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PSV

CERTIFIED PUBLIC ACCOUNTANTS & CONSULTANTS

INDEPENDENT AUDITORS' REPORT

Mrs. Zulma R Rosario, Executive Director
Office of Government Ethics of the Commonwealth of Puerto Rico
(A Component Unit of the Commonwealth of Puerto Rico)
San Juan, Puerto Rico

We have audited the accompanying financial statements of the governmental activities
and each major fund of the Office of Government Ethics of the Commonwealth of Puerto Rico (a
component unit of the Commonwealth of Puerto Rico), as of and for the year ended June 30,
2015, which collectively comprise the Office'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.

Auditor's 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. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free from material misstatement.

PSV & Co, PSC| T 787-793-4400 | F 787-793-6056 | PSVPR.COM
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Auditor's Responsibility - Cont’

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,
mcluding the assessment of the risks of material misstatement of the financial statements, whether
due 1o 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 obtained is sufficient and appropriate to provide a basis for
our audit opinion.

Opinion

In our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities and each major fund of the
Office of Government Ethics of the Commonwealth of Puerto Rico (a component unit of the
Commonwealth of Puerto Rico) as of June 30, 2015 and the respective changes in financial position
thereof for the year then ended in conformity with accounting principles generally accepted in the
United States of America. '
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Other Matters

Required Supplementary Information

Accounting principles generally accepted in the United States of America require that the
management's discussion and analysis and budgetary comparison information on pages 4 to 7 and 25
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.

December 14, 2015

Stamp E202694 of the P.R. : @ .
Society of Certified Public ; \j é C»O 0 AQ
Accountants has been affixed

to the file copy of this report.

W
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OFFICE OF GOVERNMENT ETHICS OF THE COMMONWEALTH OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT'S DISCUSSION AND ANALY SIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2015

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, 2015. The
information presented here should be read in conjunction with the Office's basic financial statements,
including the notes thereto.

FINANCIAL HIGHLIGHTS

o Net assets of the Office increase $242 thousand, from $6.15 million as of June 30, 2014 to $6.39
million as of June 30, 2015.

o Capital expenditures made during 2015 amounted to $120 thousand.
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.

o 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.

o The basic 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 years 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
(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT'S DISCUSSION AND ANALY SIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2015

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 a type of fund:

e Governmental Funds - 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,

2015 and 2014:

Governmental activities

2015 2014 Change Percentage
Assets:
Cash............ i, $ 3,218,581 § 5,721,315 § (2,502,734)  -77.76%
Certificate of deposit. . ........... 3,250,341 250,227 3,000,114 (0.09%)
Accountreceivable.............. - 1,073 (1,073)  (30.85%)
Prepaidexpense . ........ ... ... 8,514 11,021 (2,507)  -29.45%
Deferred financing cost. . ... ...... 39,278 46,947 (7,669)  (15.35%)
Capital assets:
Non depreciable . . .............. 2,000,000 2,000,000 - 0.00%
Depreciable -net .. .............. 7,070,116 7,613,430 (543,314)  -1.68%
Total assets . .......oovn. .. $ 15,586,830 §$15,644,013 §  (57,183) -0.37%
Liabilities:
Current liabilities . ... ........... $ 1,314,608 $ 1,535,184 § (220,576) -16.78%
Non-current liabilities . .. ......... 7.896,536 7,962,390 (65,854) 1.17%
Total liabilities .. ............ 9.211,144 9.497.574 (286.430)  (0.54%
Net assets:
Invested in capital assets ... ....... 2,096,961 2,639,463 (542,502) -25.87%
Unrestricted . .. ..., 4.278.725 3,506,976 771,749 18.04%
Total net assets . .. ........... 6,375,686 6146439 229047 3.60%

Total liabilities and net assets . .. .. ... $15,586.830 $15.644,013 § (57,183) -0.37%




OFFICE OF GOVERNMENT ETHICS OF THE COMMONWEALTH OF PUERTO RICO

(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT'S DISCUSSION AND ANALY SIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2015

FINANCIAL ANALYSIS OF THE OFFICE AS A WHOLE (Cont'd)

Net assets of the Office increase $242 thousand, from $6.15 million as of June 30, 2014, to $6.39
million as of June 30, 2015. The increase in net assets was the result of an decrease of $45 thousand in
total assets and a decrease of $287 thousand in total liabilities. The increase in total assets and in total

liabilities are mainly due to the following:

o The budget approved by the legislative bodies amounting to $9.53 million and $10.29 for the

years June 30, 2015 and 2014, respectively.

o Capital assets decrease $531 thousand as a result of capital expenditures of $120 thousand that
is partially offset by depreciation of $651 thousand.

o Total liabilities decreased by $287 thousand, mainly due to an decrease in accounts payable
suppliers and a increase in current portion of accrued compensated absence.

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, 2015 and 2014 are shown in the table below:

Governmental activities

2015 2014 Change Percentage
Revenues:
Program revenues
State appropriations. . ............ $ 9,528,000 $10,290,000 § (762,000) (0.29%)
Interest and other. . . ............. 11,275 7,927 3,348 (38.30%)
Total revenues. . . ............ 9,539,275 10,297,927 (758,652)  (.032%)
Expenditures:
General government. . . ........... 8,686,510 8,809,910 (123,400) (2.41%)
Expenditures from specific program:
Special project. . ... ... L. 28,885 41,493 (12,608) (110.38%)
Interest on long - term debt. . ... ... 594,633 563,100 31,533 (1.13%)
Total expenses. . ............ 9,310,028 9,414,503 (104,475)  (2.77%)
Changeinnetassets. . .............. 229,247 883,424 (654,177)  -285.36%
Net assets at:
Beginning of vear. . . ............. 6,146,439 5,263,015 883,424 14.37%
Endofyear..................... $ 6,375,686 § 6,146,439 § 229247 3.60%

Total revenues decrease from $10.29 million in 2014 to $9.53 million in 2015.



OFFICE OF GOVERNMENT ETHICS OF THE COMMONWEALTH OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT'S DISCUSSION AND ANALY SIS
AS OF AND FOR THE YEAR ENDED JUNE 30. 2015

FINANCIAL ANALYSIS OF THE OFFICE AS A WHOLE (Cont'd)

Function/program expenses decrease from $9.41 million in 2014 to $9.30 million in 2015. Decreased
was mainly caused by Decreases of regular employees and related payroll expenses as result of various
act enacted during 2014 and 2015 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. Total expenditures of this fund decreased
$700 thousand from $9.51 million in 2014 to $8.81 million in 2015. The decrease was mainly the result
of a decrease in payroll and related expenditures of $57 thousand and the decrease in capital outlays of
$541 thousand among a decrease in other expenditures. Total revenues from state appropriation
decrease from $10.29 million in 2014 to $9.54 million in 2015.

CAPITAL ASSETS

The Office's investment in capital assets at June 30, 2015 and 2014 amounted to approximately $9.08
million and $9.61 million, respectively, net of accumulated depreciation and amortization. Capital assets
include land, buildings, building improvements, office furniture equipment, computer equipment,
vehicles and intangible assets including software. See Note F for the basic financial statements for
additional details on capital assets at year-end and on activity during the fiscal year ended June 30,

2015,

LONG-TERM DEBT

The Office has long-term debt to finance the acquisition of building for its administrative office. At
June 30, 2015, total debt outstanding amounted to $6.99 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 Urbanizacion El Paraiso, San Juan, Puerto Rico,

00926-2906.



OFFICE OF GOVERNMENT ETHICS OF THE COMMONWEALTH OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

STATEMENT OF NET ASSETS
JUNE 30. 2015

- ASSETS -

Cash . $ 3,218,581
Certificate of deposit . .. ..ot 3,250,341
Propaid EXPEIISES . . . - . . c.os@e 5 35555 65 6§ 6 0.8 808 00 €T HEEEE YK 8,514
Deferred financing COSt . . .. ..ottt 39,278
Capital assets:

Non.depreciable . .. ....;.covssmsssasnssssvasss a5 35858802533 2,000,000

Deprectable - M8t. . . ..o vcnmmmmmnnms e an o sne g ki s A EE § 7,070,116

Total ASSELS . . o ot 15,586,830

- LIABILITIES AND NET ASSETS -

Current liabilities
Current portion:

Accrued compensated absence . .. ... ... 743,861
Longterm debt. . . . .ocusnssisnnssssasssesnsasasnnssnseenmpsss 97,487
Accounts payable . .. ... 279,510
ACCIUEL TaDIIIHES. . . . . oo s 56 5 8¢ 688 883888880 s 6 eming s 188,245
Deferred TEVENUES . . . o oo 5,505
Total current Habilities . . . . .. .o 1,314,608

Non-current liabilities

Accrued compensated absence . .. ... ..o 1,008,285
Lo Term B « o v o5 s 51 tvmsmumsmmmmna s cacsnanavusasserassnnnn 6,888,251
Total non-current labilifies . . .+« i svswomvm ivwvmsoerssssomsas 7,896,536
Total HabilIties . . ..o o 9,211,144

Net assets:

Invested in capital @SSEES . ¢ s s s v svsssunsmopravsoncumscnmnrnn s mw 2,096,961
Unrestricted . . o o o e 4,278,725
Total NEt ASSELS © © v v v e et $ 6.375.686

SEE NOTES TO FINANCIAL STATEMENTS




OFFICE OF GOVERNMENT ETHICS OF THE COMMONWEALTH OF PUERTO RICO

(A Component Unit of the Commonwealth of Puerto Rico)

STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30. 2015

Program revenues

Net revenues

Operating Capital (expenses) and
Grant and Grant and  changes in net
Functions and programs Expenses Contributions  Contributions assets
Governmental activities:
General government . . . . . $ (8,686,510) $§ 9,528,000 § 11,275  § 852,765
Special projects . . .. .. .. (28,885) (28,885)
Interest on long term debt . (594,633) - - (594,633)
Total governmental activities
and change in net assets . . $ (9,310,028) $§ 9,528,000 § 11,275 229247
NET ASSETS AT:
BEGINNING OF YEAR . ..o e 6,146,439
END OF YEAR . . oo e e $ 6,375,686

SEE NOTES TO FINANCIAL STATEMENTS




OFFICE OF GOVERNMENT ETHICS OF THE COMMONWEALTH OF PUERTO RICO

(A Component Unit of the Commonwealth of Puerto Rico)

BALANCE SHEET - GOVERNMENTAL FUND

JUNE 30. 2015

Total
Governmental
General fund Funds
ASSETS:
ST o e e s me o o 0 s s n n ek e b ne o L $ 3,218,581 $ 3,218,581
Certificate of deposit . .. ... ... ... o 3,250,341 3,250,341
Totalassets . ........... . $ 6,468,922 § 6,468,922
LIABILITIES:
Accounts payable . . ... L $ 279,510 % 279,510
Accrued liabilities:
Current POrtion . . .. ...t 932,106 932,106
LOng tertl POPON v s 55 sssssrsrssssssnsemmas 1,008,285 1,008,285
Deferred revenues . . ... ... 5,505 5,505
Total liabilities . . .. ........ ... ... ... ... ... 2,225,406 2,225,406
FUND BALANCE:
Unreserved . ..o 4243516 4,243,516
Totalfunds . . ... . 4,243,516 4,243,516
Total liabilities and fund balance . . .. ... ... .. $ 6,468,922 $ 6,468,922

SEE NOTES TO FINANCIAL STATEMENTS
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OFFICE OF GOVERNMENT ETHICS OF THE COMMONWEALTH OF PUERTO RICO

(A Component Unit of the Commonwealth of Puerto Rico)

BALANCE SHEET RECONCILIATION - GOVERNMENTAL
FUND TO THE STATEMENT_ OF NET ASSETS JUNE 30, 2015

Amounts reported for governmental activities in the
statement of net assets are different because:

Total fund balance . . . . .o o 3

Prepaid expenses are not available to pay current period
expenditures and, therefore, are not deferred inthe funds . ... ..........

Deferred financing cost are not available to pay current period
expenditures and, therefore, are not deferred inthe funds . .. ...........

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

Liabilities, including mortgage payable are not due and
payable in the current period and, therefore, are not reported

in the Balance Sheet Governmental Fund . . ............... .. .......

4,243,516

8514

39,278

9,070,116

(6,985,738)

Net assets of governmental activities . . ............... i $

6,375,686

SEE NOTES TO FINANCIAL STATEMENTS
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OFFICE OF GOVERNMENT ETHICS OF THE COMMONWEALTH OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

STATEMENT OF REVENUES, EXPENDITURES AND
CHANGES IN FUND BALANCE - GOVERNMENTAL FUND
FOR THE FISCAL YEAR ENDED JUNE 30, 2015

Total
Governmental
General fund Funds
REVENUES:
State appropriations . . . ... ... $ 9,528,000 $§ 9,528,000
Othef* TAEBITE . i o w5 @ B GG S & 6% 6 88 8 8 § § 8 osgomas 2,773 2,773
Interest and Investment INCOME . . . . . .o v v v cvv e enon. 8,502 8,502
Total tEVENUES . . . . o ottt e e 9,539,275 9,539,275
EXPENDITURES:
Payroll and related expense . .. .. . vovnsssssnmmmonsssis 7,135,947 7,135,947
(o] TR . s wusscosorssrsagusveroncr e smmmns na 111,441 111,441
Insuranceandrelated . ... .. ... ... 131,385 131,385
Office equipment and supplies . .. ...................... 218,239 218,239
Other exXpenss . , . cicsasasatssissumausatmpmmunss vy 91,575 91,575
Rentrelated expense . . . ...t 15,629 15,629
Repair aid MAMEHANES s s ass1ersssssevesvvammmunns 120,489 120,489
Special PEOEELS . - v s kT AR R R B EE R 8 AR 28,885 28,885
Professional Services . . .. o oot 199,817 199,817
UHHHES .« .« o oo e e e e 108,498 108,498
Debt service payments:
Pringipal. ..o cosveesesssassosanmssann e 51,667 51,667
TOEEIEST .. oo mr s 5 5 8 MR hihd 65 53 883 688858 2ammepn 594,633 594,633
Total expendiires o wxvasressssssvsssvsoommuns 8,808,205 8,808,205
Net change in fund balances - governmental funds . .. ......... 731,070 731,070
FUND BALANCE AT:
BEGINNING OF YEAR .. .......... e R 3,512,446 3,512,446
END OF YEAR . . .. e $ 4.243,516 §  4.243,516

SEE NOTES TO FINANCIAL STATEMENTS 12




OFFICE OF GOVERNMENT ETHICS OF THE COMMONWEALTH OF PUERTO RICO

(A Component Unit of the Commonwealth of Puerto Rico)

RECONCILIATION OF STATEMENT OF REVENUE,
EXPENDITURES AND CHANGE IN FUND BALANCE -
GOVERNMENTAL FUND TO THE STATEMENT OF ACTIVITIES
FOR THE YEAR ENDED JUNE 30, 2015

Amounts reported for governmental activities in the
statement of net assets are different because:

Net change in fund balance - governmental funds . . ........... ... .. ... .. $

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 onnetassets. . . ........ .. v

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. .. ......... .. ... ..

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
inthe current period. . . ... ...

Governmental funds report capital outlays as expenditures.
However, in the statement of activities the cost of those assets 1s
allocated over their estimated useful lives and reported as depreciation
expense and amortization. This is the amount by which capital outlays,
net of disposals exceeded depreciation in the current period. . . ...........

SEE NOTES TO FINANCIAL STATEMENTS

731,070

51,667

(7,669)

(2,507)

(543,314)

CHANGE IN NET ASSETS OF GOVERNMENTAL ACTIVITIES . ........... $ 229,247



OFFICE OF GOVERNMENT ETHICS OF THE COMMONWEALTH OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT'S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30,2015

NOTE A - 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 Commonwealth 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 makes 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. Also pursuant to both Acts, the office is exempt
of the following:

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

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".

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".

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

Act No. 209 of August 28, 2003, known as the "Puerto Rico Institute of Statistics Act".

4



OFFICE OF GOVERNMENT ETHICS OF THE COMMONWEALTH OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT'S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30. 2015

NOTE A - REPORTING ENTITY (Cont'd)

Act No. 265 of September3, 2003, known as the "Act for Regulating Certain Government
Financing and Personal Property Leasing Contracts".

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

The Office's accompanying financial statements are issued solely for the information and use of the
Office management, and federal awarding agencies and is not intended to be and should not be used by
anyone other than these specified parties.

NOTE B - 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 hereinafter referred to as GAAP, as applicable to
governmental entities. The preparation of financial statements in conformity with 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 Statements - 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 attributed to the acquisition, construction or improvement of those assets.

Restricted net assets result when constraints 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.



OFFICE OF GOVERNMENT ETHICS OF THE COMMONWEALTH OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT'S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2015

NOTE B - BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Cont'd)

Government wide and fund financial statements (Cont'd)

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.

The statement of activities demonstrates the degree to which the direct expenses of a given function or
segment is offset by program revenues. Direct expenses are those that are clearly identifiable 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.
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OFFICE OF GOVERNMENT ETHICS OF THE COMMONWEALTH OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT'S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2015

NOTE B - BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Cont'd)

Governmental funds financial statements (cont'd)

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

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

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

o 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.

Fund balance

Beginning with fiscal 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 to 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:

 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.

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

o Committed - amounts constrained to specific purposes by the Center itself, 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.
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OFFICE OF GOVERNMENT ETHICS OF THE COMMONWEALTH OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT'S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2015

NOTE B - BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Cont'd)

Fund balance (cont'd)

e 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.

» 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.

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.
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MANAGEMENT'S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30. 2015

NOTE B - BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Cont'd)

Budgetary control (cont'd)

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, building improvements, computer equipment, office
furniture, equipment, motor vehicles and intangible assets including software 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 transferred 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.

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 improvement 20 years
Office furniture and equipment 7 years
Computer equipment 3 years
Vehicles 5 years
Software 5 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.
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MANAGEMENT'S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30. 2015

NOTE B - BASIS OF PRESENTATION AND SUMMARY OF SIGNIFICANT
ACCOUNTING POLICIES (Cont'd)

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 spending, use or are not available for other

future spending.

Future adoption of accounting pronouncements

The Governmental Accounting Standards Board hereinafter referred to as GASB has issued the
following statements:

GASB Statement No. 72, Fair Value Measurement and Application, which is effective for periods
beginning after June 15, 2015.

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

financial statements.

NOTE C - CASH

The level of custodial credit risk assumed by the Office at June 30, 2015 is disclosed below. 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.



OFFICE OF GOVERNMENT ETHICS OF THE COMMONWEALTH OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT'S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30, 2015

NOTE C - CASH (Cont'd)

The Office maintains its cash balances in commercial banks. Depository bank accounts at the
institution are guaranteed by the Federal Deposit Insurance Corporation up to $250,000. At June 30,
2015, the cash balances exceeded the insured limit by $2,928,064.

NOTE D - 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 accumulated unpaid
sick leave at their then current rate of pay, if the employee has at least ten (10) years of services with
the Office.

Total vested pay benefits accrued for compensated absences at June 30, 2015, amount to $1,752,145
which activity for the year ended June 30, 2015, is summarized as follows:

Balance at Balance at Due within
June 30. 2014 Additions _  Decrease  June 30.2015 One (1) Year

$ 1,710,414 $ 807,054 § 765322 § 1,752,146 § 743,861

NOTE E - 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 10.275% of the total gross salaries.

Effective, 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 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 office contributions made for the pension plan during the year ended June 30, 2015, amounted to
$799,611 for employees paid with state funds.
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OFFICE OF GOVERNMENT ETHICS OF THE COMMONWEALTH OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT'S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30. 2015

NOTE F - CAPITAL ASSETS

Capital assets activity for the year ended June 30, 2015, was as follows:

Beginning Increase Decrease other Ending
Balance (Decrease) Reclassification ~ Balance

Non depreciable:

Land .. ... $ 2,000,000 $ - $ - $ 2,000,000
Depreciable:

Building . ................. 5,375,421 - - 5,375,421

Building improvements . . . . .. 2,156,103 15,865 - 2,171,968

Office furniture

and equipment . . ... ... .. 1,791,33 18,641 (19,460) 1,790,515

Computer equipment . . ...... 1,033,979 85,615 (35,211) 1,084,383

Vehicle . . ................ 316,608 - (62,231) 254,377

Sofftware . ..o 499,325 - 23,425 522,750

Total capital assets . ........ 13,172,770 120,121 (93.477) 13,199,414
Less accumulated depreciation:

Building . ............... . 835,032 179,181 - 1,014,213

Building improvements . . . . . . 384,634 107,805 - 492,439

Office furniture

and equipment . « ¢« e b0 1,246,219 135,736 (19,230) 1,362,725

Computer equipment . . ... ... 817,354 101,736 (3,040) 916,050

Sofftware . ... 63,438 103,769 - 167,207

Vehigle: s v:vss8:v00: smmun 212,663 26,138 (62,137) 176,664

Total accumulate depreciation . 3,559,340 654,365 (84.,407) 4,129,298

Total capital assets - net ... . .. $ 9,613,430 $ (534,244) § (9,070) $ 9,070,116

During the year 2015, the Office charged depreciation expense and amortization amounting to
$650,461.



OFFICE OF GOVERNMENT ETHICS OF THE COMMONWEALTH OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT'S DISCUSSION AND ANALYSIS
AS OF AND FOR THE YEAR ENDED JUNE 30. 2015

NOTE G - LONG TERM DEBT

The following is a summary of long term debt as of June 30, 2015:

The Office entered in a loan for the acquisition of real property in
the amount of $7,375,000 on October 23, 2009. The loan at fix interest
7.95% will be paid in 120 equal monthly installments of principal and interest
in the amount of $53,858, starting in November, 2009 with a final payment
amount to $6,544,850 on October 31, 2019. The term loan is collateralized

by the real property acquired for its administrative facilities. . . .............. $ 6,985,738
LSS CUITENTt POTTION « « . . v vt v e e e et e et et e 97,487
Longtermdebt . ... ... $ 6,888,251

Principal payments required to be made for each of next five years and thereafter are summarized as
follows:

Year ending

June 30, Amount
DA . . s i s o s s kst s e s s e e n e mm a4 R BEFEEET IS £ $ 97,487
241 /NPT 105,526
D08 &« s i s v s ks e et b e E 3 G E FEEBEEEEEEEAF A Bt e e 114,228
D000 e 123,647
ThErCatter « o o o o o e e e e e e e e e 6,544,850

Total © o $ 6,985,738

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, 2015 at is
amortized based on the effective rate method over the term of the debt. The amortization of this cost at
June 30, 2015 amounted to $7,669.



OFFICE OF GOVERNMENT ETHICS OF THE COMMONWEALTH OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

MANAGEMENT'S DISCUSSION AND ANALYSIS
AS OF AND FOR_THE YEAR ENDED JUNE 30, 2015

NOTE H - CONTINGENCIES

Litigation - At June 30, 2013, the office is defendant in lawsuits arising in the normal course of
operations, principally from human resources transactions. According to the laws of the
Commonwealth 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.

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:

o Economic incentives for early retirement - All employees that at September 30, 2010 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.

e 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 I- SUBSEQUENT EVENTS

Management has evaluated subsequent events through December 14, 2015, the date the financial
statements were available to be issued.
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OFFICE OF GOVERNMENT ETHICS OF THE COMMONWEALTH OF PUERTO RICO
(A Component Unit of the Commonwealth of Puerto Rico)

BUDGET VS ACTUAL
FOR THE FISCAL YEAR ENDED JUNE 30, 2015

Original Final Actual
Budget Budget Expenditures Variance
Revenue:

State appropriation . .. ......... $ 9,528,000 $ 9,528,000 § 9,528.000 $ -

Interest and investment income . . . - - 8,502 8,502

Other income . . .............. - - 2,773 2,773

Total fevenues wu e amwnssss 9,528,000 9,528,000 9,539,275 11,275

Expenditures:

Payroll and related expenses . . . . . 7,054,129 7,054,129 7,135,047 81,818
Capital 0thyS c w5 wsavmenres s 5 141,000 141,000 111,441 (29,559
Insurance and related . . .. ... ... 155,300 155,300 131,385 (23,915)
Office equipment and supplies . . . 503,000 503,000 218,239 (284,761)
Other expenses . ... ........... 212,500 212,500 91,575 (120,925)
Rent related expenses . .. ....... 40,000 40,000 15,629 (24,371)
Repair and maintenance . . ... ... 219,071 219,071 120,489 (98,582)
Special project . .. ... . ... 82,000 82,000 28,885 (53,115)
Professional service . . .. ....... 391,000 391,000 199,817 (191,183)
Utilities . .. ................. 173,000 173,000 108,498 (64,502)

Debt service payments . . . ... ... 557,000 557,000 646,300 89,300
Total expendures . . .......... 9,528,000 9,528,000 8,808,205 (719.,795)

Net change in fund balances
- govermental funds . ... ... $ - $ - $ 731,070 $. 731,070

The Office of Government Ethics of the Commonwealth of Puerto Rico is not restricted of the use of
funds nor has the need to ask approval from the Office of Management and Budget to change the use of

programs funds assigned by Commonwealth of Puerto Rico.



