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COMMONYEALYH OF PUERTO RICO

Jos¢ Luis Dalmau Santiago
President

June 29, 2021

To the Governor of Puerto Rico
Members of the Senate and the People of Puerto Rico
San Juan, Puerto Rico

The Comprehensive Annual Financial Report (CAFR) of the Senate of the Commonwealth of Puerto Rico
(hereafter referred to as the “Senate”) for the fiscal year ended June 30, 2020 is submitted herewith. This
report has been prepared in a manner which fully conforms to accounting principles generally accepted
in the United States of America, as established by the Governmental Accounting Standards Board (GASB).

The Comprehensive Annual Financial Report is presented in three sections. The Introductory section
includes this transmittal letter, general information about the Senate, an organizational chart and list of
senators and permanent commissions. The Financial Section includes the independent auditor’s reports,
management’s discussion and analysis {(MD&A), audited government-wide and fund financial statements
and related notes thereto; and required supplementary information. The statistical section contains
selected unaudited financial, economic, and demographic data on a multiyear basis.

The responsibility for the accuracy of data and the completeness and fairness presentation, including all
disclosures, rests with the Senate’s administrators. To the best of our knowledge, the information
presented herewith is accurate in all material respects and provides a reasonable understanding of the
Senate’s financial activities. We have included all the necessary disclosures to enable the reader to gain a
thorough understanding of the Senate’s activities.

Generally Accepted Accounting Principles (GAAP) require that management provide a narrative
introduction, overview, and analysis to accompany the basic financial statements in the form of MD&A.
This letter of transmittal is designed to complement the MD&A and should be read in conjunction with it.
The Senate’s MD&A can be found immediately following the report of the independent auditors.

PROFILE OF THE SENATE

The Senate was organized by virtue of Article 3, Sections 1 to 3 of the Constitution of the Commonwealth
of Puerto Rico (hereafter referred to as the “Constitution”) enacted on July 25, 1952, as approved by the
people of Puerto Rico and the United States Congress. The Constitution establishes a republican form of
government, and sets out three branches of government: Executive, Legislative and Judicial. The
Legislative Branch enacts and approves all legislation; the Executive Branch executes the legislative
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mandate; and the Judicial Branch oversees the Puerto Rico Court System and construes the meaning of
the constitution and laws passed by the Legislative Assembly.

The Constitution establishes that the Commonwealth’s legislative power will be exercised by a Legislature
composed of two bodies: Senate and House of Representatives, whose members will be elected through
direct vote in each general election. In this four-year term, the Senate comprises twenty-seven {27)
senators. For purposes of its members’ election, Puerto Rico is divided into eight senatorial districts. Each
district elects two senators. In addition, the Senate has eleven senators at large. No elector can vote for
more than one candidate to senators at large. Each senator is elected for a four-year term.

The Legislative Assembly is deemed a continuous body for the term for which its members are elected to
meet in regular sessions each year commencing the second Monday of January. Accerding to Act No. 9
of April 9, 1954, as amended, and section 21.2 of the Resolution of the Senate No. 21 of January 15, 2013,
the annual regular session of the Legislature is composed of two sessions, as follows.

A. The first session that begins on the second Monday of January and ends on June 30 of the same
year; and

B. The second session that begins on the third Monday of August and ends on Tuesday, preceding
the third Tuesday of November. This Second Session shall not be held in years when general
elections are to be held.

There are also extraordinary sessions that may be held on any date of the calendar year, except during
the regular sessions. The Governor or the President of the Senate, as provided by the Constitution and
Rules of the Senate, may convene an extraordinary session.

ECONOMIC CONDITIONS AND OUTLOOK

Puerto Rico’s economy is closely linked to the United States economy, as most of the external factors that
affect the local economy are determined by the policies and performance of the mainland economy.
These external factors include exports, direct investment, the amount of federal transfer payments, the
level of interest rates, the rate of inflation, and tourist expenditures.

On March 11, 2020, the World Health Organization declared the new strain of the coronavirus (COoVID-19)
a global pandemic. The Federal, state, and the Government of Puerto Rico have since implemented
various restrictions, including travel restrictions, border closings, restrictions on public gatherings,
quarantining of people who may have been exposed to the virus, shelter-in-place restrictions and
limitations on business operations. In response to government recommendations and for the health and
safety of associates and guests, the Government of Puerto Rico announced the Governor's Executive
Order Number OE-2020-023, Implementation of the Necessary Closings of Private and Government

Operations to Combat the Effects and Spread of COVID-19 in the Island of Puerto Rico, issued on March
15, 2020.

From Fiscal Year 2008 to fiscal year 2019, the manufacturing and service sectors generated the largest
portion of the gross domestic product. Manufacturing is the largest sector of the Puerto Rico economy in
terms of gross domestic product. In the last three decades, industrial development in Puerto Rico has
been refatively capital intensive and dependent on skilled labor.



Puerto Rico has experienced mixed results in the service sectar, which includes wholesale and retail trade,
atilities, transportation and warehousing, information, finance and insurance, real estate and rental, and
certain services such as professional, scientific, technical, management, administrative, support,
educational, health care, social, recreational, accommodation, food and other services. Tourism also
makes a significant contribution to economic activity.

Puerto Rico continues to suffer from the effects of a recession that started in fiscal year 2006. Since that
date, Puerto Rico’s Gross National Product (“GNP”) has decreased constantly every fiscal year, except for
fiscal year 2012, when it grew by 0.5%. Except for year 2012, GNP for fiscal years 2009, 2010, 2011, 2013,
2014, 2015, 2016, 2017, 2018 and 2019 decreased by 3.8%, 3.6%, 1.7%, .1%, 1.8%, .8%, 1.6%, 3.0%, -4.7%
and 1.5%, respectively,

Economic Activity index (“EAI") for December 2019 reflected a 122.3% increment compared to June 2018,
The average cumulative value for the fiscal year 2019 showed an increase of .4% as compared to fiscal
year 2018, -2%. The £At is a coincident indicator of ongoing economic activity but it does not measure the
real GNP annual growth rates. Since the EAl is generated with only four variables {total payroll
employment, cement sales, gasoline consumption, and electric power generation), it is more volatile than
the actual GNP figures. This means that both increments and declines reflected in the EAl amplify the
corresponding movements of the real GNP.

The most recent development with regards to Puerto Rico’s fiscal situation is the certification of the fiscal
plan by the Fiscal Oversight Board, under PROMESA {Puerto Rico Oversight, Management and Economic
Stability Act of 2016}, dated May 27, 2020.

INDEPENDENT AUDITORS

Commonwealth statutes require an annual audit of the Senate's financial reports by an independent
certified public accountant. The firm Aquino, De Cérdova, Alfaro & Co., LLP was selected by the Senate to
perform the audit of the basic financial statements, for the fiscal year ended June 30, 2020, in accordance
with auditing standards generally accepted in the United States of America. The Goal of an independent
audit is to provide reasonable assurance that the financial statements of the Senate are fairly stated in all
material respects in accordance with U.S generally accepted accounting principles. The independent
auditors’ report on the basic financial statement is included in the financial section of this report.

INTERNAL CONTROLS

The management of the Senate is responsible for establishing and maintaining internal controls to ensure
that the Senate’s assets are protected from loss, theft or misuse, and that adequate accounting data is
compiled to allow for the preparation of financial statements in conformity with U.S. generally accepted
accounting principles. The internal control structure is designed to provide reasonable, rather than
absolute, assurance that these objectives are met.

The Senate maintains extensive budgetary controls to ensure compliance with legal provisions embodied
in the annual appropriated budget approved by the Legislative Assembly, Senate’s rules and regulations
and administrative orders. The general fund activities are included in the annual appropriated budget.
Budgetary control for the legislative functions resides at the level of the office of each senator. However,
regarding administrative offices, control is exercised at the administration level. The Senate also maintains
an encumbrance accounting system as a method of upholding budgetary control.
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BUDGET AND FISCAL POLICY

The fiscal year for the three branches of the Commonwealth of Puerto Rico, which includes the Legislative
Assembly, begins each July and ends on June 30. Each legislative body is exempted by law from submitting
a request to the Office of Management and Budget of the Commonwealth (OMB), as the Governor is
supposed to recommend the same budgetary appropriations as the current fiscal year. The Senate’s
annual budget includes an estimate of operating expenditures for its two major functions: legislation and
administration. The legislative Assembly is then responsible for increasing, decreasing, or maintaining the
budgetary appropriations of each legislative body. Finally, any unreserved balance is available for non-
recurring expenses for a three-year period, according to law No. 230 of July 23, 1974, as amended.

ACKNOWLEDGMENTS

This report could not have been accomplished without the professionalism and dedication of the Director
and personnel of the Fiscal and Financial Affairs Office of the Senate, as well as other officers of the Senate.
Their dedicated efforts are sincerely appreciated. This report reflects their collective efforts and is issued
in compliance with the highest standards of financial accountability.

Respectfully submitted,

JOSE LUIS DALMAU SANTIAG(/) f
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SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)

LIST OF SENATORS —~ BY DISTRICT

JUNE 30, 2020
SENATOR OF MAJORITY
Name District
Thomas Rivera Schatz At Large
Henry Neumann Zayas At Large
William Villafafie E Ramos At Large
Hector Martinez Maldonado At Large
Gregorio Matias Rosado At Large
itzamar Pefia Ramirez At Large
Miguel A. Romero Lugo San Juan
Henry Neumann Zayas San Juan
Migdalia Padilla Alvelo Bayamodn
Carmelo J. Rios Santiago Bayamdn
Angel R. Martinez Santiago Arecibo
José O. Pérez Rosa Arecibo

Luis D. Mufiiz Cortes
Evelyn Vazquez Nieves
Luis A. Berdiel Rivera
Nelson V. Cruz Santiago
Carlos ). Rodriguez Mateo
Axel F. Roque Gracia
Miguel A. Laureano Correa
Eric Correa Rivera

Nayda C. Venegas Brown

SENATOR OF MINORITY
Name

Juan Dalmau Ramirez
Eduardo Bhatia Gautier
José L. Dalmau Santiago
Rossana Lopez Ledn

Cirilo Tirado Rivera

losé R. Nadal Power
Miguel A. Pereira Castillo
Anibal J. Torres Torres
José Antonio Vargas Vidot

Mayaguez-Aguadilla
Mayaguez-Aguadilla
Ponce

Ponce

Guayama

Guayama

Humacao

Carolina

Carolina

At Large
At Large
Humacao
At Large
At Large
At Large
At Large
At Large
At Large



SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTOQ RICO)
PERMANENT COMMITTEES
JUNE 30, 2020

PERMANENT COMMITTEES

Agriculture

Appointments

Banking, Commerce and Cooperativism
Consumer Affairs and Essential Public Services
Development of Community Initiatives
Development of the Central South Region
Development of the West

Education and University Reform
Environmental Health and Natural Resources
Estate

Ethics

Federal, Political and Economic Relations
Governmant

Health

Innovation, Telecommunications, Urbanism and Infrastructure
Internal Affairs

Local Issues

Public Security

Rules and Calendars

Social Welfare and Family Affairs

Tourism and Culture

Veteran Affairs

Women'’s Issues

Youth, Recreation and Sports
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INDEPENDENT AUDITOR’S REPORT

To the Members of the Senate of Puerto Rico
San Juan, Puerto Rico

Report on the Basic Financial Statements

We have audited the accompanying basic financial statements of the governmental activities and the
major fund of the Senate of Puerto Rico ({the Senate), a component unit of the Commonwealth of Puerto
Rico, as of and for the year ended June 30, 2020, and the related notes to the basic financial statements,
which collectively comprise the Senate’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 and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of 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.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor’s judgment, including the
assessment of the risks of material misstatement of the financial statements, whether due to fraud or
error. In making those risk assessments, the auditor considers internal control relevant to the entity’s
preparation and fair presentation of the financial statements in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness
of the entity’s internal control. Accordingly, we express no such opinion.

An audit also includes evaluating the appropriateness of accounting policies used and the reasonableness
of significant accounting estimates made by management, as well as evaluating the overall presentation

P.O. Box 70262, San Juan, Puerto Rico 00936-8262 ¢ Cecilia’s Place Suite C-1, #7 Rosa Street AN
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of the financial statements. We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our qualified audit opinion.

Basis for Qualified Opinion on Governmental Activities and Note Disclosure Regarding Pension Plan and
Other Post-Employment Benefits (OPEB) Plan

As further discussed in Note A to the Senate’s financial statements, the Puerto Rico Government
Employment Retirement System (PRGERS) administrator has not provided to the Senate the required
information to record transactions related to GASB 73 as of and for the fiscal year ended June 30, 2020.
Consequently, we were unable to determine whether any adjustments to these amounts and disclosures
were necessary.

GASB Statement No. 75, Accounting and Financial Reporting for Postemployment Benefits Other Than
Pensions was implemented during fiscal year ended June 30, 2018. As of June 30, 2020, the PRGERS
administrator has not issued, or made available information in order to properly adjust or disclose any
deferred outflows/inflows of resources, or net OPEB obligation, applicable to the Senate of Puerto Rico.

Qualified Opinion on Governmental Activities and Note Disclosure Regarding Pension Plan and OPEB
Plan

In our opinion, except for the possible effects of the matter described above in the “Basis for Qualified
Opinion on Governmental Activities and Note Disclosure Regarding Pension Plan and Other Post-
Employment Benefits (OPEB) Plan” paragraphs, the financial statements referred to above present fairly,
in all material respects, the financial position of the governmental activities of the Senate as of June 30,
2020 and the respective changes in financial position thereof for the fiscal year then ended in accordance
with accounting principles generally accepted in the United States of America.

Unmodified Opinion on Major Fund

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the major fund of the Senate as of June 30, 2020, and the change in the financial
position for the fiscal year then ended in accordance with accounting principles generally accepted in the
United States of America.
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Other Matters
Required Supplementary Information Omitted

The Senate has omitted the required supplementary information of statements GASB Statements 73 and
75, information that Accounting Principles Generally Accepted in the United States of America requires to
be presented to supplement the basic financial statements. Such missing information, although not a part
of the basic financial statements, is required by the Governmental Accounting Standards Board who
considers it to be an essential part of the financial reporting for placing the basic financial statements in
an appropriate operational, economic or historical context. Our opinion on the basic financial statements
is not affected by this missing information.

Required Supplementary Information

Accounting Principles Generally Accepted in the United States of America requires that the Management’s
Discussion and Analysis on pages 13 to 22 and Budgetary Comparison Information on pages 62 to 64, 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.

Report on Supplementary Information

Our audit was conducted for the purpose of forming an opinion of the Senate’s basic financial statements.
The introductory and statistical sections are presented for purposes of additional analysis and are not a
required part of the basic financial statements. Such information has not been subjected to the auditing
procedures applied by us in the audit of the basic financial statements and accordingly we do not express
an opinion or provide any assurance on it.
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated June 29, 2021,
on our consideration of the Senate’s internal control over financial reporting and on our test of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on internal control
over financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards in considering the Senate’s internal control over

financial reporting and compliance. J
A ; f vy by . ,/ F
Carolina, Puerto Rico A y é/ < *

June 29, 2021 4,‘%

Stamp number E457514
has been affixed to
the original report.
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SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
MANAGEMENT'S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30, 2020

The Senate of the Commonwealth of Puerto Rico (the “Senate”) provides this Management Discussion
and Analysis to the readers of these basic financial statements. This narrative overview and analysis of the
financial activities of the Senate is for the fiscal year ended June 30, 2020.

Since the Management’s Discussion and Analysis is designed to focus on the current year activities,

resulting changes and currently known facts, it should be read in conjunction with the Senate's basic
financial statements.

FINANCIAL HIGHLIGHTS
Government-wide Financial Statements

* The Senate’s net deficit amounted to ($27,870,652) at June 30, 2020. Such net deficit increased
by $5,359,651 during the fiscal year ended June 30, 2020 when compared to the fune 30, 2019
net deficit, amounting to ($22,511,001).

e  When comparing June 30, 2020 and June 30, 2019, total assets were $10,594,821 and
$15,612,376, and deferred outflows of resources were $3,297,532 for both years, reflecting
decrease variance of $5,017,555, The variances were mainly mostly attributable to increase in
disbursements made during the year due to greater reduction of operating revenues than their
respective expenses, and depreciation expense.

* The total liabilities of the Senate amounted to $31,546,540, including the accrual for vacations
and sick leave of $4,845,668, due to contractors and suppliers of $991,483, payroll taxes and other
accruals of $105,266, Christmas-bonus benefits to employees of $200,330, and the required
accrual under GASB No. 68 for the proportionate share of the collective net pension liakility in the
amount of $22,996,131 and $2,407,662 for other post-employment benefits at the close of the
fiscal year ended June 30, 2020.

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS

This Management’s Discussion and Analysis is required supplementary information to the basic financial
statements and is intended to serve as introduction to the basic financial statements of the Senate. The
basic financial statements are comprised of three components: (1) government-wide financial statements;
(2) fund financial statements, and {3} notes to the basic financial statements. This report also contains
required supplementary information and additional supplementary information (Statistical Data) in
addition to the basic financial statements themselves,
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SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
MANAGEMENT'S DISCUSSION AND ANALYSIS
FOR THE FISCAL YEAR ENDED JUNE 30, 2020

Government-wide Financial Statements

The government-wide financial statements are designed to provide users of the basic financial statements
with a broad overview of the Senate’s finances in a manner similar to the private-sector business. These
statements are presented on an economic resource’s measurement focus and the accrual basis of
accounting. These statements present short and long-term information about the Senate’s financial
position, which assists in assessing the Senate’s economic condition at the end of the year. The Senate’s
functions are governmental activities as most Commonwealth of Puerto Rico government services.

The statement of net position presents all of the Senate’s assets, deferred outflows of resources, liabilities,
and deferred inflows of resources, with and the difference between the com ponents (assets and deferred
outflows of resources, less: liabilities and deferred inflows of resources presented as net position. Net
position is reported as one of three categories: net investment in capital assets, restricted, or unrestricted.
Fluctuation in net position may serve as useful indicators of whether the financial position of the Senate
is improving or deteriorating.

The statements of activities present information showing how the Senate’s net position changed during
the most recent fiscal year. Ali changes in net position are reported as soon as the underlying event giving
rise to the change occurs, regardless of the timing of the related cash flows. Thus, revenues and expenses
are reported in the statement of activities that will only result in cash flows in future fiscal periods.

Funds Financial Statements

A fund is a group of related accounts that is used to maintain control over resources that have been
segregated for specific activities or objectives. The Senate, like other state and local governments, uses
fund accounting to ensure and demonstrate compliance with finance-related legal requirements, The
funds of the Senate belong to categories of 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 financia)
statements, governmental fund financial statements focus on near term inflows and outflows of
expendable resources, as well as on balances of expendable Senate’s resources available at the end of the
fiscal year. Such information is useful in evaluating the Senate’s near-term financial requirements.

Because the focus of Governmental funds is narrower than that of the government-wide financial

statements, it is useful to compare the information presented for governmental fund with similar
information presented for governmental activities in the government-wide financial statements.

14



SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
MANAGEMENT’S DISCUSSION AND ANALYSIS — CONTINUED
FOR THE FISCAL YEAR ENDED JUNE 30, 2020

Funds Financial Statements - continued

By doing so, users of the basic financial statements may better understand the long-term impact of the
Senate’s near-term financial decisions. The governmental fund balance sheet and the governmental fund
statement of revenues, expenditures and changes in fund balances provide a reconciliation to facilitate
this comparison between governmental funds and governmental activities.

The Senate maintains one individual governmental fund and adopts an annual appropriated budget for
its General Fund. A budgetary comparison statement has been provided for the General Fund to
demonstrate compliance with such budget.

Notes to Basic Financial Statements

The notes to the basic financial statements provide additional information that is essential to a full
understanding of the information provided in the government-wide and fund financial statements. The
notes to the basic financial statements can be found immediately after the basic financial statements.

Required Supplementary Information

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

Required Supplementary Information — Pension Information — The required supplementary information
related to the GASB Statement No. 73 is for pension liability reporting. After approval of Act 106-2018,
the Fiduciary Fund of the Puerto Rico Government Employment Retirement System was liquidated and a
new define contribution plan was created and the new GASB Statement No. 73 is effective as June 30,
2019. Puerto Rico Government Employment Retirement System hasn’t issued or made available the
required financial information for fiscal year 2019-2020. We were unable to present the required
information applicable under GASB Statement No, 73.

15



SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
MANAGEMENT’S DISCUSSION AND ANALYSIS — CONTINUED
FOR THE FISCAL YEAR ENDED JUNE 30, 2020

Changes in Net Position

The foliowing condensed statements of activities reflect how the Senate's net position changed during
the fiscal years ended June 30, 2020 and 20109:

Condensed Statements of Activities

2020 2019 Change %
Expenses
General Government $ 37,324,285 § 40,493,245 § (3,168,960) -8%
Revenues
Legislative appropriations 26,001,000 30,614,000 (4,613,000) -15%
Contributions from Commonweatith 4,202,339 4,357,205 (154,866) -4%
Other legislative appropriations 1,346,500 1,626,000 (279,500) 7%
Other revenue 414,795 77,185 337,630 438%
31,964,634 36,674,370 (4,709,736} -13%
Increase in net position (5,359,851) (3,818,875) {1.540,776) 40%
Net deficit, beginning of year (22,511,001) (18,692,126) (3,818,875) 20%
Net deficit, end of year $ (27,870,652) § (22,5611,001) $  {5,359,651) 24%

Total net expenses of the Senate decreased by 8% during the fiscal year ended June 30, 2020 when
compared to June 30, 2019 total expenses.

Total revenues decrease a 13% mainly on reduction on operating revenues from the State Government
appropriations as part of state government expenses reductions efforts across the whole government.
Contribution from the Commonwealth of Puerto Rico consisted of payment of the payment on Senate’s
retirement benefits on the pay go system,

17



SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
MANAGEMENT'S DISCUSSION AND ANALYSIS — CONTINUED
FOR THE FISCAL YEAR ENDED JUNE 30, 2020

FINANCIAL ANALYSIS OF THE BASIC FINANCIAL STATEMENTS

As noted earlier, the Senate uses fund accounting to ensure and demonstrate compliance with finance-
related legal requirements.

Net Position

The Statement of Net Position serves over time as a useful indicator of the Senate’s financial position at
the end of the fiscal year. The Senate’s net deficit increased by $5,359,651 when compared to fiscal year
2019. The Senate’s net deficit includes investment in capital assets for $1,266,024, restricted for other
purposes of $307,585 and unrestricted net deficit of $29,444,261.

The following are the condensed statements of net position for the fiscal years ended June 30, 2020 and
2020:

2020 2019 Change %
Current assets 5 9,021,212 § 13,425699 $ (4,404,487) -33%
Neoncurrent assets 1,573,609 2,186,677 {613,068) -28%
Total assets 10,594,821 15,612,376 (6,017,655) -32%
Deferred outflows of resources 3,297,532 3,297,632 - 0%

$__13892,353 $ 18,909,908 $ (5,017,555} -27%

Current liabilities $ 2029441 § 1,891,685 § 137,756 7%
Noncurrent liabilities 29,517,099 29,312,759 204,340 1%
Total liabilities 31,546,540 31,204,444 342,006 1%
Deferred inflows of resources 10,216,465 10,216,465 - 0%
Net positon
Invested in capital assets 1,266,024 1,722,328 (920,653) -53%
Restricted 307,585 232,772 74,813 2%
Unrestricted Net Position (29,444,261) (24,466,101) (4,513,811) 18%
Total net deficit (27,870,652) {22,511,001) (5,359,651)  24%

Total liabilities and net deficit $ 13,892,353 $ 18,000,008 § (5,017,555) -27%
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SENATE {A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
MANAGEMENT’S DISCUSSION AND ANALYSIS — CONTINUED
FOR THE FISCAL YEAR ENDED JUNE 30, 2020

Governmental Fund Highlights

The focus of the Senate’s governmental fund is to provide information on near-terms inflows, outflows,
and balances of spendable resources. Such information is useful in assessing the Senate’s financing
requirements. In addition, fund balance for the governmental fund provides classifications that comprise
a hierarchy based primarily on the extent to which the Senate is bound to honor constraints on the specific
purposes for which amounts in those funds can be spent.

The following are the condensed balance sheets-governmental fund as of June 30, 2020 and 2019,
respectively:

Condesed Balance Sheet - Governmental Funds

2020 2019 Change %

Total assets S 9,328,797 S 13,890,048 $ (4,561,251 -33%
Total liabilities 1,096,749 1,164,847 (68,098) -6%
Fund Balance

Restricted 307,585 232,772 74,813 32%

tnassigned 7,924,463 12,492,429 (4,567,966) -37%
Total Fund Balance 8,232,048 12,725,201 {4,493,153) -35%
Total Liabilities
and Fund Balance S 9,328,797 $ 13890048 $ (4,561,251 -33%

As of the end of the fiscal year 2020, the Senate’s governmental fund reported ending fund balance of
$8,232,048. The general fund is the chief operating fund of the Senate. There are restricted fund balances
amounting $307,585 for year 2020. This is the portion of the fund balance that reflects resources subject
to externally enforceable legal restrictions. An unassigned fund balance of $7,924,463 was reported in the
governmental funds at June 30, 2020,
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SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)

MANAGEMENT’S DISCUSSION AND ANALYSIS — CONTINUED
FOR THE FISCAL YEAR ENDED JUNE 30, 2020

The following are the condensed statements of revenues, expenditures, and changes in fund balance for

the fiscal years ended June 30, 2020 and 2019, respectively:

Condensed Statements of Revenues, Expenditures and Changes in Fund Balance

2020 2019 Change %
Revenues:
Legislative appropriations $ 26,001,000 $ 30614000 ¢ (2,613,000) -15%
Contribution from Commonwealth 4,202,339 4,357,205 (154,866) -4%
Other legislative appropriations 1,346,500 1,626,000 {279,500} -17%
Other revenue 414,795 77,165 337,630 438%
31,964,634 36,674,370 (4,709,736) -13%
Expenditures
Government Expenditures 36,457,787 40,778,090 (4,320,303} -11%
Net changes in Fund Balance {4,493,153) (4,103,720) (389,433) 9%
Fund Balance at Beginning of the year 12,725,201 16,828,921 (4,103,720) -24%
Fund Balance at End of year S 8232048 § 12,725,201 $ (4,493,153) -35%

The Senate’s fund balance decreased by $4,493,153 or 35.3%, as a result of an excess of expenditures
over revenues and reduction of legislative appropriations revenues in the current fiscal year.

Capital Assets

The Senate’s investment in capital assets for its governmental activities carrying amount was $1,266,024

at June 30, 2020, as compared to $1,722,328 at June 30, 2019. Capital assets include equipment, computer

equipment and software, furniture, and vehicles. Depreciation for the year ended June 30, 2020 and 2019

amounted to $492,672and $724,472, respectively.
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SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO}
MANAGEMENT’S DISCUSSION AND ANALYSIS ~ CONTINUED
FOR THE FISCAL YEAR ENDED JUNE 30, 2020

General Fund Budgetary Highlights

The General Fund budget for the fiscal year ended June 30, 2020 was $26,342,820. Budgeted revenues
reflected a decrease of $4,271,180. Actual appropriations were $25,274,384, The total actual
appropriations represented 95.94% of the total budget availability for the fiscal year. The Senate’s actual
appropriations rate presents an increase rate of 3.43% when compared to the prior year’'s performance
of 92.51%.

The following table summarizes the budget, actual appropriations and unexpended balance for fiscal years
ended lune 30, 2020 and 2019.

Budget and Actual Appropriations Comparison

Change

2020 2019 (Negative)

Budget Budget Positive
Revenues ) 26,342,820 S 30,614,000 5 (4,271,180)
Actual Appropriations 25,274,384 28,321,499 3,047,135
Unexpended balance $ 1,068,436 § 2,252,501 S (1,224,065)

Actual Appropriations rate 95.94% 92.51% -71.34%
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SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO}
MANAGEMENT’S DISCUSSION AND ANALYSIS — CONTINUED
FOR THE FISCAL YEAR ENDED JUNE 30, 2020

Economic Factors
Gross National Products

Puerto Rico’s economy entered a recession in the fourth quarter of the fiscal year 2006. The
Commonwealth’s gross national product {GNP) contracted (in real terms) every fiscal year between 2007
and 2019, except for fiscal year 2012. The lower rate of GNP decline during fiscal year 2012 was due to
the fund received by the Commonwealth related to American Recovery and Reinvestment Act, local
stimulus funded by bond proceeds and tax cuts.

According to the Puerto Rico Planning Board, most recent report submitted to the Puerto Rico’s Governor
on March 29, 2019, Puerto Rico’s real gross national product increased from -4.2% {Revised) on fiscal year
2018 and by -1.4% on fiscal year 2019, The Puerto Rico Planning Board projected an increase on the gross
national product between of 1% for the fiscal year 2018 and 2.8% for 2019. The Planning Board's forecast
considered the estimated effect of the projected growth of the United States gross domestic product,
tourism activity, personal consumption expenditures, and federal transfers to individuals.

Employment

According to the Economic Report to the Governor issued by the Puerto Rico Planning Board {PRPB) on
June, 2019, the total of people employed during the fiscal year 2019 amounted to approximately 986,000
or an increase of 1.52% when compared to fiscal year 2018. The increment in total employment began in
fiscal year 2018. When employments total was 971,000 and has continued consistently through fiscal year
2019.

The preliminary average unemployment rate for the fiscal year 2019 and determined by the PRPB was
8.5%. This represented a reduction of 1.8% when compared to fiscal year 2018 (10.3%). The preliminary
average participation rate for the fiscal year 2019 was 40.6%. This represented an increase of .5% when
compared to the fiscal year 2018 (40.1%).

Economic and Budget Highlights for the Fiscal Year Ending June 30, 2020

The general fund budgets for fiscal year 2020-2021 will be $24.9 million, respectively, representing a
decrease of $1.1 million when compared with fiscal year ended June 30, 2020.
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SENATE {A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO}
MANAGEMENT’S DISCUSSION AND ANALYSIS — CONTINUED
FOR THE FISCAL YEAR ENDED JUNE 30, 2020

REQUEST OF INFORMATION

This financial report is designed to provide a general overview of the Senate’s finances for all the citizens,
taxpayers, customer, and creditors. Also, this report serves to demonstrate the Senate’s accountability
for the money it receives from legislative appropriations. For questions regarding the information
provided or additional information requests, please contact Puerto Rico Senate, Office of Finance, Budget
and Contracts, PO Box 9022228, San Juan, PR 00902-2228.
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SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
STATEMENT OF NET POSITION (DEFICIT)
JUNE 30, 2020

Governmental
Activities
ASSETS
CURRENT ASSETS
Cash in commercial banks $ 8,973,859
Accounts receivable, net 47,261
Prepaid expenses 92
TOTAL CURRENT ASSETS 9,021,212
NON CURRENT ASSETS
Restricted cash in commercial banks 307,585
Capital assets not being depreciated 61,750
Capital assets being depreciated, net 1,204,274
1,573,609
TOTAL ASSETS 10,594,821
DEFERRED QUTFLOWS OF RESOURCES
Contributions to employees retirement system 3,297,532

The accompanying notes to the basic financial statements are an integral part of this statement.
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SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
STATEMENT OF NET POSITION (DEFICIT)- CONTINUED
JUNE 30, 2020

LIABILITIES AND NET DEFICIT
CURRENT LIABILITIES
Accounts payable 991,483
Accrued liahilities 105,266
Christmas bonus 200,330
Accrued compensated absences - due within one year 732,362
TOTAL CURRENT LIABILITIES 2,029,441
NON CURRENT LIABILITIES
Accrued compensated ahsences 4,113,306
Net pension liability 22,996,131
Other post employment benefits liability 2,407,662
TOTAL NON CURRENT LIABILITIES 29,517,099
TOTAL LIABILITIES 31,546,540

DEFERRED INFLOWS OF RESOURCES

Unamortized investments in employeas retirament system 10,216,465
NET DEFICT
Net investment in capital assets 1,266,024
Restricted _ 307,585
Unrestricted {29,444,261)
TOTAL NET DEFICIT S (27,870,652}

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



SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2020

EXPENSES
General government:
Salaries and payroll related costs
Meals and travels
Professional services
Insurance
Rent
Non-capitalizable equipment
Repairs and maintenance
Utilities
Supplies
Postage
Miscellaneous
Announcement and media publications
Depreciation
Loss on disposition of assets

TOTAL EXPENSES

REVENUES
Legislative appropriations
Contributions from Commonwealth
Other legislative appropriations
Other income

NET CHANGE IN NET POSITION

NET DEFICIT AT BEGINNING OF YEAR

NET DEFICIT AT END OF YEAR

Governmental
Activities

31,080,502
141,598
3,868,858
77,065
421,065
83,419
60,478
94,852
418,799
27,137
481,234
57,383
492,672
19,223

37,324,285

26,001,000
4,202,339
1,346,500

414,795

31,964,634

{5,359,651)

(22,511,001)

(27,870,652)

The accompanying notes to the basic financial statements are an integral part of this statement,
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SENATE {A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
BALANCE SHEET - GOVERNMENTAL FUND
JUNE 30, 2020

ASSETS
Cash in commercial banks
Restricted cash
Accounts receivable, net
Prepaid expenses

TOTAL ASSETS

LIABILITIES AND FUND BALANCE

LIABILITIES

Agccounts payable

Accrued liabilitias

TOTAL LIABILITIES
FUND BALANCE

Restricted

Unassigned

TOTAL FUND BALANCE

TOTAL LIABILITIES AND FUND BALANCE

General Fund

$ 8,973,859
307,585

47,261

92

$ 9,328,797

$ 991,483

105,266

1,096,749

307,585

7,924,463
8,232,048

$ 9,328,797

The accompanying notes to the basic financial statements are an integral part of this statement.
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SENATE {A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO}
RECONCILIATION OF BALANCE SHEET-GOVERNMENTAL FUND

TO THE STATEMENT QF NET POSITION {DEFICIT)

JUNE 30, 2020

Total fund balance per balance sheet - governmental funds $ 8,232,048

Amounts reported for governmental activities in the
statement of ned position are different because:

Capital assets of $6,026,435 net of accumulated depreciation of
§4,760,411,are not financial resources and therefore not
recognized in the governmental funds. 1,266,024

Ceferred outflows of resources in govemmental activities corraspond to future periods
and therefore are not reported in the funds. 3,297,532

Deferred inflows of resources in goveramental activities corresponded to future periods
and therefore are not reported in the funds. {10,216,465)

Long-term liahilties are not due and payable in the current period
and therefore are not reported as fund liabilities;

Christmas bonus (200,330)
Compensated ahsences (4,845,668)
Net pension l1abllity (22,996,131)
Other post employment benefits {2,407,662)
Total net deficit of governmental activities §__(21870652)

The accompanying notes to the basic financial statements are an integral part of this statement
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SENATE (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, 2020

REVENUES
Legislative appropriations
Contributions from Commonwealth
Other legislative appropriations
Other revenue
Total revenue

EXPENDITURES
General government;
Salarizs and payroll related costs
Meals and travels
Professional services
Insurance
Rent
Non-capitalizable equipment
Repairs and maintenance
Utilities
Materials and supplies
Postage
Miscelaneous
Capital cutiays
Announcements and media publications

EXCESS OF EXPENDITURES OVER REVENUES
NET CHANGE IN FUND BALANCE

FUND BALANCE AT BEGINNING OF YEAR

FUND BALANCE AT THE END OF YEAR

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

General Fund

$ 26,001,000
4,202,339
1,346,500

414,795

31,964,634

30,670,308
141,588
3,868,858
77,065
421,065
83.419
60,478
94,852
418,799
21137
481,234
55,501
57,383

AT

{4,493,153)

(4.493,153)

12,725,201

$ 8232048
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SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
RECONCILIATION OF THE STATEMEN OF REVENUES, EXPENDITURES AND CHANGES

IN FUND BALANCE OF GOVERNMENTAL FUND TO THE STATEMENTS OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2020

Net change in fund balance — governmental funds $ (4,493,153)
Amounts reported for governmental activities in the
statement of activities are different because:

Governmental funds report capital outlays as expenditures.
Howsver, in the statement of activities, the cost of those assets
is allocated over their estimated useful lives and reported as

depreciation and amortization expense. In the current period,
these amounts are:

Capital outlays $ 55591
Less depreciation and amortization expense (492,672)

Loss on disposal of assets (19,223)

Subtotal {456,304)
Some expenses reported in the statement of activities do not require
the use of current financial resources and, therefore, are not reported
as expenditures in governmental funds. These activities consist of
Change in Compensated Absences

Change in net position of governmental activities

$  {5359,651 )

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

(410,194)
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SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2020

NOTE A~ ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Organization - Senate of the Commonwealth of Puerto Rico (“the Senate”) was organized by virtue of
Article 3, Sections 1 to 3 of the constitution of the Commonwealth of Puerto Rico (“the Constitution”)
enacted on July 25, 1952, as approved by the people of Puerto Rico and the United States Congress. The
Commonwealth’s Constitution provides for separations of powers of the executive, legislative and judicial
branches of the government. The Constitution establishes that the Commonwealth’s Legislative power
will be exercised by a legislature comprised of two bodies: a Senate and a House of Representatives,
whose members will be elected through direct vote in each general election, for a four-year term. The
Senate is comprised of twenty-seven Senators who are elected by the citizens. The majority and minority
caucus nominate candidates for the senate officer positions. The administration of the Senate is
autonamous and is under the direction of the president of the Senate.

The House of Representatives and the Senate enact and approve all legislation related to public safety,
public health, public housing, public works and transportation, culture and recreation, welfare, urban
development, education, and economic development; while the Executive Branch executes the legislation
to provide such services to the citizens of the Commonwealth of Puerto Rico.

Financial Reporting Entity — The Senate is for financial reporting purposes a part of the Commonwealth
of Puerto Rico. Its financial data is included as part of the general government section in the general fund
of the Commonwealth of Puerto Rico financial statements.

Effective August 1, 2007, the Senate became fiscally autonomous pursuant to the provisions of Act 230 of
July 23, 1974, as amended on June 11, 2004, known as the “Commonwealth of Puerto Rico Accounting
Law". The funds of the Senate are under the custody of the Secretary of Treasury of Puerto Rico until
transferred to the Senate. The accompanying basic financial statements are issued sofely and for the
information and use of the Secretary of Treasury, the President of the Senate, the Senators, the Governor,
and the citizens of the Commonwealth of Puerto Rico.

Summary of Significant Accounting Policies

The accompanying basic financial statements of the Senate have been prepared in the conformity with
accounting principles generally accepted in the United States of America (USGAAP) as prescribed by the
Governmental Accounting Standards Board {GASB).

The GASB is the accepted standard-setting body for establishing governmental accounting and financial
reporting principles,

The accompanying basic financial statements present the financial position and the changes in net
position of the Senate and its funds as of June 30, 2020 and for the fiscal vear then ended. The Senate’s
basic financial statements consist of government-wide financial statement of net position and the
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SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
NOTES TO BASIC FINANCIAL STATEMENTS-CONTINUED
JUNE 30, 2020

statement of activities, balance sheet governmental fund and statement of revenues and expenditures
and changes in fund balance, which provide a more detailed level of financial information.

Government-Wide and Fund Financial Statements — The government-wide financial statements (the
statement of net position and the statement of activities) reportinformation on all activities of the Senate.
The statement of activities demonstrates the degree to which the total expenses are offset by total
revenues. Separate financial statements are provided for governmental funds.

Fund Financial Statements —~ focus on information about the Senate’s major governmental funds. Major
individual governmental funds are reported as separate columns in the fund financial statements. The
Senate has one major governmental fund:

® General Fund - is the primary operating fund. Itis used to account for and report all financial
resources received and used by the Senate.

Financial Reporting Presentation

The Senate reports its financial position and changes in net position in the General Fund, which is
considered a separate accounting entity. The operation of the General Fund is accounted for with a
separate set of self-balancing accounts that comprise its assets, liabilities, fund balance, revenues, and
expenditures, The General Fund is the general operating fund of the Senate. It is used to account for all
governmental activities of the Senate.

Measurement Focus, Basis of Accounting and Financial Statement Presentation

Except for budgetary purposes, the basis of accounting used by the Senate conforms with US GAAP as
applicable to governmental units. The accounting and financial reporting treatment applied to a fund is
determined by its measurement focus.

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, regardiess of the timing of related cash flows. The statement of net
position presents the assets and liabilities with the difference reported as net deficit. Net position is
reported in three categories:

Invested in Capital Assets — consists of capital assets, net of accumulated depreciation, that are
attributed to the acquisition, construction or improvement of those assets,

Restricted Net Position - consists of restricted net assets with constraints placed on the use of
resources which either a) externally imposed by creditors {such as through debt, covenants),
grantors, contributors or laws or regulations of other governments or; b) imposed by law through
constitutional provisions or enabling legistation.
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NOTES TO BASIC FINANCIAL STATEMENTS-CONTINUED
JUNE 30, 2020

Unrestricted Net Positlon — consist of net assets that are neither restricted nor invested in capital
assets. Unrestricted net assets often have constraints that are imposed by management that can
be removed or modified.

Governmental Fund 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 Senate considers revenues to be available if they are collected within the current period
or soon enough thereafter. Alf other revenue items are considered to be measurabie and available only
when the Senate receives cash, Expenditures are recorded when the related fund liability is incurred, as
under accrual accounting. However, expenditures for compensated absences and claims and judgments
are recognized as expenditures when the payment is due. General capital acquisitions are reported as
expenditures in governmental funds.

Use of Estimates — The preparation of financial statements in conformity with US GAAP requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities
and the disclosure of contingent assets and liabilities at the date of the financial statements, and the
reported amounts of revenues and expenses during the reported period. Actual results could differ from
those estimates.

Legislative Appropriations — The Senate’s principal source of revenue is legislative appropriations from
the Commonwealth of Puerto Rico. Appropriations are general purpose revenues of the Senate.

Capital Assets

Capital assets, which include, equipment, com puter equipment and software, furniture, and vehicles, are
reported in the government-wide financial statements. The Senate defines capital assets as assets with
an initial, individual cost of more than $500 and an estimated useful life of five years or more. Such assets
are reported at historical cost or estimated historical cost if purchased or constructed.

The cost of normal maintenance and repairs that do not add value to the asset or materially extend assets
lives are not capitalized.

Depreciation and amortization expense are recorded only in the Government-Wide Financial Statements.
Depreciable capital assets are generally depreciated or amortized over their estimated useful lives under
the straight-line method:;

Years
Equipment 5-7
Computer equipment and software 5
Furniture 7
Vehicles 5
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NOTES TO BASIC FINANCIAL STATEMENTS-CONTINUED
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tmpaired capital assets that will no longer be used by the Senate, if any, are reported at the lower of
carrying value or fair value. Impairment losses on capital assets with physical damages that will continue
to be used by the Senate are measured using the restoration cost approach. Impairments of capital assets
that are subject to a change in the manner or duration of use, or assets affected by enactment or approval
of laws or regulations or other changes in environmental factors or assets that are subject to technological
changes or ohsolescence, if any, are measured using the service unit’s approach.

Long-term Liabilities

The liabilities reported in the government-wide financial statements include long-term liabilities such as
compensated absences, reserves for contingencies and pension liability.

Compensated Absences

Compensated absences are accounted for under the provisions of GASB No. 16, Accounting for
Compensated Absences. Compensated absences include paid time off made available to employees in
connection with vacation, sick leave, and compensatory time. The liability for compensated absences
recorded in the accompanying Statement of Net Position is limited to leave that: (1) is attributable to
services already rendered on or before June 30, 2020 and (2} is not contingent on a specific event {such
as iliness) that is outside the control of the Senate and the employee. The liability for compensated
absences includes salary-related costs, which are directly and incrementally related to the amount of
salary paid to the employee (such as employer's share of social secu rity taxes and Medicare taxes).

As per Act. No. 26 of April 29, 2018 (Act No. 26-2018), the employees of the Senate are granted fifteen
(15) days of vacation and eighteen {18) days of sick leave annually for actual employees and twelve {12)
days for new employees, Vacation time accumulated is fully vested to employees from the first day of
work. The employee has the right to accumulate the excess of vacation up to sixty {60} days and sick leave
up to ninety (90} days, until December 31st of each year.

Compensated absences are accrued when incurred using the pay or salary rates in effect at the date of
the Statement of Net Position.

For upon termination of employment, an employee receives compensation for all accumulated unpaid
regular vacation leave at the current rate. In the event of resignation, an employee is reimbursed
accumulated vacation days up to the maximum of sixty {60) days and {90) days for accrued sick leave, if
the employee has more than 10 years of accreditable government service rendered at the time of
separation. For employees with less than 10 years of service, separation of em ployment prior to the use
of all or part of the sick leave terminates all rights for compensation.

Claims and Judgments

The estimated amount of the liability for claims and judgments, which is due on demand, such as from
adjudicated or settled claims, is recorded in the statement of net position when the liability is incurred.
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SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
NOTES TO BASIC FINANCIAL STATEMENTS-CONTINUED
JUNE 30, 2020

Fund Balances

The Senate adopted the provisions of GASB Statement No. 54 “Fund Balance Reporting and Governmental
Fund Type Definitions” (GASB No. 54), which enhances the usefulness of fund balance information by
providing clearer fund balance classifications that, can be more consistently applied. This statement
establishes fund balance classifications that com prise a hierarchy based primarily on the extent to which
the Senate is bound to observe constraints imposed upon the use of the resources reported in
governmental funds.

Pursuant to the provisions of GASB No. 54, the accom panying Governmental Fund Financial Statements
(GFFS) report fund balance amounts that are considered not spendable, such as fund balance associated
with inventories.

Other fund balances have been reported as restricted, committed, assigned, and unassigned, based on
the relative strength of the constraints that control how specific amounts can be spent, follows:

a. Non spendable — Represent resources that cannot be spent with cash or are legally of
contractually required no to be spent, including but not limited to inventories, prepaid items,
and long-term balances of loans and notes receivable.

h. Restricted ~ Represent resources that can be spent only for the specific purposes stipulated
by constitutional provisions, external resources providers {externally imposed by creditors or
grantors), or through enabling legislation {that is, legislation that creates a new revenue
source and restricts its use). Effectively, restrictions may be changed or lifted only with the
consent of resource providers.

¢.  Committed — Represent resources used for specific purposes, imposed by formal action of the
Senate’s highest level of decision-making authority (Legislative Assembly through resolutions
and ordinances) and can only be changed by a similar law, ordinance or resolution, no later
than the end of the fiscal year.

d. Assigned — Represent resources intended to be used by the Senate for specific purposes but
do not meet the criteria to be classified as restricted or committed (generally administrative
orders approved by the President). Intent can be expressed by an official or body to which
the Senate delegates authority.

e. Unassigned — Represent the residual classification for the Senate’s general fund and includes
all spendable amounts not contained in the other classifications. In other funds, the
unassigned classification is used only to report a deficit balance resulting from overspending
for specific purposes for which amounts had been restricted, committed, or assigned.
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The Senate reports resources constrained to stabilization as a specified purpose (restricted or committed
fund balance in the general fund) only if: {1) such resources meet the other criteria for those
classifications, as described above and (2) the circumstances or conditions that signal the need for
stabilization are identified in sufficient detail and are not expected to occur routinely. However, the
Senate has not entered into any stabilization-like arrangement, nor has set aside material financial
resources for emergencies and has not established formal minimum fund balance amounts as of and for
the fiscal year ended June 30, 2020.

In situations when expenditure is made for a purpose for which amounts are available in multiple fund
balance classifications, the Senate uses restricted resource first, and then unrestricted resources. Within
unrestricted resources, the Senate generally spends committed resources first, followed by assigned
resources, and then unassigned resources.

The Senate does not have a formal minimum fund balance policy.

Risk Management Insurance

The Senate carries commercial insurance to cover property and casualty, theft, tort claims and other
losses. Insurance policies are negotiated by the Puerto Rico Department of Treasury. The current
insurance policies have not been cancelled or terminated. The State Insurance Fund Corporation, a
component unit of the Commonwealth of Puerto Rico, provides workmen'’s compensation insurance to
cover all Senate employees. The Senate’s workmen compensation insurance amounted to approximately
$411,000 for the fiscal year ended June 30, 2020.

Deferred Qutflows/Inflows of Resources

Deferred outflows of resources and deferred inflows of resources are defined in GASB Concept Statement
No. 4, Elements of Financial Statements, as the acquisitions and consumptions of net assets by the
government that is applicable to future periods. Pursuant to GASB Statement No. 63, “Financial Reporting
of Deferred Qutflows of Resources, Deferred Inflows of Resources, and Net Position”, and GASB Statement
No. 65, “ftems Previously Reported as Assets and Liabilities”, the Senate recognizes deferred outflows and
inflows of resources.

In addition to assets, the Statement of Net Position reports a separate section for deferred outflows of
resources. This separate financial statement element, deferred outflows of resources, represents a
consumption of net position that applies to a future period and so will not be recognized as an outflow of
resources (expenses/expenditures) until then.

In addition to liabifities, the Statement of Net Position will sometimes report a separate section for
deferred inflows of resources. This separate financial statement element, deferred inflows of resources,
represents an acquisition of net position that applies to a future period(s} and so will not be recognized
as an inflow of resources {revenue} until that time.
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Deferred Outflows/Inflows of Resources - continued

Based on this concept, the Senate reports the following as deferred outflows of resources and deferred
inflows of resources.

* The deferred outflows of resources or deferred inflows of resources resulting from the
implementation of GASB No. 68. Note E presents additional information about the composition of
these items.

+ Various types of revenues earned hut not available within 0 days of fiscal year end.

The Senate has items, which arise under accrual basis and modified accrual basis of accounting that qualify
for reporting in deferred outflows/inflows of resources. Accordingly, the items, related to pension system
are reported in the government-wide Statement of Net Position, and unavailable revenue, is reported only
in the governmental funds Balance Sheet. The governmental funds do not report unavailable revenues.
This amount is deferred and recognized as an inflow of resources in the period that the amount becomes
available,

Accounting for Pension Costs

As per Note F, prior to July 1, 2018, the Senate accounted for pension costs under the provisions of GASB
Statement No. 68, Accounting and Financial Reporting for Pensions, an amendment of GASB Statement
No. 27, and GASB Statement No. 71, Pension Transitions for Contributions Made Subsequent to the
Measurement Date, an amendment to GASB Statement No. 68, GASB Statement No. 68 required the
Senate to report a net pension lability and retated pension accounts, such as pension expense and
deferred outflows/inflows of resources as determined by the Employee Retirement Systems of the
Commonwealth of Puerto Rico (ERS), as applicable, under the requirements contained in GASB Statement
No. 67, Financial Reporting for Pension Plans- an amendment to GASB Statement No. 25. Due to changes
in the ERS, GASB 68 is no longer applicable to the Senate for the year ended June 30, 2020. Instead, the
Senate is required to adopt GASB Statement No. 73.

The Employees Retirement System of the Commonwealth of Puerto Rico did not provide the
Senate the information needed for the year ended June 30, 2020 to comply with GASB Statement No. 73.
Accordingly, the financial statements, for the year ended June 30, 2020, do not contain any adjustments,
disclosures or required supplementary information established by GASB No. 73. The amounts shown in
the statements of net position as net pension lia bility and deferred outflows and inflows were recognized
under the requirements of GASB Statement No. 68.

In June 2012, the Governmental Accounting Standards Board {GASB) issued two new pronouncements
related to the accounting and financial reporting requirements for pension related expenses and liabilities.
GASB Statement No. 67, Financial Reporting for Pension Plans an amendment of GASB Statement No. 25,
replaces the requirements of GASB Statement Nos. 25 and 50 for plans administered by pension systems
through trusts or equivalent arrangements, and was implemented by the Employees’ Retirement System
of the Government of the Government of Puerto Rico {(ERS) as of June 30, 2014.
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In addition, the GASB issued Statement No. 68, Accounting and Financial Reporting for Pensions—an
amendment of GASB Statement No. 27, effective for the Senate’s fiscal year beginning July 1, 2014, This
Statement revises existing standards for measuring and reporting pension liabilities for pension plans
provided by the Senate to its employees. This Statement requires recognition of a liability equal to the
Net Pension Liability, which is measured as the Total Pension Liability, less the amount of the pension
plan’s Fiduciary Net Position. The Total Pension Liability is determined based upon discounting projected
benefit payments based on the benefit terms and legal agreements existing at the pension plan’s fiscal
year-end.

Projected benefit payments are required to be discounted using a single rate that reflects the expected
rate of return on investments, to the extent that plan assets are available to pay benefits, and a tax-
exempt, high-quality municipal bond rate when plan assets are not available. This Statement requires that
most changes in the Net Pension Liability be included in pension expense in the period of the change. To
the extent practical, the financial statements presented for the periods affected should be restated. Also,
GASB Statement No. 71, Pension Transition for Contributions Made Subsequent to the Measurement Date,

an amendment to GASB 68, is required to be implemented simultaneously with the provisions of GASB
£8.

The Senate implemented both GASB Statements No. 68 and 71. The financial statements of the Senate
for the year ended June 30, 2018 were restated, with audited information available at the date of the
Senate’s reports.

The Senate accounts for pension costs from the standpoint of a participant in a multiple-employer cost-
sharing plan. During the current fiscal year, the Senate implemented the second pronouncement issued,
GASB Statement No. 68, Accounting and Financial Reporting for Pensions—an amendment of GASB
Statement No. 27. This statement establishes accounting and financial reporting for pensions provided
to the employees of state and local government employers through pension plans that are administered
through trusts that have the following characteristics:

*  contributions from employers and nonemployer contributing entities to the pension plan and
earnings on those contributions are irrevocable.

*  pension plan assets are dedicated to providing pensions to plan members in accordance with the
benefit terms,

*  pension plan assets are legally protected from the creditors of employers, nonemployer
contributing entities, and the pension plan administrator. If the plan is a defined benefit pension
plan, plan assets also are legally protected from creditors of the plan members.

For the purpose of applying the requirements of GASB No. 68, as amended, the Commonwealth of Puerto
Rico is considered to be the sponsor of the Employees’ Retirement System (ERS), a cost-sharing multi-
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employer Defined Benefit Pension Plan, and Defined Contribution Hybrid Program, in which the
employees of the Senate participate. The Senate is considered a participant of these retirement systems
since the majority of the participants in the aforementioned pension trust funds are employees of the

Government and the basic financial statements of such retirement systems are part of the financial
reporting entity of the Government. Act No. 3 was enacted on April 4, 2013, amended the Act No. 447 for
the purpose of establishing a major reform of the ERS effective on July 1, 2013, After that, and based in
the fiscal crisis of the Government, was enacted the Act No. 106 of 2018 to establish a New Define
Contribution Plan and create the “pay-as-you-go” scheme for payment of pensioners of the ERS and other
two retirement systems (see Note F).

For purposes of measuring the Net Pension Liability and Deferred Outflows/Inflows of Resources related
to pensions, and pension expense, information about the fiduciary net pasition of the ERS and additions
to/deductions from the ERS’s fiduciary net position have been determined on the same basis as they are
reported by the Government of Puerto Rico. For this purpose, benefit payments (including refunds of
employee contributions) are recognized when due and payable in accordance with the benefit terms.
Investments are reported at fair value.

INTENTIONALLY LEFT BLANK
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Future Adoption of Accounting Pronguncements

GASB Statement No. 95, Postponement of the Effective Dates of Certain Authoritative Guidance.
The primary objective of this Statement is to provide temporary relief to governments and other
stakeholders in light of the COVID-19 pandemic. That objective is accomplished by postponing the
effective dates of certain provisions in Statements and Implementation Guides that first became
effective or are scheduled to become effective for periods beginning after June 15, 2018, and
later.

The effective dates for the following GASB pronouncements have been amended to reflect the
deferral in Statement No. 95,

The effective dates of certain provisions contained in the following pronouncements are
postponed by one year:

¢ Statement No. 84, Fiduciary Activities. This pronouncement is effective for reporting
periods beginning after December 15, 2019,

* GASB Statement No. 87, Leases. The requirements of this Statement are effective for
fiscal years beginning after December 15, 2020.

¢ Statement No. 89, Accounting for Interest Cost incurred before the End of a Construction
Period. This pronouncement is effective for reporting periods beginning after December
15, 2020,

* Statement No. 90, Majority Equity interests, This pronouncement is effective for reporting
periods beginning after December 15, 2019.

¢ Statement No. 91, Conduit Debt Obligations, This pronouncement is effective for
reporting periods beginning after December 15, 2021.

* Statement No. 92, Omnibus 2020. This pronouncement is effective for reporting periods
beginning after fune 15, 2021,

* Statement No. 93, Replacement of Interbank Offered Rates. This pronouncement is
effective for reporting periods beginning after June 15, 2021,

® GASB Statement No, 94, Public-Private and Public-Public Partnerships and Availability
Payment Arrangements. The requirements of this Statement are effective for fiscal years
beginning after June 15, 2022, and all reporting periods thereafter.
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GASB Statement No. 96, Subscription-Based Information Technology Arrangements. The
requirements of this Statement are effective for fiscal years beginning after June 15, 2022,
and all reporting periods thereafter.

GASB Statement No, 97, Certain Component Unit Criteria, and Accounting and Financia)
Reporting for Internal Revenue Code Section 457 Deferred Compensation Plans—an
amendment of GASB Statements No. 14 and No. 84, and a supersession of GASB
Statement No. 32, Are effective for reporting periods beginning after December 15, 2019,
Implementation Guide No. 2017-3, Accounting and Financial Reporting for
Postemployment Benefits Other Than Pensions {and Certain Issues Related to OPEB Plan
Reporting).

fmplementation Guide No. 2018-1, Implementation Guidance Update-2018,
Implementation Guide No, 2019-1, Implementation Guidance Update-2018,
Implementation Guide No. 2019-2, Fiduciary Activities.
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Future Adoption of Accounting Pronouncements — continued

The effective dates of the following pronouncements are postponed by 18 months:

* Statement No. 87, Leases. This pronouncement is effective for reporting periods
beginning after June 15, 2020.
¢ Implementation Guide No. 2019-3, Leases.

Earlier application of the provisions addressed in this Statement is encouraged and is permitted
to the extent specified in each pronouncement as originally issued.

The impact of these statements on the Senate’s basic financial statements has not yet been
determined.

NOTE B — DEPOSITS

The Senate maintains its cash in bank deposit accounts at high credit qualified financial institutions. Bank
balance at June 30, 2020 was approximately $9.3 million.

The Senate follows the provisions of GASB Statement No. 40 (GASB No. 40), Deposit and investment Risk
Disclosures — an Amendment to GASB Statement No. 3, Accordingly, the following is essential information
about credit risk, interest rate risk, custodial credit risk, and foreign exchange exposure of deposits and
investments of the Senate at June 30, 2020:

a) Credit risk~In the case of deposits this is the risk that in the event of a bank faifure, the Senate’s
deposit may not be recovered. Public funds deposited in commercial banks are futly collateralized
for the amounts deposited in excess of the federal depository insurance coverage. All securities
pledged as collateral are held by the Secretary of the Treasury of the Commonwealth. There is
no formal policy for custodial credit risk for cash accounts opened with commercial banks outside
of Puerto Rico. At June 30, 2020, the Senate has balances deposited in commercial bank which
are insured by the FDIC up to the established limit and the excess are fully collateralized as
explained above. No investments in debt or equity securities were made during the fiscal year
ended June 30, 2020. Therefore, the Senate’s management has concluded that the credit risk
related to any possible loss related to defaults by commercial banks on the Senate’s deposits and
certificates of deposit is considered low at June 30, 2020.

b} Interest rate risk— This is the risk that changes in interest rates of debt investments will adversely
affect the fair value of an investment. The Senate manages its exposures de declines in fair values
by: (1) not including debt or equity investments in its investment’s portfolio at June 30, 2020, (2)
limiting the weighted average maturity of its investments in certificates of deposit to periods of
three months or less and (3} keeping most of its bank deposits and certificates of
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a)

b}

deposit in interest bearing accounts generating interest at prevailing market rates. At June 30,
2020, the interest rate risk associated with the Senate’s cash and cash with fiscal agents is
considered low since they have no investment portfolio.

Custodigl credit risk - In the case of deposits this is the risk that in the event of a bank failure, the
Senate’s deposit may not be recovered. Public funds deposited in commercial banks are fully
collateralized for the amounts deposited in excess of the federal depository insurance coverage.
All securities pledged as collateral are held by the Secretary of the Treasury of the
Commonwealth. There is no formal policy for custodial credit risk for cash accounts opened with
commercial banks outside of Puerto Rico.

Foreign exchgnge risk — This is the risk that changes in excha nge rates will adversely affect the
value of an investment or a deposit. The Senate is prevented from investing in foreign securities
or any other types of investments for which foreign exchange risk exposure may be significant.
Accordingly, management has concluded that the foreign exchange risk related to the Senate’s
deposits is considered low at June 30, 2020,

NOTE C—- CAPITAL ASSETS

Capital assets activities for the fiscal year ended June 30, 2020 was as follows;

Beglnning Retirgments! Ending
Governmental activities: Balance Additlons Reclassifications Balance
Capital assets, not belng depreciated:

Works of art and historical treasures $ §1,750 % - 5 - % 61,750
Total capital assets not belng depreclated 61,750 - - 61,750
Capital assets being depreclated

Equipment 1,480,758 37,367 {407,075) 1,111,050

Computer equipment and software 2,095,747 13,194 (197,704} 1,911,237

Furpitura 2,180,354 5,030 {61,875) 2,123,509

Vehilcles 818,889 - - 815,889
Total capital assets being depreciated 6,575,748 55,501 (666,664) 5,864,685
Less accumulated depreciation for:

Equipment {1,171,664) {125971) 396,213 {901,422}

Computer equipment and software {1.813,484) {144,636) 193,674 (1.764,446)

Furniture (1,307,555} (152,229) 57,544 {1,402,240)

Vehilcles (622,467) (69,836) - (692,303)
Total accumulated depreciation {4,915,170) {492,672) 647,431 {4.760.411)
Total capital assets being depreciated, net 1,660,578 {437.081) {19,223} 1,204,274
Governmental aclivities capital assets, net % 1,722,328 % (437,081) % {19,223) $ 1,266,024
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NOTE D — COMPENSATED ABSENCES
Long term liability activity for the fiscal year ended June 30, 2020 was as follows:
Beginning Actumulated  Used Ending  Duewithin  Long-term

Balance Balance Batance Balance oneyear  portion
Accrued compensated absences 4435473 § 2613448 § [2203,254) S 4845668 § 732362 $ 4,113,306

NOTE E—~ DEFERRED OUTFLOWS / INFLOWS OF RESCURCES

Pursuant to GASB Statement No. 63, Financial Reporting of Deferred Outflows of Resources, Deferred
Inflows of Resources, and Net Position, and GASB Statement No. 65, /tems Previously Reported as Assets
and Liabilities, the Senate recognized deferred outflows of resources in the government-wide and fund
statements. These items are a ‘consumption of net position by the Senate that is applicable to a future
reporting period. Previous financial reporting standards do not include guidance for reporting those
financial statement elements, which are distinct from assets and liabilities. The Senate has items that are
reportable on the Government-wide Statement of Net Position that relate to outflows/inflows from
changes in the Net Pension Liability (Note F).

Under the modified accrual basis of accounting, it is not enough that revenue is earned:; it must also be
available to finance expenditures of the current period. Governmental funds Balance Sheet report
Deferred Inflows of Resources in connection with receivables for revenues that are not considered to be
available to liquidate liabilities of the current period (unavailable). Governmental funds also defer revenue
recognition in connection with resources that have been received, but not yet earned.

At the end of the current fiscal year, the various components of Deferred Qutflows/inflows of Resources
reported in the basic financial statements were as follows:

Governmental
Government-wide: Activities
Deferred Outflows of Resources
Contriburions to ERS S 3,297,532
Deferrred Inflows of Resources
Unamortized Investment in ERS $ 10,216,465
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The employees of the Senate are eligible to participate in Employees’ Retirement System of the
Commonwealth of Puerto Rico and its Instrumentalities (ERS System), a contributory pension plan
sponsored by the Commonwealth of Puerto Rico.

The Senate followed the provisions of GASB No. 68, Accounting for Pensions by State and Local
Governmental Employers, which requires employers that participate in cost-sharing multi-employer
defined-benefit pension plans to recognize pension expenditures/expense equal to the employer’s
contractually required contributions and a liability for unpaid contributions.

The ERS System issues publicly available financial reports that include its financial statements and required
supplementary information. These reports can be obtained by written request to the administrator at
the addresses detailed below,

ERS Deflned Benefit Pension Plan

The ERS System is a cost-sharing rulti-employer defined benefit plan sponsored by the Commonwealth
of Puerto Rico under terms of Act 447 of 1951, as amended, reported as a component unit of the
Commonwealth. Participation is optional for employees hired before January 1, 2000 and less than 55
years of age at the date of employment. No benefits are payable if the participant receives a refund of
their accumulated contributions.

Members who have attained at least 55 years of age and have completed at least 25 years of creditable
service or members who have attained at least 58 years of age and have completed at least 10 years of
creditable service are entitled to an annual benefit, payable monthly for life. The amount of the annuity
shall be 1.5% of the average salary, as defined, multiplied by the number of years of creditable service up
to 20 years, plus 2% of the average salary, as defined, multiplied by the number of years of creditable
service in excess of 20 years. In no case will the annuity be less than $200 per month.

Participants who have completed at least 30 years of creditable service are entitled to receive the Merit
Annuity, Participants who have not attained 55 years of age will receive up to a maximum of 65% of the
average salary, as defined, or if they have attained 55 years of will receive up to a maximum of 75% of the
average salary, as defined. Disability retirement benefits are available to members for occupational and
non-occupational disability up to a maximum benefit of 50% of the average salary, as defined. However,
for non-occupationat disability, a member must have at least 10 years of creditable service.

Act 1 of 1990 made certain amendments applicable to new participants joining the ERS System effective
April 1, 1990. These changes consist principally of the establishment of contributions at 8.275% of their
monthly gross salary, an increase in the retirement age to 65, a decrease in the annuity benefit to 1.5% of
the average salary, as defined, and death benefits annuities from 50% to 40% of average salary, as
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ERS Defined Benefit Pension Plan ~ continued

defined, and the elimination of the Merit Annuity for participant who have completed 30 years of
creditable service.

The contribution requirements for both employees and employers are established by law and are not
actuarially determined. Employees are reguired to contribute 5.775% of the first $550 and 8.275% for
the excess of $550 of their monthly gross salary. The Senate s required to contribute 9.275% of its
participating employee's gross salaries.

Effective fuly 1, 2011, the ERS System Commission approved an increase in the employer annual
contribution for all governmental employees. This increase consisted in the following:

1. Anincrease in the employer contribution from 9.275% to 10.275%, starting July 1, 2011,

2. An increase in the annual employer contribution of 1% of the regular retribution received by
participants, starting July 1, 2012 and ending June 30, 2016, and

3. Anannual increase of the employer contribution of 1.25% of the regular retribution received by
the participants starting July 1, 2016 and ending June 30, 2021.

Act 335 of September 24, 1999, an amendment to Act 447 of May 15, 1951, which created the ERS System,
was enacted with the purpose of establishing a new pension program {ERS System 2000). ERS System
2000 became effective on January 1, 2000, Employees participating in the current system as of December
31, 1999, may elect either to stay in the defined benefit plan or irrevocably transfer to the new program.
Employees joining the government on or after Ja nuary 1, 2000 will only be allowed to become members
of ERS System 2000.

ERS System 2000is a hybrid defined contribution plan, also known as a cash balance plan. Under this new
plan, there will be a pool of pension assets, which will be invested by the ERS System, together with those
of the current defined-benefit plan. Benefits at retirement age will not be guaranteed by the
Commonwealth of Puerto Rico.

The annuity will be based on a formula which assumes that each year the employees’ contribution (with
a minimum of 8.275% of the employees’ salary up to a maximum of 10%) will be invested in an account
which either: (1) earn a fixed rated based on the two-year Constant Maturity Treasury Notes, or (2) earn
a rate equal to 75% of the return of the ERS’s investment portfolic (net of management fees), or (3) eamn
a combination of both alternatives. Participants receive periodic account statements similar to those of
defined contribution plans showing their accrued balances. Disability pensions are not being granted
under System 2000. The employer’s contributions (11.275% of the employees’ salary) will be used to fund
the current plan
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ERS Defined Benefit Penslon Plan — continued

ERS System 2000 reduces the retirement age from 65 years for those employees who joined the current
plan on or after April 1, 1990.

Funding policy

Contribution’s requirements, based on gross salary, are established by law and are as follows:

Participants:

Hired on or before March 31, 1999 5.775% of gross salary up to $6,600
8.275% of gross salary over 56,600
Hired on or after April 1, 1990 8.275% of gross salary

On April 4, 2013, the Governor of Puerto Rico signed into law Act 3 of 2013 {“Act 3”), which adopted a
comprehensive reform of the Employees Retirement System of the Commonwealth {ERS System).

Act 3, which is effective on July 1, 2013, provides the following:

a)

b)

It freezes and grandfathers the benefits that have accrued through June 30, 2013 of those
participants who are covered by the ERS System’s defined benefit formula {those who joined the
ERS System prior to January 1%, 2000, whose retirement benefits accrued at a rate of 1.5% or 2%
per year of creditable service;

It provides that, beginning on July 1%, 2013, the retirement benefits accruing on and after the
Effective Date for defined benefit employees will be calculated based on a defined contribution
formula, similar to the ERS System 2000 formula currently applicable to employees who joined
the ERS System on or after January 1%, 2000, with all such benefits being paid in the form of a
lifetime annuity rather than a lump sum payment {upon retirement). The employee will receive
the benefits accrued through June 30, 2013 based on the defined benefit formula plus the
contributions made by the employee after June 30, 2013.
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Adoption of Comprehensive Reform of Employees Retirement System

c)

d)

f)

g)

h)

It provides that defined contribution benefits accrued pursuant to ERS System 2000 will also be
paid in the form of a lifetime annuity rather than a lump sum payment;

It eliminates the so called “merit pension” that provided to participants who joined the ERS
System prior to April 1, 1990, after attaining 30 years of service, a retirement benefit of 65% (if
less than 55 years of age) or 75% (if age 55 or greater) of the average salary earned during the
highest 36 months of employment;

[t increases the retirement age for various groups as follows: (a) from 58 to age 61 for ACT 447
participants and: (b) from 60 to age 65 for active system 2000 pa rticipants;

it increases the emplayee contributions to the ERS System from 8.275% to 10%;

It eliminates or reduces various retirement benefits previously granted by special laws, including
Christmas and summer bonus;

It increases the minimum pension from $400 to $500 per month for current retirees and;

It eliminates or modifies other benefits such as disa bility and survivor benefits.

Liquidity Risk and Uncertainties

ERS is @ mature retirement system with a significant retiree population. Based on the statutory funding
requirements, the annual benefit payments and administrative expenses paid by the ERS were
significantly larger than the member and employer contributions made to the ERS. Thus, investment
income must have had to be used to cover negative cash flow. If the increasing and additional
contributions stipulated by law are not paid in full on an annual basis, the ERS will continue being rapidly
defunded and gross assets will be exhausted. If measures are not taken to significantly increase the
contributions, the ERS will become insolvent in fiscal year 2019. In addition, annual cash flow estimates
for the foreseeable future are presently estimated to be insufficient to cover the ERS's obligations unless
other measures are taken.
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If the ERS’s assets are exhausted it would be operating solely on a “pay-as-you-go” basis, which means
that it would be unable to pay benefits that exceed the actual employer and employee contributions
received {net of administrative and other expenses), unless the Government provides the funding
required to meet the pay-as-you-go retirement benefits. Additionally, future employers’ contributions
have been pledged for the payment of debt service, further depletion of the ERS’s assets could result in
the inability to repay its bond obligations. Consequently, the ERS’s funding requirements, together with
the funding requirements of JRS and the Puerto Rico System of Annuities and Pensions for Teachers, could
have a direct negative effect on the Government’s General Funds, since the Government is the primary
sponsor and is obligated to make contributions to fund each of the ERS.

The Government and the other participating employers have been facing several fiscal and economic
challenges in recent years due, among other factors, to continued budget deficits, a prolonged economic
recession, high unemployment, population decline, and high levels of debt and pension obligations. The
widening of credit spreads for the Government’s public-sector debt, the continued downgrading of the
Government’s credit ratings and those of many of its instrumentalities to noninvestment grade categories,
and the lowered-than-projected revenues have put further stain on the Government liquidity and have
affected its access to both the capital markets and private sources of financing, as well as the horrowing
cost of any such funding.

If the Government’s financial condition does not improve as a result of fiscal and budgetary measures it
is taking, its ability to repay its obligations, including its regular employer contributions to the ERS and its
additional contributions as provided by Act No. 32 of June 25, 2013 {Act No. 32), for the upcoming years,
may continue to be adversely affected, and could also affect the payment of benefits and the repayment
of the ERS’s bond payable.

To improve the liquidity and solvency of the ERS, the Government enacted Act No. 32, as amended by Act
No. 244 of 2014, which provides for incremental annual contributions (Additional Uniform Contribution)
from the Government’s General Fund, public corporations and municipalities beginning in fiscal year 2014
and up to the fiscal year 2033, The AUC determined for fiscal year 2014 was defined as $120.0 million and
subsequent annual amounts will be determined annually based on actuarial studies to be performed hy
the ERS’s actuaries as necessary for the ERS’s gross assets to remain above $1.0 billion. An appropriation
for such AUC of approximately $98 million was included in the Government’s budget for the fiscal year
2014. However, as a result of the Government’s General Fund revenue shortfall, compared to budget, the
Government made certain adjustments to the fiscal year 2014 budgetary appropriations following the
“priority norms” for the disbursement of public funds that apply during any fiscal year in which the
resources available to the Government are insufficient to cover the appropriations approved for such
year. These adjustments included the reduction in full of the portion of the Act No, 32 AUC by executive
Order 29-2014.
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The long-term expected rate of return on pension benefits investments was not applicable as of June 30,
2017. Net assets are negative as of June 30, 2017 and accordingly, it is not possible to determine a rate of
return on net assets during the fiscal year, In addition, after June 30, 2017, due to the PayGo system by
which the Commonwealth guarantees payment of pensions. System assets were no longer necessary to
generate investment returns to pay pension benefits. The approximate actual rate of return on gross
assets was 8.74% as of June 30, 2017.

Before June 30, 2017, the pension plan’s policy for allocation of invested assets has been established and
may be amended by the System’s Board of Trustees. Plan assets are managed cn a total return basis with
a long-term abjective of achieving and maintaining a positive impact on the System’s financial condition
for the benefits provided through the pension programs. The following asset allocation policy as of June
30, 2017 was adopted by the System’s Board of Trustees:

Pension Liabilities, Pension Expenses, and Deferred Outflows/Inflows of Resources Related to Pensions

(1) Net Pension Liability

The Senate’s Net Pension Liability for each plan program is measured as the proportionate share of
the Net Pension Liability. The Net Pension Liability of each of the plan program was measured as of
June 30, 2017, and the Total Pension Liability for each ptan program used to calculate the Net Pension
Liability was determined by an actuarial valuation as of June 30, 2017. The Senate’s proportion of the
Net Pension Liability was based on a projection of the Senate’s fong-term share of contributions to
the pension plans program relative to the projected contributions of all participating employers,
actuarially determined. As fune 30, 2020 and 2019, the Senate reported its proportional share of Net
pension liability of the Employee Retirement System (ERS). As June 30, 2020 and 2019, the Senate’s
proportionate balances of the Net Pension Liability of ERS were as follows:

2020 2019
Net Pension Liabilty $22,996,131 $22,996,131
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NOTE F —~ PENSION PLAN - continued

June 30, 2017
Proportional Share
TOTAL L0672%)

Total Pension Liability $32,109,294,000 | § 21,578,887
Fiduciary Net Position (Deficit) (2,108,853,000) (1,417,244)
Net Pension Liability $34,218,147,000 | § 22,996,131
Plan's Fiduciary Net Position
(Deficit) of Total Pension Liability -6.57% -6.57%
Covered Payroll $ 3,344,382,000 | § 2,247,575
Net Pension Liability as % of
Covered Payroll 1023.15% 1023.15%

{2) Pension Expense

Pension expense represents the change in the net pension liability during the measurement period,
adjusted for actual contributions and the deferred recognition of changes in investment gain/loss,
actuarial gain/loss, actuarial assumptions or method, and plan benefits. The measurement period was
not available for the current fiscal year 2020 to compute the pension expense and therefore no
pension expense was recognized for the period. The followings are the Senate’s proportioned share
of plan’s pension liability for 2017 and 2016:

Proportion -June 30,2017 0.06720%
Proportion -June 30,2016 0.06787%
Change- Decrease -0, %
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NOTE F - PENSION PLAN - continued

(3) Deferred Qutflows/inflows of Resources

As of June 30, 2020, the Senate reported Deferred Outflows of Resources and Deferred Inflows of

Resources related to pensions from the following sources:

Pension contribution subsequent to
measurement date

Difference between expacted and actual
actual experience in measuring the total
pension liability

Change in assumptions

Net differences between projected angd
actual earnings plan Investments

Changes in proportion

Total

Deferred
Outflows of
Resources

$ 275,782

15,535

3,006,215

—_—

$ 3,297,532

Deferred
infows of
Resources

406,979

2,340,456

134,327
7,334,703

$  10,216465

T— o —
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NOTE F - PENSION PLAN - continued

Actuarial Methods and Assumptions

The total pension liability as of June 30, 2017 {the measurement date) was determined by an actuarial
valuation as of July 1, 2016 that was rolled forward to June 30, 2017 and assuming no gains or losses. This
actuarial valuation used the following actuarial methods and assumptions, applied to all periods in the

measurement:

Valuzion dal
Measurement Date
Actuzrlal Cest Method
AssetValuation Method
Remaining Amartization Periad
Actuarial Assumptions
Inflation Rate
Prajected Salasy increase

SalaryInciease

Kartality

Iuly 1, 2017 that was ralled forward ta June 30, 2018
June 30,2017

Entry-Age Normal Cost Method

Kot Applicable

15years

K4

N/A

3.00% peryear. Mo wempensalion increases are assumed until duly, 1, 2021 as a result of Act No. 3-2017,
faur-year extension of Act No. 662084 and the currant general economy.

Pre-retirement Madality - For general employees notcovered under Act Ko, 127, AP-2014 Employee Martality
Rates formales and females adjusted to reflect Mortality Improvement Seale MP-2017 fram the 2006 base
yearand projected forward using MP-2047 on generationa | basls. For members covered under Act No. 121,
RE-2014 Employee Modality Rates are 2ssumed with blue coltaradjustments for males and females adjusted
to reflect Mortality Improvement Selae MP-2017 from the 2006 hase year and projected forward using MP-2017
on generztional hasls. As generational tables, they reflect mortality improvements bath before and after the
measurement dake, 10(9% of deaths while in active service are assumed to be occupationat for members
covered under Act No. 127,

Pot-retirement Heailhy Martality - Rates which varybygender ase assumed for healthy retirees and beneficlades
based on sludy of the Plan's experience from 2007 to 2012 and updated expectations regarding future martality
Improvement. The 2010 base rates are equal Lo 92% of the rates from the UP-1304 martality Tables for Males
and 95% of the rates from UP-1994 Mortaiily Table for Females, both projected fram 1994 to 2010 using Scale

Ad. The base rates are projectded using mortality inprovemants both before and after measurement date,

Post-retirement Disabled Marntality - Rates which vary by gender are assumed for disabled retlrees based on a
study of the Plan's experlence from 2007 to 2012 and updated expectations regarding future martality improvement,
The 2010 base rates are equal ta 105% of the rates from the UP-1994 Mortality Table for Males and 115% of the

rates from the UP-19%4 Morality Table for Females. The base rates are projected using Martality | mprow ment
Stale MP-2017 on a generational basis. As a Geneeational table, it reflacts marlality improvements both befare and
after the measutement date.
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NOTE F -~ PENSION PLAN - continued
Long-Term Expected Rate of Return

The long-term expected rate of return on pension benefits investments was not applicable as of June 30,
2017, Net assets are negative as of June 30, 2017 and accordingly, it is not possible to determine a rate of
return on net assets during the fiscal year. In addition, after June 30, 2017, due to the PayGo system by
which the Commonwealth guarantees payment of pensions. System assets were no longer necessary to
generate investment returns to pay pension benefits. The approximate actual rate of return on gross
assets was 8.74% as of June 30, 2017.

Before June 30, 2017, the pension plan’s policy for allocation of invested assets has been established and
may be amended by the System’s Board of Trustees. Plan assets are managed on a total return basis with
a long-term objective of achieving and maintaining a positive impact on the System'’s financial condition
for the benefits provided through the pension programs. The following asset allocation policy as of June
30, 2017 was adopted by the System’s Board of Trustees:

Long-Term
Target Expected Rate

Asset Class Allocation of Return
Domestic Equity 56% N/A
International Equity 15% N/A
Fixed Income 28% N/A
Cash 1% N/A

Total 100%

In prior years, the long-term expected rate of return on pension benefits investments was determined
using a building-block method in which best-estimate ranges of expected future real rates of return
{expected returns, net of pension plan investment expense and inflation) are developed for each major
asset class. These ranges are combined to produce the long-term expected rate of return by weighting the
expected future real rates of return by the target asset allocation percentage and by adding expected
inflation. This year, the long-term expected rate of return assumption is no longer applicable.
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NOTE F ~ PENSION PLAN - continued

Discount Rate

The System is in a deficit position. Therefore, the tax-free municipal bond index (Bond Buyer General
Obligation 20-Bond Municipal Bond Index) was applied to all periods of projected benefits payments to
determine the total pension liability. The discount rate was 3.58% as of June 30, 2017,

Sensitivity of the Proportionate Share of the Net Pension Liability to Changes in the Discount Rate
The following presents the Senate’s net pension liability calculated using the discount rate of 3.58% as

well as what it would be if were calculated using a discount rate of 1%-point lower (2.58) or 1% point
higher (4.58%) than the current rate:

Current
1% Decrease Discount Rate 1% Increase
(2.58%) {3.58%) (4.58%)
Net Pension Liability $ 26,076,591  § 22996131 $20,515050

Medical Insurance Plan for Retired Employees

There are no member or employer contributions on behalf of the Medical Insurance Plan Cantribution.
This benefitis financed on a pay-as-you-go basis from the General Fund of the Government of Puerto Rico.
Since this benefit is not funded in advance, the Annual Required Contribution {ARC) for this benefit has
been calculated based on an assumed investment return rate of 3.10% based on the asset allocation on
the Government general assets that are used to pay this benefit.

As a cost-sharing multiple employer plan, ERS is not required to report a Net OPEB Liability. In accordance
with GASB Statement No. 75, Accounting and Financial Reporting by Employers for Postemployment
Benefits Other Than Pensions, the employers that participate in the plan should recognize annual OPEB
expense equal to their contractually required contributions to the plan. The employers do not have an
ARC or a Net OPEB Liability.
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NOTE F — PENSION PLAN - continued
Pay-As-You-Go Funding

On June 27, 2017, the Treasury Department issued Circular Letter No., 1300-46-17 to convey to the central
government agencies, public corporations and municipalities the new implementation procedures to
adopt, effective July 1, 2017, a new “pay-as-you-go” {PayGo) system. With the start of fiscal year 2018,
employers’ contributions, contributions ordered by special faws, and the Additional Uniform Contribution
were all eliminated.

The PayGo system was one component of Act 106-2017, which the Governor signed into law on August
23, 2017. Act 106-2017 created the legal framework for the Commonwealth to guarantee benefit
payments to pensioners through the PayGo system, Approximately $2 billion was allocated for these
purposes in each of the budgets for fiscal year 2018 and fiscal year 2019. Act 106-2017 also created a
Defined Contributions Plan, similar to a 401{k) plan, that will be managed by a private entity. Future
benefits will not be paid by the Retirement Systems.

Act 106-2017, among other things, amended Act No. 12 with respect to the System’s governance, funding
and benefits for active members of the actual program and new hired members. Under Actl106-2017, the
System’s board of trustees was eliminated and a new Retirement Board was created. The retirement
Board is currently responsible for governing both the System, JRS and TRS.

Act 106-2017 terminated the previously existing pension programs for the System participants as of June
30, 2017. The members of the prior programs and new system members hired on and after July 1, 2017
will be enrolled in a new defined contributions program that will be selected by the Retirement Board.
The accumulated balance on the accounts of the prior program will be transferred to the member
accounts in the new defined contribution program. The System’s active members of the defined
contributions program will retain their benefits as stated under Act 91 of March 29, 2003,

Act 106-2017 also ordered a suspension of the System’s loan programs and ordered a merger of the
administrative structures of the retirement systems. At the Retirement Board's discretion, the
administration of the System benefits may be externalized. The employees of the System that are not
retained under the new administrative structure will be transferred to other public agencies in conformity
with Act No. 8 of February 8, 2017.

In addition, Act 106-2017 repealed the Voluntary Early Retirement Law, Act No. 211 of 2015, while
creating an incentives, opportunities and retraining program for public workers.

On May 17, 2019, the Legislature passed Act No. 29 of 2019 (Act 29-2019), which addressed the severe
financial crisis and liquidity shortage of the Puerto Rico municipalities by relieving them of their obligation
to make PayGo payments to the Commonwealth under Act 106-2017. The Oversight Board has challenged
the implementation and enforcement of Act 29-2019,
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NOTE F — PENSION PLAN - continued

On January 30, 2020, the United States Court of Appeals for the First Circuit entered an opinion in the
System Declaratory Relief Action upholding the Title Il Court’s determination that Bankruptcy Code
section 552 prevents System bondholders’ security interests from attaching to post-petition revenues and
finding that employers’ contributions are not “special revenues” within the meaning of Bankruptcy Code
section 902. As a result, the First Circuit has determined that System bondholders do not have a security
interest in employer contributions received after the System’s petition date.

Pension Plan Fiduciary Net Position

As per June 30, 2017 Actuarial Valuation Report issued on March 26,2019, the Actuaries state: “PRGERS
net assets became negative in the 2014-2015 fiscal year. PRGERS gross assets as of June 30, 2017 are less
than one year of expected benefits payments.

The Retirement System of the Commonwealth of Puerto Rico has not provided the Senate with the
required information to implement the requirements of GASB No. 73, Accounting and Financial Reporting
for Pensions and Related Assets that are not within the Scope of GASB Statement No. 68, and
Amendments to Certain Provisions of GASB Statements 67 and 68, (GASB 73). Therefore, the
accompanying financial statements do not have any adjustment that will be necessary for the Senate to
account for its proportionated share of the net pension liability, deferred inflows of resources and
deferred outflows of resources in the statement of net position as of June 30, 2020, as well as the effect
in the recorded pension expense in the statement of revenues, expenses and changes in net position for
the year ended June 30, 2020. Also, additional disclosures required by GASB No. 73 as well a required
supplementary information have been omitted from these basic financial statements for the fiscal year
ended June 30, 2020,

The Employee’s Retirement System of the Government of the Government of Puerto Rico provides
additional information of the Defined Benefit Program and Hybrid Program. They issue a publicly available
financial report that includes financial statements and required supplementary information for ERS, as a
component unit of the Government. That report may be obtained by writing to the Administration at PO
Box 42003, Minillas Station, San Juan, PR 00940-2003.

The most recent actual valuation is as of June 30, 2017.
The financial statements and required supplementary information for the pension plan are available at

the administration Senate of the Employees’ Retirement System (ERS) of the Commonwealth of Puerto
Rico, P O Box 42003, Minillas Station, San Juan, PR 00940.
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NOTE G- OTHER POST EMPLOYMENT BENEFITS

Plan Description

The Other Postemployment Benefit Plan of the Commonwealth of Puerto Rico {the Commonwealth} for
Retired Participants of the Employees’ Retirement System (the Plan) is an unfunded, multi-employer
defined benefit other postemployment healthcare benefit plan {OPEB). The Plan is administered on a pay-
as-you-go basis. Accordingly, no assets are accumulated in a qualifying trust that meets the criteria in
paragraph 4 of GASB Statement No. 75, Accounting and Financial Reporting for the Postemployment
Benefits Other Than Pensions (GASB Statement No. 75).

The Plan covers a payment of up to $100 per month to the eligible medical insurance plan selected by
each member provided that the member retired prior to July 1, 2013 (Act No. 483, as amended by Act No.
3). The Plan is financed by the Commonwealth through legislative appropriations. However, the
Commonwealth claims reimbursement from each employer on a monthly basis for the corresponding
amount of the OPEB payments made by the Commonwealth in relation to the retirees associated with
each employer. There is no contribution requirement from the plan members during active employment,
The retirees contribute the amount of the healthcare insurance premium not covered by the
Commonwealth contribution.

Plan members were eligible for benefits upon reaching the applicable pension benefits retirement age.
Act No. 3 of 2013 eliminated this healthcare benefit to the Plan members that retired after June 30, 2013.

Collective Total OPEB Liabitity and Actuarial Information
The total OPEB liability as of June 30, 2017 was determined by an actuarial valuation as of June 30, 2016,
which was rolled forward to June 30, 2017. The total OPEB liability as of June 30, 2016 was determined by
an actuarial valuation as of June 30, 2016. The actuarial valuation used the following actuarial assumptions
applied to all periods in the measurement period.
a) Actuarial assumptions

Discount rate
The discount rate for June 30, 2017 and 2016 was 3.58% and 2.85%, respectively. This represents the
municipal bond return rate as chosen by the Commonwealth. The source is the Bond Buyer GO 20-Bond
Municipal Bond Index, which includes tax-exempt general obligation municipal bonds with an average
rating of AA/Aa or higher.
Mortality

Pre-retirement Mortality
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For general employees not covered under Act No. 127, RP-2014 Employee Mortality Rates for males and
females adjusted to reflect Mortality Improvement Scale MP-2017 from the 2006 base year and projected
forward using MP-2017 on a generational basis. For members covered under Act No. 127, RP-2014
Employee Mortality Rates are assumed with blue collar adjustments for males and adjusted to reflect
Mortality Improvement Scale MP-2017 from the 2006 base year and projected forward using MP-2017 on
a generational basis. As generational tables, they reflect mortality improvements both before and after
the measurement date.

Post-retirement Healthy Mortality

Rates which vary by gender are assumed for healthy retirees and beneficiaries based on a study of the
Plan’s experience from 2007 to 2012 and updated expectations regarding future mortality improvement.
The 2010 base rates are equal to 92% of the rates from the UP-1994 Mortality Table for Males and 95%
of the rates from the UP-1994 Mortality Table for Females, both projected from 1994 to 2010 using Scale
AA. The base rates are projected using Mortality Improvement Scale MP-2017 on a generationa) basis. As
a generational table, it reflects mortality improvements both before and after the measurement date.

Post-retirement Disabled Mortality

Rates which vary by gender are assumed for disabled retirees based on a study of the Plan’s experience
from 2007 to 2012 and updated expectations regarding future mortality improvement. The 2010 base
rates are equal to 105% of the rates from the UP-1994 Mortality Table for Males and 115% of the rates
from the UP-1994 Mortality Table for Females. The base rates are projected using Mortality Improvement
Scale MP-2017 on a generational basis. As a generational table, it reflects mortality improvements both
before and after the measurement date.

b) Sensitivity of Total OPEB Liability to Changes in the Discount Rate
The following presents the Senate total OPER liability of the Plan at June 30, 2017 calculated using the

discount rate of 3.58%, as well as the Plan’s total OPEB lia bility if it were calculated using the discount rate
of 1-percentage point lower (2.58%) or 1-percentage point higher (4.58%) than the current rate;

Current 1%
1% Decrease Discount Increase
2.58% Rate 3.58% 4.58%
Total OPEB liability as of June 30, 2017 52,651,264 $2,407,662 $2,201,891

58



SENATE {A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
NOTES TO BASIC FINANCIAL STATEMENTS-CONTINUED
JUNE 30, 2020

(S5) Deferred Outflows of Resources and Deferred Inflows of Resources

Because all participants are inactive, there are no deferred outflows or inflows of resources as changesin
actuarial assumptions, economic or demographic gains and losses, and changes in proportionate share
are recognized immediately during the measurement year.

(6) OPEB Expense

The components of Senate OPEB expense with a proportionate share of .26155% for the year ending June
30, 2017 is as follows:

Amount
Interest on total OPEB liability $ 85,487
Effect of economic/demographic gains and losses (31,909)
Effect of assumptions changes or inputs (543,926)

$(490,348)

NOTE H ~ LEASE COMMITMENTS

The Senate leases some of its facilities and equipment’s through various operating lease agreements, with
the latest expiring on September 30, 2023. Rent expense under such lease agreements for the fiscal year
ended Iune 30, 2020 amounted to $421, 000, aproximately. Future minimum lease payments under these
agreements are $207,360, $207,360, $207,360 and $51,840 for the fiscal years ending June 30, 2021,
2022, 2023 and 2024, respectively.

NOTE | - CONTINGENCIES

The Senate is defendant in lawsuits arising in the normal course of operations. In the agregate, these
claims seek monetary damages in significant amounts. With respect to the pending and threatened
litigations, the Senate, in consultation with legal counsel, has advised that at this stage of the procedings
they cannot offer an opinion as to the probable outcome. Accordingly, management does not consider
necessary making any provision on its books for these cases and intends to contest them vigorously.
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NOTE J ~ UNCERTAINTY AND LIQUIDITY RISK

As discussed in Note A to the basic financial statements, The Senate’s principal source of revenue is
legislative appropriations from the Commonwealth of Puerto Rico {the Commonwealth). The funds of the
Senate are under the custody of the Secretary of Treasury of the Commonwealth until transferred to the
Senate during the year.

The Commonwealth’s liquidity was severely affected during fiscal year 2020 and remains extremely
limited, primarily, as a result of the Commonwealth's inability to access external sources of financing. The

Commonwealth has not been able to fulfill its obligations on a timely manner,

Considering that the Senate is financially dependent from the Commonwealth, the limitations of the
Commonwealth to meet its obligations on a timely manner may prevent the Senate’s operations in the
future.

NOTE K- SUBSEQUENT EVENTS

Management has evaluated subsequent events through June 29, 2021, which is the same date the
financial statements were available to be issued.

END OF NOTES
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SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
STATEMENT OF REVENUES AND EXPENDITURES BUDGET TO ACTUAL — GENERAL FUND
FOR THE FISCAL YEAR ENDED JUNE 30, 2020

Actual
Amounts in Variance

Original Finai Budgetary Favorable

Budget Budget Basis (Unfavorable)
REVENUES

Legislative appropriations $ 26,001,000 $ 26,342,820 § 26,342,820 $ -

26,001,000 26,342,820 26,342,820
EXPENDITURES
Salaries and payrol related costs 19,680,477 24,443 587 23,703,264 740,323
Meals and travel 214,362 126,812 124,544 2,268
Administrative 2,333,115 251,095 40,569 210,526
Professional services 2,907,885 1,252,348 1,176,955 75,393
Insurance - 10,793 10,793 -
Rent 332,639 1,930 1,930 -
Equipment 131,510 73,218 64,606 8,612
Repairs and maintenance 65,442 9,905 6,110 3,795
Utilities 76,852 5,207 5,207 -
Materials and supplies 161,169 136,248 108,731 27,517
Announcement and medial publicatic 43,380 4,283 4,263 -
Postage 54,169 27,414 27,412 2
Total expenditures 26,001,000 26,342,820 25,274,384 1,068,436
EXCESS OF REVENUES OVER
EXPENDITURES $ - $ - $ 1068436 $ 1,068,436

See accompanying notes to the Statement of Revenues and Expenditures Budget to Actual - General Fund.
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NOTE A ~ STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

Budgetary Control

The Senate’s budget is prepared on the budgetary basis of accounting, which is not in accordance with US
GAAP, and represents departmental appropriations recommended by the President and approved by the
Senate prior to the beginning of the fiscal year. Amendments to the budget require the approval of the
Senate in accordance with Administrative Order 10-35 of January 2010. The Senate prepares its annual
budget including the operations of the general fund. The annual appropriated budget for the fiscal year
ended June 30, 2020 was $26,342,820.

For budgetary purposes, encumbrance accounting is used. The encumbrances (i.e., purchase orders
contracts) are considered expenditures when incurred. For US GAAP reporting purposes, encumbrances
outstanding at year-end are reported as reservations of fund balances and do not constitute expenditures
or liabilities because the commitments will be honored during the subsequent year.

The Commonwealth of Puerto Rico Accounting Law establishes that unreserved funds (excess of revenues
over expenditures} at the end of the fiscal year from the Legislative Branch will be carried forward and
made available for spending for the next three fiscal years. The Senate’s Administrative Order 2010-35 of
January 2010 stipulates that such unreserved fuds must be spent for non-recurrent expenditures. The
remaining unexpended amounts after the three years have lapsed should be reverted to the Secretary of
Treasury of Puerto Rico pursuant to Act 230.
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Budget GAAP/Reconciliation

The following schedule presents comparisons of the legaily adopted budget with actual data on a budget
basis. Because accounting principles applied for purposes of developing data on a budget hasis differ
significantly from those used to present financial statements in conformity with GAAP, a reconciliation of

differences in expenditures for the fiscal year ended June 30, 2020 is presented below:

Revenues according to the Statement of Revenues and
Expenditures- Budget to Actual

Plus savings and other funds' revenues

Revenues according to the Statement of Revenues, Expenditures
and Changes in Fund Balance- Governmental Fund

Expenditures according to the Statement of Revenues and
Expenditures- Budget to Actual

Plus savings and other funds' expenditures

Expenditures according to the Statement of revenues, Expenditures
and Changes in Fund Balance- Governmental Fund

$

$

s

$

26,342,820

5,621,814

31,964,634
Y S— T i—

25,274,384

11,183,403

36,457,787
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CERTIFIED PUBLINDEPENDENTAUDITORSREPORT ONINTERNAL CONTREy Y do Gonzdlez-Green, CPA, CFF. CFE
OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Members of the Senate
San Juan, Puerto Rico

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standards
issued by the Comptroller General of the United States, the basic financial statements of the governmental
activities and the major fund information of the Senate of Puerto Rico {the Senate) (a component unit of
the Commonwealth of Puerto Rico), as of and for the year ended June 30, 2020, and the related notes to
the basic financial statements, which collectively comprise the Senate’s basic financial statements, and
have issued our report thereon dated June 29, 2021. Our report was qualified for the governmental
activities because the retirement plan’s administrator (PRGERS) does not have the information available
to implement the requirements of Statement No. 73 and No.75 of the Governmental Accounting
Standards Board.

Internal Control over Financial Reporting

In Planning and performing our audit of the basic financial statements, we considered the Senate’s
internal control over financial reporting (internal control) to determine the audit procedures that are
appropriate in the circumstances for the purpose of expressing our opinion on the basic financial
statements, but not for the purpose of expressing an opinion on the effectiveness of the Senate’s internal
control. Accordingly, we do not express an opinion on the effectiveness of the Senate’s internal control.

A deficiency in internal control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct, misstatement on a timely basis. A material weakness is a deficiency, or a combination
of deficiencies, in internal control, such that there is a reasonable possibility that a material misstatement
of the Senate’s basic financial statements will not be prevented or detected and corrected on a timely
basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control that is
less severe than a material weakness, yet important enough to merit attention by those charged with
governance,

Our consideration of internal control was for the limited purpose described in the first paragraph of this
section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies. Given these limitations, during our audit we did not identify any
deficiencies in internal control that we consider to be material weaknesses. However, material
weaknesses may exist that have not been identified.

P.O. Box 70262, San Juan, Puerto Rico 00936-8262 ¢+ Cecilia’s Place Suite C-1, #7 Rosa Street ﬁ) PR“XITV’
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INDEPENDENT AUDITORS’REPORT ON INTERNAL CONTROL
OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS
BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS
(Continued)

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Senate’s basic financial statements are free
from material misstatement, we performed test of its compliance with certain provisions of laws,
regulations contracts, and grant agreements, noncompliance with which could have a direct and material
effect on the determination of basic financial statements amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit, and accordingly, we do not express
such an opinion. The results of our test disclosed no instances of noncompliance or other matters that
are required to be reported under Government Auditing Standards.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of internal control and compliance
and the results of that testing, and not to provide an opinion on the effectiveness of the Senate’s internal
control or on compliance. This report is an integral part of an audit performed in accordance with
Government Auditing Standards in considering the Senate’s internal control and compliance. Accordingly,
this communication is not suitable for any other purpose.

Carolina, Puerto Rico - . :/ \J,‘&éﬁ‘\Wr %}N 4 1/0 V j‘!‘i&

June 29, 2021

Stamp Number 457515

of the Puerto Rico CPA Society
has been affixed to the
original report

Aquino, De Coérdova, Alfaro & Co., LLP
CERTIFIED PUBLIC ACCOUNTANTS & BUSINESS ADVISORS 66
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STATISCAL SECTION

INTRODUCTION

This part of the Comprehensive Annual Financial Report presents detailed information as a context for
understanding what the information in the financial statements, note disclosures, and required
supplementary information says about the Senate of Puerto Rico overall financial health. Unless
otherwise noted, the information in the following schedules is derived from the comprehensive annual
financial reports for the relevant year. The Senate of Puerto Rico implemented Statement 34 in 2011,
when it became fiscally autonomous, pursuant to the provisions of Act 230 of July 23, 1974 as amended.

The following are the categories of the various schedules that are included in this section:

Financial Trends information

These schedules contain trend information to help the reader understand how
the House of Representatives’ financial performance and well-being have change
over time.

Revenue Capacity Information

This schedule contains information to help the reader assess the House of
Representatives most significant revenue source, legislative appropriations.

Demographic and Economic Information

This schedule offers demographic and economic indicators to help the reader
understand the environment within the House of Representatives financial
activities take place.

Operating Information

This schedule contains service data to help the reader understand how the
information in the financial reports relates to the services the House of
Representatives provides and the activities it performs.
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SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
NET POSITION {DEFICIT) GOVERNMENT WIDE
FOR THE LAST TEN FISCAL YEARS

45 Restated AsRestited  AsRestated  As Restated
A0 s 218 M7 pilli 015 0 2013 a2 Pl
Net posiion
vsstedincapalassels  § 12665024 § 1738 § 235705 § 200080 1430417 § 1H2007 § 1070432 § 843§ 9R05M § O
Restricted 37 585 wm A 179751 11015 o2 ¥270 1278 7R26

Unrestricted (Defct M2 QA0 A0 (0SIARG)  (TNBM) (MINMY  (IAREH) B SHESM 1273
SAEE SR SeenA) Spereag S5 ST §(20.155459) 9028180 S7000.113  $2.081,361
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SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
CHANGES IN NET POSITION (DEFICIT) -~ GOVERNMENT WIDE
FOR THE LAST TEN FISCAL YEARS

s Resated JoResaed  AsRestaled  AsResled

m 09 0 it il Bk i m n n
Expenses
Govemment adiiies SN SOMU UM § B FORMB SOMA0 B0 SO S §3%.776.80
Revenues
Legishtive apprcpriatons B0 WEMM0 RO 7000 40 N40880 41260 MI2B0 WA B
Jintcommission - . - . . AR 1 I 1
Conitbufors from Commomiealh PR KT : - : . . : . :
Oiber revenues LTV 11 1 T S 1 [ 1 379 082 14500 000 1
Kiscelangous income 414,795 s 1515 18582 (IR

UORM WA RIE GRS ST ANUEE Wi H7UH0 008 0065

Hirease (seerease n il posion

e BB GBO MMM DS LGNS BUTTE  SURGE R 4G 0
Tl el : S (5
Nehangs el pesin RO DRSS BB A ISRY QOTHE NS W I dpem

Nekestn ) g e S [GRDE (BTEAY (SNSN DM ES) YR MU0 B )

GASB 66 Adjusrents {34 261 677)

e psiion (6] ot begining o yea, s

fefeled SO (RN (BTN DSANED BN O SN TOOMS ANt (A
el postion defit) ot end ofyoor NUISIORY SRS SrbERs S{eT JSANAE) STAIII SELISA S OMBIE § TONI § 20el
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SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
FUND BALANCE -- GOVERNMENTAL FUND
FOR THE LAST TEN FISCAL YEARS

General Fund A2 201 018 1 218 15 2014 013 2012 M

Fund balance
e T S T T e P S I N <
Restricted 307 585 22 3307 179,151 172915 Rilikavi 82720 112109 152628 18123

Unassigned TOAMY 240400 KOISEN  1ABMIB 11308065 WIS 1778195 12402821 1026130 4p192n
§ 820208 S12705200 68891 S150MIF $11481781 SI6064716 S18MABTD $12518500 10078768 $5571116
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SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
CHANGES IN FUND BALANCE ~ GOVERNMENTAL FUND
FOR THE LAST TEN FISCAL YEARS

40 it il A A6 i 0 M 2 A

Resenuss

Legislaie apprapnilons SO0 SBAN0 S0 SOTHOD SONAUD S48 SUILMD SH1RED SR §3B 374

Conlrbbutass fom Commorwiagh L0 4% . . . . . . . .

Jin eammssion . . . . . . . A1 T 1 VR 1

Other evenies L O 7 VR 11 T T " S /20 1 B}

Miscellngas nicime MI% TR B MM : . . it 165% .
NIHEH WEMI  AISNIE LSRN DA MM MINAN BMSS IR A%

Exendhurss

Benera qouemmend RO AT WM BAREY ORNMD GEMEY RN WM QWIS B

Exeess (defiency) of ravenues

e emendiures AARISY (IR TSOS  SABMM (SESE) [OOSR SEMAB SRR SR (A
Transers gt . : S i£Y . - . .
Nl charge im fnd balace A ARTI) REIOSM MR RSN ORI SERMY  1SMIR AR 1LIMAN
Fund baaace & beiniy ofyear 51 BRBRH SOTST AR USIGATIE  IRIAET  RSIEEN MBI SSMA6 4358
Fipvd balance & end ofyear §BI008 SULTBIY SBRBIN SBOMEY ST SISGEATS $ISIMET $1SS0 SUTRTE § 5516
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SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
CAPITAL ASSETS — GOVERNMENT WIDE

FOR THE LAST TEN FISCAL YEARS

Governmental sctivities

Capita assels tha e not depreciaed
Work o as and hislorical beasures

Capilal assets beign denreciated

Equipment
Computer equibment and sofware
Fumiure
Vehilles
Total capial assels

Less: Aocumukzled degreciation
Equipment
Computer equipment and soRware
Fumure
Vehilcias
Tots! sccumulated depreciation

Tote!capial assets, net

moooms o ws W W A6 D A A0 a4
N $

M0 180756 U980 LS B0 AR MO ISENE ISROD 1o
02208 206 288 1EBEM (BOBK ISR RS UWID  1mea
DS OIS M AMMET LSO A0S IMGE LRI S
MBS GIOMO  GAMD  WOD WIS NS WB W0 RS ¢
SR OIS NMT RN SORME SIBET SWLSE  SIB® ST oS
L) (M) R KT (SN (14809 (W0 (4B
(LA (B0 (D3R (o) (30S) (WS (243 (3BUG (302 B2y
(AR (NS (A0 (URO) (BB (A8 (M (4750 ()
G GO Y WE) MRS SR AN BRI 0% )
ATOAMY)_IBT) UMM (SN QSR AT AT WES GUSE )

VIO S0TRN8  SANMGI5 §20R5H 14T $1inIm 10043 5 B4t 8 5W § e
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SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
REVENUES

FOR THE LAST TEN FISCAL YEARS

0 il it o il 015 A a i il

Revenuss
Legiative approprigtions ~~ § 26,001,800 § 2240000 § 40961 000 SOBAND SONXAM S48 SUinl §W1n6m § BI600 § 332800
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SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)
DEMOGRAPHIC AND ECONOMIC INDICATORS
FOR THE LAST TEN FISCAL YEARS

Personal
Fiscal Population Income Per Inflation Employmant  Unemployment
Year (I Thousands)  {in Thousands) Capita Rate (In Thousands) _ Rate
2019 3194 p 61,129 p 21,015 p 0.5% p 486 p 8.5% p
2018 3259 r 62,166 r 2152 1 16%r 971 1 10.3% r
2017 3,366 r 53956 r 18814 r 0.6% 1 982 r 1.8% r
2016 3440 51,769 17,837 0.2% ¢ 889 11.8%
2015 3,504 52,766 17417 0.3% 977 128%
2014 3,564 51,356 17,054 0.9% 987 14.4%
2013 3614 53259 17,118 0.5% 1,012 14.0%
2012 3,657 51,048 16,370 26% 1,024 15.2%
2011 3,700 49,605 15,869 1.8% 1,043 18.2%
2010 3,731 48 231 15,307 2.0% 1,075 16.3%

Source Data: Puerto Rico Economic Summary
Report from the Puerto Rico Planning Board to
the Governor of Puerto Rico
Dated November 2019

p- Preliminary figures



SENATE (A COMPONENT UNIT OF THE COMMONWEALTH OF PUERTO RICO)

OPERATING INDICATORS
FOR THE LAST TEN FISCAL YEARS

20 9 Ws AT A% WE AW ;I N2 W

Number of employess:

Legislative 181 208 kre} U m o n 322 267 B W

Admiistrative u§ Mg 239 2 40w W 21 33 32
Total employees 435 54 563 563 56 603 618 558 g8 630
Legislalive sessions:

Narber of days 68 15 75 X 67 13 n 120 L) 80

Number of commssions hearings 65 88 759 668 89 13 782 U 128 M

Number of fegistative bits 9% 826 83 4 83 18 183 20 157
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