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INDEPENDFNT AUDITORS' REPORT

To the Eonolable Mryor erd
rhcMu cip.r Irgltl.trr
Municiprlity ofCormo
Cmmq Puerto Rico

.Y-.!l::di d 6:.*":rry.ryjng finencial ststqnenrs of the govemmenral acrMties, each major tuD4 aodue ,ggrEgale rflffinj.a firnd inform.ri.'n of rhe Mtrhhiptify of (.o.mo, Dl|.do Rico (V,uictp.ti.y) as ofard for the ycar eDded ,une 30, 2012, whjch colleciively comp;se if," frauoi"ip"liy, bsric Iinoncialstatsn€rts ali li$ed in the Eble of conterb. These financial statellr€nts ane fhe rcsponsibility of fhe
Munici.paJiu's mer*geme,t. our r*ponsibility is to er.-press opiniois o,, these frnancial etitenrents based onour audil.

ve coriitrcted our audit in accordance with auditing staDdards geaerauy aca€pted in the uniled stares ofArnedca arid the standards applicable to fnancjal a;dis contsh-ed i! d; Ao"[irit-iraitirg Stord*i,
issu€d by tle Conpuoller cenerel ofthc United States 1lrose standards require O"i *" pf, -dp".fo., tfr"
audit to obtai, reasonabl€ assurance about whether the fuunciar suenrents are free orrn'"t".ia ,uiotaton-t-A,' audit includes exa&inin& on a test b€sis, evide.ce supportirg rhu 

",,o*s 
a"a a's"iosu-rcs in oe financiat

statem€nts. An audit ,lso includes assessing th! accollnting p nciples used and significant enirnar6 madc by
me?qern€nl, ss w_ellas a,aluating the overall financial itaternents Fesaltado;! € bclieve thst our atditprouges a ,easmeble bosis for out opinjons.

As descdbed in Note 8 !o the fnalcial sraternerts, the Muoicipality has not mainhioed complete and
udcquatv rEUUrds ir onlEr tu ubui^ suffili€nr ud lj!,Fr€lrr €v ;[iai truoc. fttarqt k rtE epital A*h
reportEd value in the govemhental etivities an4 acc.rdingly, lhe amount by whictr this aepaitue woUa
atrcct lhe 6seq net assets, and expsts€s ofthe govemrental-activities is not reasombiy aetetrninable.

In ow opiniorl b€cause of the eff€'cts oftfte matters discuss€d in .he dtnd pa*giad, the firancial statEnents

f;a!-t o._T.*i:,r 1g,ot.presar fairly, in a maeriat rcspecE 0re firirci"i#"ii;", 
"i 

tr" e*.-r*rt tacovli,er or the Muricip.tit, of Co.no, pE€rlo Ric., as of Jme 30, 2012, and rhe chage in fmcialpositior! th€reoffor the year then ended in conformity wittr accountinjp nciples geneJly acceptel in theUr led States ofAmerica.

Fwths, in our opinioD, the fina,cial staternents refen€d to aboye present frirl, in all matEriol rEspscts, fhe

llT:t O:Iy "f-:*^3]a:o' 
tund and rhe aggtpe remaining tund infirmajon of Mudcip.[ty ofLorm!,.as ot.June 30,.2012, and. the lespectivc cbsDges in linanciel position for the year tlen ended j,

conrofinrry wnD accountnS pnnciples genenlly accepted in the Uniled Srat€s ofAmedca.

Callc Par.ai #1686, BI Cc.czrl, S!n.Iusn, p.R. 00926_3ti1 - Tcl. (r87) 777-8041 t p. (787) j64-9?17



h ac.rtrdfrca wrlh Gaenncnr Aaditilt Stdrdards, vle have also issued our Eport daf€d March 15, 2013,
og oDr cmsid.ralion oJ tbe Munldpslityrs intemal coDtrol over fimtrcial rc?ding aod otr oul tests of its
colEliancr with certain provisions of laws, reguldiotrs, cotrFacts, atrd grant 

_agree 
nts ad other matters.

The pupose of th,l rcpon is to describc tlre scoF of our t€stirg ofi e;al co;tuIover fiDarcial repo.tiDg
atrd cor4liance ald the rEsults of that testin& ad Dot to paoy]de atr opi,ioD or the ifie'ar cotrEol over
firarcial rEponiDt or on conpliaoce. lbat report ls an btegra pan of an audit perfonoed iD accqdaDce
with Gorement Auditibg Stadffds ad should be considercd iD assessiig the lesdts of our audit

A!{autrtiag principlcs geDeraly accepted h the Utrited Stai€s of ArEerici requirE that the maDagetEnt,s
discrssion ard malysis and budgeisry coryarisotr itrfordation oa pagps 3 tirough 16 and m fo n b
prasent€d to o'I?lerDent the basic fitra[cial SateEnts. Such infonmtioo, altLough lot s p6n of t}e basic
findcial sabrnentj, is Equired by lhe GoveE@Dtal Accountfug Staalards Boafu, who considers it to be
an cssetrtisl part of filancia.l rEportiry for lrlachg the basic fiDanciat statcrEDts in an appropdate
operational, ecomitric, or historicrl coDtext. We have applied c€rraiD lirnitc<t proceeres to the rcirircrt
supplenE[tary bforEation itr accordrtrce with rhe atrditilg shndsds temnliy acceptcd fu the UDited
99* :f el* wtict cotrsis!"d of insuiies of oanagement "t"it tU" i"ttoai of prEpariry thc
hfcnmation atrd coryariq the informatiot fo coosist€Dcy with EaDageGot's rcsponles to;ur iquiries,
the basic finarcial rraleme 6, atrd othcr howhage we obtaima &rilg our audii of the basic tuaacial
staterDeob' we do Doi exprcOs atr opitriotr or pmvide atry assuraDce otr the inforEarioD bcrause tbe limitcd
Foc€drles do not Eovide us with suffcieat eviderrce to exF€ss an opiiion or p@vide any assutame.

Ouruudir was- conductd for the Ftrpose of fqmfug opinions on thc fin'trcial staic[Etrts lhat collectively
coEprise the Mud"lpqltty of CoaDo'! fuancial rtaEtrEDts. Thc accorrya[yilg schedule of expendfurd
of fedaal awads a.r rp{uied by U.S. Office of Managem t ana nuagpiCi;cu[ e_ 133, Auditi of States,
Iocal Govenments, otd Non- Ptdt Oryanizgions. is prcsentca for fr4occs of additional aaalyst and is
not a rcquircd part of the ftrarcial staleEents. Such iaformation is rhc rcsponsibility of Eanagetrrft aDd
was deriwd fioD aDd r€ly dirEctly !o the ude yt g accounting and other records used to 

-ptEp6te 
the

tuBrclal $arer*nts. The infonnation has beea objected to 6e auditing procrdues a!,plied in thc audit of
tlle fitraocisl state[Ents a[d cenai! additional poc€du&s, including ;onparilg art rEcotrcilitrg such
iDfor,atiotr diaecdy to tte un&rlying accouDtirg aad orbec records userr to pripae-rhe finaDcial st*emeDts
or the fiDarcial stai?rEots tbmselvcs, ard othcr additi@at pocedu$; i; ac€ordance wi[ auditiDg
stJldards guerally acccpted h the UDited States of ArrErica Itr our opinio4 the schedule of expeaditurei
of fderal awards is fairly 

'tated 
iD aI nar€ri.l Espccts in rclatio! to th; fimrcial stateiD€ots ar a whole.

San Juan, Puerto Rico
March 15,2Ol3

Stamp No. 2632103 of the herro Rico
Society of Certificd Public AccouDrants
was affixed to the rccord copy ol this rcpon.

\
l.ripetl ega, Cl',4, PSC

Ccr irrc.t pLirrirrliriiii{1,. / ivr rr!r.n(.ur rn \ r\o,.

2



Management's Discussion and Analysis
tr'iscal Year Ended June 30,2012
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CorrMoNl EALTtr or p(rf,RTo fuco
MUNICIPALITY oF CoAMo

Management.s Discussion and Analvsis
Fiscal year fnded June 10, 20li

X:^i:l^1c.i"ll:1 tl. MuDicip-ality of Coamo (rhe Municipality), we offer readers the following
:,::r::l:".:". anailsrs 

^of 
the Mrnicipatiry,s financial activities repo(ed in the accompanying basiillnanctat llalements ,o o[dnd for lhe fiscri year ended June 

.]0. 
2012. We encourage reader5 lo considerthe information presenled here in conjuncrion with addrrionar irf".r*,i;;-;;ii;ir-ished in theaccompanying financial statements, which follow this narrative.

Besides lhis documenr incrudes compararive data with prioryear as this;nformation was avairabre for th€
Trscal year ended on June 10. 201 l. This MD & A is prepared in order to comply with the Govemmental
Accounting Standands Board (CASB) Satemenr'No. y, -a^sx iiikiii"'ii*"^",u - ona
Y:::::::::.?::f,:.nandAnattsis-torstdt"anrLn.otGavernment!.,nJ.u-*g,r,.|-p,,po.",,ro pro\rde tlle ttnanctalslalements users with lhe follouing maior intormalion:

. a broader basis in focusing important issues;

. acknowledgement ofan overview ofthe Municipality's financial activities:

. provides for an evaluation ofits financial condition as oalhe end of fiscal year 2011_2012 compared
with prior year results;

. identification ofuses offunds in the financing ofthe Municipality,s variety ofactivities and:

. asses management's ability to handle budgetary fundions.

FINANCIAL HIGHLIGIITS

Goyer n ment-Wide Highl$ ts:

. Total Net Assets ofthe Municipality Govemmental Activities as ofthe end of the indicated fiscal
year amounted to $20,128,724 or thirty nine percent (l9yo) oftotal assets.

. The Municipality's covernm€ntal Adivities rolal Ner Assets decreased by $1,064,266 or five (5%)
from the prior fiscal year-end balance.

' At the end offiscar year 20r2. roral riabilities ofthe Municipality covemmentar Activiries amomted
to- 

-$3 
I ,310,579. Our of said amounr, $27,033,250 conesponjed ro long_term t;afitities of wtrich

$22,241,165 represented rhe outsrandinS balance of bond; issued. ff," -larri"ipufity 
conrinued to

meet all debt service requirements, most ofwhich \.ras paid from selfgenemted revenues.

Gove, n men lal Fa n ds' High lights:

. As of rhe ciose of the currenr fiscal, the Municipaliry.s Covemmenral Funds repo(ed combined
ending fund balances of 9t3.970.518 or $448.835 o\,er rhe similar figure corresponding to rhe
previous fiscal year 2010-201l.

4



CoMtrloNwf, Ar,TH oF prJlRTo fu co
MtNtcIpALtTI orCoA}lo

\4anagemenl s Di\cus\ion and Analtsi\ (Conlinued,
Fiscal year Ended June ]0 ,012

. A r^the_end, of the current fiscal year, the fund balance ofthe Municipality,s General Fund amountedro $ I.711.044. or 958.758 more than lhe prer iou5 fiscal year.

. The actual General Fund budgetary activities resulted in an unfavorable balance of$280.349

OI'ERVIEW OF THE BASIC FINANCIAI STATEMENTS

The purpose of financial reponing is to provide extemal users of basic financial statements withinformation rhar will help rhem to make decision, o. dra* conclrsions uboui ,f," Uu.;iipufi,y. ff,.r. _"many extemal parties that use the basic finaftial slatements of the Municipalir!; howeier, these parties

1"^"1-t^:ll,ryl-!::e ]l..same 
specific.objectives. In order to uaa."., tt 

"'n..i. or u, many parties as

f,,^.1",1"11-ry::lf]. $ Municipati0..in dccordance rLirh required financiat reponins srandard.. ppg5snl5

Il: Yalragement s L,rscx\sion and Anallsis (MD&A, as an introducrion ro rhe iccompanying basic

'narcrar 
staleme s. Ihis nanari!e represents an overview and anarysis ofthe financiar activitie;ofthe

Municipality for the fiscal year ended June 30,2012. Because this MD&e is design; to tbcus on rhecurent year activities. res,lting changes and curentry known facts, we encourage reiders to consider theinformation presenred in this MD&A in conjunction with rhe aiditional i"io-r-ri;rn'fi,.i.r,"a io trr.
accompanying basic fi nancial statements.

The Municipality's basic financiar statements incrude three components: (r) govemment-wide financiar
staremenrs (GWFS), (2) fund financial sratements (FFs), and (3jnotes to thJbasic financial starements(NBFS). This repon also contains additional required informition in aOa;t;on to itre basic financial
statements themselves. These components are described b€low.

lhe basic finarc ial_ sralemen rs focus on: rl) the Municipalil) as a \.rhole (gorernment-\ ide financial
reponrng) and. (2) rhe vuniciparirj's major indi!iduar go\ernmemar tunds. itoth perspecri\es aro\r fte
users to address relevant questions, broaden a basis ior comparison ()ear to ,ear 6, gor.^rn"n, togovemment) ald +an:e the Municipality,s accounrability. The components of the basic financial
slatements are describ€d below

o) Govcnment-Wide Fino,rciol Stotement!

The GWIS are composed of: (l) the statements ofnet assets (SNA) and (2) the statement ofactivities(SA). These financial sralemenrs can be found immediateiy following'thh VOte. CWIS are
designed ro provide readers with a broad overview ofthe M;nicipatity,i operarions as a wtofe in a
manner similar to private-sector business. 

. 
These statements provide sirort_term and longterm

informarion about rhe Municipality,s financial posirion, which ass;$ the Muni"ipulity,. .anug.r"nt
to determine the economic condition at June 30. 2012. The GWFS are preparei usi'ng methods that
are similar to lho.e used b) mo5t privale businesse5.

Both ofthe govemment-wide financial statements distinguish functions ofthe Municipality that arepnncipatty,supported b) ta\es and inrergovemmentat acivities (goy"*-en;;rl 
";;;;iiies.1 

tom other
lunclrons rhar are inlended ro recover att or a s;glificant portion ofrheir costs through user fees and
chatges (business-Ope actiyities ) .

5



CoutuoNwEALTH or ptrERTo RICo
MUNICIPALITY oF coAI\Io

Management,s Discussion and Analysis (Continued)
Fiscal year Ended June 30.2012

l. Stat€ment ofNet Assetr

Il. tyryr. of SNA is to anempr to report alt assets owned and all liabilities owed by theMunicipaliry. The Municipality reports oiall of its asset"rvf,", it u"tri... o*n"rship over rhe
assets and reports all of its liabilities when they are incuned. For eiample, rtre Vuniclpafity
reports buildings ard infrastructure its zlssets! even though they are not av;ihble to pay the
obligations incurred.by the Municipalit,. On the other han'd, rhe Muni"iputity ..pon" tiuUititi"r,
such as claims and judgnents, bonds and noles payable, obligations under'capltal leases,
compensated absences and certain accounts payable and accrued liabilities, even though these
Iiabiiities might not be paid until several fiscal yeam into the future.

The difference between the Municipality's tolal assets and lotal liabilities reported in SNA is
presented as r?a dssetr, which is similar to the total owners,equiq, reported by a commercial
enterprise in its financial slatements. Although the purpose of the Mmici;ality is not to
accumulate net assets, as this amount incr€ases or decreases over time, such amount represenrs a
useful indicator of wherher rhe financial posirion of the Municipality is either improving or
deteriorating, respectively.

2. Statement of Activities

The SA presents information showing how the Municipality,s net assets changed during the fiscal
year.ended June 30, 2012, by presenting all of fie Mrmicipality,s revenues"and expenses. As
previously discussed, the items reported in SA ar" rn"u.r..d in , Inunn". similar to the approach
used by a commercial enterprise in that revenues are recognized when eamed or €stablished
criteria are satisfied, and expenses are recorded whei incuned by the Municipality.
C-onsequently. revenues are reported even when they may not be collectei for severat months
after the. end. of the fiscal year and expenses are recorded even though they may not have used
cash during the current year.

Although SA looks different from a commercial enterprise's income statement, the diflbrence is
only in format, not substance. Whereas the bottom line in a commercial enterprise represents its
net income, the Municipaliry reports an amount descibed as net change in ner assers, whjch is
essentially ihe same concept.

The focus of SA is on the ael co.ra of various acriviies provided b, fie Municipality. The
statement b€gins wirh a column that idenrifies the cosr of each ofihe Munic;paiity,s major
functions. Another column identifies the revenues that are specifically related to the classified
govemmental functions. The difference between the expenses and revenues related to specific
functions/programs identifies the extent to which each function of the Municipality draws from
general revenues or is self-financing through fees, intergovemmental aid, and other sources of

This statement 
-also 

presents a compar;son b€tween direct expenses and program revenues for
each function ofrhe Municipality.

CWFS and fFS present allofrhe Municipality,s governmenlal acdvities, which are supported mostly
by taxes. intergolemmental revenues (such as federal and state grants and contributions), ana charge
tor services. All services nonnally associared with the Municipaliq/ iall into this category, includini

6
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ColIlroN,,}l,EALTH oF ptrERTo Rrco
MUNICIpALITy oF CoAtuo

Management.s Discussion and Analysis (Continued)
Fiscal year Ended June lO, 2012

*ly:^.":Ti:,ll:l :l9,"ducarion: senerat so!emmenr: hear!h and sanirarion: pubtic sare$: pubtic
noustng ano \_reIare: and economic and urban development.

Fu nd Fi n a ncia I Stat euents

The Municipaliry s FfS consisl ol I | ) the baldnce sheer goremmental funds, and (2) the shlementol revenues. e)\penditures and change5 in l'und balances go\ernmenlal funds. lhese financial
statements report the financial position, the resuhs ofoperations ofthe Municipaliq/,s govemmentat,
with an emphasis on the Municipality,s major govemmental funds.

A fund is a grouping of rerated accounts that is used to maintain contror over resources that have been
segregated for sp€cific activities or objectives. The Municipality. like most other state and local
govemments, uses fund accounting to ensure and demonstrate compliance with finance_related legal
requirements. Each fund is considered an independent fiscal entity accounted for within a set ofserf-
balancing accounts that comprise its assets, Iiabilities, fund equitj, relenue. and expenditures. lund
accounting_segrcgates funds accoding to their inrended purpose and is used to aid management in
demonstrating compliance with legal, financial and contmctual provisions. All of the funds of the
Municipality can b€ divided into two categories: govemmental fu;ds and proprietary funds.

l. GovertrmeDtal futrds

Govemmental funds are used to account for most ofthe services provided by the Municipality.
These funds are used to accounr for essentially the same functi;ns reported as govemmental
activities in rhe G\4TS. Unlike GWFS, rhe focus ofgovemmental funds in rhe FFS;S direcred to
specific activities_ of the Municipality rather than the Municipality as a whole; therefore,
governmental funds in FFS repon the Municipality,s operations in mor; detail than the GWF-S.

Govemmental funds in FFS provide a detailed shorl-term view ofthe Municipality,s finances that
assist in determining whether there will be adequate financial rcsources availaile to meet the
current needs of the Municipality, which is, evaluating the Mmicipality,s near-term financing
requirements. For financial reporling purposes, the Municipality 

_ 

chs;ifi es its govemmental
fi,nds wirhin rhe fottowing types: (l) general fund, (2) debt service fund, (3.y spicial revenue
tunds, (4) capital projects funds and (5) permanent funds.

Govemmental funds FFS are prepared on an accounting basis thal is significantly different from
that used to prepare GWFS. In general, govemmental funds FFS focus"on near+erm inllows and
outflows ofexpendable financial resources, consequently, they measure and account for cash and
olher assets that can easily be converted to cash. For exampie, amounts reported on the balance
sheet include capital asse6 within a very short period oflime, but do not include capital assets
such as land and buildings. Govemmental fund liabililies generally include itmounts that
normally are going ro be paid rhin a shorr period aftertheend &the fiicalyear. The difference
between a fund's total assets and total Iiabilities is reported as rhe fund baiance or deficit, and
generally indicales the amount thar can be used to financ€ lhe nexl fiscal year,s activities.
Likewise, the operating statement for govemmental funds reports only thoie revenues and
expenditures that were collected in cash or paid wirh cash, respeirivell,. durinp the current fiscal
5earorverl shonll after lhe end ofthe fiscal !ear.

7



Coll}IoNtvf, Ar,TH ot puERTo RICo
MuNtcrpALrry oF CoAMo

Management's Discussion and Analysis (Coftinued)
l-iscal year tnded June.l0.20t2

Because the focus ofgovemmental funds FFS is nanower than that ofthe GWFS. it is usef-ul to comparethe fund information presented for govemmental funds with similar ;nmrmation presentea forgovernmental aclivities in the GWFS Rv doi6g 56, lsaclgm rnay better understand the iong_term impa"tofthe Municipaliry's near-term financialiecisiins. aotn tr" gJvemmenJ irnJ"i urr"." ,rr"., *a t"govemmental funds' statement of revenues, expenditures ,i,d 
"hung". 

in funa balances proviAe areconciliation to facilitate the comparison Lletween govemmental ftmdi and the govemmentar activities
reported in the govemment-wide financial starements.

The Municipality has four major govemmental funds. Each major fund is presented in a separat€
colunm in the balance sheel govemmental funds and the statement ofr"renues, expenditures
and changes inJund balances _ govemmental funds. The four major govemmental funds are: (l)
general fund, (2) special revenue fund _ federal ganrs, (3) capital priject fund stare and tocalgants, ard (4) debt service fund.

c) Noles to Bqsic Finqncial Statements

The NBFS provide additional information that is essential for a full mderstanding ol-the data
provided in the GWFS and FFS. The NBFS can be found inunediately following the basic financial
statements.

d) Othef Supplementary h{ormation

The basic financial statements are followed by a section of other supplementary infbrmation
consisting ofbudgetary comparison schedule - general fund.

This Space Has Been lntenlionalt! Lel Blank
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CoMuoNtr,f,ALTH oF ptrf,RTo fuco
MtNtcrpAl,try oI- Co,rito

Management,s Discussion and Analysis (Continued)
Fiscal year Ended June 30.2012

FINANCIAL ANALYSIS OF GOI'ERNMENT.WIDE FINANCIAL STATEMENTS

The Statement ofNet Assets serves as an indicator ofthe Municipaliq,.s financial posirion at the end of
the fiscal ]ear ln the case oflhe Municipaliiy ofCoamo. gore-.ental acrirnie.'assets exceeded rotal
lrabrlrrjes b, S20,128,724 al lhe end of20t2, as compared wirh $2t,t92,990 at rhe end ofrhe previousyear. The following condensed Slatemenl of Net Assets of the primar) Couem.ent shows on acomparalive basis the most impofiant componenE of rhe $1,064,266 decrease reflected in the
goverrunental activities Net Assets figure.

Goremm.ot.l actir irics

2012 20ll

Capital dstq ner

Curetrr liabihies. excluding ton8-tem obtigadons
Long-iem obligations:

Duewifiinonete
Due aftei one ye

Inlesred in capital ssds. f,eiofElaleddebr

$ 20.283.57'l

I 155 7ro

$ I6.617.100

30.97r,538

51,139.103 ,17.588 6:ll

4.217.329

3_157-912

21,575.308

3,4t5.796

9E2_806

21.991,M6

3 r.lr0_579 26.r95.648

16.0.18 817
I1.911.202

(?.8ii.r9i)

t7.414,099
I r,529,013

(8.r60.122)

s 20.t28.72.1 $ 21.192_990

The statement ofActivities r€flects that for fiscal year 2012, the revenues derived from several programs
plus clrrent opemting revenues. when compared to total expenses, represent a net decrease amounted to
($1,064.266) in govemmenral activiries net assets. Appr;ximarely thirty six percent (36%) of the
Municipality's govemmental a€tivities total revenue came from taxis, while fifty seven percent (57%)
resuked from grants and contributions, including federal aid. The Municipatity's govemmenrat activities
expenses included items such as geneml government, urban and economic deielopment, hearth and
welfarc, public safety, public works, culture, recreation and education. communitr development and
inlere\r o long lerm obligalione.
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Vanagement s Discu5sion and Anal)sis (Conrinued,
l-i\cal Year Fnded June U0 )0 t7

ltfl'::y.::', l:lg tix percen (20%).oftotal.expenses resulted from senerar sovemment, rive percenr
e\pent5 re(utled trom urban dnd economic de\elopment. ele\en percent (ll0o, oflolal

expenses resulted from health and welfare. llve percent (5o0) oi toral e"pensei ,..utr"a tio* putti"
safety, twenty eight percent (28%) oftoral e\penses resuked from public works. tuelve percent 1tZ%) oftotal expenses resulted from cutture recreaiion and educarion. .i* p..*r, is9"l "i,otal 

expenses
resulted from cornmunity development. while four percenr (zlolo) of roui .^p"n.., ,"*i.d liom intereston long term obligations. The following is a condensed presenkrion or *. vrni"iouritr.. ,""urt. nr
operarion5asreponedinthesraremenrotdcriririesforrhefiicatyearsend"dJ"r.l0.2dir;rJi;11,""

Gorcrnmentrl,cririri.s

2012 20

Pogrm{pccific opeating grsts and contributions

Prcgr@-sp€cifi c capiral g.mrs and coniributions

Chaees lor scNices

Tolal poerm 6€nues

Municipal li.ensc ides

Conshcriotr excise tdes
UnEstricted grmrs dd onriburions
Other seneral Evciues (v ious sonrces)

TotalgeneEl.elenues

ToralEv.nues

Cenemlsoremmenr

Culture. Ecreadon dd educarion

Communit] derelopment

lkbd and economic der€lopment

Inlerer on long-tem obligarions

Nel incrclse (d..re.sc) h o.trssets
Net $s.t3, x( beginoitrg offis.rt lrar

N.t r$ets, at erd offisc.l,.,r

S 2,51t.,r5E

3-049.229

140.970

$ 2_216.286

2.699.r r4

i9E.1',l1

6.001.657 5.31,1.177

1,976,106

I.102.5r0

8E0,898

t.3t1,']',

5.660.823

923.021

4.334.307

r.r57.468

1.6t7,t53

245,57t
6.123.642

t.l02,l3t
r4.5E0.672

20.5A2 329

1,t.055.t49

19.369.326

5,539.674

t.999.573

4.199,223

I,I10, r20

r.Et9,625

2.579,773

16!,,162

880.067

t9.2t2,1t7

156.909

2r.036.08r

5_530.r6.1

2.461_142

6.278.108

914.814

2.573.219

t.906.992

r_0't8_62t

869.675

(l-061.266)

21.t92.990

$ 2t.192.990$ 20.12a.771
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Cot\tyoNwEALTH oF puIrRTo Rrco
MuNIcrpALlrr ot_ Coa}ro

Management's Discussion and Analysis (Continued)
Fiscal year Ended June 30. 2012

FINANCIAL ANAIYSIS OF GOVERNMf,NTAI ACTryITIES

Anarysis of Finahcial posiliorl of Govemmental Fun(h

As discussed earlier, the Municiparity uses fund accounting to ensure and demonstrate compriance withfinance-related legat requiremenrs. The focus of rhe Municipality,s g"".;-;;i;-t-i;, is ro provide
information on near-term inflows, outflows, and balances of e*pendabie re.o"."".. iu.i, irfo.rr,ion i.
useful in assessingrhe Municipality's compliance rLirh finance_relared legal *qr;";;;. Specificalty,
unreserved fund balance may serve as a usefur measure ofrhe Municipariil s ner resources avairabre for
spending at the end ofthe fiscal year.

As ofthe end ofthe current fiscal year, the MunicipaliD.s govemmental firnds reporred combined ending
fund balances amounring ro $13.970,518, which represens-an increase of$448,8i5 w;e; compared w;rh
the prior year. Out of rhe indicated balance, $ I I ,6 i3,945 was restriqed for rhe ioifow;; purposesj ( I ) ro

]f.,,,0j]",:ylr"1 o.:of ,$ t.622 r: 2) ro pa)- for cdpirar projecr5 ($0.77 t.75 r r, r, 1", a.uiiJ^ ii. pr1..ri.
154.472.156): and 4) for orher pumose\ t$168.4to,. At\o. go]|.oJ2 sere commined for rhe iotiowing

ry.*:::.:1ll to liquidare corrracs and purchase ordeB corresponding ro prior fi5cat year {$4.486 ): 2., r;pa] lor caprtal proiecB fgl7l.l5.l)l and l) for olher purposes ($255.aq2r. As otjune 10. 20t2, rhe
G^eneral Fund. which is rhe main operating fund ofthe MunLipalir). reflecred an unassigned fund balance
of$l,724.94|.

The following table presents the condensed financiar Fnsition ofgovernmentar funds at June 30. 20r2 and
201 t:

2012 20tl
Assels:

Total assets - major govemmental funds
Total assets - other govemm€ntal funds

Combined total assets

Liabilities:
Total liabilities - major govemmental funds
Total liabilities - other govemmental funds

Combined rotal liabilities

Fa n d balo l ces (delicits) :
Restricted - major govemmental funds
Restricted - other govemmental iinds
Committed - major govemmental funds
Committed - other govemmental funds
Unass,gned - major govemmental funds

Combined total fund balances

Total liobilities and Jtund balances

$ I8,78s.068

1,02t,385
$ 16,912,689

1,050,019
19,806.,153 t'7.962,708

5,438,958

396,977
4,213,282

227,743
5.835,935 4,441,025

I1.245.529

368,4r 6

375.640

1,',724,941

t0,697,600

682,150

504.112

140,126

1.,197.695

13.970,5t 8 13,521,683

$ r7.962.708

lt

$ r9,806.4s1



C0uMoN-wEALTH oF plrf,RTo fuco
MUNICIPALITY oF CoAMo

Management,s Discussion andAnalysis (Continued)
Fiscal year Fnded June 10. 2012

Maior Governmetrtal Funds

cenerrl .fund- (GE! The cF is rhe principar operating fund ofthe Municipariry. The GF's rolal assersdnounted to $J,187,0S5 ar June 10,2012. Suah asseis consist principalty ofr'(l) 
"*f, in commercial

banks ($900,178), (2) resrricred cash wirh fiscat agent (g1,62)), O) ,if., "ii r* rax receivables

llto;9911 
,1lll,:l*, *ceivabtes r$2l.sec), O) .honlt... u.o,ni. i,'" i.. o,r,". i,,a. fst,qzs,ot qI

and (ot 0ue trom go\ernmenkl enlities I $452.015).

The GF'slotal liabiriries amounted ro $r,656,046 at June 30, 2012. such riabiriries arc composed mainry
of: (l) defened revenues ($775,165), and (2) accounrs payabre and accrued tiabilities, incluaing amounts
due to other govenunents ($880,881).

At the end of the current fiscal year. restricted fund balance reached $1,622, committed fund balance
reached $4,486, and unassigned fund balance ofrhe CF amounted ro SI,72.l,S4t, shile iorat titnd balance
reached $1,731,049.

Speci_a! r_evg[ue fu4d - federat srauts (SRF-FG! The SRF-FG'S rotal assers amounred ro g1,709,385 at
June 30, 2012, which consist ofcash in commercial banks (9925,887), cash wirh fiscal agent (g380,483),
and_.receivables from inrergovemmental g.ants and conrributions ($403,015). ff," tnn-fdr'i"*i
Iiabilities amounted ro $t,709,385 at June 30, 2012, which are compoied mainly ofaccounts payable and
accrued liabilities ($36,764), shorr-term amounts due to orher fun;s ($1,056,3it2), and detened revenue
t$610.319).

cap-it4l prgiects fund - state ard locar qratrts (cpF-s&LG! The cpF-s&LG's totar assets amounted
to $9,216,432 at June 30, 20t2, which consist of cash i., .omnrc."ial banks ($2,075.207), cash wirh fiscal
agent ($6,271,483), and due from govemmenral enrities ($869,742). ttre ipi_silcis totut tiauifit;"s
amounted to $2.073,527 at June 30, 2012. which are composed mainly ofaccounrs palable and accrued
liabilities ($1,569,490), and short-rerm amounts due ro olher funds ($504,017). Al fte;nd ofrhe current
fiscal year, restricted fund balance reached $6.771,751, and commiited irnrl iatance reached $371,154,
while total fund balance reached 97,142,905.

Deb( serice fund (DSFI- The DSF'5 tolal assers amounted ro $4,472,156 ar June 30,2012, which
consist mainly_ofcash wirh fiscat agenr ($4,250,7t t). Ar the end ofrhe currenr fiscal year, DSF,S roral
and restIicled fund balance reached $4,472.156.

OJIqr eovelnme4tal funds (OGn- The OGF,S tolal assers amounled ro $t.021,385 ar June t0, 2012,
which consist mainly of cash and cash equivatenrs ($888,366), cash in fiscai agent ($4,286). and
receivables fr-om intergovemmental grants and contributions ($i28.733). The oc_F's totar liabilities
tunounted to $396,977 at June 30,2012. which are majnly composed oi accounts payable and accrued
liabilities ($32,297) and short-term amounrs due to other funds ($364.680). At th; lnd ofthe current
fiscal year OGF's resrricted tund balance reached $368,4t6, committed funa tutun""..*h"a S:SS.SSZ,
while total fund balance reached $1,02t,i85.
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MTNICIPALIT\, OF COA}IO

Management,s Discussion and Analysis (Continued)
Fiscal year Ended June 30, 2012

Anallsis of Operating Results of Govenmehtol Fuhds

Maior Govertrmetrtal Funds

General furd - The total fund balance of the CF increased by $58.75g during cunent liscal year!principall) due ro.!he eflbcr of rhe jmptemenrarion of se\erat brjts ,"o ..;r;;;'.;;ures in order ro
reduce the expenditures level, Total re\,enues, expenditures and other financing sources (net) amounted
to $13.031,692, $11,935,633, and (gt,037,301), reipectively, for the fiscaf y"u. 

"l"a"J.Ir". 
:0. ZOt Z.

Approximately 41% ($5,364.6s7) of the GF's total revenues for the current fiscar year came from
property, municipal license, construction excise and sales and use taxes. shile 5lZo ($6,d99,746) resulted
from _inlergovernm€ntal grants and contribulions. Interest relenues, .t*g.. io. services and
miscellaneous revenues, amounting to $967.289, provided 7oz ofthe total revenui_s for the current fiscal
year.

The expenses of the GF for the fiscal year ended June 30, 2OI2 were related to: (1) general administrative
and operating costs ($5,420.506), which were classified as'.general govemment.;d accounted fbr 45%
o-f.total.expenses, (2) healrh and welfar€ ($547,764), which accountid for 5% percent oftotal expenses,
(3).public works (91,671,642). which accounted for 3l% oftoul expenses, (4) public safety (g894,870),
which accounred for '|yo of tot^l expenses, (5) culture, recreation ana-eat"ur;on 1$iSZ,tSS), wfri"t,
accounted for 6% of rotal expenses, (6) communiry development ($133.051), which a;ounred tbr t%o of
total expenses, and (7) urban and economic developmenr ($515,645), whicir accounted 1br 4% of toral
expenses.

specjal revenue fund - federar qr.nts (sRF-FGr- The totar revenues of the sRF-Fc for the current
fi scal year amounted to $2,922,417 . T otat exWndiures amounted to $2,93 3,279 for the fiscal year ended
June J0..2012

SRF-FG's tolal expenditures for the currenr fiscal year came from health and welfare (g1,541,g94), publicwork ($138.649), public safety ($76,663), community development ($1,162,29)), and urban and
economic developmenr ($13,781).

qapital qrpiests futrd - state and local qratrts aCPF_S&LG)_ The roral fund balance ofrhe CPF-S&LG
decreased by $421,583 during current fiscal year. AEo, iuri-ng the curr€nt fiscal y.* tt" Cef_S&LC
accounted for proceed from debt issuance amounted to $4.471.994 to pay for capitai proiect costs. I.otal
expendirures amounred ro $7.092,776 for the fiscal year ended June 30. 2612.

C?F-S&LG'S total expenditures for the current fiscal year came principally from public works
($2,011,845), cukure. recrearion and educarion ($1.507.436), communily a.r.iopi,.ri iiz,l+s,zaz), _a
urban and economic developmenr ($6t9,932).

Deb! service futrd (DSF| - The total fund balance ofthe DSF increased by $1,009,528 during currenr
!:c1 y!q. Total revenues, expenditures and orher financing.o*"., 1n"t) urourt"a to $t,990,042.
$ l.olo.b22 and $650.108. respeclirel]. for rhe fiscat l ear ended-June J0. 20 t2.
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Management,s Discussion and Analysis (Continued)
Fi\cal year Ended June J0.2012

Approximately 6?% ($1,325, r 59) ofDsF's toral revenues for the current fiscal year came from restricted
property taxes. while 33% ($664,883) came from restricted sales and use ta\es. DSF,S total expenditures
for the current fiscal year came from principal and inlerests on bonds payable ($1,636,622).

Other p!,ve4nmentat funds (Octr't - The rotal fund balance of rhe OCF decreased b] $197,868 during
::TI fi,:"| y:Tj loral revenues. e\penditures and other financing u\es (neu amounted to $7j8,Stq,
l:i17:1!0 qd Sl8l.t9.l. respedivety, for the fiscat year ended Jine 30,20i2. Approximatety 52%
($386,093) ofOGF's total revenues for the current fisc;l year came from intergovemmlntal grants. 35%
($255,927) came from charye forsenices. and 13"/o ($96,899) came from -i.ce-llaneous sor..es.

The largest expenses of the OGF for the fiscal year ended June 30, 2Ol2 were related to: (l) health and
welfare ($361,597), which accounted for 27% percenr of rotal expenses, (2) public work ($639,593),
which accounted for 49% percent oftotar expenses, and (3) urban and economlcdeveropment (g207,5 r 1).
$hich accounred for loooof lotal erpenses.

BUDGf,TARY HIGHLIGHTS

a) Gen€ml FuDd

The original and the final budget ofrhe general lund for the fiscal year ended June 30,2012
iunounted to $13,12t,311. Over the course of rhe fiscal year, rhe Mu;icipatiry revised the GF,s
budget in order to incrude increases and decreases in revenues that were ideniifiet during the coune
ofthe fiscal year based on current developmenrs lhar posirivel, aflected the Municipaliry,s finances.
lhe laws and regularions ofthe Cornmontredhh mandite a balanced budger. '

The-total actual revenues (budgetary basis) of the general fund for the fiscal year ended June 30,
2012 wete $12,725.509, which is 3% ($395,802) tower than rhe budgeted revenues. In addition, the
total actual,expenditures (budgetary basis) ofthe generar funrJ for the-fiscar year ended June 30, 2012
were $l 1,789,052, which is 5% ($653,692). tower than rhe budgered expenditures.

The most significant fluctuations in actual revenues occurr€d in construction excise ta\es which had
actual revenues that were $421,029 less than budgeted, in interest on deposits, which had actual
r€venues that where $165-672 more ih,n budgered, in sales and municipal license taxes, which had
actual revenues that were $192,666 and $164,095 less than budgeted, respectively.

Also, the most significant fluctuations in actual expenditures and encumbrances occurred in general
govemment, public works, and public safety, which had actual expenditures and encumbrances that
were $303,577, $162.347. and gl 13,280 lower rhan budgered, respecrively.

CAPITAL ASSETS AND DEBT {)MINISTRATION

a) Capital Assets

The Municipality has invested $42,681,846 in capital assets used in govern nenlal activities, which
have an accumulared depreciarion and amorrizatio; of $ I 1 ,526, I I 7 ar Ju ne 30, 2012. The n€t capital
assets of governmenlar activities increased during rhe current fiscal year due to the current fiscaryear's capital additions and rectassifications ($160,7a8), $hich were paniall) offset by the
deprerialion expense and reclassillcations {$276.607) for the same period.
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Management.s Discussion and Analysis (Continued)
Fiscal year Inded June 

.10,20t2

The capital additions rnade to capital asse6 during the fiscal year ended June 30, 2012 were thefollowing:

$ 190,500
I,t02,967

439,321
163.144

$ 1,!9!.e31

During the current year, construction in progress amounted to 9595,861 was reclassified to building
slructures and improvements category.

b) Debt Admitristratior

The Puerto Rico Legislature has establisheda limitation for the issuance of general obligation municipal
bonds and notes for the payment of which rhe good faith, credir and taxing"po*er oi eicfr .uniclpui;ty
may te pledged. The applicable law also requires that in order for a Mu-nicipality to be able to issue
additional general obligation bonds and notes. such Municipaliry must have sufdcie; ..payment 

capacity,,
as defined in Act No. 64. Such Act establishes rhat a Mu;icip;tiry has sulficienr..pa)menr capaciry..to
incur additional general obligation debt if its deposits in the i.edemption Frnds ani t'he an rual amornts
collected with respect to such Municipality,s Sales and Use Tar ani Special Additional Tax (as defined
below), as projected by GDB. will be sufrcient to service to maturity the Municipatity,s outstanding
general obligation debt and the additional proposed general obligation debt.

The Municipality is required under prevairing applicabre raw ro lely a special Addirionar 'r'ax and a sales
and Use Tax in such amounts as shall be required for the palmenr of its general obligation municipal
bonds and notes. In addition, principal ofand interest on all general oblig_ation muniiipal bonds and
notes and on all municipal notes issued in anriciparion ofthe issuance ofgeierar obrigarion bonds issued
by the Municipaliry consrirure a firsr lien on rhe Municipatiry.s Basic tL revenuei Accordingly, rhe
Mmicipality's Basic Tax revenues would be available to make debt service payments on gen€ral
obligation mun,cipal bonds and nores to rhe extenr rhar the special Additional rar lnl the sales and Use
Tax.levied by the Municipaliry, togerher wirh. moneys on deposil in rhe Municipality,s Redemption
Funds. are not suflicient to cover such debt service. In the panicurar case ofthe tr,tuniciiality ofcoamo,
it_has never been necessary to apply Basic Taxes lo pay debt senice on general obligltion debt ofthe
Municipality.

The Municipality finances a significant ponion of its conslruction activities through bond and nole
issuances, and through state and federal g"ants. The proceeds from bond issuan& designated for
construction activiries are commited in irs entirety for such purposes and cannot be used foaany other
purposes.

payable. tucid€brk backed by rhe full faith and credit ofrhe Municipaliry. The foilowing is i summary
ofthe bonded debt acriviry for ihe fiscat year ended June 30. 2012:

. Bonds payable increased by 8% ($1.671.t65) b) the ner effecr ot total principal payments on
bonds ($752,835) and bond issuance ($2.410,000) made during rhe current fiscat v.ar.

I-and
Buildings, structures and improvements
Machinery, equipment furniture and fixtures
Licensed vehicles

Capital additions for the fiscal year ended June 30, 2012
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Management's Discussion and Analysis (Conrinued)
Fiscal Year Ended June 30. 2012

The Municipality has also certain outsranding nores payable due ro CRIM ($990.811). Such nores
payable_decreased by $52,492 during the currenl fiscal year mainly due to the principal payments made
during the same period.

AIso, the Municipality has an interim construction loan payable to saving and loans coopemlive
consortium composed by the Saving and Loan Cooperatives of Juana Diaz. Adiuntas. and San BIas
($2,334,665), and relared to the progress ofrhe consrrucrion afiiviries of44 affordabie cosr housing units.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGf,TS AND RATES

The Municipality relies primarily on property and municipal ta\es as well as federal and state g.ants to
carry out the govemmental activities. Historically, property and municipal taxes have bein very
prediciable with increases of approximately five percent_ Federal and State grant revenues may uury if
new grants are available, but the revenue can be also predictable. Those faciors were considered when
preparing the Municipaliry's budger for the fiscalyear 2012-201].

FINAL COMMINTS

The Municipality ofcoamo is an autonomous governmentar entity whose powers and authority vested on
its Executive and Legislative Branches are specifically established in the Municipal Autonomous Act
approved in August 1991. By virtue of such pow€rs, i! provides a wide range of services to its
constituents wh-ich includes. among others, public works, education, public safety, p;blic housing, health,
community, urban and economic development, recreation, waste disposal, weifare and others. The
Municipality's principal sources of revenues are derived from prop€rty ta\es. sales laxes. municipal
license taxes, subsidies from the commonwealth of pueno Rico'i General Fund and contributions fr;m
the -Iraditional and El€ctronic Lottery sponsored by said Covemment. Since the Municipality is
significantly dependent on the inteqovemmental grants and contributions received from the govemment
of the Comrnonwealth of Puerro fuco and from property tax advances received from CRIM. the
municipality could suffer a significant financial burdm for certain scheduled inlergovemmental revenues
that could not be collecred during rhe fiscalyear 20t2-2013.

REQUf, ST FOR INFORMATION

The Mmicipality's financial statements are designed to present users (citizens, taxpayer, customers,
investors and creditorc) with a general overview of the Municiparitv's finances and to demonstrate the
Municipality's accountabil;ty. lf you have questions about the report or need additional financial
infomation, contacl the Municipality's ChiefFinanciat Orlcer ar p.O. Box 1875, Coamo, pR 00769, call
(787) 825-1150, or visit our website at www.coamo.puertorico.pr.
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COMMONWf,ATH OF PUERTO RICO
MUNICIPALITY OFCOAMO

Starement ofNet Assets

June 30. 2012

Assets

Cash in commercial banks

Cash in fisal agent

Accounts receivable, net of allowance for doubitul accounts:
Prcperry tax€s

InterSovemmental

R€al €slate held for sal€

Total currenl assets

Capilal 6sets, net ofaccumulared depreciarion and
amortization of Sl 1,526,1 l7

Total noncunent assets

Total assets

Curr€nt liabilities (due wirhio om ye{r):
Accounts payabl€

Inlergovemmental payables

Accrued interen payable on long-term debt
Defened revenues

Curent portion of long-tem obligations:
Bonds payable

Oiher debts

Total cunent liabilities

Notrcur..nt liabiliti€s (due tu more th!tr oDeyerr):
Current ponion of long-term obligations:

Bonds payable

Olher debls

Tolal noncuEent liabiliiies
Tord fiabilities

Net assels (liabiliries):
Invested in capital assets, nel ofrelated d€br

Capital proiects

other specifi ed purposes

Unrestrided nel assels

Tolal nel asseh

$ 4,789,638

10,908,585

t56.527

1,851,505

t49,580

2,402.140

20,283,574

31,155,729

31,155,729

$ 2,390,733

r28,699

l66,4ll
1,391,484

866,8r5

2,591,107

7,735,27t

21.374,330

2,200,978

23,575,108

$ 31,3 r0,579

$ 16,048,8r7

7.142.905

4,t65,889
624,108

(7.853,295)

_!___20)r8lz_

The accompanying notes tothe basic financial statements are an integral part ofrhis slatement.
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COMMONWEATH OT PUERTO RICO
MUNICIPALITY OF COAMO

Slal€ment of Activities
June 30. 201 2

Op.nting Crpir.t
Ch.rEesfor gruls rnd g.r.h!nd

..ri..s conrriburioN co ribnrionr

Culturc recrea.on d.dtr.,rnr

Lrrban and economic d.lclopBenr
Inrere$ on longrem obliAalon

Toral goremmenral acnv res

2.164142
6,278 703

1.043621

1,761.285

49,862

425.000
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COMMONWf,ALTH OF PTII'RTO RJCO
Mt:NICIP LITI OFCOAMO

Balrnce Sneet

CorementatFunds
Jmc 10.2012

TOTAL LL{BIL'TIf,S NND FUNI' B L{]\CE

rud.F.dal

r 925.337 $ 2.075207

s r 709.135 i 9216{r2

! r0ri35 I 1e306.151

The accompmlinS notes io lhe basic finmciat sralemcnts re m inteEral parr oflhis stalement.
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COMMONWEALTH OF PUf,RTO RICO
MUNICIPALITY OF COAMO

Reconciliation ofthe Balance Sheet - Covenunental Funds

to the Slatement ofNet Assets

June 10. 2012

Aggregate tund balance repo(ed in the batance sheet - govemmentat filnds $ 13,970,5 I 8

Governrnental aclivities' amounts reported in the sratement ofnet assets and the balance sheet.
govemmental funds are different because:

Capital assets (net of accumulated depreciation) used in govemmenlal activities are not
financial resources, therefore, are not reponed in the govemmenal funds t,)55,.12g

Capital asset held for sale reported in govemmentat activities are not considered avaitable
financial resources at fiscal year-end, therefore, are not reported in lhe govemmenlal funds.
This is the carrying amount ofcapiral asset hetd for sate at June 30, 20t2. 2,4O2,t40

The following liabilities are nor due (mature) in the currenr period, therefore, are not reported
in the goverrunental funds:

Bonds payable e2.24t.t6s)
Note palable to GDB - line ofcredir (sE,24t)
Note payable to Local Saving and Loan Cooperaiives Consortium- line ofcredit (2,334,665)
Notes payable to CRIM (990,8t 1)
Compensat€d absences (1,373,36S)
Accrued interest F,ayable on long-term debr (366,413)

Net assets as reported in the accompanying sratement ofnet assets -$ ?!l?!JZ1

The accompanying notes to the basic financial statements are an integral part ofthis statement.
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COMMONWEALTII OF PUf,RTO RICO
MUNICIPALITY OF COAMO

Reconcitiation of Starement ofRevenues, Expendiiures a,d Changes
in Fund Batance - Govemmenral Funds ro the Statemenls ofAcrivities

For lhe year Ended June 30. 2012

Nel chage in fnnd balancee rotal govemmenral funds S 448 815

Govemmental activilies amounts reponed in the sratement ofacrivilies and the starement of Revenues.
expenditures ed chanses i, tund balances governmental tunds ar€ diferenl because:

Under the modified accrual basis of accounlins used in the gov€mmentat funds, expenditures are nor
recognize for transaciions that de not nomalty paid wirh expendabl€ financial r€sources. In rhe
Slatements ofActivities , however, wich is presented in lhe accrual basis, expenses and liabiliries are
presented regardless of when fi nacial resou.ces are avaitabte:

Nel change in accrued interesl payable on long-rerm debt (46,014)
Net change in compensated absences liabitity (83,258)

Govermental funds report capital outlays as expenditures. However in the statement ofaclivities. rhe cosl
ofthose 6sets is allocated over rheir esrimated usei l tives as depreciation and arnorlizarion expenses.
This lhe mount by which capital oultays exceed depreciation exp€nses. tE4,l9t

Govermenlal funds repon investments in real estate held for sale as expendirures. How€ver in the
statemenl ofadivities,lhe cost ofthose assets;s capitatized until sotd. This the amounr invened in reat
esrare held fo. sale. 2,402,140

R€payment ofpnncipal of lonS-term obtigations is an expendilures in the govemmenrat funds, bul rhe
r€paymenl rcduces long-lem liabiliti€s in the slal€ment of net 6sets 6 12.656

Proceeds on issuace of long- term debr are rccorded 6 other financing sources in rh€ fund financiat
sra&menrs. bul the jssuances increare long-rerm liabilnies in rhe statement ofnet assels l4,782,796)

Net changes in ner assets reponed in rhe accompaynins sratements ofactivities _{__]-l!!j2!!I

The accompanying notes io the basic financial starements are an integftl part ofthis statemenr.
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Co}1Mo\,lvEALTH or ptrlrRTo Rrco
MT'NI(]IPALITY OF COAMO

Notes to Basic Financial Statemen6
Fiscal Year Ended June 30- 2012

l. Summary ofSigoificaot AccountiDg policies

The Municipality ofCoamo, Commonwealth of pue(o Rico (the Municipality), is a local municipal
govemment conslituted in 1579 in the Commonwealth of puerto Rico. The Municipality has iull
legislative, fiscal and all other govemmental powers and responsibilities expressly assigned by Law
No. 8l of August 30, 1991. as arnended, known as Autonomous Municipalities Act ()f the
Connontealth o.f Puerto Rico (Act No. 8l). The Municipality is one of sevinty-eight municipal
govemments legally separated from the state govemmenl ofthe Commonwealth of puerto Rico (ihe
Commonwealth).

The Constitution of the Commonwealth provides for the separation of powers of the executive,
legislative and judicial branches of the Commonwealth and the municipalities. However, the
Municipality's governmental system consists ofexecutive aid legislative branches only. A Mayor,
elected ev€ry four years by the citizens, exercises the executive power of the Uunicipality. ihe
Iegislative power ofthe Municipalib, is exercised by the Municjpal Legislature, whose members are
also elected every four yean. The judiciary power is exercised by the ijeneral Justice Court Syslem
ofthe Commonweahh, which hasjurisdiction over ihe Municipalily.

The Municipality assumes either partial or full responsibility for providing services to its citizens
related to priblic housing. welfare, public safery. health, sanitation, educarion. culture, recreation,
urban development. economic development. and many other fiscal, general and administrative

a) Financial Repo ing Model

The accompanying basic financial statements present the financial position of the govemmental
activities, each major govemmental funds, and the ag$egate remaining fund information of the
Municipality at June 30,2012, in conaormity with Accounting principles Generally Accepted in
the United States ofAmerica (cAAp), as prescribed by rhe Covemmenral Accouniing Standards
Board (CASB). In addition, the accompanying basic financial statements present the changes in
the financial position (results of operations) of lhe govemmental activities, each major
govemmental fund, and the aggegate remaining fund ;nformation for the fiscal year eDded June
30. 20 I 2 in conforrnity wirh CAAP-

According to the financial repodng model established by GASB Statement No. 34. Basic
Financial Statements and Ma agement s Discussion and Analysis - for State and Locdl
Goternments (GASB No. 3,1), the required basic financial statement presenlalion applicable to
the Municipality is composed of the following elements: (l) govemment-wide financiai
statements (CWFS), (2) govemmenral fund financial staremenrs (FFS). (3) notes to basic
llnancial s(arements. and (4 ) required supplemenlar) informarion (RSI)

nsl consists of: (1) a Managemenr's Discussion and Analysis (MD&A) and (2) a budgerary
comparison schedule - general fund. RSI is unaudited supplementary information required by
GAAP presented along with, but separate from, the Municipality,s basic financial statements.
MD&A is a narrative report that introduces the accompanying basic financial statements and
provides an anal!,tical ovewiew ofthe Municipality's financial activities forthe fiscal year ended
June 30, 2012, based on the Municipality's knowledge oflhe transactions, events and conditions
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Notes to Basic Financial Statements (Continu€d)
Fiscal Year Ended June 30. 2012

reflected in the basic financial statements. The MD&A also highlights certain key fiscal policies
rhar conrrol rhe Municipalil)'s operalions.

In addition to the required financial reporting requirements ref€rred to above, the accompanling
basic financial statements are accompanied by additional supplementary information consisting of
a budgetary comparison schedule - general fund and the notes to the budgetary comparison
schedule genera! fund, which have been subjected to the auditing procedures applied in the
audit ofthe accompanying basic financial statemenls as of and for the fiscal year ended June 30,

2012.

b) Financial Repo ing Enliu

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

on July 1, 2005, the Municipalily adopted the provisions of GASB Statement No. 39,
Determining llhether Certain (hgdnizations are Component Unirs an Ametulnent of GASB
Statement No. 11 (GASB No. 39). CASB No. 39 states that cenain organizations for which a
primary govemment is not financially accountable nevertheless warrant inclusion as part ofthe
financial reporting entity because of the nalure and significance of their relationship with the
primary govemment, including their ongoing financial support ofthe primary govemment and its
other compon€nt units.

According to GASB No. 39, a legally separate, tzlx-exempl organizalion should be reported as a
discretely presented component unit ofareporting entity ifall ofthe following criteria are met:

. The economic resources rcceived or held by the separate organization are entirely or
almost entirely for the direct benefit ofthe primary govemment, its component un;ts, or
its constituents,

. The primary govemment, or i1s component onits, is entitled to. or has the ability to
otherwise access, a majority ofthe economic resources received or held by the sepamte
organization.

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

In addition. GASB No.39 slates that other organizalions should be evaluated as potential
component units if they are closely related to. or financially integraled with, the primary
govemment. Such lypes ofentities may be presented as either blended or discretely presented

component units, depending upon how they meet the crilena for each specified in GASB No. 14.

The Municipality's management has concluded that, based on the aforementioned criteri4 there
are no legally separate entities or organizations that should be repo(ed as component units ofthe
Municipality as ofand for ihe fiscal year ended June30,2012.
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Notes to Basic Financial Statements (Continued)
Fiscal Year Ended June 30. 2012

c) Got)enment-Wide Finarrcial Srolemehts

The accompanying GWFS are composed of: (l) the statement ofnet assets and (2) the statement
ofactivities. These financial statements report information ofall govemmental activities ofthe
Municipal;ty as a whole. These statements are aimed at presenting a broad overview of the
Municipality's finances by reporting its financial position and results ofoperations using methods
that are similartothose used by most private businesses.

The focus ofGWFS is on the operational accountability ofthe Municipality as a single economic
unit and not on compliance with budgets, regulatory requirements or on the use ofavailable or
currently expendable financial resources (referred to as fiscal accountability). Operational
accountability is the Municipality's responsibility to r€port to the extent to which it has met its
operating objectives efficiently and eflectively, using all resources available for that purpose. It
focuses on the Municipality's principal operating objective, which is to provide services to its
citizens.

The accompanying statement of net assets provides short{erm and long{erm information about
the Municipality's financial position by presenting all ofihe Municipality's assets and liabilities,
with the dillerence between these two irems reported as "net assets" (equity) and/or net liabilities
(accumulated deficit). This statement assists management in assessing the level of services that
can be provided by the Mmicipality in the fulure and its ability to meet i1s obligations as they
become due. ln addition, this statement reports the extent to which the Municipality has ;nvested

in capital assets and discloses legal and contractual restrictions on resources.

Net assets (liabilities) are classified in the accompanying statement of net assets wilhin the
following three categories:

. lnvested itr capital rssets, net oI rel.ted debt - Th;s net ass€t category consists ofcapital
assets, net ofaccumulated depreciadon and amortization, reduced by the outstanding balances
of bonds payable. notes payable and other debts that are attributed to the acquisition,
construction or improvement ofthose assets- Forthe purposes ofdetermining the outstanding
debt anributed to capital assets, the total long-term debt related to the acquisition,
construction or improvement of capital assets has been reduced by any related unspent debt
proceeds and any related unamo(ized debt issuance costs.

. Restricted net assets This net assel category consists ofnet resources restricred by extemal
parties (such as credilors, gantors. contributoE, laws or regulations of other govemments,

etc.). or net assets lor which constraints are imposed by constitutional provisions or enabling
legislation. Enabling legislation consists of legislation that authorizes the Municipality to
assess, levy, charge or oth€rwise mandate payment of resources (from extemal resource
providers). Enabling legislation establishes restr;ctions if it includes a legally enforceable

requirement that those resources be used only for the specific purposes stipulated in the

legislation.
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Notes to Basic Financial Statements (Continued)
Fiscal Year Ended June 30. 2012

. Unr€stricted net assets This category consists ofthe excess ofassets ovet related liabilities
that are neither extemally nor legally restricted, neither invested in capital assets. However,

assets reported within unrestricted net liabilities often are designated to indicate that

management does not consider them to be available for general operations. Assels reported

within this category often have constraints that are imposed by management but can tre
removed or modified.

when both restricted and unreslncted resources are available for use, it is the Municipality's
policy to generally use restricted r€sources first, and then unrestricted rcsources as they are

needed.

The accompanying statement of aclivities presents the Municipality's results of op€rations by

showing, how the Municipality's net assets or liabililies changed during the fiscal year ended

June 30,2012, using a net (expense) revenue fornat. This statemeni presents the cost ofeach
function/program as well as the extent to which each ofthe Municipaliry's functions, programs or
other services either contributes to or dmws ftom the Municipality's general revenues (such as

property taxes, municipal license ta\es, construction excise ta\es, etc.).

A functior/program describes a group of activities that are aimed at accomplishing a major

service or regulatory responsibility. The functions/programs reported in the accompanying basic

fina.ncial statements are: ( l) general govemment, (2) urban and econom;c development, (3) public

safery, (4) public work, (5) culture, recreation and education, (6) health and welfare and (7)

community development. The govenunental operations of the Municipality's depa(ments and

operational units are classified within the following funct;ons/progams in the accompanling
hasic fi nancial statements:

Getreral government:
Municipal legislature
Mayor's ofllce
Department of linance
Department of human resources
Department of municipal secretary
Department of intemal audit
OIfice of federal programs

Urban and ecotromic developmenti
Department of planning and economic development

Public safety:
Department of emergency management
Depanment of municipal Police

Public works:
Depa(ment of recycling and environmental services

Department of public works
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Notes to Basic Financial statements (Continued)
Fiscal Year Ended Jun€ 30. 2012

Culturg recreation atrd education:
Depanmenl ofspons and recrealion
Department ofculture and tounsm

Ilealth and welfare:
Department of aging and adult services

Community d€v€lopment:
Depanment of citizen affairs

The statement of activilies demonstrates the de$ee to wh;ch program revenues offset direct

expenses of a given function/prograrn or segmenls. Direct expenses are those that are clearly
identifiable with a specific function, segment or operational unit. This statement reports revmues

in thre€ broad categories: (l ) program revenues, (2) general r€venues and (3) special items.

Program revenues are generated directly from a progmm itselfor may come from parties outside
the Municipality's taxpayers or citizens. In the statemenl ofactivities, program revenues reduce

the costs (expenses) ofthe functiodprogam to ardve al: (l) the net cost ofthe functior/program
that must be financed from the Municipality's general revenues or (2) the net progmm revenue

that contributes to the Municipality's general revenues. The accompanying statement ofactivities
separately reports the following categories ofprogram revenues:

. Charges for services These revenues generdlly consist of exchange or exchangelike
transactions involving charges to customers or applicants who purchase, use or directly
benefit from the goods, services or privileges prcvided. or are otherwise directly affected by

the services. These revenues include fees charged for specific services, rent, charges for
Iicenses and permits, and fines and forfeitures, among others.

. PrograB-specilic opemting and capital grant and cotrtributioos - These revenues

consist oftransactions that are either mandatory or voluntary non_exchange transactions with
other govemments, organizations, or individuals that restrict the resources for use in a

particular program. Operating grants and contributions consist of resources that are required

to be used to finance the costs of operating a specific program or can be used either for
operating or capital purposes of a specific program. Capital grants and contributions consist

of revenues or resources thai are restricted for capital purposes to putchase. construct or

renovate capital assets associated with a specific progam. Restricted operating and capital

grants and contributions are pnograrn revenues &cause they arc specifically atlributable to a

program and reduce the net expense of that program to the Municipality. They are reponed

net of estimated uncollectible arnounts.

Generdl reven es arc the default category for revenues. It includes all revenues and gains that do

not meet the definition ofprogram revenues. Property ta.xes, municipal license taxes, construction

excise taxes and sales and use taxes are reponed as geneml revenues. All other nonta,x revenues

(including unr€stricted interest on deposits, grants and contributions not restricted for specifrc

programs and miscellaneous revenues) that do not meet the definition of program revenues are

clasiified as general revenues. Resources that are dedicaled intemally by the Municipality are

reported as general revenues rather than as program rcvenues. All general revenues are rePorted

nei ofestimated uncollectible amounts, which are recorded as reduction ofrevenues rather than as
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Notes to Basic Financial Statements (Continued)

Fiscal Year Ended June 30. 2012

Special items consist ol revenues arising from significant transactions or olher events within the

control of management that are either unusual in nature or infrequent in occurrence.

Extraordinary items consist ofrevenues arising from significant transactions or other events that

are bolh unusual in nalure and inlrequenl in occurrence,

The general govemmenl functior/program reported in the accompanying statement of activities

includes expenses that are, in essence, indirect or costs of other functions/progams of the
Municipality. Even though some ofthese costs have been charged to certain funds in the FFS as

indirect cost allocations permitted under som€ federal progmms, the Municipality has reported
these indirect costs as direct expenses of the general govemment function. Accordingly, the

Municipality generally does not allocate general govemment (indirect) costs to other functions.

The effects ofall inter-fund govemmental activities (revenues. expenditures and other financing

sourcevuses among governrnental funds) have been removed from the accompanying statements

of net assets and activities.

The Municipa,ity classifies the most significant portion ofits acti ties a! govemnenlal activities
in the accompanying GWFS. These are activities generally financed through tarcs,

intergovemmental revenues and other non-exchange revenues that can be used to support the

Municipality's programs or services. These govemmental aclivities are also generally r€ported in
the FFS.

Tle Municipality has no fiduciary activities, which are those in which the Municipality would be

holding or managing net assets for specific individuals or other extemal parties in accordance

with trust agrcements or other custodial arrangements.

The Municipality has operations and activities that are financed and operated in a manner similar
to privale business enterprises. where the costs of providing goods or services to the general

public (expenses, including depreciation) is financed primarily through user charges; and wh€re

the goveming body has decided that periodic determination of revenues eamed, expenses

incurred, zmcyor net income is appropriate for capital maintenance. public policy. management

control, accountability. or other pulposes.

.l) Fuld Fifiancial Slalemefits

A fund is a fiscal and accounting entity consisting of a self_balancing set of accounts used to

record assets. liabilities and residual equities, deficits or balances. and changes therein, which are

segregated for the purpose of carrying on specific activities or attaining certain objectives in

accordance with GAAP and/or special regulations. restrictions or limitalions.

The accompanying FFS are composed of: (l) the balance sheet - governmental funds' and (2) the

statement ;f;evenues, expenditures and changes in fund balances (deficits) - govemmental

funds.
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Notes to Basic Financial Statements (Continued)

Fiscal Year Ended June 30. 2012

These financial statements report the financial position and results operations of the

Municipality's govemmental funds and fund types by presenting sources. uses and balances of
current and non-current financial resources, Some ofthese financial statements have a budgetary

orientation and focus primarily on: (l) the Municipality's major govemmental fund and fund

types, as defined below. (2) the fiscal accountability and (3) the individual parts of the

Municipality's govemment. Fiscal accountability represents the Municipality's responsibiliry to
justit that its actions in the current fiscal year have complied with public decisions conceming

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

The accompanying FFS segregate govemmental funds and fund types according to their intended
purpose and are used in demonstmling compliance with legal, financial and contractual
provisions. The minimum number ofgovemmental funds and fund types is maintained consistent

with legal and self-imposed managerial requirements established by the Municipality. For
financial reporting purposes. the Municipality classifies its govemmental funds within the

following categories:

. General fufid - -lhe general fund is the Mun;cipaliry's main opemting fund and a major
govemmental fund. as defined below. used to account for all financial resources and
govemmental aclivities not accounted for and reported in another fund. It is presumed that

the Municipality's govemmental activities have been reported in the general fund except for
transactions for which one of the following compelling reasons has required the use of
another fund: (l) legal requirements, (2) GAAP requirements or (l) the demands of sound

financial adm;nistration requiring the use ofa govemmental fund other than the g€neral fund.

. Debt seryice fufid - The debt service fund is a major govemmen(al fund, as defined b€low.

used by the Municipality to account for all financial resources lhat are restricted- committed,

or assigned to expenditure for principal and interest; for (1) bonds payable for which debt

service paymenls are l€gally mandated to be accounted for in a debl service fund andlor (2)

bonds payable or any geneml long-lerm debt for which the MuniciPaliry is being

accumulating financial resources in advance to pay principal and interest payments maturing

in future years. During the fiscal year ended June 30,2012, the financial activity accounted

for in the debt service fund was specifically related to bonds payable.

The outstanding balance of general long-term obligations for which debt service payments do

not involve the advance accumulation of resources (such as noles payable, obligations under

capital leases, accrued compensated absences. and claims andjudgnents) are only accounted

for in the accompanying statement ofnel assets. The debt service payments ofsuch debts. as

applicable, are generally accounled for in the general fund.

. Special reve ue funls - The sPecial revenue funds are major and non-major govemmental

funds. as defined below, used by the Municipality 10 account for the proceeds of specific

relenue sources that are restricted or committed to expenditure for specilied purposes olher

than debt serv;ce and capital projects. The uses and limitations ofeach special revenue fund

are specified by municipal ordinances or federal and state statules. However, resources

resfi;Ed to expenditure for purposes normally financed from the general fund are reported in

the Municipality's general fund provided that all applicable legal requirements are
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Fiscal Year Ended June 30' 2012

aofioDriatelv satisfied. ln thls case, a special levenue fund to account for such kind of

rransactions'uill be used onl] ifleBall) mandaled
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'r," 
vr"l.rp"if ry . ,1:i irpo**-f,na' Accordingl)- the Municipality is requircdlo regregale

ooremmental funds and fund rlpes bel*een majoi and non_major calegories \ ilhin lhe FfS'

"J;il':iliitd; ;;';;-;iur l,iJ p.p'i"ru'l f.rnds and fund rvp.. are reponed individuallv as

l"J:#:];H::; ;;";il.-";rIi,; rrom arr non-major so\emmentar runds are assresared

inio a single column. regardless offund rype'

Bvdefinilion.theMunicipality,sgeneralfundisalwaysconsideredamajorgovemmentalfund"* il;;;;;;;;;;;;,io'e,. tn'uaairion anl other govemmental rund is clasrified as a maior

,"J':##i fi; i"';tJiri ii i" rotal a.sets liabitities' re\enues. or expenditures of Ihar

,"ri'n,i*r _*.rnr**i fund are al teasr lo percenr of lhe corresponding elemenr lotal (assels.

ililiffi. 'i:.;;il;-r""ii'rr." r"' 
"rr 

sovemmenral tunds' In addition' the rame elemenr

;;"' ;:;;: ,;" l0 nercent crilerion must be ai tea'r 5 percent of the comsponding elemenr tolal

i;';iEiil#i"i;il *i.'p,;" ip"pa'"'v' funds combined' For rhe purpo5es or appl) ins

ii" "i"i"...,i"".a 
rnaor funi criteria, no eliminations of inter-fund balances have been made'

Totalrevenuesforthesepurposesmeansallrevenues,includingoperatingandnon-operating
;#;(""t ;f 

"n;;;;e's 
fir uncollectibte accounts)' except for other financing sources Total

exDendilures\expenseq for lhese purpose' mean all expendirures\e\penses including operaling

;i;;;-;p;ii;e *p""dirures'eipenses' eT cept for orher financing u'es

Basedontheaforementionedcriteri4theMunicipality.smajorsolernmenlal.fundsreportedin
i#"*".r"r""*its -e:(t,lhe general lund tjlthedebtsenicelund rSllhespecial retenue

ilrrJ-r.a",!i i"'i.. ,ra ,4 t the capital proiecr' fLrnd-slare and local ganrs'

The seneral fund is the accounting entity used to account for all l'inancial resowces and

ilffi..:;h'il,t,i"; ;";-;;;;€d ror'and reponed in anorher rund rts revenues consist

';',1;ii';;;.J;;;; 
"na 

p".,nit'. ;nt"'eou"'mental re''enue' charge" for services and others'

rn. .oeciul rerenu. fund - federal granls is the accounling entity in which revenues derived from

;;.Ii ;;;. ';;;;fuJ io. it'" ""' and limitations of each special revenue rund are

speci[e;b] MunicipaliU ordinances or federal and skle clalules'
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The capital Fojects fund - state and local granls is the accounting entil) in,lhich revenues

d".ir"i ton1 local funds an<l state gants or;iher restricted revenue sources related to caPilal

p.";."",-i. """"r.,"a 
f";. The uses ;nd limitalions of each capital project fund are specified by

Municipality ordinances or state statutes

ThedebtservicefundistheaccountingentityinwhichrevenuesderivedfrompropertyandSales
taxes are accumulated for the payment of. g;neral long-term debt principal, interest, and related

costs.

The accompanying FFS are accomPanied b) other slatements and schedules required by CAAP:

r It the reconciiiation ollhe balance.heet -govemmenul funds to lhe staleme ofnel asset\' and

iij if,. *.""Ofi",i"" "l the stalemenl ofrevenues' expenditues and changes in fund balances

go\ernmenlal funds to lhe statemenl ofactivilie''

e) Measarehe l Focus an.l Basis of Accounting

Gov€rnment.widefinatrci.lslatem€nbTheaccompanyingGWFSarepfeParedusingthe
;; *i" ...ou."". ."*r."..nt fo.r.-and the accrual basis of accounting Subject to the

"iaiii"""r 
.ri* *a fi-ttations deraited betow, revenues (including interest on deposits and rent)

;;;;;"iiy recorded when eamed and expenses are generally recotded when a liabilitv is

incuned, regardless ofthe timing ofrelated cash flows'

All revenues. expenses. gains, losses. assets and liabilities resulting from exchange and excharge-

i "_*".*ti"".'". 
g""lrally recorded when the exchange takes place ln exchange transactions'

.ach oarw to the traisacrion receives and gives up essentially equal values. An exchange-like

;#;;;1. "* 
i, 

"rri.tt 
there is an ide;tifiable exchange and the values exchanged' though

ri""+ ."vl"iu.-qrfi. equal. Nevenheless' the exchange characteris(ics of the exchange-like

i;;;;i""'ar; ,i.,tg 
"nougtt 

to justiry treating il as an erchange for accounting purposes

i*r.pr"t r*lri" ".i"ln "hige, 
for se*ices und miscellaneous revenues' which are recorded as

i"r.n,j", *t"n 
"ott""t 

a because they are genemlly not measurable until actually received)'

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

;";;-".i;g 6" criier-ia set forth bv GASB stateme;t No 33' Accounting and Fina cial

Rcnorrtnp tor'Non'etchan}e Tran,arions \CASB \o lIr'GASB No '11established accounling

*[ *p"],1"e .i"rJ"rd. fir non-erchange tran\aclions in\otting.c^h'"d fifT'"1 :]:itlll
..aora""a lfoi "*apl", 

aost taxes, grants and pri!ate donations) ln a non'exchange transactlon'

ir," vr"j.',p^rrylri". to. receiveilualue witlout direcrll receiving (or giving) equal value in

,"r_. 
_ir,i! 

"tri"** 
from un exchange transaclion, in which each party receives and gives up

".r.rtiufiv 
.quuf "ufu.. 

According to 6A58 No 33. the Municipality groups its non-exchange

,r-.^"iio'n. ir,o tft" foflowing four classes in the accomPanying basic financial statemen$: (a)

J"rir.J t* *r.""".. (b) imposed non-exchange revenues' (c) govemment mandated non_

exchange transactions, and (d) voluntary non-exchange tfansactions'

Inthecaseofde,ivedta-\revenuetransactions'whichresultfromassessmentstheMunicipality
il;;t;;;h".g" ir;sactions' receivables and revenues are recorded when the underlving

exchange has occurred.

32



Co}tMoNwEALTH oF PtrERro fu co
MT'NICIPALITY Of COANIO

Notes to Basic Financial Statements (Continued)

Fiscal Year Ended June 30.2012

ln the case of imposed non-exchange revenue transactions (such as property taxes and municipal

license t \es), which result from assessments made by the Municipality on nongovemmental

entities, including individuals. other than assessments on exchange transactions, receivables are

gen€rally recorded in lhe period when an enforceable legal claim has arisen. Property taxes and

municipal license are generally recorded as revenues (net of amounts consider€d not collectible)

in the fiscal year when resources are required to be used or the first fiscal year that the use ofthe
resources is permitted.

Govemment-mandated non-exchange tmnsaclions (such as grants and contributions) resull when

a govemment at one level (such as the fedetal or state govemment) provides resources to the

Municipality and the provider govemment requires the MuniciPality to use those resources for a

specifii purpose or purposes established in the pmvider's enabling legislation ln these type of
transactions, receivables and revenues are genemlly recorded when all eligibility requirements

imposed by the provider have been met. For the majority of$ants, the Municipality must expend

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

Revenue is, thetefore, generally recognized as qualifying reimbursable expenditures are incuned'

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

result from legislative or contmctual agrcements, other than exchanges' willingly entered into by

two or more 
-parti€s. ln these types of transactions, receivables and revenues are generally

accomted for in the same manner as govemment-mandated non_€xchange transactions discussed

above, Events that are neither exchange nor non_exchange transactions are recorded when it is
probable that a loss has been incurred and the amount ofloss is reasonably estimable

Receipts ofany type ofrevenue sources collected in advance for use in th€ following fiscal year

are recorded as unearned rcvenues

According to GASB No. 34, all geneml capital assets and the unmatured long-term liabilities are

recorded ;nly in the accompanying statement of net assets. The measurement focus and the basis

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

and balis of;ccounting used in the preparation ofthe accompanying govemmental fund financial

statements. Therefore. the accompanying gov€nmental fund financial slatements include

reconciliations. as detailed in the accompanying table of contents, to better identi& the

relationship between the GWFS and the govemmental fund financial statements.

covertrmental fund fitrrncial stat€m€trts - The accompanying govemmental fund financial

.fatrr*fa *" a"p-t"a ,sing the current financial resources measurement focus (flow of cunent

financial resouries) and the modified accrual basis of accounting. Accordingly, the

accompanying statement of revenues, expend;tures and changes in fund balances (deficits) -
govem..ntai fund., reports changes in the amount of financial resources available in the near

iuture as a result of transactions and events of the fiscal year reported. Therefore, revenues are

generally recognized as soon as they are both measurable and availabte. Revenue"s are considered

Io Ue avaitatle wtren tney are collectible within the current fiscal year or soon enough thereafter

to pay liabilities ofthe current fiscal year.
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For this puryose, the Municipalily considers most revenues to be available ifcollected generally

within 90 days after June 30, 2012, except for property taxes for which the availability period is

60 days. Revenue sources not meeting this availability criterion or collected in advance are

recorded as deferred (eamed and unavailable) revenues at June 30, 2012.

The principal revenue sources considered susceptible to accrual include prop€rty ta\es, municipal

license ta\es. sales and use tilxes, construction excise 1axes, intergovemmental grants and

contributions, interest on deposits and charges for services. These principal revenue sources meet

both measurability and availability criteria in the accompanying govemmenlal fund financial

statements, except for amounts recorded as defened (eamed and unavailable) tevenues.

In a manner similar to the GWFS. but sub.ject to and limited by the availabilily criteria discussed

previously, all rcvenues. exp€nses, gains, losses, assets and liabililies resulting from exchange

and exchangelike transactions are also genemlly recorded when the exchange takes place.

Accordingly, certain charges for services and miscellaneous revenues are recorded as revenues

when collected because they are generally not measumble until aclually received.

Atl revenues, expenses, gains, losses aJrd assets resulting from non_exchange transactions are

recorded in a similar manner to the GWFS, using the previously discussed criteria set fonh by

GASB No. 33 for non€xchange tmnsaclions, but subject to and limited by the availability criteria

discussed above. Accordingly, property tax and municipal license tar receivables are also

generally recorded in the fiscal year when an enforceable legal claim has arisen while property

iar and municipd license ta.r revenues (net of amounts considered not collectible) are also

generally recorded in the fiscal year when lesources are required to be used or the first fiscal year

that the use ofthe resources is permitted. Receivables and revenues from federal aod state grants

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

requiremenls imposed by the provider have been met (generally, as qualifying reimbursable

expenditures are incuired for expenditure-driven gants)-

Interest on deposits is recorded when eamed only ifcollected within 90 days after the fiscal year_

end since these revenues would be considered both measurable and available.

Pursuant to the provisions of GASB lnterpretation No. 6. Recog\ilion aru1 Measurement of
Certdin Liobilities and Expenditures in Govemmental F nd Financial Statements (GASBI No'

6), in the absence of an explicit requirement (i.e., the absence of an applicable modification,

discussed below) the Municipality generally accrues a govemmental fund liability and an

expenditure (including salaries, professional services, supplies, utilities, e1c ) in the period in

which the govemment incurs the liabiliry, to the extent that lhese liabilities are normally expected

to be liq;idated with cument available financial resources. GASBI No. 6 modifled the

recognition criteria for certain expenditures and liabilities reponed under the modified accrual

basii of accounting prior to GASB No. 34, and clarified a number of situations in which the

Municipality should distinguish between govemmental fund liabilities and general long-term

liabilities. Therefore, the accompanying balance she€t govemmental funds generally reflects

assets that will be conve(ed into cash to sat;sry cunent liabilities. Long{erm assets (except for

accounts receivables and inter-fund advances) and those assets that will not be convened into

cash to satisry current liabilities are generally not accounled for in the accompanying balance

sheet govemmental funds. At the same time. long-term liabilities (generally, those unmahrred

that will not require the use of current financial resources 10 pay them) are not accounted for in

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

. Principal and interest on bonds payable are recorded when they mature (when pa)ment is

due).

. Notes payable. obligations under capital leases, compensated absences, and arnounts subject

to accrued claims andjudgments under litigation are recorded only when they mature (when

payment is due).

. Certain accrued liabilities not due and payable or not normally expected to be liquidated with
current available and expendable financial resources are recorded in the accompanying

statement ofnet assets. Such liabilities are rccorded inthe govemmental funds when they

mature.

. Executory purchase orderc and confacts are recorded as assignments offund balance in the

govenunental funds FFS.

The m€asurement focus of the govemmental funds financial statemen6 is on decreases of net

financial resources (expenditures) rath€r than expenses- Most expenditures ar€ m€asurable and

are recorded when the retated govemmental fund liability is incurred. Allocation ofcosts, such as

depreciation and amortization. are recorded in the accompanying slatement ofactivities and the

statement of revenues, expenses and changes in fund net assets, but are not recorded in the

accompanying govemmental fu nd fi nancial statements.

l) Stewadship, Compliance and Accountabilily

Budset.rv Control

According to Law No. 81, the Mayor and its Adminisirative Cabinet prepare annual budgets each

fiscal year for the Municipality's general fund and debt sewice fund. Such legally adopted

budgets are based on expecled expenditures by program and estimated resources by source. The

annual budgets are developed using elements of performance_based pro$am budgeting and zero-

based budgetin& and include estimates of revenues and other resources for the ensuing fiscal year

under laws and regulations existing at the time the budgets are prepared.

The Mayor must submit, for each fiscal year commencing on July l. an annual budgetary

resolution project (the Project) to the Commissioner ofMunicipal Affairs ofthe Commonwealth
(the Commissioner) and the Municipal Legistature no later than the imrnediately preceding May

31. The Commissioner preliminarily verifies that the Project complies with all the applicable

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

immediately preceding June 15.

The Municipal Legislature has l0 business days, up to the innnediately preceding June 13. to
discuss and approve the Project with modifications. The Municipal Legislature may amend the

budgets submitted by the Mayor bul may not increase any it€ms so far to cause a deficit whhout

imposing taxes or identirying other sources ofrevenue to cover such deficit. After the MuniciPal

Legislature modifies and preliminarily approves the Project, the modified Project is sent back to
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the Mayor for his approval or rejection within six (6) days. The Mayor may decrease or eliminate
any line item but may not increase or insert any new line iiem in the budgets. The Mayor may
also veto the budgets in their entirety and retum it to the Munic;pal Legislature with his
objections. Ifthe Mayor rejects the Project, the Municipal Legislature will have up to eight (8)
days to adopt or reject the recommendations or objections ofthe Mayor. The approved Project is
sent again to the Mayor. which then would have three (3) days to sign and approve it.

If the budgets are not adopted prior to the end of the deadlines referred to above, the annual
budgets for the preceding fiscal year, as approved by the Legislarure and the Mayor, are
automalically renewed for the ensuing fiscal year until the Municipal Legislature and the Mayor
approve new budgets. This regulation permits the Municipality to continue doing payments for its
operations and other purposes until the new budgets are approved-

The annual budgets may be updated for any estimate revisions as well as fiscal year{nd
encumbrances, and may include any additional information requested by th€ Municipal
Legislature. The Mayor may request subsequent amendments to the approved budgets, which are
subiectto the approval ofthe Municipal Legislature.

The Municipality's Department of Finance has the responsibility to ensure that budgetary
spending control is maintain€d. For day-to-day management control purposes, expendilures plus
encumbrances may not exceed budgeted amounts at the expenditure-type level of each cost center
(activity within a program within a fund). The Mayor may iransfer unencumbered appropriations
within progmms within funds. The Municipal Legislature may transfer amounts arnong programs
within and among funds.

The legal level ofbudgetary control (i.e., the level at which expenditures may not iegally exce€d
appropriation) is at the function/program level (general govemment. urban and economic
development, public safety. health and sanitation. culture, recreation and education, and public
housing and welfare) within a fund.

Under the laws and regulations of the Commonwealth, the appropriations made lor any fiscal
year shall not exceed the total revenue, including available surplus. estimaied for said fiscal year
unless the imposition oftaxes suffrcient to cover said appropriations is provided.

Budgetarv Accountioq

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

According to the budgelary basis of accounting revenue is generally recorded when cash is
received. Short-term and long-term borrowings may be used to finance budgetary excess of
expenditues over revenues,

The Munic;pality uses encumbrance accormting 1o record the full amount of purchase orders,
contracts and olher comrnitments of appropriated resources as deducdons from the appropriation
prior to actual expenditure. In the gov€mmental funds, encumbrance accormiing is a significant
asp€ct ofbudgelary control. Accordingly, expenditures are generally recorded when the related
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expenditure is incurred or encumbered. Available approprialions and encumbrances are
established to lapse one fiscal year after the end ofthe fiscal year. Amounts required to seltle
claims and judgments against the Municipality, and certain other liabilities, are not recognized
until they are encumbered or otherwise processed for payment. Unencumbered appropriations
and encumbmnces lapse at fiscal year-end. Other appropriations, mainly capital projects
appropriations, are continuing accounts for which the Municipal Legislature has authorized that
an unspent balance from the prior year be carried forward and made available for current
sPending.

The accompanying budgetary comparison schedrile - general fund provide information about the
general fund and debt service funds' original budgets, its amendments, and the actMl resulE of
operations ofsuch major govemmental fund under the budgetary basis ofaccounting for the fiscal
year ended June 30, 2012. Funher details of the Municipality's budgetary control at the legal
level may be obtained from the Municipality's Computerized Accounting System Reports for the
fiscal year ended June 30, 2012.

Because accounting principles applied for the purposes of the developing data on a budgetary
basis dilTer significanlly from those used to present the governmental fund financial statements in
conformity with GAAP, a reconciliation ofthe differences between the general ftnd budgetary
bases and GAAP actual arnounts are presented at the bottom of the budgetary comparison
schedules.

g) Deposits

The Municipality's deposits are composed of: (l) cash on hand, (2) demand deposits;n
commercial banks, (3) demand deposits in the Govemment Development Bank for Pueno Rico
(fiscal agent) and (4) cash equivalents in commercial bank.

The Municipality follows the practic€ ofpooling cash. The balarce in the pooled cash account is
available to meet current operating requirements and any unrestricted exc€ss. ifany, is invested in
cenificates of deposit with commercial banks. Any deficiency in lhe pooled cash account is
assum€d by the general tund and covered thmugh future budgetary appropriations. At June 30,
2012, the cash available in the pooled cash accounl arnounted to $2.842,839, which has been
recorded within majorand non-major govemmental funds.

Under the laws and regulations of the Commonwealth, public funds deposited by the
Municipality ;n commercial banks must be fully collateralized for the amounts deposited in
excess of the federal depository insurance generally provided by the Fedeml Deposits Insurance
Corporation (FDIC). All securities pledged as collateral are held by agents designaled by the
Commonwealth's Secretary ofthe Treasury, but not in the Municipality's name.

Cash in commercial banks and cash with fiscal agent ofthe special revenue fund fedeml grants,
amounting to $925,887 and $380,483, respectively. represents the balance of interest bearing and
non-interesl bearing accounts restricted to finance the operations of certain federal financially
assisted programs.

Cash in commercial banks and cash with fiscal agent of the geneml fund amounls to $900,178
and $1,622, respectively. represents the balance of interest bearing and non-interest bearing
accounts for opemting expend itures.
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Cash in commercial bank and cash with fiscal agent in the capital project fund state and local
grants, arnounting to $2,075,207 and$6.2'11,483, respectively, consists principally ofthe balance
of interesl bearing and non-interest bearing accounts related to state and local grants, and unspent
proceeds ofbonds, which are restricted for the acquisition. conslruction or improvement ofmajor
capital assets.

Cash with fiscal agent in the debt service fund consists of cash related to property tax and sales
and use tax collections amounting to $4,250,711 which are restricted for the payment of the
Municipality's debt service ofbonds payable. as required by law.

Cash in commercial bank and cash with fiscal agent in the other govemmental fmds, amounting
to $888.366 and $4,286, respectively, represents the balance of interest bearing ard non-intetesr
bearing accounts, and unspent proceeds of boncls, which are restricted to finance the operations of
cerain federal, state and local funded progmms.

Accounls Receivable

Accounts receivable consist ofall revenues eamed but no1 collected at June 30.2012. These
accounts receivables are stated net of estimated reserved for doubtful accounts, which are
determined based upon past collection experience, historical trends. current economic conditions
and the periodic aging of accounts receivable.

Activities among govemmental funds that are representative of lending/borrowing arangements
outstanding at the end ofthe fiscal year are referred to as either "due to/from other funds" (i.e. the
current portion of inter-fund loans) or "advances to/from other funds" (i.e., the non-curent
portion of inter-fund loans), as applicable. All other outstanding balances between funds are
reported as "due to/from other funds. '

Real Estate Heldfor Sale

Real estate's h€ld for sale in the accompanying statement ofnet assets consist ofa development
project for the conslruction of44 affordable cost housing units in a project named "Villa Taina",
in Cuy6n Ward of the Municipality ofcoamo. This real eslate held for sale is carri€d at the lower
of the estimated fai value or historical cost. Subsequ€nt declines ;n the value of real estate
available for sale are charged to expense.

Capital Assets

Capital assets used in govemmental activities include land and land improvements, buildings,
structrres and building improvements, machinery and equipm€nt (including equipment held
under capilal leases), fumiture and fixtules, licensed vehicles, construction in progress. and
infrastrucltlre. These assets are capitalized and reported in the accompanying statemenl of net
assets and the statement of net assets proprietary fund. lnfrastructure assets are generally
stationary in nature and include roads, bridges, streets and sidewalks, drainage systems and other
similar assets.
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For financial reporting purposes, the Municipality defines capital assets as assets with an
individual cost basis of $100 or more at the date ofacquisition, construction or improvement. and
wilh useful lives extending beyond one year. All assets wilh individual costs under $100 or with
useful lives not exceeding one year. are charged directly to expense in the government-wide
statement ofactivities and the slalement ofrevenues, expenses and changes ;n fund net assets. ln
the govemmental funds, all capital assets are recorded zrs expenditures in the corresponding
functior/program identified wilh the asset.

In the statement ofnet assets, all capital assets are recorded at cost or estimated historical cost if
actual cost was unavailable, except for donated capital assets, which are recorded at their
estimated fair value at the date ofdonation. Estimaled historical costs based on deflated current
cosls were used to vaiue a ponion ofthe infrastructure conslructed or acquired prior to June 30,
2003 and cenain lands. buildings, structures and building improvements- The melhod used to
deflate the current costs with an approximate price index was used only in the case of certain
ilems for which the historical cost documentation was not available. Actual historical costs were
used to value the infrastructure acquired or constructed after June 30,2003 as well as,

construction in progress, machinery and equipment and licensed vehicles acquired prior or after
such date.

Major outlays for capital assets and improvements are capitalized in the statement ofnet assets its
projects are constructed. The costs of normal maintenance and repairs that do not add value to
the asset or materially exlend capital asset lives are not capitalized.

Depreciation and anortization expense is recorded only in the govemment-wide statement of
aciivities. However, lhere is no deprecialion or amorlization recorded for land and construction
in progress. Depreciable capital assets are genemlly deprec;ated or amortized over their
estimated useful lives under lhe straighl-line method, except for machinery and equipment held
under capital leases which is depreciated over the shorter ofits estimated usef,rl life or the lease
term. The estimated useful lives ofmajor capital asset categories are:

Building and site improvements
Infrastructure
Work of art
vehicles
Furniture and fixtures
Machinery and equipment

Years
50
50

t0
7

5to20
5to20

Depreciation and amortization expense of capital assets is recorded as a direct expense of the
function/program specifically identified with the asset. Depreciation and amortization of
infrastructure is not allocated to various functionvprograms but reporled as direct expenses ofthe
urban and economic development function,

k) Defened Revenues

In the govemmental fund financial slatements, defened revenu€ arises when on€ ofthe following
situations occur:
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Potendal revenue does not meet both the "measurable" and "available" criteria lor revenue
recognition in the current period (reported as earned an.l mavailable reyenue" in the
accompanying Statement ofNet Assels). As previously discussed, available is defined as due
(or past due) at June 30.2012 and collected within 120 days (60 days for property laxes)
thereafter to pay obligations due at June 30. In subsequent periods, uhen both criteria
(measurable and available) are met, the liability for deferred revenue is removed and revenue
is recognized.

The Municipaliry receives resources before it has a legal claim to rhem (repo(ed as
"unearned reyenue tn Lhe accompanying Statement ofNet Assets). In subsequent p€riods,
when the revenue recognition criterion is met, the liability for defened revenue is removed
and revenue is recognized.

Uneamed revenues at the govemment-wide level adse only when the Municipality receives
resources before it has a legal claim 10 them (reported as "unearned revnue in the
accompanying statement ofnet assets). No'earnedandmmailablercvenue"isacconntedfor
in the accompanying statement of net assets.

Compensaled Absences

The liabilily for compensated absences recorded ;n the accompanying statement of net assets is
limited to leave that: (l) is attributable to sewices already rendered on or before June 30,2012
and (2) is not contingent on a specific event that is outside lhe control ofthe Municipality and the
employee (such as illness). Compensated absences that relate to future services or are contingent
on a specific event outside the conkol oflhe employer or the employee are accounted for in the
period when those services are rendered or those events take place.

The liability for compensated absences includes salary-related costs. which are directly and
incrementally relaled to the amount ofsalary paid to the employee (such as employer's share of
social security la,\es and medicare taxes).

The vacation policy ofthe Municipality provides for the accumulation of regular vacations at a
rate of 2.5 days per month (10 days per fiscal year) per employee. Employees accumulate regular
sick leave at a rate of 1.5 days per monlh (18 days per fiscal year). Employees accumulale
compensatory time at a rate of 1.5 times the overtime worked. All vacalion and sick leave days
accumulated by employees in excess of30 days and 90 days, respectively. are paid to employees
each fiscal year, if not consumed, as required by law. In the case of compensatory time, the
excess of240 hours is paid to employees each fiscal year. ifnot consumed.

Upon termination ofemployment, an employee receives compensation for all accumulated unpa;d
regular vacation leave at the current rate. Io the case of regular sick leave, if the employee
terminates his or her employment before reaching l0 years ofservices, such regular sick leave is
not paid to the employee, ifnot consumed. ln addition upon termination of employment, an
employee does not receive compensation for compensatory time. if not consumed previously,
After 10 years ofservices, any regular sick leave balance is paid to the employee. Accumulaled
vacation time is fully vested to the employee al any time.
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The liability for compensated absences is in the statement of net assets. A liability for
compensated absences is rcported in the govemmental fund financial statements only when
matured (when payment is due), for example. as a resuh ofemployee resignations or retirements.

Long-tem Debt

The long-term l;abilities reported in the accompanying statements of net assets include the
Municipality's bonds payable, notes payable, obligations under capilal leases, accrued
compensated absences and accrued legal claims andjudgments.

All long{erm debt to be repaid from govemmental resources is reported as liabilities in the
accompanying statement of net assets. In the govemmental fund financial slalements, the face
amount of debt issued (gross debt proceeds) is reported as other financing sources when issued.

Non-interest bearing notes payable are accounted for under the provisions of Opinion No. 21,
Intetest on Receirables and Pa;,ab1es, issued by the Accounting Principles Board (APB No. 2l ).
According to APB No. 21, the Municipality has recorded such notes at present value with an

imputed interest rale that approximates the rale that would have been used. using the same terms
and conditions, if it had been negotiated by an independent lender. ln the accompanling
statement of net assets, such notes payable are reported net of $e applicable unamortized
discount, which is the difference between the present value ard the face amount ofthe notes.

Accounthtg lor Pension Costs

On July 1, 2007, the Municipality adopted the provision of CASB Statement No. 50, Pension
,r'sclorrrer (GASB No. 50). which amended GASB Statement No. 27, l ccounting for Pension!
by Stdte and Local Govemment Enployery (GASB No. 27) requiring disclosure of how the
contractually required contribution rate is determined by govemmenls participating in multi-
employer cosGsharing pension plans.

For the purpose of applying the r€quirements of GASB Statemenl No.27. Accounting lbr
Pensions hy State and Local Gdernment Emplq'ers (GASB No. 27), as amended, the state
govemment of the Cornrnonwealth of Puerto Rico is considered to be the sponsor of the
Employees' Retirement System ofthe Govemment ofPuerlo Rico and I1s Instrumentalities (ERS)
and System 2000, a multi-employer cost-sharing defined benefit pension plan and a hybrid
defined contribution plan. respectively. in which the employees ofthe Municipality participate-
The Municipality is considered a participant, and not a sponsor, oflhese relirement systems since
the majority of the paflicipants in the alorementioned pension trust funds are employees of the
Commonwealth of Puerto Rico and the bas;c financial statements ofsuch retirement systems are
pan of the financial reponins entity of the Commonwealth of Puerto Rico. Accordingly, no
porlion ofthe net pension obligation (NPO) related to ERS has been allocated to the Municipality
in th€ accompanying basic financial statements. The basic financial statements of the

Commonwealth of Puerto Rico report the total amount of the net pension obligation of ERS,
including any amount that may conespond to the Municipality.

The Municipality accounts for pension costs from the standpoint of a participant in a multiple-
employer coscsharing plan. Accordingly, pension costs recognized in the accompany;ng basic
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financial statements are equal to the slatutorily required contributions, wilh a liability recorded for
any unpaid required conributions.

Risk Management

The Municipality carries commercial insurance covering casualty, theft. tort claims and other
losses. lnsurance policies are negotiated by the Municipality. The Municipality pays the insurance
premiums each fiscal year through monthly equal payments deducted lrom the Municipality's
gross property ta{ collections made by the Municipal Revenue Collection Center ("CRIM", by its
Spanish acronym), a govemmental ent;ty responsible for billing and collecting property taxes on
behalf of all municipalities of Puerto Rico.

The Municipality carries insurance coverage for death and bodily injuries caused by automobile
accidents. This insurance is obtained through the Automobile Accidents Compensation
Administration (ACAA, by its Spanish acronym), a component unit ofthe Commonwealth. This
insurance is compulsory for all licensed vehicles used on public roads and highways in Puerto
Rico. The annual premium applicable at June 30, 2012 is $35 per licensed motor vehicle, which
is paid directly to ACAA.

The Municipality obtains workers' compensation insurance coverage llrough the Slate Insurance
Fund Corporalion (SIFC), a component unit of the Commonwealth. This insurance covers
workers against injuries, disability or death because ofwork or employment-related accidents. or
because of illness suffered as a consequence of their employment. Workers' compensation
insurance premiums are also paid through monthly deduclions made by CRIM from the
Municipality's gross property tax collections.

The Municipality obtains unemployment compensation, non-occupational disability, and drivers'
insurance coverage for its employees thrcugh various insurance programs administered by the
Commonwealth's Depanment ofLabor and Human Resources (DOL). These insurance programs
cover workers againsl unemplolment and provide supplementary insurance coverage for
temporary disability, or death because of work or employment-relaled accidenls or because of
illness suflered as a consequence of their employment- Unemployment compensation! non-
occupational disability and drivers' insurance premiums are paid directly to DOL on a cost
reimbursement basis.

The Municipality also obtains medical insurance coverage from a heahh insurance company for
its employees. Different health insurance coverage and premium options are negotiated each year
by the Municipality. The current insumnce policies have nol been cancelled or terminated at June
30, 2012. Premiums are paid on a monthly basis directly to the insurance company. In the past
three years. ihe Municipdity has not settled claims that exceeded insurance coverage.

Fu d Bala ces

On July 1, 2010. the Municipality adopted the provisions of GASB Statement No. 54, Fu,id
Balance Reporting and Goyernmental Funri \,pe Delinitians No. 51 (GASB No. 54). CASB No.

p)
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54, which enhanced the usefulness of fund balance information by providing clearer fund balance
classifications that can be more consistently applied. Also, this stitement es;blishes fund balance
classificalions that comprise a hierarchy upon use of the resourc€s reported in govemmental
funds.

Pursuant to the provisions of GASB No. 54, the accompanying GFFS repon fund balance
amounts that are considered restricted, cornrnitted, assigned. and unassigned, based on the relative
strength_ of constraints that control how specific amounts can be spent. The Municipality has
recorded the following types offund balance classifications in the govemmental funds:

. Xesfrt e/ - Represent resources tha! can be spent only for the specific purposes stipulated by
constitutional provisions, extemal resource providers (extemally imposed by creditor or
grantors), or tlrough enabling legislation (that is, legislation that creates a new revenue
source and restricts its use). Effecdvely, restrictions may be changed or lifted only with the
consent of resource providers,

. Committed Represent resources used for specific purposes, imposed by formal action ofthe
Municipal's highest level of decision making author;ry (Municipal Legislature rhrough
resolutions and ordinances) and can only be changed by a similar law, ordinance or
resolution, no later than the end offiscal year.

. ,r.rrrgrred- Represent resources intended to be used by the Municipality for specific purposes
bul do not meet the criteria to tre classified as restricted or committed (generally executile
orders approved by the Mayor). Intenl can be expressed by the Municipal Legislature, the
Mayor or by an ollicial or body to which the Municipal Legislature delegates authority in
conformity with the Law No. 8l of Augusr 30, 1991, as amended. krow; as ,4rloromoas
Mmicipalities Act of the Comnonweatth .f puerto R,co (Act No. 8 I ). In governmental funds
other than th€ general fund, assigned fund balance represents the remaining amount that is not
restdcted or cornmitted.

. Unassigned Represent the residual classification for $e Municipality,s g€neral fund and
includes all spendable amounts not contained in the other classificalions. In other funds, the
unassigned classification is used only to report a deficit balance resulting from overspending
for specific purposes for which amounts had teen restricted. commified. or assigned.

Negative fund balance amounts are assigned amounts.educed to the amount thal will raise
the fund balance to zero. Consequently, negative residual amounts is restricted. committed
and assigned fund balance classifications hav€ been reclassified to unassigned fund balances.

The Municipality reports resources constraind to slabilization as a specified purpose (resrricted
or committed fund balance in the geneml fund) only if: (1) such resources meet the other criteria
for those classifications, as descritrcd above and (2) the circumstances or conditions that signal
the need for stabilization are identified in suflicient detail and are not expected to occur routin;ly.
However, the Municipality has not entered into any stabilizationJike arrimgements, nor has set
aside material financial resources for emergencies and has not established formal minimum fund
balance amounts as of and for the fiscal year ended June 30, 2012.
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When expenditure is incurred for purposes for which amounts are available in multiple firnd
balance classifications, the Municipality uses restricted resources first, and then u,restricted
resources. Within unrestricted resources, the Municipality generally spends cornmitted resources
filsl, followed by assigned resources, and then unassigned risources.

Inlet-fund Activities

The Municipaliry has rhe follow;ng types of reciprocal and non-reciprocal ;nter_fund activiries
recorded among govemmenlal funds in the accompanying GFFS:

. Inlet-fuhd loans - Represent resources (assets) provided by one govemmental fund 10 other
govemmmtal fund with a requirement and commitment for repayment (reimbursement),
which are recorded as "due from" in the lender governmental lund Nd ,,due to" in the
borrower govemmental flmd. For amounts not exp€cied to be collected, inter-fund
receivables/payables are reduced to their estimated realizable (settlement) value, and the
portion ofthe inter-fund loan that is not expected to tre repaid is reponed as a,,trander_in"
from the govemmental fund that provided the loan.

. Inter-fund transle$ (ta sfers-in/(out)) Represent flows ofassets (permanent reallocation
of financial resources among govemmental funds) without equivalent flows of assets in
retum and without a requirement for repayment. Transfers are reported as ,'othet 

fnancing
,6er " in the govemmental fund making transfers Nd as ,other 

financing soarcer,, in the
governmental fund receiving tmnsGrs.

. I ler-fund reinbarsements Represent repayments (reimbursements) from the
govemmental fund responsible for particular expenditures or expenses to the govemmental
fund that initially paid forrhem.

In the GFFS, inter-fund activity has not been eliminated, as p€rmitted by GAAP.

Use of Eslimates

The prepamtion of the accompanying basic financial statements in conformity with GAAP
requires management to make significant estimates and assumptions that aflect the reported
amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of
the basic financial statements, and the reported amounts of revenue and expenses during the
reporting period. Actual resulls could differ from those estimates.

Fulure Adoption ofAccounting Ptunounceme ts

The GASB has issued lhe followiflg standards that have eflective dates after Jun€ 30. 2012:

. GASB Statement No. 60. Accounting and Findncial Reporling .[or Senice Concessrcn
Afta gements (GASB No. 60). The objective of rhis Statement is 10 improve financial
reporting by addressing issues relared to service concession arrangements (SCAS). which arc a
type of public-private or public-public pannership. This Slaremenr is efFedive for periods
beginning after December 15. 2011.

4
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. GASB Statement No.6l.Ihe Financial ReportinE Entity: Omnibus an amerujment ofGASB
Stdtements No. /, drd No Jl (GASB No_ 6l). Th€ objeclive oflhis Sraremenr is to impro,ve
financial repodng for a govemmental financial reporting entity. The requirements of
Slatement No. 14, The Financial Repo ing Entity, and the reiated financial reporting
requirements of Statement No. 34, ,avc Financial Statements and Management s
Discu:sion aid A ab)sis-for State and Local Governments, vtere amerded to better rireet user
needs and to address reporting entity issues that have arisen since the issuance of those
Statements. This Statement is effective for periods beginning afterJune 15,2012.

. GASB Statement No. 62, Codifcation of Accounting and Fitta ciat Repo in! Gui(lance
Contained in Pre-Navenber 30, t989 FASB and IACqA pronowrements The ;bjecrive of
this Statement is to incorporate into the GASB'S authoritalive literature certain accou;ting and
financial reporting guidance that is included in the following pmnouncements issued on or
before November 30, 1989, wich does not conflict with or contradict GASB pronouncements;
l) Financial Accounting Standard Board (FASB) Statements and interpretations, 2)
Accounting Principles Board Opinions. 3) Accounting Research Bulletins of the American
Institute ofC€rtified Public Accountants' (AICPA) Committee on Accounting procedure. This
Statement is effective for periods beginningafter December 15, 201L

. GASB Statement No. 63. Financial Reporting of Defenetl Outflows of Resources, Dqferred
InJla\s af Resources, and Net Position, which establishes guidarce for repoding deferred
outflows of resources, defered inflows of resources, and net position in a staiement of
frnancial position. The provisions ofthis Statemen! are effective for financial statemenrs for
periods beginning after December 15, 2011.

. GASB Statement No. 65. Preio6l, Reported as Assets and Liahilities
The objeclive ofthis Statement establishes accounting and financial reporting standards that
reclassi8T, as deferred outflows ofresources or defened inflows ofresources. certain items that
were previously reported as assets and liabilities and recognizes, as outflows of resources or
inflows of resources, certain iterns that were previously reponed as assels and liabilities. The
provisions of this Statement are eflective for financial statements for periods beginning after
December 15.2012.

. CASB Statement No. 66. Technical Cofiectio s-20l2an anendment of GASB Statements No.
lt) anl No. 62 (lssued 03/12)The objective of rhis Sraremenr is lo improve accounring and
financial reporting for a govemmental financial reporting entity by resolving conflicting
guidance thal resulted from the issuance of two pronouncements, Statements No. 54. F n(l
Balance Repafting and Goyemmental Fund Type Defnitians, and No. 62, Codijication of
Accounting a d Financial Reporting Guidance Contained in pre-Not,embet 30, t98g FASB
and AICPA Pronouncenel,rr. The provisions of this Statemenr are ellective for financial
statements for periods beginning after December I 5, 2012.

. GASB Statem€nt No.67, Financial Reporting far Pension ptans-an amendnent of jASB
Statement No. 25 qssued 06/12). Th€ objectlve of this Staremenr is to improve inancial
reponing by srate and local govemmental p€nsion plans. This Statement results from a
comprehensive review of the effectiveness of existing standards of accounl;ng and financial
reporting for pensions with regard to pmviding decision-useful information, supporting
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ilss€ssments of accounlability and interperiod equity, and creating additional transparency.
This Statement replaces the requirements of Statemenrs No. 25. Financial n"poii"g yi,
Dertned Benelit Pe sion Plans dnd Note Disclosuresfor Dqlined Contrihution plans, andNo.
50, Pension Disclosures, as they relate to pension plans that are administered through trusts or
equivalent arrangements (hereafter j ointly refened to as trusts) that meet certain criteria_ The
requirements of Statements 25 and 50 remain applicable to pension plans that are not
administered tlrough trusts covered by the scope ofthis Statement and to defined contribution
plans that provide postemployment benefiB other than pensions.

. GASB Statement No. 68 Accou ting and Financial Reportinglor pensions an amendment of
GASB Statement No. 27 (Issued 06/12)_ The pirr,ary objective ofthis Statement is to improvi
accounting and financial repordng by state and local govemments for pensions_ Ii also
improves infonnation provided by state and local govemm€ntal employers about financial
suppon for pensions that is provided by other entities. This Statement results from a
comprehensive review of the effectiveness of existing standards of accounting and financial
reporting for pensions with regard to providing decision-useful information, supponing
assessmenls of accountability and interperiod equity. and creating additional transparency.
This Statement is effective for fiscal years beginning after June | 5, 2014.

. GASB Statement No.69 Goyernnent Conbinatioht and Disposals ofcotemment Operlttions
(Issued 0l/13) This Sbrement establishes accounting and financial reporting standards related
to govemment combinations and disposals of govemment operations. As used in this
Statement. the term government combinations include a variety oftransactions ref€rred to as
mergers, acquisitions, and kansfers of operations. The requirements of this Statement are
elfective for govemment combinat;ons and disposals of government operations occurring in
financial repofling periods beginning after December t5, 2013. and shoutd be applied on a
prospective basis.

The impact oflhese sratements on the Municipality's basic financial statements has not yet been
delermined.

2. D€posits

The Municipality mainlains its deposits in various cornnercial banks located in puerto Rico and the
Govemment Developmen! Bank for Puerto Rico (GDB). hoceeds from all bonds and the funds
related to cenain federal grant awards are required by law to be held with CDB.

On July I, 2004, the Municipality adopred rhe provisions ofGASB Slatement No. 40 (CASB No. 4O).
Deposit and ltuesment Risk Disclosure, an Amendnent to CASB Statement Na. J This stat€ment
requires that state and local govemments disclose essenrial risk information about deposits and
investmenls. The disclosure requirements cover four main areas: (l) credit risk, (2) interest rate risk,
(3) custodial credit risk, (4) foreign exchange exposure.

. Credit risk - This is the risk that an issuer or other counterparty 10 an investment will not
fulfill its obligarions. In compliance with the laws and regulations ofthe Commonwealth! the
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Municipality has adopted, as its custodial credit risk policy. the Statement of lnyestment
Guitulines for the Goyem ent of the Comnont+ealth of puerto Rico Accordingty, rhe
Municipality is only allowed 10 invest its obligations of the Cornrnonwealth. obligaaions of
the United States ofAmeric4 certificates ofdeposit, commercial paper. banlers, acceptances
or in pools ofobligations ofthe Municipalities ofpueno Rico. which ar€ managed by GDB.
According to the aforemenlioned investment guidelines, the Municipality is not allowed to
invest in marketable securities or any oth€r type ofinvestments for which credit risk exposure
may be significant. Therefore, the Municipality's management has concluded that the credit
risk related to any possible loss related to defaults by commercial banks on the Municipality,s
deposits is considered low at June 30,2012.

lnterest r.te risk - This is the risk that changes in interest rates of detrt investments will
adversely affect the fair value of an investment. The Municipaliq, manages its exposure to
declines in fair values by: (l) not including debt investments in its inveslments portfolio at
June 30, 2012, (2) limitine the weighted average maturiry of its invesrmenrs to periods of
three months or less and (3) keeping mosl ofits bank deposits in interest bearing accounts
generating interest at prevailing market rates. At June 30,2012. the interest rate risk
associated with the Municipality's cash and cash equivalent is considered low.

Custodial credit risk - In the case of deposits, this is the risk that in ahe event of a bank
failure, the Municipality's deposils may not be recovered. Pursuant to the Statement of
Inyestment Guidelines for the Gavernnent ofthe Commoweahh of puelto Rico, the balances
deposited in commercial banks by the Municipality are insured by the Federal Deposit
Insurance Corpomlion (FDIC), generally up to a ma\imum of $250,000 per depositor. ln
addition, public funds deposited in commercial banks by the Municipaliry are fully
collateralized for the amounrs deposited in excess of the federal deposilory insurance. All
securities pledged as collateral are held in the Municipalily's name by the ag€nts of the
Commonweahh's Secretary ofTreasury. Deposits ofGDB, amounting to $10,908.585 at June
30, 2012, are uninsured and uncollaleralized. However, no losses related to defaults bv GDB
on deposit transactions have been incurred b), the Municipalir}, lhrough June 10, 20i2. It is
management's policy to only maintain deposils in banks allilialed to FDIC to minimize the
custodial credil risk, except for CDB. Therefore, the Municipality's management has
concluded that at June 30,2012, the custodial credir r;sk associated with the Municipality,s
cash and cash equivalents is considered low.

Foreien exchanse risk - This is the risk that changes in exchange mtes will adversely affect
the value of an investment or a deposit. According to the aforementioned investment
guidelines. adopled by the Municipality, the Municipaliry is prevenred from ;nvesring in
foreign securities or any other O,pes ofinveslments for which foreign exchange risk €xposure
may be significant. Accordingly. management has concluded rhar rhe foreign exchange risk
related to the Municipality's deposits is considered low at June 30. 2012.
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Cash and cash equivalents at June 30, 2012, are classified in the accompanying balance sheet
- governmental funds a follows:

3. Municipal Lic€nse Tares

The Municipality is authorized by Law No. 8l to impose and collect municipal license ta_xes to any
natural or legal person having trade or business activities within the territory ofcoamo. This is a
self-assessed 1a\ generally based on the business volume oftaxpayers, measured by gross revenues.
The Municipality establishes the applicable !a-x rares. At June 30,2012, rhe municipal license tax
rates imposed by the Municipality were 1.50 percent for financial institutions and 0.50 percent for
other types of ta\payers. Any taxpayers thal have been gmnted w;th a partial tax exemption under
any ofthe tax incentive acls ofthe Commonwealth ultimarely pay municipal license taxes at reduced
tax rates. generally between 60 percent and 90 percent under standard rates.

Each taxpayer must assess rhe corresponding municipal license tax by declaring the volume of
business through a tax retum ro be filed and due five (5) working days after April 15 of each year,
based on the actual volume of business (revenues) generared in the preceding calendar year.
Taxpayers with a sales volume of$3 million or more must include audited financial statements with
their ta\ return filings. The tax can be paid by the taxpayer in rwo equal installments du€ on July 15
and January 15, subsequent to the filing ofthe declaration before the due date ended 6ve (5) working
days after April 15 ofeach year. The fiIst installment ofthe rax covers the six-month period endea
December 31, subsequent to the filing dare ofthe declaration, while the second installment ofthe ta\
covers the six-month period ended June l0 of the subsequent calendar year. If a ta\payer elects to
pay the tax in full on the filing dat€ ofrhe declararion (five (5) working days after April t5), a 5
percent discount is $anted automatically on the total tax amounl due.

Any deferred revenue collected in advance (that is, pertaining to a fulure fiscal year) are recorded as
deferred revenue in the GWFS and the general fund Uneamed municipal license t&x revenues
recorded in the accompanying GWFS and the generat fund amounted to $775,165 ar June 30. 20t2.
Those uneamed municipal license revenues collected in advance pertain to the general fund,s
operating budget ofthe fiscal year 2012-2013. therefore, generally cannot be used to pay obligations
ofthe fiscal year 201 I -2012.

The deferred revenue recorded in the general fund ar June 30, 2012, include municipal license rax
revenues ofthe fiscal year 2012-2013 amounting ro $775,165, which were co ected in advance from
taxpayers between January and June. 2012 (known in Spanish as..Parente en Suspenso ,).
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4. Sales and Use Tares

The Municipality is authorized by Law No. I 17 ofJuly 4, 2006, as amended by Law No. 80 ofJuly
29, 2007, to impose and collect sales and uses taxes ofone point five (1.5) percent to substantially all
products and services sold or provided wirhin the renirorial limirs of $e Municipalily. Th€
mentioned Laws establish the applicable lax rate.

At June 30, 2012, the municipal sales and uses tax rate imposed by the Municipality was 1.50. from
which the Municipality collect one (l) percent, and the pueno Rico Se€retary ofthe Treasury collect
the remaining point five (.5) perce wirhout inctuding food and food ingredienrs as defined in
Section 2301(a) ofthe Act No. 107. on behalfofthe Municipaliry.

The point five (.5) percent collected by the Puerto Rico Treasury Department and belonging to the
Municipality it is distributed through tkee separate funds: municipal development fund (up to.2%,
at the discretion ofthe Mmicipality), muicipal redemption fund (from .2% to .4% at the discretion
of the Municipality) and municipal improvemenrs fund (.1%). The Municipality has ele$ed o
restrict a portion ofthe sales tax amouniing .4oZ for the payment oflong{erm debt and is recoded in
the debt service fund. The remaining portion is recorded in the general fund since is available for
general opemting purposes.

The ta\ collecled by merchants during a given month is due and must be paid accompanied by a sales
and use tax retum to the Municipalily and to the Puerto Rico Treasury Department on or before the
1Oth day ofthe followingmonth.

The resources collected by lhe Municipality due ro this ta\ assessment will be used in local aclivities
like improvements in health services, improvements in the control and management of solid waste
disposal and recycling programs, public improvements, impmvements oi public safety, and
maintenance ofall public faciliries ofthe Municipalis/.

The sales and use tax receivable is recognized as revenue when it becomes measurable and available
base on actual collection during the l0 days following the fiscal year-end related to sales and use tax
retums due before year end.

Sales and use tax receivable in the geneml and debt service funds at June 30. 2012. of $g4.662 and
$64,918, respectively, represen! ztctual collection during the 30 days following the fiscal year-end
related to sales and use ta\ retums due tEfore vear end.

Property Tares

The Municipality is aulhorized by Law No. 8l to jmpose and collect property raxes from any natural
or legal person that, at January I of each calendar year: (l) is engaged in trade or business and is the
owner ofpe onal or real property used in trade or business or (2) owns residential real properry with
a value in excess of $ I 5,000 (at I 957 estimated marker prices).

5.
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The Municipal Revenue Collection Center (CRIM, by its Spanish acronym) is a govemmental entity
not related to the Municipality which is responsible for the billings and collactions of real and
personal property taxes on behalf of the Municipality and all other municipalities in the
Commonwealth of Puerto Rico. Prior to the beginning of each fiscal year, CRIM jnforms to the
Municipality the estimated amount of propert, taxes expected to be collected for the ensuing fiscal
year. Throughout the fiscal year. CRIM advances funds (estimated collections) to rhe Muniaipality
based on the initial estimated (forecasted) collection amounts for the fiscal year. CRIM is required by
law to prepare a settlemen! statement on a fiscal year basis, whereby a comparison is made between
the amounts advanced to the Municipality and the property t.x amounts actually collected from
taxpayers on behalfofthe Municipality duringthe fiscal year. This settlement has to be compleled on
a final basis not later than December 31 following the fiscal year end. lf in any given fiscal year,
CRIM remits to the Municipality property tax advances that are less than the property taxes actually
coll€cted by CRIM on behalfofrhe Municipality, then CRIM will increase rhe amouni ofrhe monthly
property tax advances during the next fiscal year. However, if advances exceed the amount actually
collected by CRIM, then CRIM will reduce the amount ofthe monthly prop€rty tax advances during
the next fiscal year.

Personal property taxes are self-assessed by taxpayers every year using the book value of p€Ronal
property assets owned by the taxpayer at January I (assessment date) and r€porting such taxable value
through a personal property ta,x retum filed on May 15 subsequent to the assessm€nt date. The tolal
personal property tax rate in force at June 30, 2012 was 6.58 percent (ofwhich taxpayers pay 6_3g
percent and the remaining 0.20 percent is paid by the Department ofTreasury. as a subsidy)_

Real property taxes are assessed by CRIM. The alsessment on real property is made every January I
and is based on estimated curent values of the property, deflaled to 1957 market prices. The total
real property tax rate in force at June 30, 2012 was 8.58 percent (ofwhich 8_33 percent is paid by
taxpayers and the remaining 0.20 percent is also paid by the Department oflreasury, as a subsidy).

Residential real property occupied by its owner (not engaged in trade or busin€ss) is exempt fiom
property taxes only on the first $15,000 ofthe assessed value (at 1957 market prices). For exempt
amounts, lhe Department of Treasury assumes the payment of the basic tax (4.00 percent and 6.00
perc€nt for personal and real propeny, r€spectively), except for property assessed for less than $3,500
(at 1957 market prices), for which no payment is made by the D€partment of Treasury.

According to Law No. 81, included within the total personal and rcal prop€rty tax rates of 6.5g
perc€nt and 8.58 percent, respectively, there is a lerry ofan annual special tax of 1.03 percent ofth€
assessed value of all real and personal property not exonerated from taxation. This special tax is
levied by the Commonwealth ofPueno Rico but is collected by CRIM. Collections ofthis special tax
are directly remitt€d by CRIM to the debt service fund of the Commonwealth of puerto Rico. for th€
payment ofthe general long-term debt ofthe state govemm€nt_

ln addition, included within the total personal and real property ta,.( rates of 6.58 percent and 8.5g
percent, respectively, rhere is a portion ofthe tax rate in the amount of 1.75 percent that is restricted
for the Municipality's debt service requirements of bonds. Such amounts are recorded in the
Municipality's debt service fund.
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Fiscal Year Ended June 30. 2012

The portion of the property taxes recorded in the general fund is used to finance the operating
activities ofthe Municipality, including the payment of: (l) rhe insuran€e premiums direcrly fiom
private insurance companies, (2) the monthly contributions to CRIM, which are statutorily required as
the Munic;pality's share of CRIM's operating expenses, (4) statutory contributions to the pueno Rico
Heahh Services Administration (PRHSA). as the Municipaliry's share ofthe cosr ofthe public healrh
insumnce coverage provided to qualifying low-income citizens, (5) cerrain notes payable to CRIM
and, (6) certain amounls due to certain agencies and component units ofthe Commonwealth, which
are recorded within intergovemmental payables in the accompanying GWFS and GFFS. The 0.20
percent of unrestricted personal and real property taxes paid by the Puerto Rico Department of
Treasury as a subsidy is recorded in the Municipality's general fund.

The Additional Lottery System ofthe Commonweahh of Pu€rto Rico (rhe Additional Lotrery) is an
operational unit reponed as an enterprise fund in the Commonwealth of pueno Rico,s basic financial
statements, which currently operates several betting altematives to the citizens of puerto Rico. The
Additional Lottery is required every fiscal year to distribute a podon of ils excess of revenues over
expenses as follows:

. Thirty five percent of its net eamings (defined as the excess of revenues over expenses less an
amount earmarked for the Fund for Rent and Home Improvement Subsidy hogam for the Low-
Income Qualifying Elderly) is earmarked to the municipalities ofthe Commonwealth of puerto
Rico, of which a me{imum of $26 million, on an annual basis, is distributed to the Municipal
Equalization Fund held by CRIM to cover operating expenses and permanent improvements of
the municipalilies.

. A, additional amount not exceeding $16 million, on an annual basis. is distributed to the
Municipal Equalization Fund, provided it is within the thirty-five percent corresponding to the
municipalilies of the Commonwealth of Puerto Rico. When the accumulared municipal
appropriations from the municipalities'Puerto Rico Heahh Reform are covered up to June 30,
1997, these resources will be assigned to PRHSA.

At June 30, 2012, property ta,xes receivable recorded in the debt service fund amounted to $156.527.

This Space Has Been Left Blank Inteitionally
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6. Intergovernmental R€c€ivables and Payables

Intergovenmental receivables and payables recorded
follows:

in the accompanying GWFS and GFFS are as

Olb.r Torrl
gov.mm.hrrl gov.rnm.nrrl

fuds ftrnds
IntersMMol r..r rnble s :

Puedo Rico H'ghuys and Tms}.rlalDn Autiro.u!
Pueno tuco omce ofthe Connr$'orer of Mmrcrpat Atrar6
Pueno Rrco Municpal Relmue Collechon Ccnci
Pueno Rico D€paiDcnt of Educalion

Pued6 Rico Epanmem of Publc Wod(s
U S DeparrDe ofHou$ng d Urban Developme.i
Covemehr Delelopmem Bbk for Pueno R,.o
US Depariment of Jusri..
Aredo Rico Em€r8enc, Megemenr ABe.cr
US Depanmcnr oa Agri.ulture
PErto Rico AdninrtEhon for Chddren d FamrlB
PEno Rrco Publi. Housrne Admnrraron
Pueno Rico Coremoas Office - Eldedr- om.e
Pueno Rico Lrepatuem oftnbor
Olher Public Housng AgencEs - Senon 3 HCv

Toral'htergovem.nhl me'vables

In eryor.mN daI pdtab|es :

Pueno R& Departnent of Labor
Unl'nes &d Othe6 (se.eal rund)

Pueno Rico Aqueduct ed Ssq Autbo.iy
Pue.ro tuco G.nsal Setuices AdnnMaron

Toral'ntergovemenhl payables

- 305 660

- 202651
- 367,015

- 85,000

64,082

58,684
- 23.154

43.405

- 26,160

21,528

l0,l l8
9,514

5,799

t27521 121.521

1,206 126
- 'r8jn 

- 1353J0-i

x 805.660

202,651

64,032

2l15,1
41405

21.523

t0.ll8

$ | 111.',112

$ 5,122

I ll,t92
9.535

5.',122

lll192

-- trs,699

$ 305 660

202651

64,082

58,684

23.154

26,t60
21,528

l0,ll8

t21,521

1,206
--al3n;di-

$ 5.722

-T 
'r8rry

$ 123.699

Intergovemmental receivables and payables represent the pending settlements of the aforemmtioned
intergovemmental transactions.

This Space Has Reen Left Bla k Inte tionoll!
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7- Irter-fund Tmnsactions

The composition of inter-fund balances at June 30, 2012
follows:

and for the fiscal year then ended is as

tt'jor gorcrnmenul fund\

(rpiel
emjk6 tud Tobl

gor.rnm.,r,l
tund!

Sp.oal Ererue tur,l federal smrs
C+ii prcleds tund iare& lcal

Non mator gowmmcnial tundr

$ r.925,01s

TBnsre6 outl

- $ r 9:5019

futr&

t3l,l93Non'najor gmm66l rd&
-l rrrror

The principal purposes of inter-fund receivables and payables are:

. Recognize in the geneml fund the outstanding balance ofthe loans gmnted to special revenue
fund - federal grants ($1,056,302), capital project fund - stare and local grants ($504,037),
and non-major funds ($364,680) to temporarily cover the payroll and other operating costs of
several federally and state funded programs.

The principal purposes of inter-fund iransfers are to:

. Make a routinary transfer ofrcsources, amounting to $656,108, from the general fund to the
debt service fund to cover the principal and interest payment on certain bond. These debt
service payments were made on January and July 2012.

. Make a non-routinary transfer ofresource (general fund unassigned fund balance), amounting
to $381,193, from the general fund to a non-major govemmenral fund io cover specific
project payroll and other costs.

Inter-fund receivabl€s and payables represenl the pending s€ttlements ofthe aforementioned transfers
al Jme 30. 2012.
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E. Capital Assets

Capital assets aclivity for lhe fiscalyear ended June30,2Ol2:

a) Goyemmental Activities

nscrly.r Additiont

Capirrl 6sets. nol b€ng d.pr€raled

Construclro n pmgc$

Total caprlal assrs, nol ba.s d+rsiared

capibl 6sets. bcrS deprsialed

Burldmss. sltuctures, dd mproveme.r

Macbnery dd equipment, and fm'tue

Tor,l c,piral 6sets, b.me deFdialed
Total ccl b66 of.ap'hl aacls

$ 4,ll0,878

---i65oo
,rr.ru,

,1,101,173

4.101,:t78

lr l6.l l6

I 73,1147

4,082,157

I 102 96?

.ll9.l2l

L?{\1r'
tlrt9]2

63t,1l5

153 t53

319,271
-------l ,4lir'l?-

t2l6.lt6

2,065,510

4,245,896- 3*so.E8--t?,514,109

$ .r2,22r.043

tscrllc,.

$ 7.823.761

243.223

710.179

2.7'18.954

| 1.526,117

AcconulaEd deprcciation:

Buildings, sttuctures. ud improtenenls

Machinery ed equipmen! md
tumitue and lix{ures

Toral accumulaled depreciation

Nel capital6sels. goremnenlal actn itics

$ 7.83r.347
182.251

7i2.978
2.502.914

$ 30.971.i18

613.529

60.972

216.020

780.052

68t.1l5

l5E.l58

I1.2i19.510 819.2?i

595.861 $ 3 t.155 729

The Municipality did not have complete and accumte account;ng records ofcapilal assets at June
30.2012.

The infrastructure assets recorded in the accompanying statemen! ofnet assets for $972,893 (net
of accumulated depreciation of $243,223) do not jnclude a substantial portion of the
Municipality's general infrastructure assets that were constructed or acquired by rhe Municipaliry
from 1980 through June 30, 2012.

Several real pmperty assets, including buildings, structures, land and land improvemenls have not
been recorded ;n the accompanying statement of nel assets at June 30, 2012_
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Depreciation and amortization expense of govemmental activities for the fiscal year ended June

30, 2012 was charged to functions/programs in the accompanying statement of activities as

follows:

General govemment $ 63,227

Public safety 56,866

Economic and urban development 102,820

Health and welfare 14,191

Community development 15,185

Public works 3o3,4oj
Culture, recreation, and education 560,184

Total depreciation and amortization expense $ 1,115,880

9. Deferred Revenues

At June 30, 2012, defened revenues recorded in the GWFS and the govemmental fund financial
statements are as followsl

715,16s $ 715.165

TBol unmed revsu6
T06l defeftd rer ug

- 616.119 -____i-l!.ulr.l9r,.r3.l

This Space Has Been Left Blonk I lentionall))
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10. Lorg-T€rm Obligatiotrs

The geneml long-term debt activity for the fiscal year ended June 30, 2012 is as follows:

ceneal tud publrc obll8ano. enal bonds

Mdic'p.l Revenu. Collecrim Cms
IjwNo 42 efrmuary 26,2000

LiwNo 146 oloctobn 11,2001
Delnquent pmp€riy d accMs sold

I:{No 145 ofodoh€r l1 2001-l.ad
Infomalion MaMcemenl System

Saving dd Lm Csrtratves Cmoniun
Intdin co.shction lm for cmimiion

ofaflordable cosl housns unrts
Pumo R'tuCovenneht Developme.r Banl

Lrne ofcr€dir for conslrucl,on of
atrordable cosl housins u.ns

Tobls lor povemnenbl mt!trPs

I t0 56,t 000 ?52.3:15 i 22.211.165 s 86681i

676.r11r

x211

11.439

t.295. 0

15,695

16,520

24277

7,t29

660406

I0.405

211,1665

332.11

I l?8 168

16,520

2.1v.66s

33141

ll5.m0

2,141,994

r0.802

2l?.535

J,ooo-]ji-
114.211

s22 979 352 ,16.rX r r7!r .rl5o $ 1,,t57,9.t2

Historically, the general fund has been used to )iquidate the notes payable to CRIM, compensated
absences and any olher long-term liabililies olher than bonds. In the case of the two line of credits
obtained for the construction ofaffordable cost housing units, such lines of credit w;ll be repaid wilh
the proceed ofthe housing units sales.

a) Debt Limitatiott

The Municipal Legislature is legally authorized to approve the contracting of debts of the
Municipalily. Nevertheless, the laws and regulations ofthe Commonwealth of Puerto Rico also
provide that:

. Direct obligations ofthe Municipality (evidenced principally by bonds) are backed by the full
faith. credit and taxing power ofthe Municipality; and

. Direcl obligalions are not to be issued by the Munic;paliry ifthe amount ofthe principal of,
and the interest on, such bonds and bond anticipation notes (and on all bonds and notes ;ssued

thereafter) which are payable in any fiscal year, together with any .lmount paid by the
Municipality in the preceding fiscal year on account of bonds or bond anticipation notes
guaranleed by the Municipality, exceed l0 percent ofthe lotal assessed value ofthe propety
locat€d w;thin the Municipality plus the balance ofthe ad valorem 1a-xes in the debt service
fund, for bonds payable and bond anticipation notes to be repaid with the proceeds of
propen) raxes re.rrided for debr sen ice.
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b) Bonds Pqtable

The Municipality issues general obligation and public improvement serial bonds to finance the
acquisition, construction and improvement of capital assets, as well as, to finance certain
operating needs. including the payment to slrppliels in cenain circumstances.

The laws and regulations ofthe Commonwealth provide that the Municipality's public debt will
constitute a first claim on the available revenue oflhe Municipality. Public debt is composed of
bonds payable. The good faith, credit and laxing power of the Municipality are irrevocably
pledged for the prompt payment ofthe principal and interest ofbonds.

As more fully described in Note 5, the Municipality levies an annual additional special prcperty
tax of 1.75 percent ofthe assessed value of personal and real property. The proceeds ofthis
additional special tax are deposited in a sinking fund established at the Govemment Development
Bank for Puerto Rico, fiscal agent, whereby sufficient funds are set aside to redeem the bonds
payable oflhe Municipality in minimum annual and semiannual principal and interest payments.
The coll€ctions ofthis spec;al tax are recorded in the Municipality's debt service fund.

As more fully described in Note 4, the Municipality impose and collect sales and uses taxes of
one point five (1.5) percenl ofwhich the Municipaliq has elected to restrict a portion amounting
.4% for the payment of long-term bonds. The collections ofthis sales and use tax are recorded in
the Municipality's debt service fund.

For financial reporting purposes, the outstanding balances ofbonds represent the total principal to
be repaid. Bonds payable is composed as follows at June 30, 2012:

Geoeral Obliqation and Public Improvement Bonds:

1995 s€rial bonds (face amount of$1.430,000) due in annual principal
installments ranging from $25,000 to $140,000; plus interests due in
semiannual installments at variable rates (7.7o/o al lune 30,2012)
through Jr y. 1, 2014.

1995 serial bonds (face amount of $235,000) due in annual principal
installments ranging trom $5,000 to $30,000: plus interests due in
semiannual installments at variable rates (6.28% at June 30, 2012)
through July, 1.2014.

)997 serial bonds (face amount $300,000) due in annual principal
installments ranging from $5,000 10 $30,000: plus interests due in
semiannual installnents at variable rates (6.04yo at lux,e 30,2012)
through July. 1. 2017.

Outstatrdilrg
balance

$ 390.000

70,000

140,000
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1998 serial bonds (face amount $205,000) due in annual principal
installments ranging from $10,000 to $20.000; plus inlerests due in
semiannual installments at variable rates (6.04% at June 30, 2012)
through July 1,2013.

1998 sedal bonds (face amount $405,000) due in annual principal
installments ranging from $5,000 to $40,000; plus interests due in
semiannual installments at variable rates (4.5y. at J]uJl,e 30,2012)
tlroueh July l. 2024.

2001 serial bonds (face amount of$2,015,000) due in annual principal
installments ranging from $30,000 to $165,000; plus inlerests due in
semiaonual installments at vadable mtes (4.5% at June 30,2012)
through July 1,2026-

2002 serial bonds (face amount of $810,000) due in annual principal
installments ranging from $15,000 to $60.000; plus intercsts due in
semiannual installments at variable rates (4-5o/o at l!Jl.,e 30, 2012)
through July 1.2027.

2004 serial bonds (face amount of $10,000.000) due in annual
principal installments ranging from $144.000 to $550,000; plus

interests due in semiannual installments at fixed rate of 6% through
lt'ly 1,2029.

2006 serial bonds (face amount of $310,000) due in annual principal
installments ranging from $5,000 to $30.000; plus interests due in
semiannual installments at variable rales (1.72y. ar !$e 30,2012)
drough luly 1,2031.

2006 serial bonds (face amount of$1,010.000) due in annual principal
installments ranging from $15,000 to $80,000; plus interests due in
semiannual installments at variable rates (1.'72yo ar l]lx,e 30,2012)
through July l. 2031.

2008 serial bonds (face amount of $370,000) due in annual principal
installments ranging liom $5,000 to $35,000; plus interests due in
semiannual installments at variable rates (1.72o/o 

^t 
J$e 30.2012)

through July 1.2032.

2008 sedal bonds (face amount of $1,660,000) due in annual principal
installments mnging from $20,000 to $135,000; plus interests due in
semiannual inslallments at variable rates (1.'72yo al !$ne 30.2012\
through July l, 2032.

640,000

40.000

100,000

1,575,000

6,960.165

285,000

915.000

350,000

t.555,000
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2009 serial bon& (face amount of $910,000) due in annual principal
;nstallments ranging from $15.000 to $75,000: plus interests due in
semiannual installments at variable rates (6% at Jme 30. 2012)

through July 1,2034.

2OO9 serial bonds (face amount of $190,000) due in annual principal

installments ranging from $5,000 to $15,000; plus interests due in
semiannual installments at variable rates (1.71% at June 30. 2012)

tuoueh July l, 2033.
2009 serial bonds (face amount of$1,317,000) due in annual principal

installments ranging from $21,000 to $112,000; plus interests due in

semiannual installments at variable rates (1.71% at June 30,2012)
through July l, 2033.

2009 serial bonds (face amount of $791,000) due in annual principal

installments ranging from $10,000 to $66,000; plus interests du€ in
semiannual installments at variable rates (1.71% at June 10,2012)
drough July l, 2033.

2010 serial bonds (face amount of $705,000) due in annual principal

installments ranging from $10,000 to $60,000; plus interests due in

semiannual installments at variable rates (4.75% at June 30, 2012)

through July 1,2034.

2011 serial bonds (face amount of$165,000) due in annual principal

inslallments ranging from $5.000 to $15,000; plus interests due in

semiannual installments at variable rates (6yo at June 30, 2012)

drough July 1, 2035.

2Ol I serial bonds (face amount of $410,000) due in annual principal

installments ranging from $45,000 to $75,000; Plus interests due in
semiannual installments at variable mtes (6% at June 30. 2012)

through July I,2017.

20 I I serial bonds (face arnount of $260,000) due in annual principal

installments ranging from $5,000 to $25,000; plus interests due in
semiannual installments at variable rates (1 syo al l'1,],e 30, 2012)
through July 1, 2035.

2011 serial bonds (face amount of$2.095.000) due in annual principal

inslallments ranging from $25,000 to $175,000: plus interests due in

semiannual installments at variable rates (6% at June 30,2012)
through July l, 2035.

880.000

t75,000

1.250,000

75t.000

685.000

160.000

365.000

255,000

2.070,000
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2012 serial bonds (face amount of $930,000) due in annual principal
installments ranging from $10,000 to $80,000; plus interests due in
semiannual installments at variable rates (6% at June 30,2012)
tlrough July 1,2036. 930,000

2012 serial bonds (face amount of$1,210.000) due in annual principal
installments ranging from $20,000 to $105,000; plus interests due in
semiannual installments at variable fttes (60 at June 30, 2012)
though July l, 2036. 1,210,000

2012 serial bonds (face arnount of $290,000) due in annual principal
installments ranging from $35,000 to $50.000; plus interesls due in
semiannual installments at variable rdtes ('7.5yo at lune 30.2012)
through July l,2019. 290,000

Total bonds payable $ 22,241,165

Variable interest mles on serial bonds are reviewed periodically by GDB and are based on the
fluctuation of GDB'S weighied average mte for its cornnercial paper progam. Und€r this
program, GDB issues comrnercial paper: (1) in the taxable and tax-€x€mpt markets ofthe United
States of America, (2) in the Eurodollar market, and (3) to corporations having t x exemptions
under the Comnonwealth's Industrial Incentives Acts and, which qualiry for benefits provided by
the former Section 936 ofthe U.S.lntemal Revenue Code.

Interest expense on bonds payable amounted to $883,787 for the fiscal year ended June 30, 2012.
Annual debt service requirements of maturity for bonds payable are as follows:

Fiscal year
ending

June 10, Principal lnterest Total

2013 $ 866,835 1,090,240 1,957,075
20t1
2015
2016
201'7

919,835 1,404,449 2,324,284
964.E35 1,341.670 2,306,505
844,835 1,282.219 2,127,054
889,835 1,226,126 2,115,96t

2018-2022 ,1.685.175 5,268.079 9,953.251
2023-202',t 5.918,175 3.620,029 9,538,204
2028-2032 4,693.640 1,706.846 6,400,486
2033-2037 2.458,000 359,666 2,81',7,666

Torals s 22l4l.r6s ___f_Z!::!f. _t__f:49J!,

c) Notes Pdltble to Municipal Ret'enue Collection Center
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The Municipality had the follolving notes payables to Municipal Revenue Collection Center (CRIM,
by its Spanish acronym) at June 30. 2012:

. Act No. 42 - Act No. 42 of January 26. 2000 was enacted to authorize CRIM to enter inlo a
financing agreement ofup to $200 million, for a term not exceeding 30 years. The financing
agreement allows for the financing ofa debt that the municipalities ofPuerto Rico have with
CRIM, arising from the final settlements of property ta-x advances versus actual col,ections
lhrough fiscal year 2000. The amounts thal the municipalilies will collect from the
additional property taxes resulting from the increases in the subsidy from the Commonwealth
to the municipalities are assigned through this law to repay such loan. The in.rease in this
subsidy was the result oflhe Public Law No. 238 ofAugust 15. 1999.

In addition, on February 12. 2002, the Municipality entered inlo a repayment agreement with
GDB and CRIM to pay off the remaining $777,082 of excess of properry tan advances
through fiscal year 2000 and 2001. CRIM retains the principal and inlerest from the property
tax advances ofthe Municipality. The amounts retained by CRIM are remitted to GDB on
J uly I of each year thrcugh July I , 2032. The repayment agreement bears interest at va able
rates determined by GDB- The outstanding principal balances ofthe note payable to CRIM
amounred $bb0,400, ar June 10,2012.

. Larv No. 146 - Finascins of d€linouent propertv tax accounts sold On September 24,

2002, CRIM, on behalf of the municipalities of Puerto Rico, entered into a financing
agieement with GDB pursuant to the provisions of Law No. 146 of October I I, 2001, as

amended (Law No. 146). The purpose ofthis financing agreement was to extinguish in
advance certain bonds payable issued by Public Finance Corporation (PFC), a subsid;ary of
the Govemment Development Bank for Pue(o fuco, which were originally issued to pay

certa;n property tax receivables owned by the municipalities of Puerto Rico through 1996,
which were acquired by PFC with recourse.

The original face amount ofthe note allocated by CRIM to the Municipality was M13,005,
for a term not exceeding 30 years. The note beals ;nt€rest at 6.50 percent during its first five
years- Subsequently. from years 6 through 30, the loar shall bear variable interest at a rate

of 125 points over the s-year LIBOR rate, which will be adjusted every five years. During
the fint five yeaB oflhe note, commenced on July l, 2003, the Municipality shall pay only
interest, except for properry tax receivables collections related to the transaction explained
in the abov€ paragraph, which will be applied as principal payment to reduce the debt

balance- At the end ofthe first five years ofthe note, the repayment terms and conditions of
the note shall be renegotiated 10 allow the Municipalityto pay the outstanding balance ofthe
note;n equal installments ofprincipal plus interest, through maturity. Interest payments on

this financing agreement are accounted for;n the general fund. The outstanding principal of
the note payable to CRIM amounted to $330.405, at June 30, 2012.

d) Irrrcrim Consttuction Loon PLlable lo Local Satihg and Loans Cooperalive Cottsortium

. Interim conslructiotr loan for allordable cost housitrs units conslruction proiect
On April 12, 201 l. the Munic;paliry obtained a line ofcredii (up to $3,600,00) from thrce

Saving and Loan Cooperatives (Juana Diaz. San Blas and Adjuntas Saving and Loans
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Cooperatives) to finance the construction of affordable cost housing units. The line ofcredit
available balance used for the project, plus int€rest accrued (at 6.50%). will be payable with
the proceed oblained from the sale ofhousing units to be constructed. Any deficiency will be
paid with the general or debt service funds resoulces. At June 30, 2012, the balance ofthis
interim construction loan amounted to $2,334,665.

e) Notes Patable to Paerto Rico Govemment Developnent Bank (GDB)

. Line of credit for alfordable cost housinq u[its construction proiect On
February 15,2011 the Municipality obtained a line of credit (up to $849,616) from the
Puerto fuco Government Development BanI to finance the construction of affordable cost
housing units. The line ofcredit available balance used for the project, plus interest accrued,
will be payable with the proceed obtained from the sale of housing units to be constructed.
Any defrciency will be paid w;th the general or debt service funds resources. At June 30,
2012, the balance oflhis line ofcredit amounted to $88,241.

l) Compe Mted Absences

At June 30, 2012, the govemment-wide statement ofnet assets - govenunental activities includes
a liability amounting $1.378,368. ofwhich $787,691 represents accru€d sick leav€ b€nefits, and

$590,677 represens accrued vacation benefits, representing the Municipality's commitrnent to
fund such co.ts from fulure operalions.

11. f,mployees' Retiremetrt Systems

a) Plan Desctiption

The Munic;pality's employees participate in the Employees' Retirement System of the
Govemment of Puerto Rico and its Instrumentalities (ERS), a cost-sharing multi-€mployer (as

related to the Municipality's reporting entity) defined pension plan established by the
Commonwealth. Substantially all tull-time employees ofthe Conmonwealth and substantially
all municipalities ar€ covered by ERS under the terms of Public Act No. 447 ofMay I5, 195 ), as

amended (Act No. 447). All regular and temporary employees ofthe Municipality become plan
members of ERS at the date ofemployment, while it is optional for oflcers appointed.

ERS members, other ihan those joining it after March 31, 1990, are eligible for the benefits
described b€lowi

. Retiremenl AntuiE

ERS members are eligible for a retirement annuity upon reaching the followingage:

Policemen and firemen:
50 with 25 years ofcred;ted service
58 with 10 years ofcredited service

Other employees:
55 wilh 25 years ofcred;Ied service
58 sith l0 vears ofcredited service
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ERS members are eligible for monthly benefit payments determined by the application ofthe
stipulated benefit ratios to the member's average compensation. Average compensation is
computed based on the highest 36 months ofcompensation recognized by ERS. The annuity,
for which a member is eligible, is limited to a minimum of$300 p€r month and a maximum
of75 percent ofthe av€rage compensation.

. Merit A rruil!

ERS members are eligible for merit annuity with a minimum of 30 years or more ofcredited
service. The annuity for which the plan member is eligible is limited to a minimum of 65
percent and a maximum of75 percent ofthe average comp€nsation.

. Delened Retircment A nuiq

A panicipating employee who ceases to tle an employee of the Municipality after having

accumulated a minimum of ten years of credited service qualifies for retirement benefits
provided his/her contributions are left in ERS until reaching 58 years ofage.

. Coo innled Pla

On the coordinated plan, by the time the employee reaches 65 years old and begins to receive

social security benefits. the pension benefits are reduced by the following:

(a) $165 per month, ifretired with 55 years ofage and 30 years ofcredited service.

(b) $ I I 0 per month. if retired with less than 55 years of age and 3 0 years of credited
service,

(c) All other between $82 and $100 permonth.

(d) Disability annuities under the coordinated plan are also adjusted at age 65 and in
some cases can be reduced over $ I 65 per month.

. Non-Cootdi ated Plan

On the non-coordinated plan the participating employee and does not have any change on the
pension benefits upon rec€iving social securjty benefits.

. Rewsiolary AnrittiE

An ERS member, upon retirement. could elect to receive a reduced retirement annuity giving

one or more ben€fil payments to his/her dependents. The life annuity payments would start

after the death of the retiree for an amount not less than $240 per year or greater than the

annuity payments being received by the retiree.

. Occapatiorral DisabiliE Annuitl

A panicipating employee. who as a direct result ofthe performance ofhis/her occuPation is

totally and permanenlly disabled, is eligible for a disability annuity of 50 percent of th€

compensation received at the tim€ ofthe disability.

63



C()rrrloi\-ivEALrH oF PUERTo Rlco
MtTNICIPAI-ITt ot CoAluo

Notes to Basic Financial Statements (Continued)

Fiscal Year Ended June 30. 2012

. NorroccupttionalDisabilitfAnnairy

A participating employee, totally and p€rmanently disabled for causes not related to his/her

n"luoarion un_d wiif, no less than I0 )ears of credited service, is eligibl€ for an annuity of
1 -50 

'oercent of the auerage compensaiion of the first 20 years of credited services increased

b\ 2 percenl for e\ ery addhional )ear of credited sen ice in e{ces} ol20 }ear\'

. Death BeneJils

Ocotpationsl:

(a) S.UE!yi4S-!DgC!9 - annuity equal to 50 percent of the parlicipating employee's

salary at the date ofthe death.

O) g!!!dEg - $10 per month for each child, minor or student' up to a maximum

benefit per familY of$100-

Nonoccupatiolal:

Beneficiarv - the contributions and interest accumulated as ofthe date ofthe death plus an

,-o*Tt "q*l 
to th" unnual compensation at the iime of the death'

Reneficiarv with survilinq spouse age 60 or over and a child, 18 or under' up to 30 percent

t60 oer.eni. if not corere; under Title ll of the Social Security Act) (increased-to 50 percent

"ff.i 
i". i-*.v 1, 2005.) of retirce s pension or otherwise the excess' if any' of th€

"""r.ri""a "",iraUti"ns 
at the time of ietirement over the totat annuity benefits received

before death. limited to a minimum of$750.

. Refunds

a nanic;naLins emDlo\ee *ho ceases hisfter emplolmenl uilh fie Municipalit) silhoul lhe

.iJr,t to i ,.tii..nt ,nnuiry has the righl lo a relund of lhe conlribulion( lo IRS plus an)

interest eamed thereon.

. Cost ofliving Adjusfuentfot Pe sio Be efits

Public Act No. 10ofMay21, 1992 (ActNo l0) provided for increases of3 percent every

il;;;;".. years of retirement. Act No. 10 iequires further legislation l! u'-t tt';
in"."^. "r".y 

itt."" y"".s subject to the presefiation of acluarial studies regarding ils costs

; il;;" oin,iu."irg. io protecithe financial heahh of ERS' the increase granted

ar.ing 20Of -a,h" .n" g.-unt"d on lunuury l' 2005 are being financed by the Municipality

and the other participating employers.
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To avoid any economic impact on ERS, the emplo)ers are responsible for '"*lTl19'
ERS,h" ulnount. ,o .orer the benefit payments and lhe employer and emplolee contributlons

wiih respect to the panicipants covered until the panicipants reach the normal retirement age'

. Ame drnent lo A4 No. 447 elfe.live Ja uary 1' 2000 to creale a Defrlerl Co"ttibution

Pla,,

on September 24, 1999, Public Act No. 305, an amendment to Act No 447' was enacted to

"*tt'.fl u a.nn"a conlribution plan, k own as System 2000' to cover employees joining

ERS on or after January 1,2000.

Employees that participated in the original plan as of December 31, 1999' had the opportunitv

to .i""i io "ltfr.i.t"y 
ii't the defined Gnefii ptan or tmnsfer to System 2000 Employeeslhat

:'"n.Jitt" Vr"i"ip"'rirv on or after January l, 2000, were only allowed to become members

ofSystem 2000.

svsrem 2000 is a htbrid defined contribulion plan also knoun as a cash balance plan' Under

rlil;;Jil". therl is a pool ol plan assel\. $hich i' inlesied b) rhe slsrem rogerher $irh

iit"." 
"i 

irr. ..i ..tt-"g'muhirmployer defined benefit plan' Neilher the commonwealth

""r,i" 
l.lr"li,pai y gri'""tee benifiti at retirement age' The annuiry is based on a formula

*lri"f, ^."..t_*"i "-""1, 
fiscal year the emplolee s contribution (with a minimum of 8 275

oercent o[lhe employee s salary up lo a ma\imum of lO percenll is inve'led as inslrucled by

il;-;;pi;]". in an accounr rvhi;h eirher: {l) eams a fixed mle based^ on the h^o-vear

6"r.o,iaiif"tti y Treasury Notes, (2) eams a rate equat to-f5 percent of lhe retum 
.of 

the

ini:' l*.J."ni ponr.li; (net of managemenl fees.), or (l) eams..a combination- of both

i'*"*"t -p"ni";p*ts receive periodic account statements similar to those of defined

i""iffii., pi*t .rri*r"g their a;rued balances' Disabilitv beneflts are not granted under

iur,.rlbool ,,r,"t u* pto!ided lo lhose paflicipant5lhal \oluntaril) elecl lo panicipale in a

.iruo ;ntrt-"" toner.rm disabilir) progam The emplo)er5 conlribulions{9 275 percenl

:;;;;;;.;;:"j;t *hh re.pect tJemplovees under svstem 2000 will continue and

o itt t. ,'ea ro funa rle iosl-sharing mulli'emploler defined benefil plan'

svstem2000feducedtheretirementagefrom65yearsto60fofthoseemptoyeeswhojoined
the current plan on or afterJanuary 1,2000'

Hiqt6ricallv. th€ state sovemment of the Commonwealth of Puerto Rico has reported ERS

:;i':i;; jilol; l;l*i. tinrn"iut statemenb as pen\ion rrust tunds' Accordinslv rhe

l;.;;;;.rliii' .r;;nrii 
"..r.ine -t 

acruarial deliciencv that ma] erist or arise relared

i" 'iiri""r""ip"liyt p"iri"iputini 
"niprott's 

because. ERS does not atlocale ro the

ii',"i"i"rri" unv o.i,,-iut a.fiiien.i.s penaining to panicipating municipal emplovees' lhe

tiil;:;;;i;; i"""iv ,.q,r,.J or ta' io mut'eirururory conrribuions ar the rares derailed
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. Recent Ame dmenls to Acl Na 47

The Senate and the House of Representatives of the Commonwealth of Pue(o Rico have the

authority for establishing or amending the contribution requirements of System 2000 by

approvi;g the necessary amendments or laws, subject to the final approval ofthe Govemor of
the Commonwealth of Puerto fuco.

In June and July 2001, the Govemor of the Commonwealth signed three Public Acts thai

provided the following certain benefits to retirees:

(a) Increase in minimum monthly pension payments to $300' effective January l,
2005.

(b) Triennial3 percent increase in all pensions' effective January 1,2005'

(c) Increase in widow and/or beneficiaies to 50 Percent of the benefit received by

the deceased pensioner, effective January 1, 2005'

All the benefits ganted will be funded through budgetary assignments in the Municipality's

general fund with respect to its retited employees'

The Boaral of Trustees of ERS approved, eflective Novemtrer l?' 2003' an increas€ in the

amount gmnt€d on personal toans to participating employ€es from $3,000 to $5'000'

b) Funding Policr

The contrihiion requirement to ERS is established by law and is not actuarially determined'

These contribulions are as follows:

Municipality and

other employers
Employees:
Coordination plan:

Supplementation
plan:

9.2?5 percent of applicable Payroll

5.775 percenl of gross salarY uP to

$6,600 per year. plus 8275 percent of
oross salar"r, in excess of$6,600.
i.z:5 p..."nt ofgo.. .alary. This is the

only choice available to policemen,

fir€men and mayors
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The contribution requirement to System 2000 is also eslablished by law and is not actuarially

determined. These contributions are as follows:

Municipalily and
other employers
Employees:

9.275 percent ofapplicable PaYmll

5.775 perce of gross salary uP to
$6.600 per year, plus 8.28 percent gross

salary in excess of$6,600.

Act No.,l 17 Svstem 2000 Total

c) Arrnuil Cont bution

The actual combined employer and emplolee contnbutions to ERS and System 2000 for the

cunent and past two years, which are equal lo the stalutory required conlributions' are as follows:

Fiscal v€ar
ended June 30,

20t2
201 I
2010
Totals

293,190
2',79,182

$ 24',7,430

259,924
277.@0

s 784,994

$ s40,620
539,106
553.295

$ 1,633,021
2',75.6ss

848,027

Dudng the fiscal years ended June 30' 2010.2011' and 2012' the Municipality and the

.r"l"in^rinn emolovees contribuEd at least 1OO p€rcent ofthe required contributions to ERS and

i'.i#ltjii. irr"'"*rrorirv under which obligations to contribute to ERS and Svstem 2000 bv

ii" 
'fi*.' 

-".t".., employers anl other contributing entities (ie'' state or municipal

contributions) are established or may be amended by law by the House of Represenrativ€s_ the

Senate and the Govemor ofthe Commonwealth ofPuerto Rico

Readerscanobtaincopiesoftheauditedbasicfinanciatstatements(GAAPbasis)ofERSand
srstem 2000 bv wriing to Mr. Hector M Mayol Kauffmann' Executive Director of the

[iri.".*'Sr.i... Ad-ministration of the Commonwealth of Puerto Rico (the entity that

ud*ini.t"r. EitS and System 2OO0) at PO Box 42004' Minillas Slation' Santurce' Puerto Rico

00940.

12. Commitments, Cotrtingencies rtrd Unce ainties

Eucumbrances

the MuniciDalirY has reporled. oulslanding encumbrances amounting lo $4 486 in lhe general fund al

j"". lo, )1i1. 'ri. nlni.ipatitv inrends-ro honor rhese encumbrances \'rhich $ilt conrinue ro be

i,qr;;Jr"d.. rh" curent yea;'s budget during a lapse period that extends into the subsequenl

fiscal year.
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Claims and Judsments

The Municipality is defendant in various legal proceedings pertaining 1() matters incidental to the
performance ofroutine govemmental opemtions. Under Act No. 104 ofJune 25, 1955. as amended,
persons are allowed 10 sue the Municipality only for causes of actions set forth in said Act to a

ma\imum amount of$75,000 or $150,000 if it involves actions for damages to more than one p€rson

or where a single iniured party is enlitled to several causes ofaclion. Under certain circumstances, as

provided in Act No. 9 ofNovember 26, 1975, as amended. the Municipalily may provide its ofllcem
and employees with legal representation, as well as assume the payment ofanyjudgment that may be

entered againstthem. There is no limita(ion on the paymenl olsuchjudgment.

The Municipalily also is a defendant in a number of lawsuils arising principally from claims against

the Municipality for alleged improper actions, and other legal matteB that afise in the ordinary course

of the Municipality's activities. With respects to pending or threatened litigation. the Municipality has

reponed no liabilities as ofJune 30.2012. Managemenl believes, bas€d on the advice ofthe legal

counsel, that the potential claims against the Municipality not covered by insurance will not

malerially affect the financial resources for its payment.

Federal trinanciallv Assisted Proerams

The Municipality receives financial assistance from the federal govemment in the form of gnnts and

entitlem€nts. Receipls ofgrants are generally conditioned upon compliance w;th terms and conditions

of the granl agreements and applicable federal law and regulations, including the expenditure of
resourc;s for etigible purposes. Substantially all grants are subject to audit under Circular A-ll3 of
the Oflce of Management and Budget of the United Stales of America (OMB Circular A-133).

Disallowance as a result oflhese audits may become liabilities ofthe Municipality

This Space Has Been Lefl Blank Inlentionall!
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13. Fund Balance

As ofJune 30, 2012, fund balance (deficit) is comprised ofthe lbllo" ing:

Spei.l Clpi$l s

rd.trne fud Dmj{t lund
G.nenl -fedenl -sbre&futrd loctl sn8t

Ctrhw od recEiion od educanon
Cmnury dereldprenr
Urban d sonom'c developmeni

CultoE sd rrqnon and rducdion
Cohmunlly developme
Ulbs md economrc d*elopmn(

Toral fud balaces (delic )

14. Subsequent f,vents

l,I6
53

19ll

t 1.622

l.9ll

53

|,124941

On August 17, 2012, the Legislature of the Municipality of Coamo issued Resolution No. 13, to
commit the sum of $275,000 of the unassigned fund balance of the general fund for specific
purposes.

On December 5, 2012, the Legislature of the Municipality of Coamo issued ordinances No. 9, No.
10, and No. ll, which authorized the establishment of three municipal enterpnses to undertake

several comnercial aclivities (full service restaurant, cinem4 and sport shoP), as expressly assigned

by Law No. 8 I of August 30, 1 99 I , as amended, known as Autonomous Mltnicipalities ilct of the

Commowealth oJ Puerto Rico (Act No. 8 I ).

on January 5, 2013, lhe Legislature ofthe Municipality ofCoamo issued Ordinances No. 24, No. 25,

No. 26, No. 27 and No. 28. which authorized the establishment of five municipal enlerprises to

undertake several commercial activities (agricultural aclivities, gas s!at;on. educational services.

consulting services. and public streets and private properties maintenance services) as expressly

assigned by Law No. 8l ofAugust 30, 1991. as amended, known as Aulonomout Municipalines Acl
oJ the Connanwealth af P,./erro ,Ri.o (Act No. 8 1 ).

End of Notes lo Bosic Financial slalemehts
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Fiscal Year Ended June 30. 2012

Budseted amounts

Original Final

Actual amounts Variancc with

R€venues:

Municipal license taxes

Sales and use taxes

Construction excise taxcs

Intergovernmeatal graflts and cootribuiions

Inrcrcst on deposils

Charges for services

Miscellaneous

Total revenues

Expenditures and encumbrances:

General government

Health and welfare

Public works

Public safery

Culture- rereation and education

Communily development

Urban and econonic developmeni

Total expenditures
Revenues over (under)

expenditures and €ncumbrances

olr)€r financing sources (uses):

Transfer to other govemmental funds

Total other financing sources (uses)

Net increase (decreare)

in fund balance (deficil)

2.642.t33

1.145,n6

1,121,563

666,600

6,619,O79

r 35.000

141,800

450.000

2.642,133

,.145.136

t,321,561

666.600

6,619,079

135.000

:1t.800
,150,000

2,642,133

952,4',70

r,t57,468

245,571

6.699.',t46

300,6't2

r85.043

542,406

12.'t25,50913.l2t.3l I 13,121.31I

(budgeiary

basis)

final budget -
over (uder)

$

(192,666)

(164,095)

(421.O29)

80,667

165,672

43,243

92,406

(395,802)

5.552,66',1

5,18,368

3.832,84r

1,009,954

195,911

t14.921

543.714

12,128,1',76

5.571.138

548,584

3,837.105

t,008,310

794,119

142,O92

5.2',70.561

547,',764

3.6',t4,154

8S5,030

'752.208

13t,051

936..157

303,577

820

162,347

r 13,280

41,971

g,ft1

22,656538,336

12,442,744 I1,789,052 653,692

(692.935\

(692,935)

$

(678,s67) (656,108)

(67rJ,567) (656.10E)

692.935 678.567 257,890

22.159

$ 280,349280.349

R€ronciliatior of diFerences:

Sources/infl ows of fi nancial resources:

Aclual amounls (budgetary basis) "available for appropriations"

fiom the budgetary comparison schedule

Differences budgeBry basis ro CAAP:

Differences in bases of accounting:

GAAP adjustments to relenues

Total revenues reponed on the statement of

revenues, expenditures and changes in fund balances

$ 12,725,509

106, r83

$ r3,031,692
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Fiscal Year Ended June 30.2012

Reconcilirtion of difierenc€s aconcllld€d):

Usevourflo$ s o I fi nanc ial re!ources:

Actual amounts (budg€tary basis) "total charges to appropriations" fiom
- lhe budgerey comparison schedul€ (including transfer out to olher tunds) $ 12,445,160

Timing differences:

Cunent year encumbranc€s record€d as expenditures for budgetary puQoses (1,486)

Prior year encumbrances r€corded as expenditures for GAAP purposes 5,451

Entity diff€rences

- Non-budgeted tmnsfer to other govemmental tund (budget carryover) 38 I ,193
Non-budgeted expenditures 145.616

Total expenditu.es and transfer oul to other tunds as reported on rhe

stalement of revenues. €xpendilures and changes in tund balances $ 12,912,934

S€e accompanying noles to financial stalements.
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Notes to Budgetary Comparison Schedule General Fund
Fiscal Year Ended June 30. 2012

A. Budgetary Control

The Municipality's annual budget is prepared on the budgetary basis of accounting which is

not in accordance with GAAP. and represents departmental appropriations recommended by the

Mayor and approved by the Municipal Legislature prior to the beginning of the fiscal year.

Amendments to the budget require th€ approval of the Municipal Legislature. Transfers of
appropriations within the budget, known as Mayor's Resolutions, do nol require the approval of
the Municipal Legislature.

The Municipality prepares its annual budget including the operations ofthe general fund.

For budgetary purposes. mcumbrance accounting is used. The encumbrances (i.e., purchase

orders, contmcts) are considered expenditures when incuned. For GAAP reporting purposes,

encumbrances outslanding at yeaFend are reported as reservations of fund balances and do not

constitute expenditures or liabilities because the commitments will be honored during the
subsequent year.

The unencumbered balance ofany appropriation at the end of the fiscal year will lapse at ihe

end of such fiscal year. Other appropriations. mainly capital project appropriadons, are

continuing accounts for which the Municipal Legislature has aulhorized that an unsP€nt balance

from the prioryear be canied forward and made available for current spending.

The annual budget as presented in the Budgetary Comparison Schedule-General Fund is the

budget ordinance at June 30, 2012 representing the original budget. There were no

supplemental appropriations for the year ended June 10, 2012.
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Schedule of Expenditures ofFederal Awards
Fiscal Year Ended June 30,,2012
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CoMMoNWEALTH or PUERTo fuco
MUNICIPALIT! oF CoANro

Schedule of Expenditures of Federal Awards

Fiscal Year Ended June 30,2012

Federal Granto/Prss-thro gh Grintor/
Progrim or Cluster Titlr

CFDA
f,rtity

Identifying Federal
Expenditures

U.S. DepI(meDt of Agriculture:

Direcl Program:

Ruml Housing Preservation Granl Progam 10.,133

Pass-through tfie Depanment of Education of th€ Commonwealth

Child and Aduh Care Food Program 10.558

Subtotrl - US Departme.t of Agriculture

U.S. Depanment ofHousing and Urbln Development:

Section 8 Housing Choice Voucher 14.871

Affordable Housing Development in Main Stre€t
Rejuvenation Projecrs 14.878

Pass-thrcugh the ofiice ofthe Commissioner of Municipal
Affairs ofth€ Commonweahh ofPuedo Rico

Communily Development Block Granls Slate's Program 14.228
Cominunity D€velopmenr Block Granrs ARRA Slate's
Program - (Recovery Act Funded) 14.255

Total CDBG - State's Gmnts Cluster

Pass-through rhe Departmenl of the Family of lh€ Commonwealth

Homeless Prevenlion and Rapid Re-housing Progmm
(Rerovery Act Funded) 14.262

Pass-through the Departm€nt ofPublic Housing oflhe
Commonweallh of Puerto Rico:

Public and Indian Housing 14.850

Subtotal - US DeprntmeDt ofHousing rnd Urbar Developmetrt

18,005

l6,8l.t

34,8r9

N/AV

263,265

1,6 r5

910,640

2,549,627

t.t t2.202

50,091
1,162).93

209.81.1

See accompany ing Noles lo the Schedule ofExpendilures ofFederal Awdds
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ConntoNrlE^LTfl oF Puf,Rl o Rrco
MUNTcTpALITY oF CoAMo

Schedule of Expenditur€s of Federal Awards (Conrinued)

Fiscal Year Ended Jme 30.2012

rederal GraDtor/Prss-throogh cranror/
Prosram or Cluster Title Nurber Exp€nditures

CFDA
f,ntity

ldentifyins

U.S. Departnent of E.ergy:

Direct Program:

Energy Efficiency andConservation Block Granr Program
(Recovery Act Frnded)

Subtotal - US Depinment of f,nergy

U.S. Departnetrt ofHealth lnd Hunrn Services:

Pass-through lhe covemor's Office for Elderly Affairs ofrhe
Commonwealth of Puerto Rico:

Special Prosrm for Aging Titl€ III - PartD Disease
Prevention and H€ahh Servic€s

Special Prograin for Aging Tirle III - Pan B , Cmnt for
Supportive Services and Senior Centers

National Family Caregiver Support Tille III Pan E

U.S. Department of Herlth rnd Human Servics:

Pass-lhrough th€ Department oflhe Family ofthe Commonweallh

Child Care and Development Block Gmnt

Fmily Violence Prev€ntion and Services

Pass-through the Departmenr ofthe Heakh ofthe Commonwealrh

Assistance Program for Chronic Disease Prevention and Control

Subtotal- US Dep&rtment of Health ,nd Humrn S€rvices

81.t28

9i.915

93.043

93.044

93.052

93.575

93.591

2.979

2.028

61,959

6.734

273,072

11,871

7,687

393J54

See accompanling Noles to the Schedule ofExpenditures ofFederatAwards
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Colr\tolNE,\LTtr or PfERto Rtco
MUIICIPALIT} oF CoA]uo

Schedule of Expenditures of Federal Awards (Cominued)

Fiscal Year Ended June 30.2012

Federrl Grantor/Prss-through Crantor/
Program or Clustrr Titlc

f,ntity
CFDA Idertifyitrq Federat
Number Number Expenditures

- U.S. Departmeri ofHonelrnd Securi.y:

P8s-through lhe Emergency Managemenr Agency oflhe
Commonwealth of Puerro Rico:

Pre-Disaster Mitigation Comp€titive cranls

- Emergency Managemenl Performance Crant

Pass-through the Govemor's Authoriz€d Represenlative Office (GAR)
of the Commonwealth ofPuerro Rico:

DisasterCrants PublicAssisraner

, Pass-through rhe Govemor's Office forPublic Securiry Affairs
ofthe Commonuealth ofPuerto Rico:

Stale Homeland Securiry Grant Program

Subtorsl- US Depnrtmcnr ofHonehnd Security

- 
TOTAL EXPf,NDITURf,S OF FIDERALAWARDS

See accompanying Notes lo the Schedule ofExpenditur€s ofFederalAwards

9',t _017

97.012

I1,505

409

97.036

97.073

103,987

170,102

s !.!!1,9!1
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ColItIo\\t EAI-TH oF PL-ER'r'o Rrco
MT \ICIP:\LIIY oF Co.{}Io

Notes to Schedule ofExpenditures ofFederal Awards

Fiscal Year Ended lune 30. 2012

NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIf,S

The accompanying schedule ofexpendilures of federal awards includes the federal gran! activity ofthe
Municipality of Coamo, Commonwealth of Puerto Rico (the Municipality) for the fiscal year ended
June 30, 20:2. The Municipality's reponing enrily is disctosed in Note I to rhe Municipaliq,'s basic
financial statements as of and for the fiscal year ended June 30, 2012.

The accompanying schedule of expenditures of federal awards is presented on the modified accrual
basis ofaccounting. The information in this schedule is presented in accordance with the requirements
of OMB Circular A-133, Audits of States, Local Govemments, and Non-Profit Organizations.
Therefore, some amounts presented in this schedule may differ from amounts presented in, or used in
the preparation of. the basic financial statements.

NOTf, B. TEDERAL CFDA NUMBf,R

The Catalog of Federal Domestic Assistance (CFDA) Number is a progmm identification numb€r.
The first two digits idendry the federal department or agency that administers the program and the
last three numbers are assigned by numerical sequence.

NOTE C - PASS -TIIROUGH GRANTOR'S NUMBER

State or local govemment redistributions of federal awards to the Municipality, kno$n as..pass-
through awards", should be treated by the Municipality as though they were received directly from
the f€deral govemment. OMB Circular A-133 requires the schedule to include the name ofthe pass-
through entity and the identi&ing number assigned by rhe pass-through entity for federal awads
received as a subrecipient. Numbers identified as N/A are not applicable and numbers identified as
N/AV are not availahle

NOTE D - PASS - RELATIONSHIP TO FEDERAL FINANCIAL RIPORTS:

Amounts reported in the accompanying Schedule are included in the Special Revenue Fund - Federal
Grants and in the Other Govemmental Funds in the Municipality's fund financial statements. The
reconciliation between the expenditures in the fund financial statements and the expenditures in the
Schedule ofExpenditures ofFederal Awards is as follows:

Special Revenue Other
Fund-Federal Govemmental

Grants FundsDescription

Per Schedule of Expenditures
of Federal Awards

Nonfederal programs expenditures
and other adjustments

Total expenditures in the
fu nd fi nancial statements

Total

$ 2,887,816

45.463

$ 263,265

t,054,715

$ 3,151.08r

1,100,178

$ 4,251,259q t!1zi!0
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Ldpez-Vega,CPA,PSC

Certified Public Accoultauts / Managemert Advisors

Mcmixr of:
. Americor lr6tituto of

Cerliti.d Prblic Accountants
. Puerto Rico Socicty of

(:erfi fi ed Prblic Accourtrnls

REPORT ON INTERNAL CONTROL OVER INANCIAI REPORTING AND ON
COMPLIANCE AND OIHER MATTERS BASED ON AN AIIDIT OF FINANCIAL

STATEMEI{TS PENTORMED IN ACCORDANCE WITE GOVERNMENT
AT'DITING STANI'ARDS

To thc f,omrrbh Mayor
r tt. Mutricilol kgiddutr
Monicip.lity ofCormo
CoerEo, Po€rao Rico

We hrve audited lhe fin&ncial stalsndfs ofth€ Sovef,rtoEntal ac{ivities, each major fund, and the aggregate

r€sMiDing fund infoEmtior oflhe Muoiclprlity of ColDo, Pucrio Rico. as of ard for the year end€d June

30, 2012, whi.h collo€tively comFise the Munl{ip.lity's basic fnarcial stalem€nts and have issued our
report O€r€qr dated Msr.h 15, 2013, ]vhich was unqualified at the furd filwrcial statetnmts lerel, but

advase at the gov€r ne -r"ide fina&ial stat€xnerlls level because l,e flere uneble to obtain contpetent

evider ial n rttA rekted ro the Cqitst Assets rEported in the 8ov€rnnental aclivities. We conducled our

audit h accoflhff€ with audiing st ndards gen€nty tccepted in lhe United States of Arnerica alld tbe

staDdards applicable to finarcial audib contained in Govenn0 n ludinry &ardddr, issued by the

C@lptroller Gsrral oflhe United Shtes

lntemel Contol Over Financial Reoorline
Va*g.ment of Ur" ULmiciFlity ii r€slonrible for Eslrblisbing and mainaining cfi€o:dve int€m,l oontol
over finencial rQorting. In planning and peddlring o0r 6di! we colridaed the Mrolcipality of
CorEo" ina€mal oontsol ov€r fnecial I?poflhg as a bsis for designing our auditing procedurcs for the
purpolc of oxptcssin8 ou. opidons o lhc financial natcElcEts, bd not for thc purpor of cxptcssing our

opiDio$ oD the inmcial statements but not fm the p.rpos€ oI€xFBsinB 8n opinion oD &e eff€ctiveness of
the Mu cilatity of Co.no's intgnal control over firnlcial reportinS. AccordinSly, we do not express en

opinion oo tte ellectiveness of lhe MEDicipdity of Co.rto'. intemsl control over Gnascial r€po.rin&

Our conJidcratiotr of iBtsnal control over financial rlporing was Jor the limited purpose describ€d in the

prEcening l|6mgl,nh and war not desiSned ro idEnti& all deficiencies in intemal cmtml over fi'anci'l
,rpdint dt t might be significant ddciencias or mat€rial qeaknesses aod theltfore, therE ca, be no

es$mnc€ that all d€ficieocies, significant deficiencies, or rmt€'ial weaknesses have be€{l irentified

Ho.rever. as described in the eccomp&ying schedule of fndincs atrd questioned costs. r e identified cstain
deliciencies in i[tsnal contsol over firtncial rEPortirg fiat \{e consid€r l,o be mat€dal w€akrcs,se5 snd olh€r

deficiencies that *e coBider io b€ siSnificam deliciarcies.

A delcbncJ in inlernal corrro, exilts when tlle d€sign or opaadoo of s co[tsol do€s not ello* mansgemett

or ernployets, in the normal coune ofpedorming their acsigred firnctiols, to prEr€nt, or ddect and corr€ct

ftisstaEfiEnts on . timely bis,j.f.. A dderial aeohess is a defici€trcy, or a combination of deficiercies, in
int€md cqttlol such that there is a rEasonable possibility that x mat€risl ,lisstdemqlt of the enlity's
fmancial stalemants will not be pevenred, or dEtecl€d and conected on a timely tasis W€ considet the

deficiency described in the accompanyirg schedule of tndings snd quGtioned cosls as ite$ l2-lll to be

material w€dkl€$se8.
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A significart deficiency is a deficiency, ot cornbination of deficiencies, iD iDremal control thrt is less severe

thatr a ma&dal weakness, yet important eoough to msrit altention by those charged with SovemaDce. We

consider the defici€ocies described in lhe accompanying schedule of fmdhgs and questioned costs as item

12-Oz to be a significant deficieocy.

Complialce and other Matters
As pafl of obtaining re3sonable assurarrce about whethe! the Muicipslity of Couo's financial staterEnts

are frc€ of filaterial misslalemcnt, we pedormed tests of its compliarce with ceflain Provisiols of laws,

rEgulations, contracts and grar agrEernents, noncoryliance with whicb could hale a direct and Eterial
effect on the detcrminarion of financial staternent aEouuts. Howevel providing an opinion oo compliarce

with those prcvisiotrs was not an objective of our audi! and accordingly, we do not exlxess such an

opinion. Tbe results of out tests disclos€i no inslam€s of norrcoEpliance or other rnatters lhat arc requirEd

to be rcporred utrder Govemment Auditing Standards.

We noted cedain other rDatters rhat we reported to rnanagelrD ol the MuridPolity of Coamo in a

sepatate letter daie-d March 15, 2O1 3.

The Municipolity of Coamo's respoDsos to the firdings identificd in our audit ate descri!€! in thJ

accorryarying scl€dule of fitrdings and questiorcd costs. We did rct audit Mutricipalit, of Coomo's

response and, accmdingly, we eiprcss no opinion on it.

this report is intended solely fo! t[e information aDd use of manageflEDt and federal awardbg agencies and

pass-through entities. However, this rePort is a natter of public r€cord and its distsibution is not limiied'

/kkel4fr-
Sa! Juan, Puerto Bjco
March 15, m13

SkrDp No. 32104 oflhe Puerto Rico
Sociery of Ced.fted Public Accou ants
was affixed to the r€cord copy of this report.

NDBORT ON INIERNAL CONTROL OVEN, FINANCIAL REP'ORIING AIID ON
COMPLIANCE AND OTHEf, MATTENS BASED ON AN ATIDIT OT FINANCIAL

STAITMENI! PERTORMED IN ACCORDANCE WIIII GOVERNMENT
ATIDITING STANDARI'S

t.6pez-lbga, Cl'A , PSC
\ 7

Ccrlincd Puh!. Accountanrt, Mannlc,rr!dr r'\rlvisor s
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l,6pez-Vega. CPA, PSC

Ccrlificd Puhlic Accounlants / Managcnlcnt Advisols

. .^nnrrcrn IRstitult ol
( rrtiti(l l'u6lic \(.ou lrnh

. l,ll.|l,' lti.0 \o{i(l} ol
{ 0r:lird llrbli( \.r{,unli8l\

INDEPENDENT AUDITOR'S REPORT ON COMPI,IANCf, WTTH REQ1]IREMf,:NTS TIIAT
COULD IIAVE A DIRf,CT AND MATERIAL EI'TECT ON EACE MAJOR PROGRAM ANI)

ON IIMERNAL CONTROL OVER COMPLTANCE IN ACCORDANCE wlIII OMB
CIRCUI"AR A.133

To the HotroYable Mayor
aDd thc MunhiDd Iagfulrtur.
Moricipdity of Colmo
Cdmo, Prcrto Rico

Comoliance
fr-ia-ve auairea 6e Mutctpallty oI coomo'r comptiance wlrh rhe r)?€3 of complianc€ requlements

detcnd n the OMB cirurl; ,l'ill Contptionce srqtente,t thst could have a direct and malerial efr€[1

on each of the MuDkiprlity of Co.mo's major f€deEl progErDs for the yeer cnied-lme 30, 2012 Th€

Muxiiodi.y of c,flr;,! ,uaior fsidrat prryrarb drc i,lsrdfiql ir ntE sullxllzry uf udirur's nrlult! s&tiull

oi tt 
" 

ul"or'prDfog 
""t"dule 

of fiorlings and questioned cods CompliaDce wilt.6e r€quiremEnts of laws'

i"grr"tr,,irrrir*6,-agrantsapplicibletoeachofitsmajorfederalprog'smsisthercspo$ibilityoflhe
itl'.il"rp.riry 

"rC-'",.'r-mo"ogc;ed. 
ow rosP""sibilitJ is ro elIPi€s sr oPinion olt thc Mu cip'llty of

CoaEo'a complia e bas€d on ol.Ir audit.

We cootlDctEd our audit of compliance in accordance 1{ith atditjtrg standards gencrally ac{apted ir the

uoit"ast"toor,l-"a"athestandsrdsaPplicabletofinancialeuditsc.ntainedinGo'emnaTAuditins
irna.i", i*u"a ty t" 'Comptrotler 

Garenl of the Urited states; dtd OMB Ciiorlat A-133' ludit'j of
i;;; L;A c*;-;*r, ia n*+"o1t oganizatiot's Those seod{ds amd oMB circuk A-t33

,ii" tt", *" olan -a oerfonn t1e a,rdit ro obcain re.sonrble assuranc! about wl*ther nonc.ornPliance

"iifr 
u. wpo oi 

"otopfi"ric€ 
requiremene rcfentd to above thst could have a di€ct and italeriel efu on

; ;;j"; i;;J prrdr* ecutrEd. An ardit includes lxaminin& m a test bdis, eYid€nce abour fi€

Inrn'ti*titr of to.trlo'5 comtliece witl those rEquirements ffd perfotuiDg suctr othv procedurcs as we

mnside'rtd n'ecessary in dre circunLstanc6 We believe that our audil proridB-a-reasonable hasis for our

"piri"" 

-Orr 
-aiial" *, proviale a legal determination oflhe Munidp'lity of Cosmo's compliance with

tlose rcquir€rDqrts.

In our opinior! the MmiciPrlity of Cormo colDPli€d, in all mderi'l re+€cts' 
-with. 

the compliance

reqri.ortts r.ierred to above that could have a dircct and mattriel effecl on each of iE major fueral
ptigrr io. rl" fe"t ended ,une 30, 2012. Howev€r, tF resutis of oui audithg pmcedur€s disclo6€d

i*rirL of non*.pli"nce with tho6€ compliance requitementi which are rE$ritd.to.be reportEd in

""".ra-"" 
*iO OfUif Ci.ul,. 4-133 e,d which ee described in the accompsnyi,g schedule of fndings

and qucnioncd oosts 6 itctns, l2-O:l dNu8h 12'10.

8l
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCf, wlTH REQUIREMENTS THAT
COIJLD HAVI' A DIRI'CT AND MATERTAL EFFECT ON EACH MA''OR PROGRAM ANI)

ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB
CIRCULAR A-I33

Intemal Control Over Compliance
Munug.r*t of th" Munidpali6 of Coamo is responsible for esrablishing and naintaining ellectiv€

internil conkol over compliance with the requiremms of laws, regulations. contracts. and gran6 applicable

to federal pro$ams. ln planning and performing our audiE we cor:sidered the MuniciPality of Coamo's

internat control over compliarce with the requirements that could have a direct and mate;al effe.l on a

major tederal program 1o deaermine the auditing procedures lbr the purpose oJ expressifig our opinion on

compliance, and ti test and repo.t on internal control over compliance in accordance with OMB Circular A-

133, but not for rhe purposi of exPressing an opinion on the eflectiveness of intemat control over

compliance. Accordingiy, rve do not express an opinion on the eflecliveness ofMunlcipality of Coamo's

intemal conrol over compliance.

A defcien.t tu i tendl contol ovet conpliancc cxisrs when thc desigl or oPcEtion of a 
'ontrol 

ovgl'

com;liance'does noa allo\\' managemeo! or employees, in the normal course ol Prforming their assigted

functions, to prevent or detect and correct noncomplianc€ with a type of compliance requiremenl of a

ledemlprogromonatimelyb$is.Lnntcliatncab?6sinihtclialcontrolorctconPlianccisadeficienc>,
or a combinatio. of defi;iencies, in intemal control over compliance, such that there is a reaso'able

possibility that mateial noncompliance wi(h a type ofcompliance rcquirement ofa federal progmm will nol

be p.evented, or detected and.orected, on a timely basis

our coDsideration of intemal control over comptiance was for the Iimited purpose descriM in the fint
Darasaoh of this secrion and \Ias not designed to idend& all deficiencies i. intemal control over

comfliance rhat might be deficiencies, srgnificant deficiencies or material weaknesses We did not ide ify
deficiencies in intelmal control over compliance thal we consider to be material weaknesses, as define

above. However, we identifies certain deficiencies in iotemal conarol over compliance that we consider to

be significant deficiencies as described in the accompanying schedule of findings and_questioned costs as

iterns-12-03 thru 12-10. A significant deficiency in intemal conrol over compliance is a deficiency, or a

combination ofdeficiencies, in intemal control over compliance with a B?e ofcompliance requirement ofa
federal program thar is less severe than a mateaial weakness in intemal control over compliance, yel

impo(ant enough to merit attention by those charged with governance.
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INDEPENDBNT AI]DITOR'S REPORT ON COMPLIANCE WTIII REQUIREMENTS TEAT
COITLD Er{,VE A DIRECa AND LI{TERIAL EFFECT ON EACE MAJOR PROGRAM AND

ON INIERIIIAL CONTROL OVER COMPLIANCE IN ACCOXDANCE WITE OMB
CIRCT'LAR A-133

Tbe Mudcip.Iity o[ CocDo's respotrs€ to the fiadtugs ideotifi€d in our audir is described itr the
ac.orDpatryinS schdule of fmdings aod questioned costs. We did rot audit Mutrldp.Xty of Co.Do'6

- respoDse and, ac..dhgly, we exp€ss Do opioio! on the rcspoose.

We also Dotd olher rDattErs iDvolvirg the htemat conEol over corryliafte and crrraiD imnaterial hstace
of noncorDpliaace, which we have reponed to fiana&rDent of lhe Morldpaltq of Cormo ir a s€parate
letter dated MarEh 15, 2013.

- This Epo.t is ioterded solely for the iDformatiotr ard use of n&agerDent ard fedeEt awading agencies aad
pass-tbrcu8h eotiti6. Howevei, this rcport is a matter of pubtc rccod and its distribmioo is not limited.

./,*-4r,€q)s<.
- t*Fz-vecA, cPA" PscI

Satr Jua4 Puerto Rico
Marcb 15,2013

Starp No. 2632105 ofdE Puerto Rico- Society of Certified hblic Ac.ountanb
was Efrxed to the Ecord copy of this rEport.

I 7
Lopez-l egn,Cl'1. PS( 83



CoMMoNT EALTH oF PtrERTo Rrco
MuNrcrPALrrY ol' Coanto

Schedule of Findings and Questioned Costs

Fiscal Year Ended June 30,2012

Sectiotr I - Summary ofAuditor's Results

FinaDcial Strt€ments

Type ofauditor's report issued:

Federal awards

Intemal Control over major programsi

Material weak ess identified?
Significant deficiencies identified not considered to be
material weaknesses?

Unqualified for fund frnancial
statements iurd adverse for
govemment-wide financial
statemenls

Inlemal control over financial reporting:

Material weakness identified? Yes x No
Significant deficiencies identified not considered to be

material weaknesses? Yes X None reported

Noncompliance material to financial statements noted? Yes No X

Yes No x

Yes X None reported

Yes X No

Type of auditor's report issued on compliance for major Unqualified
progfams:

Any audit findings disclosed that are required

to be repo(ed in accordance with Circular
A133, Section.5l0(a)?

Id€ntilicalion of major programs:

CFDA Number Name of Federal Program or Cluster

14.228

14.255

CDBc-State-Administered Small Cities Program
Cluster
Community Development Block Grants State's
Progmm
Community Development Block Gmnts/State's
Program and Non-Entitlement Grants in Hawaii
(Recovery Act Funded) (State-Administered Small
Cities Program)

Public and lndian Housing14.850
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COMM0NWDALTH oT PUERT0 RTco
MUNICIPALIY oT CoAMo

Schedule ofFindings and euesrioned Costs (Conrinued)

Fiscal Year Ended June 30, 2012

Section I -Summa.y ofAuditor,s Results (Contihu€d)

Identifi cation of majoi programs (continued):

14.8,1t

Dollar threshold used to disringuish
between Type A and Type B programs

Auditee qualified as low-risk auditee?

Section 8 Hosing Choice Voucher

$300,000

Yes No X
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CoMMoNWEALTH or PUERTO tuco
MUNICIPALITY oF CoAMo

Schedule of Findings and Questioned Costs (Continued)

Fiscal Year Ended June 30. 2012

Section II -Financial Statements Findings

Finditrs R€ferGnce

Rcquiremcnr

Statemcrt of Conditior

t2-01

Fixed\Capital Assets and Expenditures - Subsidiary Ledger

The Municipality has not maintained complete and adequate records in order to
oblain sufficient, competenl evidenlial ma(er with respect (o the Capitai Assets
reporled in governmental activities and. accordingly, the amounl by which this
depanure would affect the assets, net assets, and expenses of lhe governmental
aclivities is not delerminable.

Chapter IX, Aflicle 9.002 of Srate Act Number 8l of August 30, lqgl states that
the Municipality should maintain updated prope(y accounting records. Also, the
GASB Statemenl No.34 require$ that all capital assels, including infra\tructure,
must be presented in the Statemenl of Net Assels and that these assets must be
depreciated during its useful life.

Compelent and sufficient evidenlial malter related to the capital assets was not
available to suppo( the value, completeness and ownership oflhese assets.

The Municipality's Govemment-Wide Financial Stalements do not presenl fairly,
the financial position of the governmenlal aclivities, and the change in financial
position of the Municipality.

We recommend that the Municipality should continue lhe compilalion of
documents to support the value, completeness and ownership of its capital assets,

necessary to comply wilh the requirements ofthe GASB Slatemenl No. 34.

None

Actually, the Municipality's Finance Depanment staff are updating the capital
assets subsidiary ledger in the new accounting software purchased by the
Municipality.

Implementation Date: June 2013

Responsible Person: Mrs. Miraisa David Espana
Finance Depa(ment Director

Criteria

Cause of Condition

Effect of Condition

Recommcndation

Quesrioned Costs

Manag€ment R€sponse
and Corr€ctiv€ Action
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CortMo:lwEALTH oF PUERTo Rrco
MTNICIPALITY oF CoAMo

Schedule ofFindings and Questioned Costs (Continued)

Fiscal Year Ended June 30- 2012

Section Il- Financi.l Statements Findings

Finding Reference 12-02

St'rt.me.t nfConditinn

Criteria

f,ff€ct ofCordition

Financial Reporting - Accoutrtitrg Records

During our examination ofthe Municipality's accounting system, we noted that
the accounting data still require several reporting adjustments in order to present
the Municipality's financial statements in the modified accrual basis of
accounting, AIso, the accounting data require several reponing adjustments to
produce govemment wide financial statements.

The Municipaliry hires the professional services of local accounting frrms to
perform the required adjustment entries to present properly the modified basis
financial statements and compile th€ necessary information to convert its
accounting recor6 from modified basis to accrual basis as required by GAAP
and Law No. 81.

Chapter VIII. Article 8.010 of State Act Number 8l of August 10, l99l states
that the accounting management system established in the Municipality should
provide adequate and effect;ve financial informat;on for management decisions
and on accordance with GAAP.

The Municipality did not establish eiTective intemal control over the transactions
recorded on its accounting records. Also. the accounting data does not provide
adequate and effective financial information to generate the basic financial

The Municipality's accounling data did not provide update and complete
financial infomation that present the financial position and the result of
operations and the change in fund balances as is presented in the basic financial

We recommend 1o the Municipality's managemenl to continue with the new
accounting software post-implementalion process, in order to ensure the repo(s
produced by this software will be the primary data source for compiling the
Municipality's financial statemenis in accordance with the Generally Accepted
Accounting Principles.
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Schedule ofFindings and Questioned Costs (Continued)

Fiscal Year Ended June 30, 2012

Section Il - Financial Statem€nts Findings

Finding Reference

Questioned Costs

Management Response
snd Corrective Action

12-02 (Continued)

Microsoft Dynamics GP helped us to adhere better to regulations and controls,
proactively rnanage grants and budgets (managing expenditures and
appropriations), and strear ine accounting processes. Also, Microsoft Dynamics
applications provide us delailed, up{o-the-minule financial reports thal allow us
to make informed management decisions, to comply with reporting requirements,
and to ensure financial integrity and accountability.

Microsoft Dynamics GP was specifically designated to help the Municipality of
Coamo (o ensure and demonstrate legal compliance and fiscal accountability
over the fund-based accounting required by laws, regulations, and accounting
pronouncemenls. Also, this application was certified by the Office of
Commissioner of Municipal Affairs ("OCAM") as required by the State Act
Number 8l of August 30, 1991.

Since the first yellr of implementation of Microsoft Dynamics GP, the
Municipality's Financial Department staff fiscal hr-i been the best effon to record
transactions based on the modified accrual basis of accounting, io order to
provide to the management to-the-minute financial information to take informed
management decisions- Also, the financial informalion accounted for through
Microsoft Dynamics GP is the primary data source for compiling the
Municipality's financial statements in accordance wilh the Generally Accepted
Accounting Principles.

With respect of the issue of sla(e, local and federal grants grouping for firnd
financial reporting purposes, we solved this issue with lhe implementation of an
actuali zed version of the accou nting software si nce July I , 201 2.

Implemenl tion Drle: July 2012

Responsible Person: Mrs. Miraisa David Esparra
Finance Department Direclor
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Schedule ofFindings and Questioned Costs (Conlinued)

Fiscal Year Ended June 30.2012

Finding Reference

Srrtement ofCoodition

Section III-Major Federal Arvard Program Findiogs and Questioned Cost

l2-03

Community Development Block Gratrts - State's Program (CFDA No.
1,1.22E); U.S. Department ofHousing and Urban Development; Pass through
th€ Commonwealth of Puerto Rico - Oftce of Commissioner of Municipal
Aff irs (OCAM)

Community D€v€lopmetrt Block Grants - ARRA State's Program Eecov€ry
Act Funded) (CFDA No. 14.225); U.s. D€partment of Housing atrd Urban
Developm€trt; Prss through the Commonwealth of Puerto Rico - Oflice of
Commissioner of Municipal Afiairs (OCANf)

Allowable Activities

We performed a housekeeper activities test of eight (8) participant's files and

found the following exceptions:

a) ln the three (3) participant's files. we noted that the eligibility approval form
was not completed by the program staff

b) ln the eight (8) participait's files, we did not find evidence that demonstrate
ifrhe program staffvis;ted at leasttwice per monlh the participant's housing
unit to ensure the qualiry ofservices,

c) In one (1) participan! file, did not complete the approval appl;cation form
ocAM-AH-004A.

Code of Federal Regulations 24, Section 570.484 states that the Municipality
must zrssure that the program funds benefit very low, Iow- and moderate income
peBons and reiain documentation justifying its cenification. Also, the
Municipality has an operational guide that includes all procedures and program's

requirements for housekeeper activities.

The Municipality's controls and procedures failed to assure that the panicipant's

files include all the required documents to comply with the progmm

requirements.

The Municipality is not in compliance wilh the Code ofFederal Regulations 24,

Section 570.484 and wi(h the operational guide.

We rccommended managemenl to follow the procedures established by the

Omce of the Commissioner of Municipal Affairs (OCAM) in the procedures

manual, including the use ofthe forms included on il.

Cril.ri,

Cause ofCondition

Efiect ofCondition
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Schedule ofFindings and Questioned Costs (Continued)

Fiscal Year Ended June 30. 2012

Section III - Major Federal Award Program Findings and Questioned Costs

rinding Rderenc€

Questioned Costs

Management Response
and Corrective Action

l2-03 (Continued)

None

The Program staff with the responsibilities to maintarn the padciPants' files in

compliance with the Program regulations was required to take corective
measures in order to assure application of all of the procedures and to use all

forms specified in the procedures Suide "Guia Operacional para la Prestaci6n del

Servicio de Auxiliares en el Hogar". Also, the Program staff will be monitored

frequently for compliance, by the Federal Programs Department Director

lmplementationDate: April2013

Responsible Person: Mr. Crist6bal Bonilla
Federal Programs Department Director
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Schedule ofFindings and Questioned Costs (Continued)

Fiscal Year Ended June 30,2012

Section III -Major Federal Award Progmm Findings and Questiotr€d Costs

t2-04

Community I)evelopmert Block Grants - St t€'s Program (CFDA No.
14.228); U.S. Department ofHousing and Urban Development; Pass through
th€ Commonwealth of Puerto Rico - OIfice of Commissioner of Municipal
Affairs (OCAIVI)

CommuDity Development Block Gmnts - ARRA State's Program (Recovery
Act Funded) (CFDA No. 14.225); U.S. Department of Housing ard Urban
Developmetrt; Pass through the Commonwealth of Puerto Rico OInce of
Commissioner of Municipal ffairs (OCAM)

Cash Matragemetrt

During our Cash Management test, we examined eleven (ll) cash advances
received by the program during the fiscal yeat 2O1\-2O12. The following
summarizes the situalions found:

Finding Refer€nce

Requirement

Slatement ofCo.dition

Criteria

a) In three (3) requisitions of funds (a total of$21I,107), we observed that the
Municipality made the disbursem€nts between 1en (10) to twenty nine (29)
days after the deposits.

Code of Federal Regulations 24, Subpan l, Sec.570.489 (c) requires a cash

management system in order to minimize the time elapsed between the transfer
of funds from the pass-through grantor and disbursemenls made by the grantee.

The Municipality's disbursements procedures failed 10 assure that funds
requested and received from the Pass-through Grantor be disbursed in
compliance with the Code ofFederal Regulations Requirements.

The Municipalily is not in compliance with Code of Federal Regulations 24,

Subpart l, Sec.570.489 (c).

We recommend management to strengthen its disbursement procedures to
minimize the time elapsed between the tmnsfer of funds lrom the pass-through

gantor and the disbursements made by the Municipality.

None

Cruse of Condition

Effect of Condition

Questioned Costs
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Schedule of Findings and Questioned Costs (Continued)

Fiscal Year Ended June 30. 2012

Section III - Major Federal AwardProgram Findings and Questioned Costs

FinditrsReferenc€ l2-04(Continued)

Management Response
and Correctire Actioo As part of our corrective action plan, we are going to start the disbursement

process when the requisitions of funds are submitted to the Office of the
Cornmissioner of Municipal Affairs (OCAM) in order to assure that when the
funds are transferred by the Pass-through Grantor the program will disburse them
immediately.

lmplemen(ationDate: April2013

Responsible Person: Mrs. Miraisa David Esparm
Finance Department Director
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Schedule ofFindings and Questioned Costs (Continued)

Fiscal Year Ended June 30. 2012

Section III- Major Fedeml Award Program Findings and Questioned Costs

riDding Ref€rence

Program

Statement ofCondition

Criterir

Cause ofCondition

l2-05

Community Developmetrt Block Grants - Stlte's Program (CFDA No.

14,22E); U.S. DeDartment ofHousitrg and Urban D€velopmeDt; Prss through
th€ Commonwealth of Pue o Rico - Oflice of Commissioner of Municipal
Affairs (OCAND

Commudty Development Block Gmnts - ARRA State's Program (Recovery

Act Funded) (CFDA No. 14.225); U.S. Department of Housitrg tnd Urban
Developmetrt; Pass through the CommoDwealth of Puerto Rico - Oflice of
Commissioner of Municipal Afiairs (OCAM)

Davis-Bacon Act

During our Davis-Bacon Act 1est, we verified one (l) construction project. The

follo*ing will summarize the exceptions noted:

a) We noted that during the fiscal yeal 201l-2012, the Municipality did not

apply adequate monitoring procedure to required on_site visits to monitor the

classifications of workers and wage rates paid.

b) We did not obtain evidence that the Municipality's monitors certified the

weekly payroll supplied by the contractors

Davis-Bacon Act, as amended DOL (40 USC 276^to216a-'7).

The Municipality's controls and procedures failed to apply atl monitoring system

procedures deviloped to test applicable contractors with respect to payment of
prevailing wages.

The Municipality is not in compliance with D'"ii-Racon Act a! amended DOL

(40 USC 276a to 276a-'7\.

We recommend that the Municipatiry should establish defined procedure to

monitor the enforcement ofthe Acfs regulation. Those procedures would include

the following:

a) On site vis;ts;

b) Obtain contractor's and subconlractols weekly payrolls to b€ reviewed on a

weekly basis to establish the degree of compliance and the nalure and

exten; of violations. if anv, and then, communicale contractors Promptly

about any failure in the payroll process.

Efeci ofCoDdition
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Schedule ofFindings and Questioned Costs (Continued)

Fiscal Year Ended June 30,2012

Section III - Maior Federal Award Program Findings and Questioned Costs

Findins R€lercnce

Q'rcstioned Cosis

Management Response

and Corrective Action

12-05 (Continued)

None

A\ Da( of our coreclire aclion pldn. we !till lrain a ne$ program sldff about

Dd\is-Bacon Acl requrremenl\. in order to Perform lhe required rltits to Lhe

project, and monitor the classifications ofthe workers Also, we will instruct the

ne* prog.u,n staff to monitor the weekly payrolls provided by the contractor, in

ordei to ierify the contractor's compliance with respect to payment of prevailing

wages.

Implementation Date: APril 2013

Responsible Person: Mr Crist6bal Bonilla_ 
Federal Pro$ams Department Director
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MUNICIPALITY oF coAMo

Schedule ofFindings and Questioned Costs (Continued)

Fiscal Year Ended June 30, 2012

Sectiotr III -Major Fedeml Award Program Fitrdings and Questioned Costs

Finding Reference

Progrrm

Statement of Condition

t2-06

Community Development Block Gratrt - St'te's Program (CFDA' No'

14.228); U.-S. Department ofHousing and Urban Developmert; Pass through

State - Omce of Commissiotrer of Municipal AIIairs

Community Development Block Grants - ARRA State's Program (Recovery

Act Funded) (CFDI No. 14.225); U.S. Departmetrt of Housing ard Urban-

Developmetrt; Pass through the CommoNvealth of Puerto Rico - Olfice of

Commissioner of Municipal Afiairs (OCAPI)

Program Income

During our audit of the program income requirements we noted that the

Munic:oalirv did not m;inlain inlemal conlrols Io assure lhe proper

dererminarion. accounting and u'e ol program income:

a. Program income records \ ere nol a!ailable for our examinalion'

b. thal program income $as nol reporled in accordance $ilh lhe program

requiremenls and olher regulations applicahle'

Code of Federal Regulations 24' Subpart C, Pan 85'20 (b) (2) states th.1t tl'€

'"r*... -J *t *ruit... .ur, mainr;in records $hich adequatet) idenliry the

iour." ,rl uppriiaio, of funds. protided for llnanciall)'a55isted activirie''

illr" .""o.at'r*, 
"on 

ain information p€rtaining to granl or sub-grant awalds

*i 
"rtf,ori-ti"*, 

obligations. unobligtted balances, assets' liabililies' outlays

-.:<p""airr..., *a ,".ime. And Code ofFederat Regulations 24' Part 5?0'489

(b) (2)

Code of l-ederal Reguldlions 2'1. Pan 570'48q ler (ll Ht D requires vigorous

iate orer"ieht ol icorered funds relained al lhe locdl le\el' Commun()

ti...r"".""i r,"i,tt. 
"f,imate 

respon5ibility lor lhe proper use of lhese fund' and

.r., anrura thal Program lncome is u'ed in a manner cons'slenl $lth

;;;lr;;,. for this"reason. dnnual Program tncome'Mi5cellaneous Re\enue

il;;;;;-;.;;t,J (see Anachmenr q-it 'q srantee sirh lhe porenrid-l or

;J;;";;.."ptr'. fund' musr 'ubmir 
a repon for rhe fiscal vear ending June

30.

The Municipalir) did nol mainlain adequale inlemal controls in order to assure

rhe proper delerminalion. accounling and use of progBm income'

Criterit

Cause ofCondilion
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Schedule of Findings and Questioned Costs (Continued)

Fiscal Year Ended June 30,2012

Section III - Major Federal Award Program Findings atrd Questioned Costs

findinsR€fercnce 12-06(continued)

Effect of Cotrdition The Municipality is not in compliance with Code of Federal Regulations 24,

Subpart C, Part 85-20 (b) (2), and Code of Federal Regulations 24, Part 570.489
(e) (3).

Rccomm€ndation We recommend management to develop intemal controls and procedures in order
to assure thal the handling of Progam Income complies with federal and state

requirements

Questioned Costs None

Management Respom€
and Corrective A.tion As we informed to the External Auditors, we submit the required

Program Income Report to tle Office of the Com.rnissioner of Municipal

Affairs (OCAM, by its acronyms in Spanish), reporting no program

income for the natural year 2011 (report required to be submitted

annually), because we did not have program income generating activities

during the fiscal year 20ll-2012. Therefore, such compliance

requirement it's not applicable for our CDBG Program at this time, and

then, we did not concur with the finding-

ImplementationDate: NotApplicable

ResponsiblePerson: Crist6balBonilla
Federal Programs Depanment Director

96



CoMMoNIvEALTH oF PUf, RTo fu Co
MtNICIPALITYoT CoAMo

Schedule ofFindings and Questioned Costs (Continued)

Fiscal Year Ended June 30, 2012

Sectio[ III - Major Federal Award Program Findings and Questioned Costs

Finding Refereme 12-07

Progr.m

Requiremetrt Equipmetrt atrd Retl Property Managemetrt

Srrrement ofcondition Section II - Fimtrcial Strtements FindiBgs - trinditrg Reference 12-01

Community Development Block Gr.trts - State's Program (CFDA No.
1,1.228); U.S. Departmetrt of Ho sing atrd Urban Developmetrt; Pass through
the Commonwealth of Puerto Rico - ollice of Commissioner of Municipal
Affairs (OCAIVO

Community Development Block Grants - ARRA State's Program (Recovery
Act trutrded) (CFDA No. l,t.22o; U.S. Department of Housitrg and Urban
I)eveloDment; Pass through the Commonwealth of Puerto Rico - Omce of
Commissioaer of Municipal Afiairs (OCAM)
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Schedule ofFindings and Questioned Costs (Continued)

Fiscal Year EndedJme 30,2012

Finding Reference

Progrrn

Requirement

Slatement ofCondition

SectioD III- Major Federal Award Program Findings atrd QuestioDed CosE

l2-08

Public and Itrdian Housitrg (CFDA 14.850); U.S. I)epartmert of Housing
,nd Urbrn Development

Eligibility Test

During our Eligibility Test, we examined ten (10) participant's files related to
"Las Palmas Housing Project", ten (10) participanfs files related to "Coamo
Housing Project" and ten (10) padcipant's files related to "Eden Housing
Projeca'and we found the following:

a. Eieht (8) participant's files did not include the Enteryrises Income
Verification (ElV) related to "Las Palmas Housing Project".

b. Ten (10) participant's files did not include the Enterprises Income
Verification (ElV) related to "Coamo Housing Projecf'.

c. Eight (8) participant's files did not include the Enterprises Income
verification (EIV) related to "Eden Housing Project".

Code ofFederal Regulations 24, Sections 5.609 established that as a condition of
admission or continued occupancy, the tenant must provide all necessary

information and documentation required and tmant's authorization to veriry
income eligibility. 24 CFR Subpart K Section 982.516 (a), establish€d that PHA
responsibility for reexarnination of family income and composition at least

annually, (2) the PHA must obtain and documenl in the tenant file third-party
verificalion. Code of Federal Regulations 24, Section 5-233 (a) (2), states that
processing entities must use HUD'S EIV system as a third-party source to veriry
tenant employment and income information. in accordance with $5.236-

The Program's officem did not obtain all required documentation to validate the
participant's eligibility. In addition, the Municipality has no effective monitoring
review process for the program intemal quality control.

The Program does not comply with Code of Federal Regulat;ons 24, Sections

5.609, Subpart K Section 982.516 (a), Section 5.233 (a) (2), 5.236 and could

have an effect on the corr€ctness and timeliness of HAP payments.

Criteria

C,use ofCondition

f,ffcct of Condition
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Schedule ofFindings and Questioned Cosrs (Continued)

Fiscal Year Ended June 30,2012

Section III - Major Federal Asard PrograD Findings and Questioned Costs

FhdingRefer€nce 12.08(Coniinued)

Recomn€ndation The Progam should strengthen intemal control procedures to monitor
performance, ensure compliance with these requirements and train staff on
documentation and verification process.

Questioned Costs None

Msnagement Rcspons€
and Corrective Action Related to the Public and Indian Housing program, we will review the

docurcntation protocol and will instruct the Program's Staff in order to strength
our intemal control and procedures in the use of the Enterprises Income
Verification (EIV) system to increases the efficiency and accuncy of income and
reDt determinations.

ImplemenrationDarer April2013

ResponsiblePerson: Crist6balBonilla
Federal Programs Depanment Director
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Schedule ofFindings and Queslioned Cosrs (Continued)

Fiscal Year Ended June 30. 2012

Iindins Refcrence

Program

Requircment

Statcm€nt of Condition

Criteria

Section III - Major Federal Arvard Program Findings and Questioned Costs

Cause of Condilion

t2-09

Section 8 Housing Choice Vouchers Program (CFDA 14.82f) U.S.
Departmenl ofHousing and Urban Development

Special Test - Housing Quality Standards lnspections and HeS
Enforc€menl

During our verification, the Municipality did not perform the required Housing
Quality Control re-inspections during the fiscal year 2011-2Ot2.

Code of Federal Regulations 24, Subpart I, 982.404 and Secrion 982.158 (d) and
982.405 (b) states that the PHA musr inspect the unir leased ro a family at leasr
annually to determine ifthe unit meets Housing Quality Standards (HOS) and the
PHA mus! conduct quality control re inspections. Also the PHA must prepare a
unit inspection report.

The Municipality did not maintain adequate monitoring procedures to ajsure that
annual re-inspections Housing Quality Control re-inspections are properly
performed.

The Municipaliry is not in compliance with Code of Federal Regulations 24,
Subpart I, Sectioo 982.404 and 982.158 (d) and 982.405 (b).

We recommend management to implement in(emal control procedures to assure
thal annual inspections and quality control re-inspections nre properly performed.
The PHA supervisor or other qualified person must re-inspect a sample of units
under contract during the last PHA fiscal year. Completed HeS inspections
included in the sample must be no older than three months at the time of re-
inspection. In tddition, the quality control re-inspection should provide feedback
on inspector's work, which can be used to determine ifindividual performance or
general HQS training issues need to be addressed.

None

The Quality Control Re-inspections will be performed in accordance with our
Administrative Plan, revised on March 2012. But, it's important to comment that
we have a well trained HQS Inspector who inspect the units leased to each
family at least annually to determine if the unit meets Housing euality
Stdndards (HQS), and prepare the required unit inspection reports.

ImplementationDate: April20l3
ResponsiblePerson: CristobalBonilla

Federal Programs Department Direclor
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Schedule ofFindings and Questioned Costs (Conlinued)

F'iscal Year Ended June 30. 2012

Section III- Major tred€ral Award Program Findirys rtrd Questioned Costs

FindingRef.retrce 12-10

Program

Statcmenr of Condition

Sectiotr E Ilousing Choice Vouchers Program (CFDA 14.871); U.S.
Department ofHousing and Urban Development

Eligibility Test

During our Eligibility Test, we examined twenty (20) participant's files and we
found the following deficiencies in the enterprises income verification (EIV):

a. ln seventeen (17) participant's files the PHA did not fill the Tenant
Certification page in its entirety.

b. One (l) panicipanl's file did not include the Enterprises Income
Verification (EIV).

Code ofFederal Regulations 24, Sections 5.609 established that as a condition of
admission or continued occupancy, the tenant must provide all necessary
information and documentation required and tenant's authorization to verify
income eligibility. 24 CFR Subpart K Secrion 982.516 (a), eslablished that PHA
responsibility for reexamination of family income and composition at least
annually, (2) the PHA must otrtain and document in the tenant file third-parry
verification.

The Program's oflcers did not complete the required documentation to validate
the panicipant's eligibility. In addition, the Municipal;ry has no effective
monitoring review process for the program ;ntemal quality control.

The Program does not meet all in compliance with Code ofFederal Regulations
24, Sections 5.609, Subpart K Section 982.516 (a), and could have an effect in
the performance on SEMAP report.

Th€ Program should strengthen intema, control procedures to monitor
performance, ensure compliance with these requirements and lrain stalI on
documentation and verifi cation process.

Cdierir

Cause ofCondition

ElTeot ofConditiotr

t0l
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MUNICIPALIY oF CoAMo

Schedule ofFindings and Queslioned Cosrs (Continued)

Fiscal Year Ended June 30. 2012

Finding Rcference

Questioned Costs

Management RespoNe
and Corrective Action

Section III - Major Federal A$ard Program Findings and Questioned Costs

12-10 (Continued)

None

The purpose of HUD'S EIV System is to make integrated income data available
from one source, via the Intemet, for PHAS to use 10 improve income verification
during required income reexanlinations (a PHA'S staff income verification tool).
For Section 8 HCV Program activities, as a condition of admission or continued
occupancy, we require the tenant and other family members to provide necessary
informalion, documentation, and releases for the PHA to verify income
eligibility. Also we use the EIV System to realize the matching process for
households covered by each HUD-Forrn 50058 and individuais who have
disclosed a valid Social Se.urity Nurnber (SSN). Therefore, we did not concur
with the Statement, Criteria, Cause and Effect of Condition as described above.
which explain in a general form (ir's not in sufflcient detail as required by the
OMB A 133) that the External Auditors noled "dqlicietrcies in the i{onMtil'tt
obtdined in the enterprises incone vrifrcation (r1y)",. bur did nol provide to us
the specillc lacts that suppon the deficiencies in the audit finding to permit us lo
know lhe specific f cts and, if necessary, take the applicable corrective actions.
We did nol control the informalion provided by rhe EMystem; we only obtain
informalion from the EIV as part ofour reexarnination procedures, and use il as a
tool (o verify the tenant and other family members' inco:ie. We accept that, after
a detailed examinalion by us of (enant files audited, we observed that in one of
the lwenty fiies examined by the Exlemal Audilors, the EIV reported a recent
source of income thal was not considered by our Staffin the tenant's rent subside
delerminalion, and therefore, we will evaluate the effect of this fact in order to
consider a fraud recovery, and prospectively, we will slrenglh our internal control
and procedures in order to increases lhe efficiency and accuracy of income and
renl determinations. But again, we did nol concur with lhe Exlernal Auditor
finding adjudicated to the Section 8 HCV Program, because is our believe that
we are managing the programmatic and administrative matlers of the Prog.am
efficiently and properly; all of the currenl pa(icipants are delermined eligible
base on the Program requirements, and all of the lenanl rent subside ha\ been
properly detennined in general (erms.

Implemenhtion Date: April 2013

Responsible Person: Cristobal Bonilla
Federal Programs Department Direclor

t02



CoMlrol\ EALTH oF ptrERTo fuco
MT.NICIPALITY oT CoAMo

Schedule ofPrior Years Audir Findings

Fiscal Year Ended June 30. 2012

Original
Finding
Number

CFDA
No-

Current Status ofPrior Year Audit Federal Award Findings - part III Findings
(As rEuired by OMB Circular A_133)

I | -03 14.228

form
did

No corrective action was taken. The auditors reissued the finding for the current
year. Finding Reference 12-03

Durils eur CAsh Manaqement test. we examined eleven (ll) cash advances
eived fiscal 2011.

averaee cash balance of958.380 in books.

No corrective action was taken. The auditors
year. Finding Reference 12-04

reissued the finding for the current

Drosam durins rhe
ituations found: ln ei

I l-04 14.22a

ll-05 14.228 Section II - Financial Statements Findines - Findine Reference 11-01

No cofiective action was 1aken. The auditors reissued the finding for the cuffen1
year. Finding Reference I2-07

10-03 t4.228

No corrective action was raken. The audjtors reissued rhe finding for the current
year. Finding Reference I2-03
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Schedule ofPrior Years Audit Findings (Continued)
Fiscal Year Ended June 30.2012

Original
Finding
Number

Currenl Slalus of Prior year Audit tederal Au ard I indine5 _ pad III Findinqs
(As required by OMB Circular A_IJt)

11.228l0-01

No corrective action was taken. The auditors reissued the finding for the current
year. Finding Reference 12-04

No corrective action was taken. The auditors reissued the finding for the crment
year. Finding Reference 1 2-07

t1.228

The audit finding does not warrant further action because two years have passed
since the audit reporr in which the finding occurred was submitted to the F'edJ
clearinghouse.

14.228

The audit finding does not warranl fu(her actjon because two years have passed
since the audir report in which rhe finding occuned was submined to the Federal
clearinghouse.

CFDA
No

Durine our Cash Manasement

Derelopmenr BlocL Crdnt-State proqram cash accounr -rinr,;n"Il ill*i

l0-05 14.22a

09-03 We performed a housekeepinq actjvilies test of ten 00) paniciDant,s fil€s and
to.utdlie tdllowing exceotions: In the ren (10) oarticioant.s iles. ;;;;;;;]f,;
.lic'!+ry+pplaJal IL- "u' no, .orot.,.a ut rl,;;;*u.;;lT,l;l;;Gii0t
op.,licipaqs !tls:-ls-r!id aq-.1[4!lsriden.. rhar a.mo*Gre il rhe o.oE i
visired ai le,$ rwi." ."' m^nrA ,- ^"*i^i---i -
of r"*i..., ln th" r"n doffi

09,01 We p€rformed a housinq rehabilitation test often (10) Darticioant,s files an.t fonn,j
parlrcrpanlltle. we did nol idenri& evidence of
four t4t oanicioanr fileq. ue nored rhar-iii
r fOCAM-R\4V-08-00q, \\a\ nol comptered bl
inrnr lil-- .L- D.^-^- ^.^--r- -"

rhe disabilirv ceflific;;;. In ti;
expense reeis{er the application fom
the Darticinant: In fn,,r 14i n,in
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CoMMoNVEALTH oF pUERTo Rtco
MUNICIPALITY oF CoAMo

Schedule ofPrior Years Audir Findings (Continued)

Fiscal Year Ended June 30. 20t 2

Original
Finding
Number

CFDA
No.

Current Status of Prior Year Audit Federal Award Findings - part III Findings
(As required by OMB Circutar A_t33)

09-05 11.228 Section II - Financial Statements Findines Findinq Reference 09-01

The audit finding does nor warrant further action because two years have passed
since the audit repo( in which the finding occurred was submitted to the federal
clearinghouse-
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