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I N DEPEIIDENT AU DIIORS R EPORT

To the Honorab[e Mayor

And MunicipaI Legislature

Municipality of Ciales

Ciate5, Puerto Rico

R EPORT OI{ T HE fIMNtrAt STAIEIiIEITTS

We have audited the accompanyi'g fiflaflcial statements of the governmental activities' the business-

tloe activities, the aggreqate discretety piesented component units' each- major fund and the

l'Jrl"lllJ il'-l',i'^, i]ii"'ii"i."i"" "tir'i 
Il'"lcipaLitv ot ciales' as orind ror the vear ended June

.^ ,n11 inrl the related notes to the finanjat st"tem"ntt' which collectively comprise the

't.tluni.o"p;i,,r;c;i;' ;asic rinanaaL sute'"nts as listed in the table of contents

lilANAGEl,lENT'S RESP0t{SIEILITY toR THE FttlAt{CIAL STATEI'IENTS

Manaqement is responsibte for the preparation and fair presentation of these financiaI statements ;n

::":ffi;'il ;;:;;6"g p'inopt"' s""o;trY accepted in the lJnited staLes or America; this incLudes

the design, imptementation, una Inuint"n'*J of thu inte'nat tontrot televant to the preparation and

fair presentation of financial statements iiil utt f"" tr.otn material misstatemenG' whether due t0

fraud or error.

AUDITOR'S RESPO}ISIBILITY

our resDonsibility is to express opinions on t}ese financiat statementJ based on our audit We

conducted our audit in ac(ordance witr,r .raii"g ;i"tlt q"nerally accepted in.the united States of

America and the standa,a' 
"pp[tat 

t" to fiiinJai a'rdlts contained in 6ovemnent'Auditing Standatus'

i<sued bv the Compro[er cun"'uL ot tf'"ilit"iituli' tfrose standards.require that we ptan and

;#,n d:rff;il;i" t*t"*ti" tt*"i* ;bout whether the financial statements are free from

material misstatements.

An auditinvolves performing proceduresto obtain auditevidence aboutthe amounts and disclosures in

the financial 5tatements- rf'" p'ot"o""] t"f"Ld depend on tie audito/s judgment' inctuding the

assessment of the risks ot Inut"auL 
'itttut"-ln"iiif 

ttte finana't statements' wfiether due to fiaud or

error.In makinq those ri,l u""""n*'iit t'iitor considers inte'nat cootrol relevant to the entitY's

;H;*;;H f";;t"r"""ti"" "t*" ti"""llittuiu'"ntt ln ota"{ to design audit pro'edures that
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ora oppropriole in fhe circumstonces. but nol for the PUrPose of erPressin{.-or. opinlon on ihe

eFfec ,,,eness oF tfie entitys internot con1rol. Accordingly,'Ie'epress 10 such oP.inion' An oudit olso

i,ilila.l]'jii,","ii i]* ffiip.iot*"" or o""o,,"tinq poiic'i"* 
"'d'ond 

the r"dsonobleness of sisnlriconl

occcunting estimotes mode uy monagemen-ti-"1 *Jfi ot ""i'"ri"g 
the or€rdll Presentotion of the

Finonciol state,nenis.

We b€lieve thdt lhe audit €vidence l,e hove obtoined ls sufficient ond oPP'oPridie lo Provide o bdsis tor

our opinion.

oPIt{IO{S

In our oDlnion. tl|e flnonciol stol"fients referre/ to obove Pfes€nt fdirly, in oll moteriol resPects, the

ll#"]'*"i,,i,iii"i p".ii-r"i a tl" go''.;;;'i o"ti'iti's' each mqlor runa' ond th.- ossre4ote

rmdtnina fund info.notlon or '" uuni"ipiinl Ji iiortt' ot oe June 
-30' 

2013' dnd the respeclive

chonoes ln finonciol positlon. ond 'h"t" 
;;i;iJ;'-;;th rt's tttettol lot ihl. val' fhen ended in

Illllii"* tiii-rt J"*l,r.ing pilnciples gener'ilv occePleJ in ih€ unlt'd Sloies of Amerlco'

OllIER MATTENS

Peluit"i WenPrlory llfot itdliot'

Accounnns princrpres se*.:Iv f 
.?l"d- :l*".iu#fl *'"?# 1ffi1?ff:#iJEH".fiffi 1;

,J;l.j#ilLTlr,:8"'#a:i'#ll?*T:'Hfi#"iiliii.,,, air,"tsi nor.o port orthe blsic rinonciar

stliements, is tequired by th€ eo'"t"t"itliit"o*iiig itondords-Boord' hrho considers It lo be dn

as3enllol Dort of fltuncidl reportrng ror'o-loc;-; Boslc fimncial sldle enls in on opproPriote

dDerotiondl. econornic. or historical contert.Plil'itl* ippita-*""'" t''ited P'-ocedur6 to the recuhei

:ffii+il1"f;:l'Hfl lt#;'r"lh*'*,"*ll:'"lll*m*::ffi#'I#':1"]1i:1''tr
il{it-;$x"[:u{r,'f,'k*1#i1*#"#hl;t#+rlir";r'u::mr;;
stdtementt we do nol e+'ats - atti*ot!"'-'it iiy o=ss':rJnce on ttre-tr*orm"tlon becduse ihe

limtted procedures do no Provlde " ''ih' 
;ffi;;; evlience to erPress dn oPinion or Provide dny

assuaoice.

Our oudit Has conducted for ltle PUrPos€ of fodhlng oPinions on fir fT:I:"] stafements thot

.^ e.Jtvetv cofiDrise ttp ttrniapofity ot lilles'Uotic ftfuniiol stotements. The lntroductory seclion'

::11?ffi ',"?i[,fi +;"ril;. r,"'y;'*l"i"Xiij*T'"'* U'*:f; #;*, T,ffi;1i"'ifl
,,.T::trrf#i"#1":st":iii:"r:,;,J::#lif.tm;;;f j.il#[:*X,tr'#,;H.
bv U.S. Offlce of Mondgemenl ond Budge'
"ilri iilfirir^lilii' J"o not o ..iaui"z port of the bdsic rinonciol rtdtaienls'
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Ihe combining and individuaI nonmajor fund finanoal statements and the schedu[e of expenditures of

iea"ratawa.asar"ttteresponsibitityofmanagementandrverederivedfromandrelateddirectlytothe
,"a"rrvi"g i.*r"ti"g and o$rei records 

"used to prepare the basic financial-statemenB' Such

intorrution ttu, t"un iubjected to tie suditing procedures apptied in the audit.ofthe basicfinancial

,tatur"nt una ."rt in adiitionat procedures,inctuding comparing and reconciLing such information

air"atv to tt 
" 

una"rfyng accounhng and other records used to prepare the basic financial statements

", tiJ Ui,i. ri"-air ,Lt"r"rg th"r,ut 
"i, 

and other additional procedures ir a.cordance with

"ra,*g 
;"a"td. g""arally accepted in the llnited States of America ln our opinion' the combining

and individual nonmajorfund fina n ciat statements and tie schedute of expenditures of federaI awards

are tairty statea in atimateriat respects in relation to tie basic financiaI statements as e $tote'

other Reportinq Required by Go'.emmett Auditing Standards

In accordance with Govennent Auditing stz,dany'' we have atso issued.our lePort dat€d Ma\ 7 ,2074,

"""rrir"tia"rr"r""ftheuunicipatityofCiales'internalcontroIoverfinanoaIreporhnqandonouri"rt oiltt*.ptiun." with certain provisions of lalYs' regulations' contracts' and.grantaqreements

and, other matters. The purpose otttat t"pott ii t" a'ictibe the scope ofour testinq of inte'nal

controtover financialrepo.ting o,on totpti"*e Thatreportisanintegratpartof.anauditperformed
jn accordance wjth Govemnent Audihng sandards in considering the Municipatity of tiates'internaI

controI over financial reporting and compliance'

q=-"t san Juan, Puerto Rico

l',!ay 7,2014

ADVANCED CPA, LLC

Certifi ed Pubtic Accountantl

(of Puerto Rico)

Stamp E104450 ofthe P-R. S0cietv of

Certified Pubtic Ac.ountants has been

affired to the fite copy of this report'
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MAITAGEU EI(T'S DISCUSSION AND AI{ALYSIS

The MahagcnEnt's f)iscussion and Anab6b (MD&A) 
-of 

t}le Conrmrnvealdr of Puerto Ri'o'

ful'itrnfiri of Ciahs (ttr M,!.ichohyl franchl perfonmrce pror,des an ovewiew of the

'Jiffitlri'."ir#;""Jfu.-'il' il-fu"a v'"' ended rme.30 '9'l T * & A should

be read ir in c.njuctbn ,,ih i}e rrans;al k'er on page 12 ard.rl* Mmbbality's fuancial

.o,.r*.t, il,tn- t"gin on page t3. The fialragenErd-'s dhcussi'cn and anabsis incMes

;;;;& J, t. i.;o. v.ar ui tttit infonation tava abl€ for the fiscal vear erded June 30'

2013.

ThisMamgerrEnt,sDbcussionandAllabsls(MD&A)isprepaEdasatesu[ofthe
r"i*-J**.icos" :+ ana it us been desigped accordingly wfth the following goah:

a. Assbt tlre rcader in focuing on significant ftnrrcial issues'

i. p.o"lt" ar overvbr{ of fie Mwbbality's lirurcbl actiirry'

". ii*fy 
"h^.g". 

in Se Mwricpifty's enrcial posi[on (its abtlity to address the next

and, subseqwnr )ear claflenges)'

a. ia"rttfv -y,."t".iuf deviatirns from tlle fttancial ph (tle approved budget)' a'd

e. Identi& indivilual fud bsues or concert6'

Frtr inEntals of Fitrrtrcial Staterretrts Prcsentrtior

The new approach on tlr prepamf'on of dle MuEtmlfty's francial infoli:n coirsists of a

ta*t "i*i't ^*r.i sta#ns with a change m 6c focrs fom Previous- tnarrhl shtenEris'

ilt il;;*". 
-6*.ror"m-*id" 

a"a npj-or n'usr alhw the user address- rebvant questiotr's

.t"*' itJ -ritg"-t y's perfotnance broaden a basb for coqarisln 0/ear to year or

il;m,i; t r-goi;;m)' a"d e''l'a*e their d&bt'alitv's accounrabiliry

Because of tie irpbrrEdatbn of tbese new reporting standards' *l g9^ inforration wil

;;;";,ty';;;it *io ptr' vear' Howivcr in fimne v'an' corpadsors will be nnre

nreaningfirl and wrll provile u t"n' Jt'"'nd;g of the mnicipality's finahcial positbn ard

resuls of its opemtiros.

General Fund

In mire of the diffrcult ecorrcmt sinratim during fiscal year.20l2-2011 and,rhs brdgetary deficit

ili',il"jril ;ifi;"il; ;- 'h""d 
o* ud"'ini't'u* l1s 

wolted very resporsblst

by paying aflEdbn lo rDst rrgeDl t*tttti l* wirhou overlooking what k irportafl and

neccssarv. To thal eftcl we tar. promi.a and completed se\€ral projecls reh@d !o per*nent

ffi:i:'*#;';;;-;;;iul"'n p"a''quarirv fac iries m the citirrs of tlr

Munbipal itY.
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COIIUOI5EEALTH OT H'ERTO RICO
UI'MCIPALITY OF CIALES

MAI{AGEMEMA DISCUSSIOIT AIID ANALYSIS

The prcperty tax revenue represents 10% of total revenues of the municipahty dunng the last

n"" i"ri.. Th" ft4tt i"ipal Revenue Collection Centcr (CRIM) of the Commonwealth of Pueno

Rico is responsible foi the asscssment of all real and personal property located within the

f*fori"iputity of Cirf"t and for the lcvy' administration and collection of the colrcspondilg taxes'

However, we deal with a deficit situarion in the g€neml fund of approximately $6.7 million al

irri:0, iOf:. fl" incrcase in the deficit during fiscal yeat 2012'20113 is due mainly to excise

tu* ,**u" ,tut ** not realizeal as needed. Thirefore, we expect that during fiscal year 2013-

ZOI+ *r" ""rr*",i., 
projects receive final endo$ement from the appropriate authorities and'

accoramgty, our Municipality's management will correct the deficit ir the general fund with

2013-2014 revenue sources.

FINANCIAL IIIGIILIGTTTS

> The Net position of (he Municipality exceedei its liabilities at-(he close of the current

fi..ut y"* ty $t:,+fS,342 net a;seltincreased by $1,124'923 when compared with prior

year'

> Revenues were Sl.5 million less than last year: expenses were $506'925 less Oran lasr

year as rePorted in the Statemcnt of Acdviries'

> The Municipality had reported in (he General Futrd a deficiency of reverues over

.*p""ati.t"" u.orroting io $6.? miltion in the accompanying statement of rcvenues'

expeodilules and changes in fund balances'

! I-oans principal payments were $554,100 duing fiscal ye'r' 2012-13'

> The actual revenues ere $3.4 million less alrd the expenditures were $2 1 million less

o.uting . a.n"i.ncy of $1.3 million over the revcnues in the Budgetary Schedule mainly

Jue to'unfavorable variances in revenues, (volumc of business ta\, Municipal sales ta,r

and other revenues).

D The Mmicipality government ftmd reponed combined ending fund balances dcficit of

i:.+ ,* i"i in thJ uccompanying sa;ment of revenues' expenditures and changes in

fund balances.

) The Municipality has reported a net unassiSled fund balance deficit for the general fund

amounting to $6.7 million-

,5-



COMI\I OI{UIEALTH OF PI,tRTo RICO
M UNICIPALITY OF CIALES

MANAGEUENT'S DISCUSSIOI{ AND AI(ALYSE

Fi rranci al Sratuments C ornqo ne nts

The basi! frrancial statorrEfrs co6ist
indivilual flrDds frrancial st4terEits and

detais.

of goraermrrd wile fnancial staterEffs, dE nBjor

noel to re finaocbl sBtenEffi that provide nnre

Go\trdrEnlal_wide &Encial $atetrnls - The eoveYffEff- wile &Encial sulenEr{s wbich

b"= fiffig;Tt;r Cl.p {esigned lo 
"provite 6ers. wiih a broad ovewiew of *r

Murbiality s frvmces, m u rr *"r au,h; to a pri\aE-sc'ctor huiress The govenrnent wide

"o""Jro'p-riL 
short and bng tsrm inforrEtbn abour fie nrmicipalify's $atus as a \r'hole-

The StaterEd of Net posifbn reflects infornBti'n of trc Mrnlipatty as whoh- Overtinr

indeases or decreases of net assets may senr'e a5 a usefil irdicator of wheiher tlre rmDfubahy's
"#;i;;;;rre-G o. a"t"tit'rati"e Those statEnEnts ircMe all asses and liabiiiks

*ine id "*.*f basi of accorrrting whb is simhr to the accouiting used bv rmst Priwie

;;r-;G"r* Accnral of se cunem ysat reverues and expeoses ar'€ taken into account

regardbss ofwfun cash b received or pail'

The StatenEnt of Activities is focrsed on both goss and net cost of the rarkls activities' *tich

,re suooorred bv rh Muicipaliry's p.pt"y oi murbiral licerses tax and ot-her revem'jes lt b

;.,i;ffi-.-,r;#; ; ,hl,fy ir Le'.s '-t5is oidr coss of gorennrenral servhes'

TtlestatelrEntofNetpositbnaDd6eStaterErfofActivities,onpageslsand14reportfie
il;"";"r,ry * position and ctnnges in rlem one can amlyze of the Munbiralily's net

..<irhn ar rlte diftrerEe between ais€ts, [ab hbs ard deErred infows or resottrces' ils one

Ui,L: il.i*'il'il,itilJ#"-t']*'r *t*" The i*reases or dctreases in tlr
;:k;,*'.*;"; "*"t .." .o" or m ;odi""too of whetler is ftEncial tEath is i(proving or

;ffiTf,-rl'fi;ffi:'"i"."**ir*a adors should be comilered' surh as chanses in drc

il##fii,;;;*;';U;, nna G coodition or roads' to assoss tbe overall heaxh or the

Mrniripa litls of Chles

Furd t'inarcial StatonEilti - Tbe Fu0d IjirEncial StaterEms provile detaied inforrmtl'n abottr

-M-hbrl,ry'. 

r-.r .1916"* nrds' ml 0Ie Murtpahy as a whob A. fi-rd b a gro'4ing

;I *;;'uIcJ*. r-tur is usea rc oai'Lin cont'ol o*t "to*""t 
that hare been segreged br

;;.;d"--""-*o;, or objeclives. The Mrmicbdfu uscs fird accourlirg, ro ensute and

il;);!zl;*.;'il.*i;..-'-. 6"^*, rchred legal requietEds The- Mmicbalirv's basic

;#;; ;;; ; soverrrrErrat tou", *atli to"*-on hor,l rrnrrcv iols into ard ort of

;;.; firrd" una ru tuUL". bft at year-erxl that are ayaihble for sperding These fifids are

;;;i;G;;"ouni,g ,'"ma-""kd npdified accrual accoudirg whl:h rEasurcs cash

al; A otltc, i-rriut assets ttat can readtrlt be corr'srted to cash-

6-



COTUM OI{WEALTII OF PUERTO RICO
M UI{ICIPALITT OF CIALES

UANAGEIT EI{T'S DISCUSSIOI{ AND AXALYSIS

Thc covennrrral Fuds provides a detail short-term vicw of thc Muntipafu gerrral

gr*;;i "p"",il ard' tt e busr services it provaes' Goremrrental filds infornntion

fielp you aeter*rr whethel tlpre ale Imre or fewer frrarrcial resources tlut can be spent in dre

*i i't*" to ftIance Mwicbafity prograns' Borh of ttp Gowmnrntal Ftld BalaDce Sheet and

tfr"- C"***t*f Furd Sta;;nl oi R"0".*., E&endiffes ard Changes in Fund Bahnce

;;H; ; reconciliadon io ficilit4te the conparison bet$een govetnnEnr't firds and

govemnental activities.

We descrbe dre rehtionshb befi,een goverrrrc al activities and goveflnrEntal fnds in

rccorEiliatbn besidcs the fi.nd ftarcial statffrEffs'

Anilysis

The notes to frlarrcial statelEnts provde additbnal bfurnBtbn that i essernhl to a flrll

,J"ooJirg of the data proviled in lhe gqlorment-wide ard flr'd firarcial statetEnts'

lnfras trucbore Assets

-Ihe Mtnti{raliry irpbrEded thc major nndel portiot6 of GASB statenEnt 34 duxingl pfur

*"^. 
- 

Hta*.ffy.' dr govrrnnrrnal hrge' grl'.p o[ asse6 ha\rc rn] ]eeo 
reponed nor

i"#",."i-"' *.t'ii,r"..toj n"n iut t'tt"Lts - The new slatrirEnt required tl*t thb ass€t be

*[tta ttrO *p|*a *;,t i" t1re GovcnrrrEntal coLnm ofthe GowrniEntal wide Statertnt

Addnionatly, the govennmt trl]st ebct to eifher depreciate these assets over their estinnted

*"nf te'r. a"""l"p a syst€m of assets nranagetEnt desiSrated trl. rnaintain drc servbe

d"liver"d pote,tiufu fo near perpetuiry' lf the govemnrcm devcbps the.assets n)aniager1Eltr

s.nrcrn whhh periodtaty. by caltgory. nrasures- and demrnso_ale is rrainrenarce of krcaly
".tilrr"a e*i"i1..tl ,Lrrr,,a". *'" gout* nray reconl iE cosl of rmiriename in teu

;"fi;;#; 
-t -;rtt 

-r1,, "to'n 
ri" 

"o"aiti'n- 
and mintenarl of 

,condiibn 
of dtc

**-il* i"fi'r.;*" asset-s shouH assbt ftrancial slaterEnts users in oahating a local

govemnEnt ard ifs performrrce over t'lrne'

Government-Wids Financial Analysis

Staternent of N d Posit iort

The Statement of Net Position reports infofirEtion of t}rc nunblality * 1 q*'k Increase or

decrease of net ass€ts n.y ,"-" ^ u,' iidi,uto. ut whe$er ;nicbaliiy's ftrancial position b

innrovins or deterkrating In the case of tlrc Muicfaliry pdrBry go\rernrEm assets exceeded

ffiiiilii'si. i'*il.:", ,1" ;"." or o" re."m ftcar ia. conpar.d to $r? 3 millbn at the

#*# #'il ;; ;'rc.LA 'i tr'"''"d in tte fonowins ;onderscd stateirEnt of Net

Positbn of tlre Prinary Go\€mrErL

-7-



COMTI OITWEALTH OF PUERM RICO
M UNICIPALITT OF CIALES

MAIIAGE EIIT'S DISCUSSIOTI A}TD AITALYSIS

Strtements of Net Position
as ofJune 3

2013 2012

Cu@t dd othd dsets s 2,708,563 s 5,663,249 s (2,954,686) ,57 7

28,2a0.220 25,138,159 3,141,86r

10-gaa.ftl 30,a01,604 187,175

(lGen! dd orhd liab nis 5,5a4,636 5,891,963 t3o1.327)

on-srent I iabilitics t t,267,?54 I2.306,712 r,039.518)

16.a51.E90 1E,19a,715 a1.3.t6.8.15)

Dete(ed inllowi ol resu@s 66a.55t 2s9,15,t .109,097

Invesimenr in caPital asrs. a'7,$7,5a6 22.t18,'.l99 5-318-?87

l_171.081 7,O43352 (3,',l-12,369 )

ilndrioted (d.ficir') 17.27O.f27) (l6.8?E.E32) (44r,495)

t 8,46ar42 $ r2J.lr,arl $ (r,r24J231

2013 ard 2013

Tlre decrease of $2'9 nnli,n in clIIreI( and othel assets vas nainly dtE to decrc:ase in accouds

r##i[ t - " 

-g.;t r**r errity (Ebctrtal Power Atlhority); cu:rert and otlrcr fabfties

*-. 
-*a*"a 

Uv 
-$:Of,:Zf 

fiainly reflected in rhe accoud dlE to goverffEnt entitbs' The

Liilr''"i"i* r""i ,i-.*;tJ tv Tr'r ,nmo" At tbe sanE tinr created ar irrcreared in the net

[ffi#'; ;pilI ;; tv is.: nmi'n refected princ\oaly i', the conshrction in progress

accot! ,

Increases - (Decreascs) rrt in Capital Assets were as follots:

The buidmg and irFro\etiEots. nel represenl 12 Perced ad 35 perced of lo|al ass€t ard nel

*i*rXI" ...o.Itilt!. Constnrctin ir p'og*J ttp*"* 16 per'ertr of total asset aDd 17

perced ard net capilal asset.

6/3010ll 6i30n012 Change

tand s 1,706,856 6yo s 1.706.856 S

C.*ul.,b, i, P.gEll 
---l

4 ?1',t 1',17 t'to/o 36't,012 4.5 r0.101

350/d 10,8r4,242 43% (870,796)
Buldins and inproveflEl{s, rEt 9,943J46

Irrf*t*r"" 1 t 0 gsg 095 igvr tt,407,224 45% (408.128)

,5t Rg4 1vr 1,311
Fuminne and equiPnrnt

30A20 45,630 1V" 05.2101

ri^r^rr,^k;1,.. I 463,964 20/o 5,15,4,11 (8r3771

Totel Net Cspital Assct s 28.280,220 $ 25,138,359 $ 3,!41,861
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COMM OI{WEALTH OT PUERM RICO
MUNICIPALTTY OT CIALES

MAI{AGEM EITT,S DISCUSSIOIT AND ANALYSIS

The followirtg is a cottdefiseil State ent ol Activities of the PtimaD' Governntettt:

Statements of ActiYities
For the yeareodedJune 30,20t3 md 2012

Chitrges itr Net Position

2013 2012 Ch.rges o/r

General Revenues
$ 1.581,1l0 $ 1,481,968 s 99.142

Volume of Business Tax 35 7 ,289 39,{,163 (36,874) -90/.

lntercovemrDental revenue 9.a23.4',73 10.411.361 (51r7,81{8) -6v"

Rent 59,677 4'7,1'.72 12,505 2',to/o

I.tercst 12,135 2,894 9.541 330%

Other revenue 536,40',7 1.263,051 (726,644) -58%

Municipal sales tax I,4&4,196 965,285 498.911 51%

Program revenues:

Capital Sants 1.500,961 1,070,516 430.445 40y.

Oneratinq Prant 1,094,16',7 1,571,445 (47',7,218) -30%

.L---.. f-r qeruir-es 21A,615 1.035,193 (756.578) -'t30/.

Tot|l Revenu€s r6.701r,330 18,2.13,0.18 ( 1,53.1,71 ll) -8n/"

Exnenses

General govemment 8.186,839 6.687,358 1.499.481

Public safely
Public wok

9M,991 938,607 6,387 lyo

3.122,598 3.n94.745 G'|2,14'7) -t20/o

(1.679,951)
Put ic Housinc and wcfarc t,382,011 l.06t.e6E

88,939 8'7,
A 1.191,524 r.t08.585

lntercsi and fiscal charges 449,441 {l19,937 {37O.496) -45y"

Toral Expendi(ureq 15,583,407 16,51 I ,200 {927,193 -6ya

Changes in nct Position s 1,124,923 $ 1,731,8,18 $ (606,e25) -35"h

The StaterEnt of Activiiies reftcts for ftcal year 2013' tlE rFt e{Iect of reveflu's der ed ftom

;J;.;;; ptrs cweot ope.uting re\tn; Total rEvemres compard to the total expenses'

;;;; ,; decrease by $606,925 in $e Munibaliiy,s net positioil ApproxinErely 20 percent

of tlre Muricipafty's total revemE ""o" 
torn t'i""t' *lit" 16 perceii resuhed tom Federal

--.,"a s.i nercmt resulted from lntcrgovenrYEntal Revmues The Mrrricipaliry's expenses

1H ;;# ;i'..- ;- ft; b'"xl- p,lri' tur'rv' saniratioo' recreadon and spons' educalrorl

i"*i,s 
.^p"**" ,.h,.. "o*mr[o 

und iip"et*nu The hrgest expenses wcre for

;;T il;;4 publb works, cducatbn and training ard cuhtre and recreatictr with this

'*"G,_,1" readers" ha\7e conparatirc infomatbn wih flrc percer age of charge io rewmres

and expemes liom prior )€ar to qrrent year'
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COM OIISEALTII OF PI'ERTO RICO
M T'IUCIPALIfT OF CIALES

MAI{AGEUEI{fS DISCUSSIOI{ AI{D AITALYSIS

A brief revi€w of ttE StaterEnts of Activitbs of the Mwicbality at June 30' 2013' sho*6 that

;ti.;;;**;ou"r"a to aft)rd the cost of all firrctbm and prograns aJrDwt€d to $156

rrnllion. Uoon examinine $e sources of revet{res fi)r the foalEing of the pmgrars, tie

i""L"-'i"n".* ,1" 
"rono*iog $278,615 tom charges lirr servtes' $2'6 miltrn tom

;;,i" garrts rrd conrbmb GcrEml te\r'enues fo tlre yar armuted to $16 7 millbn

expensel rl=ecrcased by $1.0 nr'llion or 6 Frcent when conpared to prior year'

FINANCUL ANALYIS$ OF TM GOVERMENTAL FUNDS

The following i,t a condensed Balance Sheel ofthe Gol)ernmental F nds:

Govennental Funds

Bllsnce Shects
Jun€ 30, 2013 and 2012

2013 701,

$ 481,315 $ 197,27a s (315,938)

2.r 13,265 165.829

t,985,52s 7.899,862 (1,9r4,317)

s 6,58{1,115 s 10.644,5?1 s 14,t61,446' -181,{

I i.l,ilitic* snd Fund Balan@

-a."ou,tts 

par.ut ana aue !q
s 8,874,198 $ ll,16l,196 s (2,489,198) 22',"

S 521.O(N 650.958 (r 28,958)

Defcred inflors of rsrces 668,551 259.454 158"n

12.2?3.E0E

(1.484,624) 1.355,137) ll49i

-\anlr (406.r,1-{0*-LnLrA rnd [trna Rel .6 s 65EO,tt5 5 10'6,14,5?1

The Crortnrrrotal Fud FiErrial Staremd is anoticr irpofiant conponent of the

Itiir*"t 't 
'f.r*"i 

statenpors. A frd b a gowrE of rehted accomts wed to rnaintain

accourtabilitv and comrols o\'Er economb t"Jou"es 
- of the Mudcbaliry that have been

::;;;'?.:;J;- ""1"1c.. 
tt," Mrntipal 6nd t)?e of accorntrins i used t" dert,orst.dre

conoliance with rehted bgal requrelrEtrIs l-nftrrmt'nn oftred thou$ Ub Sut'rrent is limited

iJ",t'ffi#;., ;, .6d;;f,'dt ta it ptttotuttv rehted to fie local-sovennEr onlv

*a.a 
-"]_ - 

*i"-""nt is a 'rhob C,orEnrrEnl finrds are used !o accormt for esssntblly the

*n t"**r^ L tmae reponed as gowmrrnl4l activiries'

- l0-



During 20t3 tlE rrlJnabaliry' had $2.1 milhn of cash restricted ard ir the debt servbe $ras

obllated by $1.8 m irn Accouds palabh decreased by $2.5 millba DeGrred revemres

hdeased by approxi@re ly $409,000.

\- The trr)st significant changes offrb statenrefr were as folhws:

o Revemrs tom pmperty tax increased by $99,142 due to ao irErease in property tax

colecfons. The decrease in lrfiErgovermEmat rel'erul€s of 5587,888 was the resuft of
decrcase in flds received liom central goverffrEnt Rg\enrE fiom \r'ohrrE business tax

dechrations was redrred by 536,874 when conpared widr prir par, rcfected h sahs

reported in tle ruicipal tax dechration. Other revenues decrease by 51,247,904'

princbally for evedual irronE.

. Bpendiluts wore decreased by approxinntely $543,000 refected by a decrease in

hrblics uorks e&endilrres rirn conpared the prirr year' Tbe expendiEres decrease

$1.6 nrillbq principally in Public Housing ard Welflre.

20r3 lot2

3 l.58l,l l0 $ l,481.968

Volume of buiness Er l5?.rs9 | l9.r.l6l -9%

Liccnscs. Dmits and lcal ld 25t.l70 |

Imerpolcmmoral revou€ 9.821.1?3 10.41t.36t
2.595,r28

1.000.8r 5 965,285

ln(6cs( find edpmalties t:.,']5 1.894 9,5,11 ll00/o

98r.103 163.704 59v.

104,60? I !,152.511 t.24',1.9M 92%

s 16?08330 s 18J32-508 I s (1,614,178)

L\oef,ditues Md Fud Bdlanc€

s ?_515,341 s 6,532,517 t 981.?24 15"1

3.28?.194 \142.42\ t3%

8.15.811 \2.174

Public housitrR ud welln 1.28t.38.1 2950_?80 1.6611,196

4.73-{.687
j,{s.216 92.871 )n'%

Bondr {priicipal and intcst) r,001,54t 1,061,516 (s7,9751

5 19,27936E s 19J22.9.r5 r (s.!52 3%

ExGs of rd6us (€xooditus)
under exrendilur6 Gevmu6) r2.5?l.ol8 .490.41?l ir.080.60r) '13v"

i 13,4E{52,,1 s t9t3.5a6t s (r,571,01E)

COMM OIItrIEALTH OF PUERT'O RICO
!tr UIICIPALITY OT CIALES

MANAGEUEITT'S DISCUSSIOIT AITD AITALYSIS
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COMM OITUIEALTII OF PUERTO RICO
M UNICIPALITY OF CIALES

MANAGE EITT'S DTSCUSSIOIT AIID AITALYSB

Ecotronic Factors atrd Next Year Budget

The Murtipality is a politbal hgal entiry with ftn bgishtive ard 
-adminbrrative 

powers in

every area ;f lfie narricipal govenrrrng with perpctal exbtence ard bgal-persoiafiry' sepamte

ant 
" intlependett from tL c-entral of Puerto Rto Ttr Mrmiipal Govcrnmnt

""np**'t" cxecutile and bgbhtive bmnctrcs. Thc Mayot exercises the 
-executve 

powcr and

trc frl*tbot t-egishture, *li:h has eleven (11) rrEnters, exercies dle bgihtive power'

Th€ Mutipality relbs pdmarily on Ptuperq/ ad imergovenrrrnEl rev-enEs ils well as ftderal

and stat€ Srants to carry out the gorernnental activitts' Federal ahd State Srant revenues rBy

;; ; & gurn *. u"ouur" Those acrols wete corsdered when preparing the

Mwtbality's budget for dte fiscal year 2012-2013'

TIE Budset for Relem.Es ard expenditures wer€ $122 nullbn lirr tlrc general fimd' total

;;;:;;*;"i sl.j "ur"" 
when conparing tlre budgered reverues with the acrual revenr'

fr"lr" * a".r.u""a by $l n lbn The actual expendiu'es -ett $2tl- Iess dnn budgcted

;;;;;t- il;;". of tivera,ts under eperdhnes refect a deficiencv of s1'373'979'

The Mttrriipality provides a frll range of servi:es inchrding public work' edrrcation Public

satLw oublic 
_ 

housins^ heal ! connomity delelopnrnt, euIure' rccrea6on aDd othel

;-#;J;" services. The Municpaliry's principal sources "f ]".*T arc proFte(y taxes'

nnrnbrpal kerse axes. contrftrutiors by tl|e slate go]tffrnent and ledeml 8rafis'

Tie Muicpality's IrnllagerYEd is cormired [o a cortimred n'p'*l*tlt in dtc confection of a

r'u,a*, *",' *il[ ,".*r,i" , r]re rreed of the public and pri"tste scctots b- accordance widt its

:ffi*.;;' ;;#il; ilh l-" been Lhe case oI tte toancial orErarion corresponding ro

"6";;;; j;i; li fir.h"; conrcnphes o inprove is curred fglrE of.ner posiliorl uiich ha!

ffi i.r"n.a ^."" "f 
rhe nsin inn ard bng-lenn objecrivcs of lie Muriipality'

Contrcting the Muicipaliry's trinirclal MitragerDent

The Munb{taliy's ftiaocbt staterrEr$s are designed tro prcsent rEers wifi general olerview of

,he ;;e;[ty'. frurrces. If you hale questim about the repon or need addirioral ftrarrcial

inforrnation, corract t}r Murbfalily's Director of Finarce'

FinanccDirector,PoBoxl40S,CiabsPErtoRbo,00638.Tebphorc(781871-3500,Far
(787) 811-3743.
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ASSEES

Cash and inv.stmenb
Cash with fiscal agent

Accounts Eeivable (Mutricrpar Sard Tax)

Accoun[r re.ivable (Rdt)
Accoun(s r€Eivable f.om goler'ffnt

Capi6l ds.ts, nel of accumulated d€p@iation

LIABIIITIES. DEFERRED TNFLOWS Of RF,SOI]RCES AND NET POSITON

Lisbilitie:
Accourts payable ud &crued tiabilides

Due ro govcmm€nt .trtitY

Noccurefi liatnlitis:
Du. s,ithin one ymr

Due in morc thm ole Ya
Total liabilities

DIFFIRFI' INtr'I,OWS OF RTSOIJRCTS

Ad\-dc€d rcceipLs of vdum of busim&r tares

Tohl iLfer€d inflov. of rcsourc.s

Nei Pocilior
Invested h Gapiral a&cels

Capital Prcj€ct rctivitY

U.csticted (deficit)

Total Liabiliti€s dd N.t Polind

Se. n(ot1p@lin. notes to bsx fi@rcial stdted'nts

CO UOITWEALTfl OF PIIERTO RICO
MIIIfl CIPAIITY OF CIAI.ES

STATEUENT OF ITET POSITIOI|
JUrE 3(), 2013

Unit

I

4Er.l35

a113,265
i 6-,s3:

94.O24

2a,2a0.220

69.475

ll87
87,343

220,O59

s 30.988.781 380,59?

g 2,494.394

216.709

2.8t.533

582,m0
11,261.251

$ 28,75r

r0,765

3,1.696

I,411,566
1,465.778t6.851.6fl

$ 270.208

398.].t3

s 66E-551

z7,467.586

1,075.,r83

2.195-600
(t] ,1',11-321)

r3,,16E.l.r2

(l.l05,lEl)

380,59730.98E.783

t3-
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COMUOIIWEAL'TII OT PTJERM RICO
MI'MCIPALITY OF CIALES

RDCOITCILIATION OF TIIE STATEMEXT OT REVEI{IJES,
ETPEITDrII'RES, AITD CHATGF.S IN FUITD BAI.ITNCES OF

GOVERI{UEITTAL FI'IIDS TO TIIE fYIATEUEIIT Otr ACTIVITIES
YEAR ETDED JUITE 30, 2013

Net change in fund balance - total govemmental funds $ (2,s71,038)

Amounts reported for goyemmental activities in the statcment of activities

are different because:

Govemmental funds report capital oudays as expenditures. Ho*ever.

in the statement of activities the cost of those assets is allocated over

their estimated useful lives and reported as depreciatlon expense. The

following is a sumflary of items suppo(ing this adjustinent:

Capital assets, cost $ 4,784,687

I-ess: clrlrent vear deoreciation 0.642,826) 3'141,861

The issuance of long-term debt (e.g. bonds, leas€s) provides current

flnancial rcsources to govemmental funds, while the repaynent of the

principal of lonS-tenn debt consumes the curent financial resources

of govemmental funds. Nei(her transaction, however, has any efl-ect

on net position. A summary of items supportinS this adjustment is

as follows:
Principal retirenrent on general obligation bond

Change in net position of govemmental activilies

See accompanling norcs lo basic fina cial slotements.

$ 554.100 $ 554.100

$ 1.t24,923
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COU ONWEALTH OF PI'ERITO RICO
M UIUCIPALITT OF CIALES

ITC TES TO TIXAITCIAL STATEM ENTS
JrrltE 30, 2013

GENER,lL ORGANIZATION

The Municipality of Ciales (The Municipality) was fouded in 1815. Tlrc goverftrEntal slstem
of tlE Muricifraliry t corposed of the execttrilr ad bgishtive bodbs. The MalDr b the Chbf
Executire Officer and is elected e\ery fou_ )ream in tlrc general elections of Puefto Rico- The

bgishtive body corshts of ebrcn (tl) assert tlrrEn ato elected in the general ebctbns of
Puetu Rico for a four-ycar pcriod.

Tlte M|midpafty provides se ices srrh as: beafrl! public saGty, sanitatio4 recreatb, ard
sports, edwaticrq housing U"arbTortaiiDr! welfarc, corNtrlEdon arivor inproverEhts of
highwa)6 and streels, ard other generdl inxl admiobtrative services.

'Ihe lirwrcial sraterEints of the Muicipality harae been preparcd in conformiry whh garcrally

accepted accomting principles (GAAP) as applicable to govemnEntal entities. Thc
GovernnEntal Accounting Stardards Board (GASB) b dre prinary standard-setting body for

establishing goverrn-rEnal accounting ard fttancial repodng prirriphs. The CASB perbdir:ally
updatcs its exbting GovernrErfral Accor.mting ard FinarEial Reportirg Stanlards, vlrbh along

with subsequ€nt GASB PronouocenEnt (StatenEnts aId lrserpretatbns,) consdnie GAAP for
goverrnEntal rmis. A sunnrary of the Muricipality's significant accounting policics

cons;stertly applied in the preparatbn ofthe accorryanying basic frnrrcial slatenEnts folhws:

1. SUMMARYOF SIGNIFICANT ACCOUNTII\'G FOLICIES

a.@!s-@

The Municipafty's financial statenrms inchdc the operatbrs ofan departrErss ald scparate

legal emities ftr \rtbh the Mtdcipality t ftnncn y accotmlabh or fur whbh exchrsiDn

would bave dre ftrancial statenE s mbleading or irrcol4bte.

In Jrtrre ,999, the GASB issued StrterEnt No. 34 Basic Financial Slarerrrcnts atd
Mandgemerrl Discussion anil Anallsis for Stale ahd Local Govemments. Thb StatenEnl

establishcs new firatrciat reporting requierEnts for state ard bcal govcnmEnts. lt requircs

new ihfoirEtioD aid restructurs rnlch of 8tc inforrntbn that govsrrrrEnts h\€ reported irl

fte past Corrpardbflity wifh reports isswd in prior ltars h afected. In Jrme 2001, the GASB
issued StatenEr( No. 3'7 Bosic Financial Stolenrcnts a d Ma&rg.nlent Discutsiorl 4,1d Analysis

for State and Local Goveflrments Omnibus, tthbh in part addressed rlrc Managenq
Discussion ard Anat sis (MD&A) requirerEth, Progmm Rerenre Cbssifcatbrs ard Major
Furd criteria requirerrEnls in lhe reporting rmdel in StatenEnt No.34.

The Muicipality fiphmelfed rhis Standard 61 0rc ftcal year ended Jrlrte 30,2003.

- 18-



COM OITWEALTH Or. PUERTO RICO
UUMCIPALITY Otr CIALES

ITOTTS 11O trIITAITCIAL STATEM ENTS
JUIIE 30, 2013

L ST]MMARY OF SIGNIFICANT ACCOUNTING POLICIES (Continuation)

b. tr-pincial Reporting Entitv

The acconpanying ba-sic financbl statenEnls inchdc all departnEnls, agencios and

muni:ipal emities thal (l) are under the bgal ard adrninbtratilE control ofthe Mayor, ard
(2) whose fmds are rrder the bgal custody and contol of the Municipality's Director of
Finance, as prescrbed by Irw No. 81 of August 30, 1991, as a[Ended, Ltown as the

Aulonot tous Municipalities Act of the Commonwealth of Pueito Rico The Municipa[ty's
nnnagenEnt has corsi4ered all porenrbl cont onent mits for which it truy the financialy

accour abb and orher lega.lly separat€ organizatbns for whbh tlre nafure ard significaice

of their relatiomhh wiih thc Mutricipality's nBy be such that exctlsbn of dreir firancial

staterncnts fiom utose of tlre Murict afity r oull cause the Municipatty's bast lioarcial

slatrerEnts to be mbleadiog or incor4bte accoldirg to GASB StatefiEnt No 14, - flie
Financial Repo ing Entity (GASB No. 14) and GASB Statement No 39, Determining

Whether Certain Oganizatitns dle Corhponent l]niles A endme t of GASB Stote ertt

No. l1 (GASB No. 39) to detennirE its foancial reponing em y.

lhc Mrnbipality's rnarngenEnt has conslieled all potentill corryorEnr ufts (r*tether

governmerfai not-forpr;fi! or profit-orbnied) for whth in nray be frnncially

iccountabb, and onrci bgany separate orpnbtirrs fu v,tih tle Murtlrality is mt

fua1rcially accotsfiabb bu the llatu e and significance of tlrir relationship with rhe

Municb;try irBy be such tlEt exch$bn of their basic fnancial $atenE'Lc fmm those of
the Municipaliry would cause lhe accorparrying basic liuncial slatenEnLs to be

misbading or ioconpble- Accordingly, a h9$ separate organizalron wouh be reporled

as a conponem unity ofthc Municbality if alt oftrr fulbwing criteria arc nrt:

1. The Mayor appoints a voting trBjority of an orgdzattrn's gorcrning body ard'

eirher (l) the Muricipalif ttss ttte abiity to inTose is wil 9n tha! organdrtion or

(2) th organizattrn IIrs tle poterdbl to provile specifc fnarEial benefts to' or

inpose specific ftEncial burdeDs orr the Mt[rfobality.

2. The ecommic resourccs, ft)r ich tfE Muricbatry i entitled, eftller received or

heh by 0re separat! organbtiorL are crtirety or ahDst entirely for the direcl

beneiit of llr Munbfality or its cor6tiluenLs.

GAAP details two ,rEtlods of preseffatbn: blendir8 the lilarrcial data of the corporrm

wits' bahnccs and tra$actkrns or digcrete presentatbn of the corrpooeft wils' frBncial

data in cohnrrrs sepamte liom tlc Muicipality's balances ard transactions-

The Mrmicicality's managerrErt has concfuded tha! based on tlre atrrenrentirned criteria'

the Colinas de JaEras Pro.;cct b a legaly separai€ erfiity dlat should be rePorted as

cornponent rmil oftlre Mrmi:ipaliry ftr ttre fscat )ear ended Jt(p 30,2013'
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l SIIMMARYOF SIGNIFICAI{T ACCOT NTING PTOLICIES (ContiDuation)

The Colhas de Jaguas Projea b irich.ded iD dre basi: fnancbl starerEnts as a disc.retety
conponeff urii becausc of rhe tnrrne of dre senftes they pmvile and *lc Municbaliry,s
ability to irpose its wilt

Colinas de Jaguas Project is a s4-unit Irnlti-frrn4, housing project owned by dre
Mubipaliry as adhorized harsfer trom t}|e Special Trustee fDr rhc LiquiJation of *re
Accomts of dle Pwrto Rico Urban Renewal and Ilousing ard Corporation The project b
opemtrd urder Section 515 of USDA, Ru:al DevebpnErtr (USDA-RD) and rcgulated by
the U.S DepartrrEnt of Hor.sing and Urban Devekrprent Q{UD) with respect io rental
charges ard operating lrrthods- The prcject is abo subject l,o Section * Hotsing Assislance
PaynEnts agreerrrrds with HIJD and a significanl poftbn of lhe project's rental incorrE arc
reccivcd liom I(lD. Ako, the Project is financed by a Mortgage of Secdon 515 Dircct
Loal]"

c. Basic Finarcial Statements-GAsB Statement No.34

The basb ftiancial staternefits incMe both golerntrEnt-wiCe ald fimd fualrial
statenEnts. Whilc thc prcviorx nndel enphasbd fuid types (tIE tot4l of all fi! s of a

particdar t)"e), in tlre new reporting mdel tlrc focus is on nBjor indivdual fuds (within
the inrd ftnncial statenEnts). Both the govenurrm-wi1e aDd fiEd financial statefiEnts

categodu activities as goverltrremal activitks. L the goverrrrErf-wi'le Statemefi of Nct
Assets the govemrEntal activitics (a) aIe presented on a coGolllated basi ill olle cohnrn!
and (b) are rerlec€d, on a firll accrual, economa resource basb, \rfiich incorporatss bng-
telm assets and recei bles as well as brg-term debt ard obhgatioG.

Thc GovenrrEnt-wile StaterErt of Activitbs reflects both the gross ard llet cost pcr
fnlcdoral category. The Stalcnpnt of Activitbs rcdrrces gross expenses (inchding

depreciation) by rehted operating grants and contibutions. Tlrc opernting grants inchrde

opeEting- spec ifi c granfs.

This goverrrrnt-wile 6cus B rIDrc otr fh $stahabfliry of the Monicipali$'s as an

entily and the change in aggrepte economic position resulting from the activitbs of the

fscal perbd.

Thc lfurd liranchl statenEtrts are, in substarce, !'ery sirfllar to drc ftlancial statenEnts

presented in the prevk us nodeL Enphasis here b on the irEjor fimds in the SoltrrfiEmal
caicgory. Non-rrBjor firnds are aggregated in0o a shgk collnrm.

Thc govermtnral frds finarcbl statemeds are prcsehted on a crrrem firarEial resource

rEasrrenEnt focus atrd rmdifed accrual ba.sis of accor:rning This is tlle fiEmer il u4ich
these finds are iorrrally budgeted. Thb presentatbn is deerEd rmst appropriate to (a)
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l. SUMMARYOF SIGNIFICANT ACCOIINTING POLICIES (Continuition)

demnstrate bgal ard covenant conpliarce, O) demonstrale the sources and use of lQuid

rcsources, ard (c) derrnrstrate how the Muicipality acUlal experbrEe conforrr6 to the

brdget or flscal phrl Sitc t]te govcnrr.ntal fird stal€trEnts are presented on a different

Ea$rrenElrt 6crs ard basis of accourting than dle governrnem_widc staterrerr, a
reconcilation t presentcd on the fi-rd statqrEnt, rnftich bricfly explains the adjustmehts

n€cessary to trarEftrm tlE fud based foancial staterrEr6 imo the govennrrntal cotnrn of
the govenfi Eirt-wide presentation

d.&.i"_gl-Pre!@

The rcw rnodel as defued in StaterEit No. 34 establbhes criterb (perceffage of the

assets, liablities, reveflres o. ependihnes/erperses of eilher li[d category or t]le

govcmnEfial and cntErprise cor$ined) ftr the dcterminatifl or tajor finds The

Municipality reports *le fullowing mjor flmds on tr\nd Flnancial St4tementr:

Major Funds

General l'und Always a rmjor find. TtE geneial fud is the rtlaiD operatiog fi$d of the

frlrai"ipatt+ tt b wed to accout for all fnancbl rDsources except those required to be

accomted lbr in aoother firod.

"Canalizacion Dos Rios' Th( finrd is used () accoult tlrc resources fur the transact'ons

of th. Stut" Coottfuio" lbr drc project 'Canalizaci6n Dos Rios"' The prirury objective of
tlese fi.nds is tll€ derclopnEnt of dre project on fte conrnmity'

Join Resolulion Fund 'fLb fntd is used to account the rcsources fur the tramactbrs of
tl* St t" C"rtrihtd", by kghlarure Resofulions. The prinnry objectilE of these frds b
the delelopnEnt of projecs on corf,nmitbq mn-frr-profit orgariatiors, pu:chase of
equbnEnl and irdirect assigmEnt to pglsons ofhw iud trDdemte ircorE'

HIJD Proerams Fund - Thb fud accounts fur reltI es sources for the deltlopnrnt of

"inft uaun cornnmiries, decent houling suitable living erlvimnirEn! renlal a'ssislarce to

help lery bw-inconr frm bs atrord decen! saG and saritary housing by encouraging

p-p"ay" or o"I5 ro rehab ilatg substandard lxrusing ard basc t})e uris wirh refltal

subsilies to hw iTcorre firrilies.

Dcb!;c|!jce-E!!d - Debt sewice furd h used to account for tlE accrx, rhtbn of resources

for. ard the paynrm of general bry-term debt princbat and inrerest
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l. SUMMARY OF SIGNIFICANT ACCOIJNTNG FOLICIES (Cortinurtion)

However, rEsources restri.ted to expendftwe fir ptnposes norrElly ftrarced from *r
gerrral liud arc reported the Muicipality's pneral fmd proviled tlnt all applicabh

legal requnerEnts are appropriltely satkfed. In thh case, a special reremr find to

accormt for such kitd of transactions wrll be rsed on! if b8afiy nhndated.

Other Funds ipn maior fio1dl Special reltnue frds are used to accormt fur the

proceeds of specific rcventEs sotrces tiat are bgalry restricted to e&endifures tr
speciied purposes. Capital projects fitrd b tsed to accottrt fi)r the litarcial resources fol
the acqubition of penonal property and/or constructbn of rrajor inpmvenEds, u'hirh are

not firanced by odrcr furds.

e. birsl4sssc!4ry-

The accounts of the Munichality are organbd on the basis of f{ds, each of which is

corBidercd to be a separarc accourting ertity. The Mutricipatry has created lariotls tlpes of
finds. Each lirid b accoufed for by a scparate set of self-balanciE accourfs, $tfoh incMe

irs assets, liabilities, f.td balances, atrd rc\rerDes ard eryterdit!.revexpeDses, as appkabb.
The inlivduai fi.nds accoEts lbr the goltrmrEnlal resources allocatEd io the Municipali$
for tie purpose of carryiog on specift activitbs in accordarpe with hws, regulatiors, or

othcr restrbtbns.

Messarerrrent Forus, Btsis of Accounring a d Finoncial Stolcment presenlotio,t

Govemment-wide Finanaial Stdte ents The govemnrnt wi'le fnancial staterEnts are

reported usirg the accrual trasis of accouning RelEnues arc recorded *fieIr earrrd ard

expenses are rccotded at the tinE liabilirbs alc incurre4 rcgardhss of*{ren rhe rehted cash

flows take place. Non-€xchange ransactiLlns, i[ '*fiich the Mnnicipafity givcs (or receiles)

rah.rc wirhod directly receiving (or giimg) equl rahr in exchange, rlrcltrde grants- Reveme

fiom grdnts b recogrized in tlrc fiscal year in which all eligtr rty requirerrEnts have been

satblied.

Govertfienlal F nds FinanciLl Stakment - GovermEntal firds are reporied using the

Iurrenr firarcial r€sources rEasuretrrnt focus and the nrcdiEed accnral basb of accounting'

Urdcr * s metlEd, relenues arc recognbd rtrn [Easurdbb ard alaihbb. 'Ararlabb"

rram colhctibh within the currdf perbd or g0 dap after *re end of rlre perbd to we them

to pay liabflities ofthe currerft period. Micellaneous relentrs arc recorded wlrcn colbcred'
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ITOTES TO FINATTCIAL STATEUEIYTS
JUNE 3(), 2Ol3

r. SUMMARY OF SIGNIFICAIIT ACCOUNTING FOLICIES (Cortinuetion)

Rwerares colkcted in adr,ance ofthe lscal yrar to whi:h they apply are recorded as deferred
revemles ard recognized as revenuEs in tlle )Ear to whbh $ey apply. Ependinrres are
generalv recognbd wfi€n the rehted fud liab iy is incuned. General capial asset
acquisitb$ are rcported as experditrrcs in govenrrEntal fin}ds.

Got'emfiental Fund TvpLr/Gotemrnental Activities Gorennrrntal firds are dose tlroug!
which rmst gorerEntal fmctirns of the Mroicipelity are foaDced. T?re acqubitb4 nsc,

and babnces of the Municipality's expendabb fnrancial resources ard tlrc rehted fiabilities

are accoldrted 6r tkough govemirEdtal f-rds. The lrEasurerEd focus ic Won
detenniiatioo ofcha-nges in firwrcial posirbrl ratlEr tllan upon rEt jrro@ delermination

Licenses and permih, clBrges for services, lincs and lirrEia ard ohcelaneors revenues

(except inveslrnefi eamirgs) are lecorded as rcvenues when receiled. IrNestnEm eamings
(interest) are recorded as earEd sirrce they arc rrEasurabb an ayailable.

The principal reveilEs soltrces considered $scephttb to accrual irrctde property taxes,

nrmicipal liccrsc taxos, intergo\€rrrEfral grafis and conhbtdobs, intercst on dcposiB, ald
certah charges for serviccs. These princiral revenue sources nrcet both r,T asuabiliry and

a\afubility criteria in d|e acconpanying FFFS, except for amounts recorded a.s deferred

AII revemEs, expenses, gairls bsses aod assets resuting liom mn-exchatrges trarEactions arc

recorded in a sirfl:hl firarmer to fte GWFS, usibg lhe previously discussed crfteria set forth
by GASB No. 33 for non-exchange fa6actions, bu slbject to arrd limited by *E arBilability
criteria discussed abore. Accordingly, property tax and mntipal license tax receilabl€s are

aho generaly recorded in Se ftcal )rcar *tren an enforceable lcgal chim has arisen *'hie
propeny tax and inEbbal license ax re!€nues (Det of armuds corBilered not colbctible)

arc also general} recorded in drc frcal )rcar when resources are required to be used ftr the

frst 6scal year Ilut tlE use of tie resources h permitted. Rece ables ard revenrrs liom
federal ard state grads and cortsbuttrrs, donaions ard entitlenEnls are also genemlv

iecorded when a[ eligbiity requirerrems inposed by the proviCer tlav€ been rrEt (generalry,

as qua[rymg reir*rusable expeDdiines arc irlcurred ftr erpendinnc-&iren grarrs).

lrt€rests on deposils are recorded when earned since these rwemrs are considered bo&
rrrasr.nabb and alailablc at Jur 30,2013.
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SIIMMARYOF SIGNIFICANT ACCOIINTING POLICIES (CortiNation)
Future Adoption of AccouilinE Prc ollncements Tbe Gor.emrrrntal Accorr*ing Standards
Board has issued thc folbwing statrlEds lhar tlr Munbbality has mt l,-t adopred:

65 Iterrc prevbusly reportcd as assels ard lbbililies 2013- t4
66 Tectmixl correctiors - 2012 an anEndnrnt of GASB

Statentnts No. l0 ard 62
2013-t4

6',7 Financbl reportirg for pensbn phm an anEndrcm of GASB
staterDeft No- 25

2013-14

68 Accounting ard ftwrial reporting for persbrs - ard
arrEndnEnt ofGASB StaterEnt No. 27

2014- 15

69 CovenmEm Cotfiinatbm and Disposab of Gorrrnrrm
Operatkrns

201,1- 15

'/n Accounting and FiBncial Reporting for Non-exchange
Finarcial CMrarfree

201,+- l5

71 Pension Tramirbn for contlbrtions nrade subsequent to the
irEasuret€nt date on anEndrent ofGASB statenEnt No. 68

2011 t5

Thc inpact offiese stateiEffs on the Muicilality's fnancial staterEfi has mt )rt been
determircd.

f Bu&etarv Conrrol

The Muricipality folbws fie following pmcedures, r{rirh are in accordance with the
nurbipal hw; in estabkhing ttE anruat budget as refected in rc bast fiancial
staterlElts.

( I ) On or prklr to May I 5, the Mapr submils to the Municipal .dsserbly a proposed
budget ftr ltE fscal year conrrrncing lhe filbwing .luly lsl The proposed budget
ilrchdes estirmted eqlenditures ard dlcir frlarring sources-

(2) The budget docunErf is alBihble 6r pd)lic inspection prior to ifs approral by tlre
Municipal Asserbly.

(3) Prior to July lst $e annual budget is bgally emcted through passage of the annual

approprAtion ordinance.
(4) Subsequem to the enactrEff of tbe amual appmpriation ordinarce, the Mrnttral

AsserAly has the ar.[hority to rEke rEcessary adjustsrErts to &e budget.

The budget is prepared folbwing the rmdified accrual basis of accou:ting except 6r the
encumbrance s, as descrbed behw:

Th acnral rcsuLs of operatbrs, presert€d in tie StatelEnt of Rcvorres, Expendinnes and
changes in Furd BahrEes-Budget ard Acnralceneral Funl, are reflecbd in conformity
wi'fi the bdgetary accourii.rg of the Mrmi:ipality for a betJer conrparkon wi,tl the budget
infirlmtiolL
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I. SIMMARY OF SIGNIFICANT ACCOIINTING FOLICIES (Continuation)

AnErdrEds to fte budge! and budgetary tanstN rchted to personal elpendinres, require
drc appro!"t of rlo Mmicipal Asser$ly. Non-capiral ercunbrarces hpse at tlre end of the
rcxt fscal year.

Sittce tle bdgetary bash differs from generally accepted accourriog Eincbbs (GAAP),
aciral almrnls lbr the general frod and debt servbe find ir Ore accorpanyirE StatenEnt of
Rewrues and Expenditures-Budget and Actual are presehted on dle budgetary bast to
etharre conparabiliry The prirrcipal differences are as fulkms:

(l) Errcunbrances arc rccorded as erpeflliues uIder the bldgetary basis and as

reservatiors of find bahrEe wder tlE GAAP basb-
(2) TIE property ta-x adlarEes ale preseded as revenue itr dle budgetary basb and as otber

financing sources in Se GAAP basis.
(3) Ttte Mrntbbality receives celtain revenEs irs contrbrfbns tom go\errnEnfal

entities, bgishtive and prilate parties, ufiich are not inclnded thererl nor are the
related expefilitrres.

(4) Certain debt islance to acquire personal property is refected in the general fiurd aod
is rcstri:ted for that ptrposc.

The Mudcipality has not legaly adopted a bdget for 0re specbl revetue and capital
projects fuds. Accordingly, it has not prese ,od an annual conpaisoo of budget and actual
for drese rmjor firds.

keal Corrpliance

Adicle ?.003, law No. 8l of August 31, 1991, anErded require tltat Mal,or provide to
Mrmtipal kgblahJle an annual bahnced budge indbating: l) interest, anDrtiratbn and

retirenrnt public debt 2) sahnory obligtiors, 3) jndicbl chins payrEd-s, 4) arry armEt
m coler pri)r )€ars d€ftit, 5) contract comnitnrr{s ard operaironal expendihrres. For
afiNal interest and principal dobt annrtiztio4 CRIM pmviles aDflral estimated rcsouces
tht wll be obtained of additional special property tru (rnoi:ipal) colbctions. The
Municipaltty's nlaoagellrnf shows budgetary frElcial slarellEds in genenrl ard debt
servbe flr]ds in conpliarrce with state hw ard which ate based ir arnral actii,ry. The hgal
bvel of bLdgetary control is at tlE indivitual depaftrEm level for general fud (Malor and

flgtslahre fimds) cxpenditures, and arrnul prirr[oal ard interest d.rc for debt seryie finrd.

c. P-9!9$!E
SubsEtrtialy all cash bahrrces are conmir.rghd ;n a general checking accorDt and seveml
spechl ptrrpose bank accormts, except 6r cash and iNestdrnls reshicted by law. Each fird
records is equity irterest in fie pooled cash bahnce- Tlre ava abb cash babnce in the
general checking accornt be),ord inrrrcdiatc necds is in/ested in interest-bearing deposis.
Genelalv, cash is deposited in intereslbearing bank accolmh. Tnestnrnt eamings are
crerlired to tlre respective fld.
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NOTES TO TIITAIICIAL STATEUENTS
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r. STMMARYOF SIGNIflCANT ACCOIINTING BOIICIFS (Continuetion)
Ir[€saornls corEisa of short-term certifcat€s ard are statod at cos! which approxinates
hn ratr.

h. Inventories

The general fltds purchase ofrce and printing stpplbs, gasolirc, oi, nrdicines and otlrer

iter6. The cost of purchases k recorded as expendirures and the invurory is not recorded

in tlrc basb fnarcial statenErrs since aoorntr is insignificanr.

i CaDital Assets

Furul Financial St at e m e nt s

The capital assets ac{uired are recorded as expenditures at cost in the SovenlnEntat firilds.

Got,ernment W le Finaficial Slalemenls

Purchased capital assets arc rccorded at cost Donated capital asses are recorded at their

estinBted fair ralue as of the tirE they are receiled by the Municipality and are

capiralized in the State[Ent of net Assets. Major renewab and bettenrEnt ue capitalizf'd:

rephccnrnl rnintemnce ard repain, u,ltich do rDt irryro\€ o, exrend the liE of drc

respcctive assets, are chaaged to operatiorE.

Deprcciation i provided orEr the estinBtcd rsefil life of tlre respective assefs on sfiaight-

line basis.

i vacation and Sick laave and Orber Corn e$ated Ah6ences

Muicipal enplolees are grar ed 30 dals of wacati:rn ad 18 dals of stk bave arnually.

Vacation lcave nay be accuruhied tp tro a rnaximrtn of 60 dals ard siak leave up to a
rnaxinnnn of 90 days. In dre event of eqloyee resigratirn, the errpkrl'ee b paid for

accun latcd racatirn days up !o tlle lia"\inam anowed. Separatinn fom drpbyrEnt
prbr to use of all or part of thc sick bale rerminat€s all rigtrs fot cotpensatio4 except for
enployees with ietr )ean or rrDre of servbe who are entitled to siek lea\€ pay to 0Ie

maxin1rfi alowed. TIE Municbaffty is required to pay excess sick bave over 90 days on

or before March 3l offie accumrlated excess at Dece.YSer 31, of plior )€ar. Ffipklyees'

nnxinu.nn alkrwed accunrlated vacatiorq with frc enployer's shate of payroll taxes, is

accor.trtcd for in the StatenErtr ofNet Asscls.

k.Itrsuance

The Municipality has i1sura,.Ee coverage for ils public frciities ald cquiprrED! printanly

to provide protectbn in case of disaster ard other bss€s. Aho, prirrfal officiab of the

Municipafity are covercd rmder tariou surery bonds. The Secretary of the Departrnent of
the Treasury of the CorIrrDnweahh of Puerto Ri.o is fic desigrBted agcncy to obtain thc

necessary insurance coleragc fur the Municipouty.
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SLMMARYOF SIGNIFICAI{T ACCOUNTING POIICIES (Continuation)
l. Restricted Assets

Inv est m enl s and Ce rt ifi cat es

Certain proceeds of tle Municipalily revenue bords as well as ce(ain rcsources set aside
for their repa;,nrnt are chssified as reshicted assefs on the balance shcet because thcir use
is limited by applicabb bond covenfits. The 'teventE bord" maitremrrce accorna b us€d
to report fmse redal pmceeds that are restricted for use in nuirtenarrcc of fte properties-
The 'Yevenrc bond fimd accot ' b used to segregate resou.ces accruruhted for debt
servire pa),rEr(s over the rExt tw€lve nDffhs. The 'Deb1 Service Accour$" b used &)
rcport resoures set asile io fiake r{l potedtial f.ture deficierrcies in the 'levenue bond
fird accourt".

Cash ith fiscal asent

The cash with fiscal ageft perhining to the debt s€rvice rcpresents pmpeny tar colhcrions
retained by the GolerrrEnt Devehpnrnt Bank for PErto Rico and another l ranchl
institrxion restd.ted for the payrEnt of Muricipality,s debt service (See Note 2) and
unused proceeds tom bonds ard mtes issued principally for tlrc acquisitbn or cotstnrctiotr
of pernun€nt irpro\enErfs irre accounted in the capiral prqject furd. In debt se ice fnf,l
are ursccured aDd cofiateraliEd, as m collateral is required by govenrrental banks.

nL Fund Balance

During year ended Jruc 30, 2013, the Mudcipality i'rplenEiled GASB StaterEnt No.
54, l-lnd Bahrce Reportiog and GolrntrrErtal Type Defrritirrs (GASB 54'). Ttie
objecti!€ of GASB 54 is to enltarce the usenrhcss of fird bahnce ffirrration by
proviJing clearer lind bahrEe chssifications that can be nrore consbEntly applied and by
chri$ing ttre exhtiog govemnEntal fird t)-pe defuitio$. GASB 54 establishes fmd
bahrrce classilications that cor4rbe a hbrarchy based prinranly on the e*enr to which a
governrrnt b boud to otrserve constrafuts ifiposed tpon the rxe of the resolrlces
rcported in thc govenrmental firds. The in{rlcrEntation of &b sEierrEnt had rp inpact
on $e total flllrd bahrres for the Municipality's golErnnEDtal firds.

The Mudcipality chssifies gowrrrEnral lind bahJrces as fullowsi

> Nonspendatte- irrcldes armunts tbat inhererflly carunt be sped either because i b
rn)t in sperdabb 6rm (ie., prepail, irnenorbs. hng-term ponions of krans
receilabb, etc-) or because of kgal or corfactual requirernems (ie-, principal of an
endowrEh! etc.).
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l. STMMARYOF SIGNIFICAI\-T ACCOU\ITING PTOLICIES (Continurtion)

> Restrict€d - inchdes annuns that are corErraincd by specific pr:rposes which arc
exernaly iryosed by (a) odra governrEnts ttrough hl,s and regulariom, (b)
gmntonj or contrbulbns *rough agreerEn6, (c) creditors lhrough debt covenahts or
other contracG, or (d) irposed by law drough constitutiDal provisirns or enabling
legbhtiorL

) Cornmitted - inchdes amunts dlat are consliained tr specific purposes that are
internaty inposed by the go\r'erturEd dnough fornal actbns nnde by the
Mutriciplity\ hgnhtive body, $,hth is Se hthest lelrl of decbbn nBking
arlority, befure the erd of rhe reporting perbd. Those comnitted arDurts carr|(}t be
used for arry other pwpose Imb,ss tlle govemrEnt rern\,es or changes the specified
use by taking re sanE q,Tre of actbn i enployrd to previously comdl lose munts.

> Asrigrcd iDchdes aImltrfs dlat are ifrerded to be used for specilic puposes tbat arc
neilher comider rEstricted nor con nitted; i1 additioq srrch assgnryen8 are ,rBde
before the report issMnce dale.

) Unassigned incMe armurs tllat do rEt quary to be accom[ed for and reported in
any of the other fird bahnce categorbs. This classificatkrn represents ahe anrunt of
fid bahnce dlat has not been ass{ped to other firdt and tbat has not been restricted,
corrnitted, or assigoed to specili puposes wilhi[ lhe General F-ud. The General
Fund shouh be &e only flnd that reporls a positive utassigned f-!rd balarrce ammt
In other govennrcnt linds, if expendifues incurred for specific purposes exceeded the
aliDrtrrts tllat are rcstrictad, coill itted, or assigned to those purposes, it rtsy be
rEcessary to report a negative wussigned flnd babnce.

) Encuobrance - Ercufibrarrces shouh rtol be dtphled as a separaie classification of
fird balarre on dre frce of flle balarce sheel For goveritrrcnts dut rse encurnbmrpe
accounting, significari ercErSrarces slpuH be dbcloscd in drc notes to the fiiaicial
statenEffs by najor fimds ard non-rmjor fi.tlds in tlre aggregate in coqiurtion witb
required disclosures about other sEnificant cornrnitrrEnts.

The Municipality generally uses restrbted armErts frst when hoth rcsrbted and
urcstrbtcd (corEnitte4 a-rsigrE4 ard urassigned) firnd bahnce is a\aiabb utbss iherc are
hgal docunrns, codmcts, or agreenEnts tlBt prohlftrit doing sucll Additbnally, the
Munlclpality gelEralb woukl frst rse cormritted, drn assigrrcd and hstly wussigned
arDrDE of unres[itted f.md balarce when expenditures are made.

n.gbls-sCrlg!@S

The estirnated amimt of thc [abiliry for chifiB ard judg[Effs, which is dlE on dcnand,
such as fom adjudiated or setthd chirm, is recorded in rhe general fuid and in dre
SlaEnrnt ofNet Posiii.m. (See ootls codingerEies)
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r. STMMARYOF SIGNIIICANT ACCOIJNTINC BOIICIES (Continuation)

o. Use of Estinrates

Thc preparatkrn of fnarrchl statErpffs in conformirry wih generally accepted accotmring
prirciples requires rrEnagenEnl io rBke estinrates and assunptions dtat aftct the reported
amowfs of assets and lhbjlities ard disclosure of corfiingent assets arxl liabifties at the
datc of ttE fElarrcial state Ertrs and tE reported arpwrls of revenrs and e&eises during
the reporting perkrd Acnral rcsults couH differ fom those estirnates.

p Toaals Colm Memorandum Odv) Covemrtrehtal Ftrds Solerrnt

The total data urdcr thb cohnrn b presented only to Ec iare linancial analpis. Data in
these colums do not present financial position or rcsulls of opemtions in conformity with
generally accepred accourfing prirrcipbs. Such data b mt conparablc to a coisoldatbq
since Lrterfard elimirDtbns ha\E not been nade.

2. PROPERTY TA)(ES

The Muntipal Revemre Colbctbn CenfEr (CRIM) of thc Courmmvealth of Puerto Rico is

responsirlc by hw for drc assqs$rEnt of all real and persorEl properry bcated wiftin lhc
Municipality of Cirl€s abd for the hvy, administratiofl ard colbction of all real and
personal property taxes.

The property tax is bvi€d each year on the assessed vahre ofthe property at the begirning of
the calendar year. Assessed vafues of real propeny are esablbhed at t],e estinEted curent
lalue existing in the tear 1957 ard ofpersonal property at dE curred lalrc at the date of tle
assessllEnt.

Real Foperty taxes arc bilhd hy dlc CRIM ard are dlE in two eqEal iiEtalhrtffs in luly and

Jarnury folJowing the a.ssessnEnt date- Persoial property taxes arc self-assessed and are due

in May 15, when the property tax rcturn is required to be fihd.

Thc tax rate per aftNrn is 10.339l. for real pmperty ard 8.33% for persoml property ofwhbh
3.830/. a J, 1.83%, respecti!€ly, behngs to the CotrrrDr$eath of Puerto Rico a(d 4.250/. of
bolh percel(s bebng to the Mufcipalty. From the ponbn bekrnging to the Municipdity,
37o represer s the Municipality's basb i-ate, \rtbh is approprhted for geneial puposes and,

therefore, accourted ftr dmugh tic gercral fird. Thc reftining portk n bebnging to the
Muicipality of I.257o represents the "ad-valorem' tax urthheld by the CRIM as ftcal
agsnl ard restricted fir debt service, whbh b accouoted for trough dre debt servirre fi]rld
(See note 2). me Muicipality lns reaclred drc ns"xinllln stahdory taa rale limit for tlE
basb t&x ltile tlrcre b rtl limitation for de ad-rabrem tan mte.
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Cor{rlelr real property tax exenption b grarted by tlrc Conrrnmvealth of prErto Rjco on
dre frst $15,000 of fte assessed ratratim of owner occupLd resileitial |niis. Howew., the
Municipality receives tlie firll arDunt bvied, exccpt ftr resilential uih assessed at less
than $3,500, on whth a conpbte exenptinn k granted. Veterans hve additbnal exenptkrn
ftom taxes of $5,0tx) of the assessed \'.r].E of real properqr. T]le DeparftEnr of Trcasr:ry
instead of tllE property taxpalrcr becafie the souce ofpa)/IrErtt in lhese cases_

Corrylete exenption fom persorEl taxes W 1o an ,rsscsslnent of $50,000 is grafied to
retailers with an arnn al \olrrE ofnet s,ales under $150,000.

the CRIM reports arnnlany to the Mrrrnipaby tr estirmted basic property tax and fie rax
to be used ftr the debt servbe, whbh will be collected in fle flscat year. The basfo ax is
adlanced io tle Municipatty during such ftcal year. It is the pracrice to armrtize tbese
advarrces ttirough tbe subseqrnt colbctbn by
the CRIM of the basb tax iom tlre faxp,ayers.

The basi propcrty tax ad\ances from the CRIM arc rccorded in the general fimd as other
firancing sources. As this tax b conected ard reported by tle CRM, it is recorded in the
general f.trd as reverue. The property tax received from the DeparErEnt of Treasrry, which
is rclated to the exoneratbn ganted by the CorrmrMeath of Puerto Rbo is reflected as

re\€nue in the gereial f.trd.

Prior to dle begirning of each fscal year, tE CRIM ffirrs the Mrrriclaky of tlre

estinEtes amrmb of property tax e4lected to be collected for the ensuring fucal year-
Throwhout the year, the CRIM advances furds to the Mrmfoipahy based on the inicial
estinnted collectiors. The CRIM is required by law to prepare a settlerEnt statEryEnt on a
fscal year basis, \aiEreby a conparhon is riBde between Se arrcufis advanced to the
Mmkpaky ard amwts acaa& conectd from axpapn. This settbnErd has to be
conpleted on a preliminary basb rro ht than tlree rnr s affer ftcal )rar-elrd, and a frral
settlenE t nBde rn later six (r)dlls after ltar erds. If dle CRIM remifs to the Mubbalfty
propeity tax adraices, which are bss than the fax acfually colhcted, a receiyabb trom lhe
CRIM b recorded at JrnE 30. However, if ad\Eices exceed the armErt actually cobcted by
lhe CRM, a parabb to tie CRIM b recorded at Jwrc 30. Dlxing July 2002, the Muicipahy
erfrered into a repaynErf agrEenEnt wiih GDB aDd CRIM io repay the excess of property
lates advarces from fscal ),ears lp to 2001 fot apptoxinately $l.l mnion Thb aff)ult \i{l
be repall d[oug[r ad\ances from property taxes (refer to Note 15)

Since the colbctbn of propeny taxes ftom the taxpayE6 n undcr the administration of the
CRM, tle Mimtbality recogniEd as an experdiine drc operatioral expenses allocated by
tlre CRIM to tlF Munbbality, whbh arrnumed b$36,ll0duri4 2013.

the folk wntg k a srmrnry of the properry tax ad!"ances tlBt resuted in an accoults
payabh, 6r drc ,ear erded Jute 30, 2013. The reslhihg payabb is presenred as a decrcase in
the gereral fird ard thE GovemrEnt Wile Finaicial Statenrnls.
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Accounl Receivable

{mortialiot throulh colltx,tions ofpropertv raxes bv rie CRIM
07-ol-t2 - 0G30-13 $ 5,398273

Advancc rccsive4 07-{rl-12 - 06-30-13 <s,3M246',)
Due to CRIM - 2013 $ 9,t,027

3. DEPOSITS

Th€ Municipality's cash ard i$/eshrEDts at JuDe 30, 2013, were e$irely covered by the

Fedeml Deposfrory Insuarrce Corporation by collateral proviied by tlc banks and heH by the

DepartrEnt of ilre Treasury pursuart to applicabb hws ard regulatjoG. Cash with fscal
agfft is riaidaincd in interest-bearing accoudts ill the Go\rermEnl Devek pmllt Bank for
Puerto Rico and is colhteriad by tbe Corrmrweahh of Pueno Rbo.
PrErto Rico law aulroriz gowrmrrmal entitbs to invc$ in direct obligtiorrs or obligations

guamnteed by the federdl golErnnEnt or ihe Conrrnnweallh of Pusrto Rico. The

Muhicipal'ry is abo alkrwed to ilrve st in bank acceptairces, otlrer bank obligtbrs and

certi$cates of deposir in fuancial institrrtbrs adtorizd to do busirrss urder Se Gderal and

Corrm$reath hws.

4. CONCENTRA'I'ION OF CRFDIT RISK

Puerto Rico hws arrlrorb govetntrfal entirbs to iNest in dirccl obligatioDs or obligations

guarantced by ttle ftderal govEnlIlEnt or the Cormflweath of Puerto Rico. The

Municipalty b aho alhwed to inlEst in bank acceptances, other bark obligtirrs and

certificates of deposit in inarcial hstihnbns arxhorired to do btsiness urder dr Gderal and

Corrmnweafth hvs. Durtrrg dE )€ar, the MuDicipafity ifivested ils frds in imerest-bearing

bank accoun6, ard short-tcrm certificares of deposil if due dale i! not rmrc than 90 dals, the

ceftificate consilered as cash equi\ahnts.

Custodial Credt Risk

The following i! esserrial ffirnntirn aborn credit dsk, interest rate rbk, custodial credit

risk, and foreign exchange exposure of deposits aid irrcstrrEnis of tle Mubipality at Jure

30,20t3:
Crrdit rfuk - Thb is the risk tlut an rssuer or otlEr corE erpaty to an invesEYEd will not

fuxill its obligtbrs. In corlpliarEe wilh t]e h\ps ad rcguhiors of the CorwDirwealth of
Puerto Rico, the Muniripahy has adopted, as ils custodid credit tik policy, tlr- Statement

of IJn{om lnvestment G idelines for the Mrnicipabties of the CornmontNealth of Puerlo
Ril:o, iss ed by rhe Governrnent Development Bank for Puerto Rico. Accordirgly, fte
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Municipality b only allowed to iwest in obligtjors of tlle ConnDnweallh of Puerto Rico,
obligtiom of $e United States of Anpri:a, certificates of deposi!, conr1Etcii paper,

bankers' acceptances or in pools of obligations of fie Munbfal ies of Pwrto Rico, which
are finmged by GDB.

According !o tle aforerrenlkrrcd i{vestiEr guidelines, lhe Muoiipality is ri)t allowed to
irvest in rErketable securitres or aIIy odEr type of inwstnrenls (debt securirts) for x'trich
credit risk exposure Imy be signifuad- CorNequertb, at Jurrc 30, 2013 ard 6r t}rc lbcal

lear tlrcn ended, the Municifrality inrcsted only in ccrtificates of deposit in corrnerchl
banks, whth are irstrred by t}re Federal Deposit Iruurance Cotpo.ation (FDIC), gerEra[, W
to a rrBxilrnrm of $250,000 per depositor. No irvestoerls in debt of equity securities were

n:ade during tle frcal year ended Junc 30, 2013- Theretrre, dE Mw&iraliys fiEragerrEnt

has corrc[ded dlat the crcdit risk related to arry possble bss rehted to defiuhs by
cornrErcial banks on the Mtmblalitys deposits k corsilered krw atJrne 30,2013-

Intercst r:ate risk - This is dE risk thar changcs in interest rates of debt iNestrEffs rrdl

adv€rsely aflact the An hre of an irwestnpnt- Tttc Muicbahy nanages its exposrre to
declines in fiir rahes by 0) fnt incLrdiog dcbt or equiry irNestrnents in s hvestrEnts

portfolio at Jute 30, 2013, (2) ffiing drc wEighted average maturity of is i'rvestrvsnts in

certificaes of deposit to periods of dree nnmls or bss and (3) keeping rnost of its bark
deposis and certificates of deposil in ifiLrest bearing accouds generatilg intcrest at

prcvailing rErket rates as required by the Slarem e of Unfotm lnvestment Gu lelines .lbr the

Mltnicipalitie\ of the Con onwealh of Puerto Rico, issued by the Gover nenl Detelopment
Bank Jbr Puerto -Rr'co (th adopted policy of*E Mrmbbaliry). At June 30, 2013, fte irterest

rate risk associated wilh the Municbahy's cash and cash equilabrfr is consiered low since

the invcstmerf por6lio of the Municicahy consBts of certilbates of deposit and do not

inchrde debt securities or any 6pc of irrlesttrEms tlEt couH be a&cted by changes ir
interest mies.

Custodial crcdit risk In the case of deposis, thb is the risk lat in the ever{ of a bank

fiilne, the Mmtbaliys deposits nay not be recovcred. Pursuaft to tlte Slatement of
I vest ent Guidelines for the Goremmenl Qf the Cotlnonuealth oi Prerlo rUco, the balarrces

deposited in corrrrrcial banks by the Mtrriclaliry are insured by dle Federal Dcposit

Insuarrce Coryoratkrn (FDIC), genera y W to a nuximum of$250,000 per deposito.

(This space was ittentionally lefr m blankt
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In addition, public tunds deposited in commercial banks by the Municipality are fuIly
collateralized for the amoutrts deposited in excess of the federal depository insurance. All
securiries pledged as collateral are held in the Municipality's name by the agents of lhe
Commonwealth's Secretary of Treasury. Deposirs of GDB are uninsured and

unclllateralized. However, no losses related to defaults by GDB on ileposit transactions have
been incurred by the Municipality through June 30, 2013. It is management's policy to only
maintain deposis in banks affiliated to FDIC to minimize the custodial sedit risk, except lbr
GDB.

Therefore, the Municipality's rnanagement has concluded that at ,une 30, 2013, the custodial
credit risk associated with the Municipality's cash and cash equivalents is considered low.

Foreign exchange risk -This is the risk that chatrges in exchange rates will adversely alfect
the value of an investrnent or a deposit. According to the aforementioned invesunent
guidelines, adopted by the Municipality, the Municipality is prevented from investing in
foreign sccurities or any o$er types of invcstments for which foreign erchange risk exPosure

may be significant. Accordingly, management has concluded that thc foreigr exchangc risk
related to the Murdcipality's dcposits is considered low at lune 30, 2013.

5. M1JNICIPAL LICENSE TA)GS

Deferred inflows of resources for $270,208 of the general fund correspond to the business tax

levied received from the next fiscal year-

The minimurn gross revenue to file the Volume ofBusiness Tax Declaration is $5,000 and the

mirimum tax payable is $25. The date to file the Volume of Business Tax Declaratior is Apdl
15. The Municipality grants a 57c discount, if (he taxes are paid on or b€fore April 15

Otherwise, 50% of taxcs payable must be paid wiftin the first 15 days of each semester

beginning with the first semester ending December 31.

The Municipality recognizrd an account roceivable for the estimated municipal license kxes
to be collected during fte first two months of next year, but corresponding to current year.

Municipal license taxes collected prior to June 30, 2013 but pertaining to the next fiscal year

is lecorded as deferred inflows of resources as menttoned above.

(This space \tar intentionall! leIl in blank)
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6. INTIRFT]ND TRANSACTIONS

Due Frony'To Otber Funds Grmd Finarcial StatenEnt)
Iruerfind receirabhs ard palabbs generalty rcflect terporary loaDs, b ings fur serviccs
provded and recolery of expendinrres. TIre bahnces of intemal ransactbm oflure lO, ZOt:
ale as folkrws:

Funds Due From Due To
Gencral Fund S s 3,871,s62
Canalizaci6n de dos Rios 2,669.000
Joint Resolutions 716;712
Othcr Funds 425.850
TO1'AL $ 3,871,562 $ 3,871,562

For the nrost parq t}rc etrect of inter-find activity has been rennved iom tie SlaierEnr ofNet
Assets (GoverDrErd Wile FifiEial SlaterEds).

7. INTFR.GOI'EIINMENTAL REVMII]ES

Sources of intergoraerrrrrntal rcveflE consist prirmnly of govenmrnlal pq/nEnb fiom the
Corrmrweaith of Puerto Rao ard in lieu of hx paynEnts fom cenain 'quasipubk"
corpomtioN, such as the Puerto RLo Electri Power Arihority.

Gnnis and subsilies rcceived fiom fi€ CorirDruealh of hErto Rico inctrde, among others,
a general subsily 6r capial inpmverre.ls. Atmst all these inergorcrnrrrntal revennes are
accourtrd for in the general fimd.

8. DTJE TO CO\'ERNMI\TAL ENTITIES
As of Jrne 30, 2013 balarces due to govenrrEntal cntitls of the gerrral find corrstts of the
ftlhwing:

Name I)ue to
Puerto Rico Rotiremcat System $ 649288
Gcneral Admiaistralion Scrviccs 16,005

Puorto Rico Departtretrt oflabor 226,t88
Puorto Rico Waler and Servor Authority 239,508
Pucrto Rico Employce Asociati@ System 18,874
Puerto Rico Departmeot of 'l rEasury Il9;190
Intomal Revenue Service 671.642
lnsuralce Compaay 350,240

TOl'AL $ 2,291,535
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9. CA}ITAL ASSETS

Ircltde 6ose changes pnsuarfi to dE irpbnEntatio[ of GASB StatctErd No. 34, folbws.
la.rd and coGtructbD in pmgrcss arc mt subject to deprecbtirrl

Cqdt l assets rctivity for the year ended Jrme 30, 2013 nas .s folloi6:

Gov€mmentrl a.tivitiei:
Capilal assets. not being depreciated:

I-and

Corsfruction in progr€ss

Tolal capihl assels nor b€ing depr€cht€d

Capital assets, beng d€preciat€d

Buidings and buiding inprovements

InfrastIucfure
Vehirl€s
Fumiture and Equiprn€nt

Works of Arts
Total capital assets being defnechted
Less: accurrmlated depre€htion for:

Buidings and t lding improveme ts

Infiastructre
Furnihire and Equiprnem

Vehicles

Works of Arts
Totai accwuhted depreciatim

Total capital assets being depreciate4 net

Govemrlenlal actit/its capial assets, ilet

Bahnce

6l3M0l2 Addiixrs

$ 1,?m,856 $ -
361,012 45r0,r01

Retirements

aDd transfen

dispo6itbrs

$-

Bahnce

6130t2013

$ 1,706,856

4.811.t73

2,013928 4510,101 6,584,029

16568,880

t6325,t2i
3,461,088

t,142390
r 5r,050

37,64853 t

5,754.$a
4911,899

890,496

2915,647

105,420

16,568,880

t6)25.123
3,593,093

1,2u9T
I51,050

132,005

t475at

274,586 37,923,117

(870J%)
(408,r 28)

{ 1352r 0)

l2t3l82)
(r 5110)

6,625,434

5326,021

1,025,'706

3.129,129

t 20,630

r4jM,roo (r,642,826) - 16,226.926

B,oa,.r3r (1368240) - 21,696,19t

$25,138359 $3,14r,861 $ - $2t,280,220

GovernllEntal activitics:
General qovefttiEnt s 67tA9a
Puhlic satbty 87,OO9

135-404
Culture and recr€atron 649.493
Heattl') 98,298
EducatirEl alxi tranrirlg 1.324

Toral deDreciarbtr crqreis€ sovenrrrEital activitas $ 1,642,a26
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9. CAPITAL ASSETS (contirued)

Govemmept lMde Frpincial StateE[ts

Capital assets purclnsed are carried at hktorical costs. Contrfurtred assets are recorded al 6ir
\ahe as of tlE date dorBted. Addiiions, Inprove[Ents and other capital outlap that

significantv extend the uselirl lili of an asset are capiralired. O*ler costs inculed for rcpairs

and nEinteiance is eryerEcd as ircuned. Dqnecbtirn on capiEl assels h cabuhted using tlle

straighrline npthod over drc folhwing estinated useful lites:

Vehichs. Heaw EqubnEm
$100

Fumihrc and Fi)(!urc 5-r0 $300

Co[EuIer and Ebctronic EquttrEnt 5 $300

Build ings 50 $l
InfiasE1rc ture 60 $r
InprovellE nts 20-10 $1

In additioil the Mrmbipality assigned a l0% resilual vatE on nbst Capilal Assets'

Fond Flnancial Statenents

The Municipality charged costs of capital odlals as experdfures categorbs in the

Govenmrertal Frnd Finarrcial StatenEnts.

10. CHANGES LONG.TERM DEBT

The princbal long-term obligatbn of lhe Murbipaliry b obl@tion bonds h$Ed b finance

pernrment improverEnh and pu'chases of equbrrEnl Ttre Muricrpali!'s krng-term debt

ietirenrns are appropriated aLrd pail from resources acctli lated in the debt service firnd'

The following is a surrrnry ofBords otltstandirg at Jrlle 30' 20ll:

Description
RegindrB
Balince Additions Reductiotrs

Ending

Balance

Gereral Obligati,cns Bonds $ 9,E29,r00 $ $ 59,100 s 9,275,000
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11. CIIANGES Dl GENERAL IrONG-TERM DEBT (continued)

General Obligation Bonds:

Description
Balance

06-30-2013
Due \xithin
on€ Y€ar

Serie 1992, S 18 I ,000 payable in annual instaltincns of $4,m0 to

Sl3.00O tmlil20l7t with nter€st ranEina ftom 5% 48,000 $ 11,000

Sene 2m5. S31O,000 payablc ;n annual rnstalknenis of $25,000 .o

540.000 rmtil2014; with interest ranging kom 1.5tr% to 6.62010 80.000 40.m0

Serie 2007, $ 300,m0 payabl€ ;n amual instalhnerrs of 535,000 to

S55.uxl until 201 3: w;th ;nlcrest ranging from | .53v. tD 6.6U/. 55.000 55.000

Serie 2m7, $281000 payable in a.nual instaltnents ol $35,0m to

545,000 unil 2014; wth intcrest ranging liom 4.25% 45,000 45,m{l

Serie 2009, S I.555,U10 paFble in anrual inshlments ofsI5.000Io

$l ?5,0m uffil 2024; w inter€st rangng iiom 4-750lo 1I) 7.5'lo 1395.000 10.000

Sene 2010, $755,000 payabL rl annual irstakne s of $25,000.o

S 130.000 util20l9: w n inlerest rarEing from 5% to 7.5% 665.000 55,000

Serie 201l. Ml5,00O payablc in amual insrahlE s ofS5,00O (o

5360.000 unhl 2017r whh interest ransins ftom 6% to 7.5% 50,orxl 5.(Xro

Serie 2012. S I . I 10,000 payable in anrNal instalments of $ I 5,000 Io

$95.m0 until 2036i with interest ransins from 6% to 7.5% 1,095.000 10.000

SUB.TOTAI s 3,533,000 ti 261,000

kneral s Bonds

D€scription
Balance

0G30-2013

Due nithin
One Year

Serie 2003. $250,000 payable in annudl ins.allme s $5.000 10 $25,000

unlil2028i with interest ranging from l-539i,1o 6.6% 105.000 10.000

Scfle 1997, 3400,000 payablc in annual installmenis $10,00010 40,000

until 20I6; with interest ranging &om Lsl-o'" ro 7.8% r30,000 .l0.clcl0

SUB.TOTAL $ 135,000 S 40,000
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BondsReYenue

Description
Brlxnrr

0630-2013

Due within
One Yorr

Serie 200?, $500,000 palablc in annual insmllrnents of $70,000 to

3100.000 until 2014; vilh interest ranging ftom 1.50% io 5.40% $ 190,000 $ 90,000

S$ie 2008, S I ,2 I 0,000 payable in aDnual inslallments of M0,000 to

$140,000 until 2022; with interest ranging ftom 1 50%,o]50% 1,005,000 60,000

Serie 2009, $523.000 payable in annual installlncnts of$51,000Io

582,000 unfil 201 6 with iDErest rrnging from I .530/0 to].5$/o 297.000 67.000

Serie 201l, 53,765,000 fiayable in annual installments of$70,0001o

$13 0,000 until 203 I i with inlerssl ranging from 6% t o 7 .50o/" 3,6r5,000 85.000

Serie 2012, $305,000 payabl€ in annual installnents oi$5,000 to

$30,000 until 2036; with inter.st rgll4!&4!llElj1!ry-- 300,000 5.000

SUBTOTAI" $ 5,407,000 $ 307.000

TOTAL $ 9,275,000 608-000$

The a4 ual debt sedice requie ents fol lhe bo ded debt outstanding as June 30' 2013 aru

as follows:

Year Ending Prircipal Interest Total

20t4 $ 608,000 $ 433,931 $ 1,041,93r

2015 552,000 534.856 1.086,856

20 i6 540,000 563.438 1,103,438

20r7 580,000 543,488 1,r23,,188

2018 490.000 503.851 993,351

Subscquent years 6.505,000 3,633,980 10,138,980

TOTAL $ 9,275,000 $ 61135,14 $ 15,488,5{4

COMIIT OIItrIEALTH OF PUERM RICO
U UITICIPALI T OF CIALES

NOTES TO TINANCIAL STATEM ENTS
fftE 30, 2Ol3

The Mudcipatry i required to limit tlE anDrnlt of g€neral obligatioi debt to l0olo of dle

atut ^""..n"* of properq' bcated within th€ Municipalify, ftr bonds to be repai4 widr the

proceeds of propefy tax restrbted for debt serviccs- Othcr oblgatiors incMe conpelsated

absences; LIMS refinance debt, chirns ard judgrEr$'
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N@s
Note palabh of $1.114,924 represenfs a Epayrrrnt agreenEbt with GDB ald CRIM to repay

dre excess of property taxes advances li)m fscal ,Ears W io 2001- The CRIM will retain fie
prirrcipal and interest iom lhe property taxes advances. The amouds retained by CRIM will
bc rcmitted to GDB on July 1 of each )rar dIowh 2032. The repaynrrt agrccrErfi b
payabfe in arnnral aggrcgate principal i6tallrEnts ofsl5,373 pi$ interest rate of 6.18'75Y.,

balance of $97E,246.

@j&!stde!
DlE 0o CRIM correspording !o I-aw 46, payabh in rmntbty inslalirEnls of$1.814 untfl

rnarch 2032, interest at 6.22yo bahnce $163,400.

Conponent Unit

the origbal mrtgage, in the anDwrl of $1,945,000 was payabk to Rural Housirlg Se.dces

(RHS) and colhteralizcd by the apafirnqx conpbx. Thc required imn$ly principal and

interest paynEnls totaled Sll,05l. On Noverr*rer 14, 1997, tl|e nDrtgages on tle propery

were transferred fiom &e Pueno Rico Urban ard Housing Servbe, the nortgagee,

rccabuhted ard adjusted thc anxrrtiation of thc rnortgages at fte linE, resuling in a snnllcr

nnnthly pal,nern The rcvbed pawEffs of the three trDngagps corrEnced on l)ecerlber l,
199'1.

Undcr ageenrms widr RiIS, tlrc project is required i,o nBke rmntily escrow deposits for

iosra?nce and rephcenEm of Project assets, ard is subject to resfrictions as to operating

policies, rental char8Es and operating expcndinfes.

The liabihty of the Itoject urder tlrc rmrtgagcs is limiled to tle undcrling ialuc of the real

estate, plus other anElmls deposited wirh 0rc bnder.

The rmrtgagcs are inqred by RIIS, collaleriEd by rhe Projcc! ald cotlsist ofttte fonowing:

Irrre*st aaRf p"ya6ffi nilthly installrEnts of $8,159, inchding

inter-est. ttroudt Se due date, December 2031. s1,123,031

Irrr.r.st "t 8.75%. payable in nrcmhly instalhrErrs of 52,351

imhrding iftercs! through the drE datc, Decenficr 203L 270,614

@tstalkrEtus of $543,

'nchdine 
interest, throu* 0le drE date, D€cenber 2032- 52.591

Less ctrrem rBtlniiies
t.446,262

(34,696)

sl,4l1,566

The interest mtes shown abole are ne! of 2o, intelest rental credit
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Aggresate naonities of the nrortgage palBble for each of the nen fNe

30, 2013 ard drereafter, are as folhws:
years following June

Year ended .ltme 30 Armurt
2014 s 34.696

2015
2016 14.466

2017 and thereaftcr 1.294.469

$1,4r r,556

12. DEBT SERVICE FTJI\iD

The revennes of dte debt sewbe fimd arise fiom dre additbnal property tax and are

rccogrbd *{en collectld ard reported by the CRIM (See Note 2). The CRIM retaills th€se

collectiom for the palmerd of principal ard ifierest of bonds and notes issued by the

Municipality used. Interest incont t rsed for the parnenl of interest or special obligations

rotes ard prupedy taxes are for dle debl service requirelEnts of t}rc general obligtbns
bonds and notes.

The GovenfiEnt De!€loprnent Bank pq6 prirrcipal and interest on ticse obligtiors for
Puerto Rico fom furds obtaiDed from ti€ Folhwirg:

Propeffy taxes s 479,869

General lunds 53,237

Municipal sales tax 738.397

TOTAL $ 1,271,503

Expe nditures for the ))ear 20 I 2-20 I 3 v'ere ar follow, s:

PrinciDal $ 55.1,100

Interest 449,44t

TOTAL $ 1,003,541
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13. RETIREMENT PI-AN

lllatrDesc4E&!
Reguhr frn tinr enphyees of the Murbipality contrtr ute 0o a cost sharing mrlt[b
emplo1,er defired benefl retirenpnt ph4 administered by dr Errybyee' Retirerert Syltem
of the GovenarEil of PuDrto Rico and ils instnnrutralities (ERS). ERS covers all reguhr firll

tirre public erebyees working for the ceftal go\ErrnrEnl, publb corporatbns ard the

rnrnicipalitbs of Puerto Rbo- The slstem proviles retiretErrs persbns, death and disability

benefits. ReftenEnt benefis depend tpon age at retierrEnt ard nnrber of )'ears of credird
service. Disab iry retirenEnt benefits are ava able to lrEn$ers br occupatbrnl and rnn-
ocqpational disab ities. BeI]efts vcst aller ter yean of plan particbatbn The s]$em was

created ftder Act 447, approved on May 15, 1951, 'R€tirerlEr$ PeBshrE, Disabifity ad
Deatl Benefits", as arrErded, ard becarrE eflectrve on Jarruary I, 1952. FRS issues a

publicly financial repoft tIBt inchdes fuancbl slaterErts a.rxl required suppbrneflary

i'rfomstinn of 0rc Plar! whth nny be obtaited trom drc ERS at GPO Box 42005, San Juaq

Pu€rto Rico 00940.

The aruual retiren*m benefits fur ltose reguhr trll-tirne erpblees hired on or beftre

March 31. 1990 or those anaining permlreirt status beftre dlat date (Old Phn) and for tfrose

hired or attaining penrBrEnt stanrs oll or after Apd l, 1990 (New Phn) ato as follo\*rs:

OLD PI-AN &A\1' 447)

ElistuilitY
Age 55 ard 30 years

Ofsewbe

Undcr 55 ard 30 lears
Ofservice

Elisbility
Age 65 wilh l0 years

of service

Pcrsion Bercfs
5% of avemge highest conp€nsation
during ary yeals ofcrediled servbe

65% of average highest conpelNalion
during arry 3 years ofcredit service

PartLbants in the S]stem wltr) retire prior to 30 )'cars of crcdired servhe are effided to an

armual retirenrent behefit equal io 1.5% of the hiShest compeirsabon in any 3 )€a's of
credited servi:e for each lear of service W to 20 years, alxl 27o ftr each lear in excess of20
years.

No benefit is payabb if lhe partjc{tad receives a refund ofhis accturulated codributions

NEW PLAN (REFORMA 2OOO)

Per6ion Benetts
.5olo of a\erage conperrsation during

tle l ral 5 years ofcredited services

nruhipbs by tie ruders of Yffi$
credited servbe
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13. RETIREMLNT PLAN (conainuatio n)

For both phns. the enployees are vestcd whan attaiing tcn ycars of plan particbation'

Disabihy ad dcath bercfts are a\ailabb wifr certain li[itatbrts and all amuities in pay

status v;l be increa-red wery ilnce years by 3% subject to the appro\al by the lJgislature of
Puerto Rico.

Rcform 2000 is a hybril deiired contrbr.thn phq abo known as a cash bahncc plan

Under rhis new ph4 tlrcre will be a pool of pension assets, u'tnch will be in€stcd by ERS'

together wftl *rcie of the current delhed benefit plan. Benefts at retirenEnt age wrll not be

g;ranteed by the Connnrrveahh of Pwrto Rico. The utmu(y will be based on a formuh

ifl"f, ,.*#. that each year thc erployce's contributirn (widr a mininurn of 8 2?5% of drc

""e[V"" 
. *fuw ,pon o n ,-*io*n 

'of 
10%) *dl be irwested in an account whith vr'ill

*rfr".,- (t) "u* u A"a -t bascd on tlrc two-year Collstant Mahnity-.Trea$ry Note or' (2)

eam mte- equai lo 75oA of ]t:p return of the ERS'S inlEstnEnt porttblio (net of nunagenrent

fees), or (i) eam a corbination of both altematives Partirbants wil receive periodic

accorrrr statcnrrts sirnlar to those of defined contrfotrtion phrs showing tleir accnred

t "fuoes. 
oisaUility persions vill rror be granted under Reform 2000 The erployer's

colhlbutiol (9-2'15% ofl:E enplo]te's salary) xdl be used lo find the cunent plar

Defined Contribution Hybrid Program On Aprfl 4, 2013 the Legbhtue enacted Act No'

3 which anEnded Act N;. 447 ald Act. No. 305 to establbh, armng other tlriogs' a deftrd

".*lt*i"n trytrid program (the 'Hybrid Prograrn') m be adminislcred bf the RetirenEnt

SFtem All ..8trh, errpby... hired lor the first tirE on or aft'r July t, 20t3' and fornrcr

.rp--[y"* *lr.-p*lr;put"i in tf,. defned berrft pensbn phn "{ 
e-.d:tud conatnnirn

ptl; *ta *".. rihirerl'on or afier Ju! l, 2013. become trE brrs of the Hltril Program as a

"nr; 
rn a thcir enpblrrEnl In additiorL erphyees who aJ June -,30' 

2013 wcre

p..ti"t "". ofp."viou. ptarr &dl bcconE part ofthe DelirEd Contrfuution Hltrit Program

Participants in tlt defined beneft persbn phfl who as of June 3,2013' were entirbd t'o retire

u.O ii"";u" sorrE typc of pctrsb4 ,*y titit" on ary later date and $ill receive the anNity

conesponding to 6;ir retirerEnt pbrl as welt as tlE arnuiry. accmed..uder the Hybrid

ir"S;-P:*i"i,"* *{o as of Jtme 30, 2013, have not reach the age of 58 and conpleted

l0 vears of selvae or have not reach the age of55 ard conplet€d 25 years of service ciur

;"#;;JG ;" *," *- ug" timis deftrcd by fie H)trit- Prcgrdm and will receive the

,r*rty- J"."ap"ra",g fo their retiro[El ph4 as wcn as fte arruiry accrucd ulder thc

Hytrid Prograrn



COMM OIIWEALTII OF PUERTO RICO
M UNICIPALITY OF CIALES

I{OTES TO FIITAIICIAL STATEME]TTS
JUNE 30, 2Ot3

13. RETIREMENT PI-AN (Continuatio n)

Particbafis in thc defrrd conEfoutbn plar who as of Jurr 30, 2013' were em led o retirc

because ttrey were 60 y)ars of age nEy rctire on arry hter date ard will receirc the anruity

conesponding tlrcir reiirenrnt phI1 as well as the arnmity accnted uxder the Hltrri'd

erogmrn Pirricipans in the Program *to a^s of June 30, 2013. have trot reached dre age of
60 

"can rctbe depcnling on tl" ."* "g" 
limirs defined by thc Hytrril Program and vil

receivg the armuity corresponding to thcir retirenEfi phn as well as the anariry accrued

,,.urder drc H16ril Program

Act- No. 3 requires enpb)ees to cofifilde Gn percent (10%) of fien nnndrly gross sahry

to dte Hlbrii Progrdm Enployee contrluriorc are crediled ro idivilual accormts

establbhcd uder rhe Hltrril Program In additb[ a nEndatory contrfuilion equal to or less

dun point twenry fve percent (-25"/") h required tbr tbe prrchase of dhabfity insurance- The

V*fipatity is required to contrbtn4 l2.2l5oA of each pantipant's gmss sahry' The

Retir-erreni Slstem_*dl use fhese conEibfiiols to increase its bvel of assets and to reduce

t}e actuarial iefr,ir Begrming on July 1. 2013, arrl rp urti Jrme 30, 2016. the enpkryer's

contrlrution rate shall be a]llllafly ircreased by one percent (l7o)' B€ginrng Jub' l, 2016'

"na 
q] ,-tl Jr.mc 30, 202 I , the crrphyer's conrburioo .E $ul 

"," . 
rt eftct on Jme 30 of

every )'ear shall be annr:ally ircreased on e\€ry successive July l' by oDr poirlt twenty_five

percem (1.25%).

Upon retircnEn! the balance in cach particbalrt's accotmt. will b€ !sed. to purchase an

o,i.ity 
"or*",,-which 

w1l provirle for a ronthly benefit during the participant's |ife ln

.*" irf t" pensiorras death ttre designred benefciarbs 'dl contirnr receivrng the rronthf

bencft utrjl 
-fre 

contrbutbm of the parttbaflt are corpbtcly corstrred- In case of rhe

participants in activc serrice a death benefit \,dl bc pail in one hnrp swn in ca'sh to the

p*i"fr*,'. benefciaries. Partibanls with a balarrc of bss thair S 10,000 or l€ss tl1an fivc
'year.'ot 

"o,rputed 
servbes ar ietirenrent wr'll receive a lulp-srm payrEnL ln case of

i""**.tt aitut*ry tlc participants t€le E optbn of recei mg a hl4 surn or purchasing

all anrNity conh"dct

Flndins PolicY

'Ihe Act 44'1, a.s amended, is the atfrlbriry trder whieh obligatbns to contrbr c to tlrc Plan

by the Plan trElnbers, enployer ald otler conri'uting entities are establtshed or rEy be

oi*na"a. m" required contritrutioru nnde by the Muricipality were based on percentages

.*Ulisfr"a UV dre Administrator ofdle S)rstem Srrh percentages were rlot ba-sed on actuarial

snAi"s us r.qu;."a by gsnEraly acceptcd accorrrting principbs' An acorarial conpr&tion of

,l'," 
"rrll]af "onm*ion 

ipprc"bt to itt" Ut-i"ipolity has not heen prepared According!'

ihe armlnlts by whbh the actual contributiors differ from tlre required actuarbl conftibutions

itre not knom
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13. RETIREMENT PI-AN (Continuatio n)

Coffribution ReouiEnEnts

The Puerto Rico Conmrrnvcalth legishtion requires srrployees o conrb c 5 775% of
gross salaries up to 56,600 ptrs 8.275% of the gross salary in €xcess of 56.600 The

i,ru.e"lny is required to contbue 9.275% of gross sahry armualy dru'ing year 2013 Thc

Munbpaliry actual corrrinfbr udcr Act 447 and Reform 2000 during year endcd on Jrure

30, 2013 was $108,t352 and S 164,415 respectively.

@!&u4!sags!
As of Jrmc 30, 2012, the ERS has an mflrnded accrual lhbility of approxinat'ev S17l

biliorl represeding a 9.7% fimding ratio Tht infonrstion b $ot available by each

participating goverrmEnt agerLf or rtrmabalitts.

Net position of tlrc slEiem corsisrs prirrcipally of irvestnEnls in stocks and bonds and loan's

to particbants. The projected unir credit achrarial cost npthod was used for fie acfuarial

cahuhtion Significam assurptions were as folk)ws:

a) Irtercst mte
b) Sahry increases

c) Pre- retirenEnt Mortality

Post-retircnEnt Heahh MonalitY

6.4Y" a Yeat
3.0o/" yedr

For GeDeral Enpbyees ard Mayors, RP-2000

&ryk),ee Mortaky Rares for nnles and frnples

projected on a geteratbml basb using Scah AA.
For fiErrbers covered urder Act t27, RP-2000

Enplolee Mortality Rales with bhre collar

adjustrrEds for rnales and fenEles, projected on a
generatbnal basis uing Scale AA.

Cerder-specific rmrta[ty rates were deveklped

based on a stlrdy ofphn's experience liom 2003 io

2007. Sarple rBtes shown bebv arc as of 2005

ard ate thereaffer projected on a generatiornl basb

using Scab AA.

Post-retlrernent Disabled Mortality RP 2000 Disabhd Armuitarl Morality Rates'

withou Projectior

d) Termination Withdrawal ratcs vary by enpbyee category The

amual mte of termination is a.s follows:

For general elrplo]'€es 2-O%

Forpolbe and fire 1.6%
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- 13. RETIREMFNT PI-AN (Continuation)

Actuarial Veluation (Continued)

e) Disability Rates are based on the six rYrmth eliminatbn poiod
rates in the 1987 Conrnisskrners Grory Disabflity

Tablc, adjuted as set forlh in *E tabb below.

Rates of disability ceasc to apply once a rEniber js

eligble fur t]le 75co of the Highesi sahry nEximm
benefit.

I00% of disabilities ocqnring wllle h active

service are assunrd to be occrpational for nrrSers
covered under Act 127. For other nEn$ers, 90% of
dr:ab ities occurring *'hih in acdre service arc

assunEd to be occlpational ald l0% are assrlrEd to

be l1on-occtpatio IlaL

ffist"rent to 19E7 CGDT

Art lll embers Covered under
Act 127

Other
]lt embers

11'1 t00% 75%

1 r 00%
2000 100% if riloie dran l0 )ea1s

fom retirerrrnt oligiriliry

300% if at or past retirefirent

efubiliry.

Interpohted from 1007" to

300% in tlle 10 Ycars leading

up to rctirerEnt eligftility.

15%
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13. RETIREMENT PI-AN (ContinMtio n)

0 RetirenEnt Rates ofretirenrenl rEry by e pb),nErf careSory
AcL ard by age and ycars of Credilabh Servicc

Act 447 Gcncral fnplolees 0ncludcs General Hazardous Enployees)
Scriice Condition

Ase 10 reers 25 years 30 \-ean
15 to 19 10.\ri
50 to 53 15.0

51 20.0

)) to 57 10.0% 20.0

58 5.0% 10.0 20.0

59to& 10.0 15.0 20.0

65 to 69 15.0 15.0 20.0

70 I00.0 100.0 100 0

Act I General Employees (Inclodes General Hazardous E4p!9y93q)
Senice Condition

Ag" l0 ycals 25 yeats 30 Yeals

55 to 57 4.50/o

58 {.5
59 8.0

60 r0.0% 9.0

6l 10.0 10.0

62 13.0

63-64 15.0 14.0

65 15.0% I5.0 50.0

66 15.0 100.0 t5.0

67 r00.0 100.0

S'-stem 2000 General Ernployees

Age N o n-ha2Erdous Hazardous

60 to 66 15.0% 12.0%

6'l 100.0 100.0
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13. RETIREMINT PI-A\ (Coninuation)

Act 447 Police & File
Servicc Condition

Agc l0 y(ais 25 vcars 30 ycars
45 m ,18 10.0%

49 15.0

50 1.0% 15.0

5l to 56 I5.0 20.0
57 20.0 30.0
58 2.5% 20.0 100.0

59 to 61 10.0 25.0
65 10 69 10.0 30.0

70 I00.0 100.0

Svstem 2000 Policc & Firc
Ag" Senice Conditions any Scrviccs
55 25.0%

56 to 64 20.0%
64 to 66 25.0%

6'l r00.0%

Act ,147 atrd Act I Mavo6
Service Condition

Age 8 yeart 25 vean 30 vears
45 to 49 I0.0%
50 to 53 5.0% t5.0

5.1 10.0 20.0
55 to 56 10.0 l0.oin 20.0

57 kr 58 15.0 l5.t) 20.0

59n]69 20.0 20.0 20.0

70 100.0 r00.0 r00.0

Sistcm 2000 Mavors
Age Ant.- Service

60 rc, 66 t5.ovo
6',7 r 00.0%
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13- RETIREMENT PLAN (C omirnratio n)

g) Maniage 70% of currcni active nenben are assulrEd trl

be nBrried at retirentnt with nnles 4 years older
than fenBles. 100% of cu:re active rrrnibers

covered Lmder Act 127 who die scrvbe ob
becone disahled are assulrEd to halE qualifyiry

benefciarbs, which are approxinEtely by a

spouse with nabs 4 years oUer tlun &nabs-

h) Nur*rer ofenptoyccs electing high 15% of retiring enpkryees as$rnEd
rctroacdve

i) Cost-ofliving adjwtnrns

to pay conmbdbns
confibutbns at retirerEnl.

3% cvery thitd ,€ar

Accordingly, the pension erpcnsc for ftcal year 2013 was approxinvrtoly $213.267 t,al
rcprcscmed 100% oftlE conrrfir[bns required by lirding polbies of dle P]a[

Additioml irfonnrdon of ERS is provftled in its financial statenEnts for the y€ar Gnded

June 30, 2013 s copy of $ftich can be ohained from the ERS, Minill.s Statio& FO Box

42003, San Juan, PR 00940.

14. LONG TERM LIABIIITIES

Compensated -4bsences

The liab@ tx conpensated absences was recorded m ttp Governrcnt_wile frarrcial

staterEms. The balarce coisists of wpail, accwr htcd amrual and sick leave bahnccs. The

liability has bccn cabulated using the ltsting nEt}}od, in *4rth sick bave armunts for lloth

employees who clmmtb/ are eligt le to receive terminati.n pa)TrEnb and other enployees

who are expected to beconE eligbb in ttte flture o receive such payrEris upon terminatbn

arc included.

The changes in Corryremared abserEes for the year ended June 30, 2013 are as foflows:

Govennncnta I activiry June 30,2012 Nct decrease Jure 30.2013
Due within
One year

Colpensated Abserres sr.31,1.280 s237,850 s1.076..130 s1'7 5,632

I5.I,EASE.S

Operating Leas.r\
The Muricipality ltas several short-lerm operating base agreerrEnts covering son- of the

Municipalit-v's premises ard equipnEm Most of the agreenEnts are renewed arfllally.
Total rcntal experdi,ures for tte ,€ar crded Jurie 30, 2013, were apFoxinBt€ly $154,863

irEhded in a[ tunds.
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16. CLAIMS AND CONTtr{GENCIES

Conl ingendes

As per Act No. 72 of Septerd)cr 7, 1993, Act of dre Heahh ksurance ofPR Administration",

(HIA) shouH neeiotiate with the m;nicipalities a contfl-bution iiom the operational budget for

the nrdical servbes corercd by tlre Heath Care Reform The Munbipdity pail $414.599

during the )€ar to Heaft*r Irsu'arre of PR Administration-

on Ju! l, 1997, ttrcre was an anErdrE ro Act No. 72 i|t"hirh it *Bs established tllat the

balance due to HIA liom October 1994 to Jrme 30, 1997 would be earned liom the additiotral

bttery ganEs.

Federal Programs

The Muicbalrry particbates in a narfier of federal fttancial assbtancc programs. Ahltougft

t1rc Mmicipality's grafi prograrr6 have bcen audited in accordarre wi[r *re provisions of the

Singb Audn Act of 1934, as anrnded, these prograrrF are sttrl subjecr to financial ard

co[pliance auil]s and re.sohtbn of previmrs! idertilied questioned costs. These gmnls are

aho s:bject to audit on behaf of the grdntors to assure corrpliarrce with grar provisbns lf
eryendinrres are disallowed duc to nonconplrarrce with gffit prcgram requirenEnts, the

Uunicipatity lmy be required to reirnbuse ttE grantor agency- Accordingly, fte

Administ adons conpliance with applicable grant requrenEr[s wrll bc established at sofie

fi.tr.re date.

C omotoller's Office A ud it s

The Municipalily of Ciabs, Ptrrto Rico, has been ardited by dre Conptroller's Offrce of the

Comronweaftfi of Puerto Rbo. The Conptrolbr's Ofte hs tsued a ftial report otr August

19. 2013 relaled to the linaicial operatiors of the M'iicbaliry coveing on January 1, 2009

lnfil December 31, 2010- These audit reporls do not cover aIIy ftdings subsequersv

dbctosed to Muricbality operations ty the Conptrollers' Offce.

Contineerc;s and clainE and iudgrEirls aqainst tlrc MuiciDalitY

The trIunicipality is a defendarfi in a nunber of hwsuits arisihg principafu trom clairrs

against tlrc Municipality lor alegsd inproper actk rs. It is rrnhagenEnt's opiniorg ba.sed on

the advice of t}le legal counse! tlEt tlle probabh chins agairst th€ Municipality not covered

by insurarce are iot determihcd at Jnne 30, 2013.
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17. MTINICIPAL SALES TAX

PusuaDi to the provilions of the t-aw rnEtter 80 of Jut 29, 2007 aDd etrectiie August l,
2007, lhe citizcnshir contnbulion was lmifolrrlly established ih 1.5%, of whbh l% wll be

colbcted by the Munict aliies ard t1rc rermining .5% will be collected by the Treaswy

D€parmrft of the Conmnnwealh of Pucrro Rico. Also. tlis I-aw urifornrd rle use of da
coatrbutiors of 1.5% in the ftnowing activities; solid wastc disposal costs, recyclc, publi.

wor*s and inprovenEnts, heahh services and security servbes.

The Mu*balitics of Pusrto Rico are resporsbb to collect loz of the correspording tax

widr the sanr exenptbns ard limilatktns ftat the portbn colhcred by Treasury

Departrnent. The Act provi'Ces and optitnal surtax on tlle rm-processed food This surtax

na$t be approved by the Mrmicipal I-egishfuIe. The Treasury DepartrErt is responstrle to
qeate lhe Muiirbal DeveklptrEnt Fud (.02%), thc Murbipal Redetption Fwld (.02%)

and rhe Mr$kiral krpro\enEnts Fl[d (.01%0 with the rernaining 0.5%. The Murbfuaky
co[ected 5263,]93 during tlle year cnded JlnE 30,2013.

18. RESTATEMENT OF 2013 FIN-ANCIAL STATEMf,NTS

During rhe ftcal year erded Jure 30, 2013 fie Municipafrty noted tlnt certain assets and

liabilfties had been oveatated or unlerstated as well a^s other diferenccs rehted wi*r

adjusfrEnts to capital a.ssets anl rccla.ssification of ccrtain fi.td bahnces- As a resuh the

funds at Jwle 30, 2012, as previor.$ly repotttd.

Gencral Joint HUD Debl Other

Fund Rcsolutiotr Progrrm Scrvicc Funds Total

Bcqinninq balance al

June 30. 2012 S (5.465.145J $ l,l46,l5l s 318,637 s 952,r88 s 1,M8,?94 5 7r l,8 r0

Reclassifi cation balance

{r00.1601 (r73,84:) (346.058) ( 144,667) (860,369) { r.615.3961

Beqinnins balatrce, as

r€stated June 30, :0 I 2 S (5,565,6051 $ 97:,109 s (27,41r) s 807,511 s 188,425 s (9r3,586)
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19. STJBSEQT]ENT EVENTS:

Events that occur after the balance sheet date but before rhe financial statements were available

to be issued mus( be evaluated for recognilion or disclosure. The effects of subsequent events

that provide evidence about conditions that existed at the balance sheet date are recognized in the

acconrpanying financial statements. Subsequent elents which provide evidence about conditions

tfiat existed after the balance sheet date require disclosure in the accompd) ng notes.

Management evaluated the activity of the Municipality through September 30. 2013 and

concluded that no events have occurred that would require recognilion in the financial statemcnts

or disclosure in the Notes to the Financial Statements.
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COUMOI\ITETILTH OF PIIERTO RICO
UI,IIICIPAI,ITY OF CIALT^S

BUDGETARY COUPARISOT SICHEDITLE - cErER J. FIrrD [Bt DOET BASISI
t'oR TIiE FISCAL Y&AR EI{DED JI,NE 30, 2(}13

REVE\ITESi

votum of Bunnes Tdes
Intergovmmental rcvenues

I-icenss, pemirl and frres

Municipal Sales Tar
othcr findcial sowcs

EXPENDITURES:

ccDerat Go.clm.trr

Cul$re dd Recredion

Tmsfer our to debi sedice
Total epcnditure\

s 12,232,824

5,019,132
1,152.552

1,7m.0r2
r,0 r0_001

6.tr1,580

507,144

5E,E00

-j_].43-

s 12,212,821

5,24:t,088

t,l t t..18l
3,752.243

983,045

536,317
545,850

58,800
$ 12,232,824

ieinal Final

lf,,i"Fl l-l"-**---]I n-., I I .--,n* I

I u,.r ll tr"r,*".ur.r I

2t8;74u
357,289

5,756,014
751,37 |

59.67 7

11.460

I,026.032
261.915
'1E8,41',1

218,748

523,920
5,lU,224
r,536,EM

to2.a24
93.660

2,686.012

5?5,148

788,484

2r8,748
523,920

5,-101,224
r,516,E04

t02.a?1
91.660

2,686.012

575.r4E
788,48.1

18)
(166,61t)

48,?5'O

(r,284,433)
(11.147)

182,200)
(r,659,980)

\3Ut,233)
(7)

s 8,731.975 $ t1,494.849)

r,229,900
216,968

382.345
43.423
20,t07

t62,563
5,564

$ r0,l r r,951 $ 1,120.8?0

! 11J2ll?:r l-Ll37Le12l

4,0t3.188
876,513

1,369,898

499,622
516.210

381,287

53,236

Exccss of (deficicncy) or relenues ortr (underl expddiues

(ur.ler) expenditu.cs

E\deann ol differcncd:
SoEesItrdlows of RsNces:

Actual amoun$ (budgetary bdisj "available rGapprop.iation frofr ft.
budgdary coriparism sch.dulc
Diffdences budSet 1o G,{AP:

Trmsfe6 frcm oiher funds ee hilows oI budgctary rcs(mes but c not
rcvcnes f& finan.ial repdring purFxes.

Tolel rer.ruE 6 r.pon d on th€ st t€ln€nl oI rer.nuc, clFritiilE, ed
changes in tund bd,rrcE

Uses/Ntfl ow of resources

Acual anounls (budgctary basis) "to{al charger to arryroFiations ftm the

bud8ckry coEprton schedule

Ditr rcnc.s - budger to GAAP:
Non bndgeled erp€ndirucs
Orh6 cxp.ndrtures non fo {inmcial ftportin8
Ttunsrer &oN 8me.dt fnnd for budgetary pulpc€ @ly

Total qpmdftuts e .eportcd m the sret.oot of Eve!ft. spEditur.5
.rd .hege iD fund balanc.s

see tutes to b!.lxaarr .onpori.on s.heduL

$ 8.73r,9?i

89,i0:

s 8-827-+?7

$ 10,1I1,95,1

'12t.664

(E r6,040)
(5r.236)
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COUITOI{WEALTII OF PUERTO RICO
XI'MCIPAIJIY OF CI.AI,ES

ACEEDI'IT OF ETPEITDITIIRES OT FEDERAL AWARI'S
rI)R IEE rISCAL YEAR EI{DED JI'ITE 3(l, 2013

93.515

t4.218

r4.E7t

t4 24t

8t r28

U.S. Deurtun! oI Houin! dd Urban Ddei!!EE!!
P6se+rhd8h Slarc Conmisiond of Mmicip,l AJfai6

Comnily Planning .nd D€relopmot
Colrfuity Developmnt Bl&k Grmt (Shtc Prosru)

.DBG

Sdid 8- Eousing Choic. Voucha

Pased though Muicip3liq of Sa IM

Totd U.s. D.pGhm. oa Edrdrg dd Utt€n Dcrei.?beDr

U.s. DeDa!tE4oL&4!! !!r!!qE4!&4.!qE!
Pdsed-ttrough the Offi& of ndminiitrutim rm Chil&m .nd Famil6:
C-arc and Inlegral D.v.l.pftnr Blm* Gr.nt

Totd U.S. D.Dortln€nt d H6l.n md tllfun S.nia

U.S. DeBrRnt of H@dand S(untv
Parsd{hrdgh Govcmd s Ofiic

Dii.srer Cr ts Public A$islam. (FEMA)

Tohl U.S. DeF.lnenl of Homclod Scurig

V--s. D€p tmcnt ofEneia
Pdsd tbrdEh Collrmwe3ll! of Pu€rto Rico, Endgl Oflicc

Fnogy Enicicncy and Cms@rtio Block Ganl PtogEn
Iold U.S. D.Darhenr of En*g/

U S Dep,nmflr ol T',h.mdin@ F.donlT'Jnrr {dmrlhor'nm

F.d.ral Traorn - C.rnal Ide.trcn1 C@ts
Toa,l U.S. DeDarrE€rt 6t lrr..pdLlid FedeBl Tr?Eit -{ihinne{ion

IL! Dr@E!!!!I A.c!!d!!el
Pdsed lhrdgh the Cl)lmewed(h oi PR. cn)vcmm Ofice ftr rhe:

Departmot ofEleario!
Child Care F6d Program

tor2l u.s. Ir.poJer.Dr of Aeridlttrft

!.S. D.p.nmenl of Ftrlucatid iDEl
P.\srhrcugh Edu@tion D€pdmmt, ComllUwBllh of hrdo Rico

Even Std Stltc Fiuan@al Agd.ies
Tord U.S D.F!nr@t or Eduetid {DE)

U S Dep.nmc.r of tulnc.
P6*d-d,rdsl D.palil@r of lusric€, Cmonu.alrh of P R.

RecoEry Act Elvanl BF. Mmonnl lBtrce
Assisunce Grant iIAG) PregEm

To&l U.S, Dqa m€ ofJE6tie

TOTAL EXPEI{DITURES OF FDER,IL AWARLS

S* rores to th. khcdult of dpenditus of f€deral rwatd.

RQ 52

't,117,517

120,671

15,28'

:l).50r)

lo55tt

159.196

mr2-2011-m5 239177
239117

?,875

7,a75

l()1,?3o

33,514

I .1r:1.5,r0

317,146

1t1,146

E.d€r.l Grahtor / ParelhmueL Gretot Prottah Titl.
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COMUONW EALTII OF PI'ERTO RICO
M IIMCIPALITY OF CIALES

OTES TO TIIE SCHEDULEOF EXPENDITIJRES OT'FEDERAL NNA!{CIAT AWARIXT
flOR THE FISCAL YEAR EI{DEI' JI'I{E 30, 2OI3

- 0) GENERAL

The aoconpanying schedub of elpendinnes of Gderal awards inchdes dre Gdeml gra

actil'iry of Mrrdciahy of Ciales, Pusto Rico and b prcsentcd on t1rc npdified accrual basis
v of accouring. The reportiog er@ b deftred in Note I to dle ftErrcial statenEms of thc

M*i.frul,ry. The ffinmtion in thb scheduk b prescnted in accordance wilh lhe

requirernents of OMB Circular A-133, Audits of Stat€s, hcd GowrnnEnts, and Non-Profit
- orsani7 tions.

(2) MA]OR FEDERAL AWARDS

v The Conrrurity DevclopirErfr Block Grants, Housing Assbtance Parrents Prograns,

Ileahh ard HltrrBn Servi.es Progrars, DeparurEnt of Agrbulhne ProgranB, D€partuEnt of
Justice ProgranE and reprcsents tbe rmjor ftderal fnarrial awards of the Muntipaliry'

- N,fujor federal awards represent 86% of btal expendibrcs.

(3) FEDERAL CFDA NUMBM

The CFDA ruIrtters irrlrded in this schedule were determined based on the program narrE

review of gmnt contract inft}mBtion and the ofrae of nmagerrrr and bldget catalog of
Icderal Dornestic Assbtalre-

(4) RELATIONSHIP TO GENERAL PURPOSE FINANCIAL STATEMENTS

Federal financial assistance experdihres are reporGd in the Mmicipaliqr of Ciales,

v Puefio Rico Corbined Slaterrr of RevemEs, Experditures ard Change in Frmd

Balarpes - AII Govenrrrrtal aId Tlpes as folkrws:

Destriptiotr
ffEd

PrDgr.G Otter funds Total

Fedeal Programs
lixperditwc's | 1,473,s40 s r,0,16,095 $ 25r9,63s

Stale & Mmicipal
ExDcrditues t,8M,044 I,E04,044

TOTAL $ r.473,540 $ 2,850,1J9 $ 4J2J,679
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ADVANCED

J'

INDEPET{DENT AUD.rI.OR'S REPORT ON INTERtiAL COiITROL OVER IINANCIAT REPORNNG AN D

OtI COI.TPLIANCE AI{O O]HER MATTERS BASED OtI AI{AUOIT OF TIIiAIICIAT STAIE}IENTS

PfRFORMEO III ACCORDANCE WTIH 6OYERII'ITII| AUDIfiNq STAIIDARDS

To the Honorable Playor

And f4unicipaI Legistature

Municipality of ciaLes

Cial'es, Puerto Rico

we have audited, in accordance with the auditing standards generaLty accepted in the Unr'ted States

of America and the standards applicabte to financiat audits contained in Governnent Auditing

Stzndadsiss|edbythecomptrolle.GeneralofthetJnitedstates,thefinancialstatementsofthe
qovernmental achvities, each major fund, and the aggregate remaininq fr,]nd information of the

Municipatity of Ciates, as of and for the year ended June 30, 2013, and the related notes to the

financiaI statements, which cottectively .omPrise the Municipatity of basic financiaI st'tements and

have issued our report thereon dated May 7 ,2074,

II{TERNAL COt{TROL OVER FII{AI{CIAL REPORTING

In ptanninq and perforrning our audit ofthe finanoaI statements. we .onsidered the Municipatity of

Ciaies,inteinal control over financiaI reporting (internat control) to determine th€ aud]t procedures

that are appropriate in the circumstances for the purpose ofexpressing our opinions on the financiaI

statements, but not for the purpose of expression an opinion on the effectiveness of the

Municipatity of Ciales' internat control. Accordingty we do not express an opinion on the

effectiveness of the MunicipaliB of ciales' internal controt. However, we noted certain matters

invol.ving the interna[ control and its operation that we consider to be reportabl€.onditions.

Reportabte conditions involve matters coming to our attention retahng to significant deficiencies in

the design or operation of the internal control that, in ourjudgment, could adversely affed the

Uunicipatity's abitity to initiate, .ecord, process, and report financial data consistent with the

asserbons of management in the financial statements. Reportable condihons are described in the

accompanying schedute of findings and guestioned costs as items 2013-02 and 2013_03'

A deficiency in internal contrcl exisls when the design or operation of a control does not allow

managementoremployees, in the normatcourse ofperforming their assigned functions, to prevent,

or detect and correct, misstatements on a timely basis. A nateial weakness is a deficiency, or a
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combinatio. of deficiencies, in internal controt, su.h that there js a reasonable possibitjty that a
material misstatement of the entity's financiat statements wi[[ not be prevented, or detected and
corrected on a timely basis. A significant deficienry is a deficiency, or a combinatjon of
deficiencjes, in jnternal cootroI that is [ess severe than a material weakness, yet important enough
to merit attentjon by those charged with governance.

0ur .onsideration ofinternal control was for the limjted porpose descrjbed in the first paragraph of
this section and was not designed to identify att deficiencies in internal controi. that might be
nateriaI weakness or, siqnificant deficiencies. 6;ven $ese limitations, durjng our audit we did not
identit, any deficiencies in internal control that we considea to be materiatlreaknesses. However,
materjaI weakness may exjst that have not been identified-

COMPLIANCE AND OTHER I,IATTIRS

k part of obtaining reasonable assurance about whether the Munj.ipauty of Ciates' financial
statements are free from material misstatements, we performed test of its compliance lyith certaia
provisions of laws, regutations contracts, and grart agreements. noncomptiance with wfiich coutd
have a direct and materiaI effed on the determination of financiaI statements amounts. However,

providing an opinion on compuance with those provisions was not aB objedive of our audjt, and

accordingly, we do not express such an opinion. The resutts of our tests disctosed instanaes of
noncompliance or other matters that are required to be reported undet Govennent Auditing
standards and which are described in the accompanyjng schedule of findings and questioned costs

as item 2013-1.

PURPOSE OF THIS REPORT

The purpose of this report is sotely to describe the scope of our testing of internal.ontroi and

comptiance and the results of that testinq, and not to provr'de an opinion on th€ effechveness of
the entity's internal controi or on compliance. This report is an integral part of an audr't
performed in accordance wth Govennent Auditing Standatdsin consideing the entivs internal
controI and comptiance. Accordingly, this communication is no suitabte for any other purpose.

qrt1"t' San Juan, Puerto Rico

May 1,2014

ADVANCED CPA, LLC

Certifi ed Pubti. Accountants
(of Puerto Rico)

License No. LLC-285 expies Decenrber 1,2016
stamp E104451 of the P.R. Society of
Cetified PuhLic Accountants has been

affired to the fiLe copy ofthis report.
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ADVANCED

AD Santa
ASSOCIAIES

I II DEPEI{DE}TT AUDITOR'S REPORI ON COIIPTIANCE FOR EACH MA]OR PROGRAM AI{O
0N INTTRML Cof{IR0toVERCotlPLIAttCt REoUIRtD By 0MB CIRCULAR A-133

To the Honorable l4ayor
And ltlunicipal Legislature
l,4unicipality of Ciates

Ciales, Puerto Rico

RTPORTOTI COIiIPLIAT{CE FOR EATH IiIA]OR FEDEMT PROGRA,,I

We have audited the l.4unicipality of Ciates'compliance with the types of compl;ance requirements
descri bed in the 2llR tircular A- 133 Conpliance Supplenental thn could have a di rect aod material effect
on each of the l,4unicipatity of Ciated major fueial proglams for the y€ar ended June 30, 2013.
Ilunicipatity of Ciates major fueral progcms are identified in the summary of audito/s r€sultl section of
the accompanying schedule of findings and questioned costs,

MAI{AGEMEiII'S RESPOIISIBILITY

l"lanagement is lesponsible for .ompliance with the requirements of [aws, regulationt cootracts, and

gcnts appticabte to its federal programs.

AUDITOR'S RESPOT{SIBILITY

our responsibility is to express an opiniofl on comp[ance for each of Municipatit!, of tiated major federal

programs based or our audit of the types of compliance requirements refened to above. We conducted

our audit of compliance jn ac.ordance with alditjng standards genenlty arcepted in the ljnited States of
America; tfie standards applicabl.e to finrnciat audits contained in GoEmnent Auditing Standadt, issued

by the Comptrotter Genelal of the United Stares; and oltg Circular A-13j, Audits of States, loca!
Govemneflt, and Non-profrt oryanizatioB Thoe standa.ds and ohg tircular A-133 rcquire that we ptan

and perform the audit to obtain reasonabte assuran€e about whether noncomptiance with th€ types of
comptiance requirements reftned to above that could have a direct and materiai efu on a major federal
program occlned. An audit inctudes examining, on a ted basis, evide.ce about tlunjcipality of Ciaies

comptiance wjth those requirements and perfomjng such other procedurB as we considered necessary in
the ci rcumstances.

We betieve that our audit provides a reasonabte basis for our opinion on comptiance for eacfi major fedent
program- However, our audit does not provide a [ega[ ddefinination of l4uni.ipatity of Ciates comptiance.

oPINIoi{ 0N EACH tlAJ0R FEDERAT PRoGRAlil

In our opinion, the Municipatjo, of Ciates comptied, in at[ material respects, with the t!,pes of comptjance
requirements refened to above thai co ld have a direct and material effect on each of its major federal
programs for the yea. ended June 30, 2013.
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RIP0RT 0t{ II{TERilAt C0ilrfi0t ovER c0ilptIA cE

l,lanagement of the l'4unicipality o, Ciales js responsib[e for estabtishing and maintaining effective jntemat

control over compliance with the \,pes of comptiance requirements refercd to above. In pLanning and
performing our audit of comphance, we consideied l'4unicjpality of Ciates intemai controt over compliance
with the types of requirements that coutd have a direct and material effect on each major fedelal program

to detennine the auditing procedures that are appropriate in the cjrcumstances for the puDos€ of
expressing an opinion on compuance for each major fedeGl program and to test and report on intemal
contro[ o\,€r complianre in arcordance wlth oMR Circulal A-133, but not for the purpose of expressing an

opinion on the efftctiveness of intemal controt o!€r compliance. Accordingly, we do no express an

opinion of the effectiveness of Municipatity of Ciales intemal control over .omptiance.

A defuiency in intemal control over conpliance e,isis when the design or operation of a control over

compiiances does not atlow management or employees, in the normal couEe of peforming their assigned

fundions, to prelcnt, or ddect and aonect, noncompljance with a type of compliance requirement of a

federal progGm on a timety ba9,s. A nateial weakness in intenal contol ovet conpliance is a

de6ciency, or a combination of deficiencies, in intemal control over comptiance, such that there is a

reasonabte possibjtjty that a materia[ noncomplianc€ with a type of comptiance requirement of a federal

program witt not be prevented, or detected and coneded on a timety basis- A ignifrcdnt defidency;n
intenal conttul ovet conplr;r.e is a deficiency, or a cornbination of deficiencies, in intemat control over

compliance that is less severe than a materiat weakness, yet important enough to medt attention by

those charged wjth govemance.

our consderahon of intemal control over comptjance was for the timited purpose d6cribed in the first

paraqraph of this sectioi and was not designed to idendry deficiencies in intemal control over

conptiance that miqht be materiat weaknesses or ggnificant deficiencies. We did not identilr any

deficiencies jn intemal control over comptianc€ that we consider to be matedal weaknesses. However,

material weaknesses may exist that have not been identrfied.

The pumose of this report on intemat control over compliance is solely to desctibe the scope of our

testing of intemal control over compliance and the resutts of that testing based on the requjrements of

0l4B Circutar A-133. Accordingly, this report js not suitabte for any other pu.Pose.

San Juan, Pueto Ri.o
t ay 1, 2t14

ADVANCTD TPA, TLC

Certified Pub$c Arcountants

{of Puerto Rico)

Stamp E104-{52 of the P.R. Socieq, of
cerhTied Pubtic Accountantr has b€en

affixed to d'e file copy of this repod.
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COMMONWEALTH OT PUERTO RICO
MUNICIPALITY OF CIALES

SCIIEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAI, YEAR ENDE,D .II]NE 30. 201 3

Part I - Surnmarv of Audit Resulls

- Financial Statements Section

Type of au,litor's rcport issucd: Unmodified

Internal control over financial reporting:

Material weakness (es) identified? No

v Significant deficiency(ies) identified not considered
to be material weaknessesl Yes

* 
Noncotnpliance material to financial statements noted? No

Federal Awards S€ttion'

- Material weakness (es) identfied? No

Signficant deficiency (ies) identified? No

- T)?e of audrtor's repon issued on compliance
for major programs: Unmodified

Any audit findrngs discloscd lhal are required lo be

repo(ed in accordatrce with Circular A- I 3.1.

Section.510(a) are rePo(edl No

Identification of Major Programs

- CfOA Number Major Program

- 14.218 Communiry Development Block Grant (State Program)

14.8'l I Section 8 Housing Choice Vourchers
84.213 Even Star-State Education Agencies

Dotlar threshold used to distinguish between
' t)pe A and typc B prograrns $300.000

Auditee qualified as low-risk auditee: Yes

" -sg-



COMMONWEALTII OF PUERTO R]CO
MUMCIPALITY OF CIALES

SCHEDULE OF FINDINGS AND QI]ESTIONED COSTS
FOR TI{E F'ISCAL YEAR EI.{DED .TfINE 30. 2013

Par II - FiDancial Statemenis Findings Section

- This section identifies the reponable conditions, marerial wealnesses, fraud, illegal acts,

violations of provisions of contracts and gmnt agreements, and abuse related to the l_rnalcial

\. statemeflts fm which Govemment Auditin9 Stanfulrds require reporting in a Circular A-133
audit.
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COMMONWEALTII OF PUERTO RICO
MUNICIPALITY OF CIALES

SCI{EDULE OF FIN'DINGS ANID QTJESTIONED COSTS
FOR THE FISCAI, YEAR ENDED flIiIE 30, 2013

Pan II - Financial Statements Findings Section (continued)

Findhg No. 2013"001: Municipal Deficit of the General Fund

Federal Agency: Finding is not specifrc to a Federal Agcncy

- CFDA Number and Title: Finding is not spcci{ic to a Fedeml Ageocy

Award Number
and Award Year: Not applicablc

- Topic

The Municipality has had a deficit in the general fund for various fiscal periods

Category

Intemal Contol

- Complianc€ RequiiemeDt

None

Criteria

_ ft. general fund should follow criteria estabtished by the standards of financial management

- ,ytr..s for regulations for municipal administration, with GASB codification 1700, with
v requircmenrs slared in OMB Circular A-133 and with budget requirements of municipal la$

- number 8l ofAuSust 30, 1991, as ailended.

- Condition fourd

During our audit 'we noted that the Municipality is not comptying with the criteria established by
the Standards of flnancial management syslems for.egulations for municipal administration,

with GASB codification l?00, with requiremcnts stated in OMB Circular A-133 and with budgct

requiremcnts ofmunicipal law number 8l of Auglst 30, I991, as amended.

,6l
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COMMONWEALTII OF PUERTO RICO
MUMCIPALIIY OF CIALES

SCHEDULE OT FIN'DINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED.IUNE 30. 2013

Parr II - Financial Statements Findings Section (continued)

Finding No. 2Ot3-001 (continued)

Undedying Cause

The Municipality has some deficiencies in it ftnancial manasement systems and financial

reporting practicos as relaied to the Gencral Fund that has maintained a dcficit sinradon for
various fiscal periods.

Effect

The deticiencies in fte Municipality's financial management sysEms:

Could impact the services provided to citrzens.

Could affecr compliance with finance-retated legal and contractual provisions.

Recommendation

The Municipality should implement mcasures to reduce the municipal deficit. Managcmenl

should undertakc a penodic rcview of the actual fiscal year revenues and expe,ditucs compa'ed

to the budgeted alnounls to adjust expenditures to the revenue receipts to comply with the

Standards ;f Financial Management Systems for regulations lor MunicipaLl Administration and

with GASB codihcation 170{} and with requircments stated in OMB Circular A-l33 In addition.

management should consider the imPact of any loss of revenues from any closing indusmes or

businesses when developing the annual budget due to the state of the economy in the island'

Management's Response

Concu with Advance CPA, LLC findings and recommendauons.



C OMMONWEALTII OF PIJ]ERTO RICO
MI-NIICIPALITY OF CIALES

SCHEDULE Ot' FINDINGS AND QIJESTIONED COSTS
FOR THE FISCAI, YEAR ENDED .ILINE 30. 2013

Pan II F'inancial Staremenrs F-indings Secrion (continucd)

- Finding No. 2013-002 General Fund's bank reconciliation performed untimely

Federal Agencyi Finding is not specific to a Fcdcral Agency

- CFDA Number and Title: Fiinding is not spe.ific to a Federal Age[cy

Asard Number

- 
and Award Year: Not applicable

Topic

Perfonrance and review ofthe bank reconciliation process has not beln timely.

Category

Intemal Conaol

Compliance Requirement

None

Criteria

Pedormance and review of bank reconciliations should be performed within a period of 30 to 45
days after month end as required by regulations for the municipal administration.

Condition Found

During our audit, we noted that the bank reconciliation related to the principal account of the
general fund was not perfonned timely and was way behind since the last reconciliation prepared
was for the month of Jrme 201I. In addition. the detail for that bank reconciliation indicated

- significant unreconciled general fund balances turd unmatched Eansactrons.

Khorrn Ouestioned Costs

Not applicable

-61 -



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

SCHEDULE OF flNDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED.ILT{E 30. 2OT3

Part II - Financial Sratements Findings Secrion (continued)

Finding No. 2013-002 (contirucd)

Underlying Cause

The Municipality's management has not adopted a policy of followirlg accounting principles
generally accepted in the United Statcs that are applicable to govcmmental entities and sound
business practices. Timely reconciliation of bank accounts is an effectiye conffol procedure to
safeguard assets.

Elfect

The lack oftimely performance and review of the principal account ofthe general fund had led to
adjustments not being identified on a timely basis' The Municipality's ineffective intemal control
strucfure is conducive to deficiencies, rcstatements to the frnancial statements: possibility of
fraud, inaccurate reporting, amounts that are not recorded on a timely basis or incorrect amounts
could be recorded since there is no proper follow-up on long outstanding reconciling items that
are not cleared on a timely basis- In addition, this has prevented the Municipality liom
performing mon* y closing procedures. which is necessary for a timely financial reponing

Recommendation

The Municipality should improve their intemal con(rol procedures as to the Seneral fund bank

account by requiring timely cash reconciliations, supervising cash reconciliations by reviewing
reconciling items to make surc that long-outstanding or abnonnal balances arc followed up atrd

cleared rimely. This wilt allow for the Mu cipaliry's personnel to be more efficient and effective
in detecting errors and provide the Municipality more timely amd accurate financial information.

Management's Response

Concur with Advance CPA, LLC findings and recommendations.

64-



COMMONWEALTH OF PT]ERTO RICO
MI]NICIPALITY OF CIALES

SCHEDI]LE OF FINDINGS AND QUESTIONED COSTS
FOR THE F'ISCAL YEAR ENDED .ILINE 30. 2013

Par II - Financial Stalements Findings Section (continued)

Finding No. 2013-003 Inadequate Intemal Control over Financial Repo(ing

Federal Agency: Finding is not specific to a Federal Agcncy

CFD,{ Nurnber and Title: Finding is not specific to a l-tderal Agency

Award Numher
and Award Year: Not applicablc

Topic

Financial reporting procedures and practices are inadequate

Category

lntemal ConEol

CoBpliatrce Requirement

None

Criteria

GASB Codificatron scction 1100, Summo4' Statemcnr oI Pi ciples, states that a govemmental
accoundng system musa make it possible, both: (a) to present fairly and wi(h full disclosure the
funds and-adivities ofthe govemmental unit in coDformity with GAAP. and (b) to determine and

demonst-rate compliance with finance-related legal alld contracfi.ral provisions.

GASB Codification section 1300, F rdAcco,dng, states that govemmental accounting systems

should be organized and opetated on a fund basis- A fund is defined as a fiscal and accountin8
enritv wirh aielf-balancins set of accoutrts to record cash and other financial resources' together
with'all relaEd liabilitici and residual equities or balances, and changes therein which are

segregated for rhe purpose of carrying on specific activities or attaining cer6in objectives in

accordance vrith special reSulations, restrictions, or linftations.

GASB Codification Section 1900, states that gov€mmental entities should prepare inlerim and

year-end financial statements and reports of financial position, operatinS results, and other

pertinent information to facilirare management control of financial opemtions, legislative

oversight, and for extemal reporting purposes.
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COMMONWEALTII OF PUERTO RICO
NIT]NICIPALITY OF CIALES

SCHEDI]LE OF FIN'DINGS AND QUESTIONED COSTS
FOR THE NSCAL YEAR ENDED .IUNE 30. 2OI 3

Pafi II - Finaflcial Starements Findings Section (continued)

Finding No. 2013-003 (continued)

In addition to the above requirements, the Municipality's intemal control system must provide
for reconciliatron of amounts reflected in conrol accounls with subsidiary records and the
rcconciliation of transactions and balances bctween different departments ard agcncies.

Condition Found

The Municipality has an inadequate intemal conuol structuE and has not establishedaccounting
policies, proiedires. and financial reporting pmctices necessary to conform to genemlly accepted

iccounring principles. (GAAP). as applicable to govemmental entities. significant deficiencies
noted are as follows:

. Although the Municipality uses a computerized accountlnS system lthe System) we noted

that lhi's use was limited'aod did not include a]l required ransactions for revenues and
expenditures- Therc is a Iack of an cffcctive intemai control sfucture to reasonably assure

compliance with the requirements of Federal laws and regulations.

. There is a lack of a sclf-balancing set of accounts fol each fund to record cash and othel
financial resources. together with-the related liabilities, residual equities balances or fund
balances, and any relaied changcs therein. Accounts should be s-eglcgated in funds or sub-

funds foi purposis of demonstiating the accountability of the Municipality while carrying

o.r u sp."i'fic ictivity or attaining ctrtain objcctlves in accordance with special regplations,
restfi ctions or limitations.

Klown Questioned Costs

None

Underlying Cause

Thc Municipality's management ha^s not adopted a poiicy of following accounting principles

generally accepted in the United States tha( arc aPplicablc to Sovemmer(al entities In addition'

i,-rg.aant }ias not adopted and enforced intemal conkol policies and proced[res over its

accounting and financial management, budgetary practices and financial rePoning, and has not

ensured that lhe Municipalily is in compliance wiah applicable laws and regulations.
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COMMONWEALTII OF PI]ERTO RICO
MI]NICIPALTTY OT CIALES

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE flSCAL YEAR ENDED .TfINE 30. 2013

Part II Financial Statements F'indings Section (continued)

Finding No. 2013-m3 (continued)

Efrect

The Municipality's ineffective intemal control structure is conducive to deficiencies or
irregularities. In addition, the continued existence of lhese deficiencies could result in siSnificant

cost disallowances by the Federal awarding agencies or ultimately; in the reduction or

elimination of fedeml awards received by the Municipatity in amy flrture Agency's audlts.

Recommendadon

The Municipality should improve the Computerized Accounting System procedures and

operarion and implement an intemal conffol structure to provide reasonable assuance that:

. Transactions are properly recorded and accounted for to permit the preparation of reliable

financial statements and Federal reporLs, maintain accountability ovel asscts; and

demonstrate compliance with laws, re€ulations, afld other compliance requiremeilts

. Transactions are executed in
contracts or grant agreements
program.

. Funds. property. and other assets are safcguarded against loss ftom unauthorized use or

disposirion.

The Municipality should tain all cmployees when reorganizing its accounting practiccs and

policies to confom with GAAP. This will require a plan for the implementation ofan accounting

aod hnancial malragement system that permits the preparation of hnancial slatements in

accordance wilh GAAP and of f,nancial repofis required by the difierent ove6ight entities'

Managemena's Rcsponse

Concur with Advance CPA. LLC findings and recommendations.

compliance wilh laws, regulations, and the provisions of
that co[ld havc a direct and material cffect on a Fcderal
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COMMONWEALTH OF PUERTO RICO
MT]I{ICIPALITY OF CTALES

SCHEDI]LE OF FINDINGS AND QIJESTIONED COSTS
FOR TI{E FISCAI, YEAR ENDED .ITINE 30. 2013

Part II Ftderal Awards Findings and Questioned Costs

,68-
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Program

Community
Development
Block Grant
(State Program)
CFDA No. 14218

Status

Appropnate corrcctive aclion
has been takcfl dunng fiscal
year 2013 and the situation

found in year 20I2 is

corrected-

COMMONWEALTII OF PLTERTO RICO
MUNICIPALTTY OT CIALES

SUMNtr{RY SCI{EDT]LE OF PRIOR AUDIT FINDINGS

FoR TI{E FISCAI, YEAR ENDED JLTNE 30' 2013

Finding/Compliance

Finding 2012-01
Year endcd June 30, 2012

Condition: Reporting
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COUMOITWEALTH OF PT'ERTO RICO
MUNTCIPAIITY OF CIALES

CORRECTIVE ACTIOTT PLAN (CONTINI'ED)
YEAR EITDED JI'I{E 30, 2013

Articipated
ComDletioi DateRel No.

2013-0:

Fhdindco(ective Aclion

Statement of Condition:
The Municipatity has an inadequate intemal control

structure and has not cstablished accounting policies'

orouedures. and fmancial reporting praclices necessary to

confonn lo genrrally accepled accounliDg principles as

applicable to golemmenl entities.

Correction Action Planned:

The Fiflanc€ Directo. co&tinually evaluales the

fioancial idomation of the Municipal8 to

detcrmine if it is necessary to modiry procedures to

have a nlore diable financial information The

Municipalit] witl improre the prccedures 1o ensure

that transactions are properly recolded and accounted

for in the computer accounting system to permit the

orcoaration of reliable linancial informalion lo

maintain accountabiliLy o!er 6sels alld to demollslrate'

mmpliance with laws and rcgulations'

Gladvs E. Robles Burgos
Finance Director (since l'ebruary 18 2014 )

Or or trefore
cnd of2014-2015
fiscal year.
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