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OFFICE OF GOVERNMENT ETHICS OF THE
COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2012

This section presents a narrative overview of the financial performance of Office of Government
Ethics of the Commonwealth of Puerto Rico (the "Office"} as of and for the year ended June 30,
2012. The information presented here should be read in conjunction with the Office’s basic
financial statements, including the notes thereto.

FINANCIAL HIGHLIGHTS

s Net assets of the Office increased $1.6 million, from $2.6 million as of June 30, 2011, to
$4.2 million as of June 30, 2012.

Capital expenditures made during 2012 amounted to $1.1 million.

« [Effective March 18, 2011, the Office entered into a cooperative agreement with the
Puerto Rico Infrastructure Financing Authority (PRIFA), a component unit of the
Commonwealth of Puerto Rico, under the governmental energy program up to $950
thousand and from this amount $616 was recognized as revenues during the year ended
June 30, 2012.

OVERVIEW OF THE FINANCIAL STATEMENTS

The financial statements consist of two parts, management's discussion and analysis (this
section) and the basic financial statements. The basic financial statements include two types of
statements that present different views of the Office:

e The first two statements are the government-wide financial statements that provide
information about the Office’s overall financial position and results. These statements,
which are presented on the accrual basis of accounting, consist of the statement of net
assets and the statement of activities.

e The remaining statements are fund financial statements of the Office’s major
governmental fund, for which activities are funded primarily from Commonwealth
appropriations and for which the Office follows the modified accrual basis of accounting.

¢ The hasic financial statements also include the notes to financial statements section that
explains some of the information in the government-wide and fund financial statements
and provides more detailed data.

The government-wide financial statements report information about the Office as a whole using
accounting methods similar to those used by private sector companies. The statement of net
assets includes all of the Office’s assets and liabilities. All of the current year's revenues and
expenses are accounted for in the statement of activities regardless of when the cash is
received or paid.



[

OFFICE OF GOVERNMENT ETHICS OF THE
COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2012

FUND FINANCIAL STATEMENTS

The fund financial statements provide more detailed information about the Office’'s most
significant funds and not the Office as a whole. The Office has one type of fund:

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

FINANCIAL ANALYSIS OF THE OFFICE AS A WHOLE
We provide the readers of these basic financial statements with the following summarized

discussion and analysis of the relevant facts that affected the government-wide financial
statements as of June 30,2012 and 2011:

Governmental Activilies

2012 2011 Change Percent (%)
Assels:
Cash $ 3,788,504 $ 2,340,615 $ 1,447889 62%
Account Receivables 31,746 85,783 (54,037) -63%
Prepaid Expenses 39,613 66,233 (26,620} -40%
Deferred Financing Cost 60,382 67,276 (6,894) -10%
Capital assels - net 10,002,977 9,355,127 647,850 7%
Totalassels 13,923,222 11,915,034 2,008,188 -45%
Lia bilities:
Account Payables 663,305 361,662 291,743 81%
Accrued Compensated absences-Current
Portion 725,088 768,227 43,139) -6%
Long Term Debt -Curre nt Porlion 76,862 71,008 5,856 8%
Accrued Compensated absences, net of
Current P ortion 1,061,404 834,461 226,943 27%
Long-term, net of Current Portion 7,120,604 7.197 466 76,862) -1%
Total libilities 9,637,263 9,232722 404,541 109%
Net assefs:
Invested in capital,
net of related debt 2,805,511 2,042,160 763,351 I7T%
Unresticted 1,480,448 640,152 840,296 131%
Total net assels 4,285,959 2,682,312 1,603,647 169%
Total Liabilities and net assets $ 13,023,222 $ 11,915,034 $ 2,008,188 17%




OFFICE OF GOVERNMENT ETHICS OF THE

COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
AS OF AND FOR THE YEAR ENDED JUNE 30, 2012

I

The net assets of the Office increased $1.6 million from $2.6 million at June 30, 2011 to $4.2
million at June 30, 2012. The increase in net assets was the result of a increase of $2 million in
total assets and a increase of $400 thousand in total liabilities. The increase in total assets and
the decrease in total liabilities are mainly due to the following:

¢« The budget approved by the legislative bodies amounting to $10,290,000 for the years
June 30, 20012 and 2011, respectively.

e Capital assets increased $600 thousand as a result of capital expenditures of $1.1
million that is partially offset by depreciation of $500 thousand.

e Total liabilties decreased by $400 thousand, mainly due to an increase in account
payable supplier mostly related to an audit software contract of $250 thousand; an
increase in accrued liabilities of $200 thousand, which was mainly due to the accrued

compensated absences.

STATEMENT OF ACTIVITIES

The statement of activities shows the sources of the Office’s changes in net assets as they arise
through its various functions. The Office currently only has governmental activities. Condensed
statements of activities for the fiscal years ended June 30, 2012 and 2011 are shown in the

table below:

Revenues:;

Program revenues
State appropriations
Federal grants
Interest and other

Total revenues
Expendilures
General government
Federal grants

Expenditures from specific program:

Special Project

Ethic Thinking Development Center
Interest on long-term debt

Total expenses

Change in net assels

Net assets - beginning of year

Net assets - end of year

Governmental Activities

2012 2011 Change Percent (%)
10,290,000 $ 10,290,000 - 0%
616,640 44,495 572,145 1286%
92,913 15,674 77,239 493%
10,899,553 10,350,169 649,384 1779%
8,023,861 9,232,341 (1,208,480) -13%
616,640 - 616,640 0%
180,061 65,068 114,993 177%
51 154 (103) -B67%
575,293 586,669 {11,376) -2%
9,395,206 9,884,232 {488,326} 95%
1,603,647 465,937 1,137,710 244%
2,682,312 2,216,375 465,937 21%
4,285,959 2,682,312 1,603,647 0%
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OFFICE OF GOVERNMENT ETHICS OF THE
COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
AS OF AND FOR THE YEAR ENDED JUNE 30, 2012

¢ Total revenues increased from $10.3 thousand in 2011 to $10.2 million in 2012 or $600
thousand. Federal grant and contributions increased by $600 thousand when compared
to the prior year as a result of a cooperative agreement with the Puerfo Rico
Infrastructure Financing Authority (PRIFA), a component unit of the Commonwealth of
Puerto Rico, under the governmental energy program up to $950 thousand and from this
amount $616 was recognized as revenues during the year ended June 30, 2012,

Function/program expenses decrease from $9.8 million in 2011 to 9.3 million in 2012 or $500
thousand. Decreased was mainly caused by reduction of regular employees and related payroll
expenses as result of various act enacted during 2011 and 2012 and control exercise by
management in other operating expenses.

GOVERNMENTAL FUND RESULTS

Following is an analysis of the results of operations of the Office’s major governmental funds:
General Fund - This fund accounts for all of the Office’s activities, except for those activities
related to the federal grant for the photovoltaic system project. Total expenditures of this fund
decreased $1.2 million from $9.2 million in 2011 to $ 8 million in 2012. The decrease was mainly
the result of a decrease in payroll and related expenditures of $500 thousand among of a
decrease in other expenditures. The decrease was partially offset by an increase in capital
outlays of $1.1 million. Capital outlays increased as a result of the completion of the photovoltaic
system project. Total revenues from state appropriation were equal on 2012 and 2011.Federal
Grant Fund - This fund accounts for federal resources obtained through a contract with PRIFA
and Puerto Rico Energy Affairs Administration ARRA funds directed to complete a photovoltaic
system for the building. Total expenditures of this fund increased from $45 thousand to $616
thousand for during 2012. The federal grant for the special revenues program is considered an
expenditure-driven grant and, as a result, total revenues amounted to $ 616 thousand.

CAPITAL ASSETS

The Office’s investment in capital assets at June 30, 2012 and 2011 amounted to approximately
$10 million and $9.4 million, respectively, net of accumulated depreciation and amortization.
Capital assets include land, buildings, building improvements, office furniture equipment,
computer equipment, vehicles, and software. See Note 4 to the basic financial statements for
additional details on capital assets at year-end and on activity during the fiscal year ended June
30, 2012.
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OFFICE OF GOVERNMENT ETHICS OF THE
COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
AS OF AND FOR THE YEAR ENDED JUNE 30, 2012

LONG-TERM DEBT

The Office obtained long-term debt to finance the acquisition of building for its administrative
office. At June 30, 2012, total debt outstanding amounted to$7.2 million.

REQUESTS FOR INFORMATION

This financial report is designed to provide a general overview of the Office's finances.
Questions concerning the information provided in this report or requests for additional financial
information should be addressed to the Office of the Executive Director, Office of Government
Ethics of the Commonwealth of Puerto Rico Ganges Street 108 Urbanizacién El Paraiso, San
Juan, Puerto Rico, 00926-2906.



OFFICE OF GOVERNMENT ETHICS OF THE
COMMONWEALTH OF PUERTO RICO

Statement of Net Assets
June 30, 2012

ASSETS

Cash and Cash Equivalents
Account Receivables

Due from Commonwealth
Prepaid Expenses

Deferred Financing Cost
Capital Assets - net

Total assets

LIABILITIES AND NET ASSETS

Liabilities:

Accounts payable

Accrued Liabilities- current portion

Deferred Revenues

Long Term Debt -current portion

Accrued Liabilities- net of current portion

Long Term Debt -net ofcurrent portion

Total liabilities

COMMITMENTS

Net assets:
Invested in capital assets, net of related debt
Unrestricted

Total net assets

See notes to financial statements.

$

Ico

3,788,504
1,746
30,000
39,613
60,382
10,002,977

13,823,222

647,800
725,088
5,605
76,862
1,061,404
7,120,604

9,637,263

2,805,511
1,480,448

$

4,285,959




OFFICE OF GOVERNMENT ETHICS OF THE
COMMONWEALTH OF PUERTO RICO

STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

Program Rewenues

[{o]

Net (expenses)

Operating Capital revenue and
grants and grants and changes
Functions and Programs Expenses contributions cantributions in net assets
Gowvernmental activities:
General government $ (8,023,851) $ 10,374,252 $ 8,661 3 2,359,052
Federal Grants (616,640.00) 616,640.00 - -
Special Project (180,061) - - (180,061)
Ethic Thinking Dewelopment Center 51 (51)
Interest on longterm debt (575,293} - - (575,293)
Total governmental activities
and change in net assets (9,385,9086) 10,990,892 8,661 1,603,647
Net assets - Beginning of year 2,682,312

Net assets - end of year

See notes to financial statements.

$_ 4,285,959



OFFICE OF GOVERNMENT ETHICS OF THE
COMMONWEALTH OF PUERTO RICO

BALANCE SHEET-GOVERNMENTAL FUND

ASSETS
Cash and Cash Equivalents
Due from Commeonwealth
Account Receivables

Total assets

LIABILITIES
Account payable
Accrued Liabilities-current portion
Accrued Liabilities- net current portion
Deferred Revenues

FUND BALANCE
Unreserved

Total fund

Total liabilities and fund balance

See notes to financial statements.

JUNE 30, 2012

Total
General Federal Governmental
Fund Grant Funds
$ 3,788,504 - $ 3,788,504
30,000
1,746 - 1,746
$ 3,820,250 - $ 3,820,250
522,729 - 522,729.00
850,159 - 850,159.00
1,061,404 - 1,061,404
5,605 - 5,505
2,438,797 2,439,797
1,380,453 - 1,380,453
1,380,453 - 1,380,453
$ 3,820,250 - $ 3,820,250




OFFICE OF GOVERNMENT ETHICS OF THE
COMMONWEALTH OF PUERTO RICO

RECONCILIATION OF THE BALANCE SHEET -
GOVERNMENTAL FUND TO THE STATEMENT OF NET ASSETS
JUNE 30, 2012

Amounts Reported for Governmental Activities in the
Statement of Net Assets are Different Because:

Total fund balance $ 1,380,453

Capital assets used in governmental activities are not current
financial resources and, therefore, are not reported in the
Balance Sheet-Governmental Fund. 10,002,977

Prepaid expenses are not available to pay current period
expenditures and, therefore, are not deferred in the funds. 39,613

Deferred financing cost are not available to pay current period
expenditures and, therefore, are not deferred in the funds. 60,382

Liabilities, including motgage payable are not due and payable in
the current period and, therefore, are not reported in the (7,197 ,466)

Net Assets of Governmental Activities $ 4,285,959

See notes to financial statements.



QFFICE OF GOVERNMENT ETHICS OF THE
COMMONWEALTH OF PUERTO RICO

STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCES - GOVERNMENTAL FUND

Total
Federal Governmental
General Grant Funds
REVENUES
State appropriations $ 10,290,000 $ - 3 10,290,000
Federal grants 616,640 616,640
Inferest and investment income 8,661 - 8,661
Contributions and Donations 84,252 84,252
10,382,913 616,640 10,999,553
EXPENDITURES
Payroll & Related Expense 7,122,668 - 7,122,668
Capital outlays 564,004 616,640 1,180,644
Dev. Ethics Thinking 51 - 51
Insurance & Related 109,608 . - 109,608
Office Equipment & Supplies 106,773 - 106,773
Other Expenses 184,801 - 184,801
Rent realted Expenses 37,611 - 37,611
Repair & Maintenance 150,894 - 150,894
Special Proyect 180,081 - 180,061
Professional Services 176,265 - 176,265
Utilities 185,673 - 185,573
Debt service payments:
Principal 71,006 - 71,006
Interest 575,293 - 575,293
9,464,608 616,640 10,081,248
918,305 - 918,305
FUND BALANCES
Fund balances deficit at beginning of year,
as previously reported 1,296,609 - 1,296,609
Prior pericd adjustment (834,461) (834,461}
Fund balances at beginning of year,
as restated . 462,148 - 462,148

See notes to financial statements.



OFFICE OF GOVERNMENT ETHICS OF THE
COMMONWEALTH OF PUERTO RICO

RECONCILIATION OF THE STATEMENT OF REVENUE,
EXPENDITURES, AND CHANGE IN FUND BALANCE-
GOVERNMENTAL FUND TO THE STATEMENT OF ACTMITIES
FOR THE YEAR ENDED JUNE 30, 2012

Amounts Reported for Governmental Activities in the
Statement of Net Assets are Different Because:

Net change in fund blance - governmental funds $ 918,305

The issuance of long-term debt provides current financial
resources while the repayment of the principal of long-term

debt consumes the current financial resources of governmental

funds; neither transaction, however, has any effect on net
assets. 71,006

Some expenses in the statement of activities do not require the
use of current financial resources and, therefore, are not
reported as expenditures in the governmental funds. (6,894)

Governmental funds report prepaid expenses as expenditures.
However, in statement of activities the costs of those assets is

allocated over their estimated useful lives and reported as
amortization expense. This is the amount by which these
expenditures exceeded amortization in the current period. (26,620)

Governmental funds report capital ouflays as expenditures.

However, in the statement of activities the cost of those assets
is allocated over their estimated useful lives and reported as
depreciation expense. This is the amount by which capital
outlays, net of disposals, exceeded depreciation in the current
period. 647,850

CHANGE IN NET ASSETS OF GOVERNMENTAL ACTMITIES $ 1,603,647

See notes to financial statements.



OFFICE OF GOVERNMENT ETHICS OF THE
COMMONWEALTH OF PUERTO RICO

NOTES TO FINANCIAL STATEMENTS (continued)
JUNE 30, 2012

Note 1 - Reporting Entity

The Office of Government Ethics of the Commonwealth of Puerto Rico (the "Office”) was
created by Act No. 12 of July 24, 1985, as amended, (the "Act’) by the Legislature of the
Commonwealith of Puerto Rico (the “Legislature”). To promote administrative independency, the
Office is a separate and independent entity from any other agency or instrumentality of the
Commonwealth of Puerto Rico ({the "Commonwealth"). On January 3, 2012, the Legislature
enacted Act 1-2012, known as the Puerto Rico Government Ethics Act of 2011. The main
purpose established in the Act is to renew and reassert the preventive and overseeing duties of
the Office. Its policies enable the Office to identify, analyze, and provide education on values
such as trustworthiness, caring, fairness, citizenship, respect, and responsibility, which make
feasible the attainment of the highest levels of honesty, conscientiousness, and efficiency In
performance of public servants. Furthermore, the office oversees, through the vehicles and
resources provided by the act, the conduct of public servants and penalizes all those who
infringe the code of ethics, incorporate values into public service.

In section 8.3, Act No. 12 of July 24, 1985, as amended, was repealed, except for the creation
of the Office, the appointments, right and privileges vested, and contracts, arrangements,
agreements entered there under. This repeal shall not affect any proceeding initiated or that
may be initiated, pursuant to the provisions of the cited Act.

The Office is exempt from all taxation in Puerto Rico pursuant to both Acts. Also pursuant to
both Acts, the office is exempt of the following:

e Act No. 230 of July 23, 1974, as amended, also known as the "Puerto Rico Government
Accounting Act."

¢ Act No 164 of July 24, 1974, as amended, also known as the “General Services
Administration Act” (ASG, Spanish acronyms).

¢ Act No. 184 of August 3, 2004, as amended, also known as the "Public Service Human
Resources Administration Act of the Commonwealth of Puerto Rico”.

e Act No. 45 of February 25, 1998, as amended, known as the “Puerto Rico Public Service
Labor Relations Act”.

« Act No. 54 of January 4, 2003 related to the exclusive Register of Bidders.
Act No. 147 of June 18, 1980, as amended, known as the “Management and Budget
Office Organic Act”.

e Act No. 197 of August 18, 2002, known as the “Act to Regulate the Transition Process of
the Government of Puerto Rico”.

e Act No. 209 of August 28, 2003, known as the "Puerto Rico Institute of Statistics Act”
Act No. 265 of September 3, 2003, known as the “Act for Regulating Certain
Government Financing and Personal Property Leasing Contracts”.

e Act No. 5 of December 8, 1955, as amended, known as the "Public Documents
Administration Act”.



OFFICE OF GOVERNMENT ETHICS OF THE
COMMONWEALTH OF PUERTO RICO

NOTES TO FINANCIAL STATEMENTS (continued)
JUNE 30, 2012

Note 1 - Reporiing Entity {Continued)

The Office’s accompanying financial statements are issued solely to comply with the Single
Audit Act of 1984, P.L. 98-502, and the Single Audit Act Amendments of 1996, P.L. 104-156
and for the information and use of the Office management, and federal awarding agencies and
pass-through entities, and is not intended to be and should not be used by anyone other than
these specified parties.

Note 2 - Basis of Presentation and Summary Of Significant Accounting Policies

The accounting and reporting policies of the Office conform to accounting principles generally
accepted in the United States of America (U.S. GAAP), as applicable to governmental entities.
The preparation of financial statements in conformity with U.S. GAAP requires management to
make estimates and assumptions that affect the reported amounts of assets and liabilities, the
disclosure of contingent assets and liabilities at the date of the financial statements, and the
reported amounts of revenues and expenses/expenditures during the reported period. Actual
results could differ from those estimates.

Government-Wide and Fund Financial Statements

Government-Wide Financial Statemenis - The statement of net assets and the statement of
activities report information on all activities of the Office. The Office only has governmental
activities. Governmental activities generally are financed through intergovernmental revenues
and other non-exchange revenues. Following is a description of the Office's government-wide
financial statements.

The statement of net assets presents the Office's assets and liabilities, with the difference
reported as net assets, Net assets are reported in three categories:

¢ Invested in capital assets, net of related debt, consists of capital assets, net of
accumulated depreciation and amortization, and reduced by any outstanding balances
for notes and other debt that are atfributed to the acquisition, construction, or
improvement of those assets.

* Restricted net assets result when consfraints placed on net assets use are either
externally imposed by creditors, grantors, contributors, and the like, or imposed by law
through constitutional provisions or enabling legislation.

» Unrestricted net assets consist of net assets that do not meet the definition of the two
preceding categories. Unrestricted net assets often are designated, in order to indicate
that management does not consider them to be available for general operations.
Unrestricted net assets often have constraints on use that are imposed by management,
but such constraints may be removed or modified.



OFFICE OF GOVERNMENT ETHICS OF THE
COMMONWEALTH OF PUERTO RICO

NOTES TO FINANCIAL STATEMENTS (continued)
JUNE 30, 2012

Government-Wide and Fund Financial Statements (Continued}

The statement of activities demonstirates the degree to which the direct expenses of a given
function or segment is offset by program revenues. Direct expenses are those that are clearly
identifiable within a specific function. Program revenues include grants and contributions that
are restricted to meeting the operational or capital requirements of a particular function. Other
items not meeting the definition of program revenues, if any, are reported as general revenues.

Fund Financial Statements - Fund accounting is designed to demonstrate legal compliance and
to aid financial management by segregating transactions related to certain government
functions or activities. A fund is a separate accounting entity with a self-balancing set of
accounts. The Office reports all of its governmental activities in the General Fund and the

Federal Grant Fund.

Measurement Focus, Basis of Accounting, and Financial Statements Presentation

Government-Wide Financial Statements

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting. Revenues are recorded when
earned and expenses are recorded when a liability is incurred, regardless of the timing of
related cash flows. Grants and similar items are recognized as revenues as soon as all
eligibility requirements imposed by the provider have been met.

Governmental Funds Financial Statements

The governmental funds financial statements are reported using the current financial
resources measurement focus and the modified accrual basis of accounting.

Revenues are recognized as soon as they are both measurable and available. Revenues
are considered to be available when they are collectible within the current period or soon
enough thereafter to pay liabilities of the current period. For this purpose, the Office
considers revenues to be available if they are collected within 90 days after the end of the
fiscal year. Principal revenue sources considered susceptible to accrual include
Commonwealth and federal funds to be received by the Office. Other revenues are
considered to be measurable and available only when cash is received. Expenditures
generally are recorded when a liability is incurred, as under accrual accounting.

Meodifications to the accrual basis of accounting include:
* Interest on general long-term obligations is generally recognized when paid.

» Debt service principal expenditures and claims and judgments are recorded only
when payment is due.



OFFICE OF GOVERNMENT ETHICS OF THE
COMMONWEALTH OF PUERTO RICO

NOTES TO FINANCIAL STATEMENTS (continued)
JUNE 30, 2012

Governmental Funds Financial Statements {(Continued)

The Office's governmental activities are accounted for in the following major funds:

s General Fund - This fund accounts for all financial resources of the Office, except for
those activities related to the federal grant for the cancer registry.

e Federal Grant Fund - This fund accounts for federal resources directed to administer
the Offices photovoltaic project.

Fund balance

Beginning with fisca! year 2011, the Office implemented GASB Statement No. 54, “Fund
Balance Reporting and Governmental Fund Type Definitions.” This Statement provides
more clearly defined fund balance categories fo make the nature and extent of the
constraints placed on a government's fund balances more transparent. The following
classifications describe the relative strength of the spending constraints:

o Nonspendable - amounts that cannot be spent either because they are not in a
spendable form or because they are legally or contractually required to be maintained
intact.

e Restricted - amounts constrained to specific purposes by their providers (such as
grantors), through constitutional provisions, or by enabling legislation.

» Commilted - amounts constrained to specific purposes by the Center itseif, using its
highest level of decision-making authority {(such as legislation). To be reported as
committed, amounts cannot be used for any other purpose unless the Center takes the
same highest level action to remove or change the constraint.

o Assigned - amounts the Office intends to use for a specific purpose. Intent can be
expressed by the Office or by an official or body to which the Office delegates the
authority.

e Unassigned - all amounts not included in other spendable classifications.

The Office establishes (and modifies or rescinds) fund balance commitments by passage of
an ordinance or resolution. This is typically done through adoption and amendment of the
budget. A fund balance commitment is further indicated in the budget document as a
designation or commitment of the fund (such as for special incentives). Assigned fund
balance is established by the Office through adoption or amendment of the budget as
intended for specific purpose (such as the purchase of fixed assets, construction, debt
service, or for other purposes).

In the general fund, the Office strives to maintain an unassigned fund balance to be used
for unanticipated expenditures and other financing sources and uses.



OFFICE OF GOVERNMENT ETHICS OF THE
COMMONWEALTH OF PUERTO RICO

NOTES TO FINANCIAL STATEMENTS (continued)
JUNE 30, 2012

Budgetary Accounting

Statutory (budgetary) accounting

The Office’s total available spending authorization, which is considered its budget, is adopted in
accordance with a statutory basis of accounting, which is not in accordance with the modified
accrual basis of accounting. Revenues are generally recognized when cash is received.
Expenditures are generally recorded when the related expenditure is incurred or encumbered

Amounts required settling claims and judgments against the Office, and certain other liabilities
are not recognized until they are encumbered or otherwise processed for payment. Under the
statutory basis of accounting, the Office 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 Office governmental funds,
encumbrance is a significant aspect to budget control.

Budgetary control

For budgetary purposes, encumbrance accounting is used. The encumbrances (that is
purchase orders, contracts and other commitments of appropriated resources) are considered
expenditures when a commitment is made. For GAAP reporting purposes, encumbrances,
outstanding at fiscal year-end are reported as reservations of budgetary appropriations and
GAAP fund balances and do not constitute expenditures or liabilities on a GAAP basis, because
such commitments will be honored during the subsequent fiscal year.

The Office is not required by the Act to submit a budget for approval by the Legislature of the
Commonwealth. The Office received a group appropriation; consequently, no formal budgetary
accounting procedures are followed.

Prepaid Expenses

Certain payments to vendors represent costs applicable to future accounting periods and are
recorded as prepaid items in the government-wide financial statements,

Capital Assets

Capital assets, which include land, building, computer equipment, office furnifure and motor
vehicles, photovoltaic system and software's, are reported in the government-wide financial
statements. Capital assets are defined by the Office as assets which have a cost of $100 or
more at the date of acquisition and have an expected useful life of three or more years.
Purchased capital assets are valued at historical cost. Donated fixed assets are recorded at fair
value at the date of donation.

Capital assets fransferred from other governmental entities within the same financial reporting
entity are recorded at the carrying value of the transferor. The costs of normal maintenance and
repairs that do not add to the asset's value or materially extend the asset's useful life are not
capitalized.



OFFICE OF GOVERNMENT ETHICS OF THE
COMMONWEALTH OF PUERTO RICO

NOTES TO FINANCIAL STATEMENTS (continued)
JUNE 30, 2012

Capital Assets (Continued)

Capital assets are depreciated on the straight-line method over the assets' estimated useful
lives. Generally, estimated useful lives are as follows:

Building 30 years
Building improvements 20 years
Vehicles 5 years
Office furniture and equipment 7 years
Computer equipment 3 years

Use of estimates

The preparation of financial statements in conformity with accounting principles generally
accepted in the United States of America requires management to make estimates and
assumptions that affect the reported amounts of assets and liabilities and disclosures of
contingent assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the reported period. Actual results could differ from those
estimates.

Cash and cash equivalents

The Office considers all highly liquid investments with maturity of three (3) months or less when
purchased to be cash equivalents. The cash balances are available to meet current operating
requirements in various interest-bearing accounts with Commercial Banks.

Compensated Absences

The vacation policy of the Commonwealth of Puerto Rico that applies to the Office employees
provides for the accumulation of two and a half {2.5) days per month. Vacation time
accumulated is fully vested to the employees from the first day of work up to a maximum of sixty
(60) days. Office’s employees accumulate sick leave at a rate of one and a half (1.5) days per
month up to a maximum of ninety (90) days. Upon retirement, an employee receives all
accumulated unpaid leave at the current rate, if the employee has at least ten (10) years of
service with the Commonwealth of Puerto Rico.

Governmental Funds

Reservations of Fund Balance

The governmental fund financial statements present reservations of fund balance for portions of
fund balances that are legally segregated for a specific future use or are not available for other
future spending.
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Future Adoption of Accounting Pronouncements

The Governmental Accounting Standards Board ("GASB") has issued the following statements:

¢ GASB Statement No. 54, Fund Balance Reporting and Governmental Type Fund
Definitions, which is effective for periods beginning after June 15, 2012.

¢ GASB Statement No. 57, OPEB Measuremenis by Agent Employers and Agent Multiple-
Employers Plans, which is effective for periods beginning after June 15, 2012.

» GASB Statement No. 59, Financial Instruments Omnibus, which is effective for periods
beginning after June 15, 2012.

« GASB Statement No. 680, Accounting and Financial Reporting for Service Concession
Arrangements, which is effective for periods beginning after December 15, 2012,

¢ GASB Statement No. 61, The Financial Reporting Entity: Omnibus - an amendment of
GASB Statements No. 14 and No. 34, which is effective for periods beginning after
June 15, 2012.

o GASB Statement No. 62, Codification of Accounting and Financial Reporting Guidance
Contained Pre-November 30, 1989 FASB and AICPA Proncuncements, which is
effective for periods beginning after December 15, 2012,

Management is evaluating the impact, if any, that these statements will have on the Office's
basic financial statements.

Note 3 - Cash

The level of custodial credit risk assumed by the Office at June 30, 2012 is disclosed bhelow.
Custodial credit risk is the risk that in the event of a financial institution failure, the Office's
deposits may not be returned to it. The Commonwealth requires that public funds deposited in
commercial banks in Puerto Rico must be fully collateralized for the amount deposited in excess
of federal depository insurance. All securities pledged as collateral are held by the Secretary of
the Treasury of the Commonwealth. The Office does not have a formal policy for custodial credit
risk.

As of June 30, 2012, $3,345,320 of the depository bank balance of $3,671,999 was uninsured
and uncollateralized. Uninsured and uncollateralized cash of $3,345,320 at June 30, 2012,
represents the bank balance of cash deposited at Commercial banks.
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Note 4 - Capital Assets

Capital assets activity for the year ended June 30, 2012, was as follows:

Capilal assets:
Nondepreciable:
Land
Books, Movies and Disks

Depreciable
Building
Building Improvements
QOffice furniture and equipment
Computer equipment
Vehicle

Total capital assets

Less accumulated depreciation:
Building
Building Improvements
Office furniture and equipment
Computer equipment
Vehicles

Total accumulated depreciation

Capital assets - net

JUNE 30, 2012

Decrease and

Beginning Other Ending

Balance Increase Recliassifications Balance
$ 2,000,000 - - $ 2,000,000
48,515 - - 48,515
5,375,421 - - 5,375,421
1,892,983 156,748 - 2,049,731
1,176,627 735,281 {134,235) 1,777,674
851,779 295,260 {30,1386) 1,116,903
185,917 - - 185,917
11,531,242 1,187,289 {164,371) 12,554,160
295,035 181,635 - 476,670
70,621 102,487 - 173,108
870,541 166,793 (130,820) 906,514
754,001 81,879 (26,906) 808,975
185,917 - - 185,917
2,176,115 532,794 (157,726} 2,551,183
$ 9355127 654,495 (6,645) $ 10,002,977

During 2012, the Office charged depreciation expense amounting to $61,062 to the photovoltaic
system completed with federal funds function/program and $471,732 to the general government

function/program.
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Note 5 - Long-Term Debt

The Ofiice entered in a loan for the adquisition of real property in the
amount of $7,375,000 on October 23, 2009. The loan will be paid in
120 equal monthly installments of principal and interest in the amount
$53,858, starting in November 2009 with the principal calculated over
a 10 year amortization table and a final payment of $6,516,872 on
October 31, 2019 The term loan is collateralized by the real property

adquired for its administrative facilities. $ 7,197,466
Less: curent portion 76,862
Long Term Debt, net of current portion $ 7,120,604

The scheduled principal repayment on [ong-term debt is as follows:

Year Ending
June 30

2013 3 76,862
2014 83,200
2015 90,060
2016 97,487
2017 105,526
Thereafter 6,744,330
Totals $ 7,197,465

As a result of this long term debt the office incurred on certain financing cost amounting to
$77,015. These costs were deferred in the accompanying Statement of Net Activities at June
30, 2012 at is amortized based on the effective rate method over the term of the debt. The
amortization of this cost at June 30, 2012 amounted to $6,894.

Note 6 - Compensated Absences

Employees accrue vacation leave at a rate of two and a half (2.5) days per month up to a
maximum of sixty (60) days. Unpaid vacation time accumulated is fully vested to the employees
from the first (1) day of work.

Employee’s accumulated sick leave at a rate of one and a half (1.5) days per month up to a
maximum of ninety (90) days. Upon retirement, and employee receives compensation for all
accumutated unpaid sick leave at their then current rate of pay, if the employee has at [east ten
(10) years of services with the Office.
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Note 6 - Compensated Absences (Continued)

Total vested pay benefits accrued for compensated absences at June 30, 2012, amount to
$1,784,411 which activity for the year ended June 30, 2011, is summarized as follows:

Balance at Balance at Due within
June 30, 2011 Additions Decrease June 30, 2012 One (1) year
$ 1,602,688 363,446 181,723 $ 1,784,411 $ 723,007

Note 7 - Federal Grant Program

The Puerto Rico Infrastructure Financing Authority (PRIFA) has received from the United States
Department of Energy under State Energy Program a grant which was authorized as a funding
opportunity under American Recovery and Reinvestment Act of 2009, PRIFA has identified the
Office as qualified sub grantee and entered into an agreement on March 18, 2011 and amended
until December 31, 2011 in the amount up to $950,000 for the design and construction of a solar
photovoltaic project on its facilities. During the year ended June 30, 2012, the expenditures
related to this project amounted to $616,640.

Note 8 — Retirement Plan

All full-time regular employees are covered and must participate in the employee retirement plan
administered by the Employees’ Retirement System of the Government of Puerto Rico and its
instrumentalities, which is a cost-sharing multiple employer plan. Employees must contribute
5.775% for the first $550 of their monthly gross salary and 8.275% for the salary in excess of
$550. The Office contributes 9.275% of the total gross salaries.

Eifective, July 1, 2011, the Commonwealth of Puerto Rico implemented the increases in the
Retirement System that Retirement System Commission approved for all governmental
employees. These increases consist of the following:

An increase in the employer contribution from 9.275% to 10.275%, effective in July 1, 2011,

An increase in the annual employer contribution of 1% of the regular retribution received by the
participants, beginning on July 1, 2012 and ending on June 30, 2016, and an annual increase of
the employer contribution of 1.25% of the regular retribution received by the participant
beginning on July 1, 2016 and ending on June 30, 2021.

Total contributions made for the pension plan during the year ended June 30, 2012, amounted
to $575,066 for employees paid with state funds.
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Note 9 - Contingencies

Litigation — At June 30, 2012, the office is defendant in lawsuits arising in the normal course of
operations, principally from human resources transactions. According to the laws of the
Commeonwealth of Puerto Rico, the Office is fully represented by the Puerto Rico Department of
Justice in defense of all legal cases against the Office. Any claims with negative financial impact
would be paid from the resources of the Office and the Commonwealth of Puerto Rico.

Federal awards - The Office participates in a federal financial assistance programs funded by
the federal government. Expenditures financed by this program are subject to financial and
compliance audits by the appropriate grantors. If expenditures are disallowed due to
noncompliance with grant program regulations, the Office may be required to reimburse such
monies to the grantors.

Voluntary Termination Benefits - During the fiscal year the office established two programs with
economic incentives for early retirement or voluntary employment termination to eligible
employees in accordance with section 22 of Act 70 of July 2, 2010. The program established in
October 2010 has the first two components described below. The second program established
on February 2012 has three (3) components as follows:

« Economic incentives for early retirement — All employees that at September 30,
2010 that have completed between 15 to 29 years of creditable service in the
Retirement System, regardless their age, may receive pension benefits ranging
from 37.5% to 50% of each employee’s salary, depending on the years of
service, -

+ Economic incentives for resignation — All employees can resign and receive an
economic incentive of one (1) month up to six (6} months of salary depending of
the employee’s term in the public services. The payment will be exempted from
income tax payment and will not be subject to savings and retirement plan
deductions.

« Economic incentives for retirement — All employees who have reached retirement
age but have not completed the required creditable service term for retirement,
may receive up to six (6) months of salary in order to complete the term of
creditable services required for retirement.

Each participant will be eligible for one (1) year of medical benefits.
The amount was not discounted since it was paid within the current fiscal year.

Note 10 — Subsequent Events

Management has evaluated subsequent events through March 25, 2013, the date the financial
statements were available to be issued.
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FOR THE YEAR ENDED JUNE 30, 2012

FEDERAL
FEDERAL GRANTOR/ PASS-THROUGH GRANTOR/ CFDA OR GRANT
PROGRAM OR CLUSTER TITLE NUMBER EXPENDITURES
U.S. DEPARTMENT OF ENERGY/ PASSTHOUGH
PUERTO RICO INFRASTRUCTURE FINANCING AUTHORITY
STATE ENERGY PROGRAM 81.041 $ 616,640

TOTAL EXPENDITURES OF FEDERAL AWARDS $ 616,640
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Note 1 - Basis of Presentation

The accompanying schedule of expenditures of federal awards includes the federal grant
activity of Office of Government Ethics of the Commonwealth of Puerto Rico (the "Office"), and
is presented in accordance with the requirements of OMB Circular A-133, Audits of States,
Local Governments, and Non-Profit Organizations. The Office's government-wide financial
statements are reported using the economic resources measurement focus and the accrual
basis of accounting, which conform to accounting principles generally accepted in the United
States of America as applicable to governmental units. The accounts of the Office are
presented on the basis of funds, each of which is considered a separate accounting entity. The
operations of each fund are accounted for with a separate set of self-balancing accounts that
comprise its assets, liabilities, fund balance/net assets, revenues and expenditures/expenses.
Government resources are allocated to and accounted for by individual funds based upon the
purposes for which they are to be spent and the means by which spending activities are
controlled. The Office's governmental funds financial statements are reported using the current
financial resources measurement focus and the modified accrual basis of accounting.

Note 2 - Catalog of Federal Domestic Assistance (CFDA)

Numbers are presented for programs for which such numbers are available.

Note 3 - Reporting Entity

The Office, for purposes of the Schedule of Expenditures of Federal Awards, includes all funds
of the primary government as defined by GASB Statement No. 14, The Financial Reporting
Entity, as amended. '
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The accompanying schedule of expenditures of federal awards is presented for purposes of
additional analysis as required by OMB Circular A-133 and is not a required part of the basic
financial statements. Such information has been subjected to the auditing procedures applied in
the audit of the basic financial statements and, in our opinion, is fairly stated, in all material
respects, in relation to the basic financial statements taken as a whole

The Office’s response to the finding identified in our audit is described in the Corrective Action
Plan. We did not audit the Office’s response and, accordingly, we express no opinion on the
response.

This report is intended solely for the information and the use of management, the Office's
Executive Director, other within the entity, and federal awarding agencies, and is not intended to
be and should not be used by anyone other than these specified parties.
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FISCAL YEAR ENDED JUNE 30, 2012

SECTION 1 - SUMMARY OF AUDITORS' RESULTS

Financial Statements:

Type of auditor’s report issued: Unqualified

Internal contro! over financial reporting:

1. Material weakness identified? No
2. Significant deficiency (is) identified that are not

considered to be material weakness? No
3. Noncompliance material to financial statements noted? No

Federal awards:

Internal control over major programs:

1. Material weakness(es) identified? No
2. Significant deficiency(ies) that are not considered to be
material weaknesses? No

Type of auditor's report issued on
compliance for major program? Ungqualified

Any audit findings disclosed that are
Required to be reported in accordance
with Circular A-133, Section .510 (a)? No

Identification of major programs:

Name of Federal
CFDA Number(s) Program or Cluster

81.041 State Energy Program
Dollar threshold used to distinguish
between Type A and Type B
programs: $300,000

Auditee qualified as a low-risk auditee? No
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS
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SECTION 2 - FINANCIAL STATEMENTS FINDINGS

No audit findings came to our attention that are required to be reported



OFFICE OF GOVERNMENT ETHICS OF THE
COMMONWEALTH OF PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
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SECTION 3 - FEDERAL AWARDS FINDINGS

No audit findings came to our attention that are required to be reported
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INDEPENDENT AUDITORS’ CONCLUSION ON THE
SUMMARY SCHEDDULE OF PRIOR YEAR FINDINGS
FISCAL YEAR ENDED JUNE 30, 2012

As part of the Office single audit, we are required to follow up on prior year audit findings and

performed procedures to assess the reasonableness of the Summary Schedule of Prior Audit
Findings.

No prior year audit findings to follow up.





