion date
June 30, 2020
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Finding No. 2018-003 - Finding No. 2018-002 - Material Weakness on Internal Controls over
Compliance and Compliance with Interfund Transactions

Criteria
Article 6.005 of the Act 81 of August 30, 1991, as amended, establishes that the finance director must
maintain and safeguard all books, records and documents related to the accounting and financial activity of
the Municipality.
Article 7.008 of the Act 81 of August 30, 1991, as amended, establishes that the mayor shall administer the
general budget of expenditures of the Executive Branch in accordance with the provisions of this law,
including the authorization of credit transfers between accounts of that budget, by means of an executive
order of the mayor for these purposes, which shall notify the Legislature with a copy thereof within five (5)
days following the date of its signature. For the credit transfers of the budget allocation for the payment of
personal services to other accounts, the prior approval of the Municipal Legislature will be necessary.
In accordance with the provisions of this Jaw, the Municipal Legislature will administer the general
expenses budget of the Legislative Branch. In addition, it will authorize credit transfers between accounts
of said general expense budget by means of a resolution to that effect.
Condition
The Municipality receives grants and contributions from Joint Resolutions approved by the
Commonwealth's Legislature. These Joint Resolutions require the use of these funds for specified purposes.
The Municipality has an interfund loan of $4,199,121 made by the capital project fund to the general fund,
from joint resolutions funds received, to subsidize the operations of the general fund. We did not receive
supporting documentation to validate the proper authorization and use of the loan. Also, we could not
determine when this loan occurred. The amount owed was recorded as a due to other funds in the general
fund's balance sheet as of June 30, 2018.
Cause
This situation occurs because the Municipality has not enforced, sound, effective and efficient accounting
and financial reporting policies and procedures to address the requirements of the Autonomous
Municipalities Law. In addition, the Municipality's financial accounting and reporting structure to provide
proper support for accounting transactions as mentioned above.
Effect
The effect is that financial support information was not be readily available to determined if the loan
transaction was performed according to laws and regulations.
Recommendation
The Municipality should continue its efforts to maintain and safeguard all books, records and documents
related to the accounting and financial activity of the Municipality
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View of responsible officials
Management concurs with the finding. Management will perform an analysis of all major interfund balances
including the interfund loan balance.

Responsible official
Director of Finance

Estimated completion date
June 30, 2020
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Finding No. 2018-004 - Material Weakness on Internal Controls over Compliance and Compliance
with Debt Covenants
Criteria
According to Article 2.001 (h) of Act 81 of August 30, 1991, as amended, established that the Municipality
will have the necessary and convenient powers to exercise all the powers corresponding to a local
government and achieve its purposes and functions. In addition to the provision of this law or in any other
laws, the municipalities shall agree to contract loans in the form of advances from the various sources of
municipal income and contract debts in the form of loans, bond or promissory note issuances under the
provisions of the law, federal laws, the special laws that govern them and the regulations that for these
purposes has approved been approved.
Article 6.005 of the Act 81 of August 30, 1991, as amended, establishes that the finance director must
maintain and safeguard all books, records and documents related to the accounting and financial activity of
the Municipality.
In accordance with terms and conditions of the credit agreements with commercial banks, the Municipality
shall comply with certain covenant requirements such as:
• Submission of an annual budget to the bank on or before June 30 of each year.
• Submission of reports on compliance with budget and budgeted cash flows projections for the
general fund to be provided to bank within 30 days after each quarter.
• In the event the Municipality's actual budgetary and cash flows results are not met for two
consecutive quarters, the Municipality shall negotiate a financial plan or arrangement to be
implemented acceptable to the bank.
• Submission of the audited financial statement within 180 days after the year-end closing of each
fiscal year.

Condition
During the audit process, we performed debt covenants test of five municipality's loans agreed with three
commercial banks. We requested management evidence of the compliance with the following covenants:
•
•
•

•

Annual budget must be submitted to bank on or before June 30.
Reports on compliance with budget and budgeted cash flows projections for the general fund to be
provided to bank within 3 0 days after each quarter.
In the event the Municipality's actual budgetary and cash flows results are not met for two
consecutive quarters, the Municipality shall negotiate a financial plan or arrangement to be
implemented acceptable to the bank.
Submission of the audited financial statement within 180 days after the year-end closing of each
fiscal year.

As of the date of this report, management could not provide evidence of the compliance of the covenants
mentioned above. On March 29, 2019, we received from the three commercial banks, the waiver for the
submission of the audited financial statements, extending the submission to March 3 1, 2019.
Cause
There are no formally adopted procedures to ensure submission of the required information to the banks
and to safeguard evidence of compliance with the covenant requirements under credit agreements.
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Effect

The effect is that evidence of the submission of the required information was not be readily available to
determine compliance with the credit agreements.
Recommendation
To avoid this situation in the future, we suggest the Municipality's management to establish intemal controls
procedures to ensure that proper evidence of all the efforts made with the banks are properly documented
and safeguarded.
View of responsible officials
Management concurs with the finding. Management will establish a quarterly procedure to document its
compliance with the debt requirements.
Responsible official
Director of Finance
Estimated completion date
June 30, 2019
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Finding No. 2018-005-Material Weakness -Access Security over Financial Applications
in 2017 Report, Findings No. 2017-003, 2017-004, 2017-005)

(Repeated

Criteria
The Information Systems ("IS") personnel must make sure that the following controls are in place in order
to maintain a secure information systems environment at the Municipality:
•

A well designed and documented process about the access review exist. The procedure should at
least review the nature and extent of user access privileges to ensure that all such users are pertinent
and that such access privileges remain appropriate.

•

The security administrator is notified of employees who have been terminated. Access privileges
of such employees are immediately removed.

•

Identity of users is authenticated to the application systems and network through passwords or other
authentication mechanisms. Passwords must comply with Municipality's password policy and/or
best practices.

Condition
The Municipality does not have a user access review procedure; therefore, no formal user access reviews
were performed during the fiscal year by IS personnel and business/application owners for Oracle financial
application and Windows Local Area Network ("LAN").
Additionally, we noted that two out of nine (22%) terminated employees selected for testing, the access
removal request was not sent timely to the IT department. Also, one out of nine (11 % ) terminated employees
selected for testing, the notification was not provided for review.
Furthermore, even though the Municipality has documented a policy "OSI-NP-09 "Normas y
procedimientos para creaci6n de contraseiias" requiring users to have a password with an alphanumeric
combination, minimum of eight characters and need to be changed after 45 days, in order to access the
systems and applications, we noted the following exceptions within policy, systems and applications in
scope:
•

Policy - The password policy does not require the configuration of account lockout configuration
and password history value guideline is not adequate.

•

Windows - The account lockout threshold is not configured, and password history parameter is not
configured in accordance with best practices for password configuration.

•

Oracle Financials - The account lockout threshold and password complexity parameters are not
configured. Also, the password minimum length, password history, and periodic password change
parameters are not in accordance with the approved policy OSI-NP-09 "Normas y procedimientos
para creacion de contraseiias" and/or best practices.
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Cause

The Municipalitydoes not have any procedure in order to evaluate the logical access in the system in order
to validate the employees has the corresponding access within the Municipality. Also, the access
termination procedure is not followed consistently. Moreover, the Municipality has established and
formally documented a policy regarding standard or minimum logical security authentication parameters;
however, the password policy does not require the configuration of account lockout configuration and
password history value guideline is not adequate. In addition, the Municipality does not follow its
established policy and/or best practices for Windows and Oracle.
Effect
Failure to comply with the controls mentioned above may result in the following:
• Lack of review of user access levels may result in employees having access rights to record and
authorize different types of transactions (e.g., journal entries, etc.), thus, exposing the Municipality
to a risk of fraud, manipulation of information, or misappropriation and errors. Furthermore, failure
to review user access levels, including those of privileged users on a periodic basis, may not allow
the Municipalityto detect and correct unauthorized access on a timely manner.
•

Terminated employees continuing to have access to sensitive or confidential information or
systems.

•

Inability to secure the operating system and application through appropriate logical security settings
exposes the Municipality financial information to threats, such as deliberate attacks by malicious
persons or disgruntled employees in order to gain unauthorized access (e.g., via password
capturing, guessing, cracking, etc.) to compromise system/data integrity, availability, or
confidentiality. The aforementioned inability may also subject the agency financial information to
unintentional acts, such as negligence and errors, which circumvent system security.

Recommendation
We recommend that the Municipality develop information security administration policies and procedures
requiring that IT personnel and business/application owners periodically review all user access privileges
for ongoing pertinence. Formal documentation should be retained to evidence such reviews as well as any
changes made as a result.
Additionally, the Municipality of San Juan should enforce its existing process for access removal by
requiring human resources, supervisors, or managers notify terminations.
Furthermore, the Municipality should modify its policy to include requirements for password policy and
account lockout policy. Also, the Municipality should implement the defined parameter's in the policy
"OSI-NP-09 ''Normas y procedimientos para creaci6n de contrasefias" across all operating systems and
applications. The automated system should permit, at a minimum, the configuration of the following
recommended minimum logical security authentication parameters:
•
•

•
•

A password minimum length of six or greater,
An account lockout threshold of three to five failed log-on attempts before lock out,
A periodic password change interval of 30 to 90 days,
A password history setting of six or greater.
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View of responsible officials
Management concurs with the finding. We will generate a report of active users for our main applications
in order to annually validate users' privileges and access.
The Municipality will continue to emphasize the importance of existing process for access removal upon
notification of terminations. We will evaluate the recommendations regarding account lockout policy and
consider outside vendors' tools to manage password recoveries. The defined parameters of policy OSI-NP09 will be implemented on nonfinancial applications. Password length was established with a minimum of
8 characters. The current password change interval are 90 days for Oracle and 45 days for Windows. With
regards to the password history setting, Oracle does not permit the use of the same password during the past
year. For Windows, we concur with the recommendation to increase to six.
Responsible official:
Information System Department Director/ Manager
Estimated completion date:
June 30, 2020
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Finding No. 2018-006

Program Name

CFDANo.: 14.218
CFDA No.: 14.241
CFDA No.: 14.249
14.856
CFDA No.: 14.871
CFDA No.: 17.258
17.259
17.278
CFDA No.: 84.063
CFDA No.: 93.600

Community Development Block Grants/Entitlement Grants
Housing Opportunities for Persons with AIDS
Section 8 Project-Based Cluster
Section 8 Project-Based Cluster
Section 8 Housing Choice Vouchers
WIOA/WIA
WIOA/WIA

WIOA/WIA
Student Financial Aid- Pell Grant
Head Start

Material Weakness in Internal Control over Compliance and Compliance with Cash Management
Requirements-(Repeated in 2017 Report, Finding No. 2017-011)

Criteria
2 CPR 200.305 (b) states that recipients must follow procedures to minimize the time elapsing between the
transfer of funds from the U.S. Treasury and disbursement and establish similar procedures for subrecipients.
2 CFR 200.305 (b)(5) states that recipients must use resources before requesting cash advance payments.
To the extent available, the non-Federal entity must disburse funds available from program income
(including repayments to a revolving fund), rebates, refunds, contract settlements, audit recoveries, and
interest earned on such funds before requesting additional cash payments.
34 CFR 668.166 states that excess cash is considered to be any amount of title IV, HEA program funds,
other than Federal Perkins Loan program funds, that an institution does not disburse to students by the end
of the third business day following the date the institution ( 1) Received those funds from the Secretary; or
(2) Deposited or transferred to its depository account previously disbursed title IV, HEA program funds,
such as those resulting from award adjustments, recoveries, or cancellations.
Also states that an institution may maintain for up to seven days an amount of excess cash that does not
exceed one percent of the total amount of funds the institution drew down in the prior award year. The
institution must return immediately to the Secretary any amount of excess cash over the one-percent
tolerance and any amount of excess cash remaining in its account after the seven-day tolerance period.
Upon a finding that an institution maintained excess cash for any amount or time over that allowed in the
tolerance provisions, the actions the Secretary may take include, but are not limited to ( 1) Requiring the institution to reimburse the Secretary for the costs the Federal govemment incurred in
providing that excess cash to the institution; and
(2) Providing funds to the institution under the reimbursement payment method or heightened cash
monitoring payment method described in § 668.162(c) and (d), respectively.
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Condition
During our procedures performed related to cash management compliance, we found the following
exceptions:
a) During our procedures performed related to cash management compliance, we noted the following
instances where the Municipality did not minimize the time between the date of the drawdown and
the date the check was collected by the contractor, participant or the supplier at the Municipality's
premises. The exceptions noted are summarized by Federal program as follows:

CFDANo.

Program Name

Total
Sample

Exceptions
Noted

Days
Elapsed

3

8

14.249
14.856

Section 8 Project Based (Moderate
Rehabilitation)

14

14.871

Housing Choice Voucher

12

17.258
17.259
17.278

WIOA Program
WIOA Program
WI O A Program

9

93.600

Head Start

18

Amount

$

86,067

7

6,337

2

26

2,906

2

11

41,178

Total

$

136,488

b) We noted that the bank balance as of June 30, 2018 of the Student Financial Aid - Pell Grant
(CFDA 84.063) was approximately $158 thousand representing funds received during prior years.
The Municipality did not offset this amount from other requests of reimbursements nor performed
any other action permitted by federal statute to refund this excess of cash to the Federal
Government.
c) We noted that the bank balance as ofJune 30, 2018 of Section 8 Project Based-Moderate Program
(CFDA 14.249, 14.856) was approximately $2.7 million, representing funds received during prior
years. From that balance, $2.4 million is from the operating reserve account approved by HUD to
the program. For the remaining balance of $268 thousand, the program did not provide a
reconciliation to determine if those funds were received during prior years or are outstanding
amount to pay for the program activities.
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d) We noted the following bank balances as of June 30, 2018:
CFDA
14.218
14.241
14.871
93.600

Federal Program
Community Development Block Grant
Housing Opportunities Persons with AIDS
Section 8 Housing Choice Vouchers
Head Start

Bank balance as of
June 30, 2018
$

$

167,107
137,296
711,227
307,973
1,323,604

Those funds were received in prior years and during the current audit period. We could not
determine if cash receipts were used in a timely manner in accordance with requirement of the
Federal Government.
Cause
For condition a), the Municipality's disbursement process does not allow to minimize the time elapsed
between a request of Federal funds and the payment being made. The Municipality prepares the check and
makes it available for the supplier or the contractor for personal collection at the Municipality's premises.
Therefore, this situation exposes the Municipality to significant delays between the request of the fund
drawdowns and the collection of the check by the contractors, participants and suppliers.
For conditions b), c) and d), the federal programs of the Municipality did not prepare adequate bank account
analyses to determine if cash receipts were used in a timely manner and that funds were used in accordance
with requirement of the Federal Government.
Effect
Holding excess cash and failure to drawdown Federal funds on an as-needed basis could result in the
assessment of interest costs by the Federal grantor and may also result in imposing special conditions
restricting the request of funds in advance of amounts expended.
Failure to minimize the time elapsed between the drawdowns from the US Treasury to the actual collection
by intended suppliers or recipients may result in the calculation and determination by the Federal grantors
of interest costs on the average balance of funds held beyond the reasonable time. This situation may also
expose the Municipality to possible sanctions by federal grantors, such as withholding payments.
Questioned Costs
None
Recommendation
The Municipality should establish a procedure to periodically monitor the cash balances of Federal
programs for the possible identification, investigation and resolution of unused funds.
The Municipality should also enforce the written procedures which became effective July 1, 2015, that
requires that checks be released by mail after holding the check on premises for one day for collection by
the supplier or contractor. This will minimize the time elapsed between the drawdown and the payment of
funds.
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Views of responsible officials

The disbursement policy implemented in 2015 has been effective to certain extent since the number of
instances and the time elapsed between the drawdown and the disbursement has reduced significantly.
However, the Municipality will continue to emphasize to employees the need for them to comply with its
policy to continue minimizing the time elapsing between the transfer of funds and payments. Management
will also review its current policies to incorporate new procedures to be followed close or during a recess
period granted by the Municipality to its employees.
Responsible Official:
Director of Finance I Federal Funds Division Manager
Estimated Completion Date:
June 30, 2019
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Finding No. 2018-007
CFDA No.: 14.249, 14.856

Section 8 Project-Based (Moderate Rehabilitation)

Material Weakness in Internal Control over Compliance and Compliance with Special Requirement
HAP Contracts
Criteria
The PHA or owner applies or ensures annual adjustments to contract rents are applied. The HAP contract
specifies the method to be used to determine rent adjustments. Adjustments must not result in material
differences between rents charged for assisted units and comparable unassisted units except as those
difference existed at contract execution. Special adjustments to contract rents, within the original contract
term, may also be made to the extent deemed necessary by the PHA or HUD (24 CFR sections 880.609 and
882.410).
Condition
In a sample of 40 participant files, we noted that for 13 participants of one of the private projects, the HAP
contract amount with the owner was calculated incorrectly. The Municipality paid for a single room of $605
and for two bedrooms $635, instead of $506 and $605, respectively, of the HUD approved contract limit
for the fiscal year. This situation occurred because the Municipality was using the contract limit amount of
the prior year instead of the current year. The overpayment of the Municipality for the 13 participants to
the HAP owner project was $2,478. Afterwards, the Municipality performed an analysis with all the project
participants, concluding that the Municipality made to the owner an overpayment of $41,070 of rent for the
period. The Municipality is in the process ofrecovering the amount paid in excess from the project owner.
As of the date of this report, the owner is in a payment plan with the Municipality.
Cause
The Municipality did not performed proper procedures and internal controls to ensure that payments made
to private owners are made in accordance with the contract limit amount approved for the fiscal year.
Effect
The Municipality paid $41,070 in excess of the approved contract limit to the project owner, therefore, may
need to reimburse the Federal awarding agency for costs incurred. Also, the Federal awarding agency may
impose special conditions or restrictions as a result of ineffective or inefficient internal controls over
compliance.
Questioned Costs
$41,070
Recommendation
The Municipality should ensure that on an annual basis, the PHA owner and participant information are
updated on the Living system. We recommend to management to evaluate its process for ensuring eligibility
requirements and rent adjustments are met and adequately documented prior to paying the HAP.

152

Municipality of San Juan
(Commonwealth of Puerto Rico)
Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2018
Views of responsible officials

Management agrees with the finding. To recover the amount of $41,070.00 paid in excess during the
reporting period, building owner signed a Promise of Payment of six installment of $6,845.00 each,
beginning on November 15, 2018 up to April 15, 2019. At this date, the building owner has paid the amount
of $2 7,3 80.00 with a balance of $13,690. 00. The correct information with the reduction in the HAP Contract
was included for each participant in the Living System.
Responsible Official:
Housing Department Director
Estimated Completion Date:
April 30, 2019
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Finding No. 2018-008

CFDA No.: 84.007, 84.033, 84.038,
84.063, 84.268, 84.379,
84.408, 93.264, 93.342,
93.364, 93.925

Student Financial Assistance Cluster

Significant Deficiency in Internal Control over Compliance and Compliance with Special Test and
Provisions - Requirement Enrollment Reporting
Criteria
As required by 34 CPR Section 685 .3 09(b)(1 ), Enrollment Reporting Process, upon receipt of an enrollment
report from the Secretary, a school must update all information included in the report and return the report
to the Secretary (i) In the manner and format prescribed by the Secretary; and
(ii) Within the timeframe prescribed by the Secretary.
According to OMB Compliance Supplement for Student Financial Assistance Programs, the Enrollment
Reporting under the Pell grant and ED loan programs, the institution determines how often it receives the
Enrollment Reporting roster file with the default set at minimum of every 60 days. Once received, the
institution must update for changes in student status, report the date the enrollment status was effective,
enter the new anticipated completion date, and submit the changes electronically through the batch method
or the National Student Loan Data System ("NSLD") website.
Condition
As per the Federal Pell Grant Program (CFDA No. 84.063), the Municipality is required to submit the
Enrollment Reporting Statistics Report. This report is sent by the Municipality on a monthly basis. From
the test performed, we observed that the Municipality did not sent the Enrollment Statistic Report
corresponding to January 2018, as required by 34 CPR Section 685.309(b)(l).
Cause
The Municipality has not established efficient internal controls to comply with the monthly submission
requirement of the Enrollment Reporting.
Effect
To not submit the Enrollment Reporting to the NSLDS in a timely manner can cause that the financial
assistant received by the student can result in ai1 incorrect amount.
Questioned Costs
None
Recommendation
The Municipality should establish procedures to ensure that the Enrollment Reporting status changes are
updated and accurately reported in a timely manner.
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Views of responsible officials

Management agrees with the finding. Unfortunately, we encountered various situations and unexpected
events arising after the impact of Hurricanes Irma and Maria that led to delays in the submission of the
Enrollment Report. Our office is in compliance and summiting the report on a timely basis.
Responsible Official:
San Juan University Rector
Estimated Completion Date:
June 30, 2019
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FindingNo. 2018-009
WIA/WIOA Cluster

CFDA No.: 17.258, 17.259, 17.278

MaterialWeakness in InternalControlover Compliance and Compliance with WIOA
Section 107 (b)
Criteria
According to WIOA Act Section 107(b) and the Article Ill of Regulation of Procedures of the San Juan
Workforce Local Board, every Local board will be composed, as a minimum, by the following
representatives:
(a) Business Representative- The representatives must have optimal authority in the management
decision making of your company; authority to recruit personnel and the company it represents
should reflect the demand for employment in the Local Area. As a minimum, two members must
represent small businesses, as defined by the Small Business Administration. Minimum number of
members 10.
(b) Workforce Representative- At least twenty percent of the members of the premises should be from
this sector. Their representatives must be nominated by local labor federations and other employee
representatives. It must include two or more representatives of labor organizations or employee
representatives, one or more representatives of a coordinated managerial job-learning program, and
a representative of a community-based organization. Minimum number of members 4.
(c) Administrative Entities of Education and Training Activities Representative- At least one
representative of eligible providers of adult literacy and education activities and a representative of
higher education institutions of workforce investment activities. If there are multiple eligible
providers of adult education and literacy activities or multiple institutions of higher education
serving the Local Area, each representative should be appointed from among the individuals
nominated by the providers representing those institutions. Minimum number of members 2.
( d) Government Entities, Economic and Community Development Representative- Must include a
representative of some economic and community development entity; a representative from the
state employment service office under the Wagner Peyser Act and a vocational rehabilitation
program representative who does not belong to the agency designated to conduct the customer
assistance program. Minimum number of members 2.
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Condition
The Local Government Board of the WIOA Program did not have all the required representatives. For the
fiscal year ended June 30, 2018, we noted that the local government board have the following vacancies:

Composition
Business Representatives
Labor Force Representatives
Administrafo e Entities ofEducation and Training Activities Representatives
GovernmentaL Economic Development and Social Entities Representatives
1

Minimum of
Members Required

San Juan Local
Area
Representatives

10
4

7
3

2

3

0

Vacant
Position
3
1
3

Cause
The Municipality has not been unable to identify and fill the vacant Local Government
representatives with individuals with the characteristic required by WIOA.

Board

Effect
This situation affects the Local Board principal functions such as: Preparation of the Local Plan, workforce
analysis and investigation, convening, brokering, leveraging, employer's commitments, career pathway
development and technology developments.

Questioned Costs
None

Recommendations
The Municipality must immediately undertake a process to find suitable candidates to fill the vacant
positions. In addition, because is normal and expected that individuals appointed to these positions will
usually change, the Municipality should adopt and internal control policy to require the fi11ing of the open
position in an expedite manner.

Views of responsible officials
Management concurs with the finding. As of February 15, 2019, The Municipality has been able to identify
and fill all the vacant positions of the Local Government Board representatives with individuals with the
characteristics required by WIOA.

Responsible Official:
WIOA Program Director

Estimated Completion Date:
February 28, 2019
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Finding No. 2018-010
CFDA No.: 84.007, 84.033, 84.038,
84.063, 84.268, 84.379,
84.408, 93.264, 93.342,
93.364, 93.925

Student Financial Assistance Cluster

Material Weakness in Internal Control over Compliance and Compliance with Eligibility
Requirement
Criteria
According to the Student Financial Aids Handbook of "Colegio Universitario de San Juan" a student is
eligible to receive part-time employment under the Federal Work and Study program if the student meets
with the following requirements:
•

a student is eligible to receive Title IV

•

has completed the FASFA Application

•

demonstrate financial needs

•

enrolled as a full-time student under an academic program of institution

Condition
In a sample of 15 participant files of the Federal Work and Study Program (CFDA No. 84.063), we noted
that in one instance, the student did not comply with the eligibility requirement to be at least a full-time
student. During the semester the student was only enrolled in the institution with three credits. Between
January and May 2018, the participant received payments amounting to $1,740 for the work performed
during this period.
Cause
The Municipality has not established effective procedures to ensure that the students that apply for Federal
Work and Study assistance complies with the admission requirements.
Effect
The Municipality may be providing services to ineligible participants and, therefore, may need to reimburse
the Federal awarding agency for costs incurred in ineligible participants. Also, the Federal awarding agency
may impose special conditions or restrictions because of ineffective or inefficient internal controls over
compliance.
Questioned Costs
$1,740
Recommendation
The Municipality should review all Federal Work and Study participants files and verify that all are in
compliance with the eligibility requirement of been at least a half-time student.
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Views of responsible officials

Management agrees with the finding. This was the first time the student was participating in the Federal
Work and Study Program. It was his last semester and close to or already used his 600% LEU. Because of
the recent eventualities of Hurricane Marfa and the obvious necessity of financial aid, the Financial Aid
Office gave him the opportunity for additional aid by participating in the FWSP even though he had only 3
credits enrolled. We are making sure that, in the current academic year, all students are following the FWSP
requirements and regulations.
Responsible Official:
San Juan University College Rector
Estimated Completion Date:
June 30, 2019
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Finding No. 2018-011
CFDA No.: 84.007,
84.063,
84.408,
93.364,

84.033, 84.038,
84.268, 84.379,
93 .264, 93 .342,
93.925

Student Financial Assistance Cluster

Significant Deficiency in Internal Control over Compliance and Compliance with Eligibility
Requirement
Criteria
Each year, based on the maximum Pell Grant established by Congress, ED provides to institutions payment
and disbursement schedules for determining Pell awards. The payment or disbursement schedule provides
the maximum annual amount a student would receive for a full academic year for a given enrollment status,
EFC and COA. The payment schedule is used to determine the annual award for a full-time student. There
are separate disbursement schedules for three-quarter time, half-time, and less-than-half-time students. All
of the schedules, however, are based on the COA of a full-time student for a full academic year.
Students that received PELL or IASG may not receive more than six schedule awards (12 semesters, or the
equivalent) as measured by the percentage of "lifetime eligibility used" (LEU) field in COD (tracked by
ED) (20 USC 1070a(c)(5)).
The steps to determined Pell awards are as follows:
(1) Determined the student's enrollment status (full-time, three-quarter time, half-time, or less thanhalf-time).
(2) Calculate the cost of attendance. This is always based on the cost for a full-time enrollment status
for a full academic year. If the student is enrolled in a program or enrollment period that is longer
or shorter than an academic year, the costs must be prorated so that they apply to one full academic
year. If the student is enrolled less than half-time, the only allowable cost components are tuition
and fees, allowance for books and supplies, transportation allowance, allowance for dependent care,
and room and board.

(3) Determine the annual award, based on the cost of attendance calculated above and the EFC, from
the Payment or Disbursement Schedule for the student's enrollment status.
( 4) Determine the payment period. For term programs, the payment period is the term.
(5)

Calculate the payment for the payment periods.

(6) Disburse funds at prescribed times (This is tested under III.N.3, "Special test and
Provision-Disbursement to or On Behalf of Students)
Condition
In a sample of 40 students file, we noted that in one instance the admission student file could not be
provided, so we could not test the eligibility determination as required by the compliance supplement.
During this period, the institution paid $4,440 in federal assistance for this student.
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Cause
The Municipality has not effective control procedures to ensure that student files are adequately stored.
Effect
The Municipality may be providing services to ineligible participants and, therefore, may need to reimburse
the Federal awarding agency for costs incurred in ineligible participants. Also, the Federal awarding agency
may impose special conditions or restrictions as a result of ineffective or inefficient internal controls over
compliance.
Questioned Costs
$4,440.
Recommendation
The Municipality should establish internal controls to ensure that participant files are adequately store and
also make sure that all required eligibility documents and information appropriately documented and
included in each participant's file.
Views of responsible officials
Management agrees with the finding. Our office is currently working on an internal plan and establishing
procedures to manage and keep track of physical records when a new student enrolls.
Responsible Official:
San Juan University College Rector
Estimated Completion Date:
June 30, 2019
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Finding No. 2018-012
CFDA No.: 93.914

HlV Emergency Relief Project Grants

Material Weakness in Internal Control over Compliance and Compliance with Program Income
Requirements-(Repeated in 2017 Report, Finding No. 2017-017).
Criteria
Recipients' financial management systems shall provide for the following:
(1) Accurate, current and complete disclosure of the financial results of each federally-sponsored
project or program in accordance with the reporting requirements set forth in§ 215.52. If a Federal
awarding agency requires reporting on an accrual basis from a recipient that maintains its records
on other than an accrual basis, the recipient shall not be required to establish an accrual accounting
system. These recipients may develop such accrual data for its reports on the basis of an analysis
of the documentation on hand. (2 CFR215.21(b)(l))
(2) Records that identify adequately the source and application of funds for federally-sponsored
activities. These records shall contain information pertaining to Federal awards, authorizations,
obligations, unobligated balances, assets, outlays, income and interest. (2 CFR 215.21(b)(2))
Use ofresources before requesting cash advance payments. To the extent available, the non-Federal entity
must disburse funds available from program income (including repayments to a revolving fund), rebates,
refunds, contract settlements, audit recoveries, and interest earned on such funds before requesting
additional cash payments. (45 CFR 75.305 (B)(5))
With prior approval of the HHS awarding agency, program income may be added to the Federal award by
the Federal agency and the non-Federal entity. The program income must be used for the purposes and
under the conditions of the Federal award. (45 CFR 75.307 (e)(2))

Condition
For purposes of our procedures related to program income compliance requirements of HlV Emergency
Relief Project Grants (CFDA 93.914), we requested the program management a detail of the amount billed
to medical plans for services provided to the participants of Ryan White and the supporting detail for this
amount billed. The program management could not provide for our procedures the portion of income earned
that is directly generated by supported activities or per patient that received services under Ryan White
program. All income collected from medical plans were recorded in the ordinary fund and program income
related to services provided by the federal program could not be identified. During the audit period, the
amount billed for services provided under Ryan White Program was approximately $309,266.

Cause
These situations occur because Program management has not established effective internal control
procedures to ensure that program income from services provided to Ryan White participants is properly
accounted for.

Effect
Program income earned may not be appropriately credited to the federal program, thus resulting in possible
cost disa11owances or other federal.
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Schedule of Findings and Questioned Costs
For the Year Ended June 30, 2018
Questioned Costs
None

Recommendation
The Municipality should establish internal control procedures to recognize program income, as appropriate,
to the income and determine how they can recognize program income related to services provided to the
participants of the Ryan White Program.

Views of responsible officials
Management agrees with the finding. A table with all the documentation regarding the details of the costs
invoiced to the medical plans for services granted to participants of the Ryan White program with their
supporting documentation was delivered. In addition, a flowchart was given detailing the billing, recovery
and adjudication process to the municipality's income accounts - which clearly details the amount that
responds to the program income of "Programa Vida". Also, we delivered the monthly selective breakdown
of all invoices for each participant receiving Ryan White's services. Finally, tables that summarizes
everything that was recovered were given to the auditors.
The regulation submitted to the auditors under Title 45 of the CFR where it is established that there is no
specific requirement to deposit the" program income "in a separate and specific bank account for such
purposes. To this end, the law establishes that there must be adequate controls and procedures for the
accounting of such funds separately, even if they are deposited with other funds in pools bank accounts.
These controls and procedures are intended to ensure that the municipality ensures that "program income"
is used exclusively to provide eligible program costs.

Responsible Official:
VIDA Program Director

Estimated Completion Date:
June 30, 2019
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Summary Schedule of Prior Years Findings
For the Year Ended June 30, 2018
Finding
Reference
Number
2017-001
2017-002
2017-003
2017-004
2017-005
2017-006
2017-007
2017-008
2017-009
2017-010
2017-011
2017-012
2017-013
2017-014
2017-015
2017-016
2017-017
2017-018
2017-019
2016-001
2016-005
2015-001

Questioned
Cost

Finding Description
Financial Reporting Requirements
Municipal Administration Regulations-Operating Deficit
Information Technology Security-Terminated Employees
Information Technology Security- Logical Security Settings
Information Technology Security-Policies and Procedures
Information Technology-New Hires Procedures
Information Technology-Change Management Procedures
Information Technology-Backup Procedures
Information Technology-Business Continuity Plan
Information Technology - Vulnerability and Penetration Test
Cash Management
Activities Allowed and Cost Principles
Reporting Requirements
Planning Council Requirement
Eligibility Requirments
Period of Performance
Program Income
Transparency Act
Sub-Recipient Requirements
Timeliness of the Year-End Closing Procedures
Cash Management
Timeliness of the Year-End Closing Procedures
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$

2,95 8

Finding CurrentStatus
Situation still prevails. See Finding 2018-001
Situation still prevails. See Finding 2018-002
Situation still prevails. See Finding 2018-003
Situation still prevails. See Finding 2018-003
Situation still prevails. See Finding 2018-003
Corrective Action was implemented
Corrective Action was implemented
Corrective Action was implemented
Corrective Action was implemented
Corrective Action was implemented
Situation still prevails. See Finding 2018-004
Corrective Action was implemented
Corrective Action was implemented
Corrective Action was implemented
Corrective Action was implemented
Corrective Action was implemented
Situation still prevails. See Finding 2018-010
Corrective Action was implemented
Corrective Action was implemented
Situation still prevails. See Finding 2018-001
Situation still prevails. See Finding 2018-004
Situation still prevails. See Finding 2018-001

MUNICIPALITY OF SAN JUAN
Corrective Action Plan
Single Audit Requirements
As of June 30, 2018

Finding Number

Category

2018-001

Internal Controls

2018-002

Internal Controls

2018-003

Internal Controls

2018-004

Internal Controls

Management Response and/or
Corrective Action
Management Response and/or Action
Management agrees with the finding. Although we have experienced improvement
during the past few years, we recognize the need to continue to strengthen our
accounting process. We will continue strengthening controls over financial reporting and
enforce procedures to provide timely information on accounting balances and
transactions.
Management agrees with the finding. The main issue is trying to deal with the financial
impact of fiscal measures taken by the Commonwealth of Puerto Rico (Commonwealth)
that affects the finances of municipalities in Puerto Rico. Although measures have been
taken to reduce expenditures, these are offset with new impositions set by the
Commonwealth. Management continues to seek alternatives to balance its finances
including initiatives to increase revenues and reduce expenditures. The following
reasons led to the deficits: (1) The economic recession suffered by the Commonwealth
of Puerto Rico also had its impact in the Municipality’s revenues. (2) The Municipality
was subject to the withholding of funds by the Government Development Bank in funds
belonging to the Municipality which constituted the source of income of the special
funds of the Municipality. (3) The Municipality had to charge off advances that the
General Fund made to the Capital Project Fund, which were not deemed recoverable due
to the insolvency of the Government Development Bank and the inability to access the
deposits in such government bank to repay such funds. (4) Significant charges were
made by the Employees' Retirement System of the Commonwealth of Puerto Rico
and its Instrumentalities and the Puerto Rico Electric Power Authority. The
Municipality recorded these charges as an expenditure although it objects the charges.
(5) The Municipality suffered a shortfall in interest on deposits caused by decrease in
interest received from the deposits with GDB, which failed to meet its obligations with
the Municipality due to insolvency problems. The Municipality is evaluating various
measures and/or initiatives to reduce costs and/or increase its revenues.
Management concurs with the finding. Management will perform an analysis of all
major interfund balances including the interfund loan balance.
Management concurs with the finding. Management will establish a quarterly
procedure to document its compliance with the debt requirements.
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Assigned
Responsibility
Director of Finance

Expected
Target Date
June 30, 2020

Director of Finance

June 30, 2020

Director of Finance

June 30, 2020

Director of Finance

June 30, 2019

MUNICIPALITY OF SAN JUAN
Corrective Action Plan
Single Audit Requirements
As of June 30, 2018

Finding Number

Category

2018-005

Internal Controls

2018-006
Condition a)

Internal Controls

2018-006
Condition b)

Internal Controls

Management Response and/or
Corrective Action
Management Response and/or Action
Management concurs with the finding. We will generate a report of active users for our
main applications in order to annually validate users’ privileges and access.
The Municipality will continue to emphasize the importance of existing process for
access removal upon notification of terminations. We will evaluate the
recommendations regarding account lockout policy and consider outside vendors’ tools
to manage password recoveries. The defined parameters of policy OSI-NP-09 will be
implemented on nonfinancial applications. Password length was established with a
minimum of 8 characters. The current password change interval are 90 days for Oracle
and 45 days for Windows. With regards to the password history setting, Oracle does not
permit the use of the same password during the past year. For Windows, we concur with
the recommendation to increase to six.
The disbursement policy implemented in 2015 has been effective to certain extent since
the number of instances and the time elapsed between the drawdown and the
disbursement has reduced significantly. However, the Municipality will continue to
emphasize to employees the need for them to comply with its policy to continue
minimizing the time elapsing between the transfer of funds and payments. Management
will also review its current policies to incorporate new procedures to be followed close
or during a recess period granted by the Municipality to its employees.
• Disbursement and drawdown policies were updated to minimize the time
elapsing between the transfer of the Federal award funds and their disbursement.
Special considerations were taken to manage disbursements during the holidays
and Administrative Recesses.
• As an ongoing corrective action, the Finance Office will keep improving the
process and limit the transactions processed during Administrative Recess.
• Additional internal controls and analysis were recently implemented to improve
the accuracy of Oracle records.
The Municipality will analyze the bank balances to determine propriety of the balances
and proper use of funds received from the Federal Government.
• Meetings held with the CUSJ’s Student Aid Office:
1. June 4, 2018 - a meeting was held between the Federal Funds Area and the
CUSJ’s Management and the agreements are enclosed.
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Assigned
Responsibility
Systems Information Manager

Expected
Target Date
June 30, 2020

Director of Finance / Federal
Funds Division Director /
Manager / Federal Program
Director

June 30, 2019

Director of Finance / Federal
Funds Division Director /
Manager / Federal Program
Director

June 30, 2019

MUNICIPALITY OF SAN JUAN
Corrective Action Plan
Single Audit Requirements
As of June 30, 2018

Finding Number

2018-006
Condition
c) & d) 3

2018-006
Condition
d) 1, 2 & 4

Management Response and/or
Corrective Action

Category

Internal Controls

Management Response and/or Action
2. October 12, 2018 - a second meeting was held to keep analyzing the balance
and to establish procedures permitted by the federal agency to offset the
remaining balance.
Further review is being conducted by the CUSJ personnel of prior years in order to
clarify the excess of funds. It is expected to be concluded on June 30, 2019.
The Municipality will analyze the bank balances to determine propriety of the balances
and proper use of funds received from the Federal Government.
• c) Section 8 Project Based-Moderate Program & d) 3 - Section 8 Housing Choice
Vouchers- $711,227
• Meetings held with the Housing Department:
o September 21, 2018 - for Moderate programs, closing reports from HUD
were reviewed to make a comparison with bank deposits.
• After our analysis, we found that expenditures reported on the VMS for June 2013
were $ 938,796 and the actual expense on the Oracle System was $1,787,157 that
resulted on a discrepancy of $848,361. That discrepancy explains the difference
between the Cash Investments reported on VMS and the Cash Account Balance.
The MSJ is collecting all the required information to make the necessary adjustments.
However, it has been difficult since it is necessary to analyze documents from previous
years and the time required by law to store the documents has already elapsed. Our
departments are working together to carry out a comprehensive analysis to further clarify
the balances and is expected to be completed on June 30, 2019
The Municipality will analyze the bank balances to determine propriety of the balances
and proper use of funds received from the Federal Government.
•

1 - CDBG - $167,107
o We further analyzed the net difference between the beginning balance and
the ending balance from 2012 to 2018 and found several amounts that were
received to cover expenditures from prior years and never were transferred
from the CDBG bank account to other programs accounts and to the General
Fund bank account. This situation was corrected on FY 2018-19.
Documents are available to be verified.
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Assigned
Responsibility

Expected
Target Date

Director of Finance / Federal
Funds Division Director /
Manager / Federal Program
Director

June 30, 2019

Director of Finance / Federal
Funds Division Director /
Manager / Federal Program
Director

June 30, 2019

MUNICIPALITY OF SAN JUAN
Corrective Action Plan
Single Audit Requirements
As of June 30, 2018

Finding Number

Management Response and/or
Corrective Action

Category

Management Response and/or Action
•

Further analysis is been conducted and is expected to be completed on June 30,
2019.

•

2 - HOPWA – $137,296
o The Federal Funds Office is conducting a comprehensive analysis of the net
differences between the beginning balance and the ending balance from
several prior fiscal years and verifying the outstanding check balances in
order to identify the bank account balance differences. This analysis is
expected to be completed on June 30, 2019.

Assigned
Responsibility

Expected
Target Date

Housing Department Director

April 30, 2019

•

4 - Head Start - $307,973
o The Head Start account has been used as a Master Account for various
programs throughout various years. The Federal Funds Office is making the
necessary arrangements with HRSA to separate the other federal programs
bank accounts on the Payment Management System to receive the deposits
in the Federal Program proprietary accounts and to stop using the Head Start
bank account as a Master.
o We further analyzed the net difference between the beginning balance and
the ending balance from the fiscal years 2010 to 2018 and found several
amounts credited on the Head Start bank account that were not transferred
to other programs and to the General Disbursement bank account. This
situation was corrected the fiscal year 2018-19. Documents are available to
be verified. A more comprehensive analysis is been conducted and is
expected to be completed on June 30, 2019.
A more comprehensive analysis is been conducted and is expected to be completed on
June 30, 2019.
2018-007

Internal Controls

Management agrees with the finding. To recover the amount of $41,070.00 paid in
excess during the reporting period, building owner signed a Promise of Payment of six
installment of $6,845.00 each, beginning on November 15, 2018 up to April 15, 2019.
At this date, the building owner has paid the amount of $27,380.00 with a balance of
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MUNICIPALITY OF SAN JUAN
Corrective Action Plan
Single Audit Requirements
As of June 30, 2018

Finding Number

Category

Management Response and/or
Corrective Action
Management Response and/or Action
$13,690.00. The correct information with the reduction in the HAP Contract was
included for each participant in the Living System.
Management agrees with the finding. Unfortunately, we encountered various situations
and unexpected events arising after the impact of Hurricanes Irma and María that led
to delays in the submission of the Enrollment Report. Our office is back in track and
summiting the report on a timely basis.

Assigned
Responsibility

Expected
Target Date

San Juan University College
Rector

June 30, 2019

2018-008

Internal Controls

2018-009

Internal Controls

Management concurs with the finding. As of February 15, 2019, The Municipality has
been able to identify and fill all the vacant of the Local Government Board
representatives with individuals with the characteristic required by WIOA.

WIOA Program Director

February 28, 2019

2018-010

Internal Controls

San Juan University College
Rector

June 30, 2019

2018-011

Internal Controls
Internal Controls

San Juan University College
Rector
Programa VIDA Director

June 30, 2019

2018-012

Management agrees with the finding. This was the first time the student was
participating in the Federal Work and Study Program. It was his last semester and close
to or already used his 600% LEU. Because of the recent eventualities of Hurricane María
and the obvious necessity of financial aid, the Financial Aid Office gave him the
opportunity for additional aid by participating in the FWSP even though he had only 3
credits enrolled. We are making sure that, in the current academic year, all students are
following the FWSP requirements and regulations.
Management agrees with the finding. Our office is currently working on an internal plan
and audit on managing and keeping track of physical records when a new student enrolls.
Management agrees with the finding. A table with all the documentation regarding the
details of the costs invoiced to the medical plans for services granted to participants of
the Ryan White program with their supporting documentation was delivered. In addition,
a flowchart was given detailing the billing, recovery and adjudication process to the
Municipality's income accounts – which clearly details the amount that responds to the
program income of “Programa Vida”. Also, we delivered the monthly selective
breakdown of all invoices for each participant receiving Ryan White's services. Finally,
tables that summarizes everything that was recovered were given to the auditors.
The regulation submitted to the auditors under Title 45 of the CFR where it is established
that there is no specific requirement to deposit the" program income "in a separate and
specific bank account for such purposes. To this end, the law establishes that there must
be adequate controls and procedures for the accounting of such funds separately, even if
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MUNICIPALITY OF SAN JUAN
Corrective Action Plan
Single Audit Requirements
As of June 30, 2018

Finding Number

Category

Management Response and/or
Corrective Action
Management Response and/or Action
they are deposited with other funds in pools bank accounts. These controls and
procedures are intended to ensure that the municipality ensures that "program income"
is used exclusively to provide eligible program costs. Also, HRSA submitted a letter in
which indicates that the finding regarding this matter for the FY 2016-17 is satisfactory
resolved.
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Assigned
Responsibility

Expected
Target Date

