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Iil BENITEZ-TAIME. CPA-PSC
El c-',^or-o.. o 

"&urto soro';' si'e''io'"uto-:

The Honorable Mayor, Members ofthe

Municipal Legislature and People of
the Mu;icipalitY of Barranquitas

Barranquitas, Pue(o Rico

We have audited the accompanying fioancial statements ofthe govemmeltal activities' each major fund'

anal the aggregate remaining fund intormati-on?ir'" li'";tipai'y "t 
g"nanquitas of the Commonwealth

of Puero Rico (the "Municipalitv"), "t 
;i;; i"; th; v"* *ata.t'* ;b' zoll-*tricL collectivelv

:il;;se";;^r ,o;riry'r. [^'i.: rl**i"i 
'tut"rn"nt' 

ui li't"d in the accompanvin€ table of contents'

These finaflcial sratement. u." tn" ."rpon$bitif,'.itr," v,"i"ip"rb"t *anagement our responsibility is

a "-p*...pi"i""t 
." ,hese financial statements based on our audit'

weconductedourauditinaccordancewithauditingstandardsgenerallyacceptedintheUnitedStatesof
America and the standards applicable to ;";;;i ?;;iJ;*":"ed in Govemment Auditing standards'

issued by the Comptrotl", C.n"tul ottt'" Unii"a Sta;s ihose standards require that we plan and perform

the audit to obtain reasonable 
"ttu'un"" 

'uio-ui 
*'ftJfler the financial statements. are free of material

misstatement. An audit includes *^''i';;"; ;;;t; basis' er idence supponing the amounts and

disclosures in the financial statements 
"il'ilou 'o"j'"''o"t 

u""oing tt'" u"to'nting principles used

anil sienificant esrimates made by .-"g";;;i, as w€ll_as evaluating the overall Jlnancial statements

pr*"ffi"". w" O.f ;."e that our audit pror ides a reasonable basic lor our oprnlons

In our opinion, the finaDcral sratements referred to above prcsent fairly, in all material t"tp::lt'-I:

"""*",iui nn*"iuf porition ofthe govemmental activities' each major fund' and the aggregate remarnrng

i:Hi;;;;;; ;;ir" vunicipatri 
"r 

e";q'it; "i 't'" 
common*eatrh or Pueno Rico' as of June 10'

2012- and the respecri!e .tung"t in fin^nii'iplliiin tr'"ttor ro' tt't ltar then ended in conformit) qith

;:;ffi;-;;,;di;i;.""',lii *"p'"a i" 
't'" 

unled stare< or {merica

InaccordancewithGovemmentAuditlngstandardswehavealsoissrred-ourrePortdatedNov€mber30,
ll,iil""" 

""t 
."".rd"tr,j." "r 

,m rtl.t"li'p"rity J Barranquitas of the common$ealrh oI Pueno Rico

;",firi.#";;;;;;;iui '"po't;ng 
uniin"'ou' t"ts of ii' co'pliun"" *lth certain provisions of laws'

resulations. contracts, grant agreements an"d"otiJt *'tt"it ff'" putp*e of that report is to describe the

.mne of our testinB ol inremal 
"""''"1 

;;t ;;;;i;i-*ptning'and compliance,and rhe re)ulti of that

l:;[".'ril "",'t." 
pr"";0" an oprnion on the intemal conrrol o\er financial reporting and or on

:.^";';ir;;"" rnui.loon is an integ.al p"n or 'n 
u'ait performed- in accordance \ irh Govemmenl

e,lil"*iimarlJ. ,,i should be considered in asses)ing rhe re'uh' ol.our audrr'

Accounting prificiples generall] accepted in the United States of America require that the Management's

Discus'ion and Anallqis and g'dg""t) 'i;rnpiti'"" r"i"*"ti"" on pages '] lhrough 2'l and 78 be

ore.ented lo supplement tr," u"';t t'n'n"iuisi'iJrnlnit' i'"n ;nrot*urion aithough not a pan of the basic

hnancial statements, is r"qui."d b;- th" CJ"'iti"'i"ie"*'"t;'g St""aards Boaid' *ho considers itto be

an essential part of financial 
'"p"ni"g 

icrt-pi"li'g ir'e basic-{inancial statements in an appropriate

I
PO. Bo( 19r503, San Juo.r, tuerlo Rbo m9l9-15{)3 IEL 787-603'16m



operational, economic, or h;storical context. We have applied certain limited procedures to the required

i,lppl"."ntury information in accordance with auditing standards generally accepted in the United States

oi',i.".i"u, itti"tt 
"onsisted 

of inquiries of management about the methods of preparing the information

una 
"o.puring 

ttt" information foi consistency with management's responses to our-inquiries, the basic

financial sta;ents. and other knowledge we obtained during our audit ofthe basic financial statements'

W"dono,"*p."r.onopinionorprovideanyassuranceontheinformationbecausethelimitedprocedores
do not provide us with sufficient evidence to express an opinion or provide any assurance'

our audit was conducted for the purpose offorming opinions on the financial statements that collectively

comprise the Municipality's ba;ic financial statements as a whote The accompanying schedule of

e*fJnditu... of tea".ut u*ards is presented for purposes ofadditiorral analysis as required by U S O{fice

oi'M"nug"*"r, und Budget Circular A.-133, Attd;B oJ States and Locdl Gorem ents, and Non-Profit

Organiziiors, and is als; not a required pan of the basic financial statements of the Municipality The

icfiedule ofExpenditures and Fedeiat A*ards is the responsibilit] ofmanagement and was derived from

andrelatedirectlytotheundellyingaccountingandotherrecordsusedtopreparethefinancialstatements.
if," ;nfo.*ution't u, been sub;ected to the ;uditing procedures applied in the aud;t of the financial

,tut"."nt. 
"nd 

certain additionat procedures, including comparing and reconciling such information

ai,".ifv t" ,ft" ,"a".fying accountirlg and other records used to prepare the financial statements or to the

financial statements ihemselres. and other addilional procedures in accordance with auditing standards

e;neratty accepted in the United States of America- ln our opinion, the information is fairly stated in all

iraterial respects in relation to the financial statements as a whole'

c)ur audit was conducteal for the purpose offorming opinions on the financial statements that collectively

lomprise the Municipality's financial statements. ihe introductory and statistical sections are preseoted

i"t ii" p".p"t.t 
"f "aaitional 

analysis and are nota required part ofthe basic financial statements Such

info.*oltion hu, not b..n subjecte; to the auditing procedures applied in the audit ofth€ basic financial

statements, and accordingly, we do not express an opinion or provide any assurance on ii

November 30, 2012

Toa Alta, Pu€rto Rico

Stamp No. 2596747
was aflixed to the

original r€port.

W- fs'

E nm'trrnz-JAll,iE, cPA-PSC
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COMMONI f,ALTg OF PUERTORICO

MUNICIPALITY OT BARRANQUITAS

Management's Discussion and Analysis
Fiscal Year Ended June 30,2012

As management ofthe Municipality of Barranquitas (the Municipality), we.offer readers the following

;;;fi il analysis of the Municipaliq's financial actilities reported in the accompanying basic

financial statements for the fiscal year enied June 30, 2Ol2 We encourage readers to consider the

i"i..*",i"" pi"*""a here in conjunction with additional information that is fumished in the

Municipality's financial statements, which follow this narrative'

TINANCIAL I{IGHLIGETS

G over mentlnde High lig hts :

. The Municipality's assets exceeded its liabilities (n€t assets) by $26,701 ,81 1 at June 30' 2012 ' The

Municipality's net assets increased by $4,132,138 during the fiscal year ended June 30' 2012'

. The Municipality's assets increased from $49,956,526 at June 30, 2011 to $56,450,683 at June 30'

2012- for an increase of$6.494,157 ( 13.0% increase)'

. The liabiliti€s of the Municipality increased fiom $2?,386,853 at June 30' 2011 to $29'748'872 at

June 30,2012, for an increase of$2,162,019 (8 6o% increase)'

. The revenues ofthe Municipatity increased from $15,044,439 for the fiscal year ended June 30' 2011

to $17,905,342 for the fisial year ended June 30, 2012, for an increase of $2'860'903 (196%

increase).

. The Municipality's expenses decreased from $11,804,253 for the fiscal year ende'l June 30 201I to

i t:,2::,zo,i fo.in" n."al year ended June 30, 2012, for a decrease of$31,049 (0 2% decrease)'

G owrnmental F u nds' Hig hl ig hts :

. Ihe total fund balances of govemmental funds amounted to $11,758,742 at June 30' 2012' which

increased by $602,658 during fiscal year ended June 30, 2012'

. The total assetsofgovemmentalfundsdecreasedfrom$21,648,228atJune30'20l1to$21'351'563
at June 30,2012, fora decrease of$296,665 (1.4o% decrease)'

. The govemmental fund's total liabilities decreased from $10,492,144 at June 30' 2011 to $9'592'821

at Ju;e 30,2012, for a decrease of$899'323 (8'6% decrease)'

. The total revenues ofgovemmental funds increased fiom $15,042'184 for the fiscal year ended June

:0, zOr t a $17,520,142 for the fiscal year ended June 30, 2012, for an increase of $2'478'158

(16.5% increase).

. The governmental fiind's total expenditures increased from $15,015,524 for the fiscal year ended

tune-:0. ZOt t to $18,050,684 for the fiscal year en'led June 30, 2012' for an increase of$3'035'160

(20.2% increase).

. Other net financing sources of govemmental funds amounted to $1'133'000 which are related to the

issuance of bonds during the current fiscal year.



COMNIONWEALTH OT PUERTO RICO
MUNICIPALITY OF BARRANQUITAS

Management's Discussion and Analysis
Fiscal Year Ended June 30,2012

OWRVIEW OF TEE BASIC FINAI{CIAI STATEMENTS

The purpose of financial reporting is to provid€ extemal users of basic financiat statements with

information that will heip them to make decisions or draw conctusions about the Municipaliry. There are

many extemal parties that use the basic financial statements of the Municipality; however, these parties

do not always iave the same specific objectives. In order to address the needs ofas many panies as

reasonably possible, the Municipatity, in accordance with required financial reporting standards, presents

this ManagLment's Discussion and Analysis (MD&A) as an introduction to the accompanying basic

financial siatements_ This narrative represents an overview and analysis ofthe financial activities ofthe

Municipality for the fiscal year ended June 30,2012- Because th;s MD&A is designed to focus on the

current yea; activities, rcsuiting changes and currentty known facts, we encourage reade's to consider the

informaiion presented in this MD&A in conjunction with the additional information fumished in the

accompanying basic fi nancial statements.

The Municipality's basic financial statements include three components: (l) govemment-wide financial

statements (CWES), (2) govemmental fund financial statements (GFFS)' and (3) notes to the basic

financial statements (NBFS). This report also contains additional required and other supplementary

information in addition to the basic financial statements themselves. These components are described

below.

The basic financial statements focus on: (1) the Municipality as a whole (govemment-wide financial

reporting) and, (2) the MuniciPality's major individual govemmental funds. Both perspectives allow the

users tJ address relevant questions, broaden a basis for comparison (yea' to year or govemment to

govemment) and enhance ihe Municipality's accountability. The components of the basic financial

statements are described below.

a) Gorenmefit-t ide Fina cial Slatenefits

TheGwFsarecomposedof:(l)thestatementsofnetassets(SNA)and(2)thestatementofactivities
(SA). These financial statements can be found immediately following this MD&A' GWFS ar€

designed to provide readers with a broad overview of the Municipality's oPerations as a whole in a

,"ni". si*ilu. to private_sector business. These statements provide short-term and long-term

information about the Municipality's financial position, which assist the Municipality's management

to determine the economic condition at June 30, 2012. The GWFS are prepared using methods that

are similar to those used by most private businesses.

1. Statement ofNet Assets

The purpose of SNA is to attempt to report all assets owned and all liabilities owed by the

Uunicipatity. The Municipality repons oi all ot rts assets vvhen it acquires ownership over the

".r.t, 
urd i"po.t. all of ii li;biliiies when the] are incuned For e\ample, the Municipality

reports buildings and infrastructure as assets. even though they are not available to pay the

obligations incurred by the Municipality.

On the other hand, the Municipality reports Iiabilities, such as claims andjudgments, even though

these liabilities might not be paid until seveml fiscal years into the future'

The difference between the Municipality's total assets and total liabilities reported ill SNA is

presented as nel assets, which is similar to the total ouners' equity reported by a commercial

4
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CoMMoNw LTH oFPUf,RTo RIco
MUNIcIPALITY oF BARRANQUITAS

Management's Discussion and Analysis
Fiscal Year Ended June 30, 2012

enterprise in its financial statements. Although the purpose of the Municipality is not to
accumulate net assets, as this amount increases or decreases over time, such amount represents a
useful indicator of whether the financial position of the Municipality is either impro\,ing or
deteriorating, respectively.

2. Statement of ActMties

The SA presents information showing how the Municipality's net assets changed during the fiscal
year ended June 30, 2012, by presenting all ofthe Municipality's revenues and expenses. As
prev;ously discussed, the items reported in SA are measured in a manner similar to the approach
used by a commercial enterprise in that revenues are recognized when eamed or established
criteria are satisfied, and expenses are recorded when incurred by the Municipality.
Consequently, revenues are reported even when they may not be collected for several months
after the end of the fiscal year and expenses are recorded even though they may not have used
cash during the current year-

Although SA looks different from a commercial enterprise's income statement, the difference is
only in format, not substance. Whereas the bottom line in a commercial enterprise represents its
net income, the Municipality reports an amount described as ,?et change in net assets, which 1s

essentially the same concept.

The focus of SA is on the ,eI cos, of various activities provided by the Municipality. The
statement begins with a column that identifies the cost of each of the Municipality's major
functions. Another column identifies the revenues that are specifically related to the classified
govemmental functions. Tle difference between the expenses and revenues related to specific
functions/programs identifies the extent to which each function of the Municipality draws from
general .evenues or is self-financiDg through fees, intergovemmental aid, and other sources of

This statement also presents a comparison between direct expenses and program revenues for
each function ofthe Municipality.

GWFS and GFFS present all of the Municipality's govemmental activities, which are supported
mostly by taxes and intergovernmental revenues (such as federal and state grants and contributions).
All services normally associated with the Municipality fall into this category, including culture,
r€creation and education; general govemment; health and sanitalion; public safety; public housing
and welfare; and economic and urban development.

Goren mental Fund Financial Stolements

The Municipality's GFFS consist of: (l ) the balance sheet - govemmental funds and (2) the statement
of revenues, expenditures and changes in fund balances - govemmental funds. These financial
statements report the financial position and results ofoperations of the Municipality's govemmental
funds, with an emphasis on the Municipali!v's major govemmental funds.

A fund is a grouping ofrelated accounts that is used to maintain control over resources that have been
segregated for specific activities or objectives. The Municipality, like most other state and local
govemments, uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. Each fund is considered an independent fiscal eotiry accouoted for within a set of self-
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CoMMoNVEALTH oF PUERTo RICO
MUNICIPALITY oF BARRANQUITAS

Management's Discussion and Analysis
Fiscal Year Ended June 30- 2012

balancing accounts that comprise its assets, Iiabiiities, fund equity, revenue, and expenditures. Fund
accounting s€gregates funds according to their intended purpose and is used to aid management in
demonstrating compliance with legal, financial and contractual provisions-

Govemmental funds are used to account for all ofthe services provided by the Municipality. These
funds are used to account for essentially the same functions reported as govemmental activities in the
GWFS. Unlike GWFS, the focus ofGFFS is directed to specific activities ofthe Municipaliry rather
than the Municipality as a whole; therefore, GFFS report the Municipalit) s operations in more detail
thrn lhe GWFS

GFFS provide a detailed short{erm view of the Municipality's finances that assist in determining
whether there wiil be adequate financial resources available to meet the current needs of the
Municipality, which is, evaluating the MunicipaliO's n€ar-term financing requirements. For financial
reporting purposes, the Municipality classifies i1s govemmental funds within the following types: (l)
general fund, (2) debt service fund, (3) special revenue funds. and (4) capital projects funds.

GFFS are prepared on an accounting basis that is significantly different lrom that used to prepare

GwFS. In general, GFFS focus on near{erm inflows and outflows ofexpendable financial resources,

consequently, generally measure and account fol cash and other assets that can easily be converted to
cash- For example, amounts reported on the balance sheet include capital assets within a very short
per;od of time, bot do not include capital assets such as land and buildings. Governmental fund
Iiabilities generally include amounts that normally are going to be paid within a very short period
after the end ofthe fiscal year. The difference between a fund's total assets and total liabilities is
reported as the fund balance, and generall"v indicates the amount that can be used to finance the next
fiscal year's activities. Likewise, the operating statement for governmental funds rcports only those

revenues and expenditures that were collected in cash or paid with cash, respectively, during the
current fiscal year or very shortly after the end of the fiscal year.

Because the focus ofGFFS is narrower than that of the CWFS, it is useful to compare the fund
information presented for govemmental funds with similar information presented for governmental

activities in the GWFS. By doing so, readers may better understand the long-term impact of the
Municipality's near-term financial decisions. Both the govemmental funds' balance sheet and the
governmental funds' statement of revenues, expenditures and changes in fund balances provide a

reconciliation to facilitate the comparison between govemmental funds and the governmental

activities reponed in the government-wide financial statements.

The Municipality has five (5) major govemmental funds. Each major fund is presented in a separate

column in the govemmental funds' balance sheet and the governmental funds' statement ofrevenues,
expenditures and changes in fund balances. The five (5) major govemmental funds are: (l) geneml

fund, (2) capital improvements bond fund, (3) legislative joint resolutions fund, (4) debt service fund,
and (5) community development block grant fund.

Notes to Bosic Financial Slalemenls

The NBFS provide additional information that is essential for a full understanding of the data
provided in the GWFS and GFFS. The NBFS can b€ found immediately following the basic financial
statements,

6



Co}tMoNwEALTH oF PUf, RTo RICO
MUNICIPALITY oT BARR{NQUITAS

Management's Discussion and Analysis
Fiscal Year Ended June 30, 2012

d) Olher S upplemerrtary Inlorrndlion

The basic financial statements are followed by a sect;on of other suppl€mentary information
consisting of: (l) Schedule of FederalAwards, and (2) the Budgetary Comparison Schedule Geneml
Fund, as detailed in th. accompanying table ofcontents.

FINANCLAL ANALYSIS OF GO\'ERNMENT-WIDE FINANCIAL STATtrMf,NTS

- Tte Municipality's ovemll financial position, for the last two fiscal years are summarized as follows,
based on the information included in the accompanying GWFS:

Comparative Statement of Net Assets

Governmental Activities (condensed)

Jun€ 30.2012 and 2011

Current assets

Non'cunent assets:

Capital assets, net

Other non-current assets

Total assets

Liabilities:
Current liabilities
Long-term obligations due within one year

Totalliabilities

2012 2011

$ 21,024,504 $ 20,178,282

35,386,243 29,',744,910

19.936 33,2',7 4

$ 56,450,683 $ 49,956,526

$ 8,322,742 $ 8,s?s,535

1,400,855 1,244,713

29,',748,872 27,386,853
Long-term obligations due afier one year 20,Vi4L l'7,566,605

Net ass€ts:

Invested in capital assets, net of re lated debt 29,87 0,212 26,8 84,83 I

Restricted for debt service and others

Unrestricted

2.763,994 2,273,787

(s,932,395) (6,588,945)

At June 30, 2012, the Municipality's current assets, amounting to $21,024,504, are mainly composed of

- cash in commercial banks and fiscal agent ($17,906,098), property ta\es receivable of $1,258,965, and

intergovemmental receivables of $1,781,14 l.

- The cash balances include restricted cash of $ I 2,04,1, 1 65 w hich is legally designated for: ( i ) the payment

of debt service, (2) the acquisition, construction and improvement of major capital assets, and (3) the

operations of fedemlly and state funded grant award programs. A portion of property taxes receivable,

- amounting to $37,225, represents restricted resources set asid€ to redeem the bonds ofthe Municipality in
minimum annual or biannual principaland interest payments.

'1



CoMMoNwEALTH oT PUERTo RICO
MUNTCIPALITY OF BARRANQUTTAS

Management's Discussion and Analysis
Fiscal Year Ended June 30.2012

The Municipality's non-curent assets, amounting to $35,426,179 at June 30, 2012, are substantially
composed of capital assets, with acarrying balance of$35,386,24i, net ofaccumulated depreciation.

During the fiscal year ended June 30, 2012, the assets ofthe Municipality increased by $6,494,157 in
comparison with the prior fiscal year, principally for the net effect ofthe following facts:

. Cash in banks increased by $623,284 mainly due to an increase in the collections of property taxes

during the fiscal year ended June 10, 2012.

. Capital assets increased by $5,641,273 due to the excess of current year additions ($7,153,702) over
depreciation expense ($1,512,429) for the fiscal year ended June 30,2012. The principal additions to
capital assets for the current fiscal year were related to construction in progress ($3,?21,086),
;nfrastructure ($2,898,581), and licensed vehicles ($276,036).

At June 30, 2012, the Municipality's current liabilities amounting to $9,723,597 are mainly composed of
uneamed revenues ($5,065,519), accounts payable and accrued liabilities ($3,257,223), and the portions

due within one year of compen sat€d absences ($503,900) and bonds payable ($896,955).

Deferred revenues consist of uneamed revenues associated with municipal license taxes ($148,395) and

intergovemmental grants and contributions related to state and federally funded programs ($4,917,124).
As noted in the condensed statement of net assets, the Municipality's current assets exceeded current
liabilities by $1 1,300,907, for a current ratio (current assets to current Iiabilities) of2.l6 to 1.00.

The Municipalify's non-current liabilities, amounting to $20,025,275 at June 30,2012, are composed of
portions due after one year of bonds payable ($7,E77,100), compensated absences ($757,689), and the
estimated liability for municipal solid waste landfill closure and post-closure care costs ($l 1,390,486).

At June 30, 2012, the liabilities ofthe Municipality increased by $2,362,019 in comparison with the prior
fiscal year, principally for the following facts:

. The estimated liability for municipal solid waste landfill closurc and post-closure care costs increased

by $1,809,511.

. Bonds payable increased by $748,000 due to the fact that new bonds amounting to $1,133,000 were

issued during the current fiscal year whil€ payments on bonds amounted to $385,000.

. Unearned revenues decreased by $1,416,420, which was caused principally by the decrease in
uneamed granls and contributions of fedeml and state funded grant award programs.

. Accounts payables to suppliers and accrued liabilities increased by $683,670 during fiscal year.

As noted earlier, net assets may serve over time as a useful indicator of the Municipality's financial
statement position. The assets ofthe Municipality exceeded liabilities by $26,701,81I at June 30, 2012.

The most significant portion ofnet ass€ts ($29,870,212) reflects the Municipality's investment in capital

assets (e.g. land, buildings, machinery, equipment, inllaslructure, etc.), net of all related debt still
outstanding that was issued to acquire, construct or improve those assets. The Municipality uses th€

capital assets to provide services to its citizens; consequently, these assets are not available for future
spending. Although the Municipalit),'s investment in capital assets is reported net of the outstanding

8



COMMONWEALTH OI' PUERTO RICO
MUNICIPALITY OT BARRANQUITAS

Management's Discussion and Analysis
Fiscal Year Ended June 30. 2012

related debt, the resources needed to repay that debt must be provided by other sources, as capital assets

cannot be used to liquidate these liabilities.

Another significant portion of net assets at June 30, 2012, rcpresents resources that are restricted for debt
service payments ($2,153,109) and the operations of state and federally funded grant award programs and

capital projects ($610,885). The remaining component oftotal net assets consists ofunrest cted negative
balance of ($5,932,395) at June 10, 2012. This unrestricted negative balance is the consequence of
previous budgets that did not provide sufncient funding for incurred long-term obligations, such as bonds
payable, notes payable compensated absences, claims and judgments, obligations under capital leases,

estimated liability for municipal solid waste landfill closure and post-closure care costs, etc. Historically,
a significant portion ofsuch obligations has been budgeted on a pay-as-you-go basis.

The total net assets ofthe Municipality increased by $4,132,138 for the fiscal year ended June 30, 2012.

Such increase is due to the excess of total revenues ($17,905,i42) over expenses ($13,773,204) for the

fiscal year ended June 30, 2012. This result ofoperations was caused by the implementation ofa formal
cost reduction and revenue optimization p,an adopted by the Municipality during the cunent year.

This Space Has Beer Intentiohally Left Blank
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CoMMoNwEALTH oT PUf, RTo RIco
MUNICIPALITY oF BAR&A.NeUITAS

Management's Discussion and Analysis
Fiscal Year Ended June 30, 2012

The following is a comparative condensed presentation of the Municipality's results ofopemtions as

reported in the GWIS:

Comparative Statem€nt of Activities
Governmental Activities (condensed)

Fiscal Y€ars Ended June 30. 2012 and 2011

2012 20t I
Program revenuesi

Program-specifi c operating grants

and contributions
Program-specifi c capital $ants and contributions

Charges for services

Total program revenues

General revelu€s:
Property taxes

Municipal license ta.xes

Construction excise taxes

Sales and use ta-x

Unrestricted gGnts and contributions

Interests on deposits and miscellaneous revenues

Total general revenues

Total revenues

Program expenses:

General govemment

Urban and economic development

Public safety

Health and sanitation

Culture, recreation and education

Public housing and welfare

Interest on bonds

Total expenses

Net incrcase in net assets

Net ass€ts, at beginning of fiscrl year

Prior period adjuslm€nts
Net assets, at beginning of fiscal year, as restated
Net assets, at erd ofliscal year

7,481,166 4,105,705

10.738,734

15,044,439

t3,773.204 13,80,1,253

,+,132,138 r,2,{0,186

22,569,673

22.569,613

$ 1,962,323

5,205,878

3t2,965

t,332,435
2,636,665

336,605

1,',t83,568

806,500

r88,938

609,653

331,819

703,638

7,458,621

857,532

278,496
513,540

1,304,471

326,0',74

10,424,1',76

17.905,342

3,',/0'7.384

2,160.616
1,036,471

3,545.4t2.

713,596

2,292.016

317,649

3,944,641

2,051,531

1,026,3',79

3,646,888

134,6',75

2,t64,781
235,358

21,381,355

(51,868)

21,329,487

10

26,701,81l 22,569,673



COMMONWEALTH OF PUERTO IUCO
MUNICIPALTTY OF BARRANQUITAS

Management's Discussion and Analysis
Fiscal Year Ended June 30, 2012

As previously mentioned, the Municipalit"v's net assets increased by $4,132,138 during the current fiscal

year. Approximately 52 percent ($9,388,659) of the Municipality's total revenues for the current fiscal

year came from ta\es (property taxes, municipal license ta,xes, construction excise taxes and sales and use

taxes), while 42 percent ($7,500,080) resulted fiom intergovemmental grants and contributions-

Tlle folloEing chart presents the composition ofrevenues for the fiscal year ended Jun€ 30, 2012:

Compositioo of CorerDmenlal Re\etrues
for the FiscalYear Ended June 30,2012

OCosrtucrion €xcis taxe3

El.tersormnhl Brsnts axd

ll eress on d€posirs and
misce0dees Evaues

The Municipality's expenses cover a wide mnge ofservices- The largest expenses ofthe Municipality for
the fiscal year ended June 30,2012 were related to: (1) general administrating and operating costs

($3,707,384), which were classified as "geneml govemment", (2) health and sanitation ($3,545,412), (3)

public housing and welfare ($2,292,076), and (4) urban and economic development ($2,160,616).

As previously mentioned, the Municipality's expenses decrcased from $13,804,253 for the fisca1 year

ended June 30, 201 1 to $ 13,773,204 for the fiscal year ended June 30, 2012, for a dec.ease of $31,049.

The most significant fluctuation between the current fiscal year's expenses and those ofthe prior fiscal

year occurred in the general govemment expenses, which decreased $237,257 and urban and economic

development expenses, which increased $109,085 during current fiscalyear.

This Space IIas Been Intehtionall! Lefl Blank
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The following chart presents the composition ofexpenses for the fiscal year ended June 30, 2012:

Composition of Gov€rtrmental Expenses
for the Fiscal Year Ended June 30.2012 E Ceneml epvmmot

lurban and eco.omic

O?ublic saf€ty

OHealth ed saniiation

I Culture. reu€tion ud edueiio.

O Public housing md welfare

a lnraesi on long-tem obligtions

Condensed Balance Sheet - GovemDental Funds

June 30,2012 and 2011

Ass ets:
Total assets - major govemmental funds

Total assets - other goverrunental funds

Combined assets

Liabilities:
Total liabilities - majo govemmental i.lnds

Total liabilities - other governrnental funds

Combined liabilities

Fund balance s :

Non-spendable - geneml fund

Assigned - general fund
Restrbted -other mai)r govemmental funds

Restricred - other gorernrnenlal funds

Unassigned - general fimd
Unassigned - other governmental funds

Combined fimd balances

Total liabilities and fund balances

CoMMoNwf,ALTH oF PUERTo RICo
MUNICIPALITY oF BARRANOUITAS

Management's Discussion and Analysis
Fiscal Year Ended June 30, 2012

2012 2011
r 8,484,169 19,192,190

2-a67394 2.456.038

'$-r,t3sts6, s rt,@8:r:8

$ 7394,856
2,197,965

9592,821

88,675

651,588

4,4t5,69E
669,429

5933352

I l.'7 58,742

_$ __?.E!.11!3

$ 8,379,361

2,112,743
10,492,144

88,675

480,428

5,M2t99
349,310

s,201?27
(6,055)

1 1.156,084

t2

2t.@8,228



COMMONWIALTH OI PUERTO RTCO

MUNICIPALITY OF BARMNQUITAS
Management's Discussion arld Analysis

Fiscal Year Ended June 30,2012

FINANCIAI ANALYSIS OF GOWRNMENTAT FUNDS

Analysb of Fifiaficidl Posilion of Govenmental Funds

As discussed earlier, the Municipality uses fund accounting to ensure and demonstrate compliance with

finance-related legal requirements. The focus of the MuniciPality's govemmental funds is to provide

information on near-term inflows, outflows, and balances of expendable resources Such information is

usefirl in assessing the Municipaliry's compliance with finance_related legal requirements. Specifically,

unreserved fund balance may serve 2!s a useful measure ofthe Municipality's net resources available for
spending at the end ofthe fiscal year.

At June 30, 2012, the total assets of govemmental funds decreased by $296,665 in comparison with the

prior fiscal year principally forthe decrease of$208,987 in cash in commercial banks and fiscal agent.

For a detailed explanation ofthe individual fluctuations oftotal assets and total liabilities ofgovemmental

funds, please refer to the previous financial analysis ofthe govemmenFwide financial statemenrs included

in this management's discussion and analysis, wh€re a detailed discussion of most of these fluctuations

has been made.

At the end ofthe current fiscal year, total unassigned fund balances ofgovemmental funds amounted to

$5,933,352, while total fund balances reached $11,758,?42. The total fund balances increased by

$602,658 during the current fiscal year. The following tables present the composition of assets, liabilities

and fund balances among govemmental funds at June 30, 2012 and 201 l:

Composition of Assets Among Governmental Futrds

June30.20U ad 2011

20,000,000

15,000,000

t 0,000,000

5,000,000

EMej(govmmqtal tuds

t Non-mjor soffiolal fihds

Major sovmental tunds

201 I

This Space Has Beeh lrrlenlionalb: Left Blark
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Co}IMONWEALTH OT PUERTO RICO

MUNTCIPALITY OT BARRA.NQUTTAS

Management's Discussion and Analysis
Fiscal Year Ended June 30. 2012

CompositioD of Liabilities Among Govemmentrl Frnds

June 30, 2012 aDd 2011

10,000,000

8,m0.000

6,m0,0m

4,000,000

2,000,000

trMajor Sovmotal feds

INm-major eovelmenill tunds

Majorgove'nmot nmds

Compositiorl ofFund Balances Among Governmental Fllnds

June 30,2012 ard 2011

12,000,000

10,000,000

8,000,000

6,000,000

4,000,000

2,000,000

Major go!€mmenbl tunds

2011

The following is a detailed financial analysis ofthe Municipality's govemmental funds:

General fund (GF) - The GF is the main operating fund used to account for-all flrnancial resources and

ffi.iGlitiuiii"t, except for financial resources required to be accounted for in another fund due to

iegal requirements, CAAP riquirements or the demands of sound financial administration requiring the

ur-.oi u gor"-."ntut fund other than the general fund. The GF is the principal op-erating fund of the

Municipaiity. The GF's total assets amounied to $9,275,158 at June 30,2012 Such assets consist

princip;lly;t (1) cash in commercial banks and fiscal agent ($6,150,776), (2) intergovernmental grants

and contributions receivable ($1,508,879), and (3) tax receivables ($1,221,740).

The GF's tota! tiabilities amounted to $2,601,543 at June 30, 2012. Such liabilities are composed of: (1)

intergovemmental payables ($1,728,729), (2) deferred revenues ($597,598), and (3) accounts payable and

accrued liabilities ($275,2 l6).

EMajoi govemmenbl tunds

I Non-rojor govenmenlai tunds
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COMMoNVEALTH oF PUERTo RICo
MUNICIPALITY oF BARRANQUITAS

Management's Discussion and Analysis
Fiscal Year Ended June 30. 2012

At the end ofthe current fiscalyear, unassigned fund balance ofthe GF's amounted to $5,9J3,352, while
total fund balance reached $6,673,615. Asameasureofthe CF's liqu;dity it may be useful to compare
both unreserved fund balance and total fund balance to total fund expendiiures. Unassigned fund balance
represents 65 percent ofthe total GF's expenditures, while total fund balance represents 74 percent ofthat
same amount.

Capital imorovements bond fund (CIBF) - The CIBF is a major capital projects fund used to account
for the financial resources arising from bond issuance proceeds used in the acquisition or construction of
major capital facilities, other assets and p€rmanent improvements. The CIBF'S total assets amounted to
$2,332,525 at June 10, 2012, which consists mainly of restricted cash in fiscal agent (unspent bond
proceeds of$2,321,133). The CIBF'S total Iiabilities amounted to $69,936 at June 30,2012, which are

mainly composed of: (1) accounts payable and accrued liabilities ($43,728), and (2) amounts due to other

funds ($26,208). At the end ofthe current fiscal year, CIBF'S total and restricted fund balance reached

$2,262,589.

Leqislative ioint resolutions fund (IJRF) - The LJRF is a major capital project fund used to account for
the financial resources arising fiom program-specific capital grants and contributions awarded by the
Legislature of the Commonwealth of Puerto Rico. which are principally used in the acquisition or
construction of major capital facilities, other assets and permanent improvements. The LJRF'S total
assets amounted to $3,809,144 at June 30, 2012, which consists of restricted cash in commercial banks
(unspent grant awards and contributions) from the Legislature of the Commonwealth of Pue(o Rico
amounting to $3,809,1aa. The LJRF'S total liabilities amounted to $3,809,14,+ at June 30,2012, which
are composed principally of deferred grant revenues of $3,091,173.

Debt service fund (DStr) - The DSF is a major fund used to account for the accumulation of resources

for, and the payment of principal and interest for bonds payable. Tle DSF'S total assets amounted to

$2,830,28,+ at June 10, 2012, which consists mainly of restricted cash in fiscal agent ($2,731,965) and

intergovemmental gmnts and contributions rcceivable ($60,890). The DSF's total liabilities amounted to
$677,175 at June 30,2012, which are mainly composed of: (1) matured bonds due and payable
($503,900) and (2) accounts payable and accrued liabilities ($173,193). At the end ofthe current fiscal
year, DSF's total and restricted fu.d balance reached $2,153,109.

Community d€velopm€nt block prant futrd (CDBGF) - The CDBGF'S is a major capital project tund
used to account for the finaocial resources arising from program-specific cap;tal gants and contributions
awarded by the U-S. Department of Housing and Urban Development through the Puerto Rico Oflce of
the Commissioner of Municipal Affairs (sub-graotor), which are principally used in the acquisition or
construction of major capital facilities, other assets and permanent improvements. The CDBGF'S total
assets amounted to $237,058 at June 30, 2012, which consists principally ofrestricted cash in commercial
banks amounting to $i88,094 and grant awards receivable from the U.S. Department of Housing and

Urban Development amounting to $48,954. The CDBGF's total liabilities amounted to $2J7,058 at June

30, 2012, which are composed oi (l) accounts payable and accrued liabilities ($56,055) and (2) amounts

due to other funds ($181,003).

Other governmental funds (OGF) - The OGF's is a combination ofnon-major major capital project and

special revenue firnds principally used to account for the financial resources arising from program-

specific capital and operating grants and contributions a\rarded by staie and fedeml agencies. The OGF'S
total assets amounted to $2,867,194 at June 30, 2012, which consist mainly of restricted cash in

commercial banks and fiscal agent ($2,704,986). The OGF'S rotal liabilities amounted to $2,197,965 at
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CoMMoNwEALTH oF puERTo RIco
MUNICIPALITY oF BARR{NQUITAS

Management's Discussion and Analysis
Fiscal Year Ended June 30,2012

June 30, 2012, which are mainly composed of deferred revenues ($1,825,951), accounts payable and
accrued liabilities ($197,079), and short-tem and long{erm amounts due to other funds ($174,935).

Condensed Statemetrt of Revenues, Expenditures and
Changes in Fund Balances -Governmental Funds (condensed)

Fiscal Years Ended June 30,2012 and 2011

Revenues:

Total revenues - major govemmental funds

Total rcvenues - other govemmental funds

Combinedtotal revenues

f,rpenditures:
Total expenditures - major gov€mmental funds

Total expenditures - other govemmental funds

Combined total expenditures

Excess (d€ficiency) of revenues over (under) expenditures:
Other llnancing sourcer (uses.), ner - maior

governmental funds

Other financing sources (uses), net - other
governmental funds

Combined other financing sources (uses), net

Exc€ss of reven es and other financing sources oyer
expenditur€s atrd other linancing us€s

Fund balances, at beginning offiscal yerr
Prior period adjustm€nts
Fund balances, at end offrscal year, es restated
Fund balances, at end olfiscal yerr

This Space Eas Been Intentio all! Lelt Blafik

602,658 1,749,660

2012 2011

$ 11,503,599

4,0t6,743

13.211,711

1,800,473

t7.520,342

t4,380,635

3,670,049

18,050,684

15,042,184

r3,210,583

1,804,941

r5,015,524

(530,342) 26,660

i,153,520

(20,s20)

1,133,000

t,739,454

(16,454)

1.723.000

r r,r56.08,1

1t,t56.08.1

$ II,158.742

9,458,292

(s1,868)

9,406,424

11,156,08,1
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COMMONWEALTH OF PUERTO I{ICO
MUNICIPALITY oF BARR{NQUITAS

Management's Discussion and Analysis
Fiscal Year Ended June 30. 2012

Analysh ofOp€rating Results of Goyernmental Funds

Composition ofExpenditures ofGovernmental trunds for the Fiscal
Years Ended June 30,2012 and 2011

I Non-major g

tr Major goven

10,000,000 15,000,000

The following is a detailed analysis ofthe results of operations of govemmental funds for the fiscal y€ar

- ended June 30,2012:

G9!9ISLE!! - The total fund balance of the GF increased $903,285 during current fiscal year. Total
revenues, expenditues and othe. financing sources (net) amounted to $9,801,408, $9,066,754 and

- $ I 68,63 1 , respectively, for the fiscal year ended June 3 0, 20 I 2.

Approximately 88 percent ($8,664,613) of the GF's total revenues for the current fiscal year came from
- taxes (prop€rty taxes, municipal license taxes, construction excise ta-res and sales and use taxes), while 3

percent ($331,879) resulted from intergovemmental $ants and contributions.

t7
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COMMoNTEALTH oF PUERTo RICo
MT]NIctPALITY oF BARRANQUITAs

Management's Discussion and Analysis
Fiscal Year Ended June 30,2012

During the current fiscal year, there was an excess of revenues and other financing sources over
expenditures and other financing uses of$903,285 in GF, while in the prior fiscal there was an excess of
revenues and other financing sources over expenditures and other financing uses of$1,761,171.

The GF's most significant fluctuations among $e current fiscal year revenues and those ofthe prior fiscal
year were as follows:

. Total revenues decreased $763,554 (7%) in comparison with the prior fiscal year.

. Total ta-\ rcvenues decreased $77,225 (1%) in comparison with the prior fiscal year.

. Intergovemmental grants and contributions decreased by $970,337 (75%) in comparison with the
prior fiscal year.

. lnterest on deposits increased $98,305 during current fiscal year.

. Construction excise taxes decreased $89,558 (32%) in comparison with the prior fiscal year.

. Sales and use ta\ increase of $96,113 is mainly due to an increased monitoring and auditing
procedures performed by the Puerto Rico Treasury Department on withholding agents.

. Miscellaneous income increased $209,343 during current fiscal year

The most significant fluctuation b€tween the current fiscal year expenditures and thos€ ofthe prior fiscal
year occurred in the general govemment expenditures, which decreased by $280.844 (8%).

Capital improvements bond fund (CIBF) - The most significant transactions of this fund for the
cunent fiscal year are related to capital outlays and interest on deposits. The total fund balance of the
CIBF decrcased $839,298 during current fiscal year. Total revenues, expenditures and other financing
sources (n€t) amounted to $156,313, $1,987,298 and $991,687, respectiv€ly, for the fiscal year ended
June 30, 2012. Approximately 99 percent ($1,979,024) ofCIBF's total expenditures for the current fiscal
year came from capital outlays.

Lesislative ioint resolutions fund (LJRF) - The most significant hansactions ofthis fund for the current
fiscal year are related to capital outlays ($1,685,455) and intergovernmental grants and contributions
revenues from the Legislature ofthe Commonwealth of Puerto Rico ($1,647,323). Tolal revenues,
expenditures and other financing uses (net) amounted to $1,711,074, $1,685,455 and $25,619,
respectively, for the fiscal year ended June 30,2012.

Approximately 96% percent ($1,647,323) ofLJRF'S total revenues for the current fiscal year came from
int€rgovemmental gnnts and contributions revenues from the Legislature of the Commonwealth of
Puerto Rico. All expenditures of the LJRF were related to capital oudays amounting to $1,685,455
during the current fiscal year.

Debt service furd (DSF) The total fund balance ofthe DSF increased $212,497 during cunent fiscal
year. Total revenues, expenditures and other financing uses (net) amounted to $1,034,925, $E21,549 and
$879, respectively, for the fiscal year ended June J0, 2012.
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Management's Discussion and Analysis
Fiscal Year Ended June 30, 2012

Approximately 33 percent (S339,046) of DSF'S total revenues for the current fiscal year came from
restricted property ta,xes, while 6? percent ($693,556) came from intergovemmental grants and
contributions- There was an increase of $212,497 in the DSF'S net change in fund balance when
operations for the current fiscal year are compared to those ofthe prior fiscal year. This occurred because
there was an increase in intergovernmental gmnts and contdbutions revenues and propefiv taxes.

All expenditures of the debt sewice fund were related to principal and interest expenditures on bonds
payable amounting to $821,549 during the cunent fiscalyear.

Communitv development block srant fund (CDBGF) The CDBGF'S most significant transactions
for the current fiscal year are related to program-specific capital grant revenues provided by the U.S.
Department of Housing and Urban Development and capital outlays related to &e acquisition or
construction of major capital facilities, other assets and permanent improvements, incuried to dev€iop
viable communities and a suitable living environment and expanding economic opportunities, principally
for persons oflow and moderate income.

All CDBGF'S revenues for the current fiscal year amounting to $799,879 came from intergovemmental
grants and contributions revenues from the U.S. Department of Housing and Urban Development
($799,824) and interest on deposits ($55). Approximately 56 percent ($456,402) of CDBCF'S total
expenditures for the current fiscal year came from capital outlays.

Other sovernmental f nds (OGF) The total fund balance ofthe OGF increased by $326,J74 during
curent fiscal year. Total revenues, expenditures and other financing uses (net) amounted to $4,016,743,
$3,670,049 and $20,520, respectively, for the fiscal year ended June 30, 2012.

Approximately 99 percent ($4,012,498) of OCF'S total revenues for the current fiscal year came from
intergovemmental grants and contributions. Approximately 66 percent ($2,414,241) of OCF'S total
expenditures for the current fiscal year came from capital outlay, 28 percent ($1,010,083) came irom
public housing and welfare, while 6 ($225,725) percent came from urban and economic development.

BTIDGf,TARY HIGHLIGHTS OT GENtrRAL TUND

The original and final budget of the geneml fund for the fiscal year ended June 30, 2012 amounted to
$9,594,962 and $10,616,988, respectively. However, ther€ was an increase of $1,042,026 between the
original and the final approled budgets for the fiscal year ended June 30, 2012.

The total actual revenues (budgetary basis) of the general fund for the fiscal year ended June 30, 2012
were $10,762,573 which is 1 percent ($125,585) more than the budgeted .evenues. In addition, the total
actual expenditures (budgetary basis) ofthe general fund for the fiscal year ended June i0, 2012 were

$9,63 4.707, wh ich is I 4 percent ($ I ,5 54,2 8 I ) less than the budgeted expenditures.

The most significant fluctuation in actual revenues (budgetary basis) occurred with the sales and use taxes
which were $98,928 more than their respective budgeted amounts. The increase in such revenues are the
direct result of increased monitoring and auditing procedures on substantially all withholding agents
located in the Municipality during the cunent fiscal year and additional collection efforts adopted by the
Municipality as part of such process. The increase in these tax revenues is also a direct result of several
audits performed by the Puerto Rico TreasurJ Department on several withholding agents of the
Municipality and a formal economic development strate$/ implemented by management during the
current year with the effect oftax rates lower thafi those ofother municipalities.
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Management's Discussion and Analysis
Fiscal Year Ended June 30. 2012

_ fie most significant fluctuations in actual expenditures (budgetary basis) occurred with general
govemment expenditures, which had a favorable variance of $683,951 due to the adoption of a formal
cost reduction plan. The cost reduction methods applied are the continuation ofa multi-year financial
management plan caftied out the Department of Finance and Budget to ma\imize the financial position

- and liquidity ofthe Municipaliry.

The favorable variance of $243,706 in the urban and economic development expenditures is also due to

- the adoption ofthe multi-year cost reduction and financial management plan referred to above.

The following tables summarize the budgetary results of the revenues and expenditures of the general

- fund for the fiscal year ended June 30, 2012:

This Slrace Has Been Inlentiona )'Left Blnnk
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Management's Discussion and Analysis
Fiscal Year Ended June 30. 2012

Budgelary Resultt of Revenues - Genetal Fand
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Municipal license Int€rgovemm€ntd Otherrevenues
grants and

contributions

Budgetary Resulls of Expendilures - Generil Fund

CAPITAI ASSETS A}ID DIBT ADMINISTRATION

Capital Ass€ts

The Municipality has invested $54,713,693 in capital assets used in govemmental activities, which have
an accumulated depreciation of $19,327,450 at June 30, 2012. Capital assets increased $5,641,273
during the current fiscal year due to the excess ofcurrent year additions ($7,153,702) over depreciation
expense ($1,512,429) for the fiscal year ended June 30, 2012. The p ncipal additions to capital assets for
the current fiscal year were related to construction in progress ($3,721,086), and infrastructure
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Management's Discussion and Analysis
Fiscal Year Ended June 10. 2012

($2,898,581). The capital additions to infrastructure were principally related to major improvements of
streets and roads, the construction of recreational arcas.

We encoumge readers to consider the information presented here in conjunction with more detailed
capital assets information fumished in Note 9 to the accompanying notes to the financial statements.

Debt and Long-Term Obligations Admioistration

The Municipality finances a significant portion of its construction activities through bond and note
issuances, and through state and federal grants. The proceeds from bond issuaaces designated for
construction activities are committed in its entirety for such purposes and cannot be used for any other
purposes_

At June 30, 2012, the Municipality's total bonded debt amounted to $8,381,000, consisting of bonds
payable. Such debt is backed by the firll laith and credit ofthe Municipality. The Municipality's legal
debt margin amounted to $5,803,855 at the current fiscal year-end. The following is a summary of the
principal debt and long-term obligations activity for the fiscal year ended June 30, 2012:

Bonds payable increased by $748,000 due to the net effect of a new issuance of bonds
($1,133,000) and the debt service payments ($385,000) made during the currenr fiscal year.

The estimated liability for municipal solid waste landfill closure and post-closure care costs
increased by $1,809,513 due to the cur.ent year provision of such amount charged to health and
sanitation expenses,

We encourage readers to consider the informatio[ presented here in conjunction \\ith more detailed long-
term debt information fumished in Note I I to the accompanying notes to the financial statements.

ECONOMIC FACTORS AND Nf,XT YEAR'S BUDGETS AND PJ.TES

The territory of Barranquitas covers an area of app.oximately 33.2 square miles. Barranquitas is a
municipality with a population of 10,673 and a population densit], of 924 habitants per square mile.
Barranquitas is characterized bv being one of the economic integmtion centers of the ceotral region of
Puerto Rico since it is considered one ofthe principal source ofjobs and services ofpublic administmtion,
education, health, agriculture, manufacturing, food, retailing, construction and commercia! industries in
the central region ofPuerto Rico.

According to the Puerto Rico Department of Labor and Human Resources, the labor forc€ decreased from
1.28 million in 20ll to 1.08 million in 2012 for Puerto Rico as a whol€. In addition, the avemge
unemployment rate increased from I 5.4% in 201 I to 16.2y" il 2Ol2 - In the case of Barranqu;tas, those
statistics indicate that during the fiscal year ended June 30, 2012, there were 4i8 employers that provided
4,800 jobs in Baranquitas, for an aggregate payroll cost (excluding marginal benefits) ofapproximately
$ 18.2 million during the fiscal yearthen ended.

The principal commercial industry in Barranquitas was the agriculture, which provided 250jobs from 125
employers during the current fiscal year. However, the public sector provided the majority ofjobs during
the curent fiscal year (42 percent oltotaljobs). amounting to 1,993 jobs provided by 19 public employers
from the Municipality and the govemment of the Commonwealth of Puerto Rico. Within the public
sector, the employees ofthe Puerto Rico Department of Education and certain private educational entities
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(including a private university), provided 1,075 jobs in the education industry during the current fiscal
year,

Other commercial industries that provided significant amounts of jobs in Baranquitas were tbe
manufacturing and the rctailing industries, which provided 252 and 428 jobs, respectively. The average

salary per employee amounted to $20,734 for the fiscal year ended June 30, 2012.

Ofthe total population ofthe Municipality, 54 percent or approximately 25,200 persons are considered to
live under the poverty level. This rate is higher than the overall rate for Puerto Rico (48 percent).

Approximately ,10 percent of the population of the Municipality receives public financial assistance as

their p ncipalsource of income.

The economy ofthe Municipality is closely linked to the economy ofthe Commonwealth of Puerto Rico,
which ultimately is greatly affected by the condition ofthe United States ofAmerica- Direct investment,

expons, transfer palments, interest rates, inflation, and tourist expenditures are exogenous variables that
are affected by the economy ofthe United States ofAmerica.

The preliminary reports issued by the Puerto Rico Planning Board (a govemmental agency of the

Commonwealth of Puerto Rico) about the peformance ofthe economy of the Municipality indicate that
the economy incrcased 0.9p% in terms of total real gross product during the fiscal year ended June 30,

2012.

The Municipality has established policies and programs directed at developing the manufacturing and

services industries. Selective ta-x exemptions and other incentives have stimulated domestic and foreign
investment. Infrastructure expansion and modemization have been, to a large extent, financed by bonds

issued by the Municipality and certain grants from the U.S. Department of Housing and Urban

Development and the Federal Emergency Management Agency. Economic progress has been aided by

significant increases io the levels of education and occupational skills of the popu)ation of the

Municipality.

RXQUEST FOR INTORIIATION

Th;s financial report is designed to provide a general overview of the Municipality's finances for all of
the Municipality's citizens, taxpayers, customers, investors and creditors. Questions conceming any of
the information provided in this report or requests for additional information should be addressed to:

Municipality of Barra[quitas, Department of Finance and Budg€t, P.O. Box 250, Bananquitas, Puerto

Rico,00794.
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Governmental
activities

Curr€nt assets:

Cash in commercial banks

Accounts receivable, net ofallowance for doubtlul
accounts:

Taxes:

Property taxes

Intergovemmental grants and contributions
Other receivables

Totai accounts receivable

Inventories and other curent assets

Restricted assets:

Cash in commercial hanks

Cash in fiscal agent

Property taxes receivable, net ofallowance for
doubtful accounts

Accrued interests on deposits

Intergovemmental gmnts and contributions receivable

Total restricted assets

Total current assets

Non-crrrent ass€ts:

Capital assets, at cost:

Depreciable capital assets

Non-depreciable capital assets

Total capital assets, at cost

Less: accumulated deprecial ion and amonizalion
Total capital assets, net

Deferred charges, net of accumulated amortization of $28,35 l
Total non-current assets

Total assets

$ 1,22t,',740

r,508,879

11,535

$ 5,213,749

6,830,416

5,861,933

35,426,179

$ 56,450,683

2,742.t 51

55,169

12.365,248

2r.02,1,504

35,386,243

39,936

37,225

11,596

$ 43,584,327

| 1,129,366

51,113,693

(t9,327,450)

The accodparying notes ta the basic Jinanciat statenents e ihteqtal patu ofthis stateneht.
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June 30,2012

Liabilities and net assets

Governmental
activities

Curreot liabilities (due within oneyear):
Accounts payab,e and accrued liabillities
Intergovemmental payables

Total accounts payable and accrued Iiabilities
Uneamed revenues

Liabilities related to restricted assets:

Accounts payable and accrued liabillities
Uneamed revenues

Total current liabilities related to restricted assets

Current portion oflong term obligations:
Bonds payable

Compensated absenses

Total current liabilities

Nol-current liabilities, excluding curreDt portion
(du€ in more than one year) :

Non-current portion ofliabilities related to
restricted assets - bonds payable

Compensated absenses

Estimated liability for municipal solid waste landfill
closure and post-closure care cost

Total non-current Iiabilities
Totalliabilities

Net assets:

hrvested in capital assets, net ofrelated debt

Restricted for:

Debt service

Capitalpro.jects
Federal and state funded programs

Total restdcted net assets

Unrestricted

Total net assets

340,468

1,728,729

1,188,026

4,917,121

2,069.t91

148,395

6,r 05,150

503,900

896,955

'/.81'7,100

757.689

11,390,486
)n n)s )71

,rJ4S,8n

29.810,212

2,153,109

425,t42
185,743

2,163.994
(s,932,39s)

$ 26,701,811

The accompanying notes ta rhe basic Jinancial statenents are inteyal pai of this statenehl
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Statement of Activities
Fiscal Year Ended June 30, 2012

Function / programs

Expenses,

including
deprecirtion

s1,512,429

s 3,707,381

2,160,616
3,545,4t2
1,036,171
2,292,076

713,596

317,649

Charges
for

Progran-
specific

operating
grarts and

contributions

Program-
specific
capital

grants and
contribotioos

Net

(expense,
and chaoges

C av ernne ntal ac t iv ities :

General govemment

Urban and economic development

Heallh and sa.itation
Public safety
P$lic housing and welfare
Culture, recreation and education
Inierests on bonds payable

Total sovemmental activities

3r2,96i
1,192,61;

769.704

3,558,555

t,647.323

$ (3,394,419)
2,590,558

(3.545,412)
(t.036,47 t )

124,951
(713,596)

o17.649)
(6,292,0i8)_$_t3l]2o4 ____)!25!_ ___1@ ____!gL!f 8

Taxes:

Municipal license ta\es
Construction excise tax€s
Sales and use taxes

Total tax revenres
Intergovernrnental grarts and contributions,

not r€stricted to specific programs

lnterests orl deposits
Miscellaneous revenues

Total geneml revenues

Net infiease in net assets

Net assets at b€giming offiscal year

Net assets at end of fiscal year

s 7,783,568

806,500

188,938
609,651

9,i88,659

331.879
441,601

262,03',7

10,424.1t6
4,132,138

22,569,673

_$_2!J!L!1_r
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CoNI}IoNvEALTH oF PUERTO RICO
MUNICIPALITY oF BARRANQUITAS
Balance Sheet -Govemmental Funds

June 30,2012

It.jor soEmmenrrl lunds

C.piLl
Cen.Bl inpmr.mdts

bond lund

dsdopmenr Other Total

blfthgm.t gov.mm.nhl 8or.mm.ir,l
lund funds funds

Cah 
'n 

.ommercial banks

- Accaun6 rcceivable, ner of aliosance

lor doubrful accounc:

Propefry r*es Eeiuble

_ lnr.rgolemmenral Snns dd sntiburions

Due and advances lion orher lunds

F C^h in comnercialboiks

Pop.rty rdes rceivable, net ofesete

$ 5,3619]l

la2.22a

r r,515

233.343 2.321,13;

It.392

133,094 1.216,5

5,361,933

1.221.710

Accrued inleresls or deposirs

lnrergovemfr enGl gnn6 od
contnburois recEivable - 60.390 48.964 162,403 212.262

s 9275153 2.112.525 3.309.14,1 2310.234 237,053 2,367,394 21.151.561

Liabiliri6

- Acc@un6 payable od acfiued lrabrlnies

I ercoremne.bl payanles

Liabiln,es ft lared io reslncteda$e6:

Accounts pryrble and accrued I'abil'tes

Advances aBm oiher lunds

MaluEd bonds due ud payable

* Totall'abiliri.s ard tund balrncas

275216

1,123.729

4r724 '117,911- 173,193

a2 l8r,00l

_ 503 900

I 309144 677 \75 :17.053 7.t97.965 9.59?.321

33,675

651,533

_i2

J 9i75.153 2.112.525 1,309.1,14 2.310,234 ?17,0i3 1.367,194 $ 21,151.561
6.673.6ri 2.262.t39 2.153,109 669.429 1175:!.',142
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COMMONWEALTH OFPUERTO RICO

MUNICIPALITY OF BARRANQUITAS

Reconciliation ofthe Balance Sheet - Govemmental Funds to the Statement ofNet Assei

June 30,2012

The amounts of govemmental activities reported in the statement of net assets and the balance shee

[und. are dilferent for the follo$ing reasons:

Total fund batances reporled in the balance sheet_govemmentat funds $

Add (Deduct):

Capital assets used in govemmental activities are not considered available financial

resources at fiscal year-end, therefore, are not reported in the govemmental funds This is

the carrying amount ofcapital assets, net of accumulated depreciation and amortization of

$19,327,450 at June 30, 2012, which is reported in statement ofnet assets'

Debt issoed by the Municipality has associated costs (debt issuance costs) that are paid from

cunent available financial resources in the govemmental funds. However these costs are

deferred in the stat€ment of net assets and reported net of accumulated amortization of

$28,351.

tnventories and other curent assets recorded in the statement of net assets are not

consialered available financial resources at fiscal year-end, therefore, are not reported in the

govemmental funds.

Revenues related to earned but unavailable property t&xes are not deferred for govemment-

w;de financial statement reporting. 4'

The following liabilities are not due (maturc) in the current fiscal year, therefore' are not

reported in the govemmental funds at June 30, 2012:

Accounls pa)able and accrued liabilities

Bonds payable

Compensated absences

Estimated liability for municipal solid waste landfill closure and post-closure care costs

Net assets-govemmental activities, as rePorted in the statement of net assets

The acco panyifig notes to the basic /inancial statements are an integral parl to this statement'

(6:

(7.87',

(1,6s4

(r 1,390

$ 26,701,
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MUNICIPALITY oF BARRANQT]ITAS

Statement of Revenues, Expenditures and
Changes in Fund Balances Covemmental Funds

Fiscal Year Ended June 30, 20t 2

Major sovemn.nt{t funds

Capial

Gen.ful inprevements

Iund bond lund

ds€lopmenr Orher lolat
blockgnnt gdemfrenl.l gov.im.nt l

fund lutrds ftr.ds

$ 7,059.522

806.500

r88.938 t33,913

339.U6 9_003_659

229,911

262,43',1

t4l.3l3 63,7i1 2,311

4.012.494

3r2,%5

262.031

t56lll

Municipsl lidse hs
Consnudid dde lax6

Sal6 and @ taB
Total ra\ re@G

lni..govmftnbl gmts ed @.riburions

Misllan@c en@
ToEI ,wnE

Ge@lgo@nql
Urbrn dd @nonic deleloptunl

Halth dd tuitation

Public hNinA r.d Elfaft
Culture @tion and €duqtio

Toral erFndit6
R*.u6 otd (undq) qpendiruB

Othd fi!.trcils sotG (.g):
h@e.ds d is@e of bonds

Tmsfft liofr (.he 6rds
TEnsGu lo othd frrds

1,192,013

95t,22i

363,177

225.12s-

1,010,033

t,65t,743

951,225

2,146,951

3,27,r

t.979.424 1.635.45i

I 93729S 163t455 I5700,t9 13050634

2tt'176 119700) (i0142

, I,t33,000

135,U1 19,7tN 220,444

I,Bl,m0

(266.4t6) O{l.lll) (25.6t9) (379) (24t.3641 (6?5.591

ToLl othd 6ndcin3 su€ (@), net 163.631 991587 (25.619) (8791 19.700 {20.520) r,r33.000

N€t inc@ (ds6e) in

fund balance 901,235 (839,293) - 2t2.497 - 326,174 602.658

Futrd bdrncc.t 6.ginni4 of fisl y€rr 5,770.330 3,101,337 - I,940,612 - 343,255 1t.t56,034
rundb.r,,c..r.odorrisryer \.) t 6.673,61s 2.262.5s9 - 2.153.109 , 669.429 , ll.?58.742

th"a..onwetry rctp. tothp b^^r,*ffi,,t*,6y"., @a atttu !ot.w.t

" onYY2
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MLNICIPALITY oT BARRANQUITAS

Reconciliation of the StatementolRevenues, Expenditures and
Changes in Fund Balances Govemmental Funds to the Statement of Activities

Fiscal Year Ended June 10.2012

The amounts of gov€mmental activilies reported in the accompanying statement of activities and the statement ofrevenues,
expenditures and changes in fund balances - govemmental funds, are differeot for the following reasons:

Total net increase in fund balances reporled in the accompanying statement of revenues: expenditures

and changes in fund balances govemmental funds

Add (Deduct):

602,658

Net change in deferred revenues related to property te\es for the fiscal year ended June 30,

2012.

Govemmental funds report capital outlays as expenditures. However in the statement of
activities the cost ofthos€ assets is capitalized and allocated over their estimated useful lives

as deprec;ation and amortization expense- This is the amount by which capital outlay
expenditures ($7,153,702) exceeded depr€ciation and amortization expense ($1,512,429) for
the fiscalyear ended June30,2012.

385,000

5,641,273

Proceeds from issuance of bonds payable are reported as an other financial source in the
gov€rnmental funds, howeveq such proceeds increase bonds payable in the statement ofnet

(1,133,000)

Govemmental funds report deferred charges as expenditures. However in the statement of
activities the cost ofthese assets is capitalizaed and amortized. This is the amount by which
additions to deferred charges ($8,274) exceeded the amortization of such assets ($1,612) for
the fiscal year ended June 30,2012. 6.662

Repayment of principal of long-term liabilities is reported as an expenditurc in the
govemmental funds, however, the repayment reduces bonds payable in the statement ofnet
assets. 503.900

The following expenses reported in the statement of activities do not require the use of
curent financial resources, therefore, are not reported as expenditures in the govemmental

funds:

Net change in estimated liability for municipal solid waste landfill closure and post-

closure care costs

Net change in accrued compensated absences and others
Net increase in net assets, as reported in the accompanying statement of activities

- me accompdnying notes to the basic financial sratefients dre an integral part to this slatement.
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COMMoN.WEALTH oF PUERTo RICo
MUNIcIPALITY oF BARRANQUITAS
Notes to Basic Financial Statements

Fiscal Year Ended June 30, 2012

1. Background Itrformation and Summary ofSignificant Accounting Policies

The Municipality of Barranquitas (the Municipality) is a local municipal govemment constituted in
1970 in the Commonwealrh of Puerto Rico (the Commonwealth). The Municipality has fuli
legislative, fiscal and all other govemmental powers and responsibilities expressly assigned by Public
Act No. 8l of August J0, 1991, as amended, known as Aatonomous Municipalities Act ol the
Commonweahh of Puerto -Rico (Act No. 81). The Municipality is one ofseventy-eight municipaliries
legally separated from the Commonwealth's govemment.

The Commonwealth's Constitution provides for the separation of powers ofthe executive, legislative
and judicial branches of the Commonwealth and the municipalities. However, the Municipality's
governmental system consists of executive and legislative bmnches only. A Mayor, elected every
four years by the citiz€ns, exercises the executive power ofthe Municipality. The legislative power of
the Municipality is exercised by th€ Municipal Legislature, whose members arc also elected every
four years. The judiciary power is exercised by the General Justice Court System of the
Commonwealth, which hasjurisdiction overthe Municipality.

The Municipality assumes either partial or full responsibility for providing services to its citizens
related to public housing, welfare, public safety, health, sanitation, education, cultule, recreation,
education, uban development, economic development, and many other fiscal, general and
administrative services.

a) Firrincial Repo ing Model

The accompanying basic financial statements present the financial position and the results of
operations ofthe Municipality as a whole, and its various govemmental funds as of and for the
fiscal year ended June 30,2012, in conformity with accounting principles genemlly accepted in
the United States ofAmerica (GAAP), as Fescribed by the Govemmental Accounting Standards
Board (GASB).

According to the financial reporting model established by CASB Statement No. 34, Baric
Financial Statements a d Mdnagement's Discussion and Analysis lot State ancl Local
Govmments (GASB No. 34), the required basic financial statement presentation applicable to
the Municipality is composed of the following el€ments: (1) govemment-wide financial
statements (CWFS), (2) govemmental fund financial statements (GFFS), (3) notes to basic
financial statements, and (4) required supplementary information (RSI).

RSI consisting of a Management's Discussion and Analys,s (MD&A), is information presented
along with, but separate from, Municipality's basic financial statements.

MD&A is a. narrative report that introdoces the accompanying basic financial statements and
provides an anal),tical overview ofthe Municipality's financial activities lbr the fiscal year ended
June 30,2012, based on the Municipality's knowledge ofthe hansactions, events and conditions
reflected in the basic financial statements. The MD&A also highlights certain key fiscal policies
lhar conlrol lhe Municipaliq'q operalions.

Other supplementary information presented in this report for purposes of additional analysis
consists of: (l) Schedule of Expenditures ofFederal Awards and (2) the Budgerary Comparison
Schedule General Fund, as listed in the accompanying table ofcontents-
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Notes to Basic Financial Statements

Fiscal Year Ended June 30, 2012

On March 2009, the Municipality adopted the provisions of CASB Statement No. 55, TIe
Hierarchy of Generally Accepted Accounting Pinciples for State a d Local Goyemments (GASB
55), and GASB StatementNo. 56. CodiJication of Accounting and Financidl Reporting Guidance
Contained in the AICPA Stateme ts on Auditing S/arddrds (GASB 56).

GASB 55 incorporated the hierarchy of generally accepted accounring principles (GAAP) for
state and local govemments into the Govemmental Accounting Standards Board,s (GASB)
authoritative literature. The requirements in this Statement codiry all GAAP for state and local
govemments so that they derive from a single source.

CASB 56 incorporated into the Govemmental Accounting Standards Board's (GASB)
authoritative literature certain accounting and financial reporting guidance presented in the
American Institute of Certified Public Accountants' Statements on Auditing Standards. This
Statement addressed three issues not included in the authoritative literature that establishes
accoufitittg ptinciples - related party transactions, going concem considerations, and subsequent
events.

The adoption ofGASB 55 and GASB 56 did not have retroactive cumulative effects affecting the
accompanying financial statements as of July l, 2011, and have not affected the financial
positions and the results of operations reported as of and for the fiscal year ended June 30, 2012.
Accordingly, the accompanying GFFS have not reported any retroactive restatements or
reclassifications offund equities as ofJuly 1,2011.

b) Fifiancial Reporling Errtit!

The accompanying basic financial statements include all departments, agencies and municipal
operational units that are under the legal and administrative control of the Mayor, and whose
financial resources are under the legal custody and control of the Municipality's Director of
Finance and Budget, as prescribed by Act No. 81.

The Municipality's management has considered all potential component units (whether
govemmental, not-for-profit, or profit-oriented) for which it ma), be financially accountable and
other legally separate organizations for which the nature and s;gnificance of their relationship
with the Municipality may be such that exclusion oftheir basic financial statemeots from those of
the Municipality would cause the Municipality's basic financial statements to be misleading or
incomplete.

GASB Statement No. 14, The Financiol Reporrirg rrll4, (GASB No. l4), as amended, has set
forth criteria to be considered in determining financial accountability for financial reporting
purposes. These criteria include appointing a voting majority ofan organization's govenring body
and: (l) the ability ofthe Municipality to impose its will on that organization or (2) the potential
for the organization to provide specific financial benefits to, or impose sp€cific financial burdens
on, the Municipality-

On July l, 2003, the Municipal,D/ adopted the provisions of GASB Statement No. 39,
Determining Whether Cefiain Organizations are Component Units an Ame dment of GASB
Starement No. ./4 (GASB No. 39). GASB No. 39 states rhat certain organizations for which a
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Fiscal Year Ended June 30,2012

primary govemment is not financially accountable nevertheless wafiant inclusion as part of the
financial reporting entity because of the nature and significance of their relationship with the
primary govemment, including their ongoing financial support ofthe primary govemment and its
other component units.

According to GASB No. 39, a legally separate, tar-exempt organization should be reported as a
disuetely presented compon€nt unit ofa reporting entity ifall ofthe following criteria are met:

. The economic resources received or held by the separate organization are entirely or almost
entirely for the direct benefit of the primary govemment, its component units, or its
constituents.

. The primary govemment, or its component units, is entitled to, or has the abiliry to otherwise
accessj a majoriq of the economic resources received or held by the separate organization.

. Th€ economic resources received or held by an individual organization that the specific
primary govemment, or its component units, is entitled to, or has the ability to otherwise
access, are significant to that primary govemment.

In addition, GASB No. 39 states that other organizations should be evaluated as potential
component units if they are closely related to, or financially integrated with, the primary
govemment. Such types of entities may be presented as either blended or discretely presented
component units, depending upon how they meet the criteria for each specified in GASB No. 14.

On July l, 2011, the Municipality adopted the provisions of GASB Sratement No. 61, Tre
Financial Reporting Entiry: Otnnibus-on amencled 1IGASB Statet ent No- 14 and No- 34 (GASB
No. 61). GASB No. 6l modified certain requirements for inclusion of component units in the
fi nancial reporting entity.

The Municipality's management has concluded that, based on the aforementioned criteri4 th€re
are no legally separate entities or organizations that should be reported as component units ofthe
Municipality for the fiscal year ended June 30, 2012-

c) Goveftment-hride Financial Statements

The accompanying GWIS are composed of: (t) the statement ofnet assets and (2) the statement
of activities. These financial statements repoft infomation ofall govemmental activities ofthe
Municipality as a whole. These statements are aimed at presenting a broad overview of lhe
Municipality's finances by reporting its financial position and results ofoperations using methods
that are similarto those used by most private businesses.
The focus ofGWFS is on the operational accountability ofthe Municipality as a single economic
unit and not on compliance with budgets, regulatory requirements or on the use of available or
currently expendable financial resources (referred to as fiscal accountability). Operational
accountability is the Municipality's responsibility to report to the extent to which it has met its
operating objectives efficiently and effectively, using all resources available for that purpose. It
focuses on the Municipality's principal operating objective, which is to provide services to its
citizens.
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Fiscal Year Ended June 30, 2012

The accompanying statement of net assets provides short-term and long-term information about
the Municipality's financial position by presenting all ofthe Municipality's assets and liabiliries,
with the difference between these two items reported as "net assets" (equity) and or net liabilities.
This statement assists managem€nt in assessing the level ofservices that can be provided by the
Municipaliq, in the luture and its abiliB- to meet its obligations as they become due. ln addition,
this statement repons the extent to which the Municipality has invested in cap;tal assets and
discloses legal and contmcfual restrictions on resources.

Net assets are classified in the accompanying statement of net assets within the following three
categories:

. Invested in capital assets, net of r€lated debt - This net asset category consists ofcapital
assets, net ofaccumulated depreciation and amortization. reduced by the outstanding balances
of bonds payable, notes payable and other debts that are attributed to the acquisition,
construstion or improvement of those assets (capital-related debt). For the purposes of
determining the outstanding debt attributed to capital assets, the total long-term debt related
to the acquisition, construction or improvement of capital assets has been reduced by any
related unspent debt proceeds and any related unamortized debt issuance costs.

In addition, for the purposes ofdetermining the outstanding debt attributed to capital assets,
the following items are excluded from the calculation: (l) bond issuance costs, (2) interest
payable, (3) accrued interest on deep discount debt and non{apital accrued liabilities (e.g.
compensated absences, claims and judgments, etc.), and (5) debt used to finance capital
acquisitions by parties outside the Municipality. Furthermore, the computation ofnet assets
invested in capital assets, net of related debt, excludes inter-fund loans and other financial
assets.

. Restricted net assets This net asset category consists ofnet resources restricted by extemal
parties (such as debt coveoants, creditors, granto.s, contributors, Iaws or regulations ofother
govemments, etc.), or net assets for which constmints are imposed by constitutional
provisions or enabling legislation. Enabling legislation consists of legislation that authorizes
the Municipality to assess, le!y, charge or otherwise mandate payment of resources (from
extemal resource providers). Enabling legislation establishes restrictions if it includes a
leSally enforceable requirement that those resources be used only for the specific purposes
stipulated in the legislation.

On July l, 2005, the Municipality adopted the provisions of Statement No. 46, ffer lsreb
Resticted b) Enabling Zegislario, (GASB No.46). This Statement requires that limitations
on the use of net assets imposed by enabling legislation be reported as restricted net assets.
This Statement clarified that a legally €nforceable enabling legislation restrict;on is one that a
party extemal to the Municipality (such as citizens, public interest groups, or the judiciary)
can compel the Municipality to honor. This Statement states that the legal enforceability of
an enabling Iegislation should be reevaluated if any of the resources raised by the enabling
legislation are used for a purpose not specified by the enabling legislation or if the
Municipa,ilv has other cause for consideration. Although the determination that a particular
rcst.iction is not legally enforceable may cause the Municipaliq to review the enforceability
of other resftictions, it should not necessarily lead the Municipality to the same conclusion for
all enabling legislation restrictions.
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The classification of restricted net assets identifies resources that have been received or
eamed by the Municipality with an explicit understanding between the Municipality and the
resource providers that the resources would be used for specific purposes. Grants,
contributions and donations are often given under those kinds ofconditions. Bond indentures
also often limit the use ofbond proceeds to specific purposes.

Intemally imposed designations of rcsources, including earmarking are not reported as
rest cted net assets. These designations consist of management's plans for the use of
resources, which are subject to change at the disuetion ofthe Municipal Legislature.

The Municipality has reported the following types of restricted net assets in the
accompanying statement ofnet assets as ofJune 30, 2012:

(1) D€bt s€rvice - Represent net resources available to cover future debt service payments of
bonds payable.

(2) Capital projects Represent net resources available to cover the cost ofthe acquisition,
construction and improvement ofmajor capital assets.

(3) FedeEl and slate fu[ded programs Represent net resouces available from certain
federal and state gratts, which have been set aside to carry out several programs.

. Unrestricted Generally, this category consists ofthe excess ofassets over related liabilities
that are neither extemaily nor legally restricted, neither invested in capital assets. However,
at June 30, 2012, this category has a negative balance of $5,757,623 because liabilities
exceeded the related assets- Generally, the assets recorded within this category are
designated to indicate that management does not consider them to be available for general
operations. Assets reported within this category often have constraints that are imposed by
management but can be removed or modified.

When both restricted and unrestricted resources are available for use. it is dre Municipality's
policy to generalll, use rcstricted resources fiIst, and then unrestricted resources as they are
needed.

The accompanying statement of activities presents the Municipality's results of opemtions by
showing, how the Municipality's net assets changed during the fiscal year ended June 30, 2012,
using a net (expense) revenue format. This statement presents the cost ofeach functiorl/progmm
as well as the extent to which each ofthe Municipality's functions, programs or other services
either contributes to or draws from the Municipality's general revenues (such as property taxes,
municipal license taxes, constrxction excise taxes, etc.).

A function/progmm describes a group of activities that are aimed at accomplishing a major
service or regulatory responsibility. The functions/programs reported in the accompanying basic
financial statements are: (l) general govemment, (2) urban and economic development, (3) public
safety, (4) health and sanitation, (5) culture, recr€ation and education and (6) public housing and
welfare. The govemmental operations ofthe Municipality's departments and operational units
are classified within the following functions/programs in the accompanying basic financial
statements:
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General govemment:
Municipal legislature
Mayor's office
Department of finance and budget
Department of human resources
Department of municipal secretary
Department of intemal audit
Department of purchasing and supplies

Arban and economic development:
Department of public works
Department of transportation and maintenance
Depanment of engineering

Public sofel!:
Department of emergency management
Department of municipal police

Health dnd sanilotion:
Department of recycling aod environmental control

Cultarc, rucrcd:tion and educalion:
Department of recreation and sports
Department ofculture and tourism

Public housirrg and )elfare:
Depanmenr of elderl) services
Deparlmenl of sen ice to citizens

The statement of activities demonstrates the degree to which program revenues offset direct
expens€s of a given function/program or segments. Direct expenses are those that are clearly
identifiable with a specific function, segment or operational unit. This stat€ment reports revenues
in two broad categories: (1) program revenues and (2) general revenues.

Program revenues are generated directly fiom a program itselfor may come from parties outside
the Municipality's taxpayers or citizens. [n the statement ofactivities, program revenues reduce
the costs (expenses) ofthe function/program to arrive at: (1) the net cost ofthe function/progBm
that must be financed from the Municipality's general revenues or (2) the net program revenue
that contributes to the Municipality's genemlrevenues.

The accompanying statement of activities reports the following categories of program revenues
for the fiscal year ended June 30,2012:

. Charges for services These revenues genemlly consist of exchange or exchange-like
transactions involving charges to customers or applicants who purchase, use or directly
benefit fiom the goods, services or privileges provided, or are otherwise directly affected by
the services, These revenues include fees charged for specific services, charges for licenses
and permits, and fines and forfeitures, among others.
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. Program-specilic operating and capital graots and contributions These revenues
consist oftransactions that are either mandatory or volDntar] non-exchange transactions with
oiher govemments, organizations! or individuals that restrict the resources for use in a
particular program. Operating grants and contributions consist of resources that are required
to be used to finance the costs of operating a specific program or can be used either for
opemting or capital purposes ofa specific program. Capital grants and contributions consisr
of revenues or resources that are restricted for capital purposes to purchase, construct or
renovate capital assets associated with a specific pro$am. Restricted operating and capital
grants and cofltributions are program rcvenues because they are specifically attributable to a
program and reduce the net expense of that program to the Municipalit). They are reported
net of estimated uncollectible amounts.

General revenu€s are the default category for revenues. It includes all revenues and gains that do
not meet the definition of program revenues. Property taxes, municipal license taxes, sales and
use taxes and construction excise ta-xes are reported as general revenues. AII other non-tax
revenues (;ncluding unrestricted interest on deposits, grants and contributions not restricted for
specific programs and miscellaneous revenues) that do not meet the definition of progDm
revenues are classified as general revenues. Resources that are dedicated internally by the
Municipality are reported as general revenues rather than as progmm revenues. All general
revenues are reported net ofestimated uncollectible amounts, which are recorded as reduction of
re\enues rarher lhan ds expenses.

The general govemment function/program reported in the accompanying statement of activities
includes expenses that are, in essence, indirect or costs of oth€r functions/pro$ams of the
Municipality. Even though some ofthese costs have been charged to certain funds in the GFFS
as indirect cost allocations permitted under some federal prcgrams, the Municipalify has reported
these indirect costs as direct expenses ofthe general govemment function. Accordingly, the
Municipality generally does not allocate general govemment (indirect) costs to other functions.

The eflects of all inter-fund govemmental activities (revenues, expenditures and other financing
sources/uses among govemmental funds) have been removed from the accompanying statements
ofnet assets and activities. Interfund services provided and used have not been eliminated in the
process of consolidation.

The Municipalit, classifies all of its activities as governmental activities in the accompanying
GWFS. These are activities generally financed through taxes, iotergovemmental revenues and
other non-exchange revenues that can be used to support the Municipality's programs or services.
These govemmental activities are also generally reported in the GFFS.

The Municipality has no fiduciary- activities, which are those in which the Municipality would be
holding or managing net assets for specific individuals or other extemal parties in accordance
with trust agreements or other custodial arrangements. In addition, the Municipality has no
operations or activities that arc financed and operated in a manner similar to private business
enterprises, where the costs of providing goods o. sen,ices to the general public (expenses,
including depreciation) is financed primarily through user charges; or where the goveming body
has decided that periodic determination ofrevenues earned. expenses incured, and-/or net income
is appropriate for capjtal maintenance, public policy, management conffol, accountability, or
other purposes.
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d) Goyemmenldl Fund Financial Stutements

A fund is a fiscal and accounting entity consisting of a self-balancing set of accounts used to
record assets, liabilities and residual equities, deficits or balances, and changes therein, which are
segregated for the purpose of carrying on specific activities or attaining certain objectives in
accordance with GAAP and/or special regulations, reshictions or limitations.

The accompanying CFFS are composed of: (1) the balance sheet governmental funds and (2)
the statement ofrevenues, expenditures and changes in fund balances govemmental funds.

These financial statements report the financial position and results operations of the
Municipality's govemmental funds by presenting sources, uses and balances of current financial
resources. Some ofthese financial statements have a budgetary orientation and focus primarily
on: (l) the Municipality's major govemmental firnds, as defined below, (2) the fiscal
accountability and (3) the individual parts of the Municipality's govemment. Fiscal
accountability represents the Municipality's responsibiliry tojustiry that its actions in the current
fiscal year have complied with public decisions conceming the raising and spending of public
moneys in the short term (generally one fiscalyear).

The accompanying GFFS segregate govemmental funds according to their intended purpose and
are used in demonstrating compliance with legal, financial and conractual provisions. The
minimum number of govemmental funds is maintained consistent with legal and self-imposed
managerial requirements established by the Municipality. On July 1, 2010, the Municipality
adopted the provisions ofGASB Statement No. 54, Fund Bdlance Repolting afid Goremmental
Funrl Type Definitions (GASB 54), which modified the interpretations of certain terms within the
definition ofthe special revenue funds and the t)?es ofactivities the Municipality may choose to
report in those funds. GASB 54 also clarified the capital projects fund type definition for better
alignment with the needs of preparers and users. Definitions of other govemmental fund types
also were also modified forclarity and consistency.

Pursuant to the provis;ons set forth by GASB 54, the Municipality reported the following
govemmental funds in the accompanving GFFS:

General Jund - The general fund is the Municipality's main opemting fund and a major
govemmental fund, as defined below, used to account for all financial resources and
govemmental activities, except for financial resources required to be accounted for in another
fund. It is presumed that the Municipality's governmental activities have been reported in the
general fund except for kansactions for which one of the following compelling reasons has
required the use of another fund: (1) Iegal r€quirements, (2) GAAP requirements or (3) the
demands of sound financial administration requiring the use of a govemmental fund other
than the general fund-

Deht senice fund -The debt sewice fund is a major governmental fund, as defined below,
used by the Municipaliq, to account for the accumulation of resources for, and the payment
of, principal and interest for: (l) bonds payable for which debt service payments are legally
mandated to be accounted for in a debt service fund and./or (2) bonds payable or any general
long-term debt for which the Municipality is being accumulating financial resources in
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advance to pay principal and interest payments maturing in future years. Consistently with
the prior fiscal years' financial statement presentation, during the fiscal year ended June 30,
2012, the financial activity accounted fo. in the debt service fund was specifically related to
bonds payable.

The outstanding balance ofgeneral long-term debts for which debt service payments do not
involve the advance accumulation of resources (such as obligations under capital leases) are
only accounted for in the accompanying statement ofnet assets. The debt service payments of
such debts are generally accounted for as debt service - principal and debt service - interest
expenditures in the generai fund.

Special revenue Iands The special revenue funds are non-major govemmental funds, as

defined below, used by the Municipality to account for revenues derived from glants,
contributions or other revenue sources that are either self-restricted by the Municipality o.
legally restricted by outside parlies for use in specific purposes (except for revenues that are
earmarked for expenditures in major capital projects which are accounted for in the capital
projects fund). The uses and limitations of each special revenue fund are specifi€d by
municipal ordinances or federal and state statutes. However, resources resfticted to
expenditures for purposes normally financed from the g€neral fund are reported in the
Municipality's general fund provided that all applicable legal requirements are appropriately
satisfied. In this case, a special revenue firnd to account for such kind oftransactions willbe
used only iflegally mandated.

Capital prujects funds Capital projects funds are majorand non-major govemmental funds,
as defined below, used to account for the financial resources used for the acquisition,
construction or improvement ofmajor capital facilities and other assets. Significant capital
outlays financed from proceeds of general obligation, public improvement or special
obligation bonds accounted for also in the capital projects firnds.

The use of the capital projects firnds in the accompanying financial statements has been
reserved only for major capital acquisitions. construction or improvement actilities that
would distort financial resources trend data if not reported separately from the other
Municipality's operating activities. The routine purchases ofminor capitalizable assets (such
as fumiture, office equipment, vehicles and other minor capital assets or improvements) have
been repoded in the govemmental fund from which financial resources were used for the
payment.

The focus of the GFFS is on major govemmental funds, which generally represent the
Municipality's most importaot funds. Accordingly, the Municipality is required to segregate
govemmental tunds between major and non-major categories within the GFFS- Major individual
governmental funds are reported individually as separate columns in the GFFS, while data fiom
ail non-major govemmental funds are aggregated into a single column, regardless offund Dpe.

By definition, the Municipality's general fund is considered a major govemmental fund for
financial reporting purposes. In addition, any other govemmental fund would te classified as a
major govemmental fund in the GFFS if its total assets, liabilities, revenues or expenditures of
that individual govemmental fund are at least ten percent (10%) of the corresponding element
total (assets, liabilities, revenues or expenditures) for all govemmental funds. For the purposes of
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applying the aforementioned major firnd criteria, no eliminations of interfunal balances have been
made. Total rcvenues for these purposes means all revenues, including operating and non-
operating revenues (net of allowances for uncollectible accounts), except for other financing
sources. Total expenditures for these purposes mean all expenditures, including operating and
non-operating expenditures, except for other financing uses.

Based on the aforementioned criteria, the Municipality,s major govemmental funds reported in
the accompanying CFFS are: (l) the general fund, (2) rhe debt service fund, (J) the capital
improvements bond fund, (4) the legislative joint resolutions fund, and (5) the communirl
development block grant fund.

The capital improvements bond firnd is a major capital projects fund used to account for the
financial resources arising mainly from bond issuance proceeds used in the acquisition or
construction of major capital facilities, other assets and permanent improvements. The most
sign'ficant transactions of this fund are related to capital outlays and proceeds from issuance of
bonds.

The legislative joint resolutions fund is a major capital project fund used to account for the
financial resources arising from program-specific capital grants and contributions awarded by the
Legislature ofthe Commonwealth ofPuerto Rico, which are principally used in the acquisition or
construction of major capital facilities, other assets and permanent improvements. The most
significant transactions of this fund are related to capital outlays and intergovemmental grants
and contributions revenues,

The community development block grant fund is a major capital projects fund used to account for
the financial resources arising from program-specific capital grants and cootributions awarded by
the U.S. Department of Housing and Urban Development through the puerto Rico Office ofthe
Commissioner of Municipal Affairs (sub-grantor), which are principally used in the acqui5ition or
construction of major capital facilities, other assets and permanent improvements. The most
significant transactions of th;s fund are related to grant revenues and capital outlays incurred to
develop viable communities and a suitable living environment and expanding economic
opportunities, principally for persons oflow and moderate income.

The Municipality periodically undertakes a comprehensive evaluation of its fund structure to
ensure that complies wift all aspects that are of importance to usels of general purpose extemal
finarcial reports. Consequently. all superfluous funds and some intemal t'unds currently used by
Municipality in the day-to-day accounting procedures have not been reported as iodividual
govemmental funds in the accompanying fund financial statements. Accordingly, the
accompanying fund financial statements include only the minimum number of funds consistent
with legal and operating requirem€nts and, consequently. the following types of similar internal
funds have been combined into single funds in the accompanying fund financial statements:

. The various capital improvement bond issues outstanding have been reported as a single
major capital projects fund, the capital improvements bond fund.

r Numerous less significant capital project and special revenue funds have been combined
into single capitalproject funds and special revenue funds, respectively.
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. Program-specific capital grants and contributions awarded by the Legislature of the
Commonwealth of Pueno Rico have been combined into a single major capital projects
fund, the legislativejoint resolutions fund.

The accompanying GFFS are accompanied by the following schedules required by GAAP: (l ) the
reconciliation ofthe balance sheet - govemmental funds to the statement ofnet assets, and (2) the
reconciliation of the statement of revenues, expenditures and changes in fund balances ,
govemmental funds to the statement ofactivities.

e) Measaret rent Focus and Basit oJ Accounling

Government-wide financial statemenls - The accompanying CWFS are prepared using the
economic resources measurement focus and the accrual basis of accounting. Subject to the
additional rules and limitations detailed below, revenues (including interest on deposits and
inveslments) are generally recorded when eamed and expenses are generally recorded when a
liability is incurred, regardless ofthe tim;ng ofrelated cash flows.

All revenues, expenses, gains, Iosses, assets and liabilities resutting from exchange and exchange-
Iike transactions are genemlly recoded when the exchange takes place. [n exchange transactions,
each party to the transaction receives and gives up essentially equal values. An exchangelike
tmnsaction is one in which there is an identifiable exchange and the values exchanged, though
related, may not be quite equal. Nevertheless, the exchange characteristics ofthe exchangeJike
lransaction are strong enough to jusdry readng it as an exchange for accounting purposes
(examples include fees for licenses and permits, charges for services, and miscellaneous
revenues, which are recorded as revenues when collected because they arc generally not
measurable until actually received).

All revenues, expenses, gains, losses and assets resulting from non-exchange t€nsactions arc
recorded using the criteria set forth by GASB Statement No. 33, Accounting and Financial
ReportingJor Non-exchange f/arsaclrors (CASB No. 33). GASB No. 33 established accounting
and reporting standards for non-exchange tmnsactions involving cash and financial or capital
resources (for example, most ta\es, gmnts and private donations). In a non-exchange transaction,
the Municipality gives (or receives) value lvithout directly receiving (or giving) equal value in
retum- This is differ€nt from an exchange transaction, in which each parrr- receives and gives up
essentially equal values. According to GASB No.33, the MunicipaliB groups its non-exchange
transactions into the following four classes in the accompanying basic financial statements: (a)
derived ta,r revenues, (b) imposed non-exchange revenues, (c) govemment mandated non-
exchange tmnsactions, and (d) voluntary non-exchange transactions.

In the case of derived tax revenue transactions, which result from assessments the Municipality
places on exchange transactions, receivables and revenues are recorded when the underlying
exchange has occurred.

In the case ofimposed non-exchange revenue transactions (such as property ta-xes and municipal
license taxes), which result from assessments made by the Municipality on non-govemmental
entities, including individuals, other than assessments on exchange transactions, rcceivables are
generally recorded in the period when an enforceable legal claim has arisen. Property taxes and
municipal license are generally recorded as revenues (net ofamounts considered not collectible)
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in ihe fiscal year when resources are required to be used or the first fiscal year that the use ofthe

resources is permitted.

Government-mandated non-exchange transactions (such as grants and contributions) result when

a government at one level (such ai the federal or state govemment) provides resources to the

Minicipality and the provider govemment requires the Municipality to 
-use 

those- resources for a

.p".ifii pu.por. o. pu.poses eitablished in thi provider's enabling legislation.--ln these type of
transactions, receivables and revenues are generally recorded when all eligibility requirements

imposed by ihe provider have been met. For the majoriry ofgrants, the Mxnicipality must expend

resources on the specific purpose or project before the provider reimburses any amounts

Revenue is, therefore, generallyrecognizid as qualifling re;mbursable €xpenditures are incurred'

Voluntary non-exchange transactions (such as donations and certain grants and entitlements)

result from legislative 6r contractual agreements, other than exchanges' willingly entered into by

two or more"parties. In these types of transactions, receivables and revenues are generally

accounted for in the same manner as govemment_mandated non-exchange transactions discussed

above. Events that are neither exchange nor non-exchange transactions are recorded when it is

probable that a loss has been incurred and the amount ofloss is reasonably estimable'

Rec€ipts of any type ofrevenue sources collected in advance for use in the following fiscal year

are recorded as deferred revenues.

AccofiIing to GASB No. 34, all general capital assets and the unmatured long_t€rm liahilities are

recorded inly in the accompanyi;g satement ofnet assets. The measurement focus and the basis

ofaccounting used in the accompanying GWFS differ significantly from the measurement focus

and basis of'accounting used in ttre preparation of the accompanying GFFS Therefore, the

accompanying GFFS inilude reconci)iations, as detailed in the accompanying table ofcontents, to

better idendry the relationship between the GWFS and the GFFS.

Govemmental funal financial statements - The accompanying GFFS ar€ reported using the

current financial resources measurement focus (flow of current financial r€sources) and the

modified accrual basis of accounting. Accordingly, the accompanying statement of revenues,

expenditures and changes in fund balances govemmental funds, reports changes. in the amount

of financial resources 
-arailable 

in the near future as a result of transactions and events of the

fiscal year reported, Therefore, revenues are generally recogaized as soon as they are both

measurable and available. Revenues are considered to be available when they are collectible

within the current fiscal year or soon enough thereafter to pay liabilities ofthe current fiscal year'

For this purpose, the Municipality generaily consid€rs most revenues (municipal licenses taxes'

construction excise ta-xar, aal"s und rre to"a, interests on deposit' intergovemmental gmnts and

contributions and certain charges for services) to be available if collected within 90 days after

June 30,2012, except for property taxes for which the availability Period is 60 days Revenue

sources not meeting"this avaiiability criterion or collected in advance are recorded as deferred

revenues at June 10. 2012.

The principal revenue sources considered susceptible to accrual include property taxes, municipal

license ta,res, intergovemmental grants and co;fibutions, interest on deposits, and charges for

services. These pri-ncipal revenue sources meet both measurabiliry and availabilit'v crireria in the

acco.puny ing GFfS, ixcept for amounts recorded as deferred revenues (see note I 0)
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In a manner simitar to the GWFS, but subject to and limited by the availability criteria discussed

ubou", ull ."r.nr.r, exp€nses, gains, losses, assels and liabilities resulting from exchange and

exchangelike transactions are aGo genemlly recorded when the exchange takes place'

Accordingly, fees for licenses and pernits, charges for senices and miscellaneous revenues are

recorded;; revenues when coltected because they are genemll) not measumble until actually

received-

All revenues, expenses, gains, Iosses and assets resulting from non-exchange transactions are

recorded in a similar mainer to the GWFS, using the previously discussed criteria set forth by

GASB No. 33 for non-exchange tmnsactions, but subject to and l;mited by the availability criteria

discussed above. Accordingly, properry tax and municipal license ta-x receivables are also

genemlly recorded in the fiscat year when an enforceable legal claim has arisen wlile property

ia-x and municipal license ta-r rcvenues (net of amounts considered not collectible) are also

generalty record;d in the fiscal year when resources are required to be used or the first fiscal year

ihat the use ofthe resources is permifted. Receivables and revenues from federal and state $ants

and contributions, donations and entitlements are also generally recorded when all eligibility

requirements imposed by the provider have been met (generally, as qualirying reimhursable

expenditures are incurred for expenditur€_driven grants).

Interests on deposits are recorded when earned since these revenues are considered both

measurable and a!ailable at June 10,2012

Pursuant to the provisions of GASB Interpretation No. 6, Recognilion and Meos rcmenl of
Certain Liabilii;s and Expendit res in Governmental Fund Financial Statements (GASBI No'

6), in the absence of an explicit rcquirement (i.e-, the absence of an applicable modification'

diicussed belowl the Mu;icipality generally accrues a govemmental fund liability and

expenditure (including salaries, profes;ional services, supplies, utilities, etc) in th€ period in

*iich the govemment'incurs the iiability, to the extent that these liabilities arc normally expected

to be liquijated in a timely manner and in full with curent available financial resourc€s GASBI

No. 6 modified the recog;ition criteria for certain expendit res and liabilities reported under the

modified accrual basis oiaccounting prior to CASB No. 3'+, and clarified a number ofsituations

in which the Municipality should disiingu;sh between governmental fund liabilities and general

long-term liabilities. Therefore, the accompanying balance sheet governmental funds generally

refl;cts only assets that will be converted into cash to satisry current liabilities Long'term assets

and those assets that will not be converted into cash to satisry curent liabilities are generally not

accounted for in the accompanying balance sheet governmentat firnds At the same time' long-

term liabilities (generally, those unmatured that will not require the use of current financial

."sou."". to puyih"rl aie not accounted for in the accompanying batance sheet govemmental

funds.
Modifications to the accrual basis ofaccounting in accordance with GASBI No 6 include:

r Priocipal and interest on bonds payable are recorded when they mature (when palment is

due), except for principal and inierest ofbonds due on July l, 2012, which are recorded as

govemmental fund liabilities ofthe debt service fund at June 30' 2012 which is the date when

resources were available in the debt senice fund.
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. obligations under capital teases, compensated absences, and the estimated liability for

municipal solid waste iandfill closure and post_closure care costs are recorded only when they

mature (when Payment is due).

. Certain accounts payable, intergovemmental payables and other accrued liabilities not due

and payable (unmatured) or not nomally expected to be liquidated in.full and in a timely

mannei with available and expendable financial resources, are recorded in the accompanying

statement of net assets. Such liabilities are recorded in the govemmental funds when they

matur€.

. Executory purchase orders and contracts are recorded as a reservation of fund balance in the

GFFS,

The measurement focus of the GFFS is on decreases of net financial resources (expenditdes)

rather than expenses. Most expenditures are measuable and are recorded when the related

govemmental fund liabiliry is incuned. Allocation of costs, such as depreciation and

imortization, are recorded in the accompanying statement ofactivities, but are not recorded in the

accompanying GFFS.

J) Stewardship, Compl rnce and Accountibiliq

Budeetarv Control

According to Act No. 81, the Mayor and its Administrative Cabinet prepare annual budgets each

fiscal yeir for the Municipality;s general fund and debt service fund- Such legally adopted

budgeti are based on expecied expenditures by program and estimated resources by source The

annial budgets are deveioped using elements of perfomance-based program budgeting and zero-

based budgeting, and include estimates ofrevenues and other resources for the ensuing fiscal year

under Ia\,! s and regulations existing at the time the budgets are prepared.

The Mayor must submit, for the fiscal year commencing on the next July l,an annual budgetary

resoluti;n project (the Project) to the Commissioner of Municipal Affairs ofthe Commonwealth

(the CommisiioneQ and the Municipal Legislature no later than May 10 and May 15,

iespectively. The Commissioner preiiminary verifies that the Project complies with all the

apilicable laws and regulations and may provide comments and suggestions to the Mayor on or

before June 13.

The Municipal Legislaturc has ten (10) business days' up to the immediately preceding June 13'

to discuss and appiove the Project with modifications. The Municipal Legislatore may amend the

budgets submitted by the Mayor but may not incrcase any items so far to caus€^a deficit without

impising tares or identiryingother sour;es of rev€nue to cover such deficit After the Municipal

Leiislatire modifies andprJiminarily approves the Project, the modified Project is sent back to

thJMayor for his approvai or rejection wiihin six (6) days. The Mayor may decrease or eliminate

any lini item but may not increase or insert any new line it€m in the budgets .The 
Mayor may

alJo veto the budgets in their entirety aod retum it to the Municipal Legislature with his

objections. Ifthe i4ayor rejects the Project, the Municipal L€gislature will have up to eight (8)

dals to adopt or rejecithe ricommendations o. objections ofthe Mayor' The-approved Project is

sent again io the Mayor, which then would have three (3) days to sign and approve it' If the
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budgets are not adopted prior to the end ofthe deadlines referred to above, the annual budgets for

*" "p.e""aing fis"ul y"u., a. approved by the Legislature and the Mayor, are automatically

renewed for ihe ensuing fiscal year until the Municipal Legislature and the Mayor approve new

budgets. This permits ihe Municipality to continue doing payments for its opemtions and other

purposei until lhe new budgers are appro\ed

The annual budgets may be updated for any estimate revisions as well as hscal year_end

encumbrances, and may inctude any additional information requested by the Municipal

Legislature. The Mayot may request subsequent amendments to the approved budgets, which are

subject to the approval ofthe Municipal Legislature.

The Municipality's Department of Finance and Budget has the responsibiliry to ensure that

budgetary spend;ng control is maintained. For day-to_day management control purposes,

expJnditurei ptus encumbrances may not exceed budgeted amounts at the expenditure_type level

of each cost center (activiE within a program within a fund). The Mayor may hansfer

unencumbered appropriations within programs within funds The Municipal Legislature may

ftansfer amounts among programs within and among funds

The legal ievel of budgetary control (i.e., the level at which expenditures may not legally exceed

approp-riation) is at tlhe functionvprogram level (general govemment, urban and economic

development, public safety, health and sanitation, culture, recreation and education, and public

housing and wilfare, capital outlays, principal expenditures, interest expenditures, etc ) within the

general and debr sen ice fundr. respectivell.

Under the laws and regulations of the Commonwealth, the appropriations made for any fiscal

year shall not exceed thi total revenue, including available surplus, estimated for said fiscal year

unless the imposition of taxes sufficient to cover said appropriations is provided.

Budgetarv Accounting

The Municipality's annual budgets are prcpared using the budgetary (statutory) basis of
accounting, which is not in accordance with GAAP.

According to the budgetary basis of accounting, rev€nue is gene.ally recorded when cash is

received. Short-term;nd longterm borrowings may be r-rsed to finance budgetary excess of
expendifu res over revenues.

The Municipality uses encumbrance accounting to record the full amount of purchase orders,

contracts and other commitments ofapprop ated resources as deductions from the apPropriation

prior to actual expenditure. In the govemmental funds, encumbrance accounting is a signi{icant

aspect of budgetr;- control. Accordingly, expenditures are generally recorded when the related

expenditure G incuned or encumbered. Available approPriations and encumbmnces are

".tubli.h"d 
to lapse one fiscal year after the end ofthe fiscal year. Amounts required to settle

claims and judgments against ihe Municipality, and certain other liabilities, are- not recognized

until they are encrmberid or otherwise processed for payment. Un€ncumbered appropriations

and encumbrances lapse at fiscal year-end Other appropriations, mainly capital p'ojects

appropriations, are co;dnuing accounts for which the Municipal Legislature has authorized that

an'unspent balance from the prior year be caftied forward and made available for current

spending.
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The accompanying Budgetary Comparison Schedule - general fund, provide-s infomation about

the gene.al' fund's-origiial budget, its amendments, and the actual rcsults of opemtions of such

gori-."rtul firnd unier the budgetary basis of accounting for the fiscal year ended June 30'

;012. Further details ofthe Muniiipality's budgetary control at the legal level may be obtained

from the Budgetary Liquidation Report for the fiscal year ended June 30, 2012, which-is prepared

by the Munic"ipality's Department ;f Finance and Budget. Copies of that report may be obtained

Uy writing to ihe Municipatity's Director of Finance and Budget at P.O Box 250, Barranquitas,

Puerto Rico 00794-

Because accounting principles applied for the purposes of the developing data on a budgetary

basis differ significintly from thosi used to present the govemmentat fund financial statements in

conformity with GAAP, a reconciliation ofthe differences between the general fund's budgetary

basis and GAAP actual amounts is presented as follows:

Excess of revenues and other financing sources over expenditures

and other financing uses budgetary basis general fund

Timing difference - net effect of current year encumbmnces recorded as expenditures for

budgetary purposes versus prior year encumbrances recorded as current year

expenditures for GAAP purposes

Basis ofaccounting differ€nces (net changes in the iollowing assets and liabilities):

Property ta-\es receivable

Municipal license taxes receivable

Intergovemmental gmnts and contributions receivable

Other receivables

Due and advances from other funds

Deferred revenues

Accounts payable, accrued liabilities and intergovemmental payables

Excess ofr€venues aod other financing sources over expendifures and other financing uses,

general fund GAAP basis

Cash in commercial banks of $5,861,933
operating requirements of the MuniciPality
certificates ofdeposil in commercial banks.

Under the laws and regulations

Municipality in commercial banks

$ 1,296,498

929,311

54,184

(902)

346,852
6,032.

(1,r 49,381)

(17,478)

(561,8s 1)

of the
must be

$ 901,285

g) Unrestricted dnd Resldcled Deposils

The Municipality's aleposits at June 30, 2012 Ne composed of: (1) demand deposits in

commercial 
-ban{s 

and i2) demand deposits in the Govemment Development Bank for Puerto

Rico (GDB), fiscal agent.

in the general fund is available to meet current

and any excess, is any is generally invested in

Commonwealth, public funds dePosited by the

fully collateralized for the amounts deposited in
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excess ofthe federal alepository insuftrnce genemll, provided by the Fedeml Deposits Insurance

do.po*ion (FDIC). All securities pledgJ as collateral are held b) agents designated by the

Commonwealth's Secretary ofthe Treasury, but not in lhe MuniciPality's name'

Cash in fiscal agent in the debt service fund consists principally of property ta\ collections

amounting to $2,i31,965 that are reslricted for the payment ofthe Municipality's debt service, as

required iy law. Cash in fiscal agent of $288,843 in the general fund consists of progrcm-

specific contributions awarded by th; Puerto Rico Electric Power Authori that are restricted for

the acquisition, construction and improveme't of certain minor electrical infrast.ucture assets,

Cash in fiscal agent recorded in the capiial improvements bond fund consists mainly of unspent

proceeds of bon-cls amounting to $2,321,133 that are restricted for the acquisition, construction or

i*p.ou"."nt. of major capital assets Cash in fiscal agent of $l'488,'+75 other govemmental

funds consists of program_specific capital gmnts and contributions awarded by the

Commonweatth of Puerto Rico and the Federal Emergency Management Agency that are

restr;cted for the acquisition, consffuction or improvements ofmajor capital assets'

Restricted cash in commercial banks in the legislative joint resolutions fund consists of unspent

program-specific grants and contributions amounting to $3,809,144 awardedty the Legislature of
ihe Commonwealth of Puerto Rico that are mainly restdcted for the acquisition, construction or

improvements of major capital assets. Restricted cash in commercial banks for other

govemmental funds, amounti;g b $1,216,51 l, represents the balance of interest and non-interest

bearing accounts restricted to finance the operations ofvarious federal and state funded programs'

h) Ihrcsuicled nnd Reslricleil Accounts anal Notes Receivable

Receivables consist ofall revenues eamed but not collected at June 30,2012. These accounts

receivables are stated net of estimated allowances for uncollectible accounts, which arc

determined based upon past collection experience, historical trends, current economic conditions

and the periodic aging ofaccounts receivable.

Activities among govemmental funds that are representat;ve of lending./borrowing arrangements

outstanding at G end ofthe fiscal year are refered to as either "due to/from other funds" (i e the

curent po;ion ofinter-fund loans) or "advances to/ftom other funds" (i.e- the non-current portion

of inter-fund loans), as applicable. All other outstanding balances betlveen fmds are reported as

"due to/from other funds".

On July 1, 2007, the Municipality adopted the provisions of GASB Statement No' 48, 'Sal€s 
a"d

Pledgis of Receivables dtul Futwe Revenues a d Intra-Entity Transfers of Assets a d Future

Revmaes (GASB No. 48). This Statement establishes standards for the measurement'

recognition, and display of;ansactions where govemments exchange an interest in their expected

cash'flows from colleiting specific receivables or specific future revenues for immediate cash

payments, generally, a sin[le lump sum GASB No. 48 provides technical gxidance to determine

*t 
"tL". 

iti. type ;f ransaction should be regarded as a sale or as a collatemlized borrowing

resulting in a iiatitity. fUs criteria is used to determine the extent to which a transferor

governrient either retains or relinquishes control over the receivables or future revenues through
"its 

continuing involvement with those receivables or future revenues. Accordingly, GASB No' 48

establishes that a transaction witl be reported as a collateralized borrowing unless the criteria

indicating that a sale has taken place are met. If it is determined that a t'ansaction involving

receivabf,s should be reported as a sale, the difference between the carrying value of the
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receivables and tlre proceeds should be recognized in the period of the sale- in the change

statements. If it is deiermined that a transaction involving future revenues should be rePorted as a

.ufa, tf," ."r"nua af,orfd be defened and amortized, except when specific criteria are met This

iliement also provides additional guidance for sales of receivables and future revenues within

the same financial reporting entity

GASB No- 48 also provides guidance to be used for recognizing other assels and liabilities arising

from a sale of specific receivables or future revenues, including residual intercsts and recourse

provisions. According to the criteria set forth by GASB No 48, there were no transactions

involving receivablesihat should be reported as a sale as ofand for the fiscal year ended June 30,

2012, th;refore, the adoption ofGASB No. 48 had no effect in the accompanying basic financial

statements.

Invenlo es a tl Othet Cufiefit Assets

Inventories consist of consruction materials and inventories of office supplies, food and

medicines, which are held for consumption. Other curent assets consist of prepaid costs'

Generally, inventories are capitalized and stated at cost using the first-in, first-out method (FIFO)

in the GWFS. Inventories and prepaid exPenses in the GFFS are generally recorded as

expenditures (purchase method) when purchased (paid) rather than capitalized as an asset'

Defened Charyet

Defened charges in the accompanying statement ofnet assets consist of bond issuance costs, net

of accumulatel amortization of$28,j51. Deferred charges are amortized over the term of the

related debt using the straight-line method. Amortization exPense of deferred charges amounted

to $1,612 for the fiscal yeai ended June 30, 2012. In the GFFS, bond issuance costs are recorded

in the current period as expenditures, whether or not withheld from the actual debt proceeds

received.

Capilal Assets

Capital assets useal in govemmental activities inctude land and tand improvements, buildingc,

structures and building improvements, machinery and equipment, fumiture and fixtures, licensed

vehicles, constructionin piogress, and infrastructure. These assets arc capitalized and reported in

the accompanying statementof net assets. Infrastrucfure assets are generally stationary in nature

and include roads. bridges, streets and sidewalks, drainage systems and other similar assets'

For financial reporting purposes, the Municipality defines caPital assets as assets with an

individual cost oi $500 oi more at the date ofacquisition, construction or improvement, and with

useful lives extending beyond one year. All assets with individual costs under $500 or with

useful lives not 
"*".iding 

one year, are charged directly to expense in the governmenlwide

statement ofactivities. In the govemmental funds, all capital assets are recorded as capitaloutlays

(expenditures).

ln lhe statement ofnet assets, all capital assets are recorded at cost or estimated historical cost if
actual cost was unavailable, except for donated caPital assets, which are recorded at their

estimated fair value at the date ofdonation. Estimated historical costs based on deflated current

k)
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costs were used to value a significant portion ofthe infrastructure constructed or acquired prior to

ir"" :0, ZOOZ and certain lirds, builalings, structurcs and building improvements The method

useal to deflate the current costs with an approximate price iDdex was used only in the case of

certain items for which the historical cost documentation was not available- Actual historical

costs were useal to value the infrastructure acqui.ed or constructed after June 30, 2002 as well as'

"onrt.r"tion 
in prcgress, machinery and equipment and licensed vehicles acquired prior or after

such date.

Major outlays for capital assets and improvements are capitalized in the statement of net assets as

projects are constr,rcted. fie costs of normal maintenance and repairs that do not add value to

the asset or materially extend capital asset lives are not capitalized.

Depreciation and amortization expense is recorded only in the govemment-wide- st'tement of
activities. However, there is no dipreciation o. amortization recorded fo. land and construction

in progress. Depreciabte capital assets are genemlly depreciated or amortized. over their

estimat-ed useful lives under the straight line method, except fol machinery and equipment held

under capital leases which is depreciated over the shofier of its estimated useful life or the lease

telm. The estimated useful lives ofmajor capital asset categories ave:

Years

20

30 to 50

20 to 50

8

5to20

510 20

3to5

Land improvements

Buildings, struciures aod building imprcvements

Infrastructur€
Motor vehicles

Fumiture and fixtures
Machinery and equipment, excluding those held

under capital leases

Machinery and equipment under capital leases

Depreciation and amortization expense of capital assets is recorded as a direct ex'pense of the

function/program specifically idintified \\rth the asset. Depreciation and amortization of
infrastruciuri is not allocated to various functionvprograms but reported as direct expenses ofthe

urban and economic development function

Defefied Revenues

In the GFFS. deferred revenue arises when one ofthe following situations occur:

. Potential revenue does not meet both the "measurable" and "available" criteria for revenue

recognition in the current period (unavailable revenue). As previously discussed, available is

defin-ed as due (or past due) at June 30, 2012 and collected within 90 days (60 days for

property ta.xes) th.."uft". to puy obligations due at Jun€ 30 ln subsequent periods' when

Loti criteria are met, the liabiiity for dJfened revenue is removed and revenue is rccognized'

. The Municipality rece;ves resources before it has a legal claim to them (uneam€d revenue)'

tn subsequent periods, when the revenue recognition criterion is met' the tiability for deferred

revenue is removed and revenue is recognized.
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Deferred revenues at the govemmenFwide level arise only when the Municipalitt' receives

resources before it has a legal claim to them (uneamed revenues)'

m) Compensated Absences

Comp€nsated absences are accounted for under the provisions of Statement No 
- 
16, lcco"'i'rg

for ionpensated Absences, issued by GASB (GASB No. 16). Compensated absences include

paid time off maale available to imployees in connection with vacalion, sick leave and

io.p"r.^tory time. The liability for compensated absences recorded in the accompanying

statement of net assets is limited to leave that: (l ) ;s attributabte to services already rendered on

or before June 30, 2012 and (2) is not contingent on a specific event that is outside the control of
the Municipality and the employee (such as itlness). Compensated absences that relate to future

services or-are contingent on a ;pecific event outside the control ofthe employer or the employee

are accounted for in the period when those services are rendered or those events take place'

The liabilitv for compensated absences includes salary-related costs, which ar€ directly and

incrementaliy related io the amount of salary paid to the employee (such as employer's share of
Social Security ta-xes and Medicare ta.\es).

The vacation policy of the Municipality provides for the accumulation of regular vacations at a

rate of2.5 dais pe; month (30 dayi per yiar) per employee Employees accumulate regular sick

leave at a rate of 1-5 days per month (18 days per year). Employees accumulate compensatory

time at a rate of L5 timei the ovenime worked. All vacation and sick leave days accumulated by

employees in excess of30 days and 90 days, respectively, are paid to employees each year, if not

consumed, as required by law. In the case of compensatory time, the excess of240 hours is paid

to employees each year, ifnot consumed.

Upon termination ofemployment, an employee receives compensation for all accumulated unpaid

regular vacation leave at the curent mte. In the case of regular sick leave, if the employee

teininates his or her employment before reaching l0 years ofserv;ces, such regular sick leave is

not paid to the employee, if not consumed. ln addition upon termination of employment, an

e.pioyee does not re;eive compensation for compensatory time, if not consumed previously'

After i0 years of services, any rigular sick leave balance is paid to the employee Accumulated

vacation time is fully vested to the employee at any time.

The liability for compensated absences is reported in the statemert of net assets A liability for

"o*p.nsatJd 
absences is reported in the CFFS only when matured (when palment is due)' for

example, as a result ofemployee resignations orrctirements

h) Long-te.rn Debt

The long-term liabilities rcported in the accompanying statements of net assets include the

Municipility's bonds payable, notes payable, obligations under capital leases, accrued

"o.p.nrut"d 
ubr"n""., 

"nd 
estimated li;biiilies for municipal solid waste landfill closure and

post-closure care costs.

All long'term debt to b€ repaid from govemmental resources is reported as liabilities in th€

accomp;nying statement ofn;t assets. Principal and interest payments on bonds due on July l'
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2012arerecoriledasgov€mmentalfundliabilitiesintheGFFS(debtservicefund)when
resources are available in tlre debt service fund (June 30, 2012), In the GFFS, the face amount of

debt issued ($oss debt reported) ;s reported as other financing sources when issued'

In the GWFS debt issuanc€ costs are reported as deferred charges, which are amortized under the

"n"igh, 
fi"" method over the life of the debt, while in the GFFS such costs are recognized as

expenditures during the curent period.

o) Leases

The Municipality classifies its lease agrcements either as operating or capital leases Capital lease

ug.."*"nt. ' ur"' g"n".ul1y non-canceiable and involve jubstance over form, the transfer of

sibstantially all 
"benefits 

and risks inherent in the ownership of the leased property, while

operating leases do not involve such transfer. Accordingly, a capital leaseinvolves the recording

oian asit and a related lease obligation at the inception ofthe lease The Municipality classifies

a lease agreement as a capital leas; ifat its inception the lease meets one or more ofthe following

four criteria:

. By the end of the lease term, ownership of the leased property is transfened to the

Municipality.

. The lease agrcement contains a bargain purchase option.

. The lease term is substantially equal (75 percent or more) to the estimated useful life ofthe

leased property.

. At the inception ofthe lease, the present value ofthe minimum lease payments, with certain

adjustmen;, is 90 percent or more ofthe estimated fairvalue ofthe leased property'

Although the Municipality is prevented legall) fiom entering inlo obltgations extending beyond

one fis;al year, most-capital liase agreeme-nrs entered b) the Municipality contain fiscalfunding

clauses or cancellation clauses that make the continuation of the agreements subject to future

"pf.op.i"iont. 
Leases that meet at least one ofthe aforementioned four criteria and have a fiscal

iiiAl,ig o. o 
"*t""ttution 

clause have been recorded as capital leases in the accompanying GWFS'

since ihe likelihood of invoking the provision is considered remote The Municipality's lease

agreements do not include contingent rcntal pa)T nents nor escalation clauses'

In the GWFS, the obtigation under capital leases is recorded at the lesser of the estimated fair

value ofthe leased proferty or the preient value ofthe minimum lease payments' excluding any

portion representing ex;cutor costs and profit thereon to be paid by the lesser' A portion of each

Liniru.'t"u." p"y'."nt is allocated to interest expense and rhe balance is apPlied to reduce the

lease obligation using the effective interest method.

In the GFFS, the net pr€sent value ofthe minimum lease payments at the inception ofthe capital

lease is recorded simultaneously as: (1) expenditures and (2) other financing sources Minimum

Iease payments are recorded as expenditures in the GFFS.
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Municipal Solid Waste Landf l Closure and Post-Closurc Cdre Costs

Solid waste landfilt closure and post_closure maintenance care costs are accounted for following

,f," p.o"itiont of GASB Statement No. 18, Accounting for Municipal Sohd filaste Landfll
Clowre and Post-closwe Cale Cosrs (GASB No. l8).

According to GASB No. 18, the estimated liabilit] for solid waste landfill closure and post-

closure cire costs (including monitoring and maintenance) include an estimate of all costs to be

incurred near or after the cloie ofthe Municipality's solid waste landfill under the accrual basis of
accounting. In addition to operating expenses related to the current activities ofthe landfill, an

expense p-rovision and related liabiiity are being recognized based on future closure and posr

"to.u." "ur" 
costs that will be incurred during operation and will continue after the date the

landfill no longer accepts waste.

In the accompanying govemment_wide statement of net assets, this liability is recognized over the

useful life olthe laniitl, even though such costs will only be incuned, by definition, near or after

the close of the landfill. The estimates of closing and post-closing care costs are made using

current costs (cosfs that would be incurred ifthe closing date ofthe landfill would have been June

30, 2012). ihe liabitity is adjusted annualty to .eflect the effects of inflation, advances in

technology, changes in regulations or similar changes.

At the govemmental funds' level, landfill closure and post-closure carc costs are rccorded in the

statem;t of revenues, expenditures and changes in fund balances - govemmental funds as

expenditures in the accounting period ;n which the liability is incurred.

Accounling for Pension Cosls and Post'Emplotmenl Benef s

For the purpose of applying the requirements of GASB Statement No 2'7 ' Accounting for
Pensiori by-State aott-ioial 

-Goternmint 
Enptoyels (CASB No 2?), the state govemment of the

Commonw€alth of Puerto Rico is considered to be the sponsor of the Employees' Retirement

System of the Govemment of Puerto Rico and Its Instrumentalities (ERS) and System 2000' a

multi-employer cost-sharing defined benefit pension plan and a hybrid defined contribution plan'

respectiv;ly, in which thJ employees of ihe Municipality paricipate' The Municipality is

coisidered'a participant, and noi a sponsor, ofthese retirement systems since the majority ofthe

i^.ti"ipun,, iil ttt" ,fo.ementioned iension trust funds are employees of the Commonwealth cf
i'u"no Ri"o *d th" bu.ic financial atatements of such retirement systems are part ofthe financial

reporting eotiry ofthe Common'wealth ofPuerto Rico.

The Municipality accounts for pension costs from the standpoint of a participant in a multiple-

".ptoy". "J.t-"ftuting 
plan. Accordingly, pension costs recognized in-the accompanying basic

frnincial statements aie equal to the statutority required contributions' ''!ith a Iiability recorded for

any unpaid required contributions

On July l, 2007, the Municipality adopted the pro\isions of GASB Statement No 50' Pension

Discktsures (GASB No. SO1. ttris Statement more closel) aligns cunent pensron disclosure

."quii"."no'fo. gou.-men;s with those that govemments are beginning,to implement for retiree

heilth insurance ird other post-employment binefits. Specifically, GASB No 50 amends GASB

St r"..nt. No. 25, Fi, oncial Repirtiig Jor Defined Benefit Pension Plans dncl Note Disclosures

q)
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for Defrned Contribution P1ans, anil No. 21, Accounling for Pensio'ts by State and Local

Gowr mental Emplove4', bY requi ng:

. Disclosure in the notes to the financial statements ofpension plans and certain employer

govemments of the current funded status of the plan - in other words, the degree to

irhi"h th" u",r".iul u"".ued liabilities for benefits are covered by assets that have been set

aside to pay the benefits as of the most recent actuarial valuation date'

. Govemments that use the aggregate actuarial cost method to disclose the filnded status

and present a multi-year schedule of funding progress using the entry age actuarial cost

method as a surrogate; these govemments Previously were not required to provide this

information.

. Disclosure by govemments participating in multi-employer cost-sharing pension plans of
how the contraclually required contribution rate is determined.

GASB Statement No. 4 5 , Accounting and Financial RePorting by Emplqe$ Jor Postempwment

Benelts Othq man Pensions (GASB No 45) establishes standards for the measrrrement-

recognition, and display ofexpense/expenditures and related liabilities/assets ofpost-employment

beneifits other than pensions (OPEB), note disclosures, and, ifapplicable, required supplementary

information in the financial reports of state and local govemment employers. At June 30, 2012'

there were no oPEB plans adopted by the Municipality. Accordingly, during the fiscal year

ended June 30, 2012, the Municipality did not incur in any post-employment benefits costs other

than pensions, therefore, the adoption ofGASB No 45 had no effect in the accompanying basic

financial statements.

I Rhk Management

The Municipality carries commercial insurance covering casualq, theft, tort claims and other

losses. Ins,rranci policies are negotiated by the Commonwealth's Department of Treasury (the

Department of Treasury) on beh;lf of all municipalities of Puerto Rico' The Department of
Treasury pays the insurance premiums on behalfofthe Municipality and ihen is reimbursed each

year through monthly equal pa)T nents deducted lrom the Municipality's gross property tax

co llection s- made by thi Municipal Revenue Collection Center ("CRIM", by its spanish

acronymsl, a govemmental entity ;esponsible for billing and coll€cting property ta-\es on behalf

ofall municipalities of Puerto Rico.

The Municipality canies insurance covemge for death and bodily injuries caused by automobile

accidents. ihis' insurance is obtained 
-through the Automobile Accidents Compensation

Administration (ACAA), a component unit ofthe Commonwealth This insumnce is compulsory

for all licensed vehicles used on public roads and highways in Puerto Rico The annual premium

is $35 per licensed motor vehicle, which is paid directly to ACAA'

The Municipality obtains workels' compensation insurance co!erage through the State Insurance

Fund Corporation (SIFC), a component unit of the Commonwealth This insurance covers

workers against injuries, disability or death because of work or emplolment-related accidents, or

because o1 illnesi suffered as a consequence of their employment Workers' compensation
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insurance premiums are also paid through monthly deductions made by CRIM from the

Municipali$'s gros' properry t&\ collections.

The Municipality obtains unemptoyment compensation, non-occupational disability' and drivers'

in.r.rn". 
"or"."g" 

for its employees through various insurance progmms administered by the

Commonwealth';Department of Labor and Human Resources (DOL) These insurance programs

"oue. 
*o.ke.s against unemptoyment and proviale supplementary insumnce coverage for

temporary disabili-ty, or death because of wori< or employment-related accidents or because of
illness suffered as'a consequence of their employment. Unemployment compenstion' non-

occupational disability and drivers' insurance premiums are paid directly to DOL on a cost

reimbursement basis.

The Municipality also obtains medical ;nsurance coverage ftom several health insurance

companies flr iis employees. Different health insurance coverage and premium options are

negotiated each year by tie Department ofTreasury on behalf ofthe Municipality The curr€nt

ini rance policies hare not bee; canceled or teminated at June 30, 20l2 Premiums are paid on

a monthly basis directly to the insumnce company. In the past three years, the Municipality has

not settled claims that exceeded insurance covemge.

s) Fund Baldhces

On July 1,2010, the Municipality adopted the provisions olGASB Statemeflt No 54' F'nd
Balar/e tuporting and Gote)nmintal Fund Tvpe Definitions (GASB 54), which enhanced the

usefulness offunJbatance information by providing clearer fund balance classifications that can

be more consistently apPlied. This statement establishes fund balance classifications that

comprise a hierarchyiasei primarity on the extent to which the Municipality is bound to observe

constraints imposedupon the use olthe resources reported in govemmental funds'

Pursuant to the provisions of GASB 54, the accompanying CFFS report fund balance amounts

that are consilered non-spendabte since are net resources that cannot be spent readily with cash or

are legat ly or contractuaily required not to be spent At Juoe 30, 20 I 2, such fund balances are

relatei' to long-term interfund loans receivabte recorded in the general fund amounting to

$88,675.

Other fund balances in the accompalying basic financial statements have been reported as

resiricted, assigned, or unassignea, basea on ttre relative strength of the constraints that control

how specific amounts can be spent, as described as follows:

d. Restricted Represent net resources that can be spent only for the specific- 
fr.po."r 'ripulated 

b1 con)litulional pro\isions exlemal resource prorider'

ieGmally imposed by creditors or $antors) or through enabling legislation

ithat is, iegislution that creates a new revenue source and rcstricts its use)'

iltectivelyi restrictions may be changed or lifted only \''ith the consent of
resource i.oriders ln the accompanying basic financial statements rcstricted

fund balances have been reported in the following funds and for the following

purposes:

. Capilal imptu'rements bond fund rcstricted fund balance consist of
finar"iat risources to be used only for the acquisition, construction or
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improvement of capital assets under contracts and other commitments, as

approved and financed by the Govemment Development Bank for Puerto

Rico.

. Legislativ joint resolutio s Jund restricted fund balance consist of
firieLncial resources arising from granls and contributions received through

resolutions of the Legislature of the Commonweakh of Puerto Rico to be

used principally for the acquisition, construction or improvement of capital

assets under contracts and other commitments.

. Debl seflice fund - restricted fund balance consist of financial resources

availab]e onty to cover future debt service payments (principal and interest)

on bonds payable, which are accounted for in the debt service fund, as

required by Lalr.

. Conmunity developnent block grant fund - restricted fund balance consist of
financial resourcis arising from program-specific capital grants and

contributions awarded by the U.S. Department of Housing and Urban

Development through the Puerto Rico Office of the Commissioner of
Municipal Affairs (sub-gantor), which are principally restricted for the

acquisiiion or construction of major capital facilities, other assets and

permanent improvements in benefit of low-income and moderate-income

communities.

. Other govemmenuil l nds restricted fund balance consist of financial

resourcis arising from operating and capital $ants and contributions from

state and federal grantors that can be spent only for the specific purposes

stipulated by the rispective extemal resource prcviders, or through enabling

legislation.

lrsigzed - Represent net resources recoraled in the general fund intended to be

usedly the Municipaliry for specific purposes but do not meet the criteria to be

classifred as restricted or committed (generally executive ord€rs approved by the

Mayor). Intent can be exprcssed by the Municipal Legislature, the Mayor or by

"n 
offoiui o. bo4/ to which the Municipal kgislature delegates authority in

conformity with the Autonomous Municipalities Act of Puerto Rico, as

amended. In governmental funds other than the general fund, assigned fund

balance represe--nts the remaining amount that is not restricted or committed'

At June 30, 2012 assigned fund balances in the general fund consist of firnd

balances reserved for encumbrances amounting to $651,588'

Llnassigned Represent the residual classification for the Municipality's

gene.ri fund and includes all spendable amounts not contained in the other

ilas.ificarions. ln other [und'. ihe unassigned cta'lillcalion is u'ed onl) to

repon a deficit balance resulting from orerrpending for 'pecific purPores lbr

wilich amounts had been restricted, committed, or assigned-
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Negative fund balance amounts are assigned amounts reduced to.lhe amount

thai wilt raise the fund balance to zer-o Consequentl)' negative residual

amounts in restricted' committed and assigned fund balance classifications have

been reported as unassigned fund balances, when applicable'

The Municipality had no fund balances classified as conmitted at lrt.f' 30,20l2 Those types of

irni uur^n"!. ui" g"n.t lly related to financial resources used for specific purposes' imposed by

io.rul u"tion of-the Municipal's highest level of decision making authority (Municipal

f-lgitfutu," ift.ougfl ."tolutions and ordinances), which would only be changed by a sirnilar law'

ordinance or resolution.

The Municipality reports resources constrained to stabilization as a specified purpose (restricted

o. 
"o*rni 

t"a fr;tl Unfunce in the geneml fund) only if: (l) such resources meet the other crireria

for those classifications. as descriLed above and (2) the circumstances or conditions that signal

ihe need for stabilization are identified in sufiicient detail and are not expected to occur routinely.

However, the Municipality has not entered into any stabilization-like arrangements, 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, 2012'

In situations when an expenditure is made for a purPose for which amounts are available in

multiple fund balance classifications, the Municipality uses restricted 
. 
resources firs! and then

,n."rt.icte,1 resources. within unrestricted resources' the Municipality generally spends

committed resources first, followed by assigned resources, and then unassigned resources when

expenditures.

The classification of the Municipality's individual govemmental funds among gen€ral, d€bt

service, spec;al revenue and capiial project fund types used in prior fiscal years for financial

reporting'purposes was not affected bi the implementation of GASB. 54'^-ln^ addition' the

firianciaiposi'iions and the results ofopeiations reported in the accompanying CFFS.as of and for

the fiscal year ended June 30, 2012 have not been;ffected for this change in accounting principle'

Accordingly, the accompanyi[g GFFS have not reported any retroactive restatements or

rectassifications offund equities as ofJuly l, 2011.

IhtePfufid Activilies

The Municipality has the following types of reciprocal and non_reciprocal inter-fund activities

recorded among govemmental funds in the accomPanying GFFS:

. Inter-fund loans - Represent amounts prolided with a requirement for repa)ment' which are

re"o.ied us "due from" in the lendei govemmental fund and 'due to" in the borrower

g.r;**."Lf ir"a. lnter-fund receivables, which are not considered to be currently available

financial resources, are reported as advances. For amounts not expected to be collected

*iirrin 
^ 

."*onuti" period of time, inter-fund receivables/payables are. reduced to the

estimatedrealizablevalueandtheamountthatisnotexpectedtoberepaidisreportedasan
operating transfer from the govemmental fund that made the loan'

. Inter-fund trar.l;fer- Represent flows of assets (permanent reallocation of financial

.".ori"". 
".onglou.-menial 

funds) without equivalent flows of assets in retum and
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without a requi.ement for repayment. Operating transfers are reported as other financing

;;;; i" ;;" gouemmentat'runa rnaking transie" and as other financing sources in the

governmental ftrnd receiving transfels.

. Inrer-fund reimburserr€nrJ Represent repalments from the govemmental fu nd. responsible

for p;icular expenditures or expenses to the govemmental firnd that initially paid for them'

In the GFFS, inter-firnd activity has not been eliminated, as permitted by GAAP'

Use of Eslimales

The preparation of the accompanying basic financial statements in conformity with GAAP

reo uiles 
' 
manaseme nt ro make signifrcant estimates and assumptions that affect the reported

,,""""* li*.-* 
""a 

liabilities, tie disclosure of contingent assets and liabilities at the date of

the basic financial statements, and the reporteal amount; of revenue and expenses during the

rcpodng period. Actual results could diff€r from those estimates'

Futurc Adoptio ofAccovfiting Pronounceme ts

The GASB has issued the following statements that have effective dates after June 30' 2012:

. GASB Statement No. 62' Codifrcation of Accountilg and Financial Reporting

Guidance Contai ed in Pre-November 30, 1989 FASB and AICPA Pronouncements

(GASB No. 62). The requirements ofthis Statement are effective for the fiscal year

commencing on July l, 2012.

. GASB Statement No. 6i, Financial Reporting of DeJened Outlows oJ resources'

Defened Inflows of Resources, a d Net Posit'on (GASB No 63) The requirements

ofthis Statement are effective for the fiscal year commencing on July l 
' 
20I2'

. GASB Statement No. 64, Delivative Instntments: Application of Hedge Accounti g

Telmination ProTisions an amendment ol ASB Stalene" lvo' 5J (GASB No 64)'

The requirements ofthis Statement are effective for the fiscal year commencing on

July 1,201l.

. GASB Statement N o 65. ltems Pleviously Repolted as Assets dnd Liahilities (GASB

No. 65). The requirements of this Statement are €ffective for the fiscal year

commencing on JulY 1,2013

. GASB Statement N o- 66' Technical Conections - 2012 an onendment of GASB

Statement No. l0 and No. 62 (GASB No 66)' The requirements of this Staiement are

effective for the fiscal year commencing on July l, 2013'

The impact ofthese statements on the Municipality's basic financial statements has not yet been

determined.
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2. Deposits

The Municipality maintains its deposits in various commercial banks located in puerto Rico and the
Govemment Development Bank for Puerto Rico (CDB). proceeds from all boflds and the funds
related to certain federal grant awards are required by law to b€ held with GDB.

On July l, 2004, the Municipality adopted the provisions ofGASB Statement No. 40 (GASB No. 40),
Deposit and Imestment Risk Disclosure, an Ame dment to GASB Statement No_ J. This statement
requires that state and ]ocal govemments disclose essential risk information about deposits and
investments. The disclosure requirements cover four main areas: (1) credit risk, (2) interest rate risk,
(J) custodial credit risk, and (4) foreign exchange exposure.

. Credit risk - This is the risk thai an issuer or other counterparty to an investment will not
fulfill its obligations. In compliance with the laws and regulations of the Commonwealth of
Puerto Rico, the Municipali! has adopted, as its custodial credit risk policy,the Starefient of
Uniform Intestment Guidelines for the Municipalities of the Confionwealth o-f puerto Rico,
issued b1: the Go|ernment Dewlopment Bank lor puerto Rico as promulgated by Law No.
I l3 ofAugust 3, 1995. Accordingly, the Municipality is only allowed to invest in obligations
of the Commonwealth of Puerto Rico, obligations of the Uoited Siates of Americ4
certificates of deposit, commercial paper, bankers' acceptances or in pools of obligations of
the Municipalities of Puerto Rico, which are managed by GDB. According to the
aforementioned investment guidelines, the Municipalify is not allowed to invest in
marketable securities or any other type of investments (debt securities) for which credit risk
exposure may be significant. Consequently, at June 30, 2012 and for the fiscal year then
ended, the Municipality invested only in certificates ofdeposit in commercial banks, which
are insured by the Federal Deposit Insumnce Corporation (FDIC), genemlly up to a
maximum of$250,000 per depositor. No investments in debt ofequity securities were made
during the fiscal year ended June 30,2012. Therefore, the Municipality,s management has
concluded that the credit risk related to any possible loss related to defaults by commercial
banks on the Municipality's deposits is considered low at June 30, 2012.

Interest rate risk - This is the risk that changes in interest rates of debt investments will
adversely affect the fair value ofan investment. The Municipaliq has no formal policy
relating to interests rate risks, however, the Municipality manages its exposure to declines in
fair values b): (1) not includ'ng debt or equity investments in its investments portfolio at June
30,2012, (2) limiting the weighted average marurity of its investments in certificates of
deposit to periods of three months or less and (3) keeping most of its banks deposits and
certificates of deposit in interest bearing accounts generating interest at prevailing market
rates- At June 30, 2012, the interest rate risk associated q,ith the Municipality's cash is
considered low since the investment portfolio of the Municipality do not include debt
securities or any r),_pe ofinvestments that could be affected by changes in interest mtes.

Custodial credit risk In the case of deposits. this is the risk that in the event ofa bank
failure, the Mun;cipality's deposits may not be recovered. Pursuant to the Statement oJ
lfitrest ent Guideli es fot the Goremment of the Commonweahh oJ Puerro Rrco, the balances
deposited in commercial banks by the Municipality are insured by the Federal Deposit
Insurance Corporation (FDIC), generally up to a maximum of $250,000 per depositor. In
addition, public funds deposited in commercial banks by the Mun'cipality are fully

58



coMMoNwf, ALTH or PUERTo RIco
MUNICIPALITY oT BARRANQUITAs
Notes to Basic Financial Statements

Fiscal year Ended June 30, 2012

collareralized lor rhe amounrs deposiled in excess oflhe federal depo\irory tnsurance. All
secuflltec piedged as collareral are held in rhe Municipalit).s name b1 ihe agents of the
Commonwealth\ Secretary ofTreasury. Deposits in GdB, amounring to $6,8:0,+tO at frne
30, 2012, are uninsured and uncollateralized. Ho*ever, no losses relaieJ,i J"taut,. ty COe
on deposit transactions have been incurred by the Municipality through June 10,2012. lt is
manag€ment's policy to only maintain deposits in banks affiliated to;DIC to minimize the
custodial credit risk, except for GDB. Therefore, the Municipality,s management has
concluded that at June 30, 2012, the cusrodial credit risk associated with the M;icipaliry,s
cash is considered low.

. l'oreisn erchange risk This is the risk that changes in exchange rutes will adversely affect
the value of an investment or a deposit. Acco;ding to the ;forementioned investment
guidelines, adopted by rhe Municipality, the Municip;lity is prevented from invesring in
foreign securities or any other types ofinvestments foiwhich foieign exchange risk expoiure
may be significant. Accordingiy, management has concluded that the foreigi exchange risk
related to the Municipalify,s deposits is considered low at Jone 10, 2012.

Cash and cash equivalents at June 30, 2012, are classified in the accompanying balance sheet
govemmental funds a follows:

M,ior!or.rnmenr,t rundi

C,pital
Gcneral improiemrnts

fund bond fund

C6h in commercial btuks

Cah in comnercial baks

Tolal ca!ryins mou.l oldeposits

$ 5,361,9:ll

2S8,84;
3.809.1,r4

t50,7?6 1.809.1,14

1.216,51r

188,091

I,,188.475

70.1,986 $

188,094

$ 5,861,913

5.213,749

6,810.416

r7,906.098

3. Municipal License Taxes

The Municipality is authoriz€d by Act No. 81 to impose and coilect municipal license raxes to any
natuml or legal person having trade or business activities within the territory ofBarranq,itas. This is
aself-assessed tax generally based on the business volume oftanpayers, measured by gross revenues.
The Municipalit) establishes the applicable rax rates. At June ]0, 2012, the municipal license tar
rates imposed by the Municipality were 1.50 percent for financial institutions and 0.50 percent for
other types of trxpayers. Any taxpayers that have been granted with a partial tax exemition under
any ofthe tax incentive acts ofthe commonwealth ultimately pay municipal ricense tares at reduced
tax mtes, generally between 60 percent and 90 percent under standard rates.

Each taxpayer must assess the corresponding municipal Iicense tax by declaring the volume of
business through a tax retum to be filed every April 15, based on the acoal volume of business
(revenues) generated in the prcceding calendar year. Taxpayers with a sales volume of93 rnillion or
more must include audited financial srarements with their tax retum filings. The ta-\ can be paid by
the taxpayer in two equal installments due on July 15 and January 15, subsequent to the filing ofthe
declaration on April 15. The first instalrment ofthe tax covers th; six-montl period ended December
31, subsequent to the filing date ofthe declamtion, while the second installm€;t ofthe tax covers the
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six-monfh period ended June 30 ofthe subsequent calendar year. Ifa ta\payer elects to pay the tax infirll on rhe filing date of the declaration (generally april tSy, a S peiceni aiscount ;s grantea
automatically on the totaltax amount duc.

Any municipal Iicense ta\es collected in advance (that is, pertaining to a future fiscal year) are
recorded as deferred revenues in rhe 

_GWFS and the GFFS (see nite 8). Uneamed (defened)
municipal Iicense t&\ revenues recorded in the accompanying GWFS and CtfS amounted to
$529,890 at June 30, 20t 2.

Municipal license tax revenues amounted to $906,500 lor the fiscal year ended June j0, 2012, which
has been recorded in the general fund since is available for general oierating purposes.

4. Property Taxes

The Municipality is authorized by Act No. 8l to impose and collect property taxes from any natural
or legal p€rson that, at January I ofeach calendar year: ()) is engaged i; trale or business and is the
own€r ofpersoDal or real property used in trade or business or (2j owns residential real property with
avalue in excessof $15,000 (at 1957 marketprices).

Personal property taxes are self-assessed by taxpayers every year using the book value of personal
property assets owned by the t&\payer at January I (lien; ler,_v date) and reporting such taxable value
through a personal property tax retum filed on May 15 (due date and collection"date) subsequent to
the assessment date. The total personal property tax rate in force at June 30, 2012 was 6.2g percent
(of which taxpayers pay 6.08 percent and the remaining 0.20 percent is paid by the Department of
Treasury, as a subsidy).

Real property taxes are assessed every January 1, (lien; le\,y date) and is based on estimated current
values ofthe property, deflated to 1957 market prices. Real property taxes a due and collectible on
January I and July of every fiscal year. The total real prop€ty tax rate in force at June 30, 2012 was
8.28 percent (ofwhich 8.08 percent is paid by taxpayers and ihe remaining 0.20 percent is a,so paid
by the Department ofTreasury, as a subsidy).
Residential real property occupied by its owner (not engaged in trade or business) is exempt from
property taxes only on the first 915,000 ofthe assessed value (at 195? market p ces). For exempt
amounts, the Department of Treasury assumes the payment of the basic tax (4.00 percent and 6.00
percent for personaland rcal property, respectively), except for property assessed for less than g3,500
(at 1957 market prices), for which no payment is made by the Depaftment ofTreasury_

Included within the total personal and real property tax rates of 6.2g percent and g.2g percent,
respectively, there is a portion ofthe ta-\ rate in the amounr of l.O5 percenr that is restr;cted for the
Municipality's debt service requircments on bonds. Such amounts ari recorded in the Municipality,s
debt service fund.

This Space Has Been Inte tionall! Lel Btank
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The composition of property taxes receivable is as follows at June 30, 2012:

)Iajor gov€rnmental funds

Ceneral
fund

Debt
senice
fund Total

Property taxes receivable g 1.22t,j40 i,258,965

5.

Properq/ ta\ revenues recorded in the general fund and the debt service fund amounted to $7,059,522
and $339,046, respectively, for the fiscal year ended June 30, 2012.

Sal€s and Use Taxes

The Municipaliqr imposes a sales and usage tax within the tenitorial limits of the Municipality
pursuant to the Intemal Revenue Code of the Govemment of Puerto Rico. This is a self-assessed tax
consisting ofone and a halfpercent (1.5%) on the sale price ofa taxable item or on the purchase price
ofall usage, stomge or consumption ofa taxable item, as defined in the puerto Rico lntemal Revenue
Code, as amended. The tLx is assessed and collected on a monthly basis through a tax retirm filed by
each business classified as tax withholding agent.

The sales and use ta\ revenues amounted to $609,651 for the fiscal year ended June 30, 2012, which
has been recorded in the general fund since is available for general operating purposes.

Construction Excise Taxes

The Municipality imposes and collects municipal construction excise taxes to most natural and legal
persons and any govemmental instrumentality that carry out activiti€s related to construction,
expansion, major rep rs, relocations, alterations and other types of permanent improvements to
residential, commercial and industrial buildings and structures *,ithin the territorial area of the
Municipality. The tax is also applicable to inlrastructure projects, the installation of machinery,
equipment and fixtures, and other types ofconstruction-related activities.

The construction excise tax generally is a self-assessed trx imposed over the cost ofthe project, net of
certain exemptions such as the costs associated with the acquisition of land, project design and other
engineering fees, Iicenses and permits, Iegal and accounting fees, and most marketing and advertising
costs. The tax is paid by the taxpayer at the b€ginninS ofthe project.

All single-family residential construction projects not related to housing development projects,
condominiums, or any similar projects, are partially exempt from construction excise taxes. In
addition, a portion ofall single-family residential improvement projects are exempt from construction
excise txes. All projects carried out on buildings and structures classified as historical treasures by
the Puerto Rico Planning Board have an in the tax rate applicable to construction excise taxes.

6.
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Construction excise tex revenues amounted to $188,938 for the fiscal year ended June 30, 2012,
which has been recorded in the general fund since is available for geneml operating purposes.

7. Intergov€rtrmentalReceivablesandPayables

Intergovemmental receivables and payables recorded in the accompanying GWFS and GFFS are as

follows at June 30, 2012:

lllaior eoY€rnmental funds

CommunitY

Debt developnent Other

General senice blockgrant govertrmentd

furd fu.d futrd fonds Totil
Inrergovernmental receivables:

Solid wa$e disposal services to vdioDs municipalities,

sr,ale govedment agencies and private entities

G ruds and contribatiols :
Pueno Rico Trcdury Depatunent -

Employcej ChrisLnas bonus cosl .eimbursemeni

comonwealth ofPuerlo Rico - cont.ibution ofthe state

sales md use taes

Pu€rto Rico Elect.ic Power Authorithy -
Conrributions in lieu of municipal taxes

Puerto Ri@ Depanment oa Education -

Schooh maintenance ed mpital improvements progmm

U.S. Depaitmentof Housingand U,an Developmen!

through lhe Pueno R;co OJUce of ihe Commissioner of
MunicipalAtraiB - SBGP BlockG@t

Total irtergovmmental receivables

Intergovemmenlal payables:

$ 14.375

65,252

- 60,890

t.429,252

- - $ 14,375

65,252

60,890

1.429,252

- 162,408 t62,408

Uifines o choees fot senic.s:

Puerlo Rico Eleclric Poler Autho.iry-Eledic power consumplion 5 1.429.252

t73)24

56.194

69.355

Puearo Rico Trcasur) Depanment

Puedo Rico Waler dd Sew€rAuthority

Puerto Rico Laboraod Human Resources Depanmenl

Total iniergormmentd payables

- 4A.964 - 48,964

- 173,328

- 56-794

- 69,355

s 1,r28.729 - $ 1,128,729

s I.508.E79 60.890 48,964 162.408 S l,78l,l4l

This Space Has Been Inte tiohalb Left Blarrk
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8. Inter-fund Transactions

The composition ofall inter-fund balances at June j0. 2012
follows:

L:aj ot sov ernnent a t lrn.L' :
Communiry developmenr btock grant firnd
Capital improvements bond fund

Debt service fund

Olher govemmental tunds

Total

and for the fiscal year then

Du€/advances

fron other
governmental funds-

Cenerallxnd

ended is as

$ 18t,003

26,208

82

t14,9ss

$ 382,228

Transfers to:

General
fund

Capital

bond fund

Legislative
joint

fund

Other
governIllental

Total

funds

D€bt

fund
M aj o r sol'ernnent at fun ds :

General tund
Community development block grant fund

Other governmental fu nds

Total

s 26.1,784 141,3 13 25,6t9 879 2,452
19,700

$ 415,047
t9,700

220.8441.632 2t9.2t2
241.364 S

The principal purposes of inter-fund receivables and payables are to recognize in the general fund the
outstanding balance of loans receivable amounting to $26,208 which were granted to the capital
improvemeDts bond f,rnd to temporarily cover the cost ofcertain capital projects. In addition, inter-
fund receivables include the outstanding balances ofcertain loans gianted by the general fund to the
community development block grant fund and other non-major govemmental funds to temporarily
cover the payro,l and other operating costs of several federally and state fundcd programs amounting
to $181,003 aod $174,935, respectively.

The pdncipal purposes of inter-iind transfers are to recognize in the general fund certain non-
routinary cost reimbursements from the capital improvements amounting to $141,313 and various
intra-fund transfers amounting to S26,1,7E4.

Inter-fund receivables and payables represent the pending settlements ofthe aforementioned transfers,
which are considered by management to be fully realizable at June 30, 2012.

At June 30, 2012, the general fund reported advances (long-term inter-fund receivables) from certain
non-major capital projects funds amounting to $88,675. These advances among govemmental funds
have been reported at June 10, 2012 within due and advances fiom other funds and are not expected

$ 266,116 14r,313 25,619 879 67-<.591
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to be repaid within one year after year-end._ Accordingly, at June j0, 2012, the general fund reported
a. reservation of fund balances (nonspendable fund balance) amounting-to $;St,Sgg to properly
disclose the portion ofinter-fund receivables that are considered cunent a-vailable financial risources
at June 30,2012.

9. Capital Assets

Capiklassets activity for the fiscalyearended June 30,2012:

G ovemnent al act itit ies :

Capital assets, not being depreciared:
Land
Construciion in progress

Total capital assers not b€ing
depreciated/amortized

Capital assets, being depreciated:
Land improvemenrs

Buildings, strucrures, and improvemenrs
ln6:asauc1ure

Machinery and equipment, and
fumiture and fixtures

Licensed vehicles
Total capital assets, being depreciaied

Total €ost basis ofcapiralassers

A c anu I a r el dep ft c i at i o n :
Land improvem€nrs

Buildings, strudures, and ;mprovements
Inlrastmcture
Machinery and equipment, and

fumiture and fixtures
Licensed vehicles

Total accumulated depreciation
Net capitalassets

Balance at Additions/ Batance at
beginning of depreciation end of
fiscal year erpense fiscat year

$ 2.270,s14 $ 2,210,574
5,137,706 3.12t,0a6 8,858,792

7,.108.280 3.721,086 r I,129,J66

2.467,1t6
t2.493,230
t9.52',7 .',7 8t

1,783,424

3,880,160

88,785
2,898,581

169,2t4
216.036

2,467,tt6
12,582,0t5
22,426,362

r,952,638
4,156.196

40,151,71I 3,432,6t6 43.584.327
217,559,991 7.153,'702 54,?13.693

1.s23,363

3,2',74,340

4.M2,628

1.405,279

3,569,41I

64,298
255,735

778,880

t4l,80l
271.7 t5

1,587,661

3,530,075

8,821,508

1,547,080

3,84:.126
17.815,021 1.512.429 t9,327.450

s 29,744,970 5,64t.273 $ 35.386.243

This Space Hat Beefi b te tionally Left Blank
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Depreciation and-amon;zation expense was charged to functioDs in the accompanying govemment -
wide statement ofactivities as follows for the fiscal vear ended June 30, 2012i ' "

$ 331,876

78,347

91,850

73,596

733,912

General government

Public safety

Public housing and welfare

Health and sanitarion

Urban and economic development

Culture, recreation and education

Total depreciation and amortization expense s 1.5r2.429

10. Delerred Revenues

At June 30, 2012, defened revenues recorded in the GWFS and rhe GFFS are as follows:

Major gove.nnental furds

General

fund

Legislative
joint

fund

Other
governmental

Iunds

Total
governmental

funds

Statement

Measuruble and anal,oilable rcvenues:

Property taxes

Toral measumble and una!ailabte re\enuer

Uneanted retenues:

Municipal license taxes

Intergovemrnental gmnts and contributions

Totaluneaaed revenues

Total deferred revenues

67.708 67,708 $
61,',708 67,708

i29.890 529,890

4,91',1,124

r48,395

4.917,1241,825,9513,091,173

529.890 3,091,173 1,825,951 5.141,At4 5.065 5t9
$ 597,598 3,09t,173 5,5t4.',7221.825,951 $ 5,065,519

Tlris Space Eas Been lhtentionoll! Lel Blank
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11. Long-Term Obligatioas

The general long-term debt activity for the fiscal year ended June 30, 2 0 1 2 is as follows:

Balance at Borrowings

beginning of
fiscal year additions

Payments

deductions

Balance at Balance

due within

Bonds payable

Obligations under capital leases

Comp€nsated absences

Estimated liabilit] formunicipal solid waste

landfill closure and post-closure care cosrs

Total long ierm obligations

Historically, the general fund has been
capital leases, and any other long-term

a) Debt Limitalion

$ 7,633,000 I,113,000 (38s,000) 8,38r,000 $ s0t-900

1,597,345

9,s80,973 1,809.513

$ l8.8ll.ll8 2.qoa.8l2 rJ85.000, 2t.426. i0 S t,400,855

used to liquidate compensated absences, obligations under
liabilities other rhan bonds.

'- 
,,uro,u* 896,95;

- I1,390,486

The tr4unicipal Legislature is legally authorized to app.ove the contracting of debts of the
Municipality. Nevertheless, the laws and regulations ofihe Commonwealth oi puerto Rico also
provide that:

. Direct obligations ofrhe Municipality (evidenced principally by bonds and bond anricipariofl
notes) are backed by the full faith, credit and raxing power of the Municipality; and

. Direct obligations are not to be issued by rhe Municipaliry if the amount ofthe priocipat of,
and the interest oo, such bonds and bond anticipation notes (and on all bonds and notes issued
thereafter) which are payable in any fiscal year, together with any amount paid by the
Municipality in the preceding fiscal year on account of bonds or bond anticipation notes
guaranteed by the Municipality, exceed 10 perceDt ofthe total assessed value ofihe property
located within the Municipality plus the balance ofthe ad valorem taxes in the debt service
fund, for bonds payable and bond anticipation notes to be repaid with the proceeds of
proper$ raxe\ re{ricred for debr (en ice.

tn addition, before any new bonds are issued, the revenues of the debt service fund should be
sufficient to cover the projected debt service requirement. The Municipality,s available legal debt
margin amounted to $5.8 million at June 30, 2012, as published by th; covernment Development
Bank for Pueto Rico.

This Space Has Been I tentionally Left Btahk
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Bonds Palable

The Municipaliry issues general obligarion, special obligation and public improvemenr bonds to
tnance the acqutsttton, construction and improvement of capital assets, as well as, to finance
certain operating needs, including the payment to suppliers in certain circumstances.

The laws and regulations ofthe Commonweaith of puerto Rico provide that the Municipality,s
public debt will constitute a first claim on the available revenue oi the Municipality. public debt
includes bonds and bond anticipation notes. The good faith, credit and taxing power of the
Mun-icipality are irrevocably pledged for the prompt payment of the principal"and interest of
bonds.

As described in Note 4, the Municipality levies an annual additional special tax of l.g0 percent of
the assessed value ofpersonal and real property. The proceeds ofthis additional special ta-x are
deposited in a sinking fund established at GDB whereby sufficient funds are set aside to redeem
the bonds payable of the Municipality in minimum annual or semiannual principal and interest
payments. The collections ofthis special tax are recorded in the Municipality's debt service fund.

Ior financial reporting purposes, the outstanding balances ofbonds represent the total principalto
be repaid. Bonds payable is composed as follows at June 30, 2012:

Outstanding
amount

2006 serial bonds for the acquisition of major capital assets, original amount of
$465,000, due in annual principal installments ranging from $50,000 to $80,000; plus
interests due in semiannually installments at variabl€ mtes (4.50% at June 30, 2012)
th.ough July l, 2019. $

1995 serial bonds for the acquisition of major capital assets, original amount of
$515,000, due in annual principal installments ranging from $5,000 to 945,000; plus
interests due in semiannually installments at variable rat€s (7 _llo/o at ];une 30.2012)
through July l, 2019.

major capital
ranging from
variable mtes

80,000

280,000

550,000

2004 serial bonds for the acquisition, constructjon and improvement of
assets, original amount of 9725,000, due in annual principal installments
$15,000 to $75,000: plus interests due in semiannually installments at
(4.73o/o at l].jne 30,2012) through July, 1, 2024.

2002 serial bonds for the acqu;sition, construction and improvement of major capital
assets, original amount of $910,000, due in annual principal installments ranging from
$5,000 to $80,000; plus intercsts due in semiannually installments at variable rates
(4.50% at June 30,2012) through July l, 2026.
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Outstanding
amount

1999 serial bonds for the acquisition, constmction and improvement of major capital
assets, original amount of $1,525,000 due in annual principal installments ranging irom
$10.000 to $140,000 plus interests due in semiannually installments at uariablJ raes
(4.50% at June 30, 2012) rhrough July 1, 2019.

2004 serial bonds for the acquisition, construction and improvement of major capital
assets, original amount of $2j5,000, due in annual principal installments ranging from
$5,000 to $20,000; plus interests due in semiannually insrallments at variable mres
(4.'/1ya at l]lne30,20t2) through Juty t, 2029.

2008 serial bonds for the acquisition of major capital assets, original amount of
$2,905,000, due in annual principal installments ranging From g20,000 to g225,000; plus
interests due in semiannually installments at variable rates (1.6j% at June 30, 2012)
through July 1,2032-

2008 serial bonds for the acquisition of major capital assets, original amount of
$200,000, due in annual principal installments ranging from $5,000 to g15,000; plus
interests due in semiannually installments at variable rates (7 -63yo at l|Ille 30,2Ol2)
through July 1,2014.

2010 serial bonds for the acquisition of major capital assets, original amount of
$170,000, due in annual principal installments ranging from $20,000 to g35,000; plus
interests due in semiannuallv installments at variable rates (6.00% at June 30,2012)
through July I,2017.

2010 serial bonds for the acquisition of major capital assets, original amount of
$255,000, due in annual principal installmenrs ranging from 55.000 ; $20,000; plus
interests due in semiannually installments at variable rates (5.00% at June 30, 2012)
through July 1,2035.

2010 serial bonds for the acquisition of major capital assets, original amount of
$188,000, due in annual principal insrallmenrs ranging from $20,000 to $33,000; plus
inter€sts due in semiannually instailments at variable rates (6.00% at June 30, 2012)
through July 1,2017.

875,000

200,000

2.760,000

r00,000

150,000

250,000
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2010 serial bonds for the acquisition of major capital assets, original amount of
$l,l10,000, due in annual principal installments ranging from gl5,O00 to $95,000; plus
interests due in semiannually installments at variabl€ rates (6.00% at June 30, 2012)
through July 1,2015.

20ll serial bonds for the acquisition of major capital assets, original amount of
$325,000, due in annual principal installments ranging from $5,000 to $30,000; plus
interests due in semiannually installments at variable rates (6.00% at June j0, 2012)
through July 1,2036.

20ll serial bonds for the acquisition of major capital assets, original amount of
$325,000, due in annual principal installments ranging from $45,900 to $70,800: plus
interests due in semiannually installments at variable rates (6.00% at June 30,2012)
through July l, 2016.

2011 serial bonds for the acquisition of major capital assets, original amount of
$325,000, due in annual principat installmenrs ranging fiom $45,000 ro $75,000; plus
interests due in semiannually installm€nts at variable rates (6.00% at June 30,2012)
through July 1, 2018.

Totalgeneral obligation and public improvements bonds

This Space Has Been Intentional\: Left Blanh

Variable interest rates on serial bonds are reviewed periodically by GDB and are based on the
fluctuation of CDB'S weight€d average rate for its commercial paper program. Under this
program, GDB issues commercia, paper: (1) in the taxable and tax-exempt markets of the United
States of America, (2) in the Eurodollar market, and (3) to corporations having tax exemptions
under the Commonwealth's Industrial [ncentives Acts and, which qualifl, for benifits provided by
the former Section 936 ofthe U.S.IDtemal Revenue Code.

Outstanding
amount

1,095,000

325,000

401,000

405,000

8,381.000
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Annual debt service requirements ofmaturity for bonds payable are as follows:

Fiscal year

ending
June 30, Principal Interest Total

2013

2014

2015

2016

2017

2018-2022

2023-2027

2028-2032

2033-203 7

Totals

503,900

454,300

490,000

486,000

522,200

2,059,600

r,585,000

1,505,000

369.i90
520,526

490,758

458,955

427,086

1,660,s08

t.119,109

584,i29

873.290

974,826
980,7s8

944,955

949,286
3,720,i08
2,704.109

2,089;29
873,043775.000 98.041

8,381,000 5.728,704 t4,t09,704

At Jun€ 30,2012, accrued interest payable on bonds amounted to $173,193. Interest expense
paid on bonds amounred lo $l17.64q lor lhe fiscalyearended June tO,20l2

According to sections 103 and 148 to 150 ofthe U.S_ lntemal Revenue Code and sections 1.14g
to l-150 ofthe U.S. Treasury Regulation, the Municipality,s the tax_exempt boods are subject to
the arbitrage rebate requirements. At June 30,2012, the Municipality had no federal arbitrage
liability on bonds since int€rest income eamed from the investment of unspent bond proceeds
were made in bank deposits that generate yields lower than the rates applicable to the debt service
payments_

12. Municipal Solid waste Landfill Closure and post-closure Care Costs

The Municipality is legally responsible for closure and post,closure care costs associated with its
municipal solid-waste landfill. State and federal laws and regulations require the Municipality to
place a final cover on the Municipalif_v's solid waste landfill site when it st;ps accepting w;ste, and
to perform certain maintenance aod monitoring functions at the site for 30 years after closurc.

The Municipality has perlormed a study of the activities that need to be implemented at the
Municipality's landfill to guarantee the maximum yield of available space and to comply with
applicable state and federal regulations. Based on this study, the Muni;ipality has recognized an
estimated liability of$11,390,486 in the accompanying govemment-wide financial statements using
current costs allocated based on th€ actual landfill capacity at June 30, 2012. The ponion of the
estimated currenl costs to be incurred in future years is approximately $l.g million, which has not
been recognized yet in the accompanying govemment-wide financial statements. The net change in
the liability for the fiscal year ended June 30, 2012 was recorded in the accompanying government,
wide financial statements with a charge to health and sanitation expenses ;f $1,g09,513 io the
statement of activities. The current costs of landfill closure and post-closure at June 30,2012 is
$13.2 million.

70



coMMoNwf,aLTH oF PUERTo rtco
MUNICIPALITY of BARR"{NQUITAS
Notes to Basic Financial Statements

Fiscal Year Ended June 30,2012

Actual cosls may be different due to inflation, changes in technology, or changes in laws and
regulations. At June 30, 2012, the Municipality's landfill is still operating and its rcmaining
estimated useful life is approximately five (5) years. Approximately 86 percent ofthe Municipality's
total capacity has been used at June 30, 2012. However, the Municipality is currently evaluating
altematives for the exDansion of its solid waste landfill. The expansion would extend the useful life
for I yeaIs approximately.

The Municipality is required to demonstrate financial assurance for closure and post-€losure care.
However, at June 30, 2012, no assets or financial resources have been restricted to cover the future
costs associated with closure costs and post-closure carc-

13. Employees' Retirement Systems

a) Pldn Desc ption

The Municipality's employees participate in the Employees' Retirement System of the
Government of Puerto Rico and its lnstrumentalities (ERS), a cost-sharing multi-employer (as

related to the Municipality's reporting entity) defined pension plan established by the
Commonwealth and administered by the Retirement Systems Administration of the
Commonwealth of Puerto Rico. Substantially all full-time employees ofthe Commonwealth and
substantially all municipatities are covered by ERS under the terms ofPublic Act No. 447 of May
15, 1951, as amended (ActNo.447). All regular and temporary employees of$e Municipality
become plan members of ERS at the dat€ of employment, while it is optional for officers
appointed.

ERS memb€rs, other than those joining it alier March 31, 1990, are eligible for the benefits
described below:

Retirement AnnuiU)

ERS members are eligible for a retircment annuity upon reaching the following age:

Policemen and firemen:
50 with 25 yea$ ofc.edited service
58 with l0 years ofcredited service

Other employees:
55 with 25 years ofcredited service
58 with 10 years ofcredited service

ERS members are eligible for monthly benefit payments determined by the application ofthe
stipulated benefit ratios to the member's average compensation. Average compensation is
computed based oo the highest 36 months ofcompensation recognized by ERS. Ihe annuity,
for which a member is eligible, is limited to a mjnimum of $300 per month and a maximum
of75 percent ofthe average compensalion.

Me.il An uit)r

ERS members are eligible for merit a[nuiry- with a minimum of30 years or more ofcredited
service. The annuity for which the plan member is eligible is limited to a minimum of 65
percent and a ma\imum of ?5 percenl oI lhe average compensalion.
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. Delefted Retirerne tAnnuilf

A participating employee who ceases to be an employee of the Municipalilv after having
accumulated a minimum often years of credited senice qualifies for retirement benefits
provided his,fter contributions are left in ERS until reaching 58 years ofage.

. Coodinaled Plan

On the coordinated plan, by the time the employee rcaches 65 years old and begins to receive
social security benefits, the pension benefits are reduced by the following:

(a) $165 per month, if retired with 55 years ofage and 30 years ofcredited service.

(b) $ I I 0 per month, if retired w ith less than 5 5 years of age and 3 0 years of credited service.

(c) All other benveen $82 and $100 per month.

(d) Disab;lity annuities under the coordinated plan are also adjusted at age 65 and in some
cases can be reduced over $165 per month.

. Non-Coo inohn Plon

On the non-coordinated plan the participating employee and does not have any change on the
pension benefits upon receiving social security benefits.

. Rewdionary Annuil!

An ERS member, upon retirement, could elect to receive a reduced retirement annuity giving
one or more benefit payments to his/her dependents. The life annuity payments would start
after the death of the retiree for an amount not less than $240 per year or greater than the
annuity payments being received by the retiree.

. Occupational Disabilil! AhnuiO

A participating employee, who as a direct result ofthe performance of his/her o€cupation is
totally and permanently disabled is eligible for a disability annuity of 50 percent of the
compensation received at the time ofdisability.

. Non-occupational Disibil !* Annuit)

A participating employee, totally and permanently disabled for causes not related to his/her
occupation and with no less than l0 years of credited service, is eligible for an annuity of
1.50 percent ofthe ave.age compensation ofthe first 20 years ofcredited services, increased
by 2 percent for every additional year ofcredited service in excess of20 years.
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Death Beneftls

Occupalional:

(a) Ec4!y!!c-!p9c!9 annuity equal to 50 percent ofthe participaling employee's salary at
the date ofthe death.

(b) g!!!CIgg - $10 per month for each child, minor or student, up to a maximum benefit per

family of$100.

Non-occupational:

Egl9lEli4ry - the contributions and interest accumulated as ofrhe date of the death plus an

amount equal to the annual compensation at the time of the death.

Refunds

A participating employee *ho ceases his/her employrnent with the Municipality without the
right to a retirement annuity has the right to a rcfund of the contributions to ERS plus any
interest eamed thereon.

. Amendment to Act No. 447 effectire larrudry 1,2000 to cruale a Delined Contribulion Plan

On September 24, 1999, Public Act No. 305, an amendment to Act No. 447, was enacted to
establish a defined contribution plan, kno*n as System 2000, to cover employees joining
ERS on or afterJanuary 1,2000.

Employees that participated in the original plan as ofDecember 31. 1999, had the opportunity
to elect to either stay in the defined benefit plan or transfer to System 2000. Employees that
joined the Municipality on or after January 1, 2000, were only allowed to become members
ofSystem 2000.

System 2000 is a hybrid defined contribution plan administered by the Retirement Systems

Administration of the Commonwealth of Puerto Rico, also known as a cash balance plan.

Under this new plan, there is a pool ofplan assets, which is invested by the System, together
with those of the cost-sharing multi-employer defined benefit plan. Neither the
Commonwealth nor the Municipality guarantee benefits at retirement age. The annuity is
based on a fonnula which assumes that each fiscal year the employee's contribution (with a
minimum of 8.28 percent of the employee's salarJ up to a maximum of l0 percent) is
invested as instructed by the employee in an account which either: (l) eams a fixed rate based

on the two-year Constant Matudty Treasury Notes, (2) eams a rate equal to 75 percent ofthe
retum ofthe ERS' investment portfolio (net ofmanagem€nt fees), or (3) eams a combination
of both altematives. Participants receive periodic account statements similar to those of
defined contribution plans showingtheir accrued balances. Disability benefits are not granted
under System 2000, rather are provided to those participants that volunta ly elect to
padcipate in a private insurance long-term disability program- The employers' contributions
(9.28 percent of the employee's salary) with respect to employees under System 2000 will
continue and will be used to fund the cost-sharing multi-employer defined benefit plan.
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System 2000 reduced the retirement age lrom 65 years to 60 for those employees whojoined
the current plan on or after January l, 2000.

Historically, the state govemment of the Commonwealth of Puerto Rico has reported ERS

and System 2000 in its basic financial slatements as pension trust funds. Accordingly, the
Commonwealth is currently assuming any actuarial deficiency that may exist or arise related

to the Municipality's participating employees because ERS does not allocate to the

Municipa,ify any actuarial deficiencies pertaining to participating municipal employees. The
Municipality is only required by law to make statutory contributions at the rates detailed
below.

. Recent Amefidments to Act No.447

The Senate and the House of Represefltatives ofthe Commonwealth of Puerto Rico have the
authority for establishing or amending the contribution requirements of System 2000 by
approving the necessary amendments or laws, subject to the final approval ofthe Govemor of
the Commonwealth of Puerto Rico.

In June and July 2003, the Govemor of the Commonwealth signed three Public Acts that
provided the following certain benefits to retirees:

(a) Increase in minimum monthly pension payments to $300, effective January 1,2005.

(b) Triennial3 percent iocrease in all pensions, effective January I, 2005.

(c) Increase in widow and/or beneficiaries to 50 percent of the benefit received by the

deceased pensioner, effeclive January l, 2005.

AII the benefits granted will be funded through budgetary assignments in the Municipality's
general fund with respect to its retired employees.

The Board of Trustees of ERS approved, effective November 17, 2003, an increase in the

amount granted on personal loans to participating employees from $3,000 to $5,000.

b) Funding Polic!

The contribution requirement to ERS is estab,ished by law and is not aduarially determined.

These contributions are as follows:

This Space Has Been Inlenlionall! Lefl Blank
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Municipality and other employers 9.28 percent ofapplicable payroll

Employees:

Coordination plan: 5.78 percent of gross salarv up to
$6,600 per year, plus 8.28 percent
goss salary in excess of$6,600.

8.28 percent ofgross salary. This
is the only choice available to
policemen, fir€men and mayors

Supplementation plan:

The contribution requirement to System 2000 is also established by law and is not actuarially
determined. These contributions are as follows:

Municipality and other employers 9.28 percent ofapplicable payroll

Employees: 5.78 percent of gross salary up to
$6,600 per year, plus 8.28 percert
of gross salary in excess of
$6.600.

Drring the fiscal years ended June 30, 20t0, 2011 and 2012, rhe Municipality and the
participating employees contributed I00 percent ofthe required contributions to EiS and System
2000. The combined actual conrributions made by the Municipality and its parricipating
employees to ERS and System 2000 (which equal the required contribution amounts) were as
lollows during the last three fiscal years:

Fiscal year ended

June 30,
Employee

contributions

2010

201 l

2012

The above actual employer contributions for the fiscal years ended June 30, 2010, 201 l, and 2012
include the employer contributions to System 2000 amounting to $32,840, $26,678 and $25,940,
respectivel). In addition, the above actual employee contributions for the fiscal years ended June
30,2010,2011, and 2012 include the employee contributions to System 20OO amounting to
$29,774, $26,555 and $22,995, respectively.

Theauthority under \rhich obligations to contribute to ERS and System 2000 by the plans' members,
employers and other contributing entities (i.€., state or municipal contributions) are established or
may be amended by law by the House of Representatives, the Senate and the Govemor of the
Commonwealth of Puerto Rico.

Employer
contributions

281,638 247,798

345.793 313,701

346,976
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Readers can obtain copies ofthe audited basic financial statements (GAAP basis) ofERS and System
2000_by writing to Mr. H6ctor M. Mayor Kauf&nan, Executrve oirector of ttre netirement svstems
Administration of the Commonweatth of pueno Rico (rhe entity that adminis,"., iia ;;;1il;;
2000) at PO Box 42003, Minillas Station, Sanrurce, puerto Rico 00940.

14. Commitments and Colting€ncies

The Municipality is defendant in various legal proceedings pertaining to mafters incidental to the
performance of routine governmental operations. Under Fublic Actio. 104 ofJune 25, 1955, as
amended, persons are authorized to sue the Municipality only for causes of actions set tbrth in said
Act to a maximum amount of 975,000 or g150,000 if it inv;lves actions for damages to more than
one person or where a single injured parq, is entitled to several causes of action. Under certain
circumstances, as provided in Public Act No. 9 ofNovember 26, 1q75, as amended, the Municipality
may provide its officers and emplo),ees wirh legal represenraiton as .ell as assume the payment of
any judgment that may be entered against them. There is no limitation on the paymint of such
.judgments.

with respect to pending and rhreatened litigation, rhe Municiparity has not reported liabiriries for
awarded or anticipated unfavorable judgments as olJune 30, 2012. Management believes that any
unfavorable outcome in relation to pending or threatened litigation would no'i be material to the basic
financial statements taken as a whole, ifany.

The Municipality has repo.ted outstanding encumbmnces amounting to g65l,5gg in the general fund
at June 30. 2012- The Municipality intends to honor these encumb;ances, which will continue to be
liquidated under the currentyear's budget during a lapse period that extenjs into the subsequent fiscal
year.

As of June 30, 2012, the Municipality has several outstanding or planned non_cancelable
construction projects ofwhich g I.5 million have been already incurred and paid as of June 30, 2012
and.$0.5 million remains outstanding to incur through the end ofeach project. These projects are
evidenced by contractual commitments with contractors and are accounted ior in the capitar projects
fund.

The Municipality receives financial assistance from the federal Govemments ofthe united states of
America and the Commonwealth in the form of grants and entitlements. Receipt of grants is
generally conditioned upon compliance \rith terms and conditions of the grant agreements and
applicable_federal laws and regulations, including the expenditure of resources-for eligibre purposes.
Accordingly, expenditures financed by these pro$ams are subject to financial and coipliance audits
by the approp ate gmntor. Disallowance as a result ofthes; audits may become liabilities ofthe
Municipality. The Reports on Conpliance and Internal Control in Aciordance with Goyemment
Auditing Stdndards dnd the Req irements ofOW Circular A-133,,fotthe 6scal year ended June 30,
2012, disclosed various instances of noncompliance with applicable laws and regulations and with
intemal accounting and administrative controls. Ifexpenditures are disalloweil duJto noncornpliance
with grant programs regulations, the Municipality may be required to reimburse the granior the
disallow-ed amoxnts. Management believes rhat the Municipality will be able to comply with the
terms ofcorrective action plans that may be requested by the f;der;l grantors, ifany.
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Fiscal Year Ended June i0,20t2

15. Fuld Balatrces, Net Assets and Prior-Period Adjuslmetrt

As ofJune 30 2012, fund balance is comprised ofthe following:

Capital Other
improvemerts Debtservice governmental

General furd bond fund fund funds Totat

Long+erm inter-tund loans S 88.675

Debt service

Capital projects

Urban and econom;c development
Public safety
Public housing and welfare
Cukure, recreation and educarion

Assignedfor:
Encumbmnces:

General govemment
Unarsigned

Totalfund balances

2.153.109
- 2,262.589

- $ 88,675

- 2,153,109
- 483,686 2,716,27s
-2626
- 283 283
- 184,966 184,966
- 46a 468

651,588 - 651,588
<gir l{1 _ SAiilt)

5 6,6-i,6t5 ,.262.i80 2.t51.t09 009.429 $11.158742

This Space Has Been lntentionallJ Left Blank
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MUNICIPALITY oF BARRANQUITAs

Budgetary Comparison Schedule - General Fund
Fiscal Year Ended June 30, 2012

Actual Valimce
amounls wilh final

(budsetary budset-
Orisi.al Final basis-Note l) ove.(unde.)

Municipal lice.se taxes
Construction excise td€s
Sales a.d use hxes

Total tax revenues

In eqovehmental granls and contributions,
Inleresls on deposits

Charges for sewices

Miscellaneous rev€nues

Total rcvenues

E4enditar€s:

Geneml govembent

U.ban and economic development

Health and saniladon

Public safety

Public housing and welfai€

Cultur€, rc.eation and educarion

Principal

Capital oullays

Total qp€nditufes

Revenues over (tjder) exp€nditures

Othcr finrDcing sourc€s (86):
Prior yei!'s budgetar/ cash suQlus readj ustment

Tmnsfen fiom other firds
Tmnsfe6 to other tunds

Total oth€r financi g sorces, net
Revenues and other fi@cing sources

over expenditures and other fintucing uses

$ 7.005,337 7.005.3t7 7.005.337 $
480.000 801.427 806.500

50,000 t79,502 188,938

5.073

9,436
350.000 510.725 609.654 98,929

7.885,337 8.496,991 8.6t0..129 I13.4i8
t )71.t2i

100,000

136,000

102,500

r.4t 1.i77
18.1.678

30i.906

240_4i,7

t,295,0t9
229,9t4
371,206

256,005

(r r6,358)
45,236

67,300

I5,968
9,594.962 10,6t6.988 10,762,5?3 125.585

4,482,693

1,t47.6t 1

1,358,067

938,503

171,082

499,098

5,376,638

1,497,595

1,530,064

938,503

873,682

574,598

4.692.687

i,253,889
1,380,623

749.800

737,342

422.457

(68r,951)
(243,706)
( 149,441)
(188,703)

(r36,340)

(1s2,141)

397,908 397,908 197,908

9.594.962 ll.188.988 9,634,706 0.55,1.282)
- (552.000) 1.127,867 1,679,867

552.000 (5s2,000)
i115.047 ,135,047

' - (266.416) (266,:116)

- 552,000 t68,631 (:83,169)

1,296,498 $ 1,296,498

The rcconpdhyihg notes to the b6X J'inohcial naknents arc iktegat pa4 afthis statenent_
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Schedule ofExpendirures of Federal A*,ards
June 30,2012

Federal CFDA
Number

Pass-through
Grantor's Number Expenditures

U.S. Deparhnent of I{ousing and Urban
Developm€nt

Section 8 - Housing Choice Voucher

Pass{hrough of the State-Office of the
Depaftment of the Family Homeless
Prevention and Rapid Rehousing Program

Passrhrough of the State-Office of rhe
Municipal Affairs Commissioners -
Community Development Block
Gmnt/State - Administer Small C;ties

Total U.S. Department of Housing
and Urban Development

U.S. Departm€nt of Agriculture

Pass-through of the Puerto Rico Elderly
Commission - Food Distribution-Child
and Adult Care Food Progmm

Total U.S. Department of Agriculture

U.S. Department of [nerg/

Passlhrough of the State-Administration
of Energetic Affairs - Energy
Efficiency and Conservation Block
Grant

Total U.S. Department ofEnergy

U.S. D€partm€nt ofHomeland Secu ty

Pass-through ofthe Governor's Office -
Disaster Crants - Public Assistance

Total U.S. Department of Homeland
Security

14.871

11.257 *

14.22.8

t0.5 i8

RQ-060-VO

20t t -000227

N/A

0013A,001

AB 2010-00329S
FC 20r0-003546

r66,r59

8 r9,s79

1,881,6,{9

$ 897,91i

112,172

i2,t72

81.128 +

105,300

293.65097.036
FEMA I9I9
FEMA - 4017
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CoMMoNTEALTH oF PUERTo RIC0
MUNICIPALTTY OF BARR{NQUITAS

Schedule of Expenditures of Fedeml Awards
June 30,2012

- U.S. Department of Health and Human
Services

- Pass-through of Puerto Rico Family
Departement Child Care

_ O"velopmenr Block Grant 93.5j5 241_2011_00016 44,682

Total U.S. Department of Health and

_ 
numan Services 44,6g2

Total Federal Financial Assistance

+ American Recovery afld Reinvestment Act Funds
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COMMONWEALTH OF PUERTO RICO
MUNIcIPALITY oF BARR{NQUITAs

Notes to Schedule ofExpenditures ofFederal Awards
June 30,2012

General

The accompanying schedure ofExpenditures ofFederal A,,!ards incrudes the federal srant activitv of
the Municipality of Barranquitas of the Commonwealth of puerto Rico and is pr"esented on'the
arcrual ba5i< ofaccounring. lheMunicrpaliq olBarranquiras reponing entiry rsdeiinedinNote lto
the Munrcrpalir) s general purpose financial statements. The information in this schedule is
presented in accordance with the requirements of OMB Circular A,ll3, Audits of States, Local
Governments, and Non Profit Organizations, therefore, some amounts presented in this schedule may
differ from amounts presented in or used in the prepamtion ofthe basic financial statements.

Relationship to General Purpose Financial Statements

Expendiiures of the federal awards as reported in the Stat€ment of Revenues, Expenditures and
Changes in Fund Balances-Govemmental Funds, are included within the Major Govemmental Funds
and Nonmajor Govemmental Funds. The reconciliation between the eipenditures in the basic
financial statements and expenditures in the Schedule of Expenditures oi Federal Awards is as
follows:

Expenditures in the Basic Financial Statements

2.

Major Governmental Funds
Nonmajor govemmental fu nds

Less: Non-federal expenditures

Total expenditures in the Schedule of
Federal Auards

$ 14,380,615
3,670,0409
18,050,684

(18,61 I,231)

$ r/3e,1!l
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Report otr I[ternal Conlrol over Financial Reporting aDd on Compliance and other matters
Based on an audit ofFinancial Statements performed ir accordance with

Government Auditing Standards
June 30,2012

To the Honorable Mayor
and the Municipal Legislature
Municipalit-v of Barranquitas
Barranquitas, Puerto Rico

We have audited the accompanying financial statements ofthe govemmental activities, each major fund,
and aggregate remaining fund information ofthe Municipality of Barranquitas ofthe Commonwealth ot'
Puerto Rico as of and for the year ended June 30, 2012, which collectively comprise the Municipality,s
financial statements and have issued our report thereon dated November j0, 2012. 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 Goyemnental Auditing Standa s, issued by the
Comptroller General ofthe United States.

Internal Control O!er Financ;al ReDortinp

Management ofthe Municipality ofBarranquitas ofthe Commonwealth of puerto Rico is responsible for
establishing and maintaining effective internal control over financial reporting. In planning and
performing our audit, we considered Municipality's intemal control over financial reporting as a basis for
designing our auditing procedures for the purpose ofexpressing our opinion on tlre financial statements,
but not for the purpose of expressing an opinion on the effectiveness ofth€ Municipality of Barranquitas
ofthe Commonwealth of Pue.to Rico intemai control over financial reporting. -{ccordingly, wedo not
express an opinion on the effectiveness ofthe Municipality's intemai control over financial reporting.

Our considemtion of intemal control over finaDcial reporting was for the limited purpose described in the
preceding paragraph and was not designed to identiry atl deficiencies in intemal control over financial
reporting that might be significant deficiencies or material weaknesses and therefore, there can be no
assurance that all deficiencies, significant deficiencies, or material weaknesses have been identified.
However, as described in the accompanying schedule of findings and questioned costs, we identified
certain deficiencies in intemal control over financial reporting that we consider to be material weaknesses
and other deficiencies that we considerto be significant deficiencies.

A deficiency ifi i,ttemal contol exists when the design or operation of a control does not allow
management or employees, in the normal course of performiDg their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A material v,eakness is a deficiency, or a combination
ofdeficiencies, in intemal control such that there is a reasonable possibility that a material misstatement
ofthe entity's financial statements will not b€ prevented, or detected and corrected on a timely basis. We
consider the deficiencies described in the accompanying schedule of findings and questioned costs to be
material weaknesses as item l2-01.

PO Box 191503, Son JLpn, hlgro Rbom9t9-1503 IEL 707-603-t600



Complianc€ and Other Mafteri

As part of obtaining reasonable assurance about whether Municipality of Barranquitas of the
Commonwealth ofPuerto Rico financial sratements are free ofmaterial misstatement, we performed tests
of its compliance \rith certain provisions of laws, regulations, contracts, and grant agreements,
noncompliance with which could have a direct and material effect on the determination of financial
statement amounts. Ho*ever, providing an opinion on comptiance with those provisions was not an
objective of our audit, and accordingly, we do not express such an opinion The results of our tests
disclosed instances ofnoncompliance or other matters that are required to be repofied nnder Goremment
Auditing Stdndards and which are described in the accompanying schedule of tindings and quesrioned
costs as item 12-02.

We noted certain matters that we reported to management of the Municipality of Bananquitas of the
Commonwealth of Puerto Rico, in a separate Ietter dated November 30, 2012.

The Municipality of Barranquitas of the Commonwealth of puerto Rico response to the findings
identified in our audit is described in the accompanying schedule of findings and questioned costs. We
did not audit Municipality's response and, accordingly, we express no opinion on it.

This report is intended solely for the information and use of the Municipality,s managemeng municipal
legislaturc, and federal awarding agencies and pass-through entities and is not intended to be and should

Toa Alt4 Puerto Rico
November 30- 2012

W- ls'
Stamp No. 25967,+8

was affixed to the
original report.
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Report on compiiance with requirements applicable to each major program and on
Illternal Control over compliance in accordance witl OMIi Ciicut-ar l-fj3

June 30. 2012

To the Honorable Mayor
and the Municipal Legislature
Municipality of Bananquitas
Baranquitas, Puerto Rico

Compliance

We iave_ audited the Municipalit_\ of Bananquitas of the Commonwealth of pueno Rico (the
Municipaliq/) compliance with the types ofcompliance requirements descrlbed;n the OMB Circuldr A_
133 Conpliance Supplement that conld have direct and material effect on each of the Municipality of
Barranquitas ofthe commonwearth of puerto Rico major federar programs for the year ended June i0,
2012. Municipalit) s major federar programs are identified in the sum;ary ofAuditor's Resurrs secrion
ot the accompanyiog schedure of Frndings and euestioned costs. cornpliance with the requirements of
Iaws, re.gulations, contracts, and grants applicable to each of its major federal programs is the
rcsponsibility of Municipality's management. Our responsibility is to express an opinion on
Municipality's compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted io the
united states of A-merica; the standards applicabre to financial audis c ontainei in Goiemmeit Autliting
Sland.rdr, issued by the Comptroller General of the Unired Stares; and OMB Cjt(rdat A-133, Audib ;l
States, Local Goyemments, and Non-proft Organizations. Those standards and OMB Circular A-133
require that we plan and perlorm the audit to obtain reasonable assurance about whether noncompliance
with the types ofcompliance requirements referred to above that courd have a direct and matedai effect
on a major federal program occurred. An audit includes examining, on a test basis, evidence about
Municipality's compliance with those requirements and performing such other procedures as we
considered necessary in the circumstances. we believe that our audit provides a reasonable basis for our
opinion- Our audit does not provide a legal determination of Municipality,s compliance with those
requirements.

As described in item 12-02 in the accompanying Schedule of Findings and euesrioned Costs, the
Municipality of Bananquitas of the Commonweatth of puerto Rico, did;or comply with requiremenrs
regarding cash management that are applicable to its Community Development Block Grant State
ProSram. Compliance with such requirement is necessary, in our opinion, for the Municipality, to comply
with the requirements applicable to thar program.

In our opinion, except for the noncompliance described in the preceding paragraph, the Municipality of
Barranquitas of the Commonwealth of puerto Rico, complied, in uti .ut"ii"t respects, with the
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compliance requirements referred to above that could have a direct and material effect on each of its
major federal programs for the year ended June 30, 2012.

lntemal Control Over Compliance

Management of Municipality of Barranquitas of the Commonwealth of pueno Rico is responsible for
establishing and maintaining effective ,ntemal control over compliance w;th the requireme;ts of laws,
regulations. contracts, and grants applicable to federal progmms. In planning and perlorming our audit,
we considered Municipality's intemal control over complianc€ uith the requirements that could have a
direct and material effect on a major federal program to determine the auditing procedures for the purpose
of expressing our opinion on compliance and to test and report on internal control orer complianie in
accordance with OMB Circular A-113, but not for the purpose of expressing an opinion on the
effectiveness of intemal control over compliance. Accordingly, \re do not express an opinioo on the
effectiveness ofthe Municipality's intemal control overcompliance_

Our consideration of intemal control over compliance was for the limited purpose described in the
preceding paragraph and was not designed to identifo all deficiencies in intemal control over compliance
that might be significant deficiencies or material weaknesses and therefore, there can be no assumnce that
all deficiencies, significant deficiencies, or material weaknesses have been identified. However, as
discussed below, we identified certain defici€ncies in intemal control over compliance that we consider to
be material weaknesses

A delciency in inlemal contol oter compliance exists when the design or operation of a control over
compliance does not allow managemenl or employees, in the normal course ofperforming their assigned
functions, to prevent, or detect and corect, noncompliance with a type of compliance requircment of a
federal program on a timely basis. A naterial neakness in intemal control owr compliance is a
deficiency, or combination of deficiencies, in intemal control over compliance, such that there is a
reasonable possibiliq, that material noncompliance with a type of compliance requirement of a federal
program will not be prevented, or detected and corrected, on a timely basis. We consider the deficiencies
in intemal control over compliance described in the accompanying schedule of findings and questioned
costs as items 12-01 to be material weaknesses.

A signi|icant dertciency in internal control over compliance is a deficiency, or a combination of
deficiencies, in int€rnal control over compliance with a qpe of compljance requiremenr of a federal
program that is less severe than a materiai weakness in intemal control over compliance, yet important
enough to merit attention by those charged with govemance- We consider the deficiency in intemal
control over compliance described in the accompanying schedule offindings and questioned costs as item
12-02 to be a significant deficiency.

Municipality's responses to the findings identified in our audit are described in the accompanying
Sch€dule of Findings and Questioned Costs. We did not audit the Municipality,s responses and,
accordingly, we express no opinion on the responses.
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This report is intended solely for the information and use ofthe Muoicipality's management, Munjcipal
legislature, and federal awarding agencies and passthrough entities and is not intendei to be and should
not be used by anyone other than these specified parties.

Toa Alta, Puerto Rico
November 30. 2012

StampNo. 2596749
was amxed to the
originalreport.

W- ls'
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Finatrcial Strtements

Type of auditors' report issued:
Intemal control over financial repofting:

Material weakness (es) idenrified?
Signifi cant defi ciency (ies) idenrified

not considered to be material weakness?

Noncompliance material to fi nancial statements
noted?

Fed€ral Awards

Intemal Control over major programs:
Material weakness (es) identified?

Signifi cant defi ciency (ies) idenrified
not considered to be material weaknesses?

Type ofauditor's report issued on compliance
For major programs:

Any audit findings disclosed that are required
to be reported in accordance with
Circular A-133, Section .510(a)?

Identifi cation of major programs:

CFDA Number(s)

14.228
r,1.871

Dollar threshold used to distinguish
Between Type A and Type B programs:

Auditee qualified as low-risk auditee?

Co!IMoNwEALTH oF PUERTO RIco
MuNIclpALITy or BARR{NeuITAs

Schedule ofFindings and Questioned Costs
June 30,2012

Unqualified

X veq

X ves

X ves

X none reported

no

yes X none reported

Qualified

X yes

Name ofFederal Proeram or Cluster

Community Development Block Crant/Small Cities
Section 8 Housing Choice Vouchers

$300.000

yes X no
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CoMMoNwEALTH oF PUf,RTo RICo
MUNICIPALITY oT BARRANQUITAS

Schedule ofFindings and euestioned Costs
June 30,2012

Section II - FINANCIAL STATEMf,NT FINDINGS

The current year findings and questioned costs were
discussed with the Municipality's management which
generally concurred with our comments and
recomm€ndations. The Municipality of Barranquitas of
the Commonwealth of Puerto Rico will respond to the
following findings through rhe issuance of a separate
letter addressed to the Cognizant Agency_

12-01 DtrFICIf,NCIf,S IN THE UNIFOR]I,I ACCOI]NTING SYSTf,M AND OTHtrR
ACCOI]NTING RXCORDS

The uniform Accounting system (uAS) and the accounting records cunently used by the Municiparity do
not have the necessary capabilities, procedures, intemal controls and records to ens;re accurate financial
reporting and to prepare the Municipality's basic financial statements and federal programs,reports in
conformity with Accounting Principles Generally Accepted in the United States ofAmerica for State and
Local Govemments (CAAP). The UAS is a system promulgated b), the OIfice ofthe Commissioner of
Municipal Affairs ofPuerto Rico (OCAM, by its Spaflish acronvms), a governmental entiry created by la,
to provide technical assistance to the municipalities of puerto Rico in several administrative and fiscal
matters.

The Municipalit)'s UAS mostly provides for the recording ofrevenue colrections, disbursements and other
limited transactions. In addition, the accounting records are not fully integrated, and a double entry system
is not generally followed. Accounting records are maintained on the casi basis and budgetary accounting
bases (two accounting bases that differ significantly ftom GAAp) and do nor comply with Starement No.
34 ofthe Govemmentai Accounting Standards Board (GASB 34), as amended.

The following specific add;rional conditions were noted in relation to the UAS ofthe Municipality:

. Account;ng transactions are curently accounted for simultaneously through manual and
computerized accounting systems for which no reconciliation procedures are made among them,
including the accounting records currently used by federar progiams rvhich are not reconcired with
the UAS. The balance sheet accounts in the UAS are not reconciled and adjusted to conform them
to the Municipality's audited basic financial statements.

r The UAS does not have the capabilities of: (1) disringuish benveen expenditures (expenses)
incurred and encumbered, (2) recording and processing all types of capital asset transactions,
principallythe accounting ofdepreciation and amortization expense, (3) ricording and processing
all transaciions related to revenues susceptibie to accrual (accounts receivable) and, (4j recording
and processing transactions related to longterm debt, including bonds and noies payablel
obligations under capital leases, resenes for federal cost disailo.rvances, Iegal claims and
judgments, compensated absences, estimated liability for municipal solid waste landfill closure
and post-closure maintenance costs, etc,

88



COMMoNWEALTH oF PUERTo RICo
MUNIcIPALITY oF BARR{NQUITAs

Schedule ofPindings and Questioned Costs
June 30- 2012

. No adequate year-end closing procedur€s are made to account for all tmnsactions affecting all
funds-

. No adequate segregation is made between items r€presenting actual accounts payable and those
representing outstanding encumbrances. Accordingly, material amounts of unrecorded liabilities
are generally recorded at fiscal year-end.

. The management ofthe federal programs administered by the Municipality maintains separate
accounting records for each federal program, which are not reconciled with the UAS (the official
accounting system of the Municipality).

. No adequate and complete accounting records are kept for inter-ftnd balances and transactions_

. The audit adjustments resulting from Single Audits are not completeiy posted in the UAS.

The basic financial statements of the Municipality must be prepared using the financial information
obtained from various municipal departrnents and accounting records outsiale of the official UAS, and
from infomation obtained from regulators and independent third parties. In addition, the Department of
Finance does not maintain accounting records and working papers supporting the balances and disclosures
r€ported in the basic financial statements, principally those related to govemment-wide financial reporting.

The Department of Finance does not maintain accounting records supporting fie following procedures
perfbrmed as part ofthe preparation ofthe basic financial statements ofthe Municipality:

. The conversion of accounting records from the cash basis of accounting to the modified accrual
basis ofaccounting used by govemmental funds;

. The conversion of govemmental funds from the modified accrual basis to the accrual basis of
accounting used by govemment-wide financial statements; and

. Working papers and analyses of significant balances reported in the basic financial statements,
such as capital assets, accounts receivable (municipal licenses, grants and contributions, etc.),
deferred revenues, accounts payable, and long-term obligations (for which the general p.actice is
to rely upon the notifications received from the Govemment Development Bank for puerto Rico,
the Puerto Rico Treasury Department, the Federal Govemment and the Municipal Revenue
Collection Center for the balance of irs outsranding debr and the withholding for its debt service).

CRITERIA:

Article 8.010(b) of Law No. 8l of Augusr 30, 1991, known as the Autonomous Municipaliries Act of
Puerto Rico (La\\ No.81), states that the Municipaliry must maintain its fund accounting in accordanci
with Accounting Principles Generally Accepted in the United Srates ofAmerica (GAAP), as promulgated
by the Govemmental Accounting Standards Board (GASB), the National Committee on Govemmental
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Schedule ofFindings and euestioned Costs
June 30, 20i 2

Accounting (NCGA) and the Govemmental Accounting, Auditing and Financial Reporting book
(commonly known as BIue Book).

In addition, Article 8.010(c) oflaw No. 8r states that uniform accounting system used by the Municiparity
must: (l) produce reliable repo.ts and financial statements, (2) providi complete information abo;t the
results of operations of the Municipality, and (3) include the nicessary intemal controls to account all
funds, capitalassets and other assets ofthe Municipality.

Due to the conditions referred to above, the preparation ofthe Municipality's basic financial statements as
ofand for the fiscal year ended June 30, 2012 was more difficult and less eflicient than would have been in
ordinary circunstances. A significant amount ofadjusting entries had to be made to the financial data and
reports processed through the UAS in order to properly account for unrecorded transactions and to correct
transactions recorded in the wrcng accounting period. since the accounts and other accounting records of
the UAS are not designed to provide all the information necessary to prepare the MunicipJity,s basic
financial statements, the Municipality had to obtain and process financial data from seveml sources outside
the UAS. These conditions represent material weaknesses in the Municipality,s intemal controls over
financialr€porting.

CAUSE AND EFFECT:

These conditions occurred because the accounting system currently used by the Municipality has not been
updated in over 15 years and, accordingly, the Municipalit) has not implemented an accounting system in
compliance rvith the current accounting mod€l established by GASB Statement No_ 34, as amended. The
continued failure to have an adequate accounting system does not allow the Municipality to have timely
and accurate financial information for its decision making process. In addition, financial reporls prepared
may have errors or omissions that will affect future financial decisions. Another effect is the use of
inaccumte financial information as a base fo. the preparation of annual budgets, which, therefore, may
result in budgetary compliance problems.

RECOMMENDATION:

We recommend the Municipality to explore different altematives for the implementation of a new
accounting system in compliance with all applicable federal and local laws and regulations. This process
should include only accounting sysrems that will enable rhe Municipality to prcpare its basic financial
statements in a timely mannerand in conformity with CAAP. The systems to be evaluated must provide
the necessary financial information that will serve as the basis for the effective control of revenues,
disbursements, assets and liabilities, and the reporting of such items in the Municipality,s financial
statements, including:

The implementation ofa double entry accounting svstem, the integration ofall subsidiary ledgers
and the reconciliation with the records maiDtained for federal funds;

The preparation ofperiodic financial reports to be submitted to the Director offinance, the Mayor,
the Municipal Legislature and the federal grantor; and
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Adequate training to all accounting personnel to improve the understanding of the system and to
promote operational effi ciency

* The Department of Finance must establish and document new accounting policies and procedures
addressed to correct the non'compliance situations r€ferred to above. Accounting policies and procedures
shall be promulgated by an appropriate level ofmanagement to emphasize their importance and authority.

- The documentation ofsuch accounting policies and procedures shall be updated periodically according to a
predetermined schedule.
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Section III - Federal Award Findings and euestioneal Costs
Program
SBGP
CFDA No. 14.228

Findin gs,Noncomplialce Recommendations
r2-02 FEDtrRAL CASH MANAGEMENT SYSTEM

Statement of Condition:

The Municipality has not esrablished effective cash
management procedures. During our review of the
request of funds performed during the year, we noted
the following defi ciency:

a. From 73 request offitnds perlormed during the 201l -
2012 fiscal year amounting to $731,353,48 (66%)
disbursements amounting to 9663,652 maintained a
delay of 3 days or more between the funds receipt date
and the disbursement date.

Criteria:

Progmm gmnt agreement established that ,lhe
Municipality minimize the time elapsing between the
receipt and the disbursement offunds. Such period shall
not exceed three (3) days".

Cause and Effect:

This condition arose because the Municipality has not
implemented specific intemal controls and procedures
designed to minimize the time elapsed between the time
when drawdowns are made and the subsequent time when
disbursement of federal funds are carried out. This
condition increases the isks ofavoidable interest income
and instances of idle cash balances in the p.ogram,s bank
accounts.

Recommendation:

In accordance with federal regulations, the Municipality
should estimate drawdown's of Federal funds as closely
as possible to the actual disbursements. The Municipality
should established procedures to minimize the time
elapsing between drawdown's and disbursements.

Ouestioned Cost

NONE

Total questioned costs
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The following schedule contains the finding number and title of each of the findings
included in the Repoft on Compliance and on Intemal Conhol Based on an Audit of
General Purpose Financial Statements Performed in Acco.dance wilh Govemment
Auditing Standards for the Fiscal Year ended June 30, 2011. Under rhe heading
Corrective Action Taken there will be the following:

FR- FulJy resolved (indicating the co.rective action plan was fully
implemented).

PR- Partia:ly resolved (indicating the corrective action plan was
partially implemented and the finding repeated in fiscal year
20t t-2012).

NR - Not resolved yet. Finding repeated in fiscal year 201l-2012.

Finding Corrective
Number Title Action Taken

l1-01 Deficiencies in the Uoiform Accounting System and NR
olher Accounring Records

1l-02 [nadequate documentation of monitoring and FR
fraud pre\enrion acri\ itie.

93



CoMMoNVEALTH oF PUf,RTo RIco
MUNIcTPALITY oF BARRANQUITAS

Summary schedule of prior years audit fmdings
Fiscal Year 2010-201 I

June 30,2012

The following schedule contains the finding number and titie of each of the findings
included in the Report on Compliance with the Requirements Applicable to Each Major
Prcgran and lntemal Control over Compliance in accordance vr'ith OMB Circular A-133
for the Fiscal Year ended June 30, 2011. Under the heading Conectjve Action Taken
there will be the following:

FR- Fully resolved (indicaring the corrective actio, plan was fully
implemented).

PR- Partially resolved (indicating the corrective action plan was
paitially implemented and the finding repeated in fiscal year
2011-2012).

NR - Not resolved yet. Finding repeared in fiscal year 2011-2012.

Title
Finding
Number

1l-03 Financialreporring

I1-04 Federal cash ma[agement system

Corrective
Action Taken

FR

NR
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The following schedule contains the finding number and title of each of the findings
included in the Report on Compliance and on Intemal Control Based on an Audit of
General Purpose Financial Statements Performed in Accordance with Govemrrent
Auditing Standards for the Fiscal Year end€d June 30, 2010. Under the heading
Correclire Acrion talen rhere uill be the follou;ng:

FR- Fully resolved (indicating rhe correcrive action plan was fully
implemented).

PR- Partially resolved (indicating the corrective action plan \!as
partially implemented aod the finding repeated in fiscal year
2011-2012).

NR- Not resolved yet. Finding repeated in fiscalyear201l-20t2.

Finding
Number Title

Corrective
Action Taken

10-01 Deficiencies in the Uniform Accounting System and NR
olher Accounling Records

10-02 Inactive and unnecessary funds FR

10-03 Lack of monitoriog and fraud prevention FR
activities

I 0-04 Deficienc ies in accounting recod of capital assets FR
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The following schedule contains the fin'ling number and title of.each "f 
tf 

1".d,1!:
ir"ira.i'i" ,rli n"p.n on Compliance with the Requirements Applicable to ta(h Ma1or

i;r"*"* *ji"r""iJ controt over compliance in aicordance $ith oMB circular A-133

i;:4*;';ffii"J","al;'run" :0, zorb under the heading conective Action raken

there will be the following:

FR- Fully resotved (indicating the corrective action plan was fully

imPlemented)'

PR- Panially resol!ed {indicaling lhe correclive aclion

panialll implemenled and rhe findinP repeated in

201t-20t2).

NR- Not resolved yet. Finding repeated in fiscalyear20ll-2012'

plan was

fiscal year

Finding
Number

l0-05

10-06

l0-07

Title

Financial reporting

Financial reporting

Federal cash management system

Corrective
Action Taken

FR

FR

NR
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