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PEDRO C. ORTIZ LEDEE
.F,RTIFIED PT,tsLIC ACCOTINTANT

INDEPENDENT AUDITOR'S REPORT

To the Honorrble Mayor and
Members of the Municip.l Legislature
Municipality ofcabo Roio, Puerto Rico

ReDort on lhe tr'inancial Statements

I have audited the accompanying financial statements ofthe govemmental activities' each major fund' and

if," 
"gg"g"J.".";ri^g 

'nrna i#or-ation of rtre vtunicipality of Cabo Rojo, Pue(o.Rico (Municipality)'

".-oiEJ?- 
,ft" m."f-year ended June 30, 2013, and the related notes to the financial statements' which

*ri".iiu"iv 
"o.p.it.,ri" 

Municipality's basic financial statements as listed in the table of contenls'

P.o. B"r 352Jtt'"." St*.! No. 66 North, Curv,m., P R' (xr/85

Management is responsible for the preparation and fair presentation of these 
-financial 

statements in

"".".a.1."" 
*i ft 

""i"*,ing 
principles generally accepted in the United States of America; this includes

itr" a"rign, mpra."ntutioi and maintenance of intemal control relevant to the preparation and fair

;;;ffi;; ;ifinancial statements that are liee from material misslatement' whether due to fraud or

Auditor's Responsibilitv

Mv resDonsibilitv is to express opinions on these financial statements based on my audit l conducted my

"riii-ii 
,..".arir* "itf, audiring standards generally accePled in rhe Lniled Slale( of America and the

"".a.ia. 

-"ppii*tf. 
to financiai audits coritained in Gouernnenr Audting Srarularuls' issued by the

in..rt.ott". beno4 of rhe United Stares. Those standards require that I plan and perform the audit to

nt oin .*aoraut" urrrrunce about whelher the financial statements are fiee from material misstatement'

An audit involves performing plocedures to obtain audit evidence about the amounts and disclosures in

if," n"*"i"f statements. Th"e'procedures selected depend on the auditor's judgmen! including the

assasmeni ofhe rist of material misstatement of the financial statements, whether due to fraud of error'

il ,ir"rii"i'ti"* *t 
^r"ssments, 

the audito, considers intetnal control relevant to the entily's preparation

anJiul p-.o.nt"tion ot tt e financial statements in order to 
'lesign 

audit procedures that are appropriate in

the circ;stances, but not for the pupose of expressing an opinion on the- effecnveness ofthe entity's

internat control. Accordingly, I express no such opinion An audit also includes evaluatjng the

"pp."p.f"lt**. 
of accounti-n! policies used and the reasonableness of significant accounting estimales

,iia"'ty rn"*g"."n , ^ 
well as evaluating the overall presentation of the financial statements'

I believe that the audit evidence I have obtained is sullicient and appropriate to provide a basis for my

audit opinions.

TeL (787) S6,l-5,4q) - far (73, E61-55$ - cpspedroc@hotm'il'com



INDf, PENDENT AUDITOR'S ru

Basis for Disclaimer ofODinion on Governmental Activities

The Municipality did not provide me in a timely manner a comptete updaled and-accurare capital assets

-,n.lat"* r.a*.- ir oroerro obrain sufficient and comPelenl e\ idenl ial matter related lo lhe capilal assels

;;:;J i"';%.;*";;, i"* ir"..* 
", 

ne1 posirion for $88 7oo 5q8 net of accumulared depreciation

;r"tir.id;,;;;. i;; V;iiffiirv , ,eco'as ao nor permit rhe applicarion of orher audilins procedurec to

the capital assets.

Dircl,im€r of ODinion

Because of the significance of the matier described in the "Basis for Disclaimer of Opinion on

C""".r-"rt e"itii"S' paragraph, I have not been able to obtain sulficient appropriate audit evidence to

n ovlae a basis for an audit-opinion on the governmental activities Accordingly' I do not express' an

i"i"i"" 
"" 

ir," fi""^.i"f position ofthe govemmental activities ofthe Municipality al June 30' 2013' or

rhe changes in financial po5ilion. lhereof lor lhe year lhen ended'

Unmodified Ooinion

lnmvoDiniorlthefinancialstarementsreferredtoabovepresentfairly,inallmaterialrespects,the
.*".L"! n""r",a oo.;tion or "*l major fund, and the aggregate remaining fund information of the

li,l*.irrrrtl.li "i:i,". 
30. 2013. and the respecrive change( in llnancial Posirion r,hereof lor the fiscal

;;;;:; "'"d.; 
t" accordance *ith accounting principlet generallv accepred in the L;nited states of

America,

Chanse in Accountins PrinciDles

As discussed in Note I to the financial statements, during the fiscal year the Municipality adopted new

u""ornt;ng guia-.", Governmental Accounting SkndardsBoard (CASBlStatement,No 63' Financiol

aenorrinp'it Det'errcd Out/tous oJ Resoutcesl Delerred lnllots ot Resources' and NPt Po'ition 
^nd

iiii sil,..]rn."i1r". os , xens pri,tiously Reportei as Assets amt Liabit ier. My opinion is not modified

with respect to this matter.

Other Matt€rs

Re o ui rc d S urDlcu1rlqrr-Lletllstqj

Accounting principles generally accepted in the United Shtes ofAmerica require that the management's

air"us.ion"ana unily.it-and budgetary comparison information on pages 4 through I l.and 6l though 62

t" .r.."4"a to .uoof".ent lhe-basic fina;cial statements such information' although not a part ofthe

;;.;;;;;:i"i.d;""8, is required b) rhe Governmental Accounring standards Board' who considers

it [ * 
"" 

*t""ri"f p"n oi nnani;at reporting for placing the basic-financial.slatements in an appropriate

onerarional. economic. or hislorical 
"ont.*t] 

I hur" applied ceruin limiled procedures lo lhe required

;;;;];;;;*ry iri"t ,r",ion in accordance wilh auditing standards generallv accepted in the uniled states

ni"ri-"ri"u- *t i"t 
"o*isted 

of inquiries of managemant about the methods of preparing the information

*i "".pirrg 
,r* in".-ation foi consistentl rvith management s.responses lo my inquiries' the basic

i,nu*iutitut#.rtt, ura other kno',ledge I obtained during m) audit ofthe basic financial statements l
Oo noi.*p."r. * op;nlon or provide any assurance on the information because the limited procedures do

not provide us with sufficient evidenceto express an opinion or provide any assurance'



M\ audh was conducled for lhe purpose of forming opinions on lhe financiat slaremenls-lhal colleclivel]

"^'-::: ;:;;;;;;;;lh't. ou'ii-ni,u".iur ',","ri"ti 
The schedute of Expendirures ot rederal A\rards

;.1'H;J;;;il; or uaai,ionul analvsis as required bv U S office of Management and Budget

iti"'ii 'i111,'o,ai" .t Srares Local Goiernments, ond Non' Proft orsani'4riol's'.and is also not a

i"qriJ p"n 
"f,ft" 

n*"i,ial statements Because ofthe significance ofthe matter described in the "Basis

ioi oir"f'ui.". of opinion on Governmenlal Activities" paragraph, it is inappropriate to and I do nol

express an opinion on the supplementary information referred to above'

In accordance with G,v emme l Audiling Slandafds, I have also issued my report dated March 30, 2014,

nn ., 
"o*ia"rution 

ofthe Municipalitys internal control over financial reporting and on my tesls of its

".."1"r"" -rir, certain prouisions oi laos, regulations, contracts, and grant agreements and other

."i!...'in. p",p"* 
"r 

inii repon is to aescribe tie scope ofmy testing of intemal control over lmancial

.*oainn ,ni 
"J.pfiun"e 

and the results of that testing and not to ptovide an opinion on the internal

;";;;i ;;;;.i"i ;.poning or on compliance. Thal ieport is an integral part of an audit performed in

^""-aance 
*ittr Gorernmeni Auliting Stadal,h in considering Municipality's internal control over

fi nancial reporting and compliance.

H-Cfu,
Pedro C. tlniz Ledie.tPA
I-icenst Numhcr 5200

Gusyama. Pueno Rico
March 30,201.1



COMMONWEALTH OF PUf,RTO RICO - MUNICIPALITY OF CABO ROJO

MANAGEMENT'S DISCUSSION AND ANALISYS

FISCAL YEAR ENDED JUNE 30' 2013

Within this section ofthe Municipality ofCabo Rojo's financial statements' lhe Municipality provides a

;;;;;;ai;" 
""J 

analysis of the financial a;riviries of rhe Municipalir) for rhe flscal year ended

il"-;;. ,,i;3. il; fi;icipa'lity's financial performance is discussed and analvzed within the context of

ii"'"il.riivr"* r;ciai stuiements ana disclosures following this secdon The discussion focuses on

the Municipality's p mary government.

FINANCIAL IIIGHLIGHTS

.TheassetsoftheMunicipalityofCaboRojoexceededdeferredinJlowsandliabililies,attheclose
ofthe most recent fiscal vear, by $59,950,306 (Net position)

. The capital assets increased by $2,1 19,695 as compared to prior year, mainly due to additions and

improvemenl' of municipal propenies

.TheMunicipality'sgovernrnentalfundsreporledtotalending-fundbalanceof$10']l1,219this
,"^r. ffris amounr ri.esents a decrease of$9,374,036 during the current ymr as compared to the

'pi[i l*i .rJi"g tra balance of $19'485,255' as restated' The unassigned tund halance ofthe

iieneral Fund for fiscalyear 2013 amounts to ($8,058'624)'

OVf,R!'IEW OF THE FINANCIAL STATEMENTS

This discussion and analysis is intendeal to serve as an i roduction to the Municipality's basic financial

."ia.".* if,l" Muni;ipality's basic financial statements include: l) government_wide financial

r,"i".""ii, zl n 
"a 

n**i;l $atements and 3) notes to the financial statements' This report also contains

other supPlementary informalion.

Governmetrt-Wide Financial Statements

The sovernment-wide financial statements are designed to provide the users of the financial statements

;;;;;;"";.""* 
"f 

lhe Municipality s finances, in a manner similar to a privaie-sector business'

The Statement ofNet Position presents information on all ofthe Municipality's assets and liabilities' and

tf",r"iiii.r*".r"p*.a as net position. Flufiualions in net position may serve as a useful indicator on

whaher the financial position oathe Municipalily is improvingor deleriorating'

The statement of Activities presents information showing how the Municipality's net position changed

aur;* tt. ,o., .o"n, nscai ]ear. All changes in net position are reported when the underlying event

;'",;; ;l:. t;;" 
"unn" 

**,.. regardless-of the timing of related cash flows Thus' revenues and

:;;;;-;t,;;;;J; the Stateme-nt of Activities that will onlv result in cash flows in tuture fiscal

."ir.i.l irr. !-,!i".*ioi,q.ctivities is focused on bolh the goss and net cost ofvarious activhies This

i.'i"i""a.a," tr-.*ir. and simpliry the user's analysis ofthe cost ofvarious governmental se ices'

The Municipality's activities are principally suppored by taxes and intergovernmental revenues

r sovernmental activities). Such governmental activiiies are classified as general government' urban and

:,:;;#; d"t;;;";i:f uulic siferv, heatth and sanitation, culture' redeation and education' and public

housing and welfare.



COMMONWf,ALTH OF PUERTO RICO ' MUNICIPALITY OF CABO ROJO

MANAGEMENT'S DISCUSSION AND ANALISYS (CONTINUf, D)

FISCAL YEAR ENDED JUNf, 30, 2OI3

Fund Fitrancial Strtements

A fund is a souping of related accounls that are used to maintain conirol over resources that have been

..""g"t"a f3:. ti*ii" 
".tivities 

or objecdves. The Municipality' like other state and local govemments'

,.L-f;r"d *."r',rrirg a ensure and demonstrate compliance with finance-related legal requirements. All

"itir" 
n,.0. 

"f 
tft. rta'*icipality ate classified in the category of governmental funds'

Governmental firnds are used to accounl for essentially the same functions reported as governmental

i"l*fii* i.lir" g"r**ent-wide financial statemenls However' unlike the government wide financial

,i"t.rn"*i_ g"rJr**, fund financial statements focus on current sources and uses of expendable

;.;;;;;;:;;d ; "; bahnces of expendable resources available at the end of the fiscal vear' such

lri".."ti""."v t. *.frl in evaluatinga Municipality's near term financing requirements-

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

""i"."".. 
-ft_ 

i. *"fuito compale the information presented for govelnmental funds with similar

#;;;;; ;;;J i"r governmental activities in the govemment wide financial statements Bv doing

r" *"rs oi lhe basic ilnancial sBlemenrs ma) bener understand lhe long-rerm impact of lhe
'nir#errl,y. r."i-i*, tinrn.ing aoitio*' Bih the gorernmenral lunds balance sheet and lhe

"**nln."orlundslalemenlsofrevenues.expendilures.andchangesinfundbalancesprovidea."*.".ii"ii"" t" fr.il,.te lhis comparison belrreen gorernmenral funds and go!ernmental activhie5'

Notcs to the Financial Statements

The notes provide additional information that is essential to a full understanding ofthe data provided in

the government wide and fund financial statements'

Required Supplementary Information

The basic financial statements are followed b] a secrion of required supPlementar) information- This

*",i""GLa"a " 
tragetary comparison schedule between final budgeted amounls and actual amounts

for the Genetal Fund

5



COMMONWEALTH OF PUERTO RICO - MUNICIPALITY OF CABO ROJO

MANAGEMENT'S DISCUSSION AN'D ANALISYS (CONIINUED)

FISCAL YEAR ENDED JUNE 30' 20T3

ANALYSIS OF GO\'f,RNMENT WIDE FINANCIAL STATEMENTS

N€t position - The condensed statement of net position ofthe Municipality as ofJune 30' 2013 and 2012

is presented below:

Change o/. ChrryeTable I

Cur6 and other ds$. nd of ac.mulaled

Capnal6s€l!, Et of @mulated deprcciation

olhd liabilities

Totrl lirbilities

DefeEed infl o*s of rcsoures

Inrested in ca?ital asseti nei of Elated debl

Tolal nei Pmition

20r l

s 25-550.037 $ 31.033.561

x8 ?s6i98 86.676.S01

s r tljl6.635 S ll?.7t0,16{

!5 077 r93 46-.101.924

9.:l19.136 8.380.019

s 54.396.329 S 54J8r,9.{3

(s5.483.524)

2.tr9.695

s rl-36f.829r 12.86%)

(1.124.?31)

939.1l7

s rs.t85.6l.lt t.71y.l

2012
As restated

t9 t4t901

r4-740,t09 19.89.{,514

{ lh 107 8961

s a9-950.]05 s 62928,521

0 0{P/"

li.ll2.3l4
(5.r54405)

(l1.136.!21)

s r2.9E.2t5r (.1.7J%)

As noted above, the Municipality total assets decreased by S3'363'829 while the total liabilities decreased

U., ijis,Or,1 .u;rry due by the disbursement of restricted cash and the decrease of noncurrent liabilities'

As a resull rhe net position decreased b) $2.s78.215'

Netnosjtionmavserveovertimeasausefulindicatorofagovemment,sfuuncialposition.The
uri.io"iiy'i "it 

p"tltfon still slrong in the amount of $59,950'306 as ofJune 30' 2013' as compared to

the net posi;ion of$62,928,521 ofthe previous fiscal year, as restated'

The largest portion ofthe Municipality's net position represents.the inve,stmenl ll, :allt:t 
assets such as

r".a, tiifaiiS, equipment, etc., less any otristanding related debt used to acquire those assets The

Vunicioaliw_uses ihese capilal assets to provide sewices to its citizens; consequently, these assets are not

;;;iili. # tu;;t;;"ding. Although rhe Municipalitv's investment in its capital assels is reported net

nr ietatea aett. it stroula b;oted thar rhe resource; needed ro repay this debt must be provided ftom the

6"ti-i"*i* i*A.i"""the capjtal assets themselves cannot be used to liquidate these liabilities'

The amounts restricted fol debt service represent another portion of the net position, and these are

resources subject to exlernal restrictions for the purposes explained above'

An additional portion of the Municipality's net position is the mrestricted deficit This is the

".*.qr"."" "firr"t.* 
buagets, *hictt aij not provide funding for incuned long-term obligatiom such

,rcomoemated'ab"ences.landfillclosureandpost.ctosurecarecosl'.claim'andjudgmenl(andothers'
i'lrliilI"nr, .i,.[ "ofuiionr 

trar e been budgeted on a pa] as vou go basi' wirhour pro\iding tunding for

6



COMMONWf,ALTII OF PUERTO RICO ' MUNICIPALITY OF CABO ROJO

MANAGf, MENT'S DISCUSSION AND ANALISYS (CONTINUED)

TISCAL YEAR ENDED JUNE 30' 2013

rheir future liquidation. Consequently, the Municipality cannot draw from.its existing assets to provide

si^ i""iio iit ii,ir"* 
"nd 

depends on ir( taxing abilil) to continue il5 operalion'

Activities

ThecondensedstatementofactivitiesoftheMunicipalit)forthe)earsendedIunelo.2013and2012is
;;;";; ffi;- As noted therein, the Municipaliiv s net position decreased by approximately

2.978,2t5.

The Municipality's expenses covel a mnge ofservices The largest expenses during fiscal year 2013 were

i", 
""iir-i 

i"i."iirt"a ti, rrban and econoimic development $9,788,?12, general government $10'292'553'

""a 
ur,r' 

",0 
sanitation $5,753,013. During lhe fiscal year 2012-201] the' Municipality decided to

change various functiom ofthe expenses presented in lhe financial statemenls ol pnor years'

Table 2

s 439.746

l,l2'1,414

,1.301,032

$ 14.900.365

2-432.87 |

675,913

2.662.861

5.r.{5.05E

1.193.549

s 32,877,472

s 10.292.551

9,788.7 t2

2.127.908

5.751.013

2.385.8EI

3.039-792

l-86E,228

s 35.856.m7

$ (2,9?8.215)

6L928.521

s 59.950J)5

s 221.828

2.013,934

4,681.490

$ 11.326.08E

2-443.230

1.666,947

2.648.355

4.378,489

1,570.200

s 10.9545r

ch,.!e 7o Chanse

s 215,918

(889.520)

(38U458)

2013

Oper.ling ermts and @rtribudotr

Capilal Brarb ed @ndbutions

Muoicipal li@ose ldes

CoBtrudion excise l{x6

Grmts & @ntibutiom

Totd revcnus:

Geneml govement

Urbm l,d e@nomic d€velopmenl

Heahh and sdi1alion

Culture, tdeation dd education

Public housing and $elfare

Interesr on lonS-tem obli8ations

Tolal expeDs6:

Chang€ ir n.l pcition
Net pcitio. beglnniry of

fhcal ye8, as frtt ed

Net posilior al .nd ofY.fi

s 10-002,165

t4-125-144

2.143.216

5.099.087

133.870

1,940.458

r,530.1l4

$ 35,07.1356

s (5.119,795)

68.04E.316

s 52.928-521

$ 290,388

(1.636.734)

(15.308)

653.926

2,052.011

1,099.33,1

338.1l4

s (218J69)

s 2,14t,580

(5,119.795)

s 12.97&2t5)

S 3.57,1.2?7

(10.359)

(990.97,1)

1,1.509

766-569

(376.651)

5l.92lJll 6.21o/o

(0.61%)

14.730/o)

1



COMMONWEALTH OF PUERTO RICO - MUNICIPALITY OT CABO ROJO

MANAGEMENT'S DISCUSSION AND ANALISYS (CONTINUf, D)

FISCAL YEAR ENDED JUNE 30' 2013

FINANCIAL ANALYSIS OF TIIE GOVERNMENT'S FT]NDS

Governltr€ntal firnds

The focus of the Municipality's governmental funds is to provide information on near{efm inflows'

"rin",ri ".0 
balances of 

-expindable 
resources Such information is useful in assessing the

lirr",p"ff,y:. fir'u*ing ."qui."."nt.. In particular, unreserved fund balance may serve as a useful

a*rra" of" goua.n-"nt's net resources available for spending at the end of the fiscal year'

Al the end of the current fiscal year' the Municrpaliiy's governmental funds reponed ending fund

balances of$l0,lll,2l9, which represents a decrease of approximatel) $9'4 mlllron In companson

wiin orior fiscal vear talance of$19,485,255. Forthe endoffiscalyear 2013 the Municipality ofcabo

il;;;;;i; ;"".;iened fund balance of ($8'058'624) The remainder of the fund balance is

"iJ*ii"J*'.*i ","a 
.indicare thar it is not available for new spending because it has already been

,o*J to, ut 
"upituf 

projects $1,595,972: b) debt service $6,800'680 and c) olher specified purposes

$9,773,191.

2S!

$ 13.,138,11l
6,937 730

i:4gl-

t,12t,373

14,633.42?

576.197

5,611,352
(3,053624)

I0,lll,:19

s 25375.813

Irlldl
&b4ssE!r

Tobla$e6 Malor Funds

ToEl aseis olher Funds

ToEl liabilltes Malot runds
Toul liabilili.s - orher Fdds

Combined tobl liabrhtes

Deaetred Inllows of R€soures:
Toul inflow_ Maior h'unds

Tobl Inflows Olh{ Funds

combined toEl derencd inilo*s of

Fund Balances (6 reiared):
Resticte& M.ior funds
ReslrideG Olher Funds

Conbined rolal tund h6leces

Told li.bililks.nd aund brlrn.6

299
3!llig!30

$ 25,568.361
6.773.847

$ 12.342,?03

393.369

12.633.206

174.241

(r_264..125)

5 lrJ.l!.?o4
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COMMONWEALTII OT PUERTO RICO - MUNICIPALITY OF CABO ROJO

MANAGf, MENT'S DISCUSSION AND ANALISYS (CONTINUED)

FISCAL YEAR ENDED JUNE 30,2013

I!D!!1
Ch.mcs in Fund B.l.*e

ToEI revenues _ Major Funds

Toal rdenues O$sFunds

Combin€d roal revenues

Tolrl .xpen d1tues - M.ior Funds

Totd expoditures - Olho Eunds

Conbredloul expendltu.es

Olhd fidncins sur6 (uses) '

O$e.iBncmg $ures MaJo Fu.ds

O&d fimnci.8 u*s o$er Fdds

Cohbined o$er li.anci.e sources, net

Nel cbanges in tund b6ltuce

Fud Balane- begiming. as reseEd

20!J

$ 26.521,931
1.761ll0

11.204,326

1,098.313

r 1.098.311)

$ 10.1[.219

?!12

$ 29119,730
t634.915

31,124,665

r-983.292

44,996,169

7.115,:169

3,642.255

(3,114,030)

22,599.J35

s 19.485155

BUDGETARY IIIGIILIGHTS

Budget and actual comparison schealules are provided in rhe Basic Financial Sta_lements for the General

fr"a". it"nragJ".y C'"mparison Schedule oi the General Fund shows the original adopted budgets' the

i;;i';i; uiag"i *tuir results, and variance between the I'inal budget and actual results for the

;;;i';;;j;;;i"i .","no" frn,i.. Table 5 summarizes the results of the General Fund's

Budgetary Comparison Schedule:

Toial expendituEs, encmbranes ed orher

$ 23,E85,289 $ 18.260.721 15,624^562)

23.885,289 24,703.289 (81&ooo)

( - T 16.142562r S t6.442,562)

The original and the final budget of lhe General Fund for the fiscal year ended Jun€ 30' 2013 amounted to

ii-:,ioijit 
""4 

Sz:,g85,289; respectivelv. over the cou$e of the fiscal vear' the Mu'icipalitv revised

ttr"-C"rl."ir""a;t urag" in'order to include increases and decreases in revenues that were identified

a'r.i"* 
_,fr" 

""r.* 
of ihe fiscal year based on currmt developments lhat positively affected the

r.irJlip"ii v;r n"**t. The Laws a;d regulations ofthe Commonwealth mandate a balanced budget'

The total actual revenues (budgetary basis) ofthe General iund for the fiscal year ended Jnne 30_ 2013

*"."-irs:oo,:zr. which is SJ,62i,562 less than the budgeled revenues ln addition' the total actual

"r,o"nditures. 
encu-brances and other financing uses (budgetary basis) ofthe Generallund for the fiscal

lilr iri"a jr".:0, :O r: were $24.?01.289. which is S8l8 000 more than the budgeted expenditures'
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COMMONWEALTH OF PUERTO RICO - MUNICIPALITY OF CABO ROJO

MANAGEMENT'S DISCUSSTON AND ANALISYS (CONTINUED)

FISCAL YEAR ENDED JUNE 30,2013

CAPITAL ASSETS

The Vunjcipalil)'s in\eslment in capihl as(ets lor ils po\ernmenlal activiliB as of June l0 20ll

u.ouni.Jiouppro"irnu,el)$?2.454.2l7(netol related de6rt' [his in\eslme in.capilal as'ets includes

[.[-lrifoi.g',iqrip.*t,improvements, vehicles, infiastructure and construction in progress

Actual expenditures to purchase or construd caDital assets for the fiscal )mr ended June 30' 2013 was

$5.117.948 while depreciation charges amountel to $1,198,253 for the fiscal year' The ending balance

:;;"';;; ;;;;,"il.;; u.o,nt"a-. slzr,ror,r62 bv the end of vear' with depreciation amountine to

s32,304,564.

Trble 6

Cosr Brsh otcapilal
A$eh a06/30/2013

$ 10-381,090

30.109,203

A..umulat.d Depreci.tion at
05/302013

NondepBi.ble akts
Isd

Costruclioo in ProSress

lard improv€ments

Buildines. struclutEs dd imprcvements

Machirery and equipnert

4670.365

36.189.492

26.192,541

i-709.147

9.849.324

ror.r: _L4!1!L42-

10.310,235

tt-952.236

6.880,303

882,234

s 32J!1&l

LONG-TERM DEBT

At June 30, 2013, the Municipality had total of $45,077,193 in general obligations and oth€rs outstanding

a-"G-* .io*n ln ,I."bIe 7. Of ;his amounr, $33,223,000 comprises debr backed by the tull faith and

crealit of the govemment and $ I I ,854' I 93 is other obl igations'

General obligations bonds and notes

Others

Total Long Term Debts

$ 33,221,000
11,854.193

$ 45.077,193

fhe MuniciDalil\ i5 required lo limil the amounl of general obligation debl lo l0o! o[ lhe lolal asses5ment

;;;;';;.; *iihin rne v,nicipatirl in orJer for rhe bonds ro be repaid $irh rhe proceeds of

;.":.X;;.;;;","J io, a"u,.oui.... olher obligations include accrued vacation and sick leave and

;;ffi:.';i;'.p*.J ia.res. tt'tore aerailea infonmtion about ihe Municipality's long{erm liabilities is

nres"n 
"a 

ir rt"'not". ro rhe financial statements The Municipality continues to meel its fi'ancial needs

ihrough prudent use of its re\enues and creati\e debl financing programs

Table 7

t0



COMMONWf,ALTH OF PUERTO RICO ' MUNICIPALITY OF CABO ROJO

MANAGEMENT'S DISCUSSION AN'D ANALISYS (CONTINUED)

FISCAL YEAR ENDED JUNE 30, 2013

ECONOMIC FACTORS AND NEXT \'f,AR'S BI]DGETS AND RATES

the Vunicipalil) is a polilical legal enlity $ilh full legislali\e and adminisnati! e po\ ers.in e\ery area of

mtrnicioal po!e;nmeni. $irh perpelual existence ana legal personality. rhe vuniciprl covernmenl

:;;;1!l, i;";;;;;i;" ""J 
[!ii",i* branches rhe Llavor exercise' rhe e\ecutive po\ er and rhe

f, rri"ipuf f-.gi'fr,rt.. *hich is ;omposed ol lo members e\cises the legi'lalive po$er'

As oreviously discussed in this reporl' the Municipal;ly provides a full range of services to its community

i" i.""i"i irt. vr..ipaliry s p;incipal 5ources of reuenue are ptopetty taxes' municipal license taxes'

co;ributiom by the state government, and Federal Grants'

The Municipality has a moderate industrial base' uhich ;ncludes factories and industries' wholesalers'

retail slores. financial institutions, restaurants, among others This industrial base has maintained almost

the same level during the mosl recent years.

Rf, QUEST FOR TNFORMATION

The financialreDort is designed ro prolide our citizens, taxpayers, custome$' investors and creditorc with

";#;i 
;;;;; 

"i,h" 
trTuni.ipJti,y . tnun .s and to demonstrate the Municipalitv's accountabilitv lf

i""" i"* q".t i"* "l*t this repon o; need any addftional information, contact the,M-unicipal Director of

ii.^"""- attn, Cur."n o. Feliciano, at P.o. Box 1308, Cabo Rojo, PR 00623 or call (787) 851-1025'

1l



COMMON\Yf,ALTH OT PUERTO RJCO - NTUNICIPALITY OF CABO ROJO

STATEMEN'T OF NET POSITION

JLrNE 30. 201 3

ASSETS:
Cdh ad csh oqtrivalols

Ac@unt receiv.ble. nct:

C@1s &d @ntributions

Cas[ dd cdh equivalents

C6h md cdh €quilalflts Bilh fi$al aecnt

lnvestndls teld in amn(cial bank

Deprcciable. oer ofaccundat€d depreciation of $12 304 564

TOTAL ASSETS

LIABILITIES:
Accounts pa) ablc ed &crued [abililies

I ergovemental palable

Muicip.l hense rd

NoNmnl liabiliries:

Due wihin one Yer
Due ai.r one teu

TOTAL LIABILITIES

DEFERRED INFLOWS OF RESOURCES

NET POSITION
Inve ed in Mpial 6sls. net ofElated debl

Oth€r spe.rned PurPose

TOTAL NET POSITION

798,055

3,587.8t9

246,162

503.712

8,078

5.157,600

14.286,144

961.867

.t0.:190,293

48,106.305

t 11,316,635

$ 5,176.250

t,221,355

1.670.914

318,885

911,732

4.134.lll
4A,143.M2

s.rJ96t29

72,454.211

6,800,680

7.939.429

(27.241,020)

$ s9,950J06

12

The not6 to the linancial slalements ale ar inlegEl Pad ol tr s slitement



COMMONWEALTH OF PUERTO RICO ' MUNICIPALIT)' OF CABO ROJO

STAMMENT OF ACTIVITIES
[]NE 30. 2013

Ch,rs6 for

Fun.riDN/Pros!4!q!- -----E:Pg:s- ---*esE-
r.-.t P6itio!

(r,163.223)

I (29.933199

Udan md @nomic d*elopmnl

C'ntuc, rcctunon ,rld .dlcarion

P$lic hoBi4 ad wlfat
Inr*$ on long-tm obl€tnoB

Tobl govemr.nlrl.divili6:

.$

r,363.113

i 1s.3s66, t ,r]9.746

Gtus od onhbrrcG. mr rcfrdcd ro

utresncied nie.en on d.posii

:{.. cbrrg. itr rd pciton
Nd poetion. bes@ng oi Ye&

5 r.]ol.oJr

t 14,900,165

2.412,371

61s973
2.662,364

20,672,413

5,14t,053
509.159

63.4,390

27pl0,610

(2,9&215)
br 923 521

$ s9,950J06
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The noles lo ihe linancial slalemenls are an inlegral pan of his stalement'



COMITO\I f,ALTII OF PUERTO RICO ' MUNICIPAI'IT! OF C1BO ROJO

BALANCE SHEE'I ' CTOVERNMENTAL FUNDS

nrNF l0 201l
M{.r.o!.nr€nEl tudd!

A@ur reeiva5]c, nei allorwe

Csh ond cah cquvale.a M$ fisl agenr

LhBILflES, Df,FERXED IAN'TT'S OT

RESOURCES, AND FTI{D &{L{NCiS

Acoua Byable and @cnad liabdrles

Matued bon{G d* .nd pay$le

D.rcrd inflox of l@nt6

Grdt ,rd @ltibd,ons

ToEl &fd.d inJ]os of dures

Tod nrd brl'll6 (d€6cii)

Toullirb ni.. D.f.n d inllos of
@u'c d rntrd bal.dc

s- t-

1,tn;129 1,919,411

9.365073

s o.qcz,.I! \ b.917.7]0 ) lsJ'sJ$

1,221,155
t,2:1,3t5

1.939.799

271.361

l.l9l.71l 466.291

271,363

t i 6'6'$0

r0l]l.219

1 6.l)37.710 S 25J7s,3$

5'z]0.196

14

The notes to tie fnancial statements are an inlegalpart oflhis staternent'



COIIIIO\\ EALTH OF PTTf,RTO RICO ' ITTNICIPALITY OF CABO ROJO

RECONCILIACION OF THE BAIANCE SIIEET ' CJOVERNMFNTAL FI]NDS

TO THE STATEMENT OF NET POSITION

nrNE30 20t3

The mounts of govmhe66l acuvntes reponed 
'n 

$e sLlemenr olner po$ton and rhe balance shel-

-lolelmenLl fu.ds, de diilee fo. lhe follo*in8 Edotr:

Tobl tund balme ieDoned $ ine balilce sheer _ govermenul fnnds

Cap ,l sets usd i. govedmenlal fundi actildes are "I 
fin 

'Dl 
r'soutes- ilErerore de nol

FDored ,n tne golemnendl lundsr

Non deprsiable ap'tal 6ets
Dep.eciable capilal dse6
Accuulated dePrciano.

Sone 6l lhe Mmic rpal y's rccer vables Nr ll be coll4red ther vee end bul ae mt alailable s@n

e.ousl lo pay lor the cmnl pe.iod's expenditue and dderor':

Idergoveme.tal receilables tclatd ro chnstsns botus du are not cotrded ava able fimcid
csoG6 a1 liscal yed-e.d

Gdts and contlbutions

Sone liabilni6 are nor due a.d pavable in ilre cu€ p€riod trd therelore aF noi reported in rhe

tunds ThG liabilili6 sBrsr of

Geneal nd special obligaiion honds

Nor. palable to CRIM _ dehnqueni a@unts

ladliu closuE md ponclosue ere costs

Obligalon mder €P&l l6.s
Compe6ated absences

chist na b.ns

Nd pdiliotr - gov.are .l divnic rcDort d h st i.ne ofndposition

10.111.219

(32.304.5&)

3,587,3r9

27t,863

(251,322)

(7,123,005)

(3.361.684)

(1,11,424)

(42.817.191)

s s9,950,306

15

Ss .oles to $e basic finanoal daiements



COMMO\VL{LTH OT PIJERTO RJCO - MUMCIPALIT}'OT CABO ROJO

STATEMENT OT REVENUES. EXPENDITLIRES AND CTIANGES IN FUND BAIANCES

CO\'ERNMENTAI FT]NDS

nNE 30.2013

REVf,NUES:

Constuction *cie lax

Gmls &d cotrrib ions

LXPENDTTURIS:

Urbd ed Mnomic d€!.lopnol

Heald ud eniiarior

Coltre, rccteation dd .ducadon

Public hoNing and w.liac

Toral €xp.ndituEs

Exes (deficiencY) of denu.s over

Oft.r fi!.fting surca (uG)

Ttusl€E-ln from olhe. nDds

TEnsfGOul ro olhq nuds

Tor.l olher imcilg $uc6 (ues)

N€r chdge in ind baloc6

\E41.16

69J,565

6.,184

1,019.1r7

18.892.?51
2 7DJ ll0 2'r'28\ 2ar

212.408

130.516

(rJ58,0?0)

8E6,569

1.094.5.11

16.606

2.412,6t5

2\2.142

l0t.?0?

10.918

l.?00.919

56,l]2

241,449

1.220,t60

1.221..r05

.1,155.001

(1,691,691)

10,169.1.19

6,268.t?2

2.5r0.811

1.557.655

Lt4l.8l9
1,650,801

2,153.000

1.851,228

25.500.611 1.206.228

(6,607.860)

2ta.12a

381.i87

2ftj28 (6.'184) 886.569 (l'098'8ll)

(6,189,13:) 3?1.103 (571,j01) (2,?90.506) (9.1?4,016)

Fu.d bllance (deficn), b€gdnms (1.142,177) 6 4Zi'\11 5sOI697 8'102358 19'185255

;;;;;il.;;;;;';;;,S\T- 
# 

L--rrillil 1'jq!'!:r- -L-!qrrr-ry-

rn" n6|[lro tne nnunciat statements are an integral part of this statement'

\tri.r cnr.rrn.trtrl Iurd!
( umnotrtr"lib

1,424,740

2t32,411

675.971

t,997.299

401,t40

5.085.7r2

29n,29i

582.683

$-

otne. lolrl
cov.md.nr{ Go!.rnm..trl

Funds Furds

1,105.297

it 093 8ll, ( 1.105.297)

$ 11,112,546

2,4r2,a7t'
615,913

2,692,E64

4\9.146

10.511,144

509,159

684.390

r0,380,287

8.241,499

2.566,945

1,557,655

1,517.804

2.870,961

2,151.000

1.851,228

5.11?,948

38_659.329

(9,174136J



COMMONWI]ALTH OF PUERTO RJCO. MUNICIPALITY OF CABO ROJO

RECONCILIACION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES

IN FTJND BALANCE OF GOVERNMENTAL FUNDS TOTHE STATEMENTOF ACTIVITIES

.luNE 30.2013

Net chage in tund balances - Total govemmental funds

Amounts r€poned for Governmental Activities in the Stat€m€nt of Activities are dillerent b€cause:

Governmental funds repofi capital assets addilions as expenditures However, in the Stateme

ofActivities the cost ofthose assels is allocated over their estimaled useful lives and reported as

depreciation expense. ln the current period, thse amounts are:

Capital assels additions

Depreciation exp€ns€s

Total

Some ofthe MuniciPalityt revenues witl be collected after v€ar end' but are not available soon

enough to pay for lh€ cunent periodt €xpenditute:

Prior yem revenu€s:

Depanm€nt ofTreasury - Christmas bonus

Departnent ofLabor_ Law No.52

commonsealrh Leg,slalure Re5olutions

Sal€s la:

Curent year r€venues:

Property tax

Department ofTreasury _ Christmas bonus

Total

Additions oflong-term pnncipal increases Long-Tenn Liabilities inthe Statement ofNet

Position and therefore, reduce net position:

Landfill closue and Postclo

Repayment oflong-term princ;pal is expenditure in the gov€mmental fimds, but the repavment

red_uces Long-Tem Liabilities in lhe Statement ofNet Position ln th€ cunent year' the

repayments w€re:

General and special obligation bonds

Note payabl€ to CRIM ' delinquent accounts

Note payable to P.R. Department of Labor

Obligation under capital leases

Compensated absences

Christmas bonus

Claims dd judgmenls

Total

Net positioo - gov€rtrmert.l .ctivities rePoned in statement of net positioD

$ (9,374,036)

5,317,948
(3,198,253)

2,1t9.695

(174,247\
(38,270)

(24,586)

(10,000)

3,587,819

271.863
3,592,5 79

(2,r9.1,730)

2,338,000
t3,364
90.612
69,093

290,923

7,0'n
69,214

2.878277

s (2JTErls)

17

See noles to the basic linancral statements.



COMMON1VEALTH OF PUERTO RICO - MUNICIPALITY OF CABO ROJO

NOTES TO TIIE FINANCIAL STATEMENTS

FISCAL Yf,AR ENDED JUNE 30, 2013

1. ORGANIZATTON AND SUMMARY OF SIGNIFICANT ACCOUNTTNG POLICIES

orEanization

The Mutricipality of Crbo Rojo ('the Mutricipality") was constituted..on 1771 in the

Co*Inon**t t oi pu.rto Rico (the Commonwealth) The Municipality has tull legislative' fiscal

;';i-ffiil;;;;ntal powers and responsibitities expressl).assigned bl 
,Pub]ic 

Act no 8l of

er*ti 30, rq-qr, as amendid, krro*n as )uonoto's Municipalities Act ol rhe Commonwealth of-;;;;;; 
hi;" (the'Ac|. The Municipality is one of seventy-eight municipalities legally separated

from the Commonwealth's government

The commonwealth,s constitution provides fol lhe sepamtion of powers of the executive' legislative

and iudicial branches of the Commonwealth and the municipalities. Howevel, the MudiciPality's

;;;.';;;iri syslem con5isls of e\eculi\e and legistari!e branches-onl) . A Mayor' elecled ever!

io* V"".. tV ti" 
"itir"*, 

exelcises the executive power of the Muoicipality The legislative power

"fin"" 
lfr.i"ip"fity l. 

"*ercised 
by the Municipal Legislaturq whose members are also elected every

i-"r.-y*". hr" ".;rai"iary power is exercised by the General Justice court syslem of the

Commonwealth, which has jurisdidion over the Mutricipality'

The Municip.lity assumes either partial or full responsibility for providing seivices to its citizens

,.r"tJio p,itfia 
"f1or.lng, welfare' public safety heahh_ sanilation' educatiorl-culture' recreatio[

educatiorl Urban development' economic developmenl, and nuny other fiscal' general and

administrative services.

Rmortins model

The accomoan\ ins basic financial slalements present lhe financial p'silion and lhe results of
;;:;iX'.'fril'fir;i"io"ii," iii*t"i., *a iti various governmental tunds as orand for the flscal

;#;Hj;; ji,,;il1lri",r",ri,v 
"i,t *counring p-rinc;Ples generallv accepred in rhe united

(rarec of America t CAAP,. as applicable to governmenhl unil5'

According to the financial reporting model established by GASB No 34' the required basic financial

.iute.*G p."..nt"tion upplicablelo the Municipalify is composed of-the following elements: (1)

g""-"-""t'-*ia" n"*"iai statements 1GWIS), ii1 governmental fund financial statements (GFFS)'

i:) no,", ,o basic financial statements, and (4) required supplementary information (RSI) RSI

il"*i.t. "f tfl Management's Discussion and Analysis (MD&A) and (2) budgetar) comparison

;;ilie - ;;eral irnd. RSI is information presented along with' but separate fiom' th€

Municiprlity's basic fi nancial statemenls.

1. MD&A is a narrative report that introduces the accompanying basic financial statements a'd-. 
;;"ril; ;;yrt"al oierview of the Mutriciptlitv's financial activities for the fiscal vear

inded June 30. jOt;. t^"a on the Municipatity's knowledge of the tmnsactions' events and

.onation.."n""t"ainthebasicfinancialstatements.TheMD&Aalsohighlightscertainkey
fiscal policies that control the Municipality's operat;ons'

2. Budpelarv comDarison schedule - generat fund is a comparison oflheacrual resuhs (using lhe-' 
tr1-i"*i u^;'"r""counling. \rhiA differs from CAAP] \\irh the original budget and rhe final

ur"iJJtrag"t ro, tl," geneial tund. A budget to GAAP reconciliation-is presented providing

information oidifferenc; beNeen the budgetary basis of accounting and GAAP'

l8



COMMONWEALTH OF PUERTO RICO . MUNICIPALITY OF CABO ROJO

NOTES TO THf, FINANCIAL STATEMENTS (CONTINUED)
FISCAL YEAR ENDED JUNE 30. 2013

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUMINC POLICIES - COh"TINUEI)

Reporting entitv

The accompanying basic financial statemenls include all departmenls. agencies and municipal

operational units that are under the legal and adminislrative control of the Mayor, and whose financial

resources are under the legal custody and control of the Muicipality's Director of Finance and

Budget, as prescribed by Act No- 81.

A financial reporting entity consists ofa primary government and its component units. Accordingly,
for financial reporting purposes. the primary government is the Municipality. In accordance with
GASB No. 14 and GASB No. 61, the criteria used to determine whether organizations are to be

included as component units within the Municipality's financial reporting entity are as follow: (l)
The organization is Iegally separale enlily; (2) The Municipality appoints a voting majority of the

organization's board; (3) There is a financial benefit/burden relationship between the Municipality
and the organization or the Municipality is able lo impose its will on the organization.

Organizations meeting the above criteria are included in the Municipality's financial reporting entity
as discretely presented component units- Enlilies which meet any ofthe following in addition to the

above criteria are considered to be blended component units of the Municipality: (l) The

organization's governing body is substanlively the same as the Municipality's governing body and (a)

there is a financial benefit or burden relationship between the Municipality and the organization, or
(b) management of the Municipality has operational responsibility for the organization; (2) The

organization provides services entirely, or almost eniirely, to the Municipalily, or otherwise

exclusively, or almost exclusively, benefits the Municipality even though it does not provide services

direcrly to it; (3) The organization's total debt outstanding including leases, is expected to be repaid

entirely or almost entirely with Municipality resources.

Legally separate organizations thal do not otherwise meet the criteria for inclusion as a component

unit may be included in the financial repordng entily if it is determined that their exclusion would

render the financial statements misleading. This determination is bases on the nature and significance

of the organization's relationship with the Municipality.

Based on the application of the criteria outlined above, the Municipality's management has concluded

that there are;o le9lly separate entities or organizations that should be reported as component units

of the Municipality as ofand for the fiscal year ended June 30, 2013.

Financial Statements presentation

The basic financial statements include both govemment-wide (based on the Municipality as a whole)

and fund financial statements. Both the government'wide and fund financial statements (within the

basic financial statements) calegorize primary activilies as either govemmental or business type.

Govertrment-wide litrancirl statements

The governmental-wide financial statements ("CwFS') are composed of the stafement of net position

and the statement of activities. These financial statements report information of all govemmental

aclivities ofthe Municipality as a whole. These statemenls are aimed at presenting a broad overview

t9



COMMON}VEALTH OF PUERTO RJCO ' MUNICIPALITY OT CABO ROJO

NOTES TO TIIE FINANCIAL STATEMENTS (CONTINUED)

FISCAL YEAR ENDED JUNE 30, 2013

I. ORGANIZATION AND SUMMARY OF SICNIFICANT ACCOUNIING POLICIES ' CONTINUED

of the Municipality's finances by reporting its financial posiiion and results of operations using

methods that are similar to those used by most private businesses'

The focus of GWIS is on the operational accounlability of the Municipality as a single economic

;;i; ;; on compliance wittr uudgas, regulatory requirements or on the use of available or

cunenlv exDendable- financial resources G;fered to as fiscal accountability), operational

^.""rrilurriii 
Lt-ii" Mutricipality's responsibilh) lo repon to lhe exlenr to \hich h has mel il<

"""."ii"" "u1*,ft* 
effrcienriy una effectirell using all re)ources a\ailable for lhal purpose ll

iil;;a l;ii; Municipalitv;s principal opeiating objective, which is to provide services io its

citizens.

The Statement ofNet Position presents the reporting entities' assets, deferred outflows of resources

and tiabilities and defered inflows ofresources, with the difference reported as net position (equity)

and/or accumulared deficit. This statemenl assists management in assessing the level ofservices that

ir" i"-p.*;I"a ty the Municipality in fie future and its ability to meet its obligatiom as they

become due. ln ad;ition, this statement repons lhe extenl to which the Muoicipality has invested in

""ii"i".*" ""a 
aU*es legal and contractual restrictions on resources Net Posilion is repo ed in

thee categories:

. Invesred in Cspital Assets. Net of Related Debt - These consists.of capital assets' net of

@ and reduced by outstanding balan'* for honds'

notes.andorher,debrthatareaftributedtotheacquisition,construction,orimprovementofthose
assets.

. Restricted Net Position - These results when consfiaints are placed on net posilion use' which

."" b" .,th* *t.*"lfmposed by creditors, gantors' contributors' and the like' or imposed by

law tlrough constitudonal provisions or enabling legislation'

. Unrestricted Net Position - These consists of net position which do not meet rhe definition of

t-n" t*o p.a""ait g *t"gaies. ufiestricted net position often is desigrated' to indicate that

.un"g"In'"n, does- not insialer them to be available for general operations. ljnrestricted net

foritiin ot"n tu, 
"o*t.uints 

on resources that are imposed by management' but can be removed

or modified.

When both restricted and uffestricted resources are available for use' it is the Municip'lity's policy

a g""*"iiy "t..*"i."d 
resources first, and then uffestricled resources as they are needed'

The accompanying statemeft of activities presents th€ Muoicipalit)\.resuks of operations by

.f,o*ing, f,o* in""lf""icipality's assets and'/or liabililies changed during the fiscal year ended June

iO. ZOi:, u.ing a net (ixperse) revenue format This statement presents the cost of each

fun"tovp.og."i ut *"ll as the exlent to which each of the M[nicipality's functions' programs o'

othe. servici_s either contributes to or draws from the Municipality's general revenues (property

hxes, municipal license taxes, construction excise taxes' etc )'

A funcliorrprogam describes a group ofactivities that are aimed at accomplishing a major service or

,"gri"",v i..p-""i,urnv. The-funitions/programs reported in the accompanying basic financial
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FISCAL YEAR ENDED JUNE 30,2013

1. ORGANZATION AND SUMMARY OF SIGMFICANT ACCOUNTING POLICIIS - CONTINUED

statements are: (1) general government, (2) urban and economic development 
.{ 

l I public safety' (4)

i*r,-i "ri 
r""r,i.ii, ts) citurq recreation and educarion and (6) public housing and welfare The

;,;;;;;i;;;ril of the Municipalitv's departments and opeiational units are classified within

t_he following functions/programs in the accompanying basic financial statements:

General governmert:
- Municipallegislature
- Mayor's offlce
- Department of finance and budget

- Depanmenl ofhuman resources

- Department of municipal secretary

- DePartment of internal audil

Urban and economic develoDmentl
- Department ofpublic works

- Department oftourism

Public safetv:
- Departmert ofmunicipal Police
- Department of emergetcy management

Health and sanitation:
- Department ofhealth
- Department of sanitation

Culture. recreation and education

- Department ofrccreation and sports

Public housinq and welfare:
- Department of elderly aflaires

- Department offederal Progams

The statement ofactivities alemonsfates rhe degree to rvhich program revenues offset direct expemes

ofa given function/program or segments. Dirit expenses are those thal are clearly identifiable with

a sDecific functioq segment or operational unit This stalement repons revenues in three broad

categories: program revinues. generat re\enues and (pecial ilem5'

Progran revenues ale generated directly from a program itselfor may come from partie' outside the

il;t"ilitt;. ,"-pry;s or citizens. 
- 
tn the stateirent of activities, progrm revenues reduce the

""r" i"ip""i*l "fift" 
frnctiodprogram to arrive at; ihe net cost ofthe functior/program that must

f" f^in"'"a f.o,;, tl" Uunicipality's general revenues or' the net prog'am revenue that contribules to

iie Municlpatityt general revenue The accompanying slatement of activilies separately teports

the following categories of prognm revenues:

- Charges for serv;ces - These revenues generally consjst of exclEnge or exchange-like

transictiors involving charges to customos or applicants who purchase' use or directly

t.*Ct t o. ttt. g*a-., .ervices or privileges provide4 or are otherwise directly affected by
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1. ORGANIZATION A-ND SIJMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

the se ices. Also, include fees charged for specific services' charges for licenses and

permits, and fines and forfeitures, among others'

- Progran_specific operadng and capilal grants and conlributions - These revenues consist of

traniactions that are either mandatory or volunlary non-ercltange transaclions with other

g"""..""", 
".gi-,ions' 

or indiviiuals that restrict the resources for use in a particular

i.ogr;. op..uing gunts and contribulions consist oflesources that are required to be used

io i.un"" th. 
"o.ti 

ot operating a sPecific program ol can be used either for operating or

capitat purposes of a sp""ifi" ptogruln Capital grants and.contribudons con'rist of revenues

o.'r"ror."e. thut u," ."itricted ioriapital purposei - to purchase construcl or renovate capital

*t"" ut.o"iu"O with a spe.ific program Restricted operatinB and capital grants and

contribulions are program revenues because ihe) are specificall) attribulable to a program

unJ ."Ju"" ,f," nj eftense of that p'ogram ro the Municip'lity They are reported net of

estimated uncollectible amounls.

General revenues are the default category for revenues lt includes all revenues and gains that do not

meet the definition of program revenues Property, municipal license and construcdon excise taxes

;; reported as general-rev-enues. All other nontax revenues (un'estricted ifierest on deposits' grants

una cint.;trtion't not.otricted for specific programs and miscellaneous revenues) that do not meet

thedefinitionofprogramreuenuesa.eclass,ifiedasgeneralreuenues,Resourcesthatarededicated
int"-utty by tn" i{roi"ipality are repoted as general revenues rather than as progam revenues' A1l

;";;;i;.;;"r"t "*,"porea 
net of estimatea uncollectible amounts, which are recorded as reduction

of revenues rather lhan as expenses.

The general government function/program reported in the accompanying statement of aciivities

i*tui.. ",.pir... 
that are, in eisence, indirect or costs of other functions/programs of the

i4;;t"i"i6. Even though some of these costs have been charged to certain tunds in the

;;;;;;"i;l funds financiil statements as indirect cost allocadons permitted under some federal

i.n*ams. the Municipality has reported these indirect costs as direct expenses of the general

!or?rr."n, n r.,ior. e cc oid ingll . tne Munlcipality generally does not allocate geneml govemment

(indirect) costs to other functions.

Theeffectsofallintef-fundgovernmentalactivities(revenues'expendituresandotherfinancing
;;.";;.; ;;;.e g"rernme;al funds) have been removed fiom the accompanying statements of

net position and activities.

Th€Mutricipalityclassifiesallofitsactiviliesasgovernmentalactivitiesinlheaccompanying
CWfi. fhes" u." 

""tiuities 
generally financed tluough taxes, intergovemmental revenues and other

,-on-"*"ftun!" t"r**r,hat in be used to support the Municipality's-programs or services These

gouon."ntif u"tiritlo ure also generally repo'led in the governmental funds financial statements'

The Municiprlity tras no fiduciary activities, which are those in which it would be holding or

,"r"grg 
""1 

p"l r"" for specifi; individuals or other exlemal parties in accordance with trust

ug.."i"it. o. otr,". cuslodi;l arrangements- In addition' the Municipalit has no operations or

uiiuiti". tttut 
"." 

nn-"ed and operated in a manner similar to private business enlerprises' where the

"o.i. 
.i protiaing goods or services to the general public (expenses' including. depreciation) is

i,*"""a i,.i-"rifi tL"ugh user charges; or where the goveming body has decided that periodic
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1. ORGANIZATION AND SLMMARY OF SIGMFICANT ACCOUNTING POLICIES' CONTINUED

determination of revenues mme4 expenses incurrd, and/or net income is appropriate for capital

maintenance, public policy, managemenl control! accouftability' or other purposes'

Governmetrtal fund finrncial statements

A fund is a fiscal and accounting entity consisting of a self-balancing set ofaccounts sed to record

*.*, ri"tiri i* 
""a 

*.id,ral eqriities. deficits or balances, and changes therein, which are segregated

;;;:-;;;;. "f;^"ying 
on'specific activities or attaining certain obiectives in accordance with

GAAP and,/or special regulations, re$rictions or limitatiom'

The accompanying governmental fund financial statements ( CFFS ") are composed ofi the balance

J""i- *"i".i."""if tunds, and, the statement of revenues, expenditures and changes in tund

balances - governmental funds.

These financial statements repon the financial posilion and results operalions 
_of 

the Municipality's

g"r*".""i"i tr"a. ty pr"r"nting ,o,."",, ,t"i und balances of current fi nancial resources' Some of

ii,-".. t,n"n"iut .rut"."nts hare i brdgeta.y orienrarion and locus primarily on: the Municipality's

."i., g""".r.""i^r irrds, as definedielow, the fiscal accouNability and' rheindividual parts of the-niiti.i"rityt 
government. Fiscal accountability represents the Municipality\ responsibility to

i*irv ,i," ii. ".ii"* 
in the current fiscal year have complied with public. decisions concerning the

raising and spending ofpublic moneys in the short term (generally one fiscal year)'

The accompanying GFFS segregate governmental funds according to their intended purpose and are

,i.a in a".onu."_,ing co.pi;un"" *itl', lepl, financial and contraoual provisions' The minimum

"r.t.. "i 
g"t.t".*at funds is maintained consistent with legal and self_imposed managerial

.Jqr;."."nti otutri.r,"a by the Municipality. Fof financial reporting purposes! the Municiprlity

reporls its governmental funds wilhin the following categodes:

- General fund - The general fund is the Municipality's main operating fund and a major

;oi ;*r"l tund, is defined below, used to account for all financial resources and

E"r"i".""i"i ""ltiii*, 
except for financial resources required lo be accounted for in another

i*J. lt i, p.".or"d that th; Municipality's governmental aclivities have been reported in

ir," g"n..ul irna 
"r""pt 

for transactions for which one ofthe following compelling rqsons

t 
". 

i.qui."a tl" r.. oi unother fund; legal requirements' GAAP requirements or' the demands

of sound financial adminislration requiring ihe use of a governmental fund other than the

general fund

- Special revenue funds - The special revenue firnds are non_major governmental funds' zts

i f,n"a u"fo\x. ,."a ty the Muoicip'lit) lo account for relenues derived ftom grants'

coftributions or other revenue source; ftal are either self-restricred by the Municipality oI

legally restricted by outside panies for use in specific purposes lexcept for revenues that are

*i.i.r.a fo. 
"*p"naitutes 

in major capital projecls uhich are accounted for in lhe capital

iifi ir"arl 'The 
uses and li;iurions of each special revenue fund are specified by

iioiti"iput o.ainur"". or federal and state slatutes However' resources restricted to

expenditure for purposes normally financed from the general fund are reported in the

M'unicipalityt geneial fr'rnd proviied that all applicable legal requirements are appropriately
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1. ORCANIZATION AND SIJMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

satisfied. ln this case, a special revenue fund to account for such kind of transactions will be

used only if legally mandated.

- CaplELpl!js!!!-tr-Lds - Caphal project\ fund5 are non-major go\ernmenlal lund5 ac defined

u"liii,.iio **unr for'the ilnincial resourc$ used for rhe acquisilion conslruction or

;,"p."r.."* "f."l"t "apital 
facilities and other assets Significant capital outlays financed

i.o', p.o"""a. of 
"general obligation' publ;c improvement or special obligation bonds

accounted for also in the capital projects fimds'

The use of the capital projects funds has been reserved only for major capital acquisitions'

;onslruction or improv;m;nt activiiies that would distort financial resources trend data if not

reported separately from other of the Municipality's operating aclivities' The routine

p,uchases oi minoi fi*ed assets (such as fumiturg office equipment, vehicles and other minor

;apital assets or improvements) have been reported in the governmental fund liom which

financial resources were used foa fie payment'

- Debl service fund - The debt service fund is a major governmental fund' as defined below'

u."a ty tt" ltroi"ip"tity to account for the accumulation of resou{ces for' and the payment

of, principal and inieresi for; bonds payable for which debt-service payments are legally

-a,iaateO to be accounted for in a debt service fund and/or, bonds payable or any general

long-term debt for which the Municipality is being accumulating financial resources in

Jrin"" to pry principal and interest payments maturing in firture years Principal and

accrued inteiest d'ue onJuly I ofthe foll;wing fiscal year related to long'term deht for which

debt service payments are accounted for in th; debt service fund are recorded as debt service

fund's liabiliiie; at June 30, ifresources are available at June 30 for its payment

General long-term debts for which debt service payments do not involve the advance

accumulationoflesources(suchascompensatedabsences'claimsandjudgments,andnotes
payable. among others) are accounted for the accompanying statement of net position The

i"tt ..-i"" pul."ntt-ot such debls are generally accounted for as debt service - principal

and debt service - interest expenditures in the general fund'

The focus of the GFFS is on major governmental funds which generall) represent the

liuoi"ip"iityt most imponanl tunds. Aciordingll, the Municipality is required to segregate

g"rer""I"",ir i-"at t"ieen malor and non-majoi categories within the-GFFS .Major 
individual

!"r".r."","i fr"a. 
"." 

reportedindividually as separate columns in the,cFFS_$hile data from all

i."-r^l"i g**"**tal funds are aggregated inro a singte column regardless of fund type

Bv definition. the Municipality's general fund is always considered a major governmental fund for

;;;i;i;;p;*;g pr.po.o. 
'ln -udai,ion, an) other governmental fund is reported as a maior

*or..*.nr"t funi;n rhe ctrs if il5 lolal assels. Iiabiliries. re\enues or e\pendilure< are al least l0

;;.; ;f';;;;+""dins elemenr total (assets, liabilities' revenues. or expenditures) ior all

!or"*...,uf funds. For ti. pu.po... of applying the aforementioned.major firnd 'rireria- 
no

!fi*U"ii"* of inter-fund balan;es have been_mide. Total revenues for these purposes means all

."r".r"., it"frai.g operating anal non_operating revenues (net of allowances for uncolle€tible

^"""*.i.j, "r,*p, 
io. othe. inancing sources Total expenditures for these pxrposes mean all

"*p"naiii,,"., 
lriruairg operaling and ;on_operating expenditures' except for other financing uses
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1. ORGANZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - CONTINUED

Based on the afolementioned criteria, the Municipality,s major governmental funds Ieported in the

accompanying GFFS are the following:

General Fund - This is the general operating fund of the Municipality lt is used to account for all

fr^..irl-ur.i"l ."*u.""r, 
"r""pt 

those required to be accounted for in another fund

Commonwealth Legislative Resolutions Fund - This is the fund used to--account for all the

,r"ns;i"*; tl"";; ^.tg..-" 
b) Legislature Resolutions The primaril) objectives of this

".rig"."r" "." 
rf,a a"t.lopmint ofprojects o-n communities, nol_for-profit organizalions and indirect

assignment to persons of low and moderate income'

Debl Service Fund - This is the fund used to account for the accumulation of resources' from the

ffifr -- o"., for and the payment of general long-term debt principal' inierest and related

Measuremenl locu5. ha\is ol accounling and financial clalemenl' Drelenlalion

The accompanying GWFS are preparcd using the economic resources measurement focus and the

"i".ra 
u.L 

"i "a-"**ing. 
SuLje;t to lhe additional rules and limitations detailed below' revenues

rincludins interesl on depo;sits and in!esiments) are generally recorded when eamed and expenses are

g.n"iutty_r".ora"a *l"n a liabilhy is incurred, regardless ofthe timing ofrelated cash flows'

All revenues, expenses, gains, losses, assets and liabilities resuhing from exchange and exchange_like

i."*""ii""t 
"." 

i*""ri-y recorded when the exchange takes place ln exchange transactions each

nart\ to lhe Iran5;ction recei\es and gives up essenliall) equal !alues An e\change_like rransaclion

i. li. i" 
"ti.r, 

,t.* i. 
"n 

idenritiab-te erchange and lhe ralue! exchanged. lhough relared- ma) nol

i" qri 
" "qr"f. 

Neverlheless, the exchange characteristics ofthe exchange-like transaction are suong

enoigfr to'jrstlry feating it as an exciange for accounting purposes (e\am,l6 include fees for

li;;;"; *i permits, chirges for services: and miscellaneous revenues' which are rccorded as

revenues when cotlected because they are generally not measurable until actually received)'

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

.*"rJ.J r.iri *J *it*ia;et fonh by GASB Statement No 33, lcco'nting and Financial Reporting

i, ion_"nnloro" r*^on irrs (CASB No. 33). GASB No. 33 established accounring and reporting

'- ;- l; i; ilr-"";hrnge transactions involving cash and financjal or capital resources (for

"*-pf", -." 
i"-*, g".ti and private donations) ln a non-exchange trarsaction' the MuniciDality

n1r."',o, 1s6.;rs51 ,aiue qithoul direcll) receivinE (or giving' equal !alue in relurn lhis is differenl

i,;;;;;-;n";" t"^action. in uhic'h each parq recei\es dnd gi\es up es5emiallv equal lalues

e"l".ai"g a c]esg No. ::, the Mutricip;lity grouPs its non-erchange.lransactiom into the

foiro*lng_too, "t*.". 
in the accompanying Lasii fiiancial statements: (a) derived lax revenues' (b)

i.por.a'**"t.ttung" ,.u"nr.., (.) go'onrn"nt mandated non-exchange transactions' and (d)

',olunlary non_erchange transactlons.

lnthecaseofderivedtaxrevenuetransact;ons,whichresultflomassessmentstheMunicipslity
;;; ;-"tile" transactions, receivables and revenues are recorded when the underlving
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1. ORGANIZATION AN'D ST]MMARY OF SIGNIFICANT ACCOUN"TING POLICIES - COI{TINTIED

exchange has occurred (that generally is when the taxpayers' net sales or revenues subject to ta-x take

place).

In the case of imposed non-exchange revenue transactiom (such as property taxes), which result liom
assessments made by tbe Municipality on non-govemmental entities, including individuals, other

than assessmenls on exchange transactiom, receivables are generally recorded in the period when an

enforceable legal claim has afisen. Property taxes and municipal license are generally recorded as

revenues (net ofamounts considered not collectible) in the fiscal year when resources are required to

be used or the first fiscal year that the use of the resources is permitted. Meanwhile, and in
accodance with GASB Statement 65, amount received in advance are recorded as defered inflows of
resources inthe governmental funds balance sheet.

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

government at one level (such as the federal or state governmeno provides resources to the
Municipality and the provider govemmenl requires the Municipality to use those resources for a

specific purpose or purposes established in the provider's enabling legislation. In these tr?e of
transactions. deferred oulflows of resources and revenues are generally recorded when all eligibility
requirements imposed by the provider have been met. For the majority of grants, the Municipality
must expend resources on the specific purpose or project before the provider reimbuses any amounts.

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

ftom legislative or contractual agreements, other than exchanges, willingly enlered into by two or
more parties. In these types oftmnsactions, receivables and rcvenues are generally accounted for in
the same manner as government-mandated non-exchange transactions discussed above. Evmts that

are neither exchange nor non-exchange transactions are recorded when it is prcbable that a loss has

been incurred and the amount of loss is reasonably estimable.

According to GASB No. 34, all general capital assels and lhe long-term liabilities are recorded only
in the accompanying statemenl of net positiofl. The measurement focus and the basis of accounting

used in the accompanying GWIS differ significantly ftom the measurement focus and basis of
accounting used in the preparation ofthe accompanying GFFS. Therefore, the accompanying GFFS

include reconciliations, as detailed in the accompanying table of contents, to befter identify the

relationship between the CWFS and the GFFS.

The accompanying CFFS are reported using the current financial resowces measurement focus (flow
of current financial resorrces) and the modified accrual basis of accounting. Accordingly, the

accompanying statement of revenues, exPenditures and changes in fund balances governmental

funds, reports changes in the amount offinancial lesowces available in the near future as a result of
transactiom and events ofthe fiscal year reported. Therefore, levenues are generally re€ognized 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 generally considers most revenues to be available if
colle€ted within 90 days after June 30, 2013, except for property ta-xes for which the availability
period is 60 days. Revenue sources not meeting this availability criterion or collecled in advance are

recorded as deferred inflows ofresources at June 30. 2013.

26



COMMONWEALTH OF PUf,RTO RICO . MUNICIPALITY OF CABO ROJO

NOTES TO THf, FINANCIAL STATEMENTS (CONTINUf,D)
FISCAL YEAR EN'DED JUNE 30, 2013

I. ORCANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES. CONTINLIED

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

Iicense laxes, inlergovernmental grants and contributions, interest on deposits, and charges for

services. These principal revenue sources meet both measurability and availability criteria in the

accompanying GFFS, except for amounts recorded as deferred inflows of resoorces

In a manner similar 10 the GWIS, but subject to and limited by the availability criteria discussed

above, all revenues, expenses, gains, losses, assets and liabilities resuhing from exchange and

exchange-like transactions are also generally recorded when the exchange takes place Accordingly,

fees for licenses and permits, charges for services and miscellaneous revenues are recorded as

revenues when collected because they are generally not measurable until actually received.

All revenues, expenses, gaim, losses and assets resulting from non-exchange transactions are

recorded in a simitar manner to the GWFS, using the previously discussed criteria set forth by GASB

No. 33 for non-exchange transactions, but subject 1o and limiled by the availability criteria discussed

above. Accordingly, property tax and municipal license ta\ teceivables are also generally recorded in
the fiscal year when an enforceable legal claim has arisen while Properry tax and municipal license

ta..( levenues (nel ofamounts considered not collectible) are also generally recorded in the fiscal year

when resources are required to be used or the firsl fiscal year that the use of the resources is

permitted.

Deferred outflows of resources and revenues from federal and state grants and contributions'

donations and entitlements are also generally recorded when all e:igibility requirements imposed by

the provider, except lime requirement, have been met (generally, as qualifying reimbursable

expenditures are incurred for expenditure-driven grants).

lnterest income is re€orded when earned only if collected within 90 days after year_end since these

revenues are considered bolh measurable and available at June 30, 2013.

As previously discussed, the Municipality adopted the provisions of GASB Interpretation No. 6,

Recognition and Measuremenl of Cefiain Liabililiet and L..Pendilures in Govemlne lal Fund

Fina cial Statemenls (GASB No. 6), which modifies the recognition criteria for certain expenditures

and liabilities reponed under the modified accrual basis of accounting and clarifies a number of
situations in which the Municipality should distinguish between govemmental fund liabilities and

general long-term liabilities.

Pursuant to the provisions ofGASB No. 6, expenditures and related liabilities are generally recorded

in the accompanying GFFS in the accouniing period in which the liability is incurre4 as undet the

accrual basis of accounting bfi only 10 the exlefi that they are normally expected to be liquidated

with expendable fi nancial resources.

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

- Employees' accumulated vacatiorL sick leave and compensatory time (compemated

absences) is recorded as expendilure when consumed. The amount ofthe unpaid compensated

absences has been reported only in lhe accompanying statements of net position.

- Principal and interest on bonG and notes payable are recorded when they mature (when

payment is due), excepl fol principal and interest of bonds due on July I which are recorded

27



COMMONWEALTH OF PUERTO RICO - MUNICIPALITY OF CABO ROJO

NOTES TO THE FINANCLI.L STATf,MENTS (CONTINUED)
FISCAL YEAR ENDED JUNE 30,2013

1. ORCANZATION AND SI]MMARY OF SIGNIFICANT ACCOT'NTING POLICIES. CONTINUf,D

as governmental fund liabilities at June 30 which is the dale when resources were available in

the debt service fund.

- obligations under capital leases, compensated absences, and the reserve for federal cost

disallowances are recorded only when they mature (when payment is due).

- Certain accounts payable, intergovernme al payables and other accrued liabilities not due

and payable or not normally expected to be liquidaled in full and in a timely manner with
available and expendable financial resources, are recorded in the accompanying statement of
net position. Such liabilities are re€orded in the govemmental irnds when they mature.

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

GFFS.

Liabilities outside the bounds ofthese exceptions or modifications are reported as governmental fund

liabilities when incurred (including salaries. professional services, supplies, utilities, etc.) since these

liabilities normally are paid in a timely manner and full from cuirent financial resources.

The measurement focus ofthe GFFS is on decreases ofnet financial resources (expenditues) rather

than expemes, Most expenditwes are measuable and are recorded when the related governmental

fund liability is incurred. Allocation ofcosts. such as depreciation and amortization, are recorded in

the accompanying statement ofactivities, but are not recorded in lhe accompanying GFFS.

Under the financial reporting model eslablished by CASB No 34, all general capital assets and

unmatured long{erm liabilities (determined using the modified accrual basis of accounting) ate no

longer reported in account groups wilhin the govemmental fund balance sheet but are incorporated

into the accompaying state of net position.

Stewardship. compliance and accounlabiliw

Budgetrry control

According to the Autonomous Municipalities Act ofthe Commonweahh of Puerto Rico, the Mayor

and its Administrative Cabinet prepare each fiscal year an amual budget for the Municipality's
general fund and debt service fund. Such legally adopted budget is based on expeated expenditures

by program and esiimaled resources by source for bolh funds. The annual budget is developed using

elements ol performance-based program budgeting and zero-based budgeting and includes an

estimate of revenues and other resources for the ensuing fiscal year under laws and regulations

existing at ihe time the budget is prepared.

The Mayor must submil an annual budgetary resolulion projeci (lhe project) to the Commisioner of
Municipal Affairs of Puerto Rico (the Commissioner) and the Municipal Legislature no later than

each May l0 and May 15, respectively. The Commissioner preliminary verifies that the project

complies with all the applicable laws and regulalions and may provide comments and suggestions to

the Mayor on or before each June 1 3 .

The Municipat Legislature has 10 business days up to no later that June 13 to discuss and approve the

project with modificatiom. The Municipal Legislature may amend the budget submitted by the

Mayor but may not increase any items so far to cause a deficit without imposing taxes or identifying
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other sources of revenue to cover such deficil. After the Municipal Legislature modifies and

preliminarily approve the project, the modified project is sent back to the Mayor for his approval or

rejection within 6 days. The Mayor rnay decrease or eliminate any line item but may not increase or

insert any new line item in the budget. The Mayor may also veto the budget in its entirety and return

it to the Municipal Legislature with his objections. If the project is rejected by the Mayor, the

Mmicipal Legislature will have up to 8 days to adopl or reject the recommendations or objections of
the Mayor. The approved project is sent again to the Mayor, which then would have 3 days to sign

and approve it.

Ifa budget is not adopted prior to the end ofihe derdlines referred to above- the annual budget for the

preceding fiscal year, as approved by the Legislature and the Mayor, is automatically renewed for the

ensuing fiscal year unt;l the Municipal Legislature and the Mayor approve a new budget. This

permits tbe Municipality to continue making payments for its operations and other purposes until the

new budget is approved.

The annual budget may be updated for any estimate revisions as well as year_end encumhrances and

may include any additional information requested by the Municipal Legislature. The Mayor may

requesl subsequenl amendments to the approved budget, which is sibjecl to the approval of the

Municipal Legislature

For day to day management control, expend;tures plus encumbrances may not exceed budgeled

amounis at the expenditure{ype level of each cost center (activity within a progam within a fund).

The Mayor may transfer unencumberd appropriations within programs within funds. Appropriation
control is by progmm wilhin a fund. The Municipal Legislature may transfer amounts among
progams within and between funds.

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

appropriation) is at the functions/progam level (general government, urban and economic

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

housing and welfare) within a fund.

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

shall nor exceed the lotal revenue, including available surplus, estimated for said fiscal year unless the

imposition of taxes sufficient to cover said appropriations is provided.

Budgetrry accouDting

The Mutricipelity's annual budgets arc prepared using the budgetary (statutory) basis ofaccounting
which is not in accordance with CAAP.

According to the budgetary basis ofaccounting, revenue is generally rccorded when cash is received.

Short-term and long{erm borow;ngs may be used to finance budgetary excess of expenditures over

The accompanying budgetaiy comparison schedule - general fun4 provides information about the
general fund's original budgel, its amendments, and the actual results of operations of such
governmenlal fund under the budgelary basis of accounting for the fiscal year ended June 30, 2013.
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Further details of the Municip.lity's budgetary control at the legal level may be obtained from the

budgetary liquidation report for the fiscal year ended June 30, 2013, which is prepared by the
Mutricipality's Department ofFinance and Budget. Copies ofthal report rnay be obtained by writing
to th€ Municipality's Director ofFinance and Budget.

Accounting principies applied for purposes of developing dala on a budgetary basis differ
significantly from those used to present the govemmental fund financial statements in conformity

with GAAP. Accordingly, the accompanying budgetary comparison schedule is accompanied by a

rcconciliation of the differences between the budgetary basis and CAAP actual amounts.

The special funds ofthe Special Revenue Fund have not been included in the budgetar] comparison

because balances are not legally required to prepare a budget. Also, the budget prepared for the

Federal Finance Awarals Prognms included in the Maior and Non Major Funds is based on a

progam period which is not necessarily a year. Accordingly, il's not practical to present an annual

comparison ofbudget for such programs.

Unreslricted and restricted deoosits

The Municipality's deposits are composed of; demand deposits in commercial banks, demand

deposits in the Government Development Bank for Pueno Rico (GDB, fiscal agent) and, Municipal

Revenue Collection Cente. ( CRIM", by ils Spanish acronyms) a governmental entily responsible for
the imposition and collection of property taxes on behalfof all municipalities of Puerto Rico

The Municipality follows the practice of pooling cash. The balance in the pooled cash account is

available to meet cunmt operating requirements. Under the laws and regulalions of the

Commonwealth, public funds deposited by the Municipality in commercial banks must be fully
collateralized for ihe amounts deposiled in excess of the federal depos;tory insurance generally

provided by the Federal Deposits Insurance Corporation (FDIC). All securities pledged as collateral

are held by agents designaled by the Commonwealth's Secretary of the Treasury, but not in the
Mu[icipality's name.

Cash in fiscal agenl in (he general fund consist ofsurpius of operational loans. Cash in fiscal agent in
the debt service firnds consists principally of property and sales tax collections amounting to

$9,865,078 which are restricted for the paymenl of the Mutricipality's debt servicg as required by

law- Cash with fiscal agent recorded in the non-major governmental funds amounting to S4,380,814
which is restricted for; the acquisilion, construction or improvements of major capital assets.

Rest.icted cash in commercial bank for commonweallh legislalive resolutions and other
governmental funds, amounting 1o $3,17 7.'729 and $1,979,871 respectively, are restdcled, in most
part,lo financethe acquisition, construction and improvement of major capital assets.

Accounts and notes receivable

In the accompanying GWFS, receivables consist ofall revenues eamed but not collected at June 30,

2013. Major receivable balances for the governmefltal activities include municipal liceise taxes,

property taxes and intergovernmental receivables.
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Tax receivables in the general fund represent uncollected propety taxes and municipal license taxes.

Restricted tax receivables in the debt service fund consist of uncollected property taxes, which are
restricted for the payment ofthe Municipelity's debt service, as established by law.

lntergovernmental receivables arc mainly composed of: amounts owed to the Municipality for
reimbursement of expenditures incumed pursuant to state and federally funded programs (recorded in
the general fund,special revenue fund and capital project funds as deferred outflows ofresources).

These accounts receivables are stated net of estimated allowances for uncollectible accounts, which
are determined, based upon past collection experience, historical trends, current economic conditions
and the periodic aging of accounls receivable.

Capital assets

Capital assets used in governmental activities include land and land improvements, buildings,
structures and building improvements, machinery and equipment, fumiture and fix1ures, licensed
vehicles, com[uction in progress, and infiastructure. These assets are capitalized and reported in the
accompanying statement of net position. Infrastructue assets are generally stationary in nature and
include roads, bridges, streets and sidewalk, dminage systems and other similar assets.

For financial reponing purposes, the Municipality defines capital assets as assets with an individual
cost of $500 or more at the date of acquisition, construction or improvement, and with useful lives
extending beyond one year. AII assets with individual costs under $500 or with useful lives not
exceeding one year. are charged directly 10 expeme in the govemment-wide statement of activities.
In the govemmental funds, all capital assets are recorded as capital outlays (expenditures).

In the statement of nel position, all capital assets are recorded at cost or estimated historical cost if
actual cost was unavailable, except for donaled capital assets, which are recorded at their estimated
faiI value at the date of donation.

Estimated historical costs based on deflated current costs were used to value a significant portion of
the infrastructure consrnrcted or acquhed prior to June 30,2002 and certain lands, buildings,
structures and building improvements. The method used to deflate the current costs with an
approximate p.ice index was used only in the case of cenain items for which the historical cost
documentation was not available. Actual historical costs were used to value the inftastructure
acquired or constructed after June 30, 2003 as well as, construction in progress, machinery and
equipment and licensed vehicles acquired prior or after such alate.

Major outlays for capital assets and improvements are capital;zed in the statement of net position as
proje€ts are constructed. The costs of normal maintenance and repairs that do not add value to the
zrsset or materially extend capital asset lives are not capitalized.

Depreciation and amortization expense is rccorded only in the govemment-wide statement of
activities. However, there is no depreciation fi amortization recorded for land and construction in
progress. Depreciable capital assets are generally depreciated or amortized over the;r estimated
useful lives under the straight-line method, except for machinery and equipment held under capital
leases which is depreciated over the shorter of its estimated useful life or the lease term.
The estimated useful lives of major capital asset categories are:
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Ye{rs

Land improvements
Buildings, structures and building improvements

Infiastructure
Machinery and equipment

Licemed vehicles

20

20-50
20-40

t0
5

DeDreciation and amonization expense of capital assets is recorded as a direct expense of the

;;'";il;;*; specificallv id; ified with the asset Depreciation and amortization of

i"irri*Jr*! rt not allocatei lo various functions/programs but reported as direct expenses of the

urban and economic development function.

Defered outflows / inflows of resources

ln addition to assets, the statement of net position and govemmental funds balance sheet will

to.",i.a. ..pon a ;eparate section for deierred outflow of resources- This separate financial

ri","-""i "rti"",, 
a.r"i.ed outflows ofresources, represents a consumption of net-position or fund

ualance that applies to a future period (s) and so will not be recognized as an outflow of resources

1"*p"n."1"*p"niitrt"; ,ntil then. The Municipality has no deferred outflows ofresources'

In addition to ]iabilities, fie statement of net posi(ion and golernmental funds balanc€ sheet will

aoa"tia"a aapon u t"p"aute section for deferred inflo$ ofresources This separale financial statement

"i"."n,, 
a"f".."a inno*s of resources, represents an acquisilion of net position or firnd balances that

"pp'l'*'i" " 
ir*" p-;"a (s) an so will not be recognized as an inflow of resources (revenue) until

that time.

The Municipality reports deferred inflows or resources on i1s GFFS and GWFS In rhe CFFS'

deferred inflows of resouces arise when:

- Potential revenue does not meel both the "measurable" and "available" criteria for revenue

re.ognition in the cunenl period. As previously discussed, available-is defined as due (or

pastiue) at June 30, and ;ollected within 90 days thereafter to pay obligations due at June

30, or;

- The resources are received by the Municipality before it has a legal claim to them ln
subsequenl perioals, when the ;evenue recognition criterion is met' or when th€ Municipdity

tr"a u l'ag"l 
"lui. 

to th" ,esources, the deferred inflow ofresources is removed and revenue is

recognized.

Deferredinflowsofresourcesatlhegovernmenl.widelevelariseonlywhentheMunicipality
receives resources before il has a legal claim to them.

Al June 30, 2013, the governmental funds presenl deferred inllows of resources'
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lnvento es

The General, Special Revenue and Capital Project FunG, purchases office 
-and 

printing supplies'

*rorin" oir 
"ni 

otrt". 
"*pendable 

suppiies held for consumption The cost of purclnses is recorded

[""-o."ai *. i" the appropriate tuna and the inventory is not recorded in the basic financial

statements.

Compgls4gd-abs9!!6

Compensated absences are accounted for under the provisions of StatementNo' 16.' Accoll'ting for
iilrlo"n or"d ,1,tr"n 

"", 
issued by CASB (CASB No. 16). Compemated absences include paid time

;;;J;;iilh , .rployees in connection with vacation, sick leave and compensatory time The

fi*G'f- 
"olnp*tut"d 

aisences .ecorded in the government_wide stalemenl of net- position is

ii-i 
"i 

t" i*r" ,f,", is attributable to services already rendered on or before June 30' 2013 an4 is

""i 
i".ti"g"rt 

"" " 
.ir""ific event (such as illness) that is outside the control of the Muuicipality and

,f," ".ri"i*. fr," liiuiriry for compensated absences' include salary-related costs' which are directly

-i-rnJreril.rr"fiy ,.r""d'to the amount of salary paid to the employee (such as-employer's share of

So"ial S""u.ity tu e., Medicare taxes, employer contributions to the employees' letirement systems

and others).

The vacation policy of the Mu cipality provides fol the accumulation of regular vacations at a mte

"ii i-i.rt pJ. ,,i"tft Oo days per yeail. Employees accumulate regular sick.leave at a rate of 1 5

auy. p". ".-tt tfg a"V. per yearl. Compensaory time is accumutated b) €mploy€es al a rate of l 5

tl.io'tt 
" 

or.rti." *oited. All vacation and sick leave alals accumulated by emplolees in excess of

iii'arv. *a so ;y., ."pectively, are paid to employees each year if not consume'L as requfed by

i"*. i. tr,".*" 
"i"ir-pitnsatory 

time,ihe excess of24o hours is paid to employees each year' ifnot

consumed.

tJDon terminalion of emplolmenl, an emplo)ee receives compensalion for all accumulaled unpaid

,.'grf* uu.rtion t.ut"u,,h"-.*..nt rut.. in the case of regular sicl teave iflhe employ€e lerminale5

trii oi t 
". ".ptoy."nt 

*ith lhe Municiprlity b€fore reac hing l 0 ) ears of serv ices such regular sick

i*r" ary. iJ * paid to the employee. Upon terminalion of employment an empl^oyee does not

,o.in" .olnp"nruiion for compimatory lime. i[ nol consumed Alier l0 year] of services an]

,"guf* ri"t i*u. u"funce is paid to the employee Accumulated vacation time is fully vested to the

employees at any time.

The liability for compensated absences is rcporled in the statement of net^ position. A liability for

"".p"ra"iJa "U*r""! 
i. reported in the GFFa only iflhey have matured, for examplq as a result of

employee resignations and retircments.

I ons-term debt

The long-telm liabilities reported in the accompanying statements of net position include the

rrlrroi"ip_utity'" una. payabie, notes payable, accrued compensated absences' and legal claims and

iudgments.
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All long-term debt to be repaid from governmental resources is reported as liahilities in the

accompanying statement ofnet position. Principal and interest payments on bonds due on July 1, are

recorded as governmental fund liabililies in the GFFS when resources are available in the debt service

tund (June 30,).

Accountine for pension costs

For the purpose ofapplying the requiremenls ofGASB Slatemen No 27, ,rccountingfor Pensions by

State a d Local Govemme t Enployers (GASB No. 2?), the stale government of the Commonwealth

of Puerto Rico is considered to be the sponsor of the Employees' Retirement System of the

Government of Puerto Rico and lts Instumentalities (ERS) and Syslem 2000, a mulii-employer cosl_

sharing defined benefit pension plan and a hybrid defined contribution plan, respectiveiy, in which

the employees ofthe Municipality panicipate. The Mu cipality is considered a participant, and not

a sponsor, of these retirement systems since the majority ofthe participants in the aforementioned
pension trust funds are employees of the Commonweallh of Puerto Rico and the hasic financial

statements ofsuch retirement systems are part ofthe financial reponing entily of the commonwealth
ofPuerto Rico. Accordingly, no portion ofthe net pension obligation (NPO) related to ERS has been

allocated ao the Municipality in the accompanying basic financial statements.

The Municipatity accounts for pemion costs from the standpoint of a participant in a multiple_

employer cost-sharing plan. Accordingly, pension costs recognized in the accompanying basic

financial statements are equal to the statutorily required contributions, with a liability recorded for
any unpaid required conlributions.

Risk manaqement

The Municipality carries commercial insurance covering casualty, theft, tort claims and olher losses.

Insurance policies are negotialed by the Commonweakh's Department of Treasury (the Department

of Treasury) on behalf of a:l municipalities of Puerto Rico. The Department of Treasury pays the

insurance premiums on behalfofthe Municipality and then is reimbursed each year ttrough monthly
equal payments deducred from the Municipility's gross property 1ax collections made by the

Municipal Revenue Collection Center ("CRIM", by its Spanish acronyms), a governmental enlity
responsible for billing and collecting property laxes on behalf ofall municipal;ties of Pue(o Rico (see

note 4).

The Municipality carries insurance coverage for dearh and bodily injuries caused by aulomobile

accidents. This jnsurance is obtained through the Aulomobile Accidents Compensalion
Administration (ACAA), a component unit ofthe Commonwealth. This insurance 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 Mu cipality obtains workers' compensation insurance coverage tkough the State Insurance

Fund Corporation (SIFC). a component unit of the Commonwealth. This insurance covers wotkers
against injuries, disability or dealh because of work or employmenFrelated accidents, or because of
illness suffered as a consequence oftheir employment. workers' compensation insurance premiums

are also paid through monrhly deduclions made by CRIM from the Municipality's gross property lax
colleclions.
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Th€ Municipslity oblains unemployment compensatioL non-occupational disability, and drivers'
insurance coverage for its employees through various insurance programs administered by the
Commonwealth's Department of Labor and Human Resources (DOL). These insurance programs

cover workers against unemploymeni and provide supplementary insurance coverage for temporary
disability, or death because of work or employmenFrelaled accidents or because ofillness suffered as

a consequence oftheir employment. Unemployment compensation, non-occupalional disability and

drivers' insurance premiums are paid directly to DOL on a cost reimbursement basis.

The Municipality also obtains medical insurance coverage from several health imurance companies

for its employees. Different helth insurance coverage and premium options are negotiated each year

by the Municiprlity on behalf of its employees. The curent insurance policies have not been

canceled or terminated at June 30, 2013. Premiums are paid on a monthly basis dire.tly to the
insurance company- In the past tlree years, the Municipality has not seltled claims thal exceeded

insurance coverage,

Fund balances

According the provisions ofGASB No. 54, the fund balances are reported in five categories:

. Nonspendable Amounls that cannot be spent because they are: a) not in spendable form or b)
legally or contraclually required 10 be maintained intact. Due to the nature or form of the
resources, they generally cannol be expected to be converted into cash or a spendable form.

. Resiricted Amounls are restricted by extemal parties (creditors, grantors! contributors or law
regulalions) of other governments or restricted by law through constitutional provisions or
enabling legislation.

. Committed - Amounts that can only be used for a specific purpose pursuant to constraints
imposed by formal action (ordinances or resolutions) of the Municipalily's highest level of
decision making authorily (Municipal Legislature). The formal action must occur prior 10 the end
ofthe repordng period, however! lhe amounl may be determined in the subsequent period. These
are self-imposed limitations on available resources. These comm;tted amounts cannot be used for
any other purpose unless the governmenl removes or changes the specified use by taking the
same level ofaction it employed to previously commit those amounts- These committed amounts
would be approved and adopted by formal action ofthe Municipal Legislature.

. Assigned - Amounts that are consnained by the Municipality s intent to be used for specific
purposes that are neither restricted nor committed. The intent will be expressed by the Municipal
Legislature, the Mayor or by an official to which the Municipal Legislature delegates authority in
conformity with the Autonomous Municipalities Law of Puerto Rico.

. Unassiened - Represent the residual classification for the Municipality's General Fund.
Therefore, in order to calculate unassigned fund balance, total fund balance less nonspendable,
restricted, commited and assigned equals unassigned fund balance. The resulting amount will be
available for any purpose.
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Negative fund balance amounts are assigned amounts reduced to the amount that will raise the
fund balance to zero. Consequently! negative residual amounts is restricte4 committed and
assigned fund balance classifications have been reclassified to unassigned fund balances.

Interfund transactions

Interfund transactions are reflected as loans, reimbursements or tramfers, Loans are reported as

receivables and payables as appropriate and are subject fo elimination upon consolidation.
Reimbursements occur when one fund incurs a cost, charges the appropriate benefiting fund and
reduces its related cost as a reimbursement. All other interfund transactions are treated as ransfers.
Tiansfers between governmental or proprietary funds are netted as part of the reconciliation to the
government-wide columnar presentation. The Municipalily has the following types of reciprocal and
noffeciprocal interfund aciivities:

. lnterfund loans - Represent amounts provided with a requirement for repayment, which are
recorded as "due from" in the lender govemmental fund and "due to" in the borrower
governmental fund- Interfund receivables, which are not considered currently available financial
resources, are reported as advances. For amounts not expected to be collected within a reasonable
period, inferfund receivables/payables are reduced to the estimated rmlizable value and the
amount that is not expected to be repaid is reported as a tsansfer from the governmental fund that
made the loan.

. Interfund transfers - Represent flows of assets (permanent reallocation of fnancial resources

among governmenlal funds) w;lhoul equivalent flows of assets in return and without a
requirement for repayment. Transfers are reported as other financing uses in the governmental
fund making transfers and as other financing sources ;n the governmenial fund receiving
transfers.

. Interfirnd reimbursements - Represent repayments from the govemmental fund responsible for
paflicular expenditures or expenses to the governmental fund that initially pa;d for them.

Claims and iudqements

The estimated amount ofthe liabilify for claims and judgments, ifany, which is due on deman4 such
as from adjudicaled or seftled claims, is recorded in the General Fund. The Long-Term Liabilities
includes an amount estimaled as a contingent liability or liabilities with a fixed or expected due date,
which will require future available financial resources for ils payment.

Use of estimates

The preparation ofthe accompanying basic financial statements in conformity wilh GAAP requircs
management to make significant estimates and assumplions that affect the reported amounts of assets

and l;ab;lities and the disclosure of contingent assets and liabilities at the date ofthe basic financial
statements and the reported amomts of revenue and expenses during the reporting period. Actual
results could differ from those estimates.
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Municipal solid wasle landfill closure and pestlglgslug-94l9lQ!!

Solid waste landfill closure and post closure care costs are accounted for under the provisions of
Statement No. 18. Accounting for Municipal Solid Waste Landfll Closure and Post clos re Carc

Cosrs, issued by GASB (GASB No. 18).

The estimated liability for solid waste landfill c)osure and post closure care costs (including

monitoring and maintenance) includes an estimate of all costs to be incured near or after the clme of
the Mutricipality's solid waste landfill. ln the government_wide statement of net position, this

l;ability is recopized under the accrual basis ofaccounting over the useful lile of the landfill, even

though such costs will only be incurre4 by definition. nmr of after the close ofthe landfill

The estimates ofclosing and post closing costs include; the cost ofequipment and facilities that will
be acquired near the time the landfill slops accepting waste or after for the purpose of posl clostrIe

care and mon;toring, the cost ofapplying the final cover and the cost ofpost closure mainlenance and

monitoring. These cost estimates are made using current cosls (costs that would be incured ifthese

services would have been obtained during the current period) The liability is adjusted annually to

reflect the efecas ofinflation, advances in lechnology, changes in regulations or similar changes.

Any changes in the estimated total cunent costs that occur before the landfill stops accepting solid

waste are reported in the period of the changes, and an adjustmenl is made lo the calculation, which

is accounted for prospectively as a change in accounting estimate. On the other han4 the accounting

for a horizontal expansion ofthe land fill has no effect in the lactors used to calculate the accrued

liability for the closure and posl closure costs of the original landfill. In this case, a separate

calculation ofthe closure and post closure care costs for the expanded portion ofthe landfill is made

for mch financial reporling period.

Changes in the estimated total current cost for landfill closure and post closure care cosls may also

occur after the date that the landfill stops accePting solid waste. The changes may include changes

due to inflalion (or deflation), changes in technolog/, changes in closure and post closwe care

requirements, corrections of errors in estimation, and changes in the extent of environmental

remediation that is required. Changes in these estimates would be reported in the period in which the

change is probable and reasonably estimable.

R{enr adonrion of accounline Dronouncemenls

The Municipality adopted the following statements durjng year ended June 30. 2013:

GASB Statement No. 63, Financial Reporting ol Oefened Ourltows of Resowce' Ikferred Wows
of Resources and Net Posilion. This Statement provides financial repo(ing guidance for deferred

outflows of resources and defered inflows of resoulces. The Municipality has implemented this

Statement in fiscal year 2012-2013.

GASB Stateme No.65, Itens Preiously Reparted as Assets and LiaDilitres. The objective of this

Statement establishes accounting and financial repo(;ng shndards that reclassify, as deferred

oulflows ofresources or defened inflows ofresources, certain items that were previously reported as

assets and liabililies and recognizes, 2!s outflows of resources or inflows of resources, certain items



COMMONI EALTH OF PUf,RTO RICO - MUNICIPALITY OF CABO ROJO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUf,D)
FISCAL YEAR ENDED JUNE 30, 2OI3

1. ORGANZATION AND SIMMARY OT SICNIFICANT ACCOT]NTING POLICIES - CONTIN'IJED

that were previously reported as assets and liabililies. The provisions of this Statement are effective
for financial statemenls for periods beginning after December 15, 2012. The Municipality has

implemented this Statement in fiscal year 2012-2013.

f urure adoDrion of accountinp oronouncements

The GASB has issued the following accounting standards that have effeclive alates after June 30,
2013:

. GASB Staiement No.66, Technical Conections-2,|2 on amendment ofGASB Statements No.

10 and N)- 62.This statement is effective for periods beginning after December 15, 2012.

GASB Statement No. 67, Financidl Reporting for Pension Plans-an amendment of GASB

Statement Na.25.

GASB Slatement No. 68 Accounting and Financial Reporting for Pensions an amendnent of
GASB Sratement No. 27. This statement is effective for periods beginning after June 15, 2014.

GASB Slatement No. 69 Govenment Conbindtions and Disposals of Go,rernnent Operanons
The requirements ofthis statement arc effe.tive for government combinations and disposals of
government operations occurring in financial reporting periods beginning after December 15,

2013, and should be applied on a prospective basis.

GASB Statemenl No. '70 Accounting and Financial Reporting for Nofierchafige Finarcial
Guarantees. This staternent is effective for pedods beginning after June I5, 2013.

. GASB Statemenr No. 7l Pension Transition fu Contributions made Subsequenl lo the
Measuremenr Date- an amendment of GASB 68. This statement is effective for periods

beginning after June 15, 2014.

The impact of these statements on the Municipality's
determined.

DEPOSITS

basic financial statements has not yet been

The Municipality maintains its deposits in various commercial banlc located in Puerto Rico and the
Govemment Developmenl Bank for Pue(o Rico (GDB). Proceeds from all bonds and the funals

related 10 cerlain federal grant awards are required by law to be held with GDB.

The Municipality adopted the provisions of GASB Statement No. 40 (GASB No. 40), Deposit atu1

Inrestment Risk Disclosure, an Amendment to GASB Statement No. J. This statement requires that
state and local govemments disclose essential risk information about deposits and investments. The
disclosure lequirements cover four main areas: credit risk, interest rate rish custodial credit rislq and
foreign exchange exposwe.
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COMMONWf,ALTH OF PUERTO RICO . MUNICIPALITY OF CABO ROJO
NOTf,S TO THE FINANCIAL STATEMENTS (CONTINUED)
FISCAL YEAR ENDED JUNE 30,2013

2. DEPOSTTS (CONTTNUED)

- Credit risk This is the risk that an issuer or other counterparty to an investment will not
fulfill its obligations. In compliance with the laws and regulations of the Commonwealth, the
Muuicipality has adopted, as ;ts custodial credit risk policy, the State enr of Inyestment
Guidelines for the Got'ernment of &e Couuonwealth of Puerta Rico- Accordingly, the
Municipality is only allowed 10 invest its obligarions of lhe Commonweailh, obligations of
the United States ofAmerica, certificares ofdeposit, commercial paper, bankers' acceptances

or in pools of obligations ofthe Municipalities of Puerto Rico, which are managed by GDB.
According to the aforementioned investment guidelines. the Municipality is not allowed to
invest in marketable securiries or any other type ofinvestments for which credit risk exposure
may be significant. Therefore, the Mutricipality's management has concluded that the credit
risk related to any possible loss related to defaults by commercial bank on the
Municipality's deposirs is considered low at June 30, 2013.

- Interest rate risk - This is the risk thal changes in interest rates of debt investmen6 will
adversely affect the fair value ofan investment. The Municiprlity manages its exposure to
declines in fair values by; not including debt investments in i1s investments portfolio at June
30, 2013, limiting the weighled average maturiry of its investmefts to periods of thee months
or less and keeping most ofils bank deposits in interest bearing accounts generating interest
at prevailing markel rates. At June 30, 2011, the Municipality's investments held in
commercial bank consisr ofthe follo$ing:

PR Comnw. Go\emnent Delelopmenr Banl. subjecr to e{aordinaD call 2/01/2019 S 79.142
PR Public Finoe Coryoradon. Appropriadon BDS 8101,2022 134.35.1
PR Puhli. Financ! Corloration. continuoudr callable liom 02/01201.i* 8/01/202i 518.171

ror.l s ls!,!!L
*Thes bonds arc call.ble on anJ d.teafterthe IiBt.alldale until its m.lurir!.

- Custodial credia risk In the case of deposits, this is the risk thal in the event ofa banl
failure, the Municipality's deposits may not be recovered. Pursuant to the Statement of
Inyestment Guidelines for the Golernment ol the Ca monwealth oj Pue o Rrco, the balances
deposited in commercial banks by Municipalities are insured by the Federal Deposit
Insurance Corporaiion (FDIC), generally up to a maximum of $250.000 per depositor. In
addition. public funds deposited in commercial banks by the Municipality are fully
collateralized for the amounts deposited in excess ofthe federal depository insurance. All
securities pledged as collateral are held in the Municipalit]'s name by the agents of the
Commonweahh's Secretary of Treasury. Deposits with GDB are uninsured and unsecured.
However, no losses related to defaults by GDB on deposit ramactions have been incurred by
the Municipality through June 30, 2013. The Municipalit_r-is management has concluded
that at June 30,2013, rhe cusiodial credit risk associaled with the Municipality's cash is
considered lo$.

Fair Mark l
Vdua as of

Miturilies Jon.30.20r3
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COMMONYEALTH OF PUERTO RICO . MUNICIPALITY OF CABO ROJO
N-OTES TO THf, FINANCIAL STATEMINTS (CONTINUf,D)
FISCAL YEAR ENDED JUNf, 30. 20I3

2. DEFOSTTS(CONTTiTED)

- Foreign exchanse risk _ This is the dsk thal changes in exchange rares will adve.sely affectthe value of an investment or.a. deposit. a*iai"g i"'it 
"-"fi".entionea investment

F"1ti,"':';,ifl:g:1*, 'j;.Y"':"'o'lt 'r" v'"i"ip'-"ri'v l;p;;";l; .i'"' in'|esrins in

,";?; 'l;;;;:;; ;.i#;'"il o* ' 
in!esrmenl5 ror uhich roreign erchange risr exposure

rerared ,o ,he Municipari, , ,;J*Tl?:::l:::,::. :f:H:i !T, jiir:-ign e\chanBe risr,

Pursuant to the statement of investment guidelines for the government of the Commonwealth ofPuerto Rico. lte Municipalitv ma! in\
u,i,"a so,.. .ie,li.,Hiir#:. ;i 4;L:,1:ff l:I :i;[":"#ft:l[**X::::".-,,**J
orobtigariom ofrhe municipatiries ot pueno Rico 

" 
r, i.r, ,i" irJ*g"i';i iot. 'r,.,

The Municipality,s banl balances in commercial bank of $79g,055 in the General Fund and$J. t77.?2q in lhe Commonweallh Leeislature Res"frl*" ir^j"*" n ffy'.oiil,"".u.tir.a a trr. :0,20tJ. In rhe Olher Corernmenrat Fuid,. rhere \rere deposirs rLirh ."r;;.;;i;il. of$1.979,871that were fully collatemlized.

The deposirs at CDB of$40.252 jn rhe C€neral Fund, $9,865,078 in the Debr Service i.und and the$4,380,814 in Orher covernmental runas a,e ,nsec,iea-anJ ,;.;;;;.a,.r: ;o coltareral isrequired lo be carried by governmental banI5.

3. RECEIVABLES

Properry Ta\es Receivables

Property ta\es receivable of 9304.334 and $64,350 in the General Fund and Debt Service FLrn4j;J"Tlr![ir,**'",,, advances from ri."ur y*, zoii_ior:]-,"i 
""i""i.i'i, i#ir*,"rprrry ut

Sales Tax Receivables

As described below in Note 16. the Municipal Legislalure approled the imposirion of the municipalsares and u5e rax durins fiscat !ear 2006_)007. i"arra',"il 
",e_i;,r",iJalo"i,il,,...ro;.", ,"coriecr rhe municipat sates and use rax m,,5r nr. u r* ,.rr., io tr,.Tirii.ir"i,rrl'iJ,l, *. *.r, ,0,,day ofeach month based on rax collecred in th€ preceding monrh. ff,"."i# iuf"ii* ."".iuuti" of$183,778 and $62,984 in General Fund and o.u,'s"*t." ir"a,'r*p"lii""",r, .'#.'lii. ,n" "r**.due by the taxpayers at June 30. 2013.
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3. RECEIVABLES(CONTINUED)

Interqovernmental Receivables

Receivables in the General Fund represent expenditures incurred not yet reimbursed by the state

agencies. Following is a detail ofthe state government receivables:

DescriptioD

State Department oftabor (Law 52) $ 145,080

State Departnat of Treasury (Christinas

Bonus Reimbursement) 271,863

Total $ 416,943

COMMONWEALTII OF PUERTO RICO - MUNICIPALITY OF CABO ROJO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FISCAL YEAR f,NDf,D JUNf, 30,2013

Federal Grants Receivable

Federal granls receivable in Other Govemmental Funds represent expendilures incuned not yet

rcimbursed by the federal agencies or the pass_though grantors. Following is a detail ofthe federal

granls receivable:

Descriptiotr Amount

Housing Urban Development $ 19,772

Rural Housing Preservation Grant 2,64'7

Total $ 22,419

Other Receivables

Other receivable in the General Fund, for the amount of $8,078 represents other miscellaneous

income due at June 30. 2013.
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COMMONWEALTH OF PUERTO RICO - MUNICIPALITY OT CABO ROJONOTES TO THE FINANcIAL STATEvENTs (coNTINUED)
FISCAL YEAR ENDf,D JUNE JO.20I.1

4. INTERFUND BALANCES

?;:,:l:.":,. 
,.2i:. 

::"y":::ipl]:,ad:pteg rh: provisions of sratement N o. 38. certain ,.i,.anciat
ffi;:;t #,;*fi ;i:i::;,::,ii.?"j':,::ffi:il1 

"*:lll::.,,:T1,1^.,. 
jil*,.1t

of intertund batances. Intertund batances al Jun..to. :of : ."^i.r"j "i,ffi;fi;A]
Transfers 6om

Ceneral
fund

legislrtive
Other

funds

Totat

fuDds

Debt

fund

Major tunds:

Debt senice fiud

I e ai s I anye,e s ot ut i o n s

Nonmajor tunds:
Othet goyennental funb

Total:

s(6,484) $ -

(1,098,813)

$ (6184)

(880,085)
218.728

legislativeDue to:
Major finds:

Debt senicefurut

GeDeral
Debt

fund

Oth€r

funds

Torat

furds

- $ 2,518,760 $ 546,548 $ 3,065,308

legislatbe rcsolutiohs
Nonnajor tunds:

Otlw Boyenncntat lund: 41.983
r orat: ,-...,", ) - 5 tst8.

At June 30, 2013, all amounts due to amormanagement. ng funds are considered collectible by the Mutricipality,s

Due Fom
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COMMOITIVEALTH OF PUERTO RICO - MUNICIPALITY OF CABO ROJO
NOTES TO THf, FINANCIAL STATEMENTS (CONTINUED)
FISCAL YEAR f,NDED JUNE 30,2013

GeneralFund $ 3,342,007 $ 404,940 $ 3,'146.94'l
Commonwealth Legislative Resolutions Fund 466,293 466,293
Other Governmental Funds 963,010 963,010

5. ACCOUNTS PAYABLE AND ACCRUED LIABILMMS

Accounls payable and accrued liabilities in govemmental fund financial statements represent
expenditures incurred during fiscal ye,'t 2012-2013, and not paid by the Municipality at June 30,
2013. Following is a detail ofthese accounls payable and accrued liabilities by major fund:

Accounts Accrued
Maior Gov€rnmental trunds Pryable Liabilities Total

Total _p_lruIg_ _p_!9t219_ $s,176,2s0

6. BONDS AND NOTES PAYABLE

As described below in Note 13, the Municipality issues general and special obligation bonds and
notes, principally, to provide funds for the acquisition and consffuction of major capital facilities, to
pay debt incurred in prior yqrs, and to cover the expenditures ofa special event. At June 30,2013,
the governmmt-wide and fund financial statements presented the following accounts payable,
regarding to the outstanding balance of these bonds and notes, including its accnred interests:

Description

Principal
Interests

Total

$2,260,000
931.732

_$iry12_

7. INTf,RGOVf,RNMENTALPAYABLf,S

As of June 30, 2013, balance due to other governmental units in General Fund consists of the
following:

Governmental Agency Amount

State Department oflabot $ 259,426

Srale Reriremenl Slstem Adminislrarion 144.235

State Aqueduct and Sewer Authority I 12,951

Commonwealth of Puerto Rico Employee's Association 16,457

General Service Administralion 6-662

Municipal Revenue Collection Center ("CRIM") 649,821

Social Security Administmtion 31,803

Total
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[:i#1ilfi1**Jittiii,if,X;H,Xt1t#il,,f ""o*o*o,o

8. UNf,ARNED RE}?NUf,S

illilr*ll*^i,#L,;?:#ff#Hr;l1:;:,,,iiil,:n""":-:1r,-r*9-".era,edtovorumeorousinesi taxes corieiJa i;ffi;il;Hf;|, ,';:e14,in 
th^e_cenerairund are rerared ro

\rq.A o-, D^r 
_. ..,,, vr @,rco rn rrscatyear 20lj-14.

ffi Urp,"-::y;;,:ffi:;:x,T]r:,T.5'*-*o,,,n" ",* ffi ;:;::.*,".",,.ffi H:",r,*fjT*ik,;i{ tl;iX;l,h* Xj,ii,.,:"8"$:*:il*.Tfl .,*"1".;*,;;n"u,."a un*-"J,.i,.l,uiT.o1 fr:H,'"T,#i"iT,::fl*ll*i..:",.#l

i:#:li:Ti:1,:,:::,,i*l and famirie" ' ,iill
slale Depanmenr ofJustice 15.448
staie Adminislration of solid Wa5le 

"r,#;Total
31&8ss

9. DEFf,RRED INFLOWS OF RESOURCf,S

#:i#'s#ffi }i#:#:ijfr"sffi inTjli{,;:ffijff x#;i:;:r}xr:"rr:
:f1d$:il[.,:lf,Ixay"*#ksr""#"[i:i*i,;ffi"].##{,,,"}ffi ,-

11
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COMMONWEALTII OF PUERTO RICO - MUNICIPALITY OF CABO ROJO

NOTES TO THf, FINANCIAL STATEMENTS (CONTINUED)
FISCAL YEAR ENDED JUNf, 30, 2013

10. CAPITAL ASSETS

Capital assets activity for the year ended June 30, 2013 was as follows:

,.L.. .Latd-,
JrJoltl, hdE

t 10J31.000

,1lt2ll1 a,l3i,oq).@

31,113,521 .t,13r,091

LlF
t l{in-d6 J-.r,2oI.CrlEradldt

cln !.* ofdp,nl.di d did
b irFqtai! d @ridi*

Toij 6l i.it of.?dn Gal, ol
roljdlld.pcin ddlitli!

c.nt.itof .?idarai hbld ro

d.pdiri.duriaid

BiuaitudbFslEb

\&,,ilat-d lqrydarr

ToEl d b& ofqpitl a* did
bie.rirrioddtdioa

Lbldr b.* of{Titl!*

t 10,111,090

o,orjro ro,loe:o,

o,r93jx) 10,rr029,

3.919,11 969,19.1 9,U9)2!

:_ 9:9 63' :!lill56 Lr$Jl6 30.510,369

s trr,7!3:r1 5 llr,l0l,lo

lq7l106r

14l92
,,106rll

l,ot.l,6t

3,193,151

t,o,{t,rr, a,6lu6t
36,1t919)

,150.173 ,t,l91,1l
3.r09.rr7

ACCIII{ULAIE)DE?ICL{7ION,T\O IVORTIZ$ION:

Bdd!6i.II1IG-i4I!iEB

Ir.liEy!d.Fid6

ldldddd.p.Eti!daEarE

CA?TIALISsETI llEI

e4!4djsE!E

Clta.d r.Gi datbpd!

cdec 
'tdio!, 

.!d.edrr

11952:J6

332)34

D?lEri! -.1etaia qas 6r &. &dl )r 6d.d J@ 30, l0ll, @ c!r!d ro lEdicF*le 5 fo!6!:

6}

35l,071

I 3.193:5].00
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COMMONWEALTH OF PUIRTO RICO . MUNICIPALITY OF CABO ROJO

NOTES TO THf, FINANCIAL STATf,MENTS (CONTINUED)
FISCAL YEAR ENDED JUNE 30, 2013

II. EMPLOYEES' RETIRf,MENT SYSTEMS

Plan descvipli9!

The Employee's Retirement System of the Covernmenl of Puerto Rico and iE Instrumental;ties (ERS)

is the administrator of a cost_sharing multiple-employer retirement system established by the

Commonwmlth of Puerto Rico. The ERS was crmted under the Act 447, approved on May 15, 1951,

as amended, and became effective on January l, 1952.

ERS covers all regular full time employees of the Commonwealth of Puerto Rico and its
instrumentalities and of certain municipalities and components units not covered by their own

letiement's systems.

Participation is mandatory except for members ofthe Legislature, Government Secretaries, and Heads

for Agencies and Public Instrumentalities, Assistants to the Governor, the Comptroller of Puerto

Rico, alubernatorial Board and Committee appointees and Experimental SeNice Station employees'

ERS provides retirement, death and disability benefits. Disability retirement benefits are available to

members for occupational and non-occupational disabilities Retirement benefits depend upon age at

retirement and number ofyears ofcredited service. Benefits vesl after ten years ofplan participation'

Memben who have attained an age of at least fifty-five (55) years and have completed at least

twenty-five (25) years of creditable service or membels who have attained an age of at least fifty_

eight i58) years and have completed at least fifty-eight (58) years and have completed at least ten (10)

y;rs ofcreditable se ice, are entitled to an annual beneftl, payable monthly for life'

The amounts ofthe annuity shall be one and one-halfpercent oflhe average compensation multiplied

by the number of years of creditable service up lo twenty years, plus 2oZ ofthe average compensation

muliplied by the number of years of creditable service in excess of twenty years. In no case the

annuity will be less lhan $200 per month.

Participants who have completed at least thirty (30) years ofcreditable se ice are eniitled to receive

the M;rit Annuity. Participants who llave not attained fifty-five (55) years ofage will receive 65% of
the average compensation or ifthey have attained fifty_five (55) years oiage will receive 75% ofthe
average c;mpensalion. Disabilily retirement benefits are available to members for occupational and

non-occupational disability. However, for non-occupational disability a member must have at least

ten ( I 0) years of service.

No benefit is payable ifthe participant receives a refund ofhis accumulated contributions'

On September 24, 1999, an amendment 10 Act No 447 ofMay 15, 1951, which created ERS, was

enacted with the purpose of establishing a new pension program (Syslem 2000). Employees

participating in the current system as ofDecember 31, 1999, may elect to stay in the defined benefit

plan o; fansfer to the new program. Persons joining the Municipality on or ailer January 2000 will
only be altowed to become members of System 2000. System 2000 will reduce the retirement age

from 65 years 1o 60 for those employees whojoined the current plan on fi after April l, I990.
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COMMONWIALTH OF PUERTO RICO - MUNICIPALITY OF CABO ROJO
NOTf,S TO THE FINANCIAL STATf,MENTS (CONTINUED)
FISCAL YEAR ENDED JUNE 30, 2013

1I. EMPLOYf, ES' Rf,TIREMENT SYSTEMS (CONTINUED)

System 2000 is a hybrid defined contribution plan, also known as a cash balance plan. Under this
new plan, there will be a pool of pension assets, which will be invested by ERS, together with those
ofthe current defined benefit plan. The Commonweallh of Puerto Rico will not guarantee benefits at
retiremenl age. The annuity will be based orl a formula which assumes that each year the employee's
contdbution (with a minimum of 8.275% of the employee's salary upon to a maximum of 1070) will
be invested in an account which will either: (l) earn a fixed rate based on the two-yeat Constant
Maturhy Treasury Note or, (2) earn rate equal to 75% ofthe retum ofthe ERS'S investment portfolio
(net of management fees), or (3) earn a combination of both alternatives. Participaffs will receive
periodic account statements similar to those of defined contribution plam showing their accrued
balances. Disability pensions will not be granted under System 2000. The employer's contribution
(9.275% ofthe employee's salary) will be used to tund the current plan.

Contribution reouirements

Commonwealth legislation requires employees to contribute, under a coordination plar,.5.775o/o of
gross salary up to $6,600 plus 8.275% of gross salary in excess of $6,600 and under a
supplementation plan, only available to Policg Firefighters and Mayors, 8.275% ofgross salary. The
Municipality's contribulions are 9.275% of goss salary.

For the year ended June 30, 2013,2012 Md 2011 the Municipality contributed approximately
$704,535, $772,695 

^nd 
5707,9)1, respectively, which represents 100% of required contributions-

The Municipality contributions during those years are .ecognized as total pension

expenditures/expenses in the category of administration.

Additional information of ERS is presented in the most recenl actuarial valuation report for the year
ended June 30, 2013, a copy of which can be oblained from the ERS, Minillas Station, PO Box
42003, San Juan, PR 00940.

12. LONG-TERM DEBT

The Municipal Legislatue is legally authorized to approve the contracting of debts of the
Municipality. Nevertheless, the laws and regulations of the Commonwealth of Puerto Rico also
provide that:

- Diect obligations ofthe Municipality (evidenced principally by bonds and bond anticipation
notes) are backed by the full faith, credil and taxing power of the Municipality; and

- Direct obligations are not to be issued by the Municipality ifthe amount ofthe principal ol,
and the interest on, such bonds and bond anticipalion notes (and on all bonds and notes issued
thereafter) which are payable in any fiscal year, together with any amounl paid by the
Municipality in the preceding fiscal year on account of bonds or bond anlicipation notes
guaranteed by th€ Municipdity. exceed l0 percent ofthe total assessed value ofthe property
located within the Municipality plus the balance ofthe ad valorcm taxes in the debt service
flm4 for bonds payable and bond anticipation notes to be repaid with the proceeds of
property taxes restricted for debt service.
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COMMONWEALTII OF PUERTO RICO . MUNICIPALITY OF CABO ROJO

NOTES TO THf, FINANCIAL STATf,MENTS (CONTINUED)
FISCAL YEAR ENDED JUNf, 30,2013

12. LONG-Tf,RM DI]BT (CONTINUED)

In addition, before any new bonds or notes are issue4 the revenues ofthe debt service fund should be

sufficient to cover the projected debt service requiremenl- At June 30, 2013, the Municipality is in
compliance with the debt limitation requirements. The general long-term debt activity for the year

ended June 30, 2013 was as follo*s.

C€nealad special obkalion 6onds $

Nore paylble lo CRIM - delinque.r rcou.rs

Nore Dayabh ro PR DeDanmnt ofl2bor

Payoble to CRIM eEessofadvmcesover@ eclions

tandfill.losuE ud porclosuE c@ cons

Obbgaiiob underepit l le6es

Brlr.. n Borr*i4s P.)mnl! B,lde ur Brloc. dre
June30J0l:l orrddli@s or&dr.tims J{N30?0lJ fithitrm. Ear

35.561.000 s - $

5.123J75 2,194,131)

$ {6.!0r,924 S 2,194,7t0 S 3,519,46t l !!,!77.191 $ 4.314.13r

1333.000 $ 1113,000 $ 2J5?,om

ll,t64 253)22 13.333

90.6t2

64t,134

Des*itnn

71n,005

1.61314

Bonds pa),able

The Municipality issues general obligation. special (public improvement) obligations bonds, and notes to
provide for ihe acquisition, construclion of major capilal facilities and equipmenl. as well as, to over
certain operaling needs. Bonds payable at June 3 0, 2013 is composed of the following debts:

Outstanding
AmoutrtDescription

1992 public improvement bonds of $880,000 due in annual installments ranging
iiom $20,000 to $61,000 though January l, 2016; bearing interest at 5.002

1993 public improvement bonds of $454,000 due in annual installments ranging
ftom $10,000 to $32,000 thmugh January I, 2017; bearing interest at 5.002

199? public imFovement bonds of $765,000 due in annual installments ranging
from $15,000 to $75,000 through January 1, 2016; bearing interest at mtes ranging
fro',x, 6.23Vo to 6.58yo (6.30% at June 30, 20 I I )

1997 general obligation notes of$1,735,000 due in amual imtallments mnging from
$40,000 to $165,000 through January l, 2016: bearing interest at rates ranging from
6.23vo to 6.58yo (6.3004 at June 30, 20 I I )

r74,000

r r 8,000

255,000

585,000
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COMMONWEALTH OF PUIRTO RICO - MUNICIPALITY OF CABO ROJO

NOTIS TO THE FINANCIAL STATIMENTS (CONTINUED)
FISCAL YEAR ENDED JUNE 30,2013

I2. LONG-TERM DEBT (CONTINUED)

Description
Oulstanding

Amount

1999 general obligation bonds of$830,000 due in annual installments ranging flom 545,000

$IO,OOO to $70,000 through July l, 2023; bearing interest at rates ranging from
5.a6yo to 6.560/r O.a6o/o at June 3 0, 20 I I )

1999 general obligation bonds of $1,310.000 due in annual installments ranging 140,000

from $50,000 to $140,000 through July l, 2013; bearing intercst at rates ranging

from 5.86% to 6.I l% (5.86% at June 30, 201 I )

2000 geneml obligation bonds of $2,040,000 due in annual installments ranging 415,000

from $80,000 to $215,000 tlrough July 1,2014; bearing;nterest at rates ranging

frorn 4.30yo to 4.'73yo (4.3 0% at June 3 0, 20 I I )

2003 general obliglion bonds of $4,425,000 due in annual installments ranging 3,275,000

from $75,000 to $345,000 through July 1,2026; bearing interest at rates ranging

from 4.30% to 5.60% (4.30% at June 30, 201 l)

2004 geneml obligation bonds of$505,000 due in annual installmenls ranging from 390,000

$10,000 to $40,000 through July l. 2028; bearing interest at rates ranging from
4.360/o to 5.3lVo (4.50Vo at June 30, 201 1)

2004 general obligation bonds of$545,000 due in annual installments ranging liom 420,000

$10,000 to $35,000 thrcugh July l, 2028; bearing interest at mtes ranging from
4.36yo to 5.31Vr (4.50o/o at June 3 0, 20 I I )

2004 general obligation bonds of $1,000,000 due in annual installments ranging 790,000

from $20,000 to $75,000 thrcugh July l, 2028; bearing interest at rates ranging from
4.36/o to 5.31'/" (4.50o/o at June 3 0, 20 I I )

2004 general obligation bonds of$505,000 due in annual installments ranging from 125,000

$40,000 to $65,000 through July l, 2014; bearing interest at rates ranging ftom
4.360/o to 4.73'/" (4.500/" at June 3 0, 20 I I )

2006 general obligation bonds of$355,000 due in annual installments ranging ftom 305,000

$5,000 to $25,000 through July 1, 2030; bearing interest at rates ranging ftom 4.36%

to 5.31% (4.50% at June 30, 20l l)

2006 general obligation bonds of $1.??5,000 due in arulual installments ranging 315,000

from $200,000 10 $315,000 through July l, 2013; bearing interest at mtes ranging

ftom 1 .53438o/n to'7 .50vo ( 1 .5343 87o at June 30, 20 I 1 )

2007 general obligation bonds of$710,000 due ;n annual inslallments ranging from 240,000

$80,000 to $125,000 tkough July l, 2014; bearing interesl at rates mnging from
1.53438yo to 1.50'/" (1.53438% at June 30, 201 1)
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COMMONWf,ALTH OF PUERTO RJCO . MUNICIPALITY OF CABO ROJO

NOTES TO THE FINANCIAL STATEMENTS (CONTTNUED)
FISCAL YEAR ENDED JUNE 30. 2013

12. LONG-TERM DEBT (CONTINUED)

Description
Outstanding

Amoutrt

2008 genera! obligation bonds of $1,850,000 due in amual installments ranging 1,655,000

ftom $45,000 to $175,000 through July 1, 2028; bearing interest at rates ranging

fiom 1 .53438yo to i .50o/o ( I .53438% at June 30, 20 I I )

2O1O general obligation bonds of $9,405,000 due in annual installments tanging 8,960,000

frorn $135,000 to $785,000 through July 1, 2034: bearing interest at rales mnging

fiom 6.00% to 7.50%.

2Ol I general obligation bonds of $4,530,000 due in annual insiallments ranging 4,320,000

from $100,000 to $415,000lhrcugh July l, 2030; bearing interest at rates ranging

fioni, 6.00Yn to 7 .50o/o .

2012 general obligtion bonds of $3,255,000 due in annual inslallments ranging 3,210'000

liom $45,000 to $270,000 through July 1,2036; bearing interest at rates ranging

fiom 6.00Yo to '7 .50o/o .

2Ol2 general obligation bonds of $1,040,000 due in annual installments ranging 1,025,000

from $15,000 to S90,000 thrcugh July 1, 2036; bearing inletest at rates ranging from
6.000/0to'7.50o/o.

2Ol2 general obligation bonds of $2,556,000 due in annual installments ranging 2,456,000

from $100,000 to $271,000 through July l, 2026; bearing interest at rates ranging

fiom 6.00Yo to 7.50o/o .

2Ol2 general obligation bonds of $1,580,000 due in armual installments ranging 1,405,000

Aom $1?5,000 to $275,000 though July l, 2018; bearing interest at rates mnging

from 6.00% to 7.50% .

2012 general obligation bonds of $2,3?0,000 due in annual installments ranging 2,100,000

from $270,000 to $420,000 through July l,2018: bearing interest at rates ranging

from 6.00% to 7.50% .

Total; $ 33,223,000

The general obligation bonds and the public improvements bonds are payable from the ad valorem

property tax of 1.25% which is restricted for debt service and retained by GDB for such purposes.

The laws and regulations of the Commonwealth provide that public debt of the Municipality will
constitute a first claim on the available revenue of the Municipality. Public debt includes bonds and

notes payable. The good faith, credit and taxing power ofthe Municipality are irrevocably pledged for
the prompt payment ofthe principal and interest ofthe bonds and notes payable.

The Municiprlity levies an annual additional special tax of 1.25% ofthe assessed value ofpersonal and

rcal property. The proceeds ofthis additional special tax are deposited in a sinking fund eslablished at

GDB whereby sufficient funds must be set aside 1o redeem the bonds in minimum annual or biannual
principal and interest payments. The proceeds ofthis special tax are recorded in the debt service fund.
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NOTES TO THE FINANCIAL STATEMENTS (CONTINUf,D)
FISCAL YEAR ENDED JUNE 30, 2OT3

12. LONG.Tf,RM Df,BT (CONTINUED)

Interest rates on serial bonds subject to variable rates are reviewed periodically by GDB and are based

on the fluctuation ofGDB's weighted average rate for ils commercial paper progmm, not to exceed 8olo.

Under this program, GDB issues commercial paper in the U.S. taxable and tax-exempt markets, in the

Eurodollar market and to corporations that have ta\ exemption.

Annual debt service rquirements of maturity for bonds payable are as follows:

June 30.2013 PripciPl

s 2,357.000

2.05 L.rll)

1.767-r]10

1.827.0m

1.670.000

7-0.1i.000

8-0ll.m0

5.6E0.0(U

2.815.000

_!__lL??1.000 $ 22.061.565

\oles oavable lo CR lM - DcLrsls[ A!!o!I!!

Law 146 - On 2001, a resolution was enacted to authorize the Municipality to obtain up to
$333,358, for a term not exceeding 30 years, for repayment of bonds issued for the sale of delinquent

accounts. A rcpaymenl agreement that bears intercst at 6.22% beginning July 1, 2007 was settled

with the CRIM. The outstanding principal balance of the note payable to CRIM amounted to

$253,322, at tl/j,e 30,2013. The principal and interest rnaturities are as followsi

Interest Total

2!14

2015

2016

2017

2018

201y2a23

202+2M8

202q2033

2$+m38

1,806.189

1.652.E74

1.86:16,9

t.770.t72

2..115.768

6.67.378

:l-25,1.i140

t-6lt.tm

$ 4163,189

1.703,874

3.63:,644

3,597.172

4,085.768

13.712.378

t2265,44

7J13,rm

2.815.0fl)

$ 55.287.565

TotalJuDe30.20l3
2014

2015

2016

20t7
2018

201q2023

2U+2028
2029-2033

Prirci@l
s 13.333

13,333

13.333

13.333

13.333

66.664

$ 6.343

6.m9

5.('75

5.142

5.008

20-031

11.685

3.339

s 63.432

$ 19.676

t9-312

19.008

18-675

18.341

86.695

78.349

56.668

$ 316.754
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COMMONWIALTH OF PUf,RTO RICO . MUNICIPALITY OF CABO ROJO

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FISCAL Yf,AR ENDf,D JUNf, 30, 2013

I2. LONG-TERM DEBT (COI{TINUf,D)

Compensated absences: At June 30, 2013, the liability for compensated absences amounted to

$3,861,684. This is the combination of balances related to accrued sick lmve benefits, accrued

vacation benefits, and compensatory leave benefits. The total amount of compensaled absmces is

composed as follows:

Due within Due alier

Accrued vacations
Accrued sick leave
Acoued compensatory time

Total compensated absences

one year one year Total

$ 812.1s4 $ 480,098 $ 1,292.252
576,886 1,759,2t2 2,336,098
233.334 - 233,334

$ 1.622,374 $ 2,239,310 $ 3,861,684

Governmental
Activities

ODeratinq leases

The Municipality is obligated under ce(ain leases accounted for as operating leases. Operagting

leases do not give rise to property rights or lease obligations, and therefore the results ofthe lease

agreemenls are nol reflected inthe Municipality's financial statemenls.

The following is a schedule by years of future minimum rental payments under operating leases that

have initial or remaining non-cancelable lmse terms in excess of one year as ofJune 30, 2013:

Yerr fnding
June 30,

2014

2015

20t6

201'7

Amoun represe ing interests

Total minimum payments required

$ 37,199

25,344

12,988

3,250

(4,023)

s 74,758
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COMMONWEALTH OF PUERTO RICO - MUNICIPALITY OF CABO ROJO

NOTf,S TO TIIf, FINANCIAL STATEMENTS (CONTINUED)
FISCAL YEAR ENDED JUNE 30, 2013

13. LANDFILL CLOSURE AND POSTCLOSURE CARf, COST OBLICATION

The Municipality owns a municipal solid waste landfill and adopted the required provisions of
Statement No. 18, "Accau ting for Municipctl Solid Wdste Landfll Closure arul Post Closwe Care

Corrr ", issued by the Governmental Accounting Standards Board (GASB No. 18) and the tegulations

set forth by the U-S. Environmental Proteclion Agency (EPA) in ils "Solid Waste Disposal Faaility

Criteria". issued on October 9, 1991. State and federal laws and regulations require the Municipality

to place a final cover on its landfill sile when closed and perform certain maintenance and monitoring

functions at the landfill site for 30 years after closure Although closure and post closure carc costs

will be paid only near or after the date that the landfill stops accepting waste, the Municipality reports

a portion of these closure and post closure care costs as an operating expense in each period based on

landfill capacity used as of each statement of net positiom date. The $7,323,005 repofled as landfill
closure and post closure care liability at June 30, 2013, represents an estimate of the cumulative

amount reported to atate based on the percentage used (53%) ofthe estimated capacity ofthe landfill.

The Municipality will recognize the remaining estimated cost of closure and posl closure care of
$6,435.36?, as the remaining estimated capacity is filled. These amounts are based on what it would

cost to peform all closure and post closure care in 2013. The estimated life ofthe landfill according

to the engineers olthe Municipality is approximately lwenty nine years and a hall (29.5). Actual cost

may be higher due to inflation, changes in technology, ol changes in reglrlations.

14. MUNICIPAL LICENSE TAXES

The Municiprlity is authorized by Act No. 8l to impose and collect municipal license taxes to any

natural or legal person having trade or business activilies within the tenitory of the Mu cipality.
This is a self-assessed tax generally based on the business volume of taxpayers, measured by gross

revenues. The Municipali8 establishes lhe applicable tax rates. At June 30, 20 I 3 the municipal

license tax rates imposed by the Municipality were 1.50 percent for financial institutions and 0.50

percent for other types of ta-\payers. Any ta-Ypayers that have been granted with a partial ta-x

exemption under any ofthe tax incentive acts ofthe Commonwealth ultimately pay municipal license

ta,.(es at reduced tax rates.

Each ta.\payer must assess the corresponding municipal license tax by declaring ihe volume of
business through a tax return 1o be filed every April 15, based on lhe actual volume of business

(revenues) generated in the preceding calendar year. Taxpayers with a sales volume of$3 million or

more must include audited financial statements with the tax retum filed. The la\ 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 installment ofthe tax covers the six_month period ended December

31, subsequent to the filing date ofthe declaration, while the second installment ofthe tax covers the

six-month period ended June 30 ofthe subsequeni calendar year. Ifa taxpayer elects 10 pay the tax in

full on the filing alate of the declaration (generally April l5), a 5 percent discouni is granled

automatically on the total tax due.

Municipal license lax revenues recorded in the accompanying GWFS and GFFS amounted to

$2,432,871 al June 30, 2013.
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NOTf,S TO THE FINANCIAL STATEMf,NTS (CONTINUED)
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15. PROPf,RTY TAXES

The Municipality is authorized by law No.83 of August 30, l99l as amended to impose and collect

personal and real prcperty taxes. Under the laws and regulations of the Commonwmlth' personal

prcperty laxes can be imposed to any natural or legal person that at January 1 of each year is engaged

in tmde or business and is the owner of personal propety used in trade or business.

Personal property taxes are self-assessed by taxpayers every year generally using the book value of
personal property assets owned by the ta-xpayer at January I and rcporting such taxable value through

a personal property tax retum filed on May 15 subsequent to the assessment date. The total personal

property lax rate in force was 7.03% (ofwhich taxpayers pay 6.8302 and 0.20% is reimbursed by the

Department of Treasury) at June 30,2013. Real property taxes are assessed by The Municipat
Revenue Collection Center C'CR[M). The assessment on real property is made every January I and

is based on eslimaled current values ofthe property deflated at 1957 market prices. The total real

property ta-\ rale in force was 10.28% (of which 10.08% is paid by ta-\payers and 0.20% is also

reimbursed by the Deparlmeni of Trmswy) at June 30, 20 1 3

Residential real property occupied by its owner is exempt by law from prope(y taxes on the first
$15.000 ofthe assessed value (al 1957 market prices). For such exempt amounts, the Department of
Treasury assumes payment ofthe basic tax (4% and 6% for personal and real property, respectively)

to the Municipality, except for property assessed of less than $3,500 (at 1957 market prices), for
which no payment is made.

CRIM is responsible for the billing and collections of real and personal property taxes on behalf of
the Mutricipality. Prior to the beginning ofeach fiscal year, CRIM informs the Municipality ofthe
estimated amount of property tax expected to be collected for the emuing fiscal year. Throughout

the year, CRIM advances firnds to the Municiprlity based on the initial estimated colle€tions

CRIM is rcquired by law to prepare a settlement statement on a fiscal year basis, whereby a
comparison is made between the amounts advanced to the Municipality and amounts actually

collected from taxpayers. This settlemeni has to be completed on a preliminary basis not later than

December 31. If CRIM remits to the Municipality propery ta-x advances, which are less than the

tax actually collecte4 an additional property tax receivable is recorded at June 30 However, if
advances exceed the amount actually collected by CRIM, an intogovernmental payable is recorded

at June 30.

Law No. 83 of August 30, 1991, as amende4 provides for the lery of an annual special ta-\ of 1.03%

ofthe assessed value ofall real and personal property not exonerated fiom ta-xation. Such special tax

is levied by the Commonweafth but is collected by CRIM. Collections ofthis special tax are remitted

to the Commonwealth's debt service fund for payment of debt sewice on general obligations of the

Commonwealth.

In additioL 1.25% ofthe total personal and real property taxes collected by CRIM is restricted for
the Mutricipality's debt service rcquirements and is retained by GDB for such purposes

The Additional Lottery System of the Commonwealth ("Additional Lottery") is an operational unit
reported as an enterprise fund of the Commonwealth, which currently operates several betting

altematives to the citizens ofPuerto Rico. The Additional Lottery is required every year to distribule
a portion of ils excess of revenues over expenses as follows:
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15. PROPERTY TAXES (CONTINUED)

- Thirty five percent (35%) of its net eamings (defined as the excess of revenues over expenses

less an amount earmarked for the Fund for Rent and Home lmprovement Subsidy Program for

the Low-Income Qualifying Elderiy) is earmarked tothe municipalities ofthe Commonwealth of
which a maximum of $26 milliot on an annual basis, is distributed to the Municipal

Equalization Fund held by CRIM to cover operating expenses and permanent improvements of
the municipalities.

- An additional amount not exceeding $16 million, on an annual basis, is distributed to the

Municipal Equalization Fun4 provided it is within the 35% corresponding to the municipalities

ofthe Commonwealth. when the accumulaled municipal appropriations ftom the municipalities'

Puerto Rico Health Reform are covered up to June 30, 1997, these resources will be assigned to

the Health lnsurance AdministratioL a component unit ofthe Commonwealth.

Total property tax receivable, net of an allowance for uncollectible accounts of $31,399,599

amounied to $3,283,485 at June 30, 2013. The composition of property taxes receivable and the

related deferred inllows or resources at June 30, 2013 is as follows:

Generrl
Debt

fund

$ 26.682:067 $ 8,00r,017 $ 34683,084

24.157.937 1.241,662 31,399,599

2,524,130 S 759,355 $ 3,283,485

304,334 $ $ j!1!14

Gross property laxes receivable

Less allowance for mcollectible

Net property lax receivable

Defened (eamed but mavailable)

prop€rty ta-x revenues in GFFS

16. MI'NICIPAL SALES AND USE TAX

On October 25, 2006, the Municipal Legislatue ofcabo Rojo approved the Ordinance no 27, series

2005-06 based on State Public Law No. I 17 ofJulv 4, 2006 establishing a local sales and use ta-x of
1.5%, over the sales of goods and services made within the Municipalities boundaries. The

Ordinance, was effective ten days after public noticg and under this Ordinance, every business doing
retail sales is required to register in the Municipalio 10 obtain a Relailer's Regislration Certificate-

The retailer are required !o file monlhl] sales tax relurm b) lhe 20- da) following the month in
which the tax was collected.

On July 29, 2007, the Stale Public Law No. 80 eslablishes that the municipalities may collect only
l.Oo% of ils sales and use tax and the Puerto Rico Treasury Department (PRTD) the other 0.5%.

Resouces collected would be use for consfuction, permanent improvements, health and public safety

services, the improvements in the management of solid waste disposal and the implementation of
recycling programs by the Municipality.
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17. PRIOR PERIOD ADJUSTMENTS AND RECLASSIFICATIONS

During the compilation of the financial statements for the year ended on June 30, 2013, The
Municipality reslated amounts presented in its financial stalements for the fiscal year 2}ll-2012.
The restatements was related to adjustments to accounts receivables, reclassification of accounts
payables and adjustments 1o the interfund transactions.

Using the criteria set forth by GASB Starement No. 63, Financial Repafiing of Deferred Outflows of
Resowces, Deferred Inflows of Resources, and Net Position, The Municipality atso made a
reclassification on liabilities. This reclassification has the intention of recognize as deferred i flows
the amounts of r'mposed no -exchange tansactions previously presented as deferred revenues on the
liabilities section.

The followingtables show the previously reported restatement adjustments:

Prior penod adiustftnls

Adjusted pEsentatiof,
$ 4,507,134 $ 9,523,332 $ &337y'59 $ 10.t9.189 $ 32,561,114

!0'5119 q..L.IJ2 8.1.t-.45q t410h1ot i:14t.?08
(431.?r, - 2A \D

2.t35.762].099,?55 2.014.1.10

5.217.7% ].09,?55 2.35.?62 2.llo1.1.lO 12,85?,.153

6,19.821 - - - 6,19,821

(d1.8,11)

ir.r.r2.l77)
6.1?l.577

6.123.517

5,801,617

5.801.697

8_195.019

8.402.358

20.359J82

s ,tftq'{hi ( - ( - ( -., rm ( .orr1r1

Description Total

Net positior! beginning

To cor@t prior year accorlnls receivables

Net poBition. beginning as restated

$63,972,851

(1,0.t{,310)

$ 62,928.521
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18. COMMITMI]NTS AND CONTINGENCIES

A. CLAIMS AND JUDGMI]NTS

The Municipality is defendant in various legal proceedings pertajning to matters incidmtal to the
performance of routine govemmental operations. Under Act No. 1 04 of June 25, I gg5, as amended,
persons are authorized to sue the Municipality only for causes of actions set forth in said Act to a
maximum amount of $75,000 or $150,000 if it involves actions for damages to more than one person
or where a single injured party is entitled to several causes of actions. Under certain circumstinces.
as provided in Act No. 9 of November 26, 19'75, as amended, the Municipality may provide its
ollicers and employees with legal rEresentation, as well as assume the payment of any judgment that
may be eotered against them. There is so limitation on the payment ofsuchjudgrnent.

In respect to pending or thrcatened litjgation, the Municipality does not have or anticipate
unfavorable judgments as ofJune 30,2013. Management believes that any unfavorable outcomi in
relation to pending or threatened litigatiofl would not be significantly.

B. Ff,DERAL GRANTS

In the normal course ofoperations, the Municipality receives grants from vadous Federal and State
agencies. The grant progams are subject to audit by agents ofthe granting authority, the purpose of
which is to ensure compliance with conditions precedent to the granting of funds. Any liability for
reimbu.sement which may arise as the resuh of these audits is not believed to be materjal.

C. CONSTRUCTION

The Municipality had commitmenls at June 30, 2013 of approximately $126,916 for the construction,
improvements, or renovation ofseveral capilal facilities and the capital assets.

D. OTHf,R COMMITMENTS

At June 30, 2013 the general fund had commitments of approximately $389,313 for executory
purchase orders or contracts that will be honored during the subsequent year.
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19. T'UND BALANCf,

As ofjune 30, 2013, the fund balance (deficit) classifications are as follows:

Fund BalrDce

Commonwerlrh
Generrl Legislature DGbt Service
Frrnd Resolutions Fnn.l

Other
Goverrmetrtal

Futrd Total

Restricted for:
Gene.al Govemm€rt
Urban and economic

Public saf€ty
Cultue resatid and

Public housing and welfare

Unassign€d:

Totsl Fund Balame

$ 40,503 $

485,069

1,5,13 - 18,210 19,75i
- 114,781 1t1,787

-$-$-$4.0,503

5,230.t96 - 5,360,001 1\,075,266
98,854 98,854

6,800,680 6.800,680

18.0<8.62,{) - - 18.058.624)

$ (7,531,509) $ 5,10,196 $ 6E00,680 $ 5,611,852 $10.1 .219

20. SUBSEQUENT EVENTS

The Municipalily's executive branch authorized the issuance of a General Obligation Note in the
amount of$5,985,000 for operational purposes. This note is payable with resources coilected through
the Special Additional Contribution Fund, and were disbursed by the Governmental Development
Bank (CDB) duringthe months ofOctober and November 2013.

On April 4, 2013, the Governor oflhe Commonweahh of Puerto Rico signed into law Act 3 of 201j
(Act 3), which adopted a comprehensive reform of the Employees Retirement System of the
Commonwealth of Puerto Rico (ERS), the largest oflhe tln ee Commonwealth retirement systems that
are funded primarily with budget appropriations from the Commonwealth's General Fund. The ERS
financial situation was approached tlrough Act 3, which became effective on July l, 2013 (..Effective
Date"). The Act establishes the following: (i) it I'reezes and gandfarhers the benefits illat have
accrued through June 30, 2013 ofthose participants who are covered by the ERS,S defined benefit
formula (those who joined the ERS prior to January l, 2000 whose retirement benefils accrued at a
rate of 1.5% or 2oZ per year ofcreditable service) (the "Defined Benefit Employees,,); (ii) it provides
that, beginning on July 1,2013, the retirement benefits accru;ng on and after the Effective Date for
Defined Benefit Employees will be based on a defined contribution plan and will be paid out in the
form ofa lifetime annuiO, (upon retirement, the employee will receive the benefits accrued tfu.ough
June 30, 2013 based on the defined benefit formula plus the contributions made by the employee after
June 30, 2013 in the form of a liferime annuiry); (iii) it provides that defined conrribution benefits
accnred pursuant to System 2000 will also be paid in the form ofa lifetime annuity rathe. than a lump
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20. SUBSEQUENT EVENTS (CONTINUED)

sum payme ; (iv) it eliminates the so called "merit pemion,, that provided to participants whojoined
the Employees Retirement System prior to April 1, 1990, after attain;ng 30 years of servicq a
retirement benefit of 65% (if less than 55 yeals of age) or 75% (if age 55 or greater) of the average
salary eamed duringthe highest 36 months ofemploymenl (v) it increases the retirement age for
various groups of pa(icipants: (vi) it increases the employee contribution to the ERS from
8.275% to a minimum of 10%; (vii) it eliminates or reduces various retirement benefits previously
ganted by special laws and the System will benefit from the savings generated; (viii) it increases the
minimum pension from $400 to $500 per month for current retirees; and (ix) it eliminates or modifies
other benefits, such as disability and sur vor benefits.

On June 30, 2013, the Commonwealth of pue(o Rico enacted Acts No. 40 through No. 4g (also
known as the Comprehemive Ta-y Reform Acts), which amended the following Acts, Regulations and
Codes: l) the Puerto Rico Insurance Code under Act No. ?? ofJune 19, 1957, as amanded 2) the
Property Ta\ Act under Act No. 83 of 1991, 3) the Savings and Loans Cooperatives Act under Act
No. 255 of 2002, as amended 4) the Puerro Rico Sates Tax Financing Corporarion (COFINA) Acr
under Act No. 91 of 2006, 5) several articles of Act No. I of 2011 (also known as the Internal
Revenue Code for a New Puerto Rico), 6) the Fiscal Reform Act of20o6 under Act No. 103 of2OO6.
7) Act No. 164 of200l, and 8) Act No. 221 of May 15, 1948. All these amendmenrs are designed to
achieve, among other things, an expansion of the revenue base of the general fund of the
Commonwealth of Puerto Rico, and are expected to bdng addit;onal and consistent t&\ revenue. The
aforementioned amendments involve, among other changes, the imposition ofthe sales and use taxes
to certain business to business transactions, as defined, previously excluded, and other procedural
changes (Acts No's- 40 and 42).

On January 24, 2014, the Commonwealth of puerto Rico enacted Aci No. 18 (also known as the
Municipal Administration Fund Act), to set up a special fund called the Municipal Administration
Fund, which authorize municipalities to pledge the funds deposited on the Municipal Administration
Fund to secure the repayment of any loan, bond, promissory note or other evidence of debt, whose
source of repayment are the funds deposited into the Special Fund and to meet any budgeted
expenditure of the municipalities and any activity or projecl of the municipal;ties; authorize the
Government Development Bank for Puerto Rico to make disbursements for the purposes set out in the
approved Law; amend paragraph (b) of section 4020.01; amended paragraph (b) of section 4020.02,
and amend paragraph (a) and repealing paragaph (e) of section 6080.14 ofthe law No. I - 201 l, as
amende4 known as the "Internal Revenue Code for a new puerto Rico,,, for the purposes of
restructudng the sales and use tax so that ta\ rate is six (6) percent statewide and one (l) percent at
municipal level: to establish mectranisms for advances ofthe tax to the municipalities; anal for other
related purposes.

On January 24, 2014, rhe Commonwealth of puerto Rico enacted Acr No. 18 (also known as the
Mmicipal Financing Corporation Acr, to authorize the creation of a public corporation and
imtrumentality ofthe Commonwealth of puerto Rico, attached to the Government Devel;pment Bank
for Puerto Rico known as "Municipal Financing Corporation,, (COFIM, by its acronyms in Spanish),
with legal faculty to issue and/or use other mechanisms to pay or refinance the debt contracted by the
mmicipalities, whose payment ofprincipal and interest is supported by municipal sales and use t;xes;
establish that the first collectiom of municipal sales and use tax of one percent (l %) will be collected
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COMMONWEALTH OF PUf,RTO RTCO - MUNICIPALITY OF CABO ROJO
NOTES TO THE FINANCIAL STATEMINTS (CONTINUED)
FISCAL YEAR ENDED JUNE 30, 2OI3

20. SUBSEQUENI EVf,NTS (CONTINUED)

by municipalities and deposited directly to the Redemption Fund of the Municipal Financing
Corporation; establish that bonds and obligations issued by the ,,Municipal Financing Corporation;
will be payable and secured by the pledge ofthe greater of(i) a fixed amount ofthe municipal sales
and municipal tax or (ii) the amount of the municipal sales and use tax fixed at zero point thee
percent (0.3%) collected dudng the previous fiscal year; and amend the paragraph (c) of section
4050.06, amend paragraph (a) of section 4050.07, amend paragraph (a) and (b) oasection 4050.08,
amend paragraph (a) of secrion 4050.09, and amend paragrapts (b), (c) and (d), repeal paragraph (e)
and renumber pamgraph (0 as (e) ofsection 6080.14 ofthe Act l-2011, as amended, known as the
"lntemal Revenue Code for a new Puerto Rico"; in order to establish mechanisms for advances ofthe
tax to the municipalities; and for other related purposes.

Management has evaluated subsequent events tfuough March 24. 2014, the date the financial
statements were available to be issued.
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For the Fiscal Y.rr ended Jun€ 30. 20 l3
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COMMOT{\ryEALTH OF PUf,RTO RICO - MUNICIPALITY OF CABO ROJO
NOTES TO BUDGf,TARY COMPARISON SCHEDULE _ Gf,NERAL r'IINI)
FISCAL YEAR ENDED JUNf, 30,2013

NOTf, A _ STEWARDSHIP, COMPLIANCE AND ACCOUNTABILMY

A" BUDGETARY CONTROL

The Municipality's annual budget is prepared on the budgetary basis of accounting, which is not in
accordarce with CAAP, and represents departmental appropriations re€ommended by the Mayor and
approved by the Municipal Legislature priol to the beginning of the fiscal year. Amendments to the
budget require the approval ofthe Municipal Legislature. Transfers of appropiiations within the budget,
known as Mayor's Resolutions, do not require the approval ofthe Municipal Legislature.

The Municipality prepares its annual budget including the operations ofthe General Fund.

For budgetary purposes, encumbrance accounting is used. The encumbrances (j.e., purchase orders,
contracts) are considered expenditues when incured. For GAAP reporting purposes, encumbrances
outslanding ar year_end are reported as reservations of fund balances and do noi comtitute expenditures or
liabilities because lhe commitments will be honored duringthe subsequent year_

The unencumbered balance of any appropriation at the end ofthe fiscal year will lapse at the end of such
fiscal year- Other appropriations, mainly capital project appropriations, are continui;g accounts for which
the Municipal Legislarure has authorized that an unspent balance from the prior year be carried forward
and made available for current spending.

The annual budget as presented in the Budgetary Comparison Schedule-Ceneral Fund is the budget
ordinance at June 30, 2012 representing the original budget. There were no supplemental appropriations
lor the year ended June 10, 2013.
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SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS AND REPORTS
REQUIRED BY GOVERNMENT AUDITING STANDARS AND OMB

CIRCULAR A-133
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COMMONWEALTH OF PUERTO RICO - MUNICIPALITY OF CABO ROJO
SCHEDULE OF EXPENDITURES OF Ff,DERAL AWARDS
FOR THf, FISCAL YEAR ENDf,D JUNE 30,2013

Federal Grantor / Pass-Through Grantor
/ Program or Cluster Title

Federal
CFDA

Number
Entity IdeDtiSing

Number
Federal

Expenditures

U.S. Df,PARTMENT OT AGRICT]LTURf,:

Direct Progmms:

Rural Housing Presewation Grant 10.433

Pass-thrcugh the Depa(ment of Education of
the Commonwealth of Pueno Rico:

Child and Adult Care Food Program 10.558

Tolal U,S. Depertment of Agriculture

U.S. DEPARTMENT OF TRANSPORTATION:

Pass-thrcugh the Puerto Rico Highway and

Transportation Authority:

Federal Transit Technical Studies Grants 20.505

Total U.S. DepartmeDt of Transportation

U.S. DEPARTMENT OF HOUSING AND
URBAN DEVELOPMENT:

Direct Progams:

Community Development Block Crants,'

Entitlement Grants

ARRA- Community Development Block
Grant ARRA Entitlement Grants (CDBC-
R)

Total CDBG - Entitlement Grants Cluster

Section 8 Housing Choice Vouchers

14.218

Program 14.871

ARRA- Homelessness Prevention and

PR-80-000,1

14.253

11.25',7

23,988

24.102

18,090

,r*

1,165,238

74,134

1,239,312

504,'t59

Rapid Re- housing Progam

Pass-tkough the Office ofthe Commissioner
of Municipal Affairs of the Commonwealth
of Puerto Rico:

Community Development Block Grants/
State's Program

Total U.S. Department ofHousing and Urban
Development

3,329

45,500

1,792,960

11.228 2010-003825/ 1826
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COMMONWEALTH OF PUERTO RICO - MUNICIPALITY OF CABO ROJO
SCHf,DULf OT EXPENDITURf,S OF FEDIRAL AWARDS (CONTINUATION)
FOR THf, FISCAL Yf,AR ENDED JUNI 30, 20I3

Federal
Federal Grantor / Pass-Through Grantor CFDA Entity Identifying Federal

/ Proqram or Cluster Title Number Number ExDenditures

U.S. DEPARTMf,NT OF HEALTH AND
HUMAN Sf,RVICE:

Pass-Through the Office of the Elderly:

Special Program for the Aging, Title III, Part

B 93.045 130392R2 10,234

Pass-Though the Adminisradon for Integml
Care and Development ofChildren of the

Commonwealth of Pueno Rico:

Child Care and Development Block Grant 93.57 5 241-2013-000179 134,111

Total U.S. Departmetrt ofHealth and Humrn
service 204,915

DEPARTMf, NT OT HOMI]LAND
SECURITY

Pass-Tfuough the Governor's Office of
Public Safety Affairs:

Homeland Security Grant Program 9'7.061 N/AV 46,693

Tolal Department ofHomeland Security 46'693

U.S. DEPARTMf, NT OF JUSTICf, :

Pass-Tlrough - Department ofJustice ofthe
Commonwealth of Puerto Rico:

Edward Byrne Memorial Justice
Assistance Grant (JAG) Program 16.738 2010-DJ-MCR.dA 90'10?

Total Department olJuslice 90,107

U.S. DEPARTMENT OF ENERGY:

Direct Program:

ARRA- Energ/ Efficiency and
Conservation Block Grant Progam 81.128 12,301

TOTAL EXPENDITURE OF FEDf,RAL AWARDS $2,2I9,I94

See accompanying Notes to Schedule ofExpendirures of Federal Awards
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COMMONWEALTH OF PUERTO RICO . MUNICIPALITY OF CABO ROJO

NOTES TO THE SCIIEDULE OF IXPENDITURES OF FEDERAL AWARDS

rOR TIIf, FISCAL YEAR ENDf,D JUNE 30,2013

NOTE 1_GENf,RAL

The accompanying Schedule ofExpenditures ofFederal Awards includes the fedeml grant aclivity ofthe

uunicipaliiy oi cibo Rojo, Pueno Rico (Municipality) and is presented on the modified accrual basis'

The iniormation in this s;hedule is presented in accordance with the requirements of OMB Circular A-

133, Audits of States, Local Governments, and Non-Profit Organizations. Therefore' some amounts

Dresented in this schedule may differ from amounts presented in, or used in the preparation of, the

general-purpose financial sraiements. The reporting entity is defined in Nole (l) (A) to the general_

purpose combined financial stateme s.

NOTE 2 _SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

1. The accompanying Schedule of Expenditures of Federal Awards is prepared from Municipality's

accounting iecords and is not intended to present financial position or the resulrs ofoperations-

2.TheMunicipalityinaccordancewiththetermslecordsthefinancialtransactionsandconditionsofthe
grants, whi;h are consistent with accounting principles generally accepted in the United States of

3. Expenditures are recognized in the accounting period in which the liability is incurre4 if measuable

or when actually pai4 whichever occurs first.

NOTf, 3 _ FEDERAL CFDA NUMBER

The CFDA numbers included in this Schedule are determined based on the progiam name, review of
grant contracl information and the Office of Management and Budgefs Catalogue of Federal Domestic

Assistance.

NOTE 4 _PASS-THROUGH GR{NTOR'S NUMBER

State or local government redistribution of federal awards to the Municipality, treated as if they were

received directt from the federal government. OMB Circular A-133 iequires the schedule to include the

name ofthe pass-through entity and identirying number assigned by the pass{hough entity for federal

awards received as a sub recipient. Numbers identified as N/AV are not available.

NOTE5_MAJORPROGRAMS

Major programs are identified in the Summary ofAuditois Results Section ofthe Schedule ofFindings

and Questioned Costs.
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PEDRO C, ORTIZ LEDEE
Cf, RTIFIED PUBLIC ACCOT]NIANT

INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER FTNANCIAL

REPORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AI]DIT OF

FINANCIAL STATEMf,NTS PERFORMf,D IN ACCORDANCE WITH GOWRNMENT
AADITING STANDARDS

To the Honorable Mayor and
Members of the Municipal L€gishture
Municipality ofCabo Roio, Puerto Rico

I have audite4 in accordance with the audiling standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Standar^

issued by the Comptroller General of the United States, the financial statements of the governmental

activities, each major fund, and the aggregate remaining fund inforrnation ofMunicipality of Cabo Roio,

Puerto Rico (Municipality), as ofand for the fiscal year ended June 30, 2013, and the related notes to the

financial statements. which collectively comprise lhe Municipality's basic financial slatements and have

issued my report thermn dated March 30, 2014. I did not express an opinion on the governmental

activities bec;use I was unable to oblain sufficient and compelent evidential matter relaled to the capital

assets.

lntertral Control over Financial ReDortitre

In planning and performing my audit ofthe financial slatements. I considered the Municipality's imemal

control over financial reporting to determine the audit procedures that are appropriate in the

circumslances for the purpose of expressing my opinions on the financial slatements, hut not for the

purpose of expressing an opinion on the effecaiveness ofthe Municipality's internal control. Accordingly'

I do not express an opinion on the effectiveness ofthe Municipality's internal conlrol

My consideralion ofiftemal control was for the limited purpose described in the preceding parag,aph and

was not design to identify all deficiencies in intemal control that might be mate al weaknesses ol
significant deficiencies and therefore, materiat weaknesses or significant deficiencies may exist that were

no1 identified. However, as desct;bed in the accompanying Schedule ofFindings and Queslioned Costs, I

ialentified certain deficiencies in internal control that I consider to be material weakresses and significant

deficiencies.

A deficiency in inlernal conlrcl exists when the design or operalion of a control does not allow

management or employees, in ihe normal course of performing their assigned functions, to prevent or

detect-and correct misstatements on a timely basis. A material Neakness is a deficiency, or combination

ofdeficiencies, in internal control such that there is a reasonable possibility that a material misstatement

of the entity's financial statements will not be prevented, or detected and corrected on a timely basis' I

comider the deficiencies described in the accompanying Schedule ofFindings and Questioned Costs to be

rnaterial weaknesses. Finding 13-ll-02, 13{l-03 and l3ll-04.

A signifcant defcienct is a deficiency, or .omhination of deficiencies. in internal control that is less

seveie than a material weakness, yet important enough to mer;t attention by those charged with

governance. I consider the deficiencies described in the accompany Schedule ofFindings and Questioned

Cosls to be significant deficiencies. Finding l3'll_01.

P.O. Box 352, Palmer Str€.t, NG 616 North, Gueyrmt, P.R. (xn85
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INDf,PENDENT AUDITOR'S REPORT ON INIERNAL CONTROL O!.I]R FINANCIAL

REFORTING AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AIIDIT OF

FINANCIAL STATEMf,NTS PERFORMED IN ACCORDANCE WITH GOWRNMENT
AA DI TING STANDARDS (CONTINUED)

aomnlirnce and Other Mrtters

As part of obtaining reasonable asswance about whether the Municipality,s financial statements are f1.ee

of material misstaternent, I performed lests ofits compliance with certain provisiom oflaws, regulations,

contracts and grant agreem;nts, noncompliance with which could have a direct and material effect on the

determination offinancial statement amoutus. However, ptoviding an opinion on compliance \'{ith those

provisions was not an objective of my audit, and accordingly, I do not express such an opinion The

iesults ofmy tests rlisclosed instances ofnoncompliance or other matrers that are rquircd to be reported

fidet Got;rnment Adiling Standards and which are described in the accompanying Schedule of
Findings and Questioned Costs as items 13JI-02, l3JI-03 an l3-ll-04.

Municiprlitv's R€sponse to Fitrdinqs

Municipality's response to the findings identified in my audit are described in the accompanying

Scheduie of Findings and Questioned Costs. Municipality's response was not subjected to the auditing

procealures applied in the audit ofthe financial statements and, accordingly I express no opinion on h'

Pumose ofthis Report

The purpose of this report is solely to describe the scope ofmy testing of internal control and compliance

and ihe ;esults of that tesling, and not to plovide an opinion on the effectiveness of the entity's internal

control or on compliance. This report is an integal part of an audit performed in accordance with

Govemment Audiring Standards in considering the entity's intemal control and compliance. Accordingly,

this communication is not suitable for any other purpose.

f#,#,"IftK:-
License Number 5200

Gusyama, Pu€rto Rico
March 30.2014
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PEDRO C, ORTIZ LEDEE
CERTIIIED PIJBLIC ACCOLNTA}TT

INDEPENDENT AUDITOR'S Rf,PORT ON COMPLIANCE FOR EACII MAJOR PROGRAM

AND ON INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY OMB CIRCULAR
A-133

To the Hononble Mryor rnd
Member ofthe Municip.l Legiskture
Municipality ofCrbo Rojo, Puerto Rico

Reoort on Compliadce for Each Maior Federal Proertm

I have audited Municipality of Cabo Roio. Pueno Rico (Municipality) compliance with the types ol
compliance requirements described in the O,[,.B Circular AJ 33 Conpliance Supplement that cotrld have a

direct and material effect on each Municipality's major federal programs for the fiscal year ended June

30, 2013. The Municipality's major federal progams are identified in the sumrnary of audito's results

section ofthe accompanying Schedule ofFindings and Questioned Costs.

Menicement's ResDonsibilitv

Management is responsible for compliance with the requirements of laws, regulations, contracts, and

grants applicable to its federaj programs.

Auditor's Re3ponsibilitv

My rcsponsibility is to express an opinion on compliance for each of the Municipality's major federal

pr;grams based on my audit ofthe t)?es ofcompliance requirements referred to-above',I conducted my

audit of compliance in accordance with auditing stanalards generally accepted in the tjnited States of
America; the standards applicable to financial audits contained in Gorer,?ment Auditing Slandar^, iss]led

by the Comptroller General of the United States; and OMB Circular A'133, Audits of States, Local

Governmenti, and Non-ProJit (hganizatiors. Tlrcse standatals and OMB Circular A_133 require that I
plan and perform the audit 6 obEin reasonable assurance about whether noncompliance with the B?es of
iomplianie requirements referred to above that could have a direct and matedal effect on a major federal

progam occurred. An audit includes examining on a test basis' evidence about 
-the 

Municipality's

coripliance with those requirements and performing such other procedures as I comidered necessary in

the circumstances.

I believe that my audit provides a reasonable basis for my opinion on compliance for each major federal

program. However, my audit does not provide a legal determination ofMunicipality's compliance'

Opinion on f,ach M.ior Federrl Proqrams

In my opiniorr the Municipality, complied, in all material respects, with the types of compliance

requiiemints referred to above that could have a direct and material effect on each of its rnajor federal

programs for the fiscal year ended Jme 30, 2013.

P.O. Bor 352, Pslm.r Strcet, No' 66 North, Gury!m{, P.R (X,85
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INDf,Pf,NDENT AUDITOR'S REPORT ON COMPLIANCE FOR EACII MAJOR PROGRAM

AND ON INTERNAL CONTROL OVER COMPLIANCf, REQUIRf,D BY OMB OMB
CIRCULAR A-133 (CONTTNUED)

Other MrtteN

Theresultsofmyauditingproceduresdisclosedotherinstancesofnoncompliance,whicharerequiredto
be reported in accordanci with OMB Circular A_133 and which are described in the accompanying

Schedule of Findings and Questioned costs as items I3-III-05 and 13-lll-06 My opinion on mch major

federal program is not modified with respe€t to these matters

Municipality's response to the noncompliance findings identified in my audit are described in the

accompanying Schidule ofFjndings and Questioned Costs. Municipality's response was not subjected to

the ar.rditing p-rocerlures applied inthe audit of compliance and, accordingly I exprcss no opinion on the

respome.

Report on Internal Coptrol over ComDliatrce

Managemmt ofthe Municipality is responsible for establishing and maintaining effective internal control

over impliance with the types ofcompliance requirements referred to above. ln planning and performing

my audit of compliance, I'ionsidered Municipality's intemal control over compliance with th€ types of
requirements thai could have a dircct and material effect on each major federal program to determine the

auditing procedures that are appropriate in the citcumstances for the purpose of explessing an opinion on

compliince for each major federal prcglam and to test and report on intemal control over compliance in

acc;dance with oMB Circular A-133, but not for the purpose of expressing an opinion on the

effectiveness of internal control over compliance. Accordingly, I do not express an opinion on the

effectiveness of the Municipality's internal control over compliance.

A delicienc! iinternat contol o'rer compliance exists when the design or operation of a control over

"o.iliun"" 
do". not ullow management ol employees, in the normal course of performing their assigned

funciiom, to prevent or detect and correct noncompliance with a type of compliance requirement of a

federal program on a timely b^sis A nateriol teeakness in intemal contol o''er complia ce is a

deficiency, 
-or 

combination of deficiencies, ;n intemal control over compliance, such that there is a

rcasonabie possibility that material noncompliance with a type of compliance requirement of a federal

p.og.u, *ill not be prevefied, or detected and corected on a timely basis A signilcant deiiciency in

intinat control overiompl-iar?ca is a deficiency, or a combination ofdeficiencies, in inleinal control over

compliance with a qpe oicompliance requirement ofa federal program that is less severe than a material

*eainess in intemal con.,ol o;er compliance, yet important enough to merit attention by those charged

with govemance.

My comideration of internal control over compliance was for the limiled purpose dsnihed in the

prteding paragraph ofthis section and was not designed to identify ar deficiencies in inrernal control

or". 
"oripti*"" 

ihat might be rnatelial weaknesses or significant deficiencies and therefore, material

wqrknesses or significant deficiencies may exist that were not identified l did not identiry any

deficiencies in int-ernal control over compliance that I consider to be material weaknesses However, I

identified certain deficiencies in internal control over compliance, as described in the accompanying

Schedule of Findings and Questioned Costs as items l3lll-05 and 13-lll-06 that I consider to be

signifi cant defi ciencies.
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INDEPENDENT AUDITOR'S RIPORT ON COMPLIANCE FOR EACH MAJOR PROGRAM

AND ON INTf,RNAL CONTROL OVER COMPLIANCE REQUIR.ED BY OMB OMB
CIRCULAR A-133 (CONTINUED)

Report on Internal Control Over ComDliance (Continued)

Municipality's responses to the internal control over compliance findings identified in my audit are

describ;d in the accompanying Schedule ofFindings and Questioned Costs. Muricipality's response was

not subjected to the auditing procedures applied in the audit ofcompliance and' accordingly I exptess no

opinion on the response,

The purpose of this report on intemal control over compliance is solely to describe the scope of my

testing ot intemat contiol over compliance and the results of that testing based on the requirements of
oMB Circular A-133. Accordingly, this report is not suitable for any other purpose.

@{r/44="'Pedro C. Ortiz Ledee. CPA
l.icense Number 5200

(iuay-ama. Puerto Rico
March 30. ?014
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COMMONWEALTH OF PUERTO RICO - MUNICIPALTTY OF CABO ROJO

SCIIf,DULf, OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCAL YEAR ENDED JUNE 30' 2013

SECTION I_ SUMMARY OF AUDITOR'S REST]LTS

Financial Statements

Type of auditor's repo( issued:

lnternal control over financ;al reporting:

Material weakness identifi ed?

Significant deficiencies identifi ed?

Noncompliance material to linancial statements noted?

Federal awards

Internal Control over major progams:
Material weakness identifi ed?

Signi{icant deficienc;es identifi ed?

Type ofruditor's report issu€d on compliince for meror
programs:

Disclaimer ofopidion in the
governmental activities

Unmodified opinion for
governmental funds

Yes X
Yes X

Yes X

Yes X

No
None rcported

No

Nox
None reported

Unmodified opinion

Any audit findings disclosed that are required to be reported

in accordance with Circular A- 13 3, Secrion .5 lo(a)? Yes x

Identification of maior Drosrams

No

Name of Federal

14.218

t4.253

t4.871

Community Development Block Grants _ Entitlement Grants

ARRA-Communiry Development Block Grants - Entitlement Grants

Section 8 HousingCho;ce Voucher Program

Dollar threshold used to distinguish between

Type A and Type B programs

Auditee qualified as low-risk auditee?

$300,000

Yes No X
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COMMONWEALTH OF PUERTO RICO . MUNICIPALITY OF CABO ROJO

SCIIf,DULE OF FINDINGS AND QUf,STIONED COSTS (CONTINUED)

rOR THf, FISCAL YEAR ENDEDJUNE 30' 2OT3

SIICTION II _ TINANCIAL STATEMENTS FINDINCS

FINDING

REQ[]IREMf,NT

COI{DITION

13-II-01

ACCOUNTING RECORDS AND R.EPORTING SYSTEM

The Municipaliry did not maintain an accounting system that genemtes

accurate accounting information for the preparation of the financial

statements in conformily with generally accepted accounting principles

(GAAP).

During my examination of the accounting cycle, I noted that the

Municipality's management did not have adequate intemal conrol
procedures in place over the financial stalements issued by the

Municipality using the basis of accounting required by GAAP. The

accouniing records are maintained in the cash and budgetary basis and at

the end of year, extemal consultants summarized in electronic

worksheets the revenues, expenditures, capital assets transactions,

accounts receivables, accounts payable and long term-debls. These

worksheets are used for the preparation of the financial statemenls.

Also, I noted the following condilions during my evaluation of the

accounting cycle for the fiscal year 20 I 2-20 I 3 :

a. Accounting transaclions are curently accounted simultaneously

tlrough a manual and a computerized accounting system for which

no reconciliation procedures are made among them. These

accounting systems does not provide for a self_balancing set of
accounts for each fund operated by the Municipality;

b. Both accounting systems does not provide reliable financial

information of transaclions related with capital assets, accounts

receivables, accounls payables and long_term debts;

c. During my examinalion of the Model 4a (the manual accounting

report that summarizes the monthly cash transactions of the

Municipality), I noted that the Municipality did noi have adequate

internai confol over the cash tmnsactions of the current bank

account were the Municipality pooled the cash ofvarious non-federal

special revenue funds- Also, I noted that several funds in this report

maintain overalrafts.

d. During my evaluation of the budget liquidation (the manual

accounting report that summarizes the annual operations results of
the generrl fund), I noted that the Municipality did not included in

this report the total amount of the liability related to the services of
waste management at June 30, 2013.

CON'TEXT
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COMMONWEALTII OF PUERTO RICO - MUNICIPALITY OF CABO ROJO

SCIIEDULE OF FINDINGS AND QIJESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR INDED JUNf, 30,2013

SECTION II _ FINANCIAL STATf,MENTS FINDINGS

FINDTNG

REQUIREMf,NT

13.II-01 (CONTINUED)

ACCOUNTING Rf,CORDS AND REPORTING SYSTEM

e. No adequate year-end closing efiries procedures were made.

Article 8.0 I 0 (b) of State Act Number 8 I - ,e) de Municipios Autt)nomos

del Estado Libre Asociado de Puerto Rico of Atgust 30, 1991, states that

the Municipality musl maintain its fund accounting in accordance with

GAAP. In addition, Anicle 8.010 (c) states that the system used must

produce reliable reports and financial statemenls, provide complete

information about the results of operations and include the necessary

inlemal controls to account for all funds, capital assefs and othet assets.

The Municipality did not maintain effective intemal control over the

accounting recorats from where the financial information is obtain for the

prepamtion of the financial stalements in accordance with generally

accepted accounting PrinciPles.

The Municipality is not in compliance with Articles 8.010 (b) and (c) of
the Slare I at\ Number 8l ol August 10. lqc I

I recommend management to establish the necessary internal controls

and procedures in the finance department in order to maintain a complete

set of accounting records that provides accurate financial information

related to the assets, liabilities, revenues and expenditures. Also, these

records should provide trial balances by each fund in the modified

accrual basis of accounting. In additiorf the system should provide fot
the maintenance of the capital assets and the general long term debt of
the Municipality.

The Municipality of Cabo Rojo is managed by a new municipal

adminislradon since last January 13, 2013 The fiscal yeat 2012-2013,

referred to this audit, was a year half course adopted by the new

administration and it was not possible to make a drastic change in

accounting processes to half a year' Anyway, the real alternatives of the

Municipality lo change the accounting basis of the existing system are

few. The Municipality accounting records are presented using the

Mechanized Uniform Accouflting System (SUCM by its Spanish

acronym ) provided to municipalities by the Oflice ofthe Commissioner

ofMunicipal Affairs ( OCAM for its acronym in Spanish ) . Accounting

pr@esses used by SUCM are previously established and regulated by the

OCAM.

CRITERIA

CALSE

EFFECT

RtrCOMMf,NDATION

1{ANACEMf,NT RESPONSf,

'74



COMMONWEALTH OF PUf,RTO RJCO - MUNICIPALITY OF CABO ROJO

SCTTNNUT.T OT TTNUNGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL Yf,AR ENDED JUNE 30' 2013

SECTION II.TINANCIAL STATEMI NTS FINDINGS

NI\DING

REQUIREMENT

r3-rI-01 (coNTINUED)

ACCOUNTING RECORDS AND Rf,BORTING SYSTf,M

OCAM is a government agency oi the Commonwealth of Puerto Rico

created by Act No. 81 of August 30, l99l , as amended, known as the "
Autonomous Municipalities Act of the Commonweahh of Puerto Rico ,

1991" (Act No. 81 ) . Its main function is to serve as tegulator of the

Municipalities, advice and provide teclmical and professional assistance

to them in rnatters relating to the organization, administration, afld

operation. In addition, they must design or approve! subject to the

aiorementioned law, fiscal organization, the uniform computerized

accounting system and procedures of payments, income and properry to

be set and follow by the municipalities.

Unfotunately OCAM has not do the necessary updates to SUCM' nor

has provided effective support and ongoing training to accounting staff

ofthe Municipality.

Certainly the new municipal administration recognizes the weaknesses of
the currert system and evaluated various alternatives, but regulatiorE by

OCAM and the economic situation being experienced by the

municipality have not altowed the new muricipal administration to

purchase a different accounting system that the one provided by the

OCAM. Anyway ihis administration has taken the available resources to

make the necessary adjustments in order to present its financial

statements in full compliance with the ptinciples of GAAP and GASB.
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COMMONWEALTII OF PUERTO RICO - MUNICIPALITY OF CABO ROJO

scgenur-o or rrxuNGS AND QUf,STIONED COSTS (CONTINUED)

FOR TIIE FISCAL YEAR ENDED JUNE 30,2013

SECTION II _ FINANCIAL STATEMENTS FINDINGS

FINDING NUMBf,R

REQT]IREMENT

CONDTTION

CONTf,XT

t3-rr-02

ACCOUNTING RECORDS- INTERFT]ND TRANSACTIONS

The Municipality transfer funds of special revenue funds 10 the General

Fund without adequate supporting documentation.

During my examination ofthe accounting records, I noted that duringthe

fiscal lear 2012-2013, the Municipality transfer funals to the Ceneral

Fund iank account, amounting to approximately $2,518,760, of state

assignments and granls. This amounts were used by the General Fund to

paidoperational costs. Such state assignments and grants are restricted

by Joint Resolutions of both the State House of Reprcsentative and

Article 8.004 (c) of the State Law Number 81 ' Ley de Municipios

Aut.inamas del Estado Libre Asociado de Puerto Rico de 1991 - Argnst

30, 1991, stated that the restricied funds received by the Municipality

should be only used for the purposes established by these resources.

The General Fund cash resources have been reduced over the past yeals

due to the excess of expendilures over revenues and has caused a

liquidity problem to meet its curent obligations and services. This

siluation caused that the General Fund uses resources ftom other funds.

The Municipality at this moment did not count with the sufficient

resources to comply with the projects or activities for which such funds

were oblained and restricted.

The Municipality should either reimburse immediately all resources

obtained from the transfers of those funds, or obtain an authorization

from the State House of Representative and Senate fol the re-

orosramation ot such lunds. The \4unicipalil) should continue

str.igtrening irs inlernal conlrols lo avoid sub5equent approprialions ol
other funds whose uses are restricted.

During the recenl transition process the new municipal administration

came into knowledge of improper transfers by the previous municipal

admini$ra1ion. These administrative violations were documented and

referred to the governmental bodies responsible for ensuring the proper

use ofpublic funds.

Meanwhile, the new municipal administration recognizes that restricted

funds must be used only to cover the previously stated purposes. I1 is ior
this reason thal immediately all necessary arrangements were made to

return 10 the Municipality Legislative Resolutions the entire amount of
funds that was improperly used by the general fund during the pasl's

yeals.

CRITERIA

CAUS[

EF[fCT

RtrCOMMEN'DATION

MANAGEMf,NT RESPONSE
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COMMONWEALTII OF PUERTO RICO . MUNICIPALITY OF CABO ROJO
SCIIf,DULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR THf, FISCAL YEAR f,NDED JUNE 30,2013

SECTION II - FINANCIAL STATf,Mf,NTS FINDINGS

FIN'DING

REQUIREMENT

CON'DITION

CONTEXT

13-II-03

ACCOUNTING Rf, CORDS. CAPITAL ASSI TS

The Municipality does not have an effective system to account for capital

assets, including the infrastructure assets.

Adequate accounting records regarding the capital assets was not

available in a timely manner. Alsq during my examination of the

property records, I noted that the Municipality does not maintain

adequate intemat controls and procedures over capital assets subsidiary.

The amount reported of capital assets in the financial statements were not
traceable to an Excetl spreadsheet that serves as a subsidiary ledger for
the capilal assets.

Article 8.010 (c) (3) of the State Law Number 81' Let de Municipios
Aulonomos del Estado Libre Asociados de Puerto Rico de 1991 of
August 30, 1991, staled that Municipality should maintain updated

property accounting records.

The lack ofan adequate capital assets regisler did not permit the proper

accounting over the capiral assets additions, the accumulated

depreciation and lhe depreciation expense presented in the financial

satements of the Municipality.

The Municipality is not in compliance with Ariicle 8.010 (c) (3) ofthe
State Law Number 8l ofAugust 30, 1991.

I recommend management and the Property Division olthe Municipality
to rcvise that all capital assets are included in subsidiary ledger. Alsq
management should be aware that the accumulated depreciation and the

depre{iation expense are properly calculated

Wten performing an analysis ofthe compulerized system use to manage

the existing capitatized property ofthe Municipality, the new municipal

administration found that ihe information on the system had not been

updated since 2009. Immediately a team was assigned to work with the

a;tualization ofthe municipal property reports. Upalating the information

for fiscal y€rs 2009-2OlO, 2010-201I and 201t-2012 is still in process'

The new administration d;d manage to complete and properly document

all property transaclions related to fiscal year 2012_2013. However, the

failure 1l) have adequate initial base continues to affect the results ofthe
system. The new city administration hopes to complete the process of
updating its system of property management by the end of fiscal 2013-

20t4.

CRITf,RIA

CAUSf,

EFFECT

RECOMMENDATION

MANAGEMf,NT RESPONSI
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COMMONWEALTH OF PUf,RTO RTCO . MUNICIPALITY OF CABO ROJO
SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR TIIf, FISCAL Yf,AR f,NDED JUNE 30, 2013

Sf,CTION II _FINANCIAL STATEMENTS FINDINGS

FINDING NIIMBER

REQUIR-EMf,NT

CON'DITION

CONTf,XT

13-rr-04

Gf, NERAL FT'ND'S ACCUMULATED DEFICT

Municipality's General Fund accumulated defi cit.

During my examination of the financial statements for the fiscal year

ended June 30, 2013, I noted that the General Fund has an accumulated
deficit of $7,531,994. Such accumulated deficit is caused by the
cumulative results from many ye3rs in which expenditures have
exceeded revenues. ln addition, during the fiscal year 2012-2013 the

General Fund has revenues of $18,892,751, expenditures of $25,500,611
and other financing sources of$218,728, resulting in an operating deficit
of$6,389,132.

Article 7.011 (a) of State Law Number 8l- Ley de M*icipios
Autonomos riel Estado Libe Asaciado de Puerto Rico of August 30,

I 99 1 (as amendment as of January 2004), stated that for any accumulated

defrcit incurred in the Ceneral Fund at the end of any given fiscal year,

the Municipality musl reserve the necessary financial resouces in the
General Fund's operating budget of the immediately following fiscal
year to cover such deficit.

The Municipality, over the ye.us, has suffered recufting excesses of
expenditures over revenues, which have led to the accumulated deficit in
the General Fund. In addition, the Municipality has not established an

adequate budget coffol.

The Municipality will continue having liquidity problems and will
continue affecting the Municipality's ability to finance curent
operations.

I recommend management to improve the budgel control process,

implement a cost reduction p,an, and increase the collection efforts over

the municipal license ta-\, the property taxes, sales and uses ta\. In
addition,lhe Municipality should evaluale additional long term financing

agreements with the Government Development Bank

CRITERTA

CAT]SE

f,FFECT

Rf,COMMENDATION
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COMMONWEALTH OT PUERTO RICO - MUNICIPALITY OF CABO ROJO

SCHEDULI OF FINDINGS AN'D QUESTIONf,D COSTS (CONTINUED)

FOR THf, FISCAL YEAR f,NDEDJUNE 30,2013

SECTION II _ FINANCIAL STATEMINTS FINDINCS

ITN'DINGNUMBER I]-II.04(CONTINUED)

Rf,QUIRf,MENT GENERALFT]ND'SACCUMULATf,DDETICT

MANAGEMENT RESPONSf, The new municipal government recogrizes and regrets the deficit which

was led the Municipality of Cabo Rojo over the past six years Opaating

budgets for fiscal vears 2008-2009, 2009-2010' 2010-201 1, 201 l-2012

and 2012-2013 were presented! by the last municipal administration,

with inJlated income amounts that could never be re'ached by the

Municipality. Aware ofthis situation, the new municipal administration

has made the necessary adjustments 1o the opetalional budget of the

current fiscal 2013_2014. Cost-cutting measues were performed'

collection maMgemenl measures were implemented to t'x evaders_ and

an operating budgel for fiscal year 20l3-2014 with actual amounts within

the curretu capacity of lhe Municipality was presenled'

The new municipal administration is focused on restoring the financial

health of the municipality of Cabo Rojo and overlay the current

accumulated deficit that exceeds $ 7,500,000.

'79



COMMONWEALTH OF PUERTO RICO ' MUNICIPALITY OF CABO ROJO

s-Ciooulr on rrNoINGs AND QUESTIoNED cosrs (coNrINUf,D)

FOR THE FISCAL YEAR ENDED JUNf, 30,2013

SECTTON tII _ FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

TINDING

FEDERAL PROGRAM

13-IIr-05

COMMUNITY DE!'I]LOPMENT BLOCK GRANT-

f,NTITLEMEM GRANT (CFDA NO. 14.218) U.S. DEPARTMENT

OF HOUSING AND URBAN Df,VELOPMENT

COMPLIANCf, AND INTERNAL CONTROL

ALLOWABLE ACTII'ITIES-
HOUSEKEf,PING Sf,RVICES

Adequate supporting documentation was missing in the housekeeping

services participant's fi les.

As Dan ol m\ lranl disbursemenr lesl. Iexamined se!enleen (17)

Housekeeping'Se-rvires panicipanl s files and noled the lollo\\ing
conditiom:

. In two (2) files, the contracts formalized between the

Municipality and the participants were not available for

examination. Also, in thineen (13) files, the contracts with the

paflicipants were made after the services were started:

. ln all the files the eligibility forms did not have the date in which

the forms were completed;

Also. I found that the housekeeping services operational guide did not

provide for monthly follow_up visits to the participants lo assure that the

services are being provided in accordance wilhthe Progam regulaiions'

Code of Federal Regulations 24, 85 20 (a) (l ) states that fiscal control

and accounting procidures of subgtantees, must be suflicieni to permit

rhe tracinc ol 
-fund5 

lo a le!el of e),pendilures adequate lo e<tabli5h thal

funds havi not been u:ed in violation oflhe reslriclions and prohibilion'

of applicable statutes. Also, the Municipalily has an operational 
-guid€

,;Manual Operacional programa Auxiliares del Hogar" that includes all

procedures and program's requirements for housekeeping services'

fhe Prolsam'\ inlernal conrrols procedures did nol detect lhat all the

reouired informalion regarding panicipanl' \ ere oblained and

comDleled. Alio. rhe laci of requiremenl. in lhe operalional guide'

relaled lo lollou up viqiB. did nol enforce lhat lhe inlertiess \i5its and

;nspections, to mo;itor lhe services, are made monthly and are properly

documented.

REQUIREMtrNT

NONCOMPLIANCE

CON'DITION

CON"TtrXT

CRJTERL{

CAUSf,
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COMMONWEALTH OF PUERTO RICO . MUNICIPALITY OF CABO ROJO
SCHf,DULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR THE NSCAL YEAR ENDf,D JUNf, 30.2013

Sf,CTION III - FEDERAL AWARD NNDINGS AND QUf,STIONED COSTS

FINDING

FEDERAL PROGRAM

13-rrr-05 (coNTrNrrED)

COMMUNITY DE!'ELOPMENT BLOCK GRANT-
ENTITLEMENT GRANT (CFDA NO. 14.218) U.S. DEPARTMENT
OF HOUSING AND I]RBAN Df,\'f,LOPMENT

COMPLIANCE AND INTERNAL CONTROL

ALLOWABLE ACTTVITIES-
IIOUSf, KEEPING SERVICES

The Program is not in compliance with Code of Federal Regulation 24,
85.20 (a) (1) and withlhe operational guide.

I recommend management to implement adequate internal controls and
procedures in order to assure that the program staIl completes all the
required forms. Alsq the Program should consider revise the operational
guide to include a requirement of monitoring the services provided to the
participants.

None

All participants served under the program were eligible as limited
clientele and evidence ofqualification was on file prior to the beginning
of services. However, the Municipality of Cabo Rojo will evaluate its
guide for the implementation of the Housekeeping Program and
additional intemal controls will be implemented as necessary to comply
with the record keeping requirements.

REQUIREMf,NT

NONCOMPLIANCE

EFFf,CT

RECOMMENDATION

QUf,STIONED COSTS

MANAGEMENT RESPONSE
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COMMONWf,ALTH OF PUf,RTO RICO - MUNICIPALITY OF CABO ROJO
SCHEDULE OF FINDINGS AND QIJISTIONf,D COSTS (CONTINUf,D)
FOR THf, FISCAL YEAR ENDEDJUNE 30.2OI3

SECTION trI _ Ff,DERAL AWARD FINDINGS AND QUESTIONED COSTS

IINDINC NUMBER

f.f,Df,R{L PROCRAM

13-IrI-06

COMMUNITY

REQUIRtrMtrNT

NONCOMPLIANCE

CONDITION

CONTEXT

Df,Vf,LOPMf,NT BLOCK GRANT-
ENTITLEMf,NT GRANT (CFDA NO. 14.218) U.S. Df,PARTMI]NT
OF IIOUSING AND URBAN DEVf,LOPMf,NT

COMPLIANCE AND INTERNAL CONTROL

DAVIS-BACON ACT

During the fiscal year 2012-2013, lhe Program did not comply with the
Davis-Bacon Act.

During my Davis-Bacon Act test, I selected a sample of two (2)
construction projects related to the pavement of roads and streets in
-Casco Urbano" and "Camino Wistel y Ramal". During my evaluation, I
did not found for these projects, evidence of formal contracts that
include the required prevailing wage rate clauses in accordance with the
Davis-Bacon Act.

Davis- Bacon Act. 42 USC 5310.

The Municipality's internal controls failed 1o verify thal the contracts
subject tothe Davis- Bacon Act, include a clause in compliance with this
requiremefi.

The Municipality is not in compliance with Davis- Bacon Acq 42 USC
5310.

I recommended managemenl 10 include in all the construction contracts
that will be paid wilh CDBG funds, a clause that describe the required
prevailing wage rate established in the Davis-Bacon Act.

None

The Municipality ofcabo Rojo does enforce the Federal labor Standards

Prov;sions as required by HLID in every applicable contract. The
contraclual obligation was enforced by includ;ng the HLID-4010 form on
the applicable contracts. On the specific projects that were audited we
provided all documentation on enforcement and demomtrated to be in
compliance. However, we could not provide the executed HUD-4010
form. The Municipality will include a clause in all applicable contracls to
demonstrate contractual obligation relating Federal Labor Standards

Provisions, and will keep includingthe HUD-4010 form.

CRJTERIA

CAUSE

EFFf,CT

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENT RtrSPONSE
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COMMONWEALTH OF PUf,RTO RICO - MUNICIPALITY OF CABO ROJO
SUMMARY SCHf,DULf OF PRIOR YEAR AUDIT FINDIGS (CONTINUID)
FOR THE FISCAL YIAR ENDEDJUNE 30.2013

The following schedule contains the original number and title of each ofthe findings of federal awards
included in the Report on Compliance with Requirements Applicable ra Each Majol Progran and
Internal Control over Compliance in Accordance vith OMB Circulat A-) JJ and the Schedule of Prior
Years'Audit Findings for the Fiscal Year ended June 30, 2013. The following legend indicates the
curml sratus ofthe prior years audil findings:

ORIGINAL
FINDTNC C[I)A
NUMBf,R NUMBER TITLf,

12-01 14.218 Reportinq

Full corrective aclion rlas laken.

Dudng the fiscal year 2012-2013 we submitted in a limely manner the
applicable quarterly reports. Evidence of the submission was submitted to our
auditor.


