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The Honorable Mayor, Members ofthe
Muaicipal Legislature and People ot
the Municipatity of Can6vanas
Can6vanas, Puerto Rico

We have audited the actompanyitrg financial statemerts ofthe govemmental activities, each major
9t :r{.e" aggregate remaining firnd infomption of the Commonwealth of puerto Rico,
Municipality of Can6vanas, as of and for the year ended June 30, 2012, which collectively
corhprise the Municipality's basic finarcial statements as listed is the table of contents. These
financial satements arc the responsibitity ofthe Municipality,s management. Our responsibility is
to exprEss opinioos on thes€ financial siatements based on our audit.

We conducted our audit in acrcordance with auditing staodards generally accepted ia the United
states of America a''d &e standards appricable to financial tudits contained in Govemment
Auditing Standards, issued by the Comptollei General of the United States. Those standards
rcquire tllat we plan and perform the audit to obtain reasonabte assurance about whether the
financial statemer*s are fre€ ofmaterial misstateme[t. An audit includes examinitrg, on a test basis,
evidence supporting the anounts and disclosues in the financial statements. An audit also itrcrudes
asTssing the accounting principles used and the significant estimates made by managemenr, as
well as evaluating the overall financial statemenr prcsentation. we believe tbat tur audil provides
a reasonable basis fot our opinions.

Irl our opiniorq the fimncial statemeds referred to previously present fairly, in all material
respects, the .espective financial position ofthe govemmental aativities, each major fuod, and the
aggregate rcmaidng fund information ofthe Municipality as of June 30, 2012, and the rcslEctive
changes in financial positioq thereof for the year then ended in conformity with accounting
principles generally accepted in the Unired States ofAmedca.

III acco.dance with Govemment Auditing Standards, we have also issued our report dated January
9, 2013, on our consideration ofrhe Mrmicipality's intemal conhol over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts, and grant
ag€em€ s and other_mafien. The purpose oflhat report is to describe the scope ofour testing of
intemal cortrol over filancial reporting aod compliance and the results ofthaitesting, and no:t to
provide an opiniol on intemal contol over financial reponing or on compliance. Thai report is an
integral part ofaa audit perfo.med itr accordance with Govemrnent Auditing standanls and should
be considered in ass€ssing the results of our audit.

Independent Auditors' Report

Rio Pi€drls H6i8hts, calo Tinlo # I ?33, s Jua4 pR, 0092632J2
TellnT3lx-n11 Fd (18 7) 525-9801, Entdl: jgoi"rta@cpn cori



INDEPENDENTS AUDITOR'S REPORT (CONTINUED)

Accoutrting principles generally accepted in the United States of America rcquire that the
management's discussion aod amlysis and budgetary comparison information on pages 3 through
22 and 80 be presented to supplement th€ basic fitrancial statemeds. Such information, although
not a part ofthe basic financial statements, is required by the Covernmental Accounting Standards
Boad, who considers ii to be an essential pa offinancial reporting for placing the basic frnancial
statements in an appropdate operational, economic, or historical context. We have applied certain
limited Focedures lo the rcquircd supplementary information in accordanc.s with auditing
standards generally accepted in rhe United States of Aaerica, which consisted of inquiries of
managemeDt about the methods of preparing the information and comparing the information for
consistency with management's responses to our inquiries, the basic financial statements, and
other knowledge we obtained during our audit ofth€ basic finsncial statements. We do oot express
an opinion or provide any assuEmce on the information because the limited procedures do not
provide us with su6cient evideoce to express an opinion or provide any assuranc€.

OuI audit was conducted foi the purpose of foming opinions on the financial statements that
collectively comprise the Muiicipality's finalcial statements. The accompanying combining and
individual nonmajor fi.rnd finallcial statements and schedule ofexpenditues offederal awards, as
required by U.S. Office of Management ard Budget Circular A-133, Audits of Sta,es, Local
Governments, and Non-Proft Organizations, are plesented for purposes of additional analysis
and are not a requted part of the financial statements. Such infomation is the rEsponsibitity of
management aod was derived ftom and relates directly to the underlying accoutrting and other
records used to prepare the financial stalemeots. The information bas been subjected to the auditing
procedures applied in the audit of the finarcial statements and certain additional procedures,
including comparing and reconciling such information directly to the underlying accounting and
other records used to prcpare the finatrcial statements or to the fiinancial statements themselves,
and other additional procedures in accordance wifh audiring standads generally accepted in the
United States of America. In our opinion, the combining and individual nonmajor fund financial
statements and the schedule of expenditures of federal awards are fairly stated in all material
rcspects in relation to the financial statements as a whole.

San Juan, Puerto Rico
January 9,2013

The stamp number 2646878
was affixed to the original report.
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CoMMoNwf,ALTH oF PI,ErTo ITco
MIJNICIPALITY OF CA oVANAS

Management's Discussion and Analysis
Fiscal Y€ar Erd€d Julle 30, 2012

As maDagement of dte Municipality of Can6vanas (tfie Municipality), we offer readers the following
discussion ond analysis of the Municipality's fmancial acdvities rcporred in the actompanying basic
{inancial siatements for the fiscal year ended June 30, 2012. We ancourage readers to consider the
information preseDted h€re in conjunction with additional information thot is fumished in 6rc Municipality,s
financial statements, which follow this narative.

FINA.I'CIAL IIIGHLIGETS

Govenn errt-Vldc Highlbha:

. The Municipality's assets exc€eded its liabiliries (net assets) by $28,59j,643 at lwe 30,2012. T'!rc
Municipelity's net assets increased by $4,029,384 (excess ofrevenues over oxpenditues) during the
fiscal year ended Julle 30, 2012.

r the Municipality's asses iacreased &om $71,130,033 at June 30, 201I to $80,589,142 at June 30,
2012, for atr increase of$9159,109 (13 percent)-

. The liabilities oflhe Municipality increased from $46,561,774 at June 30,2011 ro $51,991,499 at June
30, 2012, for an incrEas€ of$5,429,725 (12 percent).

. The revenues ofthe Muflicipality increased from $32,826,893 for the 6scal year ended June 30,201I
to $35,435,530 fo. the fiscal ye3r ended June 30, 2012, an increase of $2,608,637 (8 perc.nt).

. The Mmicipality's expendih[es increased from $25,581,E27 for th6 fiscal year ended June 30, 201 I
to $31,406,146 for the fiscal yea. ended Jurc 30, 2012, for ar increase of $5,824,319 (23 percent).

Govern nenlal Fu&' Eighlbha:

. The total fund balances of governmert4l funds arnourted to $16J13,814 at June 30, 2012, which
increas€d by $2,387,102 during fiscal year ended Ju[e 30, 2012.

. The total ass€ts ofgovernmental funds increased frorD $32259,059 at June 30, 201 I to $35,519,973 at
Jure 30, 2012, for an incre$e of $3,2608 14 ( I 0 p€rcert).

. The govemmental fund's lotal liabilities increased from $18,332,347 at June 30,2011 to 919,206,159
at June 30, 2012, for an increase of$873,E12 (5 percent).

. The total revenues ofgovemmental funds inc.eased from $32,825,893 for the fiscal year ended June
30, 2011 to $35,435,530 for the fiscal year ended June 3O 2012, for on increase of $2,608.637 (8
percent).

. The govemmental fund's total expenditures increased 6om 93Q592,326 fordre fiscal year esded June
30, 201 I to $40,7t3,428 for the fiscal year ended June 30, 2012, for an incrcas€ of $10,191,102 (33
percent).

. Other financinS sources (uses), ne! of govemmental funds d€creased ftom $7,905,000 for the fiscal
year ended June 30, 201 I to $7,735,000 for the fiscal year ended June 30, 2012.
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CoMMoNWMLTI oT ItERTo ITCo
MUNICIPALTY oT CANdYANAS

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

OVERVIEW OT TEE BASIC FINANCIAL STATEMENTS

The purpose offinancial reporting is to provide extemal us€rs ofbasic financial statements with information
that will help therD to make decisions oa draw conclusions about the Municipality. There arc many extemal
parties lhat use the basic finaocial stataments ofdrc Municipality; however, th€s€ prarties do not always
have the same specific objectives- In order to addaess the needs ofas many parties as reasonabty possible,
the Municipality, in actordance with required financial reporting standads, presents this Management's
DiscussioD and Analysis (MD&A) as an introduction to the accompanying basic financial statements. This
narmtive represents an overview and analysis ofthe financial activities ofthe Municipality for the fiscal
year ended Juoe 30, 2012. Bec{use this MD&A is designed to focus on the cunent year activities, .esulting
changes and currently known facts, we encouragp readers to consider the information presented in this
MD&A in conjunction with the additional information ftmished in the accompanying basic financial
statements.

The Municipslity's basic financial statements includ€ three components: (l) govemfient-wide financial
statements (GWFS), (2) govemmental fund financial statements (CFFS), snd (3) notes to the basic lmancial
statements (NBFS). This rcport also contains additional requircd and other supplementary information in
addition to the basic frnancial stateiients themselves. Thes€ components are described below.

The basic financial statements focus on: (1) the Municipality as a whole (govetument-wide financial
reporting) and, (2) the Municipality's major individual govemmental funds. Borh persp€ctives allow the
useas to address relevant questions, broaden a basis for comparisoo (year to year or goverrment to
govemment) and enhance the Municipality's accoBrability. The components of the basic financial
st iements are described helow-

a) Golternrraena*ide Firronciol Stoterrrena

The GWFS are composed of: (l) the statements ofnet assets (SNA) and (2) the statemeflt ofactivities
(SA). These financial statements can be found immediately following this MD&A. GWFS are
designed to provide readen with a broad overview of the Municipality's operations as a whole in a
manner similar to pdvate-sector business. Thes€ statgments provide short-term and long-term
information alout the Municipality's financial position, which assist the Municipality's management
to determine thc economic conditio! al Jun€ 30,2012. The GWFS are prepared using methods that ar€
similar to those used by most private businesses.

1. Statemert ofNet Als€B

The purpose of SNA is to attempt to rcport all ass€ls owne-d ard all liabilities owed by the
Mu.icipality. The Municipality reports of all of its ass€ts wh€n it ac.quires ownership over the
assets and reports allofits liabilities when &ey are incurred- For example, tbe Mmicipality repors
buildings and inhastructure as assets, even though they are not available lo pay the obligations
incun€d by the Municipality.

On the oth€r han4 the Municipality reports liabilities, such as claims andjudgmenlE even though
thes6 liabilities rnight not be paid until several fiscalyears into the futul€.

The diference betweeo the Municipality's total asseis and tolal liabilities reported in SNA is
prcsented as ,e, ars?tr, which is similar to ih€ total own€rs' equity reported by a commercial
enterprise in its Iinancial sratomonts. Ahhough the pu4ros€ ofthe Mudcipality is not to accumulale
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MUMCPALTTY OF CAN6VANAS

Managem€nt's Discussion aod Analysis
Fiscal Year Ended June 30. 2012

net ossets, zts this amount incrmses or deareases over time, such amount represents a useflll
indicator ofwhether rhe fiDancial positioD ofthe Municipality is eirher improving or deeriorating
respectively.

2. Statemeot of Activiti€s

The SA presents infomation showing how the Municipality,s net assets changed during the fiscal
year.ended hne 30, 2012, by presenting all of tle Mudcipality,s rc.,enues arrd exin".". As
previously discussed, the items reported in SA are measured in i manner similar to the approach
used by a commercial onterprise in that revenues are rccognized when eamed o, established crite.ia
are satisfie4 and expens€s arc recorded when incurred by the Municipality- Consequently,
revenues are reponed even when they may not be collected for seveml months after the end ofthe
fiscal year and expenses arc recorded even thougb ihey may not have used cash during the cunent
year.

Although SA looks diflerent ftom a commercial enterprise's incom€ statemen! the difference is
only in fornat, not substance- Wherss the bottom line h a comrnercial enterpris€ represents its
net income' the Municipality reports an amomt descibed dr net choige fu zef assefs, which is
essentially the same concept.

The focus ofSA is on Ole re, cos, ofvarious activities povided by the Municipality. The starement
begins with a column that id€ntifies fie cost ofeach ofthe Municipality,s major firnctions. Another
column ideotifies the revenues that ale specifically related to the classified govemmental functions.
The difference between the expenses and revenues .elated to specific firnctionvprograms identifies
the extent to which each firnction of the Municipality draws fiom geneml rivenues or is self-
financing thmugh fees, intergovemmental aid, srld other sources of resources.

This statement also prcsents a mmparison between dirEct expeoses and progmm revenues for each
firnction of the Municipality-

GWIS and GFFS present.ll ofthe Municipality's govemmeotal activities, which ale supported mostly
by taxes and intergovemmental revenues (such as federal and sta& grants and contributions). Ail
services normaliy associated with the Muaicipality fau into this ca&gory, including cultue, recreation
and educatio4 general govemment; health a.rd sanihrion; public safety; public housing and welfare;
atld economic and urban development.

Gov.rrrmcnlal Fuld Fhorrcial Std.menE

The Municipality's GFFS consisr of: ( I ) the balaDce sheet - govemmental fundE (2) the statement of
revenues, expendituies and changes in fuld balaaces - govemmental firnds, and (3) the statement of
rev€nues and expendihir€s-budget and actual-bndgetary basis-genefal fund. These frmncial statements
report the financial position and results of operations of the Municipality,s govemmental funds, with
an emphasis on the Municipality's major govemmental fuDds.

A fund is a g.ouping of related accounfs that is used to maintain control over resources that have b€en
segregated for sp€cific activities or objectives. The Municipality, like most other state and local
goverDrnents, uses fund eccounting to ensure and demonstrate complialce with finance-relared legal
requirements. Eech fiud is considered an indep€ndent fiscal entity accounted for within a set of self-
balancing ac€ounb thar comprise irs ass€tE liabilities, Itund equity, .evcnu€, and o(petrditures. Fund
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MUMCIPALITY oF CANOVANAS

Management's Discussion and Atalysis
Fiscal Year Ended June 30, 20t2

accounting segregates funds according to their intedded pu.pose snd is used to aid management in
demonstrating compliance with legal, financial and contractual provisions.

Govemmental funds are uled to account for all of the services pmvided by lhe Municipality. These
flmds arE used to account for essentially the same functions .eported as goverDmental activities in the
GWFS. Unlike G\tr/FS, the focus of GFFS is dir€cted to specific activities of rhe Municipatity ralhe.
than drc Municipality as a whole; thereforo, CFFS report the Municipality,s operations in more detail
than the GWFS.

CFFS provide a detailed short-term view of the Municipality's finances tfiat assist in determining
whether there will be adequafe firancial rcsources available to meet the current ne€ds of the
Municipaliry, which is, evaluating the Municipality's near-term financing requirements. For financial
reporting purposes, the Municipality classifies its govemmental funds within the following types: (l)
general fun4 (2) debt service fi]nd, (3) capital irhprovemenls bonds funds, (4) special revenue tunds,
and (5) capital projects funds.

GFFS are prep&ed on an accounting basis that is significantly differ€nt fiom that used to prepare
GWFS. In general, GFFS focus on near-term inflows and outflou,s ofexpendable financial rcsources,
consequently, generally measure and accoutrt for cash and other assets that can easily b€ converted to
cash. For examplg arrounts rcportEd on the balance sheet include capital assets within a very shon
period of time, but do not include capital assets such as land and buildings. Governmental fund
liabilities generally include afiounts that no.mally are going to be paid within a very shon period after
the end ofthe fiscal year. The difference between a fund's total ass€ts and rotal liabilities is rcported
as the fund balence, and generally irdicotes the amount that can be used to finance lhe next fiscal year's
activities. L&ewise, the operating statement for govemmental fimds reports only those revenues and
expenditures that were collected in cash or paid wiih cash, respectively, during the currEnt flscal year
or very shortly after the end ofthe fiscal year.

Because tie focus of GFFS is narrower than that of the GWFS, it is us€fu| to compare the fund
informalion presented for govemmental funds with similar information presented for govemmental
activities in the CWFS. By doing so, readers may better understand the long-term impect of the
Municipality's near-team financial decisions. Both the govemmental funds' balance shcet and tle
govetunentd funds' statement of reveflues, expenditures 8nd changes in fund tralaoces provide a
rEconciliation to facilirare the comperison between governmental firnds and the govemmental activities
reported in the govem&ent-wide financial staGments.

The Municipality has three major govemmental tun&- Each major tund is presented in a separate
column in the governmental funds' balance sheet ar the governmental funds, statem€nt of,evenues,
expeflditures and changes in fund balances. The thrEe major govemmentSl funds aro: (l) generalfund,
(2) d€bt s€rvice fu.d, and (3) capital improvements bond fund.

Notes to Btttic Financial Stderrre s

The NBFS provide additional information that is essential for a full understanding ofthe dala provided
in tfte GWFS and GFFS. Ille NBFS can be found immediately following the basic financial statements.
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MUNICIPALTY OF CANOVANAS

. Managehent's Discussion and Analysis
Fiscal Year Etrded June 30, 2012

d) Olher Srrpplen enlary

The basic financial statements arc followed by a sectioo ofother supplementary ioformatiod consisting
of ( I ) combining balance sheet - non-major govemmental funds, (2) combining statement ofrevenues,
expenditures and chaflges in fund balances - non-major govemme al funds, (3) budgerary

comparison schedule debt service fund, (4) notes to budg€tary comparison schedule -debt service

fun4 and (5) schedule ofcapital assets used in the opemtion ofgovemmental funds, as detailed in the

accompanying table of contgnts.

FINAIYCIAL ANALYSIS OF GOVER}IMENT.WIDE FINANCIAL STATf, Mf,NTS

The Municipality's overall financial position for the last two fiscal years are summatized as follows, bas€d

on the information included in the accompanying GWFS:

CoDparative Statement of Net A-ssets

Govemmentsl Activities (Condemed)

June 3O 2012 and 2011

/sse6.'
Curr€Dt assets

Non-curr€nt sssets:

capital assets, net

Other non-currEnt assets

T6ts! ass€ts

Liabitirid:
Currenr liabilities
Long-term obligatioDs duc within one year

Long-term obligations due after one year

Total liabilities

Nd 6sea:
Invested io capital assets, net of .€lated dcbt

Resbicted fo. debt service and olhers

Unrcstricted
Toral net assets

80,s89,142 $ 71,130,033

2012 2011

$ 32,897,014

47,577,166

I14,962

$ 30,Er 0,1E3

40,226,305

93,545

$ r3,489,065

4.467.541

34,034,893

$ 14,327,327

3292,195
28,942,252

$ 51,991,499 $ 46,561.t?4

$ 30,565,848

4,320,118

(6,288,323)

$ 28,591,643

$ 28,406,076

5,300,159

(9,139,916\

_!__ 24t682se-

At June 30, 2012, the Municipality's cunent assets. amounting to $32,897,014, are msinly composed of
cash and cash equivalens ($28,,143,5?6) ofwhich $23,745,093 are restricted, propery taxes rccei ble, net
of allowance for doubtful accounrs ($1,587,928), municipal licens€ taxes receivable ($329,444), sales and

use rrxes receivable ($229,675), and intergovemmental Srants and conlributions teceivable ($2,172,621).

The restrided cash of $23,745,093 represents resol,Iles legally designated for: (1) the payment of debt

service, (2) rhe acquisition, oonstmction and improvement ofmajor capital ass€ts, alld (3) tho operations of
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MIII\.ICPALITY or CAN6VANAS

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

fedeaally and state funded prograrns. Restricted cash also consists of nnsp€nt proceeds of bonds issued to
pay accounts payable aIId certain spgcific commitrne s. A ponion ofpmperty taxes receivable, amounting
to $44,346, r€preseots restdcted resources set aside to rcde€m the bonds ofthe Municipality in minimum
arnual oa biannual pdncipal and interest payments.

The Municipality's Don-cureot assets, amounting to $41,692,L28 af June 30, 2012, are substaDtially
c.mposed of crpital ass€ts, with an aggregate cost basis of $72,009,114, which are reported ner of
accumulated depreciation and amortization of $24,43 I 948.

Duriag the fiscal year ended June 30,2012, the assets of the Mudcipality increased by $9,459,109 (13
perc€nt) in comparison wilh the prior fiscal year, principally for the following facts:

. Capital assets increased by $7,350,E61 due to the excess of current year additions (S9,842,830) over
depr€ciation expense ($2,491,969) for the fiscalyearended Juae 30,2012. The principal additions to
capital assets for the cunent fiscal year were related m infrastructure ($6,M3d67), and coDstruction in
p.ogress ($3,222,929).

. Prop€rty taxes receivable decrcas€d by $306,466- Atrhe same time, the deqease in this rcceivabl€ was
caus€d principally by the decr€aso of$2,238,776 in property tax revenues dudng rhe clrrent fiscal
ye6r,

. Cash in fiscal agent incr€as€d by $4,92E,572 due Io the net effecl ofnew bonds issuance made during
the cufi€nt fiscal year for $7,73 5,000 and the current year capital outla)5 poid wirh these crsh balarces.

At June 30,2012, lhe Municipality's curr€nt liabiiities arnountirg to $17,956,606 are mainly compos€d of
uneamed revenues ($8,393,305), accounts payable and acrrued liabilities ($3,025,508), intergovemmental
payables ($2,070,252), the portions due within one )€ar ofcompensated absences (g 1,972,541) and bonds
and notes payable ($2,495,000). Defercd revenues principally consist of uneamed revenues associated
with municipal license taxes and intergovemmental grarts and contfibutions related to state ard federdlly
funded programs. As noted in the coDdensed statement of nel assels, tbe Municipality's crrIe assets
excred€d curr€nt liabilities by $14,940,406, for a cunent .atio (cuEent assets to currcnt liabilities) of 1.83
to I -00.

The Mrmicipality's non-cuEent liabilities, amomting to $34,034,893 at June 30, 2012, ue rr]ainly
composed ofportions due after one year of t onds payable (929,555,000), notes payable (gl,gE0,000), and
compensaled abs€nces ($2J I 7,683).

At June 30, 2012, the liabilities of rh€ Municipality incrcased by $5,429,725 (12 perf:f,.nt) in mmpadson
with the prior fiscal year, principally for the eff€ct ofthe follolying facts:

. Bonds payable iocreased by $6,100,000 due to the tret effect of new bonds issuance made during the
current fiscal yeor for $7,735,000, and the current ye{r prircipal paym€nts of $ I ,63 5,000.

. Uneam€d r€venues had a net decrcase of $1,552354. The decrerse in uneamed .eveoues was caused
principalty by the decrease of$678,000 in construction excise taxes.nd $541,086 in municipal license
taxes.

9



CoMMohvEALTH of PI,ERTo RIco
MUNICIPALTY OF CANOVANAS

Managemeot's Discussion and Analysis
Fiscal Year Ended JUne 30- 2012

As noted earlier, net assets may serve over time as a usefirl indicator of the Municipality's finarcial
stat€ment position. The assets oftfie Municipolity exc€ed€d liabilities by $28,597,643 at June 30, 2012.
The most significrnt portion ofnet ass€rs ($30,565,848) reflects the Municipality's investrnent in capiral
ass€ts (e.g. land, buildings, machin€ry, equipment, infrastrucbrc, etc.), net of all r€lated debr still
outstanding that was issued to acquirE, construct o. improve those assets. The Municipality us€s the capital
assets to Fovide servic€s to its citizenE consequeDtly, these ass€a are nol available for fuhrrE spending-
Although rhe Municipality's investment in cspital assets is reported Det ofrhe outstanding related deb! the
resources needed tO rcpay that debt Dcust be provided by other sourcls, as capital ass€ts cannot be used to
liquidate dlese liabilities.

Another significant portion of net assets ar June 30, 2012, repres€nts resources that arE restricted for debi
servic€ payments ($4,242,E94) arld the operations ofstate and fedemlly funded programs ($77,224). The
remaining component of lotal net ass€ts coosists of unrEstricted negative net assets amounting to
($6,288,323) at June 30, 2012. These unrestricted net liabilities are the cons€quence ofprevious budgets
that did not p.ovide sufficient funding for incunrd long+erm obiigatioos, such as bonds paysble, notes
payable compensat€d absences, claims andjudgments, obligations unde. capital leases, etc. Historically, a
significant portion of such obligations has be€n budgeted on a pay-ss-you-go basis.

The total net assets ofthe Municipality increased by $4,029,384 fo. the fiscal year ended June 30, 2012.
Such increase is principally due to the excess of revenues ($35,435,530) over expenditures ($31,406,146)
for the fiscal year ended June 30, 2012.

Ihit Space Hos Been Intenliorrally Lefi Blan*
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CoMMoNavEALTH oF PUxRTo Iuco
MUNICPALIIY oF CAN6yANAS

Management's Dscussion ad Analysis
Fiscal Year Ended Juoe 30, 2012

The following is a compa.ative condensed presentation ofthe Municipality's rc6ults ofoperations as
.eported ir the CWFS:

CoEparatiye Statemetrt of Activities
GoverDmentalActivities(Co ensed)

Ftur.I Ymrs Endcd ftoe 30, 2012 erd 2011

2012 2011
Pmgram revenucs:

Program-specifi c operaring gralts and contributions
Prcgram-speoifi c capital grarts ard contributions
Charges for services

Tolal prctfam revenues

General rweloes;
Prop€rty taxes

Municipal license taxes

Constuction excise taxes

Sales and us€ taxes

Unrestricted g.ants ard conhibutions
Other general revenues, including interEsts on deposits

Total geneml revenues

Total revenues

Prograa expcnses:

General govemment

Urban and econornic developmont

Public safefy

Health and sanitation

Culfure, recreation and education

Public housing aad welfare
Interest on long-term obligations

Total expenses

N€t tucrE !€ (decr.ase) h tret .ss€tg
Nel asset& rt begitrtritrg of fis.-d year
Prior period adiustmetrts
N€t asseta at b€ginDirg of fscel year, a! rcatated
Net assets, .t eEd offrcal year

8,472,030

26,963,s00

1'7,323,193

1,022,'105

7,305,882

t43,443

$ 1323,23E

4339913
428,909

6,192,060

12,745,502

6,522,@5
r,003,570

2,7t6,031
1,303,182

2,344453
?6,634,833
32,826,893

10,506,726

8,707,950

1,463,715

2,605285
2,t76,146
t,503,678

35,435,530

13,E31,55E

6241,49s
2,668,055

3,E96,127

1,t25,292

2,181,252
I,462,367

31,406,t46
4,O293U

24,568,259

9,516,5t2
5,401,109

876A10
5,149,632

1,492,825

2,055,987

1,083,352

25,58t,U7
'1,245,066

16,299,169

t,024,024
24,568,259

$ 28,s97.643
-9___u;6822_

As previously mentioned, the Municipaliry's net assers incrEased 94,029,384 during the cunEnt fiscal year.
Approximately 66 percent ($23,283,676) of the Municipality's toral reveDues for the cunent fiscal year
came from taxes (properry raxes, mirnicipal license taxes, construction excise taxes and sales and use iaxes),
while 30 percent ($10J04,733) resulted from restricted and unr€sEicted capital and operating grants ard
contdbutions.
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CoMMoNWEALTE OF PUf,RTO RICO
MUMCPALTTY or CANOVANAS

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

There was a decreose of $3,2 I 5,682 whon the operaling results for the curent fiscal year are comparrd to
those ofthe prior Iiscal year- This occuned becausq although the total expedses increase.d by $5,824,319,
the total revenues increased by $2,608,637 (8 percent) during the culrent fi*al year, The most significant
fluctuations among tie curent fiscal year revenues and those oftlre prior fiscal year werc as follows:

. Prcperty tax revenues decreased $2,238,776 because, during the fiscal year the Municipality could not
collect the gojected amounts as occurrEd ill the prior fiscsl year,

. Intergovernmental grants and contributions incrEas€d $2,565,436 due to mor€ ftdeml and state funding
awards were received, principally for eaonomic rEcovery ard development.

The following chart presents the composition of rev€nues for the fiscalyear ended June 30,2012:

The Municipality's expenses cover a wide range of services. The largest expenses ofiie Municipality
for the fiscal year erded June 30, 2012 were related to: (1) geDeral administrating and op€.ating costs
($13,831,55E), $,hich were classified as'g€neml govemment", (2) urban and economic development
($6,241195), (3) bealth and sanitation ($3,896,127), (4) public safety ($2,668,055), (5) public housing and
welfare ($2,1 8 1,252), and (6) culture, recr€stion and educarion ($ I , I 25,29).

As previously mentioned the Municipality's expenses increased from $25,5 8 I ,827 for lhe fiscal year ended
June 30, 201 I to $31,406,146 for the fiscal year ended June 30, 2012, for increas€ of$5,824319- The most
significafi fluctuations M\treen the current fiscal year's expenses and those oflhe prior fiscal year occu[red
in the general govemrnent expenses, which increas€d M,315,046, and public safety exp€nses, which
increased $1,791,645.

This Space Hos Been Interrtionall! Lefr Blank
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CoMMoNWEALTI oF PI,f,RTo RICo
MUNICIPALTY oT CANOVANAS

Management's Dscussion ard Analysis
Fisca! Year Ended June 3Q 2012

The following chart p.esents the composition ofexpenses for the fiscal year ended June 30, 2012:

li Erpctrse
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COMMOIIIVEALTH OT' PUERTO RJCO
MUNICIPALTY oF CANOVANAS

Manatemenf s Discussion and Analysis
Fiscal Year Ended June 30, 2012

Coldenred Bdence Sheet - Govemmertll F[trds
June 30,2012 and 2011

2012 2011
Assers:

Total assets - major govemmental firads
Iotal ass€ts - other govemm€ntal ftnds

Combioed total ass€ts

Liabilitiar:
Total liabilities - major govemmetrtal fiInds
Total liabilities - other govemmental funds

Combined total liabilities

Fund balarrces:

Reserved - major govemoental funds
Reserved - other govemDental filnds
Unreserved - ftajor goveminental flrnds

Combined total fuod balanc€s

Total liobiliri?s and /uid balarrcas

$ 31,282,440

4.231.5i\

__-:lJ.ileT_

16,352262

2,853,897

19,206,t 59

15,496,138

1,383,636
(565-950)

16,313,tr4

_q_iuz2lt_

$ 28,710,849

3,548,210

32,259,059

14,893,654

3,438,693

lt,332,34?

14,71333a
109,517

(896.143 r

13,926,712

$ 32,259,059

FINANCIAL ANALYSIS OF GOVERNMENTAL FUNDS

Analysis of Finarrcial positioD ol Governn ental Funds

As discus$d e.dier, the Municipality uses fund accounting to ensur. and demonstrate compriance with
finance-r€lared Iegal require.nents. fie focus of the Municipality's govemmentar funds is to provide
information on near-term inflows, oudlows, ard balances of expendable resouires. such information is
useful in assessing the Municipality's compliance wi$ finance-{elated regal requirements. Specificalry,
urresened firnd balance may serve as a us€fu| measur ofthe M@icipality's nit resources available for
spending at the end ofthe fiscal year-

At June 30,20-12, rhe total assets ofgovemmental funds incrssed $3,260,914 (lO percent) in comparison
with the prior fiscal year principally for tfie increase of$4,928,572 in cash in fiscal agent. Al June 3d,2012,
tfie tolal liabilities ofgovemflentai funds increased $873,812 in comparison with G prior Iiscal year.

For a detailed expla[atioD ofthe individual fluchlations oftotal assets and total liabilities ofgovemmental
funds, please r€fer to tie previous financial enalysis of&e govemment-wide financial statements itrcluded
in this management's discussion and anaiysis, where a detailed discussion ofmost ofth€s€ fluctuations has
been made.

At the end of the currcnt fiscal year, total unassigned fund deficits of govemmental fimds amounted to
$565,960 (general firnd only), white toral firnd balance rqched $16;13,8t4. The rotsl fund balanc€s
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COMMONWEALTtr OF PUERM RICO
MUNICIPALITY OF CANdVANAS

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

incrcased by $2,387,102 during the cunent fiscalyear. The following is a detailed financial arallsis of the

Municipality's govemmental funds:

Major GovertrEetrtel FuDds

cererrt tond (Gf) - The GF is the principal operatirg fund ofthe Municipality- The Gf's btalassets
amounred to $1 1,678,683 at.rune 30,2012. such assets consist principally of: (1) unrestricted and restricted
cash and cash equivalents ($4,895,795I (2) axes receivable ($1,543,582), (3)
intergovemmental grarts and contibutions rec€ivable ($2,051,137), alld (4) short-term and long-term
amounts due fi'om olher fimds ($2.629.017).

The cF's total liabilitie.s amounted to $11,475,359 at June 30, 2012. Such liabililies are compos€d mainly
of: (l) defenEd revenues ($8,157,135), and (2) accounts payable and accrued liabilities, including amounts

due to other governm€nts ($3,3 I E,224).

At the end of the curent fiscal year, unassigned fund deficit of lhe GF amounted to $565,960, while total
fiod balarce reached $203,324.

plbtlgldse_fulll(psn- The DSF s total assers amounted to $7,1 14,540 at June 30,2012, which consists

mainly of restricted cash in fiscal agent ($6,997,556) and rcstdcred pmperty taxes receivable (${4,346).
The DSF'S total Iiabilities amounted to $2,871,646 at June 30, 2012, which sre maialy mEposed oi (l)
matured bonds due and payable ($2,160,000), and (2) matured interest due and payable ($711,400). At the
end ofthe cunent fiscal yesr, the DSF'S lotal and r€stficted fund balance tached{4242,E94.

Capitrl improveEe[ts botrd frrpd (CIBFI - The CIBF'S total assets amounted to $ 12,489,2 I 7 at June 30,

2012, which consists maioly ofresficred cash ir! fiscal agent in the amount of $ 12,428,720. The CIBF's
total liabilities amounted to $2,005,257 at June 30, 2012, which are composed of accounts payable and

accrued liabilities ($726,781),6nd short-term ard lotrg-tem amounts due to other fimds ($1,278,476). At
the end ofthe cunent fiscal year, the CIBF'S total and restricted fund balance reached $10,463,960.

Other eoverpment l futrds ()GFl - The OCF'S total ass€ls amounted ro $4,237,533 at lune 30, 2012,

which consist mainly ofrestricted cash ($4,121,505), and tEceivables from intergovemmental grants and

contributions ($49,210). The OGF'S total liabilities amounted to $2,7E7,079 h,n,e30,2012, which are

mainly composed of defer8d r€verues ($1,251,262) accounts payable 8nd ,ccrued liabilities ($185,522)

and short-term and long-term amounts due to other funds ($1,350195)- At the end ofthe cunent fiscal
year, OGF'S total restricted fuIld balsrce reached $1,3E3,636.

This Space Has Been Intentionally Lefr BItn*
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CoMMoNWEALTH oF PUf,RTO RICO
MUNTCIPALMY OF CAN6VANAS

Management's Discussion and Analysis
Fiscal Ye6r Ended June 30- 2012

Cotrdensed Strtement of R€venrci, ErpenditurB atrd
Cherges in Fund Balances - GoverlrBentel Fun& (Condersed)

Filc5l Yeer! Erded Juoe 30, 2012 end 201 1

2012 2011

Reventes:

Tot4l rev€nu€s - major govommental f,{rds
Total revenues - other gqvemmental fimds

Combined total reYenues

bqeidirtrr6:
Total expenditures - major govemmental iimds

Tolal expenditures - other govemmental firnds

Combircd total expenditures

Excess of aqendilarus over tegenues

Orhet frrrarrcing sorlrce$, nel:
koceeds frorn issuance ofbonds

Other firanciDg uses, net - majo.
govemmental funds

Other financing sources, aet - other

govemmental funds

Combined orher financing sourcrs (uses), ncl

Excess kleficicnq) of r*enues and olherJinatrcing
soutcas ote. (under) qenditqres a^d olherfinancirrg ases

Pand balance, ol begir.ning ojfrscal feat
Priot petiod ad.iuslrnerrls

Farrd balance d beginrritg off$cal lear, os t$tqtcd
Fund balaace, a, etd olf8cal year

This Space Eas Been lhterrtionall! Lefr Blank

2.387,102 10,t39,567

t3,926,'t t2

t3,926,712 3,787,145

__$_r-63!,9.!4 _s___Es%12_

$ 28.437,912
'I,002,618

$ 27,66t281
5,t65,612

35,435,530 32,E26,E93

34,595,633

6,18't,'795

25,097,334

5,494,992
40,783.428 30,592,326

(5,347,898) 2,234,567

7,735,000

(993,909)

993,9@

7,735,000

7,905,000

(326,068)

326,068

7,905,000

2,'163,121

1,024,024
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COMMONWEAITH OF I'TJERTO fuCO
MT'NTCIPALITY OF CANOVANAS

Managemeni's Discua,sion ar1d Analysis
Fiscal Year Ended June 30, 2012

Alrlysfu of Opt?tirg R6ultt of Goyemmertal Funds

Mtior Govemmetrtrl Funds

Gfleral flad - Th€ total fiind balance of the GF increased $309,056 during current fiscal ,€ar. Total
revenues, exp€nditurcs ard other frnancing sources (net) arnounted to $25J62,161, $25,127,29 and
$74,194, rcspectively, for aie fiscal yea. erded June 30, 2012.

Approximately 85 percent ($21,544,735) ofthe CF's total revennes for the current fiscal year c&ne fiom
iaxes, while 9 percent ($2,176,146) resulted from intergovemmental grants and contributions.

Dudng the cuarent fiscal year, tfiere was an excess of revenues and other financing sources over
expenditues atd other financing uses of $309,056 in the general firnd while in prior fiscal )€ar therE w.s
ar excess ofr€venues and otber firEncing sources over expenditures and other financing uses of $3,402,03 8.

The GF's most significrrt fluctustions antong tbe currBnt fiscal year revenues and thos€ oflhe prior fiscal
year werc as follows:

. Intergovemmental graots and contributioDs increasei $872,964 due to more federal and state funding
awards rec€ivcd principally for ecoDomic recovery and development-

. Prcp€.ty taxes reveoues increased $555,300 as lhe municipality made sigrficant collection efforts in
compadso. wi$ prior year.

r Municipal license taxes revenues incrEas€d $2,185,855 mainly due to an in&€ase in property taxes
receivable and additiooal collection eforts done in curent ye.r.

The most significant flucEration between the current fiscal yesr exponditues and those ofthe prior fiscal
year occur€d in the ggneral govemme.t expenditures, which incrEased by $4,291,864 snd public safety
which increased by $ I ,7(X900.

Debt s.rvice fund (DStr) - me total fund balance of the DSF decreased $947,74t duriDg currcnt fiscal
year. Total rcverues, expondibres ard other financing uses (net) amounted to $2,541,546, $3,485,009 and
$4,285, r€sp€ctiv€ly, for the fiscal year ended June 30,2012.

Approximately 6t perc€nt ($1,738941) of DSF'S total rwenues for lhe cun€nt fiscal year aune from
rEstricted prop€rty t -{es. Therc was a decre{se of $3,525,462 in fie DSF'S net change in tu d balance
nfren operations for the culrert fiscal year arE compated to $ose ofthe prior fiscal year. This occurred
mainly, bccaus€ r€venu€s d€creased $2,599,714 and debt servic€ exp€nditures increased $928,927 during
lhe cur€nt fiscal year.

Capitrl improvemenb bond frtpd (CIBn - The total fimd balaDc€ of the CIBF incrEas€d $1,751,675
during cu.rEnt fiscal year. Total revenues, expenditures srd other financing sourc€s (net) amound to
$529,205, $5,983,325 and $7,205,795 respectively, for tie fiscal year €Ddod Jull€ 30, 2012. The other
financing sources of $7,205,795 for ti€ cunent fiscal yeor, came principally from a new lronds issuance of
$7,735,000.
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MUMCPALIY or CANOVANAS

Management's Disculsion and Analysis
Fiscal Year Ended Jlme 30, 2012

Other eoverrBetrtd hnds (OGFI - The total fiJnd bala.Dce of the OGF increased by $1,274,1l9 during
curr€nl fiscal year. Total r€venues, exp€nditures ard other financing soulces (net) amounted fo $7,002,518,

$6,18?,795 and $45q296, r€sp€ctively, for the fiscal year ended June 30, 2012.

App.oximately 99 percent ($6,996,777) of OGF'S total r€venues for dre curent fiscal year came from
irtergovemmental gBrts. The.e was an incr€as€ of $1,837,006 in the OGF'S total revenues (mainly on
intergovemment l g€nts), while the total expenditur€s incr€ase of $692,803 is mainly due to the capital
outlay incr€ase of $61 1,932. Olfter financing sourc€s (neo ircreased by $4592s6.

BI]DGETARY EIGELIGITTS OF Gf,NERAL FTINI)

The original and final approved budggt ofthe general fund for &e fiscal year ended June 3 0, 20 I 2 amounted
to $26,599,318. Ac{ardingly, there were no sigrific&nt changes between the original and the final approved

budgets for the fiscal year ended Jure 30, 2012.

The total actual revenues Oudgetary basis) ofthe general fund for rhe fiscal year ended June 30,2012 were

$26,1 17,467, which is 3 percent ($865,887) less thar the budgeted rcvenues. In addition, the total actual
expendftues (budgetary basis) ofthe gene.al fund for tlF fiscal year ended tnne30,20l2 weft $27 ,705,t97 ,

which is 5 percent ($1,205,579) more thrn the budgeted expendinrres- The most sigtrificant fluctuations in

actual revenues (budgetary bads) occuned with const ucdon excise tax revenues which were $1,150,1 16

less than their resp€ctive budgeted arnounts. The most significant fluctuations in actual expeoditures
(budgetary basis) occuned with geneEl govemment cosls which were $1284,018 more than their
resp€ctive budgete-d amounts.

The unfavorable variance in construction excise tax rcvenues were csused by several construction Projscts
that were rescheduled by their respective developera due to the culreni ecoromic outlook in Puerto Rico;
consequenlly, the respectiv€ excise taxes were not collected at June 30, 2012.

CAPITAL ASSf,TS AND DEBT AIIMINISTRATION

Capitrl Asets

The Municipality has invested $72,009,114 in capital assets us€d irl governmental activities, which have

an accumulated depreciation and amortization of$24,431,948 at June 30,2012. c+ital asseB increased

$7,350,861 during the currDnt fiscal year du€ to the excess of curent year additions ($9,842,t30) over
depreciatior/amortization expenx ($2391969) fo, the fiscal year ended June 30, 2012. The principal
additions to capilal assets for the cunent fiscal year were related to infrastructurE ($5,043,56?) and

consmrction in progress ($3,222,929)-The capital additiors to construction in progress wore principally

rclated to the rEpaving of streets and roads, the construction of the sports compl€x at San Isidm, and

improvements to buildings and stnrctures.

We eflcourage readers to consider the infomation presented here in conjunction with more detailei capital
assets information fumished in Note 9 to accompanying financial stalements.
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Management,s Discussion atrd Analysis
Fiscal Year Ended Jme 3e 2012

Debl Admitristratiotr

The Municipality finasces a signific€nt ponion of its constuctio[ activities thrcugh bord and note
issuances, and through state and federal grarts. The proceeds from bond issuarcrs designated for
constructior activities ale committed in ils entirEty for such purposes ard cannot be used foaany other
purposes.

At June 30,2012, the Municipality,s total boflded debt amounted to $31,715,000, consisting of bonds aad
notes payable. Such debt is backed by tlte full failh aDd credit ofdre Municipality. Tho Muni;ipality,s legal
debt rnargin amounted to $3.2 million at the curcnt fisc{l yejr-end.

The following is a summary of&e debt acrivity for the fiscal year cnded Jun€ 30,2012:

o Bonds payable increosed by $4,025,000 due to the ner effect of new tonds issued for
$5,355,000 and principal paymeots of gl,330,000 med€ during tle current 6scal year.

. Notes payable OVU) increased by $2,075,000 due to the net effeqt ofa new note issued for
$2,380,000 and principal payments of $305,000 made during tle current fiscal year.

We encor,rage readers to consider the infomation presented herE in conjunction with more detailed long-
t€rm debr informatiotr fumished in Note I I to lhe accon0paDying financial statements.

ECONOTIIIC FACTORS AI\'D NEXT YEAR'S BIJDGEIS AND RATES

The territory ofcaa6varms covers an area ofq)proximately 33 squarB miles. Can6vanas is a mm;cipaliq/
with a popllatiofl density of 1,475 habitants per squar mile. Can6vaaas is characterized by being th;
economic integmtion center oftbe Region since it is coflsider€d the principal source ofjobs aad servicis of
comrnercial, educational and health mture in the Region.

Frorn the industrial perspective, Can6vanas accounts for 17 percent ofthe Danuhcturingjobs, 25 percent
ofthe finance-relatedjobs and 2l porccnt ofthe servicerclatedjobs in the Region.

Ofthe total population of fte Municipality, 52 percent or approxihately 25,200 pe.sons arE considered to
live under the poverty level. This rafe is higher thafl the overall rate foa puerto Rico (49 percent).
Approximately 30 percert ofthe population oftie Municipality receives public financial assistanca as fteir
principal sowce of income.

The economy of the Municipality is closely liflked to the economy of the Commonwealth of puerto Ricq
which ultimatoly is grEafly affe{ted by th€ condirion of th€ United Slatss of Arerica, Direct investnent,
exgorts, tansfer paynents, interest rates, inflation, and tourist exp€nditures are exogenous variables tlat
are affected by the economy ofthe United $ares ofAmerica.

Puerto Rico, including the Municipality, has a diversified econo&y ryiah manufacturing a.nd servic€s
industries comprising irs pr;ncipal s€ctors. Manufact ring is the largest econorhic sector in terms ofgross
domestic product. Manufscturing in Pu€rto fuco is now more tliversifi€d than during tho esrly phases of
is industrial development hween 1950 and 1980, atrd includes seveml indultries less prone to business
cycles. In the last thrEe decadeE industrial development in the Municipality has tended to be morc capital
intensive and more dependent on skilled labor.
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Management's Discussion atrd Analysis
Fiscal Year Ended June 30, 201 2

The Municipatity has established policies and pmgrams directed at developing the manuacturing ard
s€rvices irduslries. Selective tax exemptions and other inceotives have stimulated domestic and foreign

- investmenL Infrastructure expansion and modemization have been, to a large extent, financed by bonds

issued bythe Municipality and certain grants from the U-S. Depart$e ofHousing and Urban Development

and the Federal Emergency Ma.nagement Agency. Economic progress has been aided by sigoificant

- increases in dre levels ofeducatio! and ocaupational skills ofthe populalion ofthe Municipality.

ST FOR IMORMATION

This finarcial report is designed to provide a geneml overview ofthe Municipdlity's finances for all ofthe
Municipality's citizens, taxpayers, customers, investo.s snd crcditors. Questions corc€ming aDy of the

- information provided in this report or rcquests for additional informatioft should be addtessed to:

Municipolity ofcan6vanas, Depattment of Finance and Budget, P.O. Box 945, Can6vanas, Puerto Rico,

_ 
00129.

Thb Space Has Been Intentionally Lefi Blank
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COMMONWEALTII OT PUf,RTO RICO
MUMCTPALITY or CANOVANAS

Statement ofNet Assers
June 30,2012

A$eta
Govemmentd

.ctivities

Currert ,!sob:
Cash in commerrial banks, including cash equiv.lents of $1,000,ffi0

Accout rcceivablq net of allowarce for doubtfirl accounts

Tax€s:

Pmperfy taxes

Municipal lic€nse t&xes

Sales and use taxes

lntergovemmental grants and contributiotrs

Miscellaneous receivables

Total accounts rEc€ivable

Inventories snd other cuntnt asse6

Restricted assets:

Cash in cornmercial banks

Cash in fiscal agent

Accounts rEceivable:

PrDp€rty taxes rcceivablg net ofallowance for
doubtfrrl accourts

Ac{rued intet€sts on deposia

lntergov€mmental grants ard contributions receivable

Total r€stricted assets

Total cur€nt assets

Non-c[rrEnt stce&:
Capital assets, at cost:

Depr€ciat le capita! assets

Non{epreciable capital assets

Total capital ass€ts, at cost

Less: accumulated depreciation aad amortization

Total capital assets, net
DefenEd charges, net of acrumulated amoftization of $124638

Total noo{urrefi ass€ts

Total asseb

$ 4,698,483

t,543,582
329,444

229,615
2,051,t37

33

4,t53,871
72,876

4663,t0s
2r,08r988

44,346

60,851

r21,484

65,E71,794

6,t37,320
72.009.t 14

(24,431,94E)

23,911,784
32.89 7,O14

47,571,166
114,962

47,6n,t2E
80.589,142

The accomporrying otes to the basicfin@rcial statements are ai inlegral Part ofthis stalemenl.
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COMMONWf,ALTH oF PUERTo RIco
MLT{CIPALITY oT CAN6VANAS

Staiement of Net Assets (concluded)
June 30,2012

Liabilities aDd Det alset3
GoYemmelrtal

activities
Curre liabiliti.s (drc withiE one yesr):

Accouna payable and accrued liabilities
htergovemmental payables

Total accounts payable and accrued liabiliries
Uneamed revenues

Liabilities rElated to restricted assets:

Accounts payable and accru€d liabilities
Accrued interests on bonds payable

Unearned revenues

Tot l current liabiliti€s related to restricted assets:

C rrent portion oflong-term obligations:
Bonds payable

Notes payable

Compensated absences

Total cunent portion of long-term obligations
Total curent liabilities

Non{urrent lirbililiB, ercltrditrg clrr€rt portiotr
(due in Dore thr[ ore yerr) :

Liabilities related to restricted assas - bonds payable

Notes payable

Compensated abseDces

Reserve for fedeml cost disallowances

Total nofl -cunefl t liabilities
Total liabilities

Net ass€ts:

lnvesied in capital ass€tq net of related debt

Rest cted fo.
Debt se.vice

Federal and state firnded proSrams

Total resEicted net assets

Unrestricted
Total net assets

$ r,401,805
2,070,252

$ 912J03
7l1,400

1,2s1262

$ 3,472,0s1
7,142,043

2,814,965

4467,541
17,956,606

2,160,000

335,000

1,972,541

29,555,000

r,980,000

2,317,6E3

I E2,210

$ 4,242,E94

77,224

34,034.893

5 r,99r,499

30,565,E4E

4,320,118
(6,288,321)

$ 28.s97.643

The accompotying ,rotes lo lhe basic lnancial statements {ne an integral ptrt oJ this stdtement.
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COMMONWEALTH OT PUERTO IUCO
MUMCIPALMY OT CANOYANAS

Statcment of Activities
Fiscal Year Ended June 30, 2012

FunctionrprogrrIns

Erpem€s,
iocludiry

d.pr€ci.tion

s 2,191,969

$ 13,831,558

6241,4%
3,896,121
2,668,055
2,181,252

1.125,292

t,462,367

Chrrges
for

Pmgrrm -
sp€cilic

opcrating
grant! snd

mntrilrutlons

Progrrrn -
spccific
capibl

grarts rrd
crnlributiors

Net
erpenscs

snd chrnges
in net sssets

Gove nental activiti": :
Geneml govemment

Urban ard economic d€velopment
H@ldr and sadiation
Public safety
Pubtic housing and wElfaE

Culture, recreation and educalion
lnterest on long-rerm obligations

Total govemmental activiti€s

-_ 6;776,611_

t.016.825

s,s8; s2s,2o;

t3'1,602

5,841

$(13,693,956)
535,182

(3,8%,127)
(2,668,055)
(1,164,427]

(l,r 19,45r)
(e27 2A'

(22,934,116)

$ 10,506,726

8,707,950
1463,7t5
2,@5285

23283,676

2.176,146
518100
98s278

26,963,500
4,0293a4

24,568259

General revenues:

Taxes:

Prop€rty taxes

Muicipal license tarcs
Co6auction €xcise tax€6

Sales .nd use taxes

Total tax r€v€nues

Intergovetumertal granB and cortrihdorrq
not rcstricled to sp€cific prograrls

Inlelesrs on deposiB
Miscellaneous

Totsl geneBl reventEs
Net ircr€ase fu nti asscts

Net assets at begimil8 of fiscal y€ar
Prior-pe.iod adju.tu€nts
Net a&s€ts at begftming offiscal year, as rcstated

Net assets at €nd offilcal yca,

The accompafiyirg noles to the bsicinanciol stdedrerrts are an ituegol pn t ofthk stdaiert.

24.s68.259
$ 28,597.643

s i1,406,r46 143,M3 1.022,705 7,305,882
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COMMONTVf,ALIE OF PTJERTO IUCO
MtrNrcrPAL[Y or CAN6VANAS

Balance Sheet - Govemmental Funds
June 30- 2012

Maior sov€ nent l frtrds
Crpital (}{hel Tottl

improvemen$ gov€mlr€rtel govemmcrtal
bood ftEd ftrnds fuodsA-s.tets

- Cash and cash equivalents hco merEial botrks,

including cash equivalents of $ 1,000,000

Accounts rEceii?ble, net olallowarce

- for doubtful accormts:

Taxes:
Property taxes
Municipal license tax€s

- sales and us€ taxes

Intergovemm€nlal grants and contributiors
Due and adlBnces from olfter futrds

- Miscellaneousrcaeivablos
Restricted ass€ts:

Cash i. commercial ba*s

- Casb in fiscal age0t

Accounts re€ivable:
Prop€rty taxes receivable, Det ofrEscrve

for doubtfirl accounts
- Accrued inter6sts oo daposits

Lt€.govemmmhl gEnrs and cortributions

_ 
Total asscts

Lirbilities
AcccoElts payable and a.cnr€d liabilities

- lnt€Igovernm€nbl ps]€bles

D€fer€d rcvenues
Liabilities relar€d o resEicted ass€ts:

_ Acrounts payable and accn ed liabilities
Due and adraces to other filtrds
Defered revanues
Matured bonds due alld payable

- Man r€d int€rEsts due a paFble
Total liabilities

- Furd bohnc€s (d.frcits)
Norspendable

REstricted

_ Unassigned
Total tund balaft$ (deficits)

Total liabilities and imd balarces (deEcits)

Gcncral
furd

Dcbt

fund

s 4,698,483 - $ 4,698,483

s t,247,972
2,0702s2
8,157,135

1,543,582
329,444
229,675

2,O51,137
2,695.835

33

2,(63,t0s
21,081,988

44,346
60,861

s 1241,912
2,070252
8,157,135

912,303
2595,835
1,251262
2,r60,000

1.5$,542
329.444
229,675

2,O51,131
2,629,011

33

197.3t2
- 2,663,105

12,428,720 1358,400

60A9;
- 72.274 - 49,2tO 121,484

$ 11,678,683 1,|4,540 t2N

6,997,5s6

44,346
364

- 1 ,141 185,5/2.
246 1,278,4't6 ttt7,tt3

t2st262
2,160,000

7 i r.400 7l 1.400

i,475,359 2,871,646 2,005,257 2,853,a97 t9206,159

76e2u - 169,2E4
- 4,242.894 10.483,960 1,383,636 16,1r0,4m

(565960)---(56s,96O)
203,324 4242,894 tO'483,96O 1,383,636 t6,313,814

s n.6?8,683 't,114,540

- The accompmying note: to the basiclinanciol statene s are an integal pi.t ofthis statedent.
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CoMMoNf,TALTH oF I'TJf,RTo RICo
MUNICPALIY or CANOVANAS

Reconciliation of&c Balance Sheet - Govemmental Funds
to drc Statement ofNet Assets

l$e30,2012

The amoults of governmental activities rEported in the statement of net assets ard the balance sheet - govemmental fundr ar€
difrer€rDt for the following r€asor6:

Total combined fund balances reported in the balance sheet - govemmental fimds

Add (Deduct):

Inventories and other cuneot assets arc not alailable to pqy the curent fiscal year expenditures, thercfore, ale
not repofted in lhe goverfinental firnds.

Capital assets raed in govemmenlal activities arc not comidercd available financial resources at fiscal year-€nd
lhereforc, are not reported in the govemmental fi[ds. This is the carrjring amount of capital assets, net of
accumulaled depr€ciation and amortization of $2 4,431 ,94a at l$e 30,2012-

Certain deferred revenues in the govenmental filnals ar€ r€cognized as revenues in the statemeDt of activities.
This is the amoum of revenu€s that a.re m€asurable bd not available at June 30,2012 (Note 8).

Debt issued by fie Mmicipality has associated costs (debt issue co6ts) that are paid from culrcnt a\railable
financial resouc€s in the govemmental fimds. However, these costs are defened in ihe staternent of net assets
and reported net of accumulated arnortizalion of $ 1 2+638 at IUnl,E 30, 2012.

The following liabilities are not due (matur€) in the current fiscal year, theiEforc, are not r€ported in the
govemmental funG at Jun€ 30, 2012 (see note 9):

Bonds payable

Notes poyable

Compenssted ab6ences

Reserve for fedcral co6t di$llowErces
Accnred employees' Chistmas bonuses

Net assets - goversmental activities, as reported in ihe siatehent ofnet assets

The .Ecomlprrying rrotes tu the basicfnaroial s,oterterrts arc o, in egral pan qfrhis stderen -

$ I6,313.814

't2,876

47,577,166

3.175,092

't 14,962

(3 r,71 5,000)
(2,315,m0)
(4,290,n4)

(t82210)
(r51,833)

_q_4r%et_
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CoMMoN\yEAI-TH oF PUERTo RIco
MuNlcrpalrry oF CANoyaNAs

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

Fiscrj Year Ended Jure 30, 2Ol2

Crpitil
improv€ments

bond fllnd

Other
gov€mment l

frtrds

Tot l
govcmmcnt l

tundsRevenuea:
Taxe3:

Pmperty taxes
Municipal tic€ns€ taxes
conslruction excise taixes

Sales and use taxes
Total tax aevenues

ChargB for services
Intergovemmental gr.nts and conEibutions
Interests oll deposits
Miscellarcous

Total revonrcs

ExperditurEs:
Current:

Geneml govemnrent
Urtan and econonic development
Public safety

Health and sanitation
Culllr€, rec-reati,on and edocation
Public housing and welfrre

Debt service:
Debt issu€ costs
PrirciP3l
Interest(

Capihl outlays
Total elpenditues

Excess (defi ciency) of rcvenues
over (unde.) exp€nditues

Other fnaming sources (us6):
Issuance of bonds payable
Trdnsfers from othea funals
Tdnsfers to orher fimds

Total other financirg soFces (us€s), net
N€t iDcre.sc (dccrt,s€) iu

fuod b.tatrces (d.fcit)

Frnd bllsnce (deficit) rt bcgirniDg of f..rt y.ar
Prior*criod sdjosmetrts
Futrd b.lmce (deticit) rt bcgitrtring ot fls.rt year

Fund b.lrrcc (deficit) rt end ofyerr

1,738,941 - - s$ 8,76?,7E5
8,707,950
t,463,715

8s
21.5M.735

10,s06,126
8,707,950
1,463,715

143,443
9,969,648
r.053y'85

985.278
25,362,t61

137,602
2,176,146

518,400

t7t

796.725
5,880

5,84r
6,995,77',7

13,309,736

3,095,04t
2,ss6,994
3,513,595
t,087,062

9s5,57s

30,0 r 8

t,467_

29,t72

t285,804

t,t58,67;

13,309,736

4 382,319
2,s56,994
3,513,695
t,0tt,062
2,114253

2,160,000
1,325,009

5,lm,U2-

325,000
107,340

2Aa5,O0O

1,4a367
9

t2'l

oos,732) 8,732285^

485 187.795 783

7.735,000
993,909

t09,517 t3,y26,712

17 13732 712

rhz occd,'paqins *es to,- 
^- r,*0wr6 

: 

p@t of thb sdt@ut

MaiorEovemmmtrl fundr

General
fund

D€bt

futrd

t3,8r4



coMMoNwEALTg oF PUeRTo Iuco
MuNlcrpal-rry oF caNdvANAs

Reconciliatiofl of Statementof Revenues, Expenditurcs andChanges
in pund Balances - covernmental Funds to th; Shtement ofActivities

Fiscal year Ended June 30. 2012

The arnounts of govemmental activities reported in the stalement of activities and the stalement of revenu€s,
expenditures and changes in fr$d balaff€s - govemmental funds, ,re different for the following reasom:

Net chsnge in fund balances (deficits) reported in the statement of 6enues, expenditures and
changes in fimd balances - govemmenral firnds $

Add (Deduct):

Covernmental funds repoft capital outlays as expenditures. However in the statement of
activities the cost of those asse8 is allocated over their estimated useful lives as depreciation
and amortizalion expeme. This is the arnount by which capital outlay expenditur€s
($9,842,830) exceeded depreciation exFEns€ of c€pital asscts (g2,491.969) foi*" i.""t r*,
ended June 30, 2012-

Proceeds form issuance of bonds ale reFrorted as other financing sources in the govenunental
fiInds, however, such proceeds increase long-term liabilities in the slatement ofneiasseS.

Repayment of principal of long-term obligations is reported as o..perditur€ in the govemmental
fi[ds, however, the repayment reduces long{e.m liabilities io the sratem€nl ofnetassets.

Amortization ofdefen€d charges .eponed in the statement of activities does not rcquire the use
of current fin ncial resources, therefore, arc not feported as expenditures in the govemmental
firnds.

7,350,86r

(7,13s,gjo)

2,4E5,000

2,387,102

(1.7ss')

4,029,384

Gher recoocilint items, net ofcertain expenses rEcorded in the statemem ofactivities thal do
not requirc the use of cment fi.arrcial r€sources; thereforc, are not rcpo.ted as expenditures in
the govemmenral firnds. (SO,E24)

Net inqease in net ass€ts, as reported in rhe statement ofactivities

me accomp@D,ing otes to the bosicfrn;tcial stdtenefls oe a, inlegol p@t olthis statefien.
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CoMMoNWEALTH oT PUf,RTo RIco
MUNICPALITY oF CAN6VANAS

Statement ofRevenues and Expenditures -
Budget and Acnral - Budgetary Basis - GeDeral Fund

Fiscal Year Ended June 30- 20 t 2

with final
Budset4 amounts (budgetar/ budget-

Original Final basis-Note I )
Revanua!:

Taxes:
Pioperty tax€s
MuniciFl liccnsc ,axes
Constsucb'on excis€ taxes
Sales and us€ taxes

Tot l trx revenu€s
Cfi{rges for s€wices
Intergovemmental g"nts and conaibutiois
Interests on deposits
Miscellaneous

Total rcvenu€s

f,$erditurcs:
Curr€nt:

General Sovexrnnert
&ba, and economic develoFn€ot
Public saGty
H€al$ and sanitation
Cultue, rccredion and educdion
Publi. housirrg ar wElfare

D€bt servic€:
Principal
Inr€rEsls

Capital oudays
Total exp€iditurEs

Exc€ss ofrevmues over exFnditures

Oth.r fiD.ncitrg sources (os.3):
Prior ,€afs hdge6y cash su.pl'rs readjustrnent
TmnsGfi ftom other funds
Transfers to other fuDds

Total odFr fioancing sourr€s (oses), oer
ExcB of Ba6 6.d odE trn&Eing sl)m6

ovea oeenditues and other fimocing us€s

-_2,:gl,gg-0 .2,50t,000 2,598,e63 97,e632,50t,000
22,t9-9.,91? 22,1p0,042 22,30e.4a Qso.58o\

$ 8.669.042
t,000,000
3,390,000

20i,000
2,5Os276

300,000

8,669,042
8,000,000
3,390,000

201,000
2,877,659

300,000

8,801,573
2239,8M

t37,602
2,t61,01a

5t8,107

801,573
(1,150,1t6)

(63,3e8)
(710,64t )
2t8,101

( I284,0r 8)
249,8a2
331463
375,108

97,486
60,029

8,669,042 $

_Lgl:,ggQ - 1,q4-4,f13 e85r78 (5e,37s)

13.712,743
l,4l5,l8t
2,686,683

4.012,310
tA29.t43
t,283,258

15,788,941

2,857,181

2,533,106
3,39t.950
1,M9,042

880,098

17,o72,959
2,60-t 299
2,t95,643
3,016,842

951,556
820,069

30.0 t E

- (483,036) - 483,036

- (483,036) 74,t94

534,093 534,093_ - (459,899) (459,E99)

(30,0r8)

557.230

The ecodlpor.ting notes to the baticrtiaicial stateDret 
^ 

are an integat pad ofthis stateren .

- 483,036 0,t56,09o) (t,639,126)
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CoMMoIYWEALTH oT PI].ERTo IuCo
MUNICIPALITY OT CANoVANAS

Notes to Basic Financial Statements
Fiscal Year Ended June 30. 2012

Bockgmuod InfotuEtioD otrd Summary of Sigtrificant Ac.cou ing policic3

The Municipality ofcan6vanas (the Municipality) is a local municipal govemment c.nstitured in 1970
in the,Commonwealth ofPuerto Rim (the Comrnonwealth). The Municipality has ftll legislative, fiscel
and all other govemmental lowers and responsibilities exprcssly assigned by public Act No. gl of
August 10, l9l, as a$ended, laown u Autonomous Mnicipolities Act of the Commonvealth of
Puerto Rico (ActNo- 81). The Municipality is one ofseventy-€ight municipalities Iegally separatj
f.om tfi e Commonwealdl's govemment.

The Commonwealtht Constitutio! provides for the separation ofpowers ofthe executive, legislative
and judicial branches of the Commonwealth aDd the muricipalities. However, the t,tunicipalityt
govemmental system consists ofexecutive and legislative branches only. A Mayof elected ev;ry four
years by the citizens, exercises the executive power of the Municipality. The ligislafive power Lf Sre
Municipality is exercised by the Muoicipal I-egislatul€, whoso members are also elected every four
years. The judiciary power is exercised by the General Justica Court System oftte Commonwealth,
which h8s jurisdiction over rhe Municipality.

The Municipslity assumes either partial or firll rcsponsibility for providing services to its citizens
related to public housing welfare, public safoty, health, sanitatioD, educatioD, cuiture, recreatiorl
education, urban development, economic developmen! alld many other fiscal, general snd
administrative services.

a) Financiol Aqoaing Model

The accompanying basic financial statements present lie financial position arld the results of
opeaations ofth€ Muoicipality as a whole, and its various govemmentrl funds as of and for the
fiscal year ended June 30, 2012, in cofformity with accounting principles generally accepted in the
United States ofAme.ica (GAAP), as prescrib€d by tle Covemm€ntal Aclounting Standards Board
(GASB).

According to the financial reporting model established by GASB Stateme ntNo. 34, Basic Finaicial
Sbtemerrts - and Marragemenl's D-tscxssion erd Analysis -for State @td L(rcal Corv ments
(GASB No. 34), the requircd basic financial slatement ges€niation q)plicabte to tfie Municipatity
is composed of the following elements: (1) govemment-wide fiDancial statemenB (GWFS), (2)
govenmtental fuld financial statements (GFFS), (3) notes to basic financial $arements, and (4)
required suppl€mentary information (RSI).

ASI consisting ofa Mdagement's Discussion and Analysis (MD&A), is info.mation presented
along witlL but separate fiorn, Municipality's basic firancial statenents.

MD&A is a narmtiv€ r€port that introduces the accompanying basic financial staternents alld
provides an anal)dical overview ofthe Municipality's finsncial activities for the fiscal year ended
June 30, 2012, based on the Municipality's knowledge ofthe tr"6[sactions, events and conditions
r€flected in the basic financial statements. The MD&A aiso highlights cerlain key fiscsl policies
that mnhol the Municipality's operatiors.

Other supplementary infomEtion presented in lhis repon for purposes ofadditional ,.nslysis consist
oe (1) combining and individual non-major govemmental tund financial statcmenls, A)
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CoMMoNW&ALTH oF I,UERTo IIIco
MUMCIPALITY oF cAN6vANAs

Notes to Basic Financial Statements
Fiscal Yerr Ended June 30, 2012

budgetary comparison schedule debt servic€ fund, and (3) schedules ofcapital assets used iD the
operations ofgovemmental funds, as listed in rhe accompanying table ofcontens.

On July 1, 2005, the Municipality adopted the provisions ofstalement No. ,l4 
, Econornic Corldition

Reporting: Tlre Slalistical Sectiot - an amendment ofNCGA Stdtement l (CASB No. 44). This
statement amended tlle portions ofNCCA Statement l. Coeemmenlal Accomtinp and Financiol
Reporting Pfinciples, which provides guidancr for tie prepararion of the iati$i;l section ofthe
Municipality's Comprehensive Annual Financial Report (CAFR). Accordidgly, the sratistical
section ofthis Comprehensive Annual Financial Report has b€en modified ro pdint more detaited
information, typically in ten-year trends, that assists us€.s in utilizing: (l) ttrc basic firancial
staiements, (2) the notes to basic financial staternents, and (3) the ,Equired supplerhentary
information, to assess the economic condition ofa govemment.

On March ]009, the Municipality adopted lhe provisions of GASB Statement No. 55,

ryierurcqaof Cercrully Accepled Account@ principles for State arrd Local Govemnerrts (CASB
55), and CASB Staremenr No. 56, Codifcdtion of Accounting and Finaicial Reporting Giidatce
Co ained in the AICPA Staten ents on Auditing Srandaruts (GASB 56).

GASB 55 inco.porated the hierE chy ofgener"ally accEpted accounting p.inciples (GAAp) for state
and local govemmetfs into the Govemmental Accounting Standards Board,s iGASB) authoritative
Iiterature. The rcquirements in this Statement codiry all GAAP for state and local govemrhents so
that they derive ilom a single sourc€.

GASB 56 incorporated iDto the Covemmental Accounting Standzrds Board,s (GASB) authoritalive
literature certain accounting and financial reporting guidarrce presented in &e American Instrute
ofcertified Public Accomtants' Statemenb on Auditing Sta.dsrds_ This Slstement addressed three
issues rot included in the authoritative literature thar eslablishes accorlrrr,g principles _ retated
parg/ trarEactions, going concem considemtions, and subsgquent events.

The adoptio! ofGASB 55 aad GASB 56 did not have rotoactive cumulative effects afiecting rhe
ac.ompanying financial statements as ofJuly 1,201l, and have not affected the financial posiiions
and tie r€sults ofopsations report€d as ofand for the fiscal year ended Juoe 30, 201 2. Acco.dingly,
the accompanyhg GFFS have not rEported ally rctoactive restatemeDts or reclassificafions of fund
equities as ofJuly 1,201l.

b) Itinancial Repofiidg Ear y

The accompanying basic financial statements irclude all deparments, agencies and municipal
op€rational units that arE under lte legal and adminis8ative control of tlrc Mayor, and whose
fina[cial rcsources arc under the legal custody and clntrol ofthe Municipality's Dircctor ofFinaic4
ard Budge! as prcscribed by Act No. 8 I .

The Municipality's management has considered all potential component units (whefter
govemmetltali not-for-profrt, or profit-oriented) for which it may be financially accountable and
other legally separate organizations for which the natur€ and significance ofth€ir r€lationship vrith
the Municipality may be such that exclusion oftheir basic firancial $arements fio thos€ of the
Mmicipalrty would cause the Municipality,s basic finaocial st4ternents to be misleading or
incomplete.
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GASB Statement No. 14, The Fin@ciol Reporting rtt, (GASB No. l4), as arnended. has s€t
forth crileria to be coDsidered in delermining financiai accountability for financial reponing
purposes. These oiteria include appointing a voring majority ofan organization's goveming body
and: (l) the ability oftlrc Municipality to impose its will on that o.ganization or (2) the potential
for the oryanization to provide specific financial benefts to, or impose specific financial bu.dens
on, the Municipalitl-.

O-n .ruly I , 2003, the Municipality adopted the provisions ofGASB Starem entNo. 39, Determining
Whethet Certain Oryat izations are Component thtits - a Anendment ofGASB Staterrg No. 14
(GASB No. 39). CASB No. 39 states that certain organizations for which a primary govemrnent
is nol financially accountable nevertheless warant inclusion as part oftie finarcial reporting entity
because ofthe nature and siSnific€rce oftheir relationship with the priDary governmenq iniluding
their ongoing financial support ofthe primary govemment and its other comto[eDt units.

According to GASB No. 39, a legally sepal:ate, tax-exempt organization should be rcponed as a
discr€[ely presented component mit ofa rcporting entity ifall ofth€ followirg criteria are met:

. The economic rcsources received or held by lhe sepamte organization are entir€ly or aknost
eDtirely for fte dircct benelrt of the primary govemment, its compone units, or its
corstituents.

. The primary govemmen! or its component units, is entitled to, or has dre abilily to olhe.wis€
access, a majority oflhe economic resources neceived or held by $e separate organizafion.

. The economic resources reccived or held by an individual organization that the specific primar-y
govemment or its component units, is entitled to, or has the abilig to otherwise access, are
significart fo tfiat primary govemment.

tn addition, GASB No. 39 siates that olher organizations should be evaluated as potential
component unfts if rhey are closely related to, or financially irfegrated with, the primary
goveinment. Such typ€s of entities may be presented 8s either blended or discretely preseated
component udts, depending upon how they meet the criieria for each specified iD GASB No. 14.

The Municipality's maragement has concluded tha! based on tie aforcmentioned criteri4 therE
arc no legally separate ertities or organizations that should be repofied as component unjts ofthe
Municipality for the fiscal y€3r ended.rune 30, 2012.

c) Gowrn edt-vide Finatcial Statemcnls

The accompanying CWFS arc mmpose/ of: (l) the statement ofnet assets and (2) the statement
of activities- These financial stalements repo( infomation ofall govcmmental activitics ofthe
Municipality as a whole. Thes€ statemeflts are aimed at prescnting a broad overview of the
Municipality's finances by rcprting its financial position and rcsults of oFrations using methods
lhat ar€ similar to those used by most p.ivate busincss€s.
The focrx ofGWFS is oo the oFrational accountability ofrhe Mlnicipality as a srngle economic
unit and not on compliaoce with budget! r€gulatory requiEments or on the use of available or
curaeotly expendable financial rcsourEes (refered to as fiscal accountabilM. Operational
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accountabilitv is the Municipality's rosponsibility to report to the extent to which it has met its
operating objectiyes efficiently and effe.tively, using all resources available for thal purpose. lt
focuses oo the Municipality's prircipal operating objective, which is to provide services ro its
citizens.

The accompanying statement ofnet assets provides short-term and loflg-term information atout the
Municipality's financial position by preserting all ofrhe Municipality's assets and liabilities, with
the differ€nce between these two items reported as 'net ass€ts" (equity) and or net liabilities. This
statement assists management in assessing the level of services tbat can be provided by the
Municipality in the fuhre and its ability to meet is obligations as they become due. ln addition,
this starement reports the extent to which the Municipality has invested in capital assets and
discloses legal and contracfual reshictions on resources.

Net assets arc classified in the acc.mpanying statement of net ,ssets within the following three
categodes:

. Inv€sted ir crpit*l essets' net of relrted debt - This net asset c{tegory consists of capital
assets, net ofaccumulated deprcciation and arnortization, reduced by the outstanding balances
of all long-term debt that is specifically atfibuted to the acquisition, construction or
improvemenl ofthose assets (capital-r€lated debt), regardless ofthe qfre of debt-

For the purposes ofdetermining the outstanding debt attsibuted to capital assets, only the total
long-term debt related to the acquisition, construction or improvement of capital assets has
be€n considercd in the computation, which is firther reduc€d by any relate-d unspent debt
proceeds. Accordingly, all non-capital long-term debts (such as a portion of bonds and notes
payable) has been excluded f.om the computation since were originally issued for certain
purposes other than the acquisition, construction or impmvement ofcapital assets.

In addition, for the purposes of determining the outstandiq debt attsibuted to capital ass€ts,

the following items are excluded fiom the cslculation: (l) bond issuance costs, (2) interest
payable, (3) accrued inaerest on deep discount debt and non-capital accrued liabilities (6-9.

compensated absences, claims and judgments, etc.), and (5) debt used to financ€ capital
acquisitions by parties outside the Municipality. Furthermore, the compulation of net ass€ts

invested in capital assets, net of related debt, excludes inter-firnd loans and other fmancial

. Rgtricted tret ,ssets - This net ass€t category consists of net resources reshicted by extemal
parties (such as debt c-ovenants, d€ditors, gaantors, coohibutoE, lsws or rEgulations of other
govemments, etc.), or net assets for which constraints arc imposed by canstitutional provisions
or enabling legislation. Enabling legislation consists of legislation tiat authorizes the
Municipelity to ass€ss, levy, charge or otherrise mandate palment ofresources (from extemal
rcsource prcviders). Enabling l€gislation establish€s .eshictions if it itrcludes a legally
enforceable rcquircment that those resources be used only for the specific purposes stipulated
in lhe legislation.

On July l, 2005, th€ Municipality adopted the provisions of sEtement No. 46, Net Assets
Resticted by Enabling Z€girlarrb, (GASB No. 46). This Statement Equircs that limitations
on the use of net assets imposed by enabling legislation be reported as restricted net assets.
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This Statement cla fied that a legally enforceable enabling legislation resrriction is one that aparty extemalro the Municipality (such as cirizens, public Ltdest groups, or rbejudiciary) can
compel th€ Municipality to honor. fiis Shlemeni staes tUt tli tegat-entorrlUity of an
enabliflg legislation should be re€valuat€d if aoy of the .o"ur.." -.iJ-li Ur" 

"rutfinglegislation are used for a purpose nor specified by Ge enabling legislation oi ifth'e tr,l un ic ipa tity
nas other cause ldr consideration. Although $e determination lhat a p&ticular restriction isnot legally enforceable may cause the Municipaliry to review the JnforcJitity of other
reslricrions. 

.it should not necessarily lead rhe Municipality to the same conciuslon for att
enabIlng legrstalton r€sitriciions.

The classification ofrestsicted net assets identifies resources that have been received or eamed
by th€ Municipality with an explicit underslanding berween the Municipaiirv *a m."*ur""
providen that the resources would be used for specific purposes. C.ioqtnt itrtion.,ra
donations are often given under those kinds ofconditions. 

'Sord 
ind"nture" uf* oit", fi.it t 

"use of bond pmceeds to specific purposes.

Infemally imposed desigrations of resourc€s, including earma*ing are not rcported as
restrilted ret assets. These designalions consist ofmanageirent,s plaosiorthe us€ ofrcsources,
which are subject to change at the discr€tion ofthe Mun-icipal Legislature.

The Municipality has rEported the following q/pes ofrestricted net assets in the acmmpanying
statement ofnet assets as ofrune 30. 2012:

(1) Debt scrvice - Repres€nt net resources available to cover firture debt service payments of
bonds payable.

(2) Federal ald st te futrded progrxDs - Repres€nt net r€souc€s available from certain
federal and state grantg which have been set aside to carry out several programs.

. Unreshicted net s6ets - Generally, this category coosists ofthe excess ofassets over related
iiabilities that are neither extemally nor legally restricted, neither invested in caDital assets-
Howevet at June 30, 2012, this category has a negalive balance of $9,639,9iS b€caus€
liabiliries exceeded the related assets. Gene.ally, the ;sets recorded within rhis category are
designated to indicate thal management does not consider them ro be available for-general
operatiotrs. Ass€ts reported within this category often have constraints that are irnpoiei by
management but can be removed or modified.

When both restricted and unrcstricted resources are available for use, it is the Muricipality,s
policy to gene.arry use restficted resources first, and then umes[iatqd resouoes as tiey iro
needed.

The accompanyiog statement of activities prcs€nts the Municipality,s results of operations by
showing how the Municipaliry,s ner ass€ls changed during the hscal year ended June 30, 20ti,
using a net (expense) revenue format. This statement presents the cost ofeach function/progaam
as well as the extent to which each of the Municipality's functions, pmgrams or other services
€itier confibutes to or draws from the Muaicipality's general revenues (iuch as property taxes,
municipal license taxes, conshuction excise taxes, etc,).
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A functjoi/p.ograrn d€scribes a group ofactivities thal are airned at accomplishing a major s€rviceor regulatory responsibility. The functions/programs reported in rhe accompanyi; basic financial

YiT::T T;.11)c"le^lal sovemmenl (2) urban and econod!ic deveropm"i _ riip:,bti" *r",y. tq.)nmrm and sarutafion (5) cultw€. recr€ation and educarion and (6)public housingafld welfare. The
9",::,TT"1"] "ryr.i:rs 

of th€ Municipatiry.s departrhenrs and operarionJ inirs are ctassifiedwtrrun rhe rolowtng titnctionvprograms in the accompanying basictnancial statemen$:

General gotemrnant:
Municipal leSislanrrc
Mayols offic€
Department offinance and budget
Departrnent of human resowces
Departrnent of municipal secretary
Department of internal audit
Departrnedt of geneEl services
Depaltrnent of public relations

Arban and ecorron ic development:
D€pgrtrneDt of public works
Departrnent of transporiation and mechanics
Departnent of ulbarl development
Depaftment of cons€rvation and omale

Public sdeut
Department of emergency m:rnagement
Department of municipal police

Health ond saniration
Departrhent of health
Departutent of recycling

Cakare, recredion at d edacdion:
D€partmeit ofrecrcation and sports

Pablic hotsing and wetraru:
Depargnent of comhunjty affairs
Departrnent ofservice to citizens
Department of elderly services

The statement of activities demonstrates th€ degree to which program revenues offset direct
expenses of a given function/pmgrarn o. seg"ns. Diaect expens€'s are those rtrJ are cleartv
dentttisble witb s specific frrnction. segrent or operdionsl uDit. This slalemenl reporls rcvenue;
r0 two brcad categories: ( I ) program r€venues and (2) general rcveoues.

Program.revenues ar€ generated directly from a program itselfor may come from pafltes ourside
the Muntctpatfty-s laxpayers or citizens. Io the statement ofaclivities. program revenues ieduce
the costs (expenses) of the tunctior/progmm to ardve ar (l) the nor c;j of-rhe function/program
that must be financed from the Municipality,s general revenues or (2) the net progmm revenue that
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contributes 
-to. 

the Municipality,s general revenues. The accompanying statement of activities.eports the following categories of prog.am .€venres for tte fiscal'yeal en-OJJ*"-:0, ZOfZ,

. Charges for services These revenues generally consist of exchange or exchahge_like
tmnsactions involving charges to customers or applicants who purchase, u"se o, akUy Ur"nt
l:T-1" *rr services or 

.privileges 
proriaii. or ,r" 

"t i*;r" a;.otfj rido,"a oy m"seBtces. I hese revenues include fees charged for specific services, chargei for licensei and
permits, and fines and forfeitues, aoong others_

' Program'cpecific operxtiDg {Dd capiaer graDas and cotrtributions - These revenues consist
01 trans,actions that are ei$er mandatory or voluttary non-€xchange tansactions with othergovemments, organizations, or iDdividuals that restrict the resoun:les for use in a panicllar
pro-gram. operating grants ard contributions consist ofresources thar arE requiA to be used
to finance the costs of operating a specific program o. .", U" ,""a eiit 

". 
* offiing or capitat

purposes of a sp€cific program. Capital grsnts and contributions 
"on.irt 

of ,.r.nu", o.
resouces rhal are restricted for capital purposes _ to purchase, conshuct or ronovate capital

i::":"1.*i""d with a specific program. Resficled operaring and c€pital granrs and
conmDuttons are progmrn revenues because lhey are specifically anributable io a program and
reduce the net expense of&at program ro the Municipality. They are reponea netlfestimatea
uncollectible amounts.

Gene.al revenles are the-default category for revenues. It includes all revenues and gains thal do
not meetthe definition ofprogftun revenues_ property taxes, municipal license tur."", it"a *a ur"
t3xes and constructioo_ excise taxes arr reported as general revenues. All oth"r oori_tu* a"venu"s
lrncruorng u)resErcted rnterest on deposits, grarts and contributions not restricted for specificprogrars and miscellaneous revenues) that do not meet the definition of prograrn revenues are
classified as general .evenues. Resources that are dedicated irt".nuffy ty tt ififuricrpality are
reported as general revenues rather than as prog.am revenues. All genirai revenues are reported
net ofestimated uncollectible amounts, which are recorded as reducttn ofr.n"rue. ,,Oe, tt _ 

".expenses.

The grneml governmert functior/pmgram reported in the accomp?rnying statement of activities
rnctudes expenses that arE. in essence. indirecl or cos6 of other functionvprogiams of fie
Municipality. Even though some ofthes€ costs h6ve teen charged ro certain funjs in'ihe cr.ps as
indirect cost allocalions pe(nitted under some federal programs, the Muaicipality has reported
th.ese. indirect costs_as direct expenses of the general gori-rn*t function.'alcorangtl ttre
Municipality generally does not allocate general govem;nt (indir€ct) costs to other functions.

The effccts of all inter-fund goycmmE[tal activities (revenues, expenditures and other finaacing
sources/uses among govemmental firnds) have been removed fiod the accompanying ststements
ofnet assets and activities.

The Municipaliry classifies all of is activities ali govemmental activities in the accompanying
GWFS. These are activiries generally financed th.ough taxes, intergovemmental revenues and otler
non-exchange revenues that can be used to support the Municipnlir's prognms or s€rvices. These
govemmental activities are also generally teponed in the GFFS.
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3,.,yI:e1!.h* "o 
fiduciary acrivilies. which are those in which the Municipatity woutd benororng or managrng net assers forspecific individuals or other extemEJ parties in accordance withtlust agreements or other custodial arrrngemens- ln addirion, the Mun;"ipairy t 

"" 
no op".*ior,"

f-"::y::li .,; fl-ced and operatJ in a mann", si. i r", io ;;;;;;iioi 
"ni".p,,."". 

*r,"..
:,rj.."_T: 

o'.p-}j,Lg goods or services to the general public (expenses. including depreciation) is

l,:::TflTAl "-ugh 
user charges: or vhere rhe governing body has deciied ihat periodic

:"::::11Tr_:Lf *"yes earned- expenses incuned, andlor nel income is appmpriate foi capirat
matnrenatrce. pubttC policy. managerEnt control. accountability. or otlr.. prryi*r.

d) Goven rrental Fund Fi,t@.ciol Stdemen\

A fund is 
_a 

fiscal and accounting entity consisting of a self-balancing sa ofaccouits used to record
assers. ltaDrtlttes a[ct residual equities, deficits or balances, and changes therein, which are
segegated for fie purpose of carrying on specific activities or atainirig cJin objectives in
acco.dance with GAAP and,/or special regulations, restrictions or limitation's.

The accompanying CFFS arc composed of: (t) the balance sheet _ govemflental lirnds, (2) the
statement of revenues, expenditures ard changes in fund balaaces _ iovem-"nt"i f*a. 

"ri 6 y
the statertent ofrevenues and exp€ndinrcs - budga and actual _ budgltary tasi-s:generd funa.

These financial_ statements rcport Oe finarcial position and resulrs operations ofthe Municipality,s
govemmenral funds by pr€senting sources, uses and balances ofcurrent financiar resources. someof these tmanciat sratements have a budgerary orieirarion and f*;;;;;;;ly on: (l) theMunicipality's major govemmental frrnds,-; defined below, 12) the fiscaf t"orrtiUifity ira 1l;
$ ,-girilPl pans o-f the Municipality.s govemmenr. fiscat acrountatitrty reprcsents the
Municipaliry's responsibirirytojustiry ihar it.;tions in rhe curent fiscatyear traie clmprrea uirtr
pubttc dectstons conceming the raising and speDding ofpublic moncys in fhe shorr term (generally
one fiscal yesr).

The accompanying GFFS segregate govemmental funds according to their intended purpos€ and
are used in demonstrating compliaacc with legal, financial arrj 

"ontrctuaL 
provisions. Th"minimum numtrer of govemmental funds.is maintained consisent wittr legai ;;d self_imposed

nanag-erial requiremeo""*lEl"d by rhe-Municilality. On Juty l, 20'i0, rhe Municipality
aoopted the provisions of GASB Shtement No.54, Fund Balakce Repolting and Goyera ental
lryd.rlee 2elhition! ICASB 54), which modified the interpretationJof ce;in ;;s within the
dehnttron ol the spocial revenue filnds and the rypes ofactivilies the Municipality may choose loreport in those tunds. CASB 54 also ctarified thi capitar pmlers n .a typ" J.ii,irio, ro. bene.
aligrment with the needs ofpreparers and users. Definirioni oiotber gou.iri."ntui t na typ". d*
were modified for clarity and consistency.

Pu.suant to 
_tle qrolrsions set folth by GASB 54, the Municipality reported the following

governmental funds in the accompanyiDg GFFS:

. General fund - T"Ite geDeral fund is rhe Municipality,s main operating fund and a major
governmental fun4 as defined below, used to account for ait frnancial rcsources and
govemr€ntal activities, except for financial resources required to be accounted for in another
fund. It is pr€sumed that fie Municipality,s govcmmentai activities have been reported in the
geneml fund except for transactions for which one of rhe following compelling r€asons has
required thc use of another tund: (t) legat requiremenrs, (2) CAAF requiremeits or (3) the
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demands ofsould finatrcial administration requiring the use ofa govemmental fund othe. than
the general fund.

Debt sen ice Jr.nd - The debt service ftnd is a major govemmental firnd, as defined below,
used by the Municipality to account for 8rc accumulafion ofresources for, and the payment of,
principal.and interest forj 

-(1) 
bonds payable for which debt service paymens'are leglly

mandated to be accounted for in a debt service firnd and,ror 12) bonds payable or any general
long-rerm debt fo. which fte Municipality is being acr:umulatr:ng furancial resources iri aavance
to pa] principal and interest pa),,nents maturing in firture yea$. Consisr€ntly with the prior
fiscal yeaN'fnancial stalernent presentation, during 6e fisral year ended Juie 30, 2012, the
financial activity accomted for in the debt servic; fund was specifically rehtj to bonds
payable-

The outstanding balanc€ ofgeneml long-term debts for which dett service paymens do not
in vo lve the advance accumu lation of resourc€s (such as notes payable, obligtions under capital
leases, accrued compensated absences, and the rcserve for fedeml cost diillowances are only
accounted for in the accompanyirg statement ofnet ass€ts. The debl service paJments ofsuch
debts are generally accounted for as debt s€rvice - principal and debt service _ interes
expenditures in the general fund, except for cerlain notes payable to HUD, which are accounted
for in the HIJD Secrion 108 capital projects fund a non-major govemmental fimd.

Speciol ralerrae Julds The sf,€cial revenue funds are non-major govemmental flnds, as
defmed below, used by the Municipaliry to account for .er"ou"i d".ir"d from granrs,
contributions or other revenue sorrrces that are eidrea self-restricted by the Municipaiity or
legally restricted by outside parties for use in specific purposes (excepi for revenues that are
e3lmarked for expenditures in major capital projects which are accounted for in tie capital
projects fund). The uses and limitations ofeach special revenue fund are specifi€d by muni;ipal
ordinances or federal and state statutes. However, resources restricted to expiditures for
purposes normally fmanced from the general fund are reported in the Municipality,s general
fund prcvided that all applicable legal rcquiEments are appropriately satisfiej. In ihis c{se, a
special rcvenue fund to account for such kind of traDsactions rvill be used only if legaily
mandated.

. Capilal projects lan* - Capital projecrs fiIllds are major and non-major govemmental fuods,
as defined below, us€d to account foa the financial resouces usd ?or the acquisition,
conshuction or improvement ofmajor capital facilities and other assets.

The use of the capital projects ftnds has be€n res€rved only for majoa capital acquisitions,
oonsfuction or improvement activities that would distort financial resources trend Jata ifnot
reported sepamtely from the other Municipality's operating sctivities. The mutine purchases
of minor capitalizable assets (such as fumifure, office equipmen! vehicles and orher minor
capital ass€ts or improvements) havc been rcported in the govemment4l fund ilom which
financial resources were used for the pa;rment.

Jlre.fgcE 9f the GFFS is on major goverDmental firnds, which geterally represent the
Municipality's most important funds. Accordingly, the MuLnicipality is required to segregate
govertunental frnds botween rnajor and non-&ajor categories within the GFFS. Major individual
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govemmental furds are reported individually as separate columns in the GFFS, while data ftom all
non-major govemmental flmds are aggregated into a single column, regardless offuod t}?€.

By definition, the Municipality,s general firnd is considercd a rnajor govemmental fund for
financial reporting pu4'oses. In addition, any other govemme.tal fi;d ;ouH be classified as a
rnajor govemmental fund in the GFFS ifits totalassets, liabilities, revenues or expenditurq of6ar
individual govemmental fund are at least l0 percent ofthe corresponding elenienitotal lassets,liabilities,Evenues or expendinrres) for all govemnental funds. For the pirposes of applying rhe
afoEmentioned major fund criteria, no eliminations of inter-fund balances have been maae. .fotat
revenues for these purposes means all rcvenue\ including ope.ating and on-operathg revenues
(net of allowances for uncollectible accounts), excepi for othe-r Iinancinj sourc€s. Total
expenditures for these purposes mean all expenditures, including operating 

-and 
Don_opqating

expenditures, except for other financing uses.

Based on the aforcmentioned criteria, the Municipality,s major govemmenhl funds reDorted in the
accompanying CFFS are: (1) rhe general tund. (2) the debt service fund. and (3i the capital
imFovements bond fimd.

The capital improvements bond fund is a major capital projects fund used to account for the
financial 

. 

resouJces 
_ 
arising mainly form bond issuance 

_proceeds 
used in the acquisition or

constructiot of major capital facilities, other assets and permanenl improvements. The most
signi{icant transactioDs ofthis firnd ale relaled to the procoeis on the issuance ofbonds.

The Municipality pe.iodically undertakes a comprehensive evaruation ofits firnd structure to ensure
that complies with all aspects that are of importance to users ofgeneral purpose extemal financial
.e?orts. Consequently, all superfluous lirnds and some internal firnjs cunEntly used by
Municipality in the day-to-day accouoting pr&edures have not been reponed as individual
govemmental firnds in tire accompanying fund financial statements. Accordingl, the
accomFlanying fund financial statements include only lhe minimum number of funds consistent
with legal and operating requiremenB anq consequently, the following tjpes of similar intemal
funds have been combined into single funds in the accompanying fund in"o"i"l .t"t"-"rt,

. The various capital improvement bond issues outstanding have been repo.ted as a single
major capital projects tun4 the capital impmveftents boDd fund.

r Numerous less significant capiral project aIId special revenue firnds have been combined
into single capital project tunds and speciat revenue tu ds, rEspectivety.

. Prograrn-specific capihl gmnts and mntributions awarded by the Legislature of rhe
Commonwealth of Puerto Rico have beeD combined into a single majorLpihl projects
fund. the legislarivejoinl rEsolutions fund.

The accomparying GFFS are aclompanied by the following schedules required by GAAP: (l) the
reconciliation ofthe balance sheet - govemmental funds to dre statement ot net asses, and i2jthe
rcconciliation of the statement of revenues, expenditurcs and changes in fund balanc,es _
govemmenlal funds lo the stalemenl ofactivities.
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e) MeasqreDerrt Focus alrd Basis ofAccourrting

9":"::f"jg+!Us4-!E!rE !E - The accompanyins GWFS are preparcd using theeconomtc resources measurement focus and the accrual basii of accounting. Subject ; theadditional rules and limitations detailed betow,_.evenu". lin"f raii!-int*I .n aeposis and
il::y:"ft arc generally recorded *,hen earned and expenses ur. i"r"off, .""o.a"a *h* urraDllrry ts r,cureit regardless ofthe timing ofrelated cash flows.

lJl::ll^:.:*^*. sains. tosses. assets and Iiabitiries resurtins fiom exchange and exchange_
llKe rmnsacrons are generally reconded when the exchange takes place. ln exchairge transactions,
each pafty ro the transaction receives ard giv_es. up esseintially 

"q*i "uir"r. 
"iri"*"rr_g"-l;L"

transaction is one in which there is an identifiabli exchang" ana'the u.lue. Janged, though
related, may not be quite equal. Neve(heless, ttre exctrangi charalJrioiJJoi,#"""r,"rg"-tit"
n::i.l,.T :n:nC -*::sh ro jusriry trealins ir as a-n exchange roiu""o*ii"g nuipo,..
:.:i:1ll1,: lTlr-aj jT: t r ticenses and pemits, charges for services, and misce aneous revenues,wn,cn arc recorcted as revenues when coll@ted because they arE generally not measumblo untilactually received).

AII rerr'enues, expenses, gains, losses and assets resulting iiom non-exchange fansactiofls arcrecorded using rhe criteria ser fonh by GASB Srarement No. 31. ,qccounini ;td l,inancialReportingJor Non'exchange rrazrarrra,rr (cAsB No. r3). cASB No. JJ esrabri-shed accounring

*.:J:"ilg ^ry:jls 
for_ non+xchange transactions invotving cash ana irnanciar or caphfr::syces {.ror exampte. mosl t2xes. grants and private donations). ln a nos{\change transaclion,

tne Munrctr,attty gtves (or receives) value without directly receiving (or giving) foual value inretum- Thh h differcnt f.om an exchange transaction, in ;hich eacf;rty-rece'iies-ano gives up
essenrially equal vatues. Arcording to cAsB.No.33, the MunicipaliL, g;;j. it,,or-"*"t"ng"
transactions into rhe following four classes in tlre accompanying basic irnio"ii 

"t 
t rn"ns, (a)

derived tax revenues, (b) imposed noo-€xchange .e*nu*, (c) giue*rn"nt ._iutJ -n*r"fr_g"transactions, and (d) voluntary non-exchange traasactions.

In the case of derived tax revenue transactions, which result fiom assessments $e Municipality
places on. exchange tmnsactiors, receivables and rcvenues are .""o.al *i* i" ,.a".ryirg
exchange has occurred-

In the case of imposed non-exchange revenue t ansactions (such as prope.ty taxes and municipal
lic€nse taxes), which resulr from assessmenrs made by the U*i"ip"it i., .r*_gou"rn_"rt"l
entities, including individuals, other than assessments on excha.ge ;-sactio.s, rieivaHes aregenemlly-recorded in the p€riod when an enforceable legal claim-has a.isen. ofrty ta.,.s ana
municipal license are genemlly recorded as revenues (net ofamounts consiaerea no:t coitectUte; in
the fiscal yea. when resou.ces are required to be used or the first fiscal y"". tf,"t'tf," u" of tfr"
resouces is permitted.

Govemment-mandated non-exchange tEnsactions (such as grants and contributions) result when a
govemment at one level (such as the federal or state govemment) pmvides rtsources to t]|e
Municipality and the provider govemment requires the Municipality-to us€ those resources for a
specific purpose or pu.poses established in the providefs enabling legislation. In these q/pe of
transaclions, receivables ard revenue.s are genemlly recorded whin a-ll eligibility requiremens
impos€d by the provide. have been meL For the maj;riry ofgranrs, tle Muniiipality must e*pend
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resources on the specific purpose or prcject before the provider reimburses 6ny amounts. Revenue
is, therefore, genemlly recognized as qualiling reimbursable expenditurcs are incurred.

Voluntarj/ non-exchange tmDsactions (such as donations and certain gmnts and entitlements) resuh
from legislative or coot actual agreements, other than exchanges, wiltingly entered into by two or
more parties. In these qpes oftransactiong receivables and revenues are genemlly accounted for
in th€ same manner as govemment-mandated non-exchange transactions discussed above, Events
that aae neither exchange nor non-exchange transactiom are remrded when it is pmbable that a loss
has been incurred ard the amount of loss is nea:ronably estimable.

Receipts ofany type of revenue sourc€s collected in advance for use in the following fiscal year
are recorded as deferred revenues.

According to GASB No. 34, all general capital assets and the unmaturEd long-term liabilities are
recorded only in the accompanying statement of net assets. The measurEment focls ard the basis
of accounting used in the accomparying GWFS differ siglificantly from the measurement focus
and basis of accounting used in the preparation of the accompanying GFFS. Therefo.e, the
accompanying CFFS include r€conciliations, as detailed in the accornpanying table ofcontents, to
better id€ntit/ the relationship between the GWFS and the GFFS.

Goyemmental frmd financial ststerpetrt - The accompanying CFFS are reported using the
current financial resources measurement focus (flow of current financial r€sources) and the
modified accrual basis of accounting. Accordingly, the accompanying statemeDt of revenueE
expendirur€s and changes in fund balances - govemmental funds' reports chang€s in the amount of
financial resources available in the near firture as a rcsult ofransactions and events ofthe fiscal
year reported. Therefore, revenues are genemlly recogrized as soon as th€y are both measurable
and available. Revenues are considered to be available when they are collectible within the current
fiscal year or soon enough ther€after to pay liabilities ofthe curent fiscal year. For this purpose,
the Municipality generally considers most revenues (municipal licenses t res, constsucrion excis€
taxes, sales and use t&xes, interests on deposit, intergovemmental grants and contibutions and
certain charg€s for services) to be available ifcollected within 90 days after June 30, 2012, except
for prope.ty taxes fo. which the availability period is 60 days. Revenue sources not meeting this
availability criterion or colle€ted in advarce aiE recorded as defened revenues at June 30, 2012.

The principal revenue sources considered susceptible to accrual include property taxes, municipal
licens€ taxes, intergovernmental grants and cont ibutions, interest on deposits, and charges for
services. These principal nevenue sources meet botlr rne{surability and awailability critcria in ttie
accompanying GFFS, except fo. amounts recorded as def€rred r€venues (s€e note l0)-

ln a manoer similar to the GWFS, bw subject to md limited by the availability criteria discussed
atlove, all revenues, expenses? gains, losses, assets and liabilities r€suhing fiom exchange and
exchangE-like transactions are also gen€rally recorded wh€n the exchange takes place.
Accordingly, fees for licenses and permits, charSes for servic€s and miscellaneous revenues are
recorded ss aevenues when collected because they are generally not measuable unlil actually
received-

All revenues, exr,€nses, gains, losses and assets resulting from non-exchange Eansactions ate
recorded in a similar manne. to the GWFS, using the previously discussed criteria set foah by
GASB No. 33 for non-exchange lransacdons, bur subject to ad limited by the availability crite a
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9*::1 ,:_*::.Ac.::ldingly.,property 
rax and municipat ticense tax receivables are arso generaltyrecoroed ln tne hscal year when aa enforceable legal claim has arisen while property tax andmunicipal license tax rcvetrues (net of amounts 

-c;sidercd not cotiectittej-# 
"jso 

genemtty
recorded in the fiscal year when rcsources are requircd to be used or the fim n,"J vJ, tf,ut t 

" 
ua"of the resources is permitted. Rec€ivables and revenues fo- i"a".i *a-rLi" g._s _acontributions, dorations and entitlements arc also generally ,""o.al *fr* 

"ff "fBUifityrequircmerts imposed by the provider have been mei ts"r"iaf fy,- rf ol"i*l* 
-reimtursabte

expenditures are incurred lor expenditure{riven gants).

Interest on d€posits sre rccorded when eamed as these revenues are considered botlr measurable
ard available at June 30,2012_

P,:y,Tl:ln: T:"O,.9ls 
ofCASB Inrerpretation No.6, Recosnition atd Meas&ement ofCertainLruo wes @bt E_,cpcndtlures in Govemmental Frmd Financial Statemenls ICASBI No. 6)- in the

absence of6n explicit requirement (i.e., the absence ofan applicable modiir*tion, air"*."a U"fo*ythe Municipality ge_nemlly accrues a goveromenral trii fiaUifity *J 
"*p."a-it 

* fir"f.airgsalaries,_pmfessional services, supplies, utilities, etc.) in the period in whi"f, ffr" eor";"rt in"ro
the liability, to rh€ eKent that these liabitities are normatty'expected to-be iiiuiiu,"a i, u,i."fy
manner and in full with curent availabre fiDanciar resources, GASBI I.io. i -oait"a *,"recognition criteria for c€rtain expenditures and liabilities repofted under the modified accrual basis
of accounting prior to GASB No. 34, and clarified a nunber ofsituations in whioh the Municipal ity
should^ distinguish tretween govemmental tund tiabitities and gener"l io"g_ili fi$iti i"".
Therefore, the accompanying balaflce sheet - govemmental firnds generally refleci only assets thatwillbe converted into cash to satisry current liabilities. Long_te;ass€ts Li tf,o* _r"t" O* *iffnot be converted into cash to sadsry cunent liabilities ari generolly not -"oun "O 

fa. ln ,t 
"accomp.anying balance sheet - govemmental firnds. At the same- time, long-term liabilities

(genemlly, drose unmatured thal will not r€quire the use ofcurrent financial rerori . to p"y *".;
are not accounted for in the accompatrying balance sheet _ govemmental funds.

Modifications to rhe accrual basis of accounting in accordance with GASBI No. 6 include:

r Principal and iflterest on bonds ald notgs payable are recorded when they mature (wben
payme.t is due), except for principal and interesr ofbonds due on July I, i012, which are
recorded as govemmental fund liabilities ar June 30,2012 which is the &te when resources
wcre available in the debt service fund

. O-tligations under capital leases, compensated absEnces, and the reserve for fede.a! cost
disallowances are recorded only when they mature (when payment is due).

. Certain accrued liabiliries not due and payable (umaturcd) or not nomally exDected to be
liquidated in full and in a timely manner with available and expendable finarcial resources, a.e
recorded ir1 the accomrlaaying statement of net assets. Such liabilities are recorded in the
govemmental funds when tlrey mature.

. Executory purchase orders and contracts arc r€coaded as a rcservation of frlttd balance in the
GFFS.
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The measurement focus ofthe CFFS is on decreas€s ofnet financial resources (expenditurcs) rather
9q:Ip"*o, Most expenditurcs arc measurable and are recorded when rhe redtJ govemmentat
firnd liability is incurred. Allocation ofcosts, such as depreciation and amo.tiration, ,re ,oo.aea
in the accompanying statement ofactivities, but are not rccorded in the accomfinfng GfFS.

l) Srewardship, Cornplhrrce and Accoarrtability

Budsetary Cotrtrol

l-":-:1111!]: f]J" I l. the Mayor and its Adminish-arive Cabinet prepare anlluat budgers each
Irscatyear torthe Municipality.s general firnd and debt service fund. Sucir tegally adoptJ buages
are.t ased on.expectei expenditures by prograrn and estimated resources bfsource. fte a-nnual
budgets arE developed using elements of performance_based program budgeting ana zero-based
budgeting, and include estimates ofrcvenues and other resourcL ior th" enJuin!"fo*t y*. und".
Iaws and regulations existing at the time the budgets are prepared.

The,Mayor mlst subm:L for the fiscal_year commencing on the next July l, an annual budgetary
resolulron proJect (Ge Projsct) to lhe Commissioner of Mutricipal Affai; of rhe Commonweatth

l5 ::11li:*r, "r9. 
dr€ Municipat L€€istarur€ no later than May rO anJivraf rf resp."r,rery.

r he ( ommrsstoner preliminary verifies liat the project complies witlr all the applicable laws and
regulations and may provide comments and suSge"tions to thi Mayor on o. U"i6i. fun" I:-

The Municipal lrgislatuE has l0 business days, up ro the immediately pr€ceding June 13, to
discuss and approve tfie Project with modifications. The Municipal Legisiature may amena Oc
budgels submined by the Mayor but may not increase aay items so far i cause a detcit without
rmFosmg taxes or idmti&ing other sour€s ofrevenue to cover such deficit. After the Mu{icipal
Legislature-modifies and preliminarily approves the projecl. the modified proiect is sent back to
lne Mayor tor his approval or rejection wilhin 6.days. The Mayor may decrease or eliminale any
line item but may not increase or ins,ert ary new line item in the 

-budgeri. 
The Mayo. may atso ,eto

th€ budgets in their entirety atrd retum it to lhe Municipal Legislaire wirh his;biectiotrs. Ifttrc
Mayor rejects the Projec! the Municipal tegistature witt lavJ up to 8 days to ad;pt or reject the
recommendations or objections of th6 Mayor. The approved project is sent again to dre_Mayor,
which then would have J days to sign and approve it.

If the budgets €rE not adopted prior to the end ofthe deadlines referred to abovg the annual budgets
for the preceding 6scal year, as approved_ by rhe LegislaturE and the Mayor, are automatic;lly
renewed fo.-the ensuing fiscat year until lhe Municipal Legistature and Oe triayo, 

"pp,ove 
new

budg6ts. This permits the Municipaliry to contiaue doing paymens for its opeiations and other
puryoses until the new budgels are approved.

The annual budgets may be updated for aDy estimate rcvisions as well as fisml year_end
encumbrances, and may hclude any additional information rcquested by rhe Municipal Le;islature.
The Mayor-may rcquest subsequent amendments to the approved budges, which are subject to the
approval of the Municipal lrgislaturE.
The Municipality's Department of Finance al|d Budget has the rcsponsibiliry to ensure that
budgetary spendiDg conEol is maintained. For day-to_day ftanagement 

"'on*t 
purpo".",

::p€nqitures.plus 
encumbrances may nol exceed budgeted amormts atihe experditure_type levelot each cosr c.nter (activity with;n a program within a fund). The Mayor may transfea
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unencumbetd appropriations within programs within funds. The Municipal Legislature may
transGr amounts smong progiams within and among funds.

The legal level of budgetary control (i.e.,lfie level at which expenditures may not legally exc€ed
appropriation) is ar the functiongprogram level (general govemment, uiban and economic
developmenl public safety, healfi and sanitatioD, cultur€, recrealion and education, and public
housing ald welfare, capftal odlays, principal expenditures, interest expenditures, etc,) within the
geneml and debt service limds, respectively.

Under the laws and regulations oflfte Comonwealth, the appropriarions made for any fiscal year
shall not exceed the total revenue, iacluding available surplug esiimated for said fiscj year unless
the imposition oftaxes sufficient to cover said appropriations is provided.

Budcetorv Accoutrtirp

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

Acaording to &e budgetary basis of accouating revenue is generally recorded when cash is
received. Short-term and long-term borrowiDgs may be us€d- to fin;nce budgetary excess of
expenditures over revenues.

The Mlnicipality uses encumbrance accounting to record rhe full arnount of purchase orders,
contmcts and other cofinitments of appropriated rEsources as deductions from ihe appropriation
prior to actual expenditure. In &e govemmental fundg encumbrance accounting is iiignilicant
aspect of budgetary control. Accordingly, expendituEs are generalty recorded when the related
expenditure is incuned or encumbered. Available apprcpriations and encumbrances are established
to lapse one fiscal year after the end ofthe fiscal y€r. Amounts required to s€ftle claims and
jrrdgments against the Mmicipality, and certaio other liabilities, are not recognized rmtil they are
encumbered or othqwise processed for payment. Unencumbercd appropriations aad
encumbrances lapse at fiscal year-end. Other appropriations, ,nainly 

_capital 
prolects

appmpriations, arc continuing accounts for which the Mulicip$l Legislature has authorized that an
unspent balance from the prior year be carried forward and made aviilable for cunent spending.

The accompanying ststement of revenues and expenditures - budget and actual - budgetaD/ basis
- general firnd provides information about thc general fund,s original budget, ifs ameniments, and
the actual results ofoperations ofsuch govemmental fund under the budgetary basis ofaccounting
for the fisc6lyea. ended June 30,2012- Furrher details ofthe MunicipJity,s budgerary contrcl;t
dre legal level may be obtained from the Budgetary Liquidatior Report flr the fical year ended
June 30, 2012, which is prepared by rha Municipaliry,s Depafinent oifinance and Budger. Copies
gfjlt reeort ryy be ohained by writing to rhe Municipality.s Director of Financc anj Budgit at
P.O. Box 1612, Can6varas, Puerto Rico 00729-1612.

Bicause accounting principles applied for the puryoses ofthe dev€loping &ta on a budgetary basis
differ significartly fiom those used to prcse the govemmental firnd financial stitements in
conformity with GAAP, a reconciliation oftbe difierEDces botwcen lhe general fund,s budgotary
basis and GAAP actual amouDts is prcsented as follows:
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Excess ofrcvenues and other financing sources oyer expenditur€s and odter financing us€s-

budgetary basis - gene.al fund

Timing differenc.e - net efrect ofcurent year encumb.ances record€d as expendihlr€s for
budgetary purpos€ versus p.ior year encrmbrances record€d as cu[€nt year expenditurEs

for GAAP purposes.

Bajis ofaccotmting difercnces (net chaiges in the following assets and liabilities):
Property taxes receivable

Constuctioa excis€ taxes receivable
Municipal licens€ taxes r€c€ivabl€

Sales and use taxes receivable
lntergoveanmental receilables
Accrued inte.est.eceivable

Due and advances ftom other funds
DeferrEd rev€nues

Accounts payeble and accrued liabilities
Intergovemfienlal payables and accrued liabilities

Excess ofrcvenues and odrer finarcing sources over expenditures and other

financing uses -€eneml fund- GAAP basis

$ (r,08r,896)

2,36E,571

9E,742
(776,169)

{%,623)
6,322

9,129
( 180)

(r,1E7,0?4)

t,l1 1,215

(195,54')
249,560

309,056

d Anrcstri.ted and Resrricled Depoits

The Municipality's deposits at June 30,2012 are composed of: (1) demand deposits in commercial
banks (2) dentand deposits in the Goverunent Development Bank for Puerto Rico (CDB, fiscal
agent) and (3) cash equivalents consisting of certificates of deposits in commercial banks of
$1,000,000, with original maturities of thl€€ months or less- Cash equivalents are recorded al
amortized cosl which approximates fair value-

The Municipality follows the practice ofpooling cash. At June 30,2012, the pool cash accornt has
a balance of$5,63E,712 ofwhich $4,902,623, $192,183 and $543,636 have been recorded within
the general fund, the non-majo. capital project firnds and the non-major spocial revenue fundg
respoctively.

Under the laws and regulations ofthe Commonwealth, public firnds deposited by the Municipality
in commercial banks must be fully collateralized for the amounts deposited in excess ofthe federal
depository insuranc€ generally provided by the Federal Deposits Insurance CorpoEtion CDIC).
All securities pledged as collateral arE held by agents designated by the Commonwealth's Secretary
ofthe Trcasury, but not in &e M'lnicipality's name.

Cash in fiscal agent in the debt service funds includes property tax collections amouDting to
$6,997,556, which are reshicted for the payment ofthe Mrnicipality's debt service, as requircd by
law. Cash with fiscal agent of$197,312 ir the geneml fund also includes unspent proceds of
bonds that are rcstricted for tlre acquisition ofcerrain minor capital ass€ts and the palanent ofcertain
&ccounts payable. Cash wilh fiscalagent rEcorded in the capiral improvements bonds filnds consists
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ofunspent proceeds of bonds ard notes and the balance ofinterests bearing accounts amountiflg to
$ 12,428,72, which is restricted for lhe acquisitioo, construction, or improvements ofmajor capital
assets. Cash with fiscal agent rEcorded in the non-major govemmental funds consiss principally
of unsp€nt proceeds of bonds a.nd the balance of intercst and non-interest beadng accotnts
amounting to $1,458,400 which are restricted for the acquisition, construction, or improvements of
majo. capital assets. Cash iD fiscal agent in the debt service fund mnsist principally of property
tax collections amounting to $6,997,556 that arc restricted for the payment ofthe Municipalify's
debt service, as requir€d by law-

Restricted cash in coirnercial banks for other govemmental funds, amounting to $2,663,105,
represents the balance of interest and non-interest bearing accoutrts restricted to finaDce the
operations ofvarious federal and state fuDded progmms-

b Anrcsrricled arrd Restricr.d Accouna and Notes Receivable

Receivables mnsist of all revenues eamed but not collected at June 30,2012. These accounts
receivables are stated net ofestimated allowanc€s for uncollectible accounts, which arc determined
based upon past collection experience, historical trends, cur€nt €aanomic conditiors and the
periodic aging of accounts receivable.

Activities ainong govemmental funds that ar€ representative of lendiDg/borrowing arrrngements
outstanding at drc €nd ofthe fiscal ye{r are referr€d to as eithe.'due to/fiom other fimds" (i.e. the
current portion of inter-fund loans) or 'advances to/from other firnds" (i.e. the non-cunEnt portion
of inter-fund loans), as applicable. All other outstanding balances between funds are reported as

"due to/fiom other fimds".

On July I, 2007, the Municipality adopted the provisions ofGASB StalementNo.48, Sales qnd
Pledges of Receivables and Futurc Revenues and Intra-Entily Ttanqfers oJ Assets and Fut*e
neverrer (GASB No. 4t). This Statement establishes standards for the measuement rEcognition,
ard display of transactions where govemments exchange an interest in lheir expected cash flows
from collecting specific receivables or specific future rev€nues for immediate cash payments,
gene.ally, a single lump sum. GASB No. 48 provides tochnical guidance to d€tcrmine whether this
typ€ of transaction should b€ regarded as a sale or as a collateralized borrowing resulting in a
liabil ity. This criteria is used to determino the extent to wh ich a tiansferor govemment either rctaiff
or relinquishes control over the r€ceivables or firture revenues through its continuing involvement
with those receivables or firtrre revenues. Accordingly, GASB No. 48 establishes that a faDsaction
will b€ reported as a collateralized bonowing mless the criteria indicatirg fiat a sale has taken
place are met. If it is determined that a transaction involving receivsbles should be .eporred ,s a
rale, the difference between the carying value of the receivables snd the poceeds should be
recognized in lhe period ofthe sale in the change statements. Ifit is detemined lhat a fansaction
involving future r€venues should be reponed as a sale) the revenue should b€ defered and
amortized, except when specific criteria are met. This Statement also provides addirional guidance
for sales ofreceivables and fitturE revenues within the sam€ financial reporting entity.

GASB No. 48 also provides guidance ro be used for recognizing other ass€ts and liabilities arising
from a sale of specific receivables or future revenues, including residual interests and recouEe
provisions. According to the criteria set forth by GASB. No. 48, there were no bansactions
involving receivables that should be roported as a sale as ofand for the fiscal year eDded June 30,

45



coMMoI{wf,AITH oF PUERTo RIco
MTIMCIPALTTY OF CAN6VANAS

Notes to Basic Financial Statements
Fiscal year Ended June 30, 2012

2012, tberefore, the adoption ofcASB No.4g had no effect in the accompanying basic financial
statements.

i) Irrvernories and Other Cutent Asssl,

lnventories consist ofconstruction materiars and inventories ofollice suppries, food and medicines,

I1"I^T Tld -11..:1:ypl"i. . gd". currEnt assers consist of prepaid costs. cenera y,
mvenrones are caprtatized ard stated at cost using fre fim_in, first-oui melhod (FIFO) in the
9_T"a:__1,-.:,"1*,"rd 

prepaid expenses tn ure drns ,^ e"*Jt;;;J-as expenairures
tpurEn6s€ meuod) when purchas€d (paid) rather than capilalized as an asset.

j) Defeded Choqes

-D""I:ry :lF:. to ,1" ac&lpanying stalemenr of net ass€rs consist of bond issuance costs, ner
or accumu tated amortl?etion. Deferred charges are amortiz€d over the term ofthe related debt using
drc straight-line_ method. In the GFFS, bond issuance costs are recorded in,i" 

"r}en, 
p".ioa u,

expenditur€s, whether or not withheld from the acfual debt proc€eds receivea.

k) Capirol Assets

Capital ass€ts used in govemmental activities include land and land impmvements, buildings,
structu.es and building improvements, machinery and equipften! fumiture and fxtures, lic€nsed
vehicles, construction in progress, and infrasfucture. these asseS are 

""pi"fioa 
*a ,ap"*a n

the accompanying statement ofnet assets. Infrastructurc assets are g"r"offf ,o,lon"ry in ,"t r.
and include roads, bridges, sfe€ts and sidewalk, drainage sysems aid orh"i";^ifr, 

""*".
For financial rcporting purposes, the MuDicipality defines capitar ass.ts as as!€ts with an individual
cost of.$500 or more d$e date ofrcquisition, consauction or improvement, and wi$ useful lives
extendmg Deyond otre ye:u.. All assets with individusl costs under 9500 or with usefi.rl lives not
exceed ing one year, are charged d irectly to expense in the govemment-wide state.ment ofactivities.
tn the govemmental funds, all capilal assets atE recorded as capital outlays (expenditures).

In the slatement of net assets, all capital ass€ts are recorded at cost or estimated historical cost if
actuat cost was unavailable, except for donated capital ass€ts, which are recorded at their estimatedtar va,ue at rhe date ofdonation. Estimatcd historical costs based on deflat€d curent costs we.e
used^ to vahe a.signific€nt portioD oflhe irFasrructu E consmrcted or acquired prior to .lune 30,2002 and certain lands. buitdings" stsucrurEs €nd bu;tding improvem€nG. ff,"'met oO useO to
gellate.tlt€ :ul:nt TsF with an approximate pric€ index was us€d only in the case ofcertain items
ror wnrch tne nrsroncal cost documeDtation was Dot available. Actual historical costs we.e used tovalue the infrastlucture acquircd or constructed after June 30, 2002 as well as, cons*uction io
progress, rnachinery alld equipmert and licensed vehicles acquired prio, or after su"h dafe.

Major outlays for capitar assets and improvements ar€ capitarized in the stalement of ner assets as
projects are constructed. fie msts ofnormal maintenanci and repairs that ao not aad vatue to rhe
ass€t or materially extend capital asset lives a.e not capitalized.

Depreciation ard amortizarion expens€ is recorded only in the govemment_wide statemo ofacnvrtrcs. ftowever, there is no depreciation or a.rnortizarion r€corded for land and constuction in
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prcgaess. DeFeciable capital assets arc generally depreciated or amortized over tleir estimated

useful lives under the str-aighFline method, oxcept for machin€ry and equipmont held und€r caPital

leases which is depreciated over the shorter of its estidated useful life or the leaso term. The

estimated useful lives of major capilal asset categories are:

Land improvements
Buildings, stsuchres and building improvemens

Infrastructure
Motor vehicles
Fumiture ard fixtures
Machinery and equipment, excluding those held

und€r capital leases

Machinery and equipment under capital leases

Yeal!

20
30 to 50

20 to 50
8

5to20

5to20
3to5

Depreciation and ainonizarion expense of capital assets is recorded as a direct expense of the
frrnctio./program sp€cifically ide ified with the asset. Deprcciation and amortization of
infrastnrcture is not allocaled to various functions/programs but r€ported as ditect expenses ofthe
urbao and economic development function.

Defened Revenua

In the GFFS, defened rcvenue arises when one ofthe following situations occur:

. Potential rcvenue does not meet both the 'rneasurable" ald "available" criteria for revenue

recognition in the cunent period (unavailable revenue). As prcviously discusse4 available is
defined as due (or past due) at June 3 0, 201 2 and mllected wiihin 90 days (60 days for properry

taxes) thereaffer to pay obligations due at Jutre 30. In subsequent periods, wheD both c teria
are me! the liability for defened revenue is removed and revenue is remgDized.

. The Municipality receives resources before it has a legal claim ro them (uneamed r€veflu€). In
subsequent periods, when the revenue recognition c.iterion is met the lisbility for deferred

revenue is remov€d arrd revenue is recognized.

Defer.ed revenues at the govemment-wide level arise only when the Municipality receives

resources before it has a legal claio to them.

m) cornpensded Absences

Compensated absences are accounted for under the provisions of StatemefiNo. 16, Accounlwfor
Compensated Absences, issued by GASB (CASB No. 16). Compensated absences include paid

time off nade available to employees in connection with vacation, sick leave and compensatory

time. The liability for compensated absences r€corded in the accompanying statemont ofnet assets

is Iimited to leave thar: (t) is affibutable to servic€s already rend€red on or before June 30, 2012

and (2) is not contingent on a sp€cific event thal is ouEide the control ofthe Municipality and rhe

employee (such as illness). compensated abs€nces that relate to futule s€ruices or are contingent
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on a specific event outside the conrol ofthe employer or the efiployee are accounted for in the
period rvhen fiose services are rendercd or those events take place.

The liability for compensated abs€nces includes satary-related costs, which are directly and
inqEmentally relaled to the amount of salary paid to the employee (such as employer,s share of
Social Security rrxes and Medicarc taxes).

The vacation policy ofthe Muoicipality provides for the accumulation ofregular vacations ala mte
of2.5 days per month (30 days p€r year) per employee. Employees accumilate regular sick leave
at a rate of l 5 days per nonth ( l8 days per yoar). Employees accumulale co-p,en-otory time "t.mte of 1.5 times the overtime wo*ed. All vacation and sick leave days accumuLted by ernployees
in excess of30 days and 90 days, .espectively, ar€ paid to employees each yesr, if not consumed,
as r€quired by law. In the case of comp€nsatory tilllq the excess of 240 horm is paid to employe€s
each year, ifnot cotlsumed.

Upon termination ofernployment, an employee receives compensation for all a$umulated unpaid
regulff vacation leave at the curent rale. In the case of regutar sick leave, if the employee
terminates his or her employment before reaching I 0 years of services, such regular sick leavl is
not paid to the ernploye.e, if not consumed. In addition upon termination oi ernployment, an
employst does not rcceive compensation for compensatory timq ifnot consumed prwiously. After
10 years ofservices, any regular sick leave balarce is paid to tie employeo. Accumulated vacation
time is fxlly vested to the employee at any time.

The Iiability for compensated absences is reported in the saatement of net assets. A liabilitv for
compensated absences is reported in the GFFS only when oatured (whetr paynenr is due), for
example, as a rcsult ofemployee resigDations or retirernents.

,r) Long-term Debl

The long-term liabilities reForted in rhe accompanying statements of net assets include the
Municipality's bonds palzble, notes payable, obligations uoder capital leas€s, accrued
compensated absences, and federal cost disallo\rances.

All long-term debr to be repaid ftom govemmental resources is repoftei as liabilities in the
accompanying statement of net assets. principal and interest payments on bonds due on July l,
2012 are recorded as govemmenral fuod liabilities in fie GFFS (debt servic€ fund) D,hen rcsourc€s
are available in lhe debt service tund (Jurle 30,2012). In tfie CFFS, thc fac. amount ofdet[ issuGd
(goss debt reported) is rcported as other financing sources whe, issued.

In the GWFS debt issuance costs eft reporied ss deferred charges, which are amortized under the
straighr-line method ove. the life of rte deb! while in the GFFS such costs are recognized as
expenditures duridg the current period.

Non-interest bearing notes payable arc accounted at present value with an imprted interest rato that
approximates the rate that would have been used, using the same terms and conditions, if it had
been negotiated by an iodependent lender. In the accompanying statement ofnet assets, such notes
payable are reported net ofthe applicable unamortized discoun! which is the di$ercnc€ between
the prEsent value and the face amount of the notes. The discount is a.moftized over the tife of the
notos usint thc cfrective interest melhod. Amonization ofthe notes discount is recoded as part of
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interest expens€ in the statement ofactivities. tn the GFFS, notes discount is recognized as other
financing uses during the curent period.

o) Lease$

The Municipality classifies its lease agreemenb either as ope.ating or capital leases. Capital lease
agrcements are generally non-cancelable and involve, substance ovir form, the ransfer of
substantially all benefits and risk inierent in the ownership ofdre leased property, while operaling
leases do not involye such fansfer- Accordingly, a capitailea,u involves thJ .ec'o.ding of- u"""i
and a related lease obligation at the inception of tfie lease. Thc Municipality classifies a lease
agreement as a capital lease if at irs inception the leas€ meets one or more ofthe following four
criteria:

. Bythe end ofthe lease te.m, ownership oflhe leas€d property is t-ansferred to the Municipality.

. The lease agreement contains a bargain purchase option,

. The lease term is subsrantially equal (75 percent or morc) to rhe estimated useful life ofthe
lease-d Foperty.

. At the inception ofthe lease, the present value ofthe minimum lease payments, with certain
adjustments, is 90 percent or more ofthe estimated fair value ofthe leased propeny.

Although the Municipality is prevented legally from eDtering into obligations extending beyond
one fiscal year, most capital Iease agreements entercd by rhJMunicipality contain fiscai tu;ding
clauses or cancellation crauses that make the continuation of the agreements sublect to future
appropriations- Leases that meet at l",st one ofthe aforementioned four criteria ard have a fiscar
funding or a cancellation clause have b€en recorded as capital leases in rhe accompanying GWFS,
since the likelihood of invoking the provision is considerEd remore. The Uuniclpali!,s Iease
agreements do not include continge r€ntal payments or escaiation clauses.

In the GWFS, the obligation under capital lerses is recorded at the lesser ofthe estimated fair value
ofthe leased property ff the present value ofthe mr'nimum lease pa5,ments, excllding any portion
representing exeoutory costs alld p.ofit thercon to be paid by the les;r. A po*ion ofeach minimum
leas€ palment is allocatei to interest expense and the balance is appiied to reduce the lease
obligation using lhe effective interest method.

In the GFFS, the net present value oflhe minituum leas€ payments at the inc€ption of6e capital
Ieas€ is r€r$ded simuhaneously as: (l) expenditures and (2) other financing sowces. Mioimum
lease pa)ments are r€corded as expenditurcs in the GFFS.

p) Accot irrglor Perrsion Costs aad post-Errrployrnenl Benq\ts

For the purpose of applying the requirements of GA SB Statement No. 2 7 , Accotmtinglot pensiohs
b! State ahd Incal covemment Enploye6 (CASB No. 2?), the state govemment of the
Commonwealth of Puerto Rico is considered to be the sponsor of the Emp-ioyees, Retirement
Sysiem of the Govemment of Pueno fuco and lts Instrumentalities (ERS) anj System 2000, a
multi-€mployer cost-sharing defined benefir pension ptan and a hybrid defined co;hibution ptan,
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:.t$:]r: in 
_which 

the.emptoyees of the Municipality participate. The Municipatity is
consKered a.paftrcipanq and not a sponsot ofthese rEtirement systems since fhe majority oithe
panrcipanrs in the aforementioned pension trust funds are employees of the Commonweahh of
Pueno Rico and the basic financial stalements ofsuch retirement systems ar€ pafl ofthe financiBl
reponing enlity oflhe Commonwelth ofpueno Rico.

The_Municipality accounts for pension costs fiom the standpoint of a p3nicilEnt in a multiple_
employer cost-sharing plan.. Accordingly. pension cosls remgnized in rhe aicompanyrog basic
rl,'ancrat sratements arc equal ro rhe statutorily required contributions, with a liability recorAed for
any unpaid required contributions.

On July l, 2007. rhe-Mu0icipaliry adopred the provisions of CASB Statoment No. 50, pension
Dkclosures (CASB No. 50). This Statement more closely aligns cuirent pension disclosure
requirements for govemments with those that govemments are belinning to implement for retiree
healr-h insumrce and oher posr-employmeot trnefirs. Specificalli CAiB No. 50 aoends GASB
Statements No. 25. Firarrcial Reportingfor Defined Benelt pension pl.,ns and Note Disclosures
for Defned Conbib&ion P/ans, and No. 27. Accowiing for pensions by State and Local
Govemmental Employers, by requiring:

. Disclosure in the notes to rhe financiat slatements ofpension plans arld certain employer
govemments ofthe cunent firnded status ofthe plsrts_in other words, the dogree to which
the actuarial accrued liabilities for benefits arc covered by assets that have been sgt aside
to pay the b€nefits -as of the most rccent actuarial valuation date.

. Govemments tlal use the agg€gate actuarial cost method to disclose the ftnded status and
prcsent a multi-year schedule offundiDg progress using lhe entry age actuarial cost method
as a surogate; these govemmen8 prcviously were not rcquircd to provide this informalion.

. Disclosure by govemmenrs participating in mutti-€mployer cost-sharing pension plans of
how the conrractually re4uircd conrribution rate is determired.

CASB Statemert No. 4 5, Accounting and Financial Rel,orting by Enployers lot postemploynefi
Benefts.Other I']un Pensions (GASB No. 45) establishes k*aaras foi the measurerneot,
recognitioq aad display-ofexpense/expenditu€s and r€lated liabilities/asses of post_employmeni
benefits other than pensions (OPEB), note disclosures, ard, ifapplicable, required supplemintary
information in the financial reports of state and local govemmint employ"rs. at funi :0, ZOIi,
there w€re no OPEB plans adopted by the Municipraliry- accoidingly, iurbg the fiscal year ended
June 30, 2012, the Municipality did not incuI in any post-employment b€;€fits costs other rhan
pensions' therefore, the adoption ofGAsB No. 45 had no effect in the accompatryirg basic financial
statemon$.

q) Ris* Managerrre

The Municipality carries commercial insurance covering casualty, thelt, tort claims and other
losses. Insumnce policies are negotiated by the Commonwealth,s Depaftnent of Treasury (the
Department of Treasury) on behalf of all municipalitics of puerto iico. The Departmint of
Treasury pays tie insumnce premiums on behalfofthe Municipality and then is reimbursed each
y€ar through mo hly equal pa),.rnents deducted ftom the MuDicipality,s gross prop€r5/ tax
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collections made by the Municipal Revenue_Colle$ion Cenrer (..CRIM,., by its Spanish acronyms),a govemmental entity r€sponsible for billing and c.llecting property-tax.r'on U"t "f ot uttmunicipalities of Puerto fu co-

The Municipality caries insurance coverage for deaft ard bodily injuries caused by automobileac.idents. This insumnce is obtained through tle eutomo'U;d a""la_J Co.p.rr*tio,
f T,-.Lt^Tg llq,1A ), a componenr unit of rhi Commonweatrh. mi" ins,roL h 

"o*put"ory::".: l:T* *lr"tr used on public,mads and high*ays in puerto Rico. The annuat premium
rs )J) per ttcensed motor vehicle. which is paid directly [o ACAA.

The Municipality obtains workers, compensation insrrance coverage through the StaE Insurance
Fund corporation(sIFc), a component unit ofthe Commonwearth.ihis i*i*"" 

"ou"." 
*o*"."

aga_inst injuries, disability or death becaus€ ofwotk or employment-.etarea alciaents, o. Oecau".of illness suffered As a consequence of their empro)menr. 
- 
wo.k"n' co.pensation insu.ance

p.emiums are also paid thrcugh montily deductioni maae by CRnA forn *,. fu*icipaity,s g.o""
property tax collections.

The Municipality obtains unemployment compensarion, non_occupational disability, and drivers,

,T:11Y *y_:Tc: f.. irs emplo)ees rhrougi various insu.-". p-g.am, 
"dminrsterea 

Uy rfie
Lommonweatti s Ltepartrnent of Labor and Human Resources (DOL). These insuance prograrns
cover workers against unemplo)ment and provide supplementary insumrce coverage for terniorary,
disability, or dearh because ofworl or emproym"nt-r"l"t"d u""ident, o. lo"us. oFitrn"*" sorr"r"a
as a consequence oftheir emplo).ment. Unemploytuent compensarion, non_occupational disability
and drivers' insumtrce premiurns are paid directly to DOL o; a cost reimtr...rnuni U*si..

The Municipality also obtaiN medical insrance coverrge fiom several health insurance companies
for its employees. Different health insumnce coverage and premium options are_negotiaed each
year by the Departorcnt ofTreasury on behalfofthe tvtunic;paity. ftJconenr ins,r.arce poti"ies
have not been canceled or termirated at June 30, 2012. premiums are pAJ on . *ootnfy U*i,
directly to the insurarce compary. In the past rhre€ years, the Municipalit has not-setttea cUirns
that exc€eded insuranc€ coverage.

r) Farrd Balances

On July I , 20 10, the Municipality adopted the provisions ofcASB Stareme ntNo. 54. Irnd Balarrce
Reporting and Goverrrmental Fwrd TWe Delnitions (GASB S4), which enharced the usetulness
of fund balance information by providing ilearcr fund balance classification. tl,"i "* U" rno."
consistently applied. This statement osrabtishes frrnd batance ctessifications that compnse a
hierarcby based primarily on the extent ro which lhe Municipality is bound to obseFe consEaints
impos€d upon the use ofthe resourc€s reported in govemmental f,rnds.

Pursusnt to the provisions ofCASB 54, the accompanying GFFS report firnd balance amounts that
are coDsiderEd non_spendabre since are net resources thaicaanot be spent.ead y with cash or are
legally or contractually .equircd not to be spent. At June 30,2012, such fimd bilances are rrlated
to long-term interfund loans rec€ivable r€corded in the general fund arnountin gto 576g,2E4.

Othe.r fu.nd balanc€s i, the accompanying basic financial statements have b€en repofted as
restricted, sssigned, or unassigDed, based on tfie relative shength ofthe const aints :hat control how
specific amounts can be spent, as descriH as follows:
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a. Reshicted - Rep€sent net resources thal can be spent only for tie specificpurposes stipulated by co.nstitutional provisions, extemal resource providen(extemally imposed by creditors or grantors), or throogt 
"nuttin! 

t"gsntion 1O"tis, legislation that creates a new revenue source and restrics its r i Efectively,
aestrictions rnay be cha[ged o-r lifted only with the c.onsent oireso-urce providers-
ln the accompanying Lrasic finaocial statements, restricted nrnJ uaances trave
been reported in the following funds and for th. i.f f.*i.g prrp"L",

. Debt service lmd _ rEstricted futrd balanc€ consist of fiDa[cial resouces
available only to cover firture debt service payments (principal ana rmerest) on
bonds paSrable, which are accounted for i; ;e debt servicl n ra, as .eqrrirea
by Law.

. Capital improvements bondfund _ rcstictqd, fund balance consist offinancial
resourc€s to be used only for the acquisition, conshuction or improvernent of
capital assets under contracrs ard other commitmenq as approved and
financed by the Govemment Developftent Bank [o. pr".to ii..rl

. Other govemnental imds _ resltrlcrld fund balance consist of financial
resources arising fiom operating and capital granG and confibutions iiom
slate and federal grantors hat can be spent only for the specific purposes
stipulated by the .especrive extemal resource proviaers, or tirough enibling
legi s larion.

b- Assigned -Represent Det resources .@orded in the general iirnd intended to be
used by the Municipality for specific pu4loses but di not meet *re criteria to fe
classified as restricted or commiued (generally executive orders approved by the
Mayor). Inteot can be exprcs.ed by_$€ Municipal trgislature, thJ Mayor or by
an official or body to which the Municipal Ligislatrire delegates uott *ity l,
confonnity with the Autonomous Municipalities ict ofpuerto [ico, as amended.In govemmental tunds orher rhan he geDeral fimd assigned irnd bul_""
represents the remaining amount that is not restricted or comirified.

e- U-nassigned Represent tfie_ res idua I classification for the Municipality,s general
irnd_and includes all spendable a.mounts not contained in rhe orher'Jassilications.
ln other fiuds, rhe unassigncd c lassification is us€d only ro repon a aeficit balance
resulting frorn overspending for specific purproses foi whici amounts had been
restricte4 committed, or assjgned.

Negative fund balance amounts ale assigned amounts reduced to the a&onnt thatwill raise the fund balance to zero. Consequently, negative residual a&ounts in
restricte4 committed and assigned filtrd balance ilassifications have been
reported as unassigned firnd balarc€s, when applicable.

The Municipality had no ftnd balances classified as commifled at lune 30, 2012. Those,pes offurd balanc€s are generally related to financiat-rcso.rrces u.ed fo. s[if," p,"p"*., irp.."a tyformal action of the Municipat,s highest tevet of dec;sion making auilo.i.riiirli";o"f ti"f"rr*
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through resolutions and ordinances), which would only be changed by a similar la% ordinance or
resolutior.

The Municipality reports resources constrained to stabilization as a s?ecified purpose (restricted or
committed firnd balance in the general fund) only if: (l) such resources meei rhi other crireria for
those classifications, as described above and (2) tlre circumstances or conditions that signal the need
for stabilization are identified in sufficient detail and are not expecred to occur routinef- However,
the Municipality has not entered into any stabilizationlike arrangements, nor has set aside material
financial resources for emergencies ard has not established fonn;l ,,inimum fund balance amounts
as ofand for the fiscalyea. ended June 30, 2012.

In situations when a.n exp€nditur€ is made for a purpos€ for which amounts are available in multiple
fund balance classifications' the Municiparity us€s reshicted resources firs! and then unrestricted
resources. Within unrestricted resoulces, the Municipality generally spends mmmitted rcsources
first, followed by assigned resources, and then unassigned resourcejwhen expenditues.

The classilication ofthe Municipal ity's individual govemmental fimds ahong general, debt servicg
special revenue and capital project fund t)?es used in prior fiscal years loi financial reporting
purpos€s was not affected by the implementation ofcASB 54. In adaition, the financial positio;
and the-results of opemtions r€ported in the accompanying GFFS as ofand for the fiscal year ended
Jlme 30,2012 have not teen affe.ted for ftis change in accounting principle. Ac.o;ingly, the
accompanying GFFS have not reported any rctroactive restatements or reclassifications oifund
equities as ofJuly 1,2011.

s) Inler-Iund AcTiyder

The Municipality bas the following types of reciprocal and non_rcciprocal interfund acrivities
recorded among govemmental fimds in the acco&panying GFFS:

. Inlet-Iu d loarrs - Repres€nt amounts pnovided with a requirement for repalmen! which ar€
rccorded as "due iiom" in the lender govemmental fund and *due to..'in the borrower
govemmental fund. hter-fund rec€ivables, which are not considered to be currenrlv available
financial resourceE are rcported as advances. For amounts not expected to be collected within
a .e€sonable period of time, inter-fuDd receivablevpayables are reduc.d to the estimakd
realizable value and the amount that js not expected to be repaid is reported as an operating
hansfer from the govemmental firnd that made the loatr.

.lnter-fundlfansfers-Representflowsofassets(permsnent.ealtocationoffinancialremurces
among govemmental funds) without equivalent flows of assets in rehlm and without a
rcquirement for repal,ment. lnte.-fund transfers are reported as other financing sourc€s ill the
govertunental firnd rBking lransfers and as other financing sources in the govemmental fund
rcceiving tramfers-

. In er-fund reirnbwsemena - ReprEscnt rspaymeats fom the govemmental fund responsible
for particular expenditures or expens€s to ahe govemfiental fund rhat initially paid for them.

In the GFFS, inter-firnd activity has not been eliminate4 as p€rmitted by cAAp.
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0 Use of E$inute,

1:l:?_*,_"" .rg" 
Tcompanying.basic Enanciat starements in conformiry with GAAP rcquiresmanagem€nt to_mske significant estimates and assumptions O" 

"f*l,f,J*p"n"a amounts ofassets and liabilities, the disctosue of comingen, *J" _Ji[uil,i* 
"l.rt] a"re or rt" t"si"financial statemenrs, and tle reoorted

Actual r€surrs courd diffe, o",i, *.#illf"llreve.ue 
and expenses during the rcponingperiod.

u) Farure Adoyion ofAccotrrrtirrg prorrounceDreut

The cAsB has issued the folowing statements that have effective dares after June 30- 2012]

. GASB Statement No . 60, Accorrnting @d Finoicial Reporting for Senice Concession,4rrungenents (GASB 60). Jhe 
_req-uirEmenrs of tf,i, fr.t"..Ji # 

"ffoti"" fo. rufiscal year commencing on July I , 2b I I .

. GASB Statlment No. 61, Thc,Financial Re-pottihg Emity: Onnibus-ai amendment oJGASB Statements No. t4 .ad No. 3t (?ASB 6r;.-ff,. Jqri*_",i" 
"fthis 

Statementare effed ive for tie fiscal yesr mmmencing on juty t, ZO't Z.

. GASB Statemert No. 62, Codiftcatioh ol Accounting and Financial Repotingcuidance contained in pre-Novinber i0, i ctc iliB ;; Aiil- pronoorcements
(GASB 62). The rcquirements of this staternent ; ;tr;,; ;. tfie fiscal yearcommenciDg on July l, 2012.

. CASB Statement No. 63, Firrancial_Reporting oJ Delercd Oullou,s oJ_ resources,Defeted hlows oJRenrtces, and Nu iosiriifCesir O:j. n",*qr*menrs of thisStatemeot are effective fo. the fiscal year comme;"f"g." Jrly i, i-01).

. CASB S{atement No- 64, Derivorbe lnsnuments: Applicotion ol Hedge AccotatingTermination provkio,ts _ an anendne oJ ASB s,*"."i, io.-"sJ'iolss a+,1. n.requirements ofthis Starement are efiectivi for dre fiscal year comiinclng on .luly r,201l.

The impact ofthese statements on the Municipality,s basic firatrcial statements has not yet teendetermined.

Deposit3

The Munhipatity mabtains its deposits in various commercial banks located in puerto Rico and theuovemmert Deveropment Bank for puerto Rico (cDB). proceeds fio;oiiuoni" *Jai" rirna...ur"ato certain federal grant awards are rcquired by law to be hel<l wi& GDB.

f*l :rj91---"_Y.lnicipat;ry 
adopred rhe provisions of GASB StaGmetrt No. 40 (UASB No. 40).

:f ortd.trNestnen! RLtk. Disclosure. on A,h d,hent to GASR galement No-, .Ihis 
stalement

fqu'p tnatjtate_-an-d local govemmenrs disclose essential risk infomration about deposits andmvestnenrs. The disclosure requLrments cover four nain areas: fl) cJi, .i"[ tiiir"_" ." .hk,(3) cuslodialcrcdil risk and (4) foreign exchange exposure.
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. g+d!!_$E - This is the risk tLat an issuer or oiher counterparry ro an investment wi notiilfilt its obtigarions. In comDtiance wilh rhe t"*. urd ,"gri;i;;,r;f*,t"'io'r"ron*.r,,f, oiPuerro tuco. rhe MuniciDatitv has a.topled, as its cusodial"credii iisrr'pl)li"lli" s,*"r*, o1

,r:*:7.,,T:i:::*-r:,i,up,n"u*i,ipai,iiii,;V;;;;;;;;i,;";jpueoRico.,liT::!-*: ,"::?!*, Dewtopnent Banhlor pueno Rico as pronulgaLea Uv Uw no. t I Ior Augus J. te95. Accordinplv, Ge Municipaliry is only allowed ro in-vest iriobligations ofthe Cornrnonweatrh ofpueno tuco. obligatio;s oi r," uriJio,*.iar.icai"n;n"ar.. ordeposil commerciat paper. bankers. accep**. .; 
-;-;;1" 

;i "ij]i",i-. ", ,r,.Municitrratities of puerto Rico, which are managed Uy Coe. aJ*.Jirg mii" #o*"rtion"a
:[:T::t^*,:o:l1Tt qe Municipatiry is nor airowed ro invest in marfeorr" .!"-r.i,i., o, *yolner rype ol mvestnents (del, ser';ties) for which credil risk exposure may be significani.consequently, at June 30. )orz *a ro. the_i,scaiil ;;;;;iJiffi;,,ii*rT,t, ,r*.r*
|oj]lll^Tlfys-"f oeposit in commerciat b-1.. ui"r, "*1".,J uy',r,"it"*r o"p".i,
ll::y*.r:TTh.: (FD|C). generalty up ro a maximum of $2s0.0d0 per deposiror. No
#^TII:J1 ::0, 9,..4uiry securiries werc made during Lhe fiscat ye€r ended June 10, 20 I2.
]l-.fJl--,.,I" yl"':,ru'*,, management has conctuded that the credit risk rEtared to anypossrb,e loss retated to defaults by commercial bar*s on the Municipality,s deposits isconsidered low al June l0 20 t2

. Ilter6t rete risk - This is the risk thaf changes in interest mtes of dett investments willadversely affect ihe fair value of ar investrnent. Tlre Municipatity manages is exposu." todeclines in fair values by: ) not including debt or equiry inr"lr.*"'in ii inu..*.noportfolio ar Jun€ 30, 2012, (2) timiting the ;eighred ;rage maru;t-of it llr".t_"nt inc€rtficales of deposir to periods of three montlis - fo, ui'a <:i L""il"g ...i or io baat,
oeposlrs and cerlrtrcare^s of de-posit in. interest Lrearing accounts genemting iiterest at prevai lingmafl(et mtes. Al June 10. 2012, lhe interest mte risl associated wirn rne Municipaiity.s casiand cash equivalert is considered low since rhe irr..t .nt porrfotio oi-tlJ fi_i"ipAiayconsists-ofcertificates ofdeposit and do not include debt securities or any t;.. oi in"""on_o
that could be affecied by changes in interest rates.

. qustodial credit rigk - In the case ofdeposits, this is the risk thar in the event ofa bank failure,the-Municip-ality,s depocits may not b€ recovered. pursuanr to lr. Sroti^"rt if t u"rr_"r,
?,!:!:!::,,! I.:mm.cnt .oJ 

the.co.mmohweatth o1 eueno n;,o. ii *ritiles depsrtedrn commercBt_banks by th€ Municipality are insured by the Fedeml Deposir ltrsurance

::T:T:,_"1l.l?,: ) c.nemlly up.ro a maximum of$250.000 per depositor. rn;ddirion. pubtjcrunos deposrted rn commercial banks by the Municipality are fully collateralized for lheamounts deposited in excess of the federat depository insumnce. ajl ,."uriii"" pr"ag"a ,"collarcralare held in thef utr icipaliry s name by tf," ug.re of $. Co;.o"-*.r .1S""."ory
oI lreasury. Deposits ofGDB, amountingto $2l,0gl,9gg atJune30,20l2, are,ninsured anduncollatemlized. However, no losses relaied ro defauis by CDB on depoJt t uno"tion" t ru"
bee.n ilcur.red bJ rle_Municipality rhrough June 10, 2012. h is ;t!-"nt1-ii"y to onry
maintain deposits in banls affiliated to FDIC to minimize the custodi;l credi, ;'"t, 

"*"rp, 
fir.

GDB.,. There.fore, 
_the Muoicipality's managemenr has concluded rf,", 

"t 
fur. iO, zOfZ, tf,"

custodial crcdit risk associated with the Municipality.s cash and cash equivatents is consia.rea
low.
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r {orcisn exchange riek This is the risk that changes in exchange rates will adversely affect
the value of an investment or a deposit. According to the-aforementioned investment
guidelhes, adopted by the Municipality, the Municiiality is prevented fom investing in
foreign securities or any other types of investmens for'which foreign exchanle risk expoiure
may be significant. Accordingly, managemenr has concluded thatihe foreigfi exchange risk
related to rhe Municipality's deposits is considered low al June J0. 2012.

Cash and cash equivaleots at Jum 30, 2Ol\ arc classified in tle accompanying balance sheet _
govemmefltal funds a follows:

Crpitrl

bod futrd

Oti.r

tundi

Cash in collrercial hant(

Cash equivaldts h comercial buks
Total unrestricted deposits

Cash in codr€rcial baDk

Cash io GDB, rs fiscal agenr

Total resficred depo6its

Total carrriD8 arnount ofd€posils

$ 3,698,483

1,000,000
t r,69E,483

!,000,000
d698,483 4.69E.483

12.428,720

191,3t2 6,991,5s6 12,428,720 4,121-505 23-745,093

!__lp:f2:___!plL t2.428,720 4,12t .5os s 2s.443.574

u,.,,t; 69s7,ss6
2,63,105

1,458,400

1663,r05
2t,081.988

3. Mutricipal LiceN€ Tares

The Municipality is authoriz€d by Act No. El to impose and collect municipal license raxes to any
natual or legal person having tradc or business activities within the teritory of Can6vams. This is a
selfrssessed tax generally based on the business volume of ta,xpayers, measwed by gross revenues.
The Municipality establishes the applicable tax mtes_ Ar June 30, 2012, the municipal license tsa rates
imposed by the Muaicipality were 1.50 percent for financial institutions and 0_5-0 percent for other
9?es oftaxpayers. AIly taxpsyers that have been granted with a partial tax exemption under any ofthe
to\ incentive acts of the Commonwealth ultimately pay municipal license taxe; at reduc€d ta\ rutes.
generally between 60 percent and 90 percent under standard rales.

Each taxpayer must ass€ss the corresponding municir'al ric€nse tax by declaring the volume ofbusiness
through a tax retum to be filed every Aprit 15, based on the acrual volume of business (reverues)
gcnerated in the preceding calendar year. Taxpay€n with a sales volume of $3 million or more rnusi
include audited financial staternents with their tax retum firings. The tax can be paid by rhe taxpayer in
two-equal installments due on July 15 and Jsnuary t5, subsequent to the filing offie declamtion on
April i 5. The first installment ofihe tax covers the six-month period ended De-cember 31, subsequent
to the filing date ofthe declaration, while the secodd instalrment ofthe tax covers tfie six-mondr friod
ended June 30 ofthe subsequent calendar year. Ifa ta\payer elects to pay the tax in full on the filing
date ofthe declaration (genemrry Aprir r5), a 5 percent discaunt is grantid automatically on the total
tax amount due. Any municipal licens€ taxes collected itr advance (&at is, pertaining to a firt,re fiscar
year) are rccorded as deferred revenues in the GWFS and the GFFS (sec note l0). Total municipal
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license tax receivable amounted to $329,,g4 ar June-3o, 2012. Unearned (defened) municipal licensetax rev€nues re.orded in lhe accompanying CWFS and the g*".i t ra-"..r"*a lo $6.45q?20respectively ar June 30.2012

4. Property Taier

*,Y:::f.'t ,::*orized by Ad No. 8l to irnpose and colect properg/ taxes &om any natumt orregar person mal at January 1 .f-each carendaryeac ( l) is engaged in rrade oi business and is the o*neror FrsoDal or real pmperty used in !-ade or business Or (2) owns residential real pmperty uith e valuein excess of$t 5.000 (at 1957 mar*et pnces).

Personal p.operty taxes are self+ssessed by taxpayers every year using the book value of personalproperty asses ovmed by the taxpayer ar January I (lien; lery date) andrcporting such taxable valuetbough a personal property tax retum fired on May r s lare arr" a"J "ori*i;ffi subsequent to the

ff^TT:r_f: It: j:rat personat. property.tax rale- in force at June 30. ZOii t o.a: p..".nr 1orwn rcn hxpayers pay 6-6J p€rcent and the rEmaining 0.20 percenr is paid by the Department oiTreasury,
as a subsidy).

1..r1 !.p"_g ** "* assessed every January I (lien; levy date) and is based on estimated curenrvarues or ue property, dcflated ro lg57 market pdces. Real prcperty taxos a due and collectible on
:Tlro , 

T9 ,l,l 9f 
.lery fiscat year. fie rotal real property rax ralt" i, ior.. oir*" :0, zOr z **

.""lr.]1e_TTJ"l lTn ,.6J p€rcenr.is.paid by taxpayers and rhe remaining 0.20 percenr is atso paid by
rne uepanment oi I rersury- as a subsidy).

Residential real Foperty occupied by its owner (not engaged in trade or business) is exempt fromproperty taxes oDly on the fir.st $15,000 ofthe assessed vaiue 1ar 1957 market prices). For exempt

1i:un8; 
dre Deealrne,nt of Tre.sury assumes lhe payment of the basic tax (4.00 percenr and 6.00perc€^nt ror personat and rcal proFrty, resp€ctively), except for property assess€d foi less than g3,500

(at I 957 marker prices), for which no pa)ment is rnaae ty the Oepartn"rt .f i.*""ry.
Included within the total personal and real property tax .ates of 6.g3 percent and g.g3 p€rcent,
rcspectively, tbere is a portion ofthe tax iate in the amount of r.40 perce;t thar is restricted for rhe
Municipality's d€bt service requirements on bonds. Such amouns ari retordJ in the Municipality,s
debt servic€ fund

The-compositio, of property taxes receivable and the rerated defened rcvenue is as follows at June 30,
2012:
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Gcderal

fund

Debt

tund
Proprty taxes rcceivabte, net ofreserve

for doubtful accoLurts

Def€nEd (eamed and unavailable)
pmperty tax revenu.s in GFFS (note l0)

s t,543,J82 M,346 $ t,587,928

- s 1,543,532

5. Sal€s atrd Us€ Tar€.

The MuDicipality imposes a sales and usage tax within the teritorial limits ofthe Municipality pursuart
to rhe Intemal Revenue code ofthe Govemment ofpuerto Rico. This is a serrassessed tax consisting
of one and a halfpercent ( I .57o) on the sale price ofa taxable item or on the purchase price of all usagel
sto*ge or consumption ofa taxable item, as defined in rhe puerto Rico lntemal Revenue Code, as
amended. The tax is ass€ssed and collected on a monthly basis through a tax retum filed by each
business classified as tax withholding ageot.

The sales and us€ tsx reyenues arnounted to $2,605,2E5 for tie fiscal year ended June 30,2012, which
has been recorded in the general firnd since is available for general operating purpos€s. sares and use
taxes receivable amounted to $229,6'15 

^t 
l\ne 30. 2012.

6. CoNtructioD Excisc Taros

The Municipality imposes atrd collects muricipai mmtruction €xcise taxes to most natuml aod legal
persons aad any govemment.l i,strueentality thar carry out activities related to cons8uctiin,
expansion, major repairs, relocations, altcrations and other tJ4,es of permanent improvements to
rcsidential, commercial and industrial buildings and struct.res within dre tenitoriar area of the
Municipality. The tax is also applicable to irfiastucturo projects, the installation of machinory,
equipment and fixtures, aDd other tlpes ofconstruction-r€lated activities-

Tle construction excise tax generally is a serf-assessed tax irnposed ovea the cost oflhe projec! net of
cerain exemptions sucb as the cosas associated wi& rhe acquisition of lan4 Eojeci deaign a.d other
engineering f€es" licens€s and pe.mits" regal and accounting fees, and most marketing anJ advertising
costs- The tax is paid by the taxpayer at the beginning ofthe projeci

All singlcfamily residenlial const uclion projects not related to housing development projects,
condominiums" or any similar projects, are partially exernpt fiom cansbuctionixcise taxes. In addition,
a portion of all single-farnily residential improvement projects are exempt fiom conshuction excis.
taxes- AII projects carried out on buildings and st'rcturEs classified as historica, t easures by d,. puerto
Rico Planning Board have all in the tax rale applicable to conshuction excise taxes.

Conshuction excise tax revenues amounred ro $1,463,715 for the fiscal year ended June 30, 2012,
which has been rEcorded in rhe general tund as it is available for general operating purposes.
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7. Itrtergovertrmetrtd Receivrbl6 rDd payrbl€s

Intergovemmental receivables and payables recorded in the accomparying CWFS and CFFS are asfollows at June 30- 20 t2

Mtjo.

fitb tuIs toodj ,ssatsIn agovrarrprtat Eeiwb!6:
U.S. D€parrrnert of Houshg ad Urban Dcretopmar - capital projEt fimds
U.S. Deport'I€ ofHlalrh Jtd Huolan SeNices _ sraial Benoe fimds
Governm€lll D.velopn€rl &rk for pueflo Rico _ debt sqvi@ tud
Puedo Rico Tr€asury D€parrneot - g&reml ftnd _

Christrnas bonus rcimbursern€nr progrxD
Puerto Rico Elcctric Pow€r Aurhoriry-geneBt tu d

Total irtergovernncdt l rcccivabt€s

t"tog"rorro*rrof pot U,,',
Paymll eithholdingt ard enployer,, cot niburiors - ge@ot fund:

E tplorr6' R.rirqnot Sls@ ofttE covcrmdll ofpucno Rico
Puerto Rico Trca$ry D€pa.rneni
Pueno Rico D.pqrlllenl ofl_abor

Udities - genetuljhd:
Puerto Rico Water .rd Sewer AuLhority
Puerto Rim Elecaic ad PolE Aurhoriry

Toral int6.8ovemrncnhl pr,"bles

This Spoce It,.J Been Intenlioaoltf Lefi Bfank

t ,,trr4lt 1r2to \tffi

t-
7\274

492tO g

72274

, rr,r}

49,210

72274

t53,E33I53.833

19.210_

t40,E06

3.386
1,082

t40,E06

3J86
1,082

27,674

\497,3U

t40,806

3.386
r,0E2

27,674 2?.674
1,897,304
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Inter-ft rd TrrrssctioDs

The composition of ioter-fu&d balances ar Jurc 30, 2Ol2 and for the fiscal yesl dIen eDded is as follows:

G.n.I!l
Otlcr

Mdor govmrE d turds:

Capirul imprcvemrs bond fiud
Otls sovemtDental tunds:

Sp€cid rcvenE finds
C.pit l projecr tuds

Total

246

127E;476

1,257,5U

92,711 66,818

246

,27at476

1.2.57.5U

t59,529

-f

2,629,0t',1 66.818 $ 2.695.8r5

Gcn.rrl
Other Tot.l

fuftl!
Major goy@mdat fimdsj

C.pi&l improv@sls boDd ftnd
Oth€r govmm@bl imds:

Speial revaue tusds

Capical pmjesr fimds

Total

83

4,285

529,205

459.8t6 $ 459,899

4,285

529.205

520520

5J4_093 459.8t6 g 991,909

The principal purposes of inrer-fund receivabtes aad payables are:

r Recognize in the geneml frnd the outstanding balanct of th€ loans graoted lo non-major capital
Foject and special revenue irnds anounting !o $92,71I and S-f,ZSZ,SA+, iespe"tiveti, to{empo.ariiy cover the payorl and olher operating coss of several federariy'and state ftnded
Programs.
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The principal puposes of inter-fuDd transfers arE to:

. Make a routina.y tramfer of inte.est. ircomq ahounting to $529205 Fom ttre capitatimprovemenrs bond fund ro lhe general fund. ^ p"*itt"j uy fu*l ili, inlr"s in"o." i,generaled by the debr seftic. n".a,. a.po.is anj;, ;;;il;;"q;ilrry basis ro rhegeneral fund-

. Make a routinary fansfer ofresources, arnounting to $412;4q from the general firrid to theHUD secrion 108 toan guaranree,capital pO*6 n A iJ*r"i-,i" *iiii*, and interestpaymenrs on notes payable to the U.S. Departrnent of Housing and UJui O.-"."toprn"nt.

Inter-fund receivables and payables r.Dresent the pending settlements ofthe aforcmentioned transfers,which are considered by managemenr to be fllly ,irf i-fi""i1*. jo,loj;.''--'-^

Ar June 10.- 2012, rhe 
^general 

firnd reported_advanc€s (long-tem inter_fud receivables) fiom non_major special revenu!^funds_ar major capital project funds"amounting ,"1*s,2ia.-i1,"* 
"dr_*.fl:lg^-C9:iTl*l frr.rds have been.reported ar June 30, 2012 wift; d* uni uaran""s tiorn oO"rrunos ano ane not expect€d to be rrpaid within onc year after year-end. Accordingly. ar June 30. 20 12,the general fimd reponed a non-spendabte firod.ba-.. urount;ng io i zogrii mffi[.ry oi."to.. rt 

"portion of inter-fund receivabres lhat are considered c,rrent avairabre financiar reso'urces at tune 10,2012.

Thir Space Has Beei lrrrerrtionolb I4t Rlenk
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Crpital A$ets

Capital assets activity for the fiscalye3r ended JuDe 30,2012 is as folows:

Cost b{sis:
Cost basis of capial ossets, not subiect

ro dep.eciotion and ono baio;:
In$astsucture land
Construction in progress

Total cost basis ofcapital assets, not
subject to deprecialion and amortirarion

C$t basis ofcapitat assets, subject to
de prec i at i on and dm o n iz at i o n :

Bujlding. sEucturcs and building improvemenE
Infias_tllrcrure

lnnd Improvements
Licensed vehicles
Fumitm, fixtures, machinery and equipment
Machinery and equipmenr held undercaDiat teases

Toral cosr basis ofcapital assers subiect
ro deprec iarion and .rhonizarion

Total cost basis ofcapital ass€ts subject

Accumulated depreciation:
Buildings. sEuclures and buitding improvemenrs
hfrashcture
Innd Improvements
Licensed vehicles
Fumiture, fixtues, machinery and equipment
Machinery and equipment held utrdercapiIal leases

Ioral accumulared deprec iarion

Capital assets, net

ffi 20s24s

Balancr
at beginning

23,t39,578
22,186,466
2,210,091
7,38t,422
4,t29,091

6,043,667_

576.234

448,258 $
1,3o9327

'71,023

341,075
322286

23,139,s78
28230.133
2,2t0,091
7,381,422

4,705,325
20s345

5,650,7'74
7,764,269
1.748,064

6,87 7.25s
2,t86,341

$ 5,202,516
6,454,942
1.677,041

6,536,180
t,864,055

205245

This Space Hos Beel Intentionalt! Lelt Btank

Brlanc!
,t b€gintring

r,611380 l,6i r,480
r,302,9t r 4,525,840

59,251,893
62,16,284

Depreciation
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Depreciation-expense wal charged lo functions in the accompanyiDg govemmeDt - wide statement of
achvrtres as lalllows for the fiscal ye3r ended June ]0,2012:

251,211
60,152

48,865

312,01I
t,802,'736

t6,992

Geneml govehment
Public safety

Public housing and welfarc
Health ard sanitation
Urban and economic development
Culture, recreation and education

Total depreciation and amortization expense 2491,969

At June 
.30, 

2012, rhe estimated aggregale replacernent cost of the Municipality,s capital assets
lrmounaed to approximstely $72 million.

10, Deferrcd Reyenues

At June 30, 2012, defer€d.evenues rccorded in the GWFS arld the GFFS are as follorits:

Other
General qoyernanental

fund fuods

Total
govemmelltal

futrds

Strte&eDt
ofllet
,ssets

Esmed and arrovoilable retarrues:
Intergovemmental gm,ts and

contributions

Total earded ard
unavailable revenues

anea ted retenaes:
Property taxes

Municipal license taxes
Intergovemmental grants and

contributions

Total uneamed revenues
Total deferred revenues

t53,833 153,833 $

153,833 - 153,833

1,543,582

5,59E,461

7,142.043

- 1,543,sE2 t,543,582
- 5,598,461 5,598,461

7,295.876 1,2s1,262

Thit Space Eos Been Intentionalb L{t Blank

1,251,262 |,251,262
1,25t,262 8,393,305 8,393,30s

7,138 $ 8,393,30s

63



coMMoNwEALTH oF PUERTo RIco
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lI. I,ong-term Obltrtions

Th€ general long-term debt activity for the fiscal year ended June 30, 2012 is as follows:

Balance at Borrowitrgs Paymcnts Bahnce rt
,nd other or end ofbcginniog of

fiscal Ilrcreases deductions fiscrl

Balrne
dlle within

Bonds payable

NolEs payable:

U.S. DeparEaent ofHousing (HUD)

and lnball development

Resewe for federal cost disrllowances
Competrsated abs€nces

Toal

s 25,615,000 7,735,000 (r,635,000) 31,715,000 $ 2160,000

(325,000) 2,315,000 335,000

tE22t0
797,23 ,54l

(s,751237) 38,502,434 $ ,541

2,640,000

r82r t0
3,797 237 4,290,224

Historically, the generat fund has b€en used io ljquidale ceriain notes payablq compen$ted absences,
obligations under caprital leases, federal cost disallo*ra-nces and any otie, tong-i"in ["5;1;r". o*".
than bonds, except for notes payable to HUD, which have t." .""..a"A irifr" ron_major capitalprojec! firnds.

a) Debt Limitdion

The lv{uni.cipal-,t egislaturE is legally authorized to approve the coniracting of debrs of theMunicipality' Nevertheress, the laws and regurations oi the Commonwearth olf pueno Rrco arso
provide that:

. Direct obligations ofrhe Municipality_(evidenced principally by bonds and bond anticiparion
notes) ar€ backed by the full failh, credit and raxing power ofthi Municipality; and

. Direct obligations arE ,ot to be issued by the Municipality iffie amount of the principal oq
and the interest on, slch bonds and bond anticipation ;ote; (and on all bonds ad notes issued
thereafie$ which are payable in any fiscal year, togethei wittr any amouni pala by the
Municipslity in the preceding fiscal year on accouniof bonds or bond anticipation notes
guara{teed by the Municipality, exceed l0 perclnt ofthe total assessed value of'the property
located within rhe Municipality plns the batarrce ofthe ad velorcm taxes in the aett seffice
fund, for bonds payable and bond anticipation notes to be repaid with the proc."a" ofp-p.rty
taxos restrictod for dcbt s€rvicc.

ln additio& before any new bonds arc issue4 the rev€nues of the debt s.,vicr fund should be
sulfrcieit to cover the projected detrt service requi.€ment. The Municipality,s avaiiJte tegl aeUt
margin amounted ro 93.2 rlri iofl at June 30, 20i2, as published by th; Goi"-ln"rii:"r"top*"nt
Bank for Puerto Rico,

$ 32,2s4,447
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b) Boa.b Ptloble

The-Municipaliry issues general obligatio[ special obligarioo and public improvemenr bonds toIrnance the acqu;sition. coostruclion and impmvemenl'of capid;;;:;;ii*, ro tinancecertain operaring needs, including the payment to supplie.s in certain ci;;;;;..
The laws and regulatioDs of the Comrnonwealth of_puerto Rico pmvide that the Municipality,spublic debt will constitute a first ctaim on fts ay4iluOt" *""nu" old," ii,ritlJirr. ruuri" a"f,includes bonds and bond anticiDation ru,,i"ip"r,yi"i,."[il,;H!fi ";,ffJ;;il:ifr 

"*:To,".T'i:"*J,tr]-"H*s"[:
As described in Note 4. tle Municioalirv levies an aonual additional special tax of 1.80 perc€Dt ofthe ass€ssed value of pe*onal and resl pmJ,erty. -fhe proceeds ofthis addidoDal special tax arEdeposited in a sint ins tund estabtishea ar cDri wh.*bi .;+;;";i i;d;;L1L'L" ,o ,.ao.the bonds payable.of rhe Municipatiry in minimum *i*r ., *.fri"*ii,ill,iu1 ano ,n,.r"r,palmen6. The cottecions of this speciat rax are..r"d"d i; ;";;;;:;i,i:. i.[i."^,* n ra.
For financial reponing purposes, the outstaJding barances of bonds represenl the totar principal robe repaid. Bonds paFble is com;nsed as follows atJune j0- 20 t2:

This Space Has Reen Intennonaly l*ft Blaa*
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OurstatrdiDg

Public ImproyeEetrt Botrds:

2005 serial boads for the acquisition of major capital assets, original amount of
$3,1 15,000, due in annual principal installmens ralging from $1a5,000 to $2g5,000;
plus interests due in semia.nually installrnents at variable rates (4.62% at June 30,
2012) though July t,2019

2009 serial bonds for the acquisition of major capital assets, original amount of
$1,450,000, due in annual principal insiallments rangiug fion $165,000 to $260,000;
plus interests due in semiannually installments at variable rates (4.7|yo at h]Ifre 30,
2012) through July l, 2015

2009 serial bonds for the ac{uisition of major capital ass6ts, orighal amount of
$4,90,000, due in annual principal installmetrts rdnging fiom $75,000 to $420,000;
plus interests due iD semiannually installments at variable rates (4.7502 at June 30,
2012) through July l, 2033

Total public improvements bonds

GeneEl Oblisrtiotr Bopdsi

2001 serial bonds for the acquisition of major capital assets, original arnount of
$5,500,000, due in annual principsl installments raDging fiom $7S,OO0 to $4?5,000;
plus interests due in semiannually installments at variable rates (4.50plo at June 30,
20 I 2) through July I , 2026

2007 serial bonds for rvo*ing capital and th€ palrnent of accouna payable to
suppliers, original aDounr of 91,560,000, due in annual principal installhents
ranging fiom $l i 0,000 to $215,000; plus interests due in semiannually installmenrs
at variable rares (1.63010 al June 10.20t2) rhrough July 1,20t6

2009 serial bonds for wor&ing capital and the payment of accounts payable to
suppliers, original amount of $1,E45,000, due in annual principal inshllmenrs
ra.oging from $130,000 to S255,000; plus interests dre i. semiannually installments
at variable rates (4.75% at June 30, 2012) th.ough July l, 2018

r,940,000

920.000

4,750,000

7,610,000

4,410,000

925.000

1,425,000
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2010 special obligation note for 92y'75,000 as per resolution t3 serial 2009-2010,
guaranteed with sales and us€ tax funds, due i, annual principal iDstallmenB rangng
ftom $285,000 to $430,000; plus interests due in semiamually installments at
yaiable rates (4.75y. at June 30, 2012) through July 1, 2016

2012 special obligation nore for $2,380,000 as per resolurion 67 serial2lttt}t2,
gualanteed with sales a]td use tax funds, due in annual principal install&ents ranging
from $270,000 to $420,000; plus interests due in seftiannually installmerfs at
vaiable rates (6-00% at June 30,2012) through July 1,2018

20ll serial bonds for working capital and tbe !,ayment of accounts payable to
supplieE, original amount of $1,835,000, due in annual principal installrnents
ranging from $70,000 to $200,000; plus intercsts dDe in semiarmually installrn€nts at
variable rates (6.0(P/0 at June 30, 20 t 2) through July I , 2025

20ll serial bonds for working capital and the payment of accounts payable to
supptiers, original arnount of 96,070,000, due in annual principal instalknerts
ranging from $l10,000 ro 9530,000; plus interesrs due in semiarrnually installmefis
at vadable rares (6.00/0 al June 10, 2012) through t]uty 1,2032

2012 serial bonds for the acquisition of major capital assets, on'ginal e&ount of
$5,355,000, due in anrual principal inst llments ranging from $380,000 to $725,000;
plus inte.ests due in semiannually installments at variable rates (6.00% at June 30,
2012) through July 1,2021

Total geneml obligetion bonds

Total bonds payable

This Space Has Ban Inlentionqlb Lelt Blaa*

1,885,000

2,380,000

1,765,000

5,960,000

5,355,000

24,105,000

11,715,000

Variable interest lates on serial bonds are reviewed periodically by GDB and are based on the
fluctuation ofGDB's weighted average rare for its commercial paper progmm. Under this program,
GDB issues cornrnercial paper: (l) in the taxable and tax-exempt markets of lfte United
States of America, (2) in the Eurodollar ma*e! ard (3) to co4'oratioDs havi,g tax exempt;ons
under the Commonwealth's hdustrial lncentives AcIs and, which quali! for benefits pmvided by
the former Section 936 ofthe U.S. Intemal Revenug Code.
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Annual d€bt service requirements of maturity for bonds payable are as follows:

Fiscal year
ending

June30, Interest Total
2013

20t4
$ 2,160,000

2,315,000

2,480,000

2,66s,000

2,570,000

9,110,000

5,540,000

3,540,000

1,528,37E $
1,137,21E

1,603,760

1,58r,830

1,370,929

4,358,949
3,207,796

1,520,500

3,688,378

4,052,218

4,083,760

4,246,830

3,940,929

13,468,949

8,747,796
5,060,500

20t 5

2016

20t7
2018.2022
2023-2027

2028-2032
2033

Totals
1,335,000 213,'150 1,548.750

$ 3t,715,000 r7,123,r r0 $ 48,838,1t0

At June 30, 2012, accrued inte.est payable on bonds amounted to $711,400- Interest expense and
interest paid on bonds amounted to $1,462,367 and $1,432,349, .espectively, for the fiscal year
ended June 30, 2012.

Accordirg to sections | 03 and 148 to 150 ofthe U.S. Intemal Revenue Code and s€ctions 1.148 to
1.150 ofthe U.S. Treasury Regularion, the Municipality's the tax-€xempt bonds are subject ro the
a6itiage rebate requircments. At June 30,2012, the Municipality had no federal arbitrage liability
on bonds since interest income camed from the investrn€nt of unspent bond proceeds were made
in bank deposits thar generate yields lower thrn the rates applicable to the debt service paj,rnents.

c) Noles Payable b A.S. Depalrnent oflloasing and arban Detelopmerrl

The Municipelity has a loan guarantee commitment of $4,770,000 with the U.S. Department of
Housing and Urban D€velopment (HUD) puIsuant to an application under Section 108 of the
Housing and Community Development Act of 19'74 (Section 108) for dre oo struction of the
Multiples Use Center of the Municipality, which was concluded during the cunent fiscal year.
Section 108 c.mmitments ar€ tEquircd to b€ supported by a crcdit subsidy appropriation pursuant
to the Federal Credit Reform Act of 1990 (Credit Roform Act) and implementing guidance issued
by the U.S. Otrcc ofMa"aAement ard Budget (OMB). Therefore, in connecrion with its guarantee
of ihese notes, HUD obligated appropdated funds to cover the credit subsidy cost of the loan
guarantee, as required under fte Cr€dit Reform Act. Under the Cr€dit Reform Act procedures, such
funds are disbursed into a financing account as loan proceeds are disbursed by the lender (a local
commercial bank). The financing accouDt is in some r€spects equivalent to an intemal loss reserve
for the federal govennnent- Each disbu's€ment into the finaacing account is equal to the Ioan
advance times the credit subsidy rate, which is part ofHUD's budget approved by OMB and the
Congaess.

PursMnt to the credit subsidy implementation guidance issued by OMB, the undisbursei balance
of the crcdit subsidy obligation must be canceled on Septembe. 306 of Ote 5t fiscal yea. afte. the
period ofavailability for obligation ofa fixed appropriation account ends.
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The proceeds of the loan guarantee commitment are used by the Municipality to Fovide low-
income communities with another source of financing for the economic developmeot, housing
rehabilitation, public facilities and large-scale physical development projects. The notes on the loan
guamntee commitnent bear interest at various rates ranging Aom 3.82 percent to 6.67 percent. The
proceeds and uses ofthe loan guarantee commit nent are accounted for in the Section loE loan
guarantee firnd, a capital projects fund. The loan guarafltee commitrnent is repaid through financial
resources transferred from the gene.al fund to the Section 108 loan guarantee fund. Principal and
interest on these not€s are accounted for in the Section I 08 loan g arantee fund, a non-major capital
projects fimd. At June 30, 2012, the outslarding principal balance of $e loan grarantee
commitnent amounted to $2,315,000. The loaa guarantee cotl}mih'nent is subject to various
positive, negative and restrictive covenants that the Municipality has complied with at June 30,
2012. The principal and interest maturities on the Section 108 loan Suarantee commitment are as
follows:

Fiscal yesr
etrding
Jurc3o, Priucipet lD&rest Totrl
2013 $ 335,000 129,672 S 464,672

2014

2015

2016

2017

240,000 E4,304 324)M
240,000 84,304 324JM
175,000 55,749 230,'149

t71,000 49.766 220.766

d) Corrrperrsored A bsence,

At June 30, 2012, rhe liability for c.mpensaled absences is composed as follows:

DucwithiD DEe.fter
one yerr otreyear Total

Vacations $ 786554 924,180 $ 1,710,734

Sick leave 1,1t5987 1,393,503 2,579A9O

Totals $ 2,315,000 680,351 $ 2,995,351

Total $ I,912,541 2,317,683 $ 4,290,224

20t8-2022 666,000 199,064 885,064

7023:2025 468,000 77A92 545,492

This Space Eas Bee,, Intentionaly Lef Blank
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12. f,mployees' Retilement Systcmg

a) Plot, Descrbtion

The Municipality's employees pafiicipate in the Employees' Retirement System ofthe Govemment
of Pue.to Rico and irs Irsturenralities (ERS) a cost-sharing multi-employe. (as related to the

Municipality's reporting entity) delured pension plan established by the Commonwealth and

administered by the Retirement Systems Administrarion of the Commonwealti of Puerto Rico.
Substantially all full-time employe.es of$e Commonweslth and substantially all municipalities are

mvered by ERS under the terms of Public Act No. 447 of May 15, 1951, as amended (Act No.
447), All regular and temporary employ€€s oflhe Municipality become plan members ofERS at
the date ofemployment, while it is optional for office.s appointed-

ERS membeB, other than those joining it affer March 31, 1990, ere eligible for the benefits
described below:

. Retbemenl Annaig

ERS nemb€rs are eligible for a retiremenl aonuity upon reaching the following age:

Policemen and firemen:
50 with 25 years ofcrcdited service
5E with 10 ye8rs ofcredited servic€

Other employees:
55 with 25 years ofcredited service
58 with 10 years ofcr€dited seFr'ice

ERS members are eligible for monthly benefit payments determiDed by the application ofthe
stipulaled benefit ratios 10 the member's avemge compensation. Avemge coDponsation is
computed based on the highest 36 months ofcompensation recogriz€d by ERS. The annuity.
for which a member is eligible, is limited to a minimum of$300 per inonth and a maximum of
75 percent ofthe average compensation.

Meril Annuity

ERS members are eligible for merit annuity with a minimum of30 years or morc ofqedited
service. The annuity for which the plan member is eligible is limited to a minimum of 65
percent and a maximum ol75 percent ofthe average compeNatiofl.

Deleted RetirerrE r, Arrnaiv

A participating employee who cerses to be an employee of lhe Municipality after having
accumulad a minimum of t€n years of credited servic€ qualifies for retirEment benefits
provided hiJher contributions arc Ieft in ERS until reaching 58 years of age.

Coordinaled Plan

On the coordinated plan, by the time the ernployee reaches 65 yeals old and begins to receive
social secuity benefits, the pension b€nefits are rcduc€d by the following:

(a) $165 per month, ifretired with 55 years ofage and 30 years ofcrcdited service.
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(b) $ I l0 per mo h, if retircd witi less dlan 55 years of age and 30 yea.s of qedited servic€-

(c) All other betweln $82 and $ 100 per month.

(d) Disability annuities under the coordinated plan are also adjust€d at €e 65 and in some
cases can be reduced over $165 per month.

. Norr4oordinalal Ploa

On the noo-coordinated plan the participating employee and does not have any change on the
pensioD berefits npon rcceiving social security benefits.

. Reveisionary AnnuiE

An ERS member, upon retiiement could elect to receive a reduced rctirement annuity givirg
one or more benefit payrnents to hiyher dependents. The life annuity pa)fients would start
aft€r the death ofthe rctirE€ for an amount not less lhan $240 per yeaa or g€ater thatr the annuity
palments being received by the reriree.

. Occapolioiol DiJobilily Anr,uiry

A participating employee, who as a direct resuh oftfie performance of his/Ler occuparion is
totally and permanently disabled, is eligible for a disability annuity of 50 percent of the
compensation received at the time oflhe disability.

. Norr-occryarionalDisabilitfArrlr,io

A participating employee, totally and permanently disabled for causes not rclated to hiyber
occupation and with no less than l0 yesB ofdtdited service, is eligible for an annuity of 1.50
percent ofthe average comp€nsation oflhe fiIst 20 yoars ofcredited s€rvic€s, incr€ased by 2
percent for every additional year ofcredited service in excess of20 years.

. Dearh Benefra

Occrqrdional:

(s) Survivip! roous€ - anDuity equsl to 50 pe.c€nr ofthe participaring employee's satary at
the date ofthe dealh.

(b) Childrcn - $10 per month for each chil4 minor or studen! up to a maximum benefn per
familyof$100.

Noa-occtpaional:

&!g&i!ry - the conaibutions and inter€st accuriulated as of the date of the death plus an
amount equal to the annual comp€nsaiion aI the time ofthe death.
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ReJunds

A participating employee who ceases his/her employment with the Municipality without the
right to a retirement amuity has the right to a refund of the conaibutions to ERS plus any
interest eamed thereon.

At rend rerrr ro Act No- 47 ellecrive Jarraory 1,2000 to crede aDelined Contibutiol Plon

On Septemb€r 24, 1999, Public Act No. 305, a, amendment to Act No- ,147, was enacted to
establish a defined conEibution plan, known as Sysem 2000, to cover employeesjoining ERS

oD or after January I , 2000.

Employe€s tltat participated in lhe original plan as ofDectnber 31, 1999, had the opportunity
to elect to either stay in the defined berefit plan or tmnsfer to System 2000. Employees that
joired the Municipality on or afte. JanuaD/ l, 2000, were only allowed to become memtle$ of
System 2000.

System 2000 is a hybrid defined contribution plan administered by the Retiremenl Systems

Adm inistration ofthe Commonwealth ofPuerto Rico, also known as a cash balance plal. Under
this new plan, there is a pool of pl.n ass€rE which is invested by the System, together with
those ofthe cost-shadng multi-employer defined benefit plan. Neither the Commonwealth nor
the Municipality guarantee benefits at retirement age- The annuity is based on a formula which
assumes that each fiscal year the employee's conEibution (with a minimum of 8.28 percent of
the employee's salary up to a maximum of I 0 percent) is invested as instructed by the employee
in an account which either: (l) eslns a fixed rate b6s€d on the two-year Constant Maturity
Treasury Notes, (2) eams a rate equal to 75 p€rcent of the retum of rhe ERS' investment
portfolio (net ofmaragement fees), or (3) eams a combination ofboth altematives- PafticiPants

receive periodic account statements similar to those ofdefined co ribution plaas showing their
accrued balances. Disability benefits arE not gaanted under System 2000, rather are provided

to those participants that voluntarily elect to participate in a private insumnce long{erm
disalility program. The employers' contributions (9.28 percent ofthe employee's salary) with
respect to employees under System 2(m0 will continue and will be used to fund the cost-sharing

multi-€mployerdefined benefit plan.

System 2000 rcduced the rEtirement age from 65 yeats to 60 for thos€ employees whojoined
the currenl plan on or aner January l. 2000.

Historically, the state govemmeot ofthe Commonwealth ofPuerto Rico has reponed ERS and

System 2000 in its basic finsncial statements as pension tnrst funds. Accordingly, the

Commonwealth is curaently assuming any actuarial deficieocy that rhay exist or arise related

to the Municipality's participadng employees because ERS do€s not allocate to the

Municipality any actuarial deficiencies pertaining to participating mDnicipal employees The

Municipality is onty reqsircd by law to make statutory cortributions at the rates detailed below-
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. Arrrendn enb b Act No, 47

The Senate and the House ofReprcsent4tives ofthe Commonwealth ofpuerto Rico have the
authority for establishing or afircnding th€ contfibution requirements of S)stem 2000 by
approving the necesssl/ amendments o. laws, subj€ct to thc final approval ofr e Govemor of
the Commonwealth ofpue.to Rico.

In June and July 2003, the Govemor of tie Commonweafth sigred rhree public Acts that
Fovided the following certain benefits to rctirees:

(a) Increas€ i, minimum rnonthly pension pa)ments to $300, efective January l, 2005.

(b) Triennial 3 percent incre€se in all peDsions! effective January l, 2005.

(c) lncrease in widow and/or beneficiaries to 50 percent of1fie benefit received by the decesed
pensioner, effective Jan uary 1,2005.

All the benefits granted will be firn&d through budgetary assignmens in the Mmicipality,s
general fund with rcspect to its retired employees

The Boad of Trus1ees ofERS approve_4 effective November 17,2003, at increase in the
amounl granted on personal loans ro participating employees froln $3,000 to $5.000.

b) Funding Poliq,

The contriburion r€quirement to ERS is esrablish€d by law and is not actua ally determined. These
contributions arc as follows:

Municipality and othtr ernplolqs 9.28 perert ofapplicable payroll

Employees:

Coordination plan: 5.78 p€rcert of g.oss salary up to
$6,600 per year, plus 8.28 perc€nt
gross salary in o(crss of $6,600

Supplem€rlation plart: 8.28 p€rc€fll of gross salary. This is
the only choicr available to policernen,

fiEinen and mayors

The contribution rEquirement to System 2000 is also established by law and is noa actuarially
detemined. Thes€ contributions arE as follows:
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Municipality and other ernploy€is 9,28 percenr ofapplicable payroll

Employees: 5.78 p€rc€nt of gross salary up to
$(600 per year, plus 8.28 perc€nt
gross salary in excess of96.600.

During the fiscal years ended June 30, 2010, 201 I and 2012, the Municipality and the participaring
employees contributed 100 percent ofthe required contributions to ER.S turd System 2000. The
combined actual contributions made by th€ Municipality and its pafticipating employees to ERS
and Systern 2000 (which equal the required contribution amounts) were as foilo."i during the last
three fiscal years:

2010

2011

2012

The above actual employer confibutions for the fiscal years ended June 3O,2OlO,2Ol1, $d 2Ol2
include the employe. contributions to System 2000 arnounting to $t 12,026, $359,458, and
$325,343, respecrively. In addition, the above actual employee conEibutions for the fiscal years
€nded June 30,2010,2011, and 2012 include lhe employee contributions to System ,000
arnounting to $ I 01 ,9 I 6, $3 I 6,062 and $2E6,466, respecrivety.

The autho.ity under which obligations to contribute to ERS and System 2000 by fie plaDs,
memberq employers and olhor contributing entities (i.e., state or municipal 

"ont 
i-brrtio*;,re

established or may be amended by law by tbe House of Repr€sentatives, the Senat€ ard the
Govemor offte Commonwealth ofPuerto Rico.

Readers can obtain copies of the audited basic financial statements (GAAp basis) of ERS and
System 2000 by writing to Mr. Hdctor M. Mayol, Administrator of the Retirement Svstems
Administration ofthe Commonwealth of puerto fuco (the entity that administers ERS and iystem
2000) at PO Box 42003, Minillas Starion, Sa.turc€, puerto Rico 00940.

13. CommirdeDts etrd Coltingercies

The Municipality is defendart in various legal proceedings pertaining to matters incidental to the
performance of routine govemmental operations. Under Public Act No. lM of June 25, 1955, as
amended, persons a.e authorized to sue the Muoicipality only for caus€s ofactions set fo.th in said Act
to a maximum amouDt of $75,000 or $15Q000 if iI involves actions for damages to more than one
person or wherc a single injured paro/ is entitled to severa! causes of action. Under certain
circumstances, as provided in Public Act No. 9 ofNovember 26, 1975, as arnended, the Municipality
may provide its omcers and employees with legal representation as well as assume the pa),nent;fan,
judgment that may be entered against them. There is no Iimitation on the payrnent of strctr ludgrnents.

Fiscal yerr Employer Employee
eDded JuDe 30, coDtrib(iotrs codtributiotrs

668,447 595,10t

740,895 658,6',77

670,579
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with respect to pending and thrcatened ritigation, the Municiparity has not r€ported riabirities for
awarded 

_or 
anticipated unfavorable judgments as ofJune 30, i0r2. Management believes that any

unlavomble outmme in relation to pending or threatened litigation would noibe significar! ifany.

ft: Mrll"iliLi? lT ryportrd outstarding encumbmnc€s aflounting to $769,284 in the generat tund
at June 30, 2012. The Municipality intends to honor these encumb;mces, which will continue to be
liquidated under the culrent year,s budget during a lapse period that extenis into rhe subsequeot fiscal
year.

The Municipality receives financiar assistance fiom the federar Govemments ofrfie united states of
America ard the Commonwealth in the form ofgrants and entitlements. Receipt ofgrants is genemlly
conditiooed upon compliance with terms and conditions oftbe grant ageemenS and-applicabt fedeml
laws and regulations, including the expendirure of resourcei for ellgible purposes- Accordingly,
expenditures financed by these progmms are subject to financial id compiiance audits by-tlie
apprcpriate gantor. Disalowaflce as a result ofthese audits may become liabilities ofihe Municiparity.
The "Repo s on Complio,ce and Inlernol Control it, Accotdt nie with Goremment Auditing Stqndarfu
ahd the Requirenents of OW Circ lar A-133" for the fiscrl year ended June 30, 2010, disclos€d
various instances ofnoncompriance with appricabre laws and regurations aad with iniemar accounting
and administralive controls. rfexpenditurcs are disalrowed due 6 noncompriance wirh grant programs
regulations, the Municipality may be required to reimburse the granlor the disalowed amounts.
Management believes thar &e Municiparity wirr be able to compry with the terms of corrective action
plans that may be requested by the federal grantors, ifany-

On October 4, 2007, the Office of Insp€ctor ceneral (OIC) of rhe U.S. Departftenr of Housing and
Urban Development (HUD) complered an audir ofthe Community Developmint Block Grant activities
offie Municipality. OIG preliminarily concluded, subject to furthe. discussion and review with the
Municipality's managemen! that the Municipality,s financial management system (the System) did not
firlly comply with the applicable r€quirements set forth by HUD sinc€ allegedly rhe System: (l ) did not
suppon the allow ability of more than $885,000 in program disbursements, (2) could not account for
more than $501,000 in Block Grant receipts, (3) allowed the use of more than $23,000 for ineligible
program expenditures, and (4) did not disburs€ Block crant program ftnds in a timely manner (iash
management).

OIG also concluded that $e Municipality's management controls over its housing rehabilitation
activities were inadequate since allegedly the Municipality used Block crant firnds for new housing
consEuction and lacked adequate documentation to supfrort progmm accomplishmen8. Therefore, OIG
concluded that the related program expenditures of more than 936,000 are ineligible, and more than
$324,000 are considerEd by OIG as lnsupported pending to an eligibility determination by HUD.

Furtiermor€, OIG concluded that the Municipality awarded six contracts totaling more than $ I million
without following all HUD procuemert requircments and did not support the reasonableness of more
than $109,000 in Block cra disburs€ments and paid more than $70,000 for excessive expenditures.

OIG recommended that the Director ofth€ Sar Juan Omce ofcommunig planning srd Development
require the Municipality to repay more tha, 959,000 in inel igible expenditures and g?0,374 in excessive
costs. OIG has also recommended that the Municipality must provide all suppo.ting documertation
showing the appropriateness and eligibility ofmore than gl.E2 million in Block Crant disbursements.
In addition, OIG has r€commended that the Municipality must develop and implement an intemal
control plan to ensw€ that the Block Grant Program has: (l) a financial management system that
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complies with HUD requirements, (2) controls and procedules which ensure thal the housing
rehabilitation activities meet the program objectives, and (3) pocurement procedures which ensure that
goods and servic€s are obtained at the most advantageous terms and in a manner providing full and
open competition. Finally, OIG recommended that ifie Municipality must enswe that Block Grant
expenditures are properly accounted for,.e@nciled with HUD'S disbursement system, and in
complianc€ with HUD requircments.

As ofthe issuance date ofthis Comprehensive Annual Financial Repor! OIG,S findingg conclusiors
and recommendations do not necessarily contain final conclusions and are subject to revision b€sed on
discussions and furth€r documentation to b€ paovided to OIG by tle Municipality,s management.
Currently, the managoment ofthe Municipality is in the procass ofreviewing the findings, conclusions
and recomfierdations ofOIG aod anticipates that many ofthe aforEmeftioned findinp will be cleared
and will not prevail in the final audit report lo be issued by OtC. In addition, the fmal firdings and
recomftendations arising from this audir are subjecr to a final detemination to be made by HUD.

As a cons€rvative approach, the acmmpalying basic financial statements include, as p6rt ofits long-
term obligations, a reserve of $182,210 for federal cost disallowances to cover anv disallowed mstr
arising from the final delerminalion ofHUD over OIC'S finalaudil repon- Management believes that
any unfavomble outcome in relation to any possible disallowed costs would not b€ significan! ifa{y.

14. FuDd Balurces

As ofJure 30 2012, fimd balance is comprised of $e following:

Crpit l
improvemenb Debtservic€

Gell€Ial fund bond frod fund

Other

funds Tota)

Irng-term inter-fildd loans

Debt service

Capital projects
Public housing and welfare

Unassigned
Total find balances

s 169,2U - $ 't69,2U

- 4242,894
$46,412 1t.7m372

n24 n,D4
- 10,,r$,960

424,894-

This Space Hos Been In entionally Left Blanh.
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II{DEPf,I{DENT AUDITOR'S REPORT ON INITRNAL CONTROL OVER FINANCIAL
REPORTING AND ON COMPLIANCE AND OTEER MATTERS BASED ON AI\' AUDIT OT'

FINANCIAL STATEMENTS Pf,R.F'ORMf,D IN ACCORDANCE WTTH @YE*NMENT
AUDITING STANDAR'DS

The Honorable Mayor, Members ofthe
Muoicipal Legislatue and People of
the Municipality of Can6vanas
Can6vanas, Puerto Rico

We have audited the financial statements ofthe govemmental activities, each major fund, and the

aggegate rcmaining fi.rnd information of the Commonwealth of Puerto Rico, Municipality of
Can6varus, as of and for the year ended June 30, 2012, which collectively comprise the

Municipality's basic financial statements and have issued our report thereon dated January 9, 201 3-

We conducted our audit in accordance with auditing standards generally accePted in the United

States of America and the standards applicable to finarcial audits contained in Govemment

Auditing Stqndords, issued by the Comptroller General ofthe United $ares.

tnternal Control Over Financial Reportinq

Management ofthe Municipality is responsible for establishing ard maintainiog effective intemal

cootrol over financial repoting. In planning and perfonning our audi! we considered the

Municipality's itrtemal control over financial reporting as a basis for designing our auditing
procedures for the purpose of expressing our opinions on the financial statements, but not for the

purpose ofexpressing an opinion on the effectiveness ofthe Municipality's intemal control over
financial repo*ing, Accordingly, we do rrot exprcss an opinion on the effectiveness of the
Municipality's intemal control over financial Eporting.

A defrciency in internal contol exists whelr the design or operatior ofa contol does not allow
management or employees, in the normal cours€ ofperforming thei assigned fimctions, to prevent,

or det€ct and correct misstatements on a timely basis. A matefial teealo2ess is a deficiency, or a
combination of deficiencies, in intemat control such that there is a reasonable possibility that a
material misstaGment of the entity's financial statements will nor be prevented, or detected and

corrected oD a timely basis.

Our consideration of intema.l control over financial reporting was for the limited purpose described

in the first pa.agaph of this section atrd was not designed to identii, all deficiercies in intemal
control over financial reporting that might be deficieDcies, significant deficiencies, or malerial
weakrcsses. We did not identift any deficiencies in iDtemal cootrol over furancial roporting that
we coDsider to be material weaknesses, as defmed previously.

Rio Pi€d6 Heigh6 CaUe Tinto # I 733. Sa Juai! P& 0092&3252
TeL PATtfU-n11 Fu (787) 625-9801, Emailr jEonbte,@.Ec8



INDEPf,IIDENT AI]DITOR'S REPORT ON INITRNAL CONTROL OVER FINA}ICIAL
REPORTING AIID ON COMPLIANCI ,AI\D OTITER MATTERS BASED ON ANI AI}DIT OF

FINANCIAL STATEMENTS PERFORMf,D IN ACCORDAIICE WTTE COVEXNMENT
A ADITING STANDARDS (CONTINUED)

CoEpliance and Otler Matterg

As pan ofobtaining rcasonable assuance about whether the Municipality's finaDcial statements
are fiee ofmaterial misstatement, we performed tests ofits complianc€ with certain provisioDs of
laws, regulations, contracls, and gra agreeme s, noncompliance with which could have a dircct
and material effect or the determination of financial stalement amounts. However, providing an
opinion on compliance with those provisions was not aa objective of our audig and accordingly,
we do not exprcss such an opinioD. The results ofour tests disclosed tro instances ofnoncompliance
or other matteB that are required to be reported ulrdet Government A diting Standqrds

This rcport is intended solely for the information ard use of maDagement ofthe Municipalify of
Can6vanas and others within the entity, and fueral aDd state awading agencies and pass-through
entities, and is not intended to be and should not be used by anyone other than these specified
parties.

Sarr Juan, Puerto Rico
January 9,2013

Expires December 1, 2014

The stamp lumber 2646879
was affixed to the originFl report.

License 96
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Qo544,.., Tonnrs & Co., PSC
Certified Public Accountants and C6nsu1ans
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IIIDEPEIIDENT AUDITOR'S RXPORT ON COMPLIANCE WTIE REQUIRXMENTS
APPLICABLE TO EACII MAJOR PROGIRAM AIID ON INTERNAL CONTROL OVf,R

COMPLIANCE IN ACCORDAI\aCE WrTE OMB CIRCUI"{R A-133

The Honorable Mayor, Members of rhe
Municipal Legislature and People of
the Municipality of Can6vanas
Can6vanas, Puerto Rico

We have audited Conmonwealth ofPuerto Rico, Municipality ofcan6vana,s compliance with the
gpes ofcompliance requircments descdbed in he OMB Circulqr A-133 Compliance Supplement
that could have a dircct atrd matedal effect or each ofthe Municipality,s major federal programs
for the year ended June 30, 2012. The Municipality's major federal programs are identified in rhe
summary of auditor's results section of the accompanying schedule of findings and questioned
costs. Compliarc€ with the requirements of laws, rcgulatiols, codracts, and grants applicable to
each of its major federal programs is the responsibility of the Mudcipality,s managiment. Our
responsibility is to express an opinion on the Mtmicipality's compliance based on our audit_

We conducted our audit ofcompliance in acrordarce with auditing standards generally acceped
in the United States of Americq the stardads applicable to financial audits contained in
Goyethment Auditing Stand4rb, issued by the Comptroller General of the United States; and
OMB Circular A- 133 , Audits ofstates, Local Govemments, and Non-profit Organizalions. Those
standards and OMB Circular A- I 3 3 require that we plan and perform the audit to obtain reasonable
assura[ce about whether noncompliance with the types of compliance requircments rcfe[ed to
above that could have a direct and material effect on a major federal program occured. An audit
includes examining, on a test basis, evidence about the Municipality,s compliance with those
requirements and perforrning such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion. Our audit
does not provide a legal deterrdnation ofthe Muricipality's compliance with those requirements.

ln our opinion, the Mrmicipality complied, in all material respects, wilh the compliance
requiremants rcfered to above that could have a direct and material effect on each of its major
federal programs for the year ended June 30, 2012. However, the rcsults ofour auditing procedures
did not disclosed instam€s of noncompliance with those requirements, which are rcquired to be
repo.ted in accordance with OMB Circular ,4-133.

lntemal Control Ov€r ComDliance

Management ofthe Municipality is resporsible for establishing and maintaining effective intemal
contol over compliaace with the rEquircments of laws, regulations, contmcts, and grants
applicable to federal programs- In planning and performing our audit, we considered the
Municipality's intemal conaol over compliaDce with the requiremoots that could have a direct and
material efFect on a major federal program to detemine the auditing procedures for the pupos€ of

Rio PiedE Heights, Calle Tinto # 1713, 36 Jua4 PR, 009263252
Tcl. (787t 10G7777 F (767)62J-9601, Email: jgorzle2@cp&com



INDEPENDENT AUDITOR'S R,EPORT ON COMPLIAI\ICE WTTII REQUIREMENTS
APPLICABLE TO EACH MAJOR PROGRAM AND ON INTERNAL CON'IROL OVER

COMPLIANCE IN ACCORDANCE WITH OMB CIRCT'LAR A.133 (CONTTNUED)

exFessing our opinioD on compliance and to test and repod on intemal control over compliance
in accordance with OMB Circutar A-133, but not for the purpos€ of expressing an opinion on the
efectiveness of intemal control over compliance. Accordingly, we do not express an opinion on
the effectiveness oflhe Municipality's infemal control over compliance.

A delciency in intemal control ovet compliance exists when the design or operation of a control
over compliaoce does not allow management or employees, in the normal course of performing
their assigned functions, to prevent, or detect and correct, noncompliance with a t),pe of
complialce requirement of a federal progam on a timely basis. A zraterial weakness in internal
control ow compliance is a deficiency, or combination of deficiencies, in inteinal control over
compliance, such that there is a reasonable possibility that material noncompliance with a q?e of
compliance requirement ofa federal program will not be Feyented, or detected atrd corected, on
a timely basis.

Our consideration ofintemal confol over compliance was for the limited purpose described in the
fiIst paragEph ofthis sectior and was not designed to identiry all deficiencies in intemal control
over compliance that might be deficiencies, significant deficiencies, or material weaknesses. We
did not identiry any deficiencies in intemal control over compliance that we coDsider to be material
weaknesses, as defined above.

The Municipality's response to the findings identified in our audit are described in the
accompanying schedule of findings and questioned costs. we did not audit the Municipality's
response and, accordingly, we express no opinion on the response.

This report is intended for the information and use ofmanagement, oihers within the organization
ard federal awarding agencies and pass-tkough e ilies and is not intended to be and should not
be used by anyone other than these spccified parties.

SaII Juan, Puerto Rico
January 9, 2013

The stamp lumber 2646880
was affixed to the o.igiml rcport.

,fr eq,as
T]PA, PSC

Licens€ 96
Expires December l, 2014
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COMMONWEALTII OF PIJERTO RICO
MI'MCIPAIITY OF CANOVANAS

SCHEDULE OF EXPENDITURES OF FtsDERAL AWAITDS

YEAR ENDED JttrE 30. 201 1

US Dcp.nDctrt ofHoulirs ad Urblr
Section 8 Housing Voucher
Housing opponuitiB for p€.son with
AIDS (HOPWA)
Coununity Ddelopment Blck Gfft
Entitlem€nt Gmts
Commuity Development Block Gmt
Secllon t08 l-oan Gu@tee
Homeles$ess Prevcttiotr And R.Pid
Rehousins Prognm

'l otat US DeWflNnt of Housihg dltd
U.ban Dewlopne

F.d.ral CFDA Pais-r}.orgh

Erp.rdata]t3

I 233,77s

14,194

1960.597

43440

174.964

2,815,870

t4.871

t4.z4t

14218

u.244

14.257

RQ.46V-0750 r

B{9-MC-72-00I 8

B-99-MC-72-OO I E

s49-MC-72-0019

US D.port-e.t of HaltI Atrd Hol|trn

Pass-tlrough ofih€ D€parEn€nt ofFamily -
Child Care and Dwelopm€tlt Block Cmnt

l'otal Uli D.potwd of Heaih And
Hunan Sedices

Us Dep.rtuent of agicuhrr.
Pasthmu8ll of the Purto Rico

D€partmat ofEduczrion - Child d Aduh
Care Fed Progrnm - PACNA
Pass-thmugh ol Oe Puerlo Rico Elderlv

Comision - Food Distdbution_child and

Adult Car€ Food Progt"E

I otot US Deportnent oJ Agri. twe

'l ot l l.derd Assi!.ttrc.

241-2010400116 458,510

458,510

9l-i75

t0.558

10.55E

ccc:221 3.233

160,716

163949

3,438,329

The accompanying notes are an htegral part ofthis schedule
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COMMONWEALTE Of, PUf,RTO RICO
MUMCIPALITY OT CANOVANAS

NoTEs To SCHEDULE oF EI?ENDITI,RTS oT FEDERAI- AwARDs
YEAR E}{DED JLINE 30. 2ot I

r. GENERAL

The accompanying Schedule of Expenditures of Federal Awards preseqts the federal gmnt
Tdriq 9l tlre_ Municipality of Can6vanas of rne Commonweairt oi-po".to Rico. TheMunicipality of Cantivanas reporting entity is defined in Note f io tt 

" 
t,f*l"ipAity," t*;"financial statements.

2. BASIS OF ACCOUNTING

The accompanyiag Schedule of ExpendihEs of Fede.al Awards presents the federal granractivity.of Muiciparity of can6vanas and is presented on ttre moclrtea accruar basis of
1coy1ing. The bgls ofaccounting is the same used ro prepare the funJfinancial statemens.
The information of this schedule is presenred in accordance with the requiremens ofthe OMB
C ircular A- I 3 3. Aud it of State, Loci. Govemments. and Non_proii Or!irri)r,io*. ft.r"for",
some amounts presented in this schedule may differ from amounts preinted in or used in theprcparatiom ofthe basic financia.l stateEents

3. FEDERAL CFDA NUMBER

The CFDA number included itr this schedule ar€ detemined tused on the program name,
review of gmnt contract information and the Offce of Management *J n"agoi Cutufogrr"
of Federal Assistance.

4. RELATIONSHIP TO TIIE BASIC FINANCIAL STATf,MENTS

Reyenues and expenditurcs of the federal awards are included in the Mmicipality,s basic
financial statements within the Nonmajor Govenrredal Funds. the recolcitiation between
the expenditues in the basic fiDancial stateme[ts and expenditues in the Schedule ofFederat
Awards is as follows:

Expenditures in the basic financial stalements:

NoryrBjor govenrEltal firrds
l,ess: Non6deral ogenditures

Total operditures in rlE SclEdub of
Federal Awards

6,t87,795
Q,749,466)

$ 3,438,329
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- '. 
LOANS OR LOANS GUARANTEES

Section 108 I-oan Guarade€ is included in the statement ofNet Assels wilhin the long-term

- 
debt. Outstanding balance of the nole payable io HUD at June 30, 2010, ,_o*i"a ro- $2,640,000.



COMMOATWEALTE OF PIIIRTO RICO
MIJNICIPALITY OT CANdVANAS

SCHEDULE OF FINDINGS AI.ID QT,ESTIONED COSTS
YEAR ENDED JT,,NE 30. 20 I ]

SecaioD I - Sutrmaiy ofAuditors' R6ulti

Finoncial eaenens

Type ofauditoE, report issued: Unqurllfu
Intemal consol over financial repo.ting:

Material weahess ideDrifi ed?

Significant defcienci€s identified nof comidered to be material

Noncompliance naterial 10 fi nancial staternents noted?

Fedetul avards

htemal ConEol over .najor pmgmrns:

Mat€rial weahess identifi ed?

Significant defciencies identified nor co.sidered to b€ nat€rial

TyF ofauditors' rcpoa iisued on compliance for major prwmms:

Any audit finditrgs disclosed rhat ar€ rcquired to be rEported in
accordance with Circu lar A- I 33. S€crion .5 I0(a)?

ldarlificalion of ,rator proenm

CFDA Number

Yes _ No_L

No _L
No -L

Yes_ No_L

Yes _L No-

Uqualified

Yes_L No _

t4.218

14.248

93.575

Community Development Block Cmnt Enrittemenis cr.nls
(Stat. Administered Smau Cities progam)

Comnunity Development Block Gnnt, S€ction 8 Loan cuarantae

Pass-thmugh oflhe Departbe ofFamity -ChildCare Devetopmenl Block
Crant

Dollar thr€shold used to disringuish betweeo T}?e A and T}Tle B
prograrDs

Auditee qualified as low-risk auditee?

Waive risk crireria under 520 (i) ofcir[ular A-133?

.Or les motmt when ARRA fimds wer€ disburs€d.

$300,000'

No _L
NoL
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s.".,,,,oyrHf,T#ffi ,",:ffl 3:#ltf .o*,*uo,
YEAR ENDED JT,INE 30, 20I1

Section tr - Financial Statements Findirgs

- NOIYE

SectioE III - Federal Award Findings and euestioned Costs

NONR
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COMMOITIWEALTH OF PUERTO RJCO
MT'MCIPALITY OT CANOVANAS

SUMMARY oF PRIoR YEAR SCHEDULE oF FINDINGS AxD QUESI.IoNED cosTs
YEAR ENDED Ju}.rE ]0,20I I

The following schedule contains the finding number, CFDA Number, and tifle of each of the
findiags included in the Report on Compliance with Requirements Applicable to Each Major
Progam and Intemal Control over Compliance in Accordance with OlvtB Circular A_133 for the
Fiscal Year elded June 30, 201l. uader the heading corrective Action Taken there will be the
following:

FR - Fully Resolved (indicating the corrective action plan was fi ly implemented)

PR - Partially Resolved (irdicatins rhe conecrive action plan was panially implemented and thefrnding repeared in fis cal yeu 20ld-201 r 1

NR - Not Resolved Yet. (Finding repeated in fiscal year 2010_201 l)\

3ilfl""r' CI'DA Curreot Strtus of prior year Audit Fedcral Aw.rd
Xumbe? No. Fitrdirgs part III FiDdings. (As required by OMB Actiotr

Circular A-133)
1l-01 14.871 Inadequate Documentation of participant Files (Modemte FR

Housing Rehabilitation program)

ll-02 14.218 Imdequate Documeotarion of parricipanr Files (Moder e t"R
Housing Rehabilitarion program)
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