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Ldpez-Vega, CPA, PSC

Cerlifred Public AccountaLts / MaoagemeBt Advisors

Uenbcr of:
. Americrn Institrle of

Cs.tifi ed P[blic Accountads
. Plr3no Rico Society of

Certif:.d Public Accountrnts

INDEPENDENI AUDITORS' REPORT

To the Honorable Mayor and
the Munlcipal Leglslature
Munlcipality o, Luquillo
Luqulllo, Puerto Rlco

We have audited the accompanying ,lnancial statements of the govemmental activities, each
major fund, and the aggregate remaininEl fund information oi the Municipality ol Luqulllo,
Puerto RIco (Munlclpallty) as of and for the yeat ended June 30,2072, which collectively
comprise the Municlpality's basic financial statements as l:sted in lhe table of contents. These
financial statements ars the responsibility of ths Munlcipality's managemsnt' Our responsibility
isto expressopinions on these financial statements based on our audiL

We conducted our audat in accordance vvith auditing standards generally accepted in the United
States ofAmerica and the standards applicable to financaal aud'rts contained in the Government
Auditing Standards, issued by the Comptroller General of the United States. Those standards
require that we plan and perform lhe audit to ohtain reasonatrle assurance about whelher the
financial statements are free of material misstatement, An audit includes examinin& on a test
basis, evidence supporting the amounts and disclosures in the iinancial statemerts. An audit
also includes assesslng the accounting principles used and s;llnificant estimates made by

management, as well as evaluating the overall financial siatements presentation. we believe

that our audit provides a reasonable basisfor our opinions,

ln our opinion, the financial statements refefled to previously present fairly, in all material
respects, the respective financaal position of the governmental activities, each major fund, and
the aggregate remaining fund information of the Munlclpallty ot Luquillo, Puerto Rlcr, as of
)une 30,2OL2, and the respeclave changes in financial position, thereof fo|the year then
ended in conformity with accounting pranciples generally accepted in the United States of
America.

ln accordance with Government Auditing Standards, we have also issued our report dated March 21,
2013, on our consideration of the Municlpallty of Luqulllo's internal control over financial reportirlg
and on our tests of its compliance with certain provisions of laws, regulations, contracts, and granl
agreements and other matters. The purpose of that report is to describe the scope of our testing of
internal control over financial reporting and comdiance and the results of that testing, and not to
provide an opinioo on internal control over financial reporting or on compliance. That report is an
integral part of an audit performed in accordance with Government Auditing Standards and should be
cori-sidered in assessing lhe re.sults of olrr audit.

r
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INoEPENDEI,IT AUDTTORS' REPORT {CONTINUED)

Accounting principles generally accepted in the t nited States of America require that the
management'g dis,cugsion and 6naly9'r9 8nd budget€ry oomporison information on pages 3
through 12 and 52 be presenled to supplement the basic financial statements. Such
intormalion, although not part of the basic financial statements, is required by the
Governmental Accounting Standards Board, who considers itto be an essential part offinancial
reporting for placing the basic financial statements in an appropriale operational, economic, or
historical context. We have applied certain limited procedures to the required supplementary
lnformatlon ln accordance vrlth the auditing slandards generally accepted ln the United States
of America, which consisted of inquiries of management about the methods of preparing the
information and comparing the information for consistency with management's responses to
our rnquines, the bagc frnancral statemems, and other knowledge we obtarned dunngour audit
of the basc financial statements. We do not express an opinion or provide any assurance on
the information because the limited procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance,

Our audit was conducted for the purpose of iorming opinions on the financial statements that
collectively comprise the Munlcipallty o, Luqulllo's financial statements. The schedule of
expenditures of federal awards, as required by U,S. Ofiice of Management and Budget Circular
A-133, Audits of States, Local Governments, and Non-Profil Organizations, are presented for
purposes of additional anaDsis and are not a required pan of the financial statements, Sucrr
information is the responsibility of management and was derived from and relates directly to
the underlying accounting and other records used to prepare the fnancial statements. The
information has been subjected to the auditing procedures applied in the audit of the financial
statements and cenain additional procedures in accordance with auditing standards generally
acceded in the tlniled States of America. ln our opinion, ,he schedule of expendihlres of
federal awards ls fakly stated in all material respects in relalion to the llnancial statements as a
lirhole.

San Juan, Pueno Rico
[4arch 21,2013

Stamp No.2632097 ofthe Puerto Rico
Society of Certified Public Accountants
was afflxed to the record copy of thls reporl
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Crmfied Public Accountants / Managerte Adyisors



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

MANAGEMENT'S DISCUSSION AND ANALYSIS

YEAR ENDED JUNE 30, 2012

This discussion and analysis ofthe Municipality oI Luquillo (the Municipality) financial performance
provides an overview of the Municipality's financial activities for the fiscal year ended on June 30,
2ot2.Ihe Management Discussion and Analysis (MD&A) should be read in conjunction with the
accompanying basic financial statements and the accompanying notes to those financial
statements. The discussion and analysis includes comparative data for prior year as this
information is available for the fiscal year ended on June 30, 2011, second year of implementation
of Governmental Accounting Standards Board (GASB) Statement No. 34, "Basic Financial
Statements - and Management's Discussion and Analysis- for State and Loca, Governments." This
MD & A is prepared in order to comply with such pronouncement and, among other purposes, to
provide the financial statements users with the following major information:

1. a broader basis in focusing important issues;

2. acknowledgement of an overview of the Municipality's financial adivities;

3. provide for an evaluation of its financial condition as of the end of the fiscal yeat 2ott-
2012, compared with prior year results;

4. identification of uses of funds in the financing of the lVunicipality's variety of activities and;

5. assess management's ability to handle budgetary functions.

FINANCIAL HIGHLIGHTS

The financial condition and results of operations as reflected in the financial statements prepared

fo( fiscal yeat 2Ol2 constitute factual evidence of the Municipality's economic strength by the end

ofsuch year. The following comments deserve special mention:

1. At the end of fiscal year 2OL2, total liabilities amounted to $24,277,A21'- Out of said
amount, $21,376,872 corresponded to long-term liabilities of which $19,085,000
represented the outstanding balance of bonds and notes issued. The Municipality continued
to meet all debt service requirements, most of which was paid from self-generated

revenues;

2. Total net assets of the Municipality amounted to $34,472,960 which represents an
increase of 2% compared to prior fiscal year;

3. Total revenues available for the financing of activities as reflected in the Statement of
Activities amounted to $75,452,752, derived from the following sources: $41,182 charges

for services; $2,527,312 from operating grants and contributions; $1,231,926 from capital
grants and contributions obtained from other sources, and $71,652,332 from general

revenues available;

3



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDEDJUNE 30,2012

FINANCIAL HIGHLIGHTS (CONTINUED)

4. Total expenses incurred to afford the cost of all functions and programs as reflected in the
Statement of Activities amounted to $14,756,109;

5. As reflected in the Statement of Activities, the current fiscal year operations contributed to
an increase in the Net Assets figure by $696,643;

6. As of the close of the current fiscal, the N4unicipality's Governmental Funds reported
combined ending fund balances of $14,375,377;

7. At the end of the fiscal year, the Municipality's General Fund balance amounted to
$1,646,739. lt is pertinent to note that it is the municipal administration's contention that
the importance of such figure should not be overestimated since it has adopted the policy to
use internal generated resources to increase services to Municipality's community rather
than let them unused in the accounted records;

8. The actual General Fund budgetary activities resulted in a favorable balance of $62,929
which is indicative of full compliance with the balanced budget principle applicable to all
municipalities of the Commonwealth Government of Puerto Rico as required by the
Municipal Autonomous Act enacted in August 1991.

FUNDAMENTALS OF FINANCIAL STATEMENTS PRESENTATION

The new approach used in the presentation of the financial statements of the Municipality is based
on a government-wide view of such statements as weil as a presentation of individual funds
behavior during fiscal yeat 2OL2. The combination of these two perspectives provide the user the
opportunity to address significant questions concerning the content of said financial statements,
and provide the basis for a comparable anallsis of future years performance. The comparative
analysis is a meaningful and useful management tool for municipal management in the decision
making process.

Under the aforementioned approach, assets and liabilities are recognized using the accrual basis of
accounting which is similar to the method used by most private enterprises. This means that
current year's revenues and expenses are accounted for regardless of when cash is received or
paid.

4



COIlIMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2012

FINANCIAL STATEMENTS COMPONENTS

The basic financial statements consist of the government wide financial statements, the major
funds financial statements and the notes to the financial statements which provide details,
disclosure and description ofthe most important items included in said statements.

The Statement of Net Assets reflects information of the Municipality as a whole on a consolidated
basis and provides relevant information about its financial strength as reflected at the end of the
fiscal year. Such financial level is measured as the difference between total assets and liabilities,
with the difference between both items reported as net assets. lt is important to note that although
municipalities as governmental public entities were not created to operate under a profit motive
framework, the return on assets performance plays an important role in their financial operations.
The higher the increments achieved in net revenues, the higher the capacity to increase the net
assets figure either thru additional borrowings or thru internally generated funds. This in turn will
benefit the welfare ofthe constituents.

The Statement of Activities is focused on both gross and net cost of the various activities of the
Municipality. lt presents information which shows the changes in the Municipality's net assets at
the most recent fiscal year. Based on the use of the accrual basis of accounting, changes are
reported as soon as the underlying event occurs, regardless of the timing of the related cash flows.
Under said approach, revenues and expenses are reported in the Statement of Activities based on

the theory that it will result in cash flows to be realized in future periods.

A brief review of the Statement of Activities of the lvlunicipality at June 30, 2012, shows total
expenses incurred to afford the cost of all functions and programs amounted to $14,756,109.
Upon examining the sources of revenues for the financing of said programs, the Statement reflects
that $3,800,420 was derived from the following sources: $41,182 charges for services;

$2,527,3L2 from operating grants and contributions; and $1,231,926 from capital grants and

contributions obtained from other sources. General revenues for the year amounted to
$11,652,332. when such figure is added to the $3,800,420 previously mentioned, total revenues

available for the financing of activities amounted to $75,452,752 There was an excess of
revenues over expenses in the amount of $696,643 which contributed to an increase in the figure
of net assets attained at the end of the fiscal year.

5



COMMONWEALTH OF PUERTO RICO
IvIUNICIPALITY OF LUQUILLO

MANAGEMENT'S DISCUSSION AND ANALYSIS . (CONTINUED)

YEAR ENDED IUNE 30, 2012

FINANCIAL STATEMENTS COMPONENTS (CONTINUED)

The Fund Financial Statement is another important component of the lvunicipality's financial
statements. A fund is a grouping of related accounts that are used to maintain accountability and
controls over economic resources of the Municipality that have been segregated for specific
activities. The lvlunicipal fund type of accountjng is used to demonstrate compliance with related
legal requirements. lnformation offered thru this Statement is limited to the lvunicipality most
significant funds and is particularly related to the local government only, instead of the government
as a whole. Government funds are used to account for essentially the same functions as those
reported as governmental activities. The funds are reported using an accounting method known as
modified accrual accounting which measures cash and all other financial assets that can be readily
converted into cash.

The fund statement approach gives the user a short term view of the Municipality's government

operations and the basic services it provides. Since the focus of government funds is narrower than
that of the financial statements as a whole, it also helps the user with comparable information
presented in the governmental activities report- By doing so, readers of the basic financial
statements may understand better the long-term effect of the Municipality's short-term financial
decisions.

INFRASTRUCTURE ASSETS

Historically, a significant group of infrastructure assets such as roads, bridges, traffic signals,
underground pipes not associated with utilities, have not been recognized nor depreciated in the
accounting records of the Municipality. GASB 34 requires that such type of assets be inventoried,
valued and repofted under the governmental column of the Government-Wide Statement. As

explained in the Capital Assets and Debt Administration Section of this MD&A, on July L,2OO2,lhe
lvunicipality commenced partially the prospective reporting of infrastructure assets. The

Municipality implemented the capitalization of infrastructure since July 1, 2006.

According to the requirements of GASB 34, the government must elect to either (a) depreciate the
aforementioned assets over their estimated useful life or (b) develop a system of asset
management designed to maintain the service delivery to near perpetuity. lf the government

develops the asset management system, (the modified approach) which periodically (at least every

three years), by category, measures and demonstrate its maintenance of locally established levels

of service standards, the government may record its cost of maintenance in lieu of depreciation. ln

this particular respect, the Municipality has elected the use of recognizing depreciation under the
useful life method and it contemplates to continue this treatment on said basis.

6



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2012

FINANCIAL ANALYSIS OFTHE MUNICIPALITYAS A WHOLE

Net Assets

The Statement of Net Assets serves as an indicator of the Municipality's financial position at the
end of the fiscal year. ln the case of the Municipality of Luquillo, primary government assets
exceeded total liabilities by $34,472,560 at the end ol 2012, comparcd to $33,776,317 at the
end of the previous year, as restated, as showed in the following condensed Statement of Net
Assets ofthe Primary Government.

Condensed Statementot Net Assets 2012 2oLL Change %

Current and other aisets
Capital Assets

current and other liabilities
Longterm liabilities

Totalliabiliries

lnvestment in capitalassets, net of
related debt
Restricted
Un restricted deficit

60,000,000

50,000,000

40,m0,000

30,000,000

20,000,000

10,000,000

$16.0A2.153 $14.457.698
42,604,624 37,938,184

$ a,624,455 L2%
4,610,444 A3%

58,690,781 52,395,442 6,294,499
(363,415)
5,961,671

!2%

ta2fk
39%

30%

4%
t7%

(58)%

2,840,949
21,376,a72

3,204,364
75,475,207

24,217.421 18,619,565 5,594,256

27,434,624
42,474.7 13
(5,440,381)

26,494,L84
70,7383a2
(3,456,179)

944,444
7,736,40L

\L944,204
$34,472,960 $33,776,377 $ 696,M3

a2012

a2011

7
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF LUQUILLO

MANAGEMENT'S DISCUSSION AND ANALYSIS _ (CONTINUED)

YEAR ENDED JUNE 30,2012

FINANCIAL ANALYSIS OFTHE MUNICIPALITYAS A WHOLE (CONTINUED)

Changes in Net Assets

The Statement of Activities reflects that for fiscal year 2012, the net effect of the revenues derived
from several programs plus current operating revenues compared to the total expense, amounted
to an increase of $696,643. Approximately 48 percent of the l\4unicipality's tota! revenues resulted
from grants and contributions, including federal aid, while 48 percent came from taxes. The largest
expenses were for general government, public works, culture and recreation and health and
welfare. As follow, is presented a comparative analysis of governmental wide data. With this
analysis, the readers have comparative information with the percentage of change in revenues and
expenses from prior year to current year.

condensed Statement of Activities

Charges for services
Operating grants and contributions
capital grants afi d contributions

i/unicipallicensetax
N4unicipalsales and Lrse tax
Other localtaxes
Grants and contributions not

restricted to specific Programs
lnterest and investment eam ings

Generalgovernment
Publicsafety

Culture and recreation
Health and welfare
Economic developmenl
Commun ity development
Education
lnterest on long term debt

Change in net assets

Net assets, beginn ing of yea r

Net assets, end of year

$ 4L7A2
2,527,312
r,23L,926

4,647,537
930,536

1,3a9,039
419,432

3,649,472
L64,772
407,204

$ 37,987
2,737,Oa6
1,700,472

4,338,867
933,126

7,266,624
566,a49

3,545,455
31234

456,653

--iE!ge-
$ 3,195
1209,704)
(468,546)

348,670
(2,590)

a22,415
1447,447 )

103,957
!37,534
(49,449)

(161,935)

a10,258
(197,048)
1,O13,992

40,990
(47,628)
(28,053)

(235,950)
a

153,103

15,452,752 75,614,647

5,928,O90
292,204

11.54O
3,472,213
2,LO5,O97

1a7,884
972,472

5,549
310,947

14,756,109 73,246,444 2,469,665

6,734344
95,160

4,025,572
3,513,203
2,017,469

rcg,435
736,922

5,s50
464,O50

9%

@)%
(2q%

a%
(11%

ao%
(26)%

3%
4%

(a!%

$)%

a4%
(68)%
aa%

l5)%
115)o/"

l25J%
o%

50%

19%

lToJ%

a%

696,643

33,776,377

2324.243

31,.448,O74

(1,631,600)

2,324,243

I

$ 34,472p60 $ 33,776,317 $ 696,643

2042 201,L



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

MANAGEMENT,S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2012

FINANCIAL ANALYSIS OFTHE MUNICIPALITY AS A WHOLE (CONTINUED)

Revenues 2012
o.27%

2.11%

Expenses 2012

a Cha rges for services

r Operating Brants and contributions

r Capital grants and contributions

a [/unicipal licensetax

rMunicipalsales and use tax

EOtherlocaltaxes

9Grants and conkibutions not
restricted to specific programs

r lnterest and investment earnings

I General gov€rnment

r Health and welfare

aCulture and recreation

a Economi6 d€velopment

a Community development

a Education

9

6.95%

-- 
1.97%

,,aa.otx



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

MANAGEMENT'S DISCUSSION AND ANALYSIS . (CONTINUED)

YEAR ENDED JUNE 30, 2012

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNDS

As noted earlier, the Municipality uses fund accounting to ensure and demonstrate compliance
with finance related legal requirements.

Govemmental Funds

The focus ofthe Municipality's governmental funds is to provide information on near-term inflows,
outflows, and balances of spendable resources. Such information is useful in assessing the
Municipality's financing requirements. ln particular, unreserved fund balance may serve as a
useful measure of a government's net resources available for spending at the end of the fiscal
yeat,

As ofthe end of the current fiscal year, the Municipality's governmental funds reported combined
ending fund balances of $14,375,377, an increase of g 7,767,942 in comparison with the prior
year. There are reservations of fund balance amounting to $14,375,377. This is the fund balance
that is not available for new spending because it is nonspendable ($1,485,979) and has already
been restricted 1) to pay debt service $4,267,775, 2) to pay for capital projects $9,523,420, 3)
for other purpose of $690,306. There is an unassigned fund deficit of $497,452 and $686,070
in the Special Revenues Fund-State & Locat Grants and in the Capitat project Fundstate & Local
Grants, respectively.

Within the governmental funds, it js included the general fund which is the chief operating fund of
the Municipality. As of June 30, 2072, the generat fund has an unassigned fund deficit of
$408,581.

GENERAL FUND BUDGEIARY HIGHLIGHTS

Over the course of the year, the Municipality Council revised the Municipality's budget in order to
include increases in revenues that were identified during the course of the fiscal year based on
current developments that positively affected the Municipality's finances. lncreases in budgeted
expenditures were also made since the law mandates a balanced budget.

CAPITAL ASSETS AND DEBT ADMINISTRATION

CapitalAssets

The Municipality's investment in capital assets as of June 30, 2012, amounts to $57,889,305,
with an accumulated depreciation of $15,280,677 (inctuding $1,131,518 of current year
depreciation expense), leaving a net book value of $42,608,628. This investment in capital
assets includes land, construction in progress, buildings, improvements, equipment,
infrastructure, furnishing, computers and vehicles. lnfrastructure assets are items that are
normally immovable and of value only to the state, such as roads, bridges, streets and sidewalks,
drainage systems, lighting systems, and similar items.

10



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDEDJUNE 30,2012

CAPITAL ASSETS AND DEBT ADMINISTRATION (CONTINUED)

The Municipality finances a significant portion of its construction activities through bond or notes
issuances. The proceeds from bond and notes issuances designated for construction activities
are committed in jts entirety for such purposes and cannot be used for any other purposes. As of
lune 30, 2012, the Municipality has 97,322,705 of unexpended proceeds from bond and notes
issuances that are committed to future construction activities.

Debt Administration

The Puerto Rico Legislature has established a limitation for the issuance of general obligation
municipal bonds and notes for the payment of which the good faith, credit and taxing power of
each municipality may be pledged.

The applicable law also requires that in order for a Municipality to be able to issue additional
general obligation bonds and notes such Municipality must have sufficient ..payment capacity'.
Act No. 64 provides that a N4unicipatity has sufficient "payment capacity, to incur additionat
general obligation debt if the deposits in such municipality's Redemption Fund and the annual
amounts collected with respect to such Municipaljty's Special Additional Tax (as defined below),
as projected by GDB, will be sufficient to service to maturity the Municipality,s outstanding
general obligation debt and the additional proposed general obligation debt ("payment Capacity,,).

The Municipality is required under applicable law to lely the Special Additional Tax in such
amounts as shall be required for the payment of its general obligation municipal bonds and
notes. ln addition, principal of and interest on all general obligation municipal bonds and notes
and on all municipal notes issued in anticipation of the issuance of general obligation bonds
issued by the lt/unicipality constitute a first lien on the N4unicipality,s Basic Tax revenues.
Accordingly, the Municipality's Basic Tax revenues would be available to make debt service
payments on general obligation munjcipal bonds and notes to the extent that the Special
Additional Tax levied by the llunicipality, together with moneys on deposit in the Municipality,s
Redemption Fund, are not sufficient to cover such debt service. lt has never been necessary to
apply Basic Taxes to pay debt service on general obtigation debt of the Municipality.

ECONOMIC FACIORS AND NEXT YEAR'S BUDGETS AND RATES

The Municipality relies primarily on property and municipal taxes as well as federal and state
grants to carry out the governmental activities. Historically, property and municipal taxes have
been very predictable with increases of approximately five percent. Federal and State grant
revenues may very if new grants are available but the revenue also is very predictable. Those
factors were considered when preparing the Municipality's budget fot lhe fiscal yeat 2OL2-2OL3-
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COMMONWEALTH OF PUERTO RICO
MUNtCtPALtTY OF LUQUTLLO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2012

FINAL COMMENTS

The lvlunicipality is an autonomous governmentar entity whose powers and authority vested on its
Executive and Legisrative Branches are specifically estabrished in the lvunicipar Autonomous Act
approved in August 1991. By virtue of such powers, it provides a wide range of services to its
constituents which includes, among others, public works, education, public safety, public housing,
health, community development, recreation, waste disposal, welfare and others. The
Municipality's principal sources of revenues are derived from property taxes, municipal license
taxes, subsidies from the Commonwealth of puerto Rico,s General Fund and contributions from
the Traditional and Electronic Lottery sponsored by said Government.

The Municipality's management is committed to a continued improvement in the confection of a
budget that will response to the needs of the public and private sectors in accordance with its
permissible revenues levels. Such has been the case of the financial operation corresponding to
fiscal yeat 2012. lt fudher contemplates to improve its current figure of net assets, which has
been identified as one ofthe main short and long-term objectives of the l\4unicipality.

FINANCIAL CONTACI

The Municipality's financial statements are designed to present users (citizens, taxpayer,
customers, investors and creditors) with a general overview of the lVunicipality's finances and to
demonstrate the Municipality's accountability. lf you have questions about the report or need
additional financial information, contact the lVunicipality's Chief Financiat Officer at pO Box LO12,
Luquillo, Puerto Rico 00773-tol2, ot ca| (787) 889-2068.
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Commonwealth of Puerto Rico
Munlclpatiry ot Luqui[o

Statemeni of Net Ass€ts

.lune 30. 2012
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la,711
160.931
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253.926

(73,359)

The notes to the financia I statements are an integral pari ofthis statement. 13



Commonwealth of Puerto Rico
Muhicipality of Luquillo
Statement of Activilies

For the Year Ended June 30,2OL2
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407,204

17,652,332

696,643

33,TT6,377

The notesto the financia statementsarean integratpartoith s statement. 14



Commonwealth of Puerto Fico
Munlcipatity ot Luqui o

BalanceSheet
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The notes to the nnancia siatements are an integrat paar of th s statement. 15



Commonwealh of puerto Rtco

lVonicipattty of tuqull|o
Statemenl ot Revenues, Expendtures and Changes in Flnd Batances

cdernmentat Funds

For rhe Year Ended June 30, 2012
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commonweatth o, Pueto Ri@
tUunicipattty of Luqui o

R@ndliatlon ofthe EataneSheel - cdernmentat Funds
to the Statement of Net &sets

Forthe Year Ended Jure 30,2012

- Totat Fund &tan@ - Gdernmedat Funds $ !4,315,377
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The notes tothe fina ncial statemenG arc an iniegralpart of this statemenl. L7



Commonwealth of puerto Rico
Municipatity ot Luquifio

Reconciliation of the Statement of Revenues,
Expenditures, and Changes in Fund Balances of

Governmental FundstotheStatementof Activities
For the Year Ended lune 30,2012

Ner Change in Fund Batances Toial cowmmentatFunds

Amounts reponed for gover.mentat activines rn rhe Statement of Activitr6 are dffereni because:

Governmental Funds report capita ou|ays as expenditures. However, rn ihe Governmenrwde Starement of
,rtiviies and Changes rn Net lssets, rhe cost of those asseG s alocated over thetr estjmated usefut ]ives as
depreciation expense.This 6 the amount oi €piiat a$ets recorded in thecurent penod.

Deprecation expense on capitat asts rs repo.red in the Governmenrwide statements of activities and
Changes in Net Assets, but ihey do not req! /e the use ot cuirent financiat resurces. Therefore, depreciation
expense is nor reported as expe.ditures in GovernmentatFunds.

Disposal of @pital assers reqoire /efiovat of cost of the caprtat aseis from the capita asset accoont on the
GovernmentWide Statement of Net Assets, resultingin a toss on d sposal ofcapitatassets on the Governrnenr
wrde statement ofActivitiesand changes in Net A$ets.

lnterest Payable on long.rerm debt was reporred in the covernmenrwide sGtement of Activities and changes rn
Net A$ets, bLt it did not requ re rhe use of curent financial ,esources. Therefore, tnrerest l,ayabte was not
reported as expendiures in Govenmenrat Funds. The fo towing amou.t represenG rhe change tn accrued
interest from prior year.

accounts Parabre repo(ed in rhe covernmenrwide staiement of Actrvities and changes n Net Asets, but not
reporied as in the Governmentat Funds be€use they do not requtrerhe use o, cu(enr financ at resources. rhe
follow ngamount represents the change in lhis accounrs payabtefrom prioryeai

Revenues reponed in fundswhich are not reponed as revenles in the Statement of Activ ties:

Repayment of bonds and not6 principat is an exrendrure rn covernmentat Funds, bul the repaymenr reduces
long term riab lties in rhe Governme.t-wide sratemenr ot Net assets. This s the amount by which the debt
proceeds serurce prinspat payments exceed debt.

Repavmentofrongtermpropertvraxadvancedebtsanexpend[urencoler.nentarFunds,buttherepayment
redLces long .&/m properb/ tax advance debt n rhe covernmenlwide stalement of Net Asels, Th s is the
change in the propeny tax advance debt rn rhe co entperod.

Repayme of rongterm Land hformation tManagement Srstem (L|MS) debt is an expenditure in covernmemat
Funds, but the repayment reduces tong terr,r LtMs debt in the Government.wide staremeot o, Net assets. This 6
the amoont paid n the cu(ent period.

Long-term compensted absences are reporred in the Gove/nmeni wide statement of Activiti6 and changes n
Nel Assets, but they do not require the use of cuiient financiat resources. Therefore, rong-term comoeMted
absences were not reported as expendtures in Govermentat Funds, The folowng amount represented the
change in longterm compensated abse.ces from prioryear.

Cha nge In Net Assets o, coErnmonrat Adivnjes

5,802,139

(1,131,518)

L,761,942

(180)

(100,178)

326,10a

{4,868)

(5,587)

(5,953,000)

26.930

125.145)

$ 696,643

The notes to the fina nciat sratemenG a re an inregla I pa n of tn is statement. 18



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

NOTES TO BASIC FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2012

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality o, Luqui o (the Municipality) was founded on the year 7797. Ihe
Municipality's governmental system consists of an executive and legislature body. lt is
governed by a Mayor and a twelve member Municipal Legislature who aie elected for a four_
year term.

The l/unicipality provides a full range of servlces for its citjzens. These services include public
safety, public works, culture and recreation, health and welfare, community development,
education. and other miscellaneous services.

The accounting policies and financial reporting practices of the lvlunicipality conform to
accounting principles generally accepted in the United States of America (..USGAAP,,) as
applicable to governmental units.

ln June 1999, the Governmental Accountjng Standards Board (GASB) issued Statement No.
34, "Basic Financial Statements and Management,s and Discussion and Analysis for State
and Local Governments." This Statement, known as the Reporting lr4odel, provides for the
most significant change in financial reporting for state and local governments in over 20 years
and affects the way the Municipality prepares and presents financial information. The
Statement was adopted as of )uly !,2OO2ln addition to this Statement, GASB Statement No.
37, "Basic Financial Statements and Management's Discussion and Analysis for State and
Local Governments: Omnibus' and GASB Statement No. 3g,,,Certain Financial Statement
Note Disclosures" have been adopted and are reflected in these financial statements.

As part of this Statement, there is a new reporting requirement regarding the capjtalization of
local government infrastructure (roads, bridges, traffic signals, etc.). This requirement permits
an optional four-year delay for implementation to fiscal year ended on June 30, 2007. The
Municipality implemented the capitaljzation of infrastructure since July 1, 2006.

ln March 2009, the Municipatity adopted the provjsions of GASB Statement No.55, Ihe
Hierarchy of Genetally Accepted Accounting princjples fot State and Local Governments
(GASB No. 55), and GASB Statement No. 56, Codification of Accounting and Fjnancial
Repofting Guidance Contained in the A/CPA Statements on Auditing Standards fGASB No_
56).

GASB No. 55 incorporated the hierarchy of USGAAP for state and local governments into the
Governmental Accounting Standards Board's (GASB) authoritative literature. The
requjrements in this Statement coditri all USGMP for state and local governments so that they
derive from a single source.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2012

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

GASB No. 56 incorporated into the Governmental Accounting Standards Board,s (GASB)
authoritative literature certaln accounting and financial reporting guidance presented in the
American lnstitute of Certified public Accountants, Statements ;; Auditing Standards. This
statement addressed three issues not incruded in the authoritative riterature that estabrishes
accounting principles-related party transactions, going concern considerations, and
subsequent evenG.

ln fiscal year 2011, the lvunicipatity adopted the provisions of GASB Statement No.54, Fund
Balance Repotting and covernmental Fund Type Definitions (GASB No. 54), which modified
the interpretations of certain terms within the definition of the special revenue funds and the
types of adivities the Municipality may choose to report in those funds. GASB No. 54 also
clarified the capital projects fund type definition for better alignment with the needs of
preparers and users. Definitions of other governmental fund types were also modified for
clarity and consistency.

The following isa summary ofthe significant accounting policies ofthe Municipality:

A. Component Units

ln evaluating how to define the Municipality for financial reporting purposes, management
has considered all potential component units. The decision to include a p;tential
component unit in the reporting entity was made by applying the provisions of Statement
No. 14, The Financial Reponing Entity, of the GASB, as amended by GASB Statement No.
39. The basic, but not the only criterion for including a potentjal component unit within the
reporting entity is if elected officials of a primary government are financially accountable for
the entity. Financial accountability exists if the primary governmental appoints a voting
majority of the entity's governing body, and if either one of the following conditions exist:
the primary government can impose its will on the other entity or the potential exists for the
other entity to (1) provide specific financiat benefits to or (2) impose specific financiat
burdens on the primary government. A second criterion used in evaluating potential
component unjts is if the nature and significance of the relationship between the entity and
a primary government are such that to exclude the entity from the financial reporting entity
would render the financial statements misleading or incomplete. Based on the above
criteria, the Municipality does not have component units to include within its repoting
entity.

B. Government-wide and fund financial statemenis

Financial information of the Municipality is presented in this report as follow:
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDEDJUNE 30, 2012

1. ORGANTZATTON AND SUMMARY OF StcNtF|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

1. Management's discussion and analysis introduces the basic financial statements and
provides an analytical overview of the l,/unicipality's financial activities.

2. The government-wide financial statements (i.e. the statement of net assets and the
statement of adivities) report information on all the activities of the Municipality.
Governmental activities, which normally are supported by taxes and intergovernmental
revenues, are reported separately from business-typed activities, if any, which rely to a
significant extent on fees and charges for support. lnterfund activity has been removed
from these statements to minimize the duplicating effect on assets and liabilities withjn
the governmental activities.

The statement of activities demonstrates the degree to which the direct expenses of a
given function or segment is offset by program revenue. Direct expenses are those that
are charges to customers or applicants who purchase, use, or direcfly benefit from
goods, services, or privileges provided by a given function or segment and grants and
contributions that are restricted to meeting the operational or capital requirements of a
particular function or segment. Taxes and other items not properly included among
program revenues are reported instead as general revenues.

3. Fund financial statements focus on information about the Municipality's major
governmental funds. Major individual governmental funds are reported as separate
columns in the fund financial statements. Pursuant to the provisions set forth by GASB
No, 54, the Municipality reported the following governmental funds in the accompanying
GFFS:

General Fund - is the Municipality main operating fund used to account for and report
all financial and reported resources and governmental activities, except for those
required to be accounted for in another fund. lt is presumed that the Municipality's
governmental 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:
(1) legal requirements, (2) USGMP requirements or (3) the demands of sound financial
administration requiring the use of a governmental fund other than the general fund. lts
revenues consist mainly of taxes, licenses and permits, intergovernmental, charges for
services and other.

Speclal Revenue Fund - State and Local crants - is a major governmental fund used to
account for and report the proceeds of specific revenue sources (other than trusts for
individuals, private organizations, or other governments or for major capital projects) that
are legally restricted or committed to expenditure for specified purposes other than debt
service or capital projects.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2012

1. ORGANTZATTON AND SUMMARY OF StcNtF|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

Resources restricted or committed to expenditure for purposes normally financed from
the general fund are generally accounted for in the general fund provided that all
applicable legal requirements can be appropriately satisfied and the use of special
revenue funds is not required unless they are legally mandated.

Special Revenue Fund -Othet Fedetal Grarts - is a major governmental fund used to
account for and report the proceeds of revenues of the different federal programs
grants. The uses and limitations of each special revenue fund are specified by federal
statutes.

Capital Pqects Fund - State and Local Grunts - is a ma.jor governmental fund used to
account for and report financial resources that are restricted or committed to
expenditure for capital outlays, including the acquisition or construction of major capital
facilities, including those outlays financed bythe general obligation bond proceeds (other
than those financed by proprietary funds or in trust funds for individuals, private
organizations, or other governments). The use of the capital projects funds has been
limited to only for major capital acquisitions, construction or improvement activities that
would distort financial resources trend data if not repoded separately from the other
Municipality's operating activities. The routine purchases of minor capitalizable assets
(such as furniture, office equipment, vehicles and other minor capital assets or
improvements) have been reported in the governmental fund from which financial
resoUrces were used for the payment.

Debt Service Fund - is a major governmental fund used to account for and report for the
accumulation of financial resources that are restricted for, and the payment of, princjpal
and interestfor: (1) bonds payable for which debt service payments are legally mandated
to be accounted for in a debt service fund and (2) certain special long-term obligations
for which the Municipality is been accumulating financial resources in advance to pay
principal and interest payments maturing in future years.

The other governmental funds of the Municipality account for grants and other resources
whose use is restricted to a particular purpose.

The Municipality periodically undertakes a comprehensive evaluation of its fund
structure to ensure that it complies with all aspects that are of importance to users of
general purpose external financial reports. Consequently, all superfluous funds and
some internal funds currently used by the Municipality in the day-toiay accounting
procedures have not been repofted as individual governmental funds in the
accompanying fund financial statements. Accordingly, the accompanying fund financial
statements include only the minimum number of funds consistent with legal and
operating requirements and, consequently, certain types of similar internal funds have
been combined into single funds in the accompanying fund financial statements.

22



COMMONWEALTH OF PUERTO RICO
MUNICIPALtIY OF LUQUILLO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2012

1. ORGANTZATTON AND SUMMARY OF StcNtF|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

4. The notes to the financial statemenG provide information that is essential to a user,s
understanding of the basic financial statements.

5. Required supplementary information such as the budgetary comparison schedule-
general fund and other types of data required by GASB.

6. Notes to the budgetary comparison schedule-general fund.

C. Financial reporting presentation

The accounts of the Municipality are organized on the basis of funds. each of which is
considered a separate accounting entity. The operations of each fund are accounted for
with a separate set of self-balancing accounts that comprise its assets, liabilities, fund
equity, revenues, and expenditures. Fund types are as follows:

Cenetal Fund - General Fund is the general operating fund of the lvunicipality. lt is used to
account for all governmental activity, except those required to be accounted for in another
fund.

Special Revenue Fund - Local aad State Grarts - Special Revenue Funds are used to
account for revenues derived from local funds, state grants or other restricted revenue
sources. The uses and limitations of each special revenue fund are specified by
Municipality ordinances or federal and state statutes.

Special Revenue Fund - Sectlon 8 - Special Revenue Funds are used to account for
revenues derived from Section I Housing Choice Voucher program. The uses and
limitations of each special revenue fund are specified by Municipality ordinances or federal
and state statutes.

Special Revenrre Fund -Othq Federal Grants - Special Revenue Funds are used to
account for revenues derived from federal grants. The uses and limitations of each special
revenue fund are specified by N4unicipality ordinances orfederal and state statutes.

Capital Prcjects Fund - Local and State crcnts - Capitat project Funds are used to account
for financial resources used for the acquisition or construction of major capital facilities.

Debt Seryice Funds - Debt Service Funds are used to account for the accumulation of
resources for and the payment of, general long-term debt principal, interest, and related
costs.

23



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2012

1. ORGANTZATTON AND SUMMARY OF StcNtFICANT ACCOUNTTNG pOLtCtES (CONTTNUED)

D. Measurement focus, basis of accounting and financial presentation

Govemment-wide financial statements - The accompanylng GWFS are prepared using the
economic resources measurement focus and the accrual basis of accounting. Subject to
the addltional rules and limitations detailed below, revenues (including interest on deposits
and investments) are generally recorded when earned and expenses are generally recorded
when a liability is incurred, regardless ofthe timing of related cash flows.

All revenues, expenses, gains, losses, assets and liabilities resulting from exchange_like
transactions are generally recorded when exchange takes place. ln exchange transactions,
each party to the transaction receives and gives up essentially equal values. An exchange-
like transaction is one when there is an identifiable exchange and the values exchang;d,
though related, may not be quite equal. The accompanying basic financial statements
include exchange.like transactions such as license fees, fines, penalties, forfeitures,
permits, charges for services, and most miscellaneous revenues, which are recorded as
revenues when collected because they are generally not measurable until actually received.

The Municipality groups its non-exchange transactions into the following four (4) classes in
the accompanying basic financial statements: (a) derived tax revenues, (b) imposed non,
exchange revenues, (c) government mandated non,exchange transactions, and (d)
voluntary non-exchange transactions.

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

ln the case of imposed non-exchange revenue transactions (such as property taxes and
municipal license taxes), which result from assessments made by the l\4unicipality on non_
governmental entities, including individuals, other than assessments on exchange
transaction, receivables are generally recorded in the period when an enforceable leg;l
claim has arisen. Property taxes and municipal ljcense taxes are generally recorded as
revenues (net of amounts considered not collectible) in the fiscal year when resources are
required to be used for the first fiscal year that the use ofthe resources is permitted.

For government-mandated non,exchange transactions (such as intergovernmental grants
and contributions), receivables and revenues are generally recorded when all eliaibility
requirements imposed by the provider have been met. For the majority of grants, the
Municipality must expend resources on the specific purpose or project before tie provider
reimburses any amounts. Therefore, revenue is generally rccognized as qualifying
reimbursable expenditures are incurred.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDEDJUNE 30, 2012

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

For voluntary non€xchange transactions (such as donations and certain grants and
entitlements) receivables and revenues are generally accounted for in the same manner as
government-mandated non-exchange transactions discussed above.

Events that are neither exchange nor non-exchange transactions are recorded when it is
probable that a loss has been occurred and the amount of loss is reasonably estimated.

lnterests on deposits are recorded when earned since these revenues are considered both
measurable and available at June 30, 2012. Receipts of any type of revenue sources
collected in advance for use in the following fiscal year are recorded as deferred revenues.

Accordingto GASB No. 34, all general capital assets and the unmatured long-term liabilities
are recorded only in the accompanying Statement of Net Assets. The measurement focus
and the basis of accounting used in the accompanying GWFS differ significanfly from the
measurement focus used in the preparation of the GFFS. Therefore, the accompanying
GFFS include reconciliations, as detailed in the accompanylng table of contents, to better
identify the relationship between the GWFS and the cFFS.

Government Fund Financial Statements - The accompanying GFFS are repofted using the
current financial resources measurements focus and the modified accrual basis of
accounting. Revenues are generally recognized as soon as they are both measurable and
available. Revenues are considered to be available when they are collectible within the
current fiscal year or soon enough thereafter to pay liabilities of the current fiscal year. For
this purpose, the Municipality generally considers most revenues (municipal licenses taxes,
construction excise taxes, sales and use taxes, interests on deposits, intergovernmental
grants and contributions and certain charges for services) to be available if collected within
sixty (60) days after June 30, 2O\2. At )une 30, 2OL2, all revenues sources met this
availability criterion.

Property taxes are all considered susceptible to accrual if commonly collected within sixty
(60) days following the end of the fiscal perjod, unless unusual circumstances justify a
greater period.

Other revenue sources considered susceptible to accrual include municipal ljcense taxes,
sales and use taxes, construction excise taxes, intergovernmental grants and contributions,
interests on deposits and charges for services. These principal revenue sources meet both
measurability and availability criteria in the accompanying GFFS.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2012

1. ORGANTZATTON AND SUMMARY OF StcN|F|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

ln a manner similar to the GWFS, but subject to and timited by the availabitity criteria
discussed above, all revenues, expenses, gains, losses, assets and liabilities resuliing from
exchange, exchange-like transactions are also generally recorded when the exchange-takes
place while all revenues, expenses, gains, Iosses, and assets resulting from non,exchange
transactions are recorded when an enforceable legal claim arises or when all eligibility
requirements imposed by the provider have been met, applicable.

lnterests on deposits are recorded when earned since these revenues are considered both
measurable and available atJune 30,2012.

Pursuant to the provisions of GASB lnterpretation No. 6, Recognition and Measurement of
Ceftain Liabilities and Expendjtures in Governmental Fund Financiat Statements (GASBI
No. 6), in the absence of an explicit requirement (i.e., the absence of an applicable
modification, discussed below) the N4unicipality generally accrues a governmental fund
liability and expenditure (including salaries, professional services, supplies, utilities, etc.) in
the period in which the government incurs the liability, to the extent that these liabilities are
normally expected to be liqujdated in a timely manner and in full with current available
financial resources. The accompanying Balance Sheet - Governmental Funds generally
reflects only assets that will be converted into cash to satisfy current liabilities. L;ng_term
assets and those assets that wi not be converted into cash to satisfy current riabirities are
generally not accounted for in the accompanying Balance Sheet - Governmental Funds. At
the same time, long-term liabilities (generally, those unmatured that will not require the use
of current financial resources to pay them) are not accounted for in the accompanying
Balance Sheet - Governmental Funds.

The measurement focus of the GFFS is on decreases of net financial resources
(expenditures) rather than expenses. Most expenditures are measurable and are recorded
when the related governmental fund liability is incurred_ Allocation of costs. such as
depreciation and amortization, are recorded in the accompanying Statement of Activities,
but are not recorded in the accompanying GFFS.

E. Assets. liabilities and net assets

1. Cash, cash equivalents, and cash with fiscal agent - The Municipatity,s cash and cash
equivalents are considered to be cash on hand, demand deposits, and short-term
investments with original maturities of three months or less from the date of
acquisition.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF LUQUILLO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30. 2012

1. ORGANTZATTON AND SUMMARY OF StcNtF|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

Cash with fiscal agent in the debt service fund represents special additional propertytax
collections retained by the Commonwealth of puerto Rico and restricted for the
payment of the Municipality's debt service, as estabtished by law. Also, cash with fiscat
agent consists of unused proceeds of bonds and notes issued for the acquisition of
equipment and construction of major capital improvements.

2. Receivables and payables - Activity between funds that are representative of
lending/borrowing arrangements outstanding at the end of the fiscal year are referred
to as either "due to/from other funds" (i.e., the current portion of interfund loans) or
'advances to/from other funds" (i.e., the non-current portion of interfund loans). All
other outstanding balances between funds are reported as ,.due to/from other funds.,,

Advances between funds, as reported in the fund financial statements, if any, are offset
by a fund balance reserve account in applicable governmental funds to indicate that
they are not available for appropriation and are not expendable available financial
resources.

Receivables are stated net of estimated allowance for uncollectible accounts, which are
determined, based upon past collections experience and current economic conditions.
lntergovernmental receivables in the General Fund represent mosfly charge for services
rendered to other governmental entities. lntergovernmental receivable in the special
revenue or capital project funds represent amounts owed to the Municipality for
reimbursement of expenditures incurred pursuant to federally funded or state funded
programs. lntergovernmental receivable in the debt service fund represent the
distribution of property tax collected by the CR|M which is restricted forthe debt service.

3. lnventories - lnventories in the general fund is recorded as expenditure and,
consequently, the inventory is not recorded in the statement of net assets.

4. Capital assets - Capital assets, which include property, equipment and infrastructure
assets (e.9., roads, bridges, sidewalks and similar jtems), are reported in the
governmental activities column in the governmental-wide financial statements. The
lvunicipality defines capital asset as assets with an initial, individual cost of more than
$25 and an estimated useful life in excess of one year. Such assets are reported at
historical cost or estimated historical cost if purchased or constructed. Donated capital
assets are recorded at estimated fair market value at the date of donation.

The cost of normal maintenance and repairs that do not add to the value of the asset or
materially extend assets lives are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are
constructed.
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1. ORGANTZATTON AND SUMMARY OF StcNtF|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

Capital assets of the Municipality are depreciated using the straight_line method
the following estimated useful lives:

Description

Buildings and site improvements
lnfrastructu re

Fumiture and fixtu16
Machinery and equipment

5. Deferred revenues. ln the
situations occur:

useful Llfe
40 years
40 years
10 years
5 years
5 years

3 to 5 years

Caoitallzation threshold

$1
$1
$1
$1

$25
$25

GFFS, deferred revenues arises when one of the following

6.

a. Potential revenue does not meet both the,,measurable" and ..available,, criteria for
revenue recognition in the current period (unavailable revenue). As previously
discussed, available is defined as due (or past due) at June 30, 2012 and collected
within 60 days thereafter to pay obligations due at June 30. ln subsequent periods,
when both criteria are met, the liability for deferred revenue is removed and
revenue is recognized.

b. The Municipality receives resources before it has a legal clajm to them (unearned
revenue). ln subsequent periods, when the revenue recognition criterion is met, the
liability for deferred revenue is removed and revenue js recognized.

Deferred revenues at the government-wide level arise only when the l/unicipality
receives resources before it has a legal claim to them.

Long-term obligations - The liabilities reported in the government-wide financial
statements included general and special obligation bonds and notes, and other long_
term liabilities, such as vacation, sick leave, litigation, long-term liabilities to other
governmental entitieS.

ln the fund financial statements, governmental fund types recognize bond issuances
cost, during the current period. The face amount of debt issued is reported as other
financing sources, while bond issuance costs, whether or not withheld from the actual
debt proceeds received, are reported as expenditures.

Compensated absences - Employees accumulate vacation leave at a rate of 2.5 days
per month up to a maximum of 60 days. Unpaid vacation time accumulated is fully
vested to the employees from the first day of work. All vacation pay is accrued when
incurred in the government-wide financial statements.

7.
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1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Employees accumulate sick leave at a rate of 1.5 days per month up to a maxjmum of
90 days. Upon retirement, an employee receives compensation for ail accumulated and
unpaid sick leave at the current rate, if the employee has at least 10 years of service
with the Municipality. All sick leave pay and salary related benefits are accrued when
incurred in the governmental-wide financial statements when the employee meets such
criteria.

Claims and judgments - The estimated amount of the liability for claims and
judgmenG, which is due on demand, such as from adjudicated or setled claims, is
recorded in the general fund when the liability is incurred.

Fund Balances- ln fiscal year 2011, the lvunicipality adopted the provisions of GASB
Statement No. 54, Fund Balance Reporting and Governmental Fund Type Definitions
(GASB No, 54), which enhanced the usefulness of fund balance information by
providing clearer fund balance classifications that can be more consistenfly applied.
This statement establishes fund balance classifications that comprise a hierarchy upon
the use ofthe resources reported in governmental funds.

Pursuant to the provisions of GASB No. 54, the accompanying GFFS report fund balance
amounts that are considered restricted, committed, assigned, and unassigned, based
on the relative strength of the constrains that control how specific amounts can be
spent, as described as follows:

a. Nonspendable - Represent resources that cannot be spent readily with cash or are
legally or contractually required not to be spent, including but not limited to
inventories, prepaid items, and long term balances of interfund loans and accounts
receivable-

b. Restricted - Represent resources that can be spent only for the specific purposes
stipulated by constitutional provisions, external resource providers (externally
imposed by creditors or grantors), or through enabling tegislation (that is, Iegislation
that creates a new revenue source and restricts its use). Effectively, restricti;ns may
be changed or lifted only with the consent of resource providers.

Unassigned - Represent the residual classification for the Municlpality,s general
fund and includes all spendable amounts not contained in the other classific;tions.
ln other funds, the unassigned classification is used only to report a deficit balance
resulting from overspending for specific purposes for which amounts had been
restricted, committed, or assigned.

8.
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1. ORGANTZATTON AND SUMMARY OF StcNtFtcANT ACCOUNTTNG pOLtCtES (CONTTNUED)

Negative fund balance amounts are assigned amounts reduced to the amount that
will raise the fund balance to zero. Consequenfly, negative residual amounts in
restricted, committed and assigned fund balance ;lassifications have been
reclassified to unassigned fund balances.

The Municipality reports resources constrained to stabilization as a specified purpose
(restricted or commited fund balance in the general fund) only if: (1) such resources
meet the other crite a for those classifications, aS described above and (2) the
circumstances or conditions that signal the need for stabilization are identified in
sufficient detail and are not expected to occur routinely. However, the Municipality has
not entered into any stabirization-rike arrangements, nor has set aside materiar financiar
resources for emergencies and has not established formal minimum fund balances
amounts as of for the fiscal year ended June 30,2OL2.

ln situations when expenditure is made for a purpose for which amounts are available
in multiple fund balance classifications, the lMunicipallty generally spends committed
resources first, and then unrestricted resources. Within unrestricted resources, the
Municipality generally spends committed resources first, followed by assigned
resources, and then unassigned resources.

lo.lnterfund and intta€ntity transactions - The l\4unicipality has the following types of
transactions among funds:

a. Operating Transfers - Legally required transfers that are reported when incurred as
"Operating transfer-in" bythe recipientfund and as ..Operating 

tra nsfe rs-out" bythe
disbursing fund.

b. lntra,Entity Transactions - Transfers between the funds of the primary government
are repofted as interfund transfers with receivables and payables presented as
amounts due to and due from otherfunds.

11.Net Assets - Restricted net assets have been reported pursuant to the provisions of
GASB Statement No. 46, Net Assets Restricted by EnabtinE! Lelis,taton (GASB No. 46).
Those net assets consist of net resources restricted by externit parties (such as debt
covenants, creditors, grantors, contributions, laws or regulations of other governments,
etc.), or net assets for which constraints are imposed by the constitutional provisions or
enabling legislation.

Enabling legislation consists of legislation that authorizes the Municipality to assess,
levy, charge or otherwise mandate payment of resources (from external resource
providers). Enabling legislatjon establishes restrictions if it includes a legally
enforceable requirement that those resources be used only for the specific purposes
stipulated in the legistatjon.
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1. ORGANTZATTON AND SUMMARY OF StcNtF|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

A legally enforceable enabling legislation restriction is one that a pany external to the
lvunicipality (such as citizens, public jnterest groups, or the judiciary) can compel the
lvlunicipality to honor. The Municipatity periodicalty reevaluates the tegat enforceabitity
of an enabling legislation to determine if any of the resources raised by the enabling
legislation are used for a purpose not specified by the enabling legislation or if th;
lVunicipality has other cause for consideration.

COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF LUQUILLO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2012

The classification of restricted net assets identifies resources that have been received
or earned by the Municipality with an explicit understanding between the Municipality
and the resource providers that the resources would be used for specific purposes.
Grants, contributions and donations are often given under those kinds of conditjons.
Bond indentures also often limit the use of bond proceeds to specific purposes.

lnternally imposed designation of resources, including earmarking, are not reported as
restricted net assets. These designations consist of management's plans for the use of
resources, which are subjectto change atthe discretion ofthe Municipal Legislature.

ln the government-wide statements, net assets are segregated into three categories:

a. lnvested in capital assets, net of relaEd debt: Consist of capital asset balances net
of accumulated depreciation and outstanding balances of any bonds, notes and
other borrowings that are attributable to the acquisition, construction, or
improvement of those assets. This category should not include cash that is
restricted to capital assets acquisition or construction (unspent bond proceeds)
and any unamortized debt issue costs.

b. Restricted ret assets: Represent net assets that are subiect to restrictions beyond
the Municipal's control. These include restrictions that are externally imposed (by
creditors, grantors, contributors, or laws and regulatons of other governments) or
restrictions imposed by the law through constitutional provisions or enabling
legislation (including enabting tegislation passed bythe government itselo.

c. Unresticted net assets: Represent net assets that do not meet the definition of net
assets invested in capital assets, net of related debt or restricted. Unrestricted
assets are often designated to indicate that management does not consider them
to be available for general operations. These types of constraints are internal and
management can remove or modify them. Designations are not reported on the
face statement of net assets.
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1. ORGANTZATTON AND SUMMARY OF StcNtF|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

l2.AccountinE for pension Costs. For the purpose of applying the requjrements of GASB
Statements No. 27, Accounting fot pensions by State and L;cal G overnment Employerc
(GASB No. 27), the state government of the Commonwealth of puerto Rico is
considered to be the sponsor of the Employee,s Retirement System of the Government
of Puerto Rico and its tnstrumentatities (ERS) and System 2OOO, a multi_employer cost-
sharing defined benefit plan and a hybrid defined contribution plan, respectively, in
which the emptoyees of the l\runicipality participate. The Municipatity is considered a
participant and not a sponsor, of these retirement systems since the ma.jority of the
participants in the aforementioned pension trust funds are employees of the
Commonwealth of puerto Rico,

Accordingly, no portion of the net pension obligation (NpO) retated to ERS has been
allocated to the Municipality in the accompanying basic financial statements. The basic
financial statements ofthe Commonwealth of puerto Rico report the total amount ofthe
net pension obligation of ERS, including any amount that may correspond to the
Municipality.

13.Risk linancing - The Municipallty carries commercial insurance to cover casualty, theft,
tort claims and other losses. lnsurance policies are negotiated by the puerto Rico
Treasury Department and costs are allocated among all the Municipalities of puerto
Rico. Cost of insurance allocated to the Municipality and deducted from the gross
property tax collections by the lVunicipal Revenue Co ection Center (CRtir) for the year
ended June 30, 2012 amounted to approximately $IO9,424. The current insurance
policies have not been cancelled or terminated.

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

The Municipality obtains workers' compensation insurance through the State lnsurance
Fund Corporation (S|FC), a component unit of the Commonwealth of puerto Rico. This
insurance covers workers against injuries, disability or death because of work or
employment-related accidents, or because of illness suffered as a consequence of their
employment. Cost of insurance allocated to the Munlcipality and deducted from the
gross property tax collections by the Municipal Revenue Collection Center (CRIM) for the
year ended June 30, 2012 amounted to $182,721.
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1. ORGANTZATTON ANO SUMMARY OF StcNtFtCANT ACCOUNTTNG pOLtCtES (CONTTNUED)

The Municipality obtains unemployment compensation, non_occupational disability, and
drivers' insurance coverage for its employees through various lnsurance programs
administered by the Commonwealth of puerto Rico's Department of Labor and Human
Resources (DOL). These insurance programs cover workers against unemployment and
provide supplementary insurance coveGge for temporary disability, or death because
work or employment-related accidents or non{ccupational disability and drivers,
insurance premiums are paid direcfly to DOL on a cost reimbursement basis.

LJnder Act No. 63 of lune 27, 2O7O, the Legislative Assembly of the Commonweatth of
Puerto Rico, authorized the municipalities to procure and manage at their own
discretion all insurance policies, including those related to health plans been provided
to the municipal employees. The Municipality also obtains medical insurance coverage
from one health insurance company for its employees.

Different health coverage and premium options are negotiated each year by the
Municipality. Premiums are pajd on a monthly basis direcfly to the insurance company.

14.Use of Estimates

The preparation of financial statements in conformity with USGMP requires
management to make estimates and assumptions that affect the reported amounts of
assets and liabilities and the disclosure of contingent assets and liabilities at the date
ofthe financial statements, and the reported amounts of revenues and expenses during
the reported period. Actual amounts could differ from those estimates.

2. CASH AND CASH EQUIVALENTS

The Municipality maintains its deposits in various commercial banks located in puerto Rico
and Government Development Bank for puerto Rico (GDB). proceeds from bonds and funds
related to certain grant awards are required by law to be held with GDB.

The Municipality adopted the provisions of GASB Statement No.40 (GASB No. 4O), Depos,r
and lnvestment Risk Disc/osure, an Amendment to GASB Statement No. 3. This statement
requires that state and local governments disclose essential risk information about deposits
and investmenG. The disclosure requirements cover four main areas: (1) credit risk, (2)
interest rate rlsk, (3) custodial credit risk, (4) foreign exchange exposure.
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2. CASH AND CASH EQUIVALENTS (CONTINUED)

Credit risk - This is the risk that an issuer or other counterparty to an investment will not fulfillits obligations. ln comptiance with the taws anO regutations oi ttre ilmmonweattn, tneMuniciparity has adopted, as it's custodiar and credit ri;k poricy, tre state,irent or lnvestment
Guidelines for the Govemment of the Commonwealth of-iueft; Ri.co'. nccordingty tneMunicipality invests onry in obrigations of the commonwearth, obrigation; ; the united states
of America, c€rtificates of deposits, commercial paper, bankers, Icceptances, or in pools ofobligations of the municipalities of puerto Rico, which are managed by c;B, According to theaforementioned investment guidelines, the lvlunicipality doeJ noi lnvest in marketable
securities or any types of investments for which credit risk exposure may be significant.
Therefore, the Llunicipality,s management has concluded that the 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 tate dsk - This is the risk that changes in interest rates of debt investments will
adversely affect the fair value of an investment_ The Municipality manages its exposure to
declines in fair values by: (1) not including debt investments in its investme'nt portfolio at June30,20t2, (2) rimiting the weighted average maturity of its investments to three months orless, and (3) keeping most of its bank deposits in interesG bearing accounts generating
interests at prevaiting market rates. At June 30, 2012, the Munici;atity,s investments in
certificates of deposits are recorded at cost, which approximates theii faiivalue. Therefore,
the lvluniciparity's management has concruded that at June 30, 2oL2, the interest rate risk
associated with the Municipality's cash and cash equivalents is considered low.

Custodial credit rlsk - ln the case of deposits, this is the risk that in the event of a bankfairure, the Municipality's deposits may not be recovered. pursuant to the statement of
rnvestment Guiderines fot the Govemment of the commonwearth of puerto Rico the barances
deposited in commercial banks by the Municipality are insured by the Federal Deposit
lnsurance Corporation (FDIC) generafly up to a maximum of $250,000 per Oepositor.

ln addition, public funds deposited in commercial banks by the N4unicipality are fully securitiespledged as collaterai are held, jn the Municipatityb name, by the agents of theCommonwealth's Secretary of Treasury. Deposits with GDB are uninsured anduncollateralized. However, no losses related to defaults by GDB on deposit transactions havebeen incurred by the N4unicipatity through June 30, 26112. fn"reioiu,'G" Municipatity,s
management has concluded that at June 30,2012 the custodial credit iisk assoctated withthe Municipality's cash and cash equjvalents is considered low.
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2. CASH AND CASH EQUIVALENTS (CONTINUED)

Foreign exchange risk - The risk that changes in exchange rates will adversely affect the
y.alu9 9f gn investment or a deposit. According to the afore;entioned investment guidetines,
the Municipality is prevented from investing in foreign securities or any other types of
investments in whjch foreign exchang€ risk exposu;e may be significant. lccoiOingty,
management has concluded that the foreign exchange risk related to the Municipalit],b
deposits is considered low at June 30, 2012. -

Under Commonwealth of pueno Rico statutes public funds deposited in commercial banksmust be fully collateralized for the amount deposited in excess of federal depository
insurance. All securities pledged as collateral are held by the Secretary of the Treisury ofPuefto Rico. ln addition, the Municipality maintains deposits wit-h the Government
Development Bank for Puerto Rico (cDB).

Deposits - The Municiparity's bank barances in commerciar banks of $554,964 in the cenerar
Fund, the $516,023 in the Speciat Revenue Fund-State & Locat Grants, the $473,181 in the
Special Revenue Fund Other Federal crants and the $2,114,841 in the Capitat projects Fund- State and Local Grants were fully collateralized at June 30,2012. ln the Other
Governmentar Funds there were deposits with commerciar banks of $139,1g2 that were fuly
collateralized.

The deposits at cDB of $4,858 in the Speciat Revenue Fund _ State & Locat Grants, the
$160,978 in the Special Revenue Fund Other Federal crants, the $7,5g4,063 in the Capitat
Projects Fund - State and Locat crants, and the $4,249,064 thai is restracted for Debt
Service Fund are unsecured and uncollateralized, as no collateral is required to be carried by
governmental banks.

3. RECEIVABLES

A, Munlcipal Llcense lax- the Municipality imposes a municipal license tax on all businesses
that operate within the lvunicipality, which are not totally or partially exempt from the taxpursuant to the lndustrial lncentives Act of the Commonwealth of puerto Rico. This is a
self-assessed tax based on the business volume in gross sales as shown in the tax return
that is due on April 15 of each year. Entities with sales votume of $1,OOO,OOO or more
must include audited financial statements together with the tax return. During the fiscal
year ended June 30, 2012, the tax rates were as follows:

1. Financial business- 1.5O% of gross revenues

2. Other organizations- O.5O% ofgross revenues
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3. RECEIVABLES(CONTINUED)

This tax is due in two equal installments on July l and January 1 of each fiscal year. Adiscount of 5% is allowed when full payment is made on or before Aprit 15. Municipal
license tax receivabre of $32,794 represents filed municipal ticense tax returns that were
uncollected as ofJune 30, 2012, net of allowance for uncollectibles.

Municjpal license taxes collected prior to June 30 but pertaining to the next fiscal year are
recorded as deferred revenues.

B. Municipal Sates and ltse fax - On )uly 29,2OO7, an amendment to Act No . I:.:7 of )uty 4,2006, Known as the ,,The Fairness Act of 2006", was enacted with the purpose of
estabrishing a mandatory sares and use lax or !.5% at the municipar rever. The
municipalities of Puerto Rico are responsible to collect 1% of the corresponding tax withthe same exemptions and limitations that the portion collected by the Treasury
Department. The Act provides an optionar surtax on the un-process food. This surtax must
be approved by the Municipal Legislature. The Treasury Department is responsible to
create the Municipat Devetopment Fund (.2%), the lVunicipat Redemption Fund (.2yo)and
the N4unicipal lmprovements Fund (.1%) with the remaining O.S%. lVunicipal sales and use
tax receivable of $66,378 represents filed municipal saies and tax returns that where
uncollected as ofJune 30, 2012, net of allowance for uncollectible accounts.

C, Constuuction excise tax- Construction excise tax receivables amounting to $6,195 in thegeneral fund represent a payment agreement formalized by the Municipality during the
fiscal yeat 2OTL-L2 and collected on Juty 19, 2012.

D. lntergovemmentar- lntergovernmental receivable in the Debt Service
property tax receivable at June 30, 2OI2. Followin|. is a detail of the
receivable:

GovernmentatEn tv

lr4unicipat Revenue Co ection Center (CRtM)

Totat

Fund represents
intergovernmental

ADgur!
$ 18.711

$ _L8-zt1
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E. Fedetal GraDts -lntergovernmental receivables in
Federal Grants represent expenditures incurred
government or the pass-through grantor. Following
receivables:

the Special Revenue Fund - Other
not yet reimbursed by the federal
is a detail of the intergovernmental

ProEram Descdotion

Child Care and Devetopment Btock crant
Hometesisness prevention and Rapid Re-housing program
Community Development Block Grantsstate,s program
Summer Camp
Community Devetopment Btock Grants-State,s program

Total

4. INTERFUNDTRANSACTIONS

lnterfund receivables and payables at June 30, 2012 are summarized as foltows:

a. Due from/to other fund:

Receivable Fund pavabte Fund purcose

Amount

$ 70,a47
34,7 75
24,4!7
24,465
2.447

$ L60.9:u

ArEg!!!

GeneralFund

GeneralFund

GeneralFund

Total

SpecialRevenue Fund - Payro s, accruats, and other
State and tocat crants expenditures not reimbursed $ 1,01a,333

SpecialRevenue Fund payro s, accruals, and other
Other Federalcrants expenditures not reimbursed 379,9ae

Capital Project Fund - payro s, accruats, and other
State & Local crants expenditures not reimbursed 600,196

payro s, accruals, and other
Other Governmentat Funds expenditures not reimbursed 1a_217

$l-016131
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16,O52
276

6,004

5. CAPITAL ASSEIS

capital assets; those with an estimated usefur rife of one year or more from the time ofacquisition_by the Municipatity and a cost of $25 or more, a;e primaiiiy funoeO through theissuance of long,term bonds and loans. A summary ot capital ass'ets anjctranges occurring in2012, incruding those changes pursuant to the imprementation ot GAig Statement No. 34,follows. Land and construction in progress are not subject to depreciation:

Governmental Activities: Balance
June 30. 2011 Addiflons Re rements

s 70,462.413 $ $
9.067.769 4.a15.669 (1.363.566)

Capital asset,
depreciated:

Land

not being

Balance
June 30.2012

$ 10,462,413
12.579.A72Construction in progress

Total capital assets not
depreaiated

Capital assets, being depreciated:

Buildings
Buildings improvements
lnfrastructute
lnf rastructure improvements
Equipment
Furnishing

Computers
Vehicles

Total capital assets being
depreciated

Less accumulated deprecia on for:

Buildings
Buildings improvements
lnfrastructure
lnfrastru ctu re improvements
Equipment
Furnishing

Computers

Tota I accum ulated depreciation

Total capital assets beinEl
depreciated, net

Governmental activifles capital
assets, net

4L,946,952
4,249,069 437,7a5
6,170,503 A26,907
4,292,775 897,160
2,543,737 27,499
613,810 7,530

1,960
4223A7 f5,910

2.29A303 39.245 2.337.54A

32.579.436 2.350.036 (22.452\ 34.907.020

being
19.530.182 4.a15.669 (1.363.5661 22.ga2.2a5

(4,277,57O)

F2a,$a)
12,557,797)
(1,366,692)
12,297,636)

(586,506)
(8o1)

(389,960)
(2.772.O44],

r44.77 7.431l,

(294,674)
GOg,7A2)
(177,213)
(3O8,103)
(762,O!7)

(77,467)
(193)

(48,681)
(75.3881

{1.131.51a) 22.272

- L7,946,952
- 4,680,854

6,997/70
- 5,€9,875(76,744) 2,5A9,O92

(3O4) 621,036
1,960

(6,004) 542,293

14,57O,244)
(638,213)

(2,669,004)
(1,67 4,795)
(2,443,60!)

(603,757)
(994)

t432,637J
(2.247.432],

t45.280.67 7\

18.408.002 (1.21a.51a) (180) 19.626.343

$37338187 $ Ao348Z $X363_216t $ 42-60S-628
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5. CAPTTAL ASSETS (CONTTNUED)

Depreciation expense was charged to functions/programs ofthe Municipaljty as follows:

Governmental activities:

Generalgovernment

Culture and recreation
Community devetopment
Health and welfare

Education

Total depreclation expense-governmentat activities

Amount

$ 347,990
331,400
150,251
279,2a6
27,356
49,685

5,550

$1r:!1518

6. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Accounts payable and accrued liabilities at June 30, 2012 are summarized as follows:

Rdenue Fund-
GeneEr State & Lmt

oesipllon

I 136,732 $

accruedtiabtnes 205.616

261,353 $ $ 495,004

205616

$ l923A S- $ __3€9!4 $ 2q1358 9_ $ s 7oo 6,0

7. PROPERTYTMES

The peIsonal property tax is self-assessed by the taxpayer on a return which is to be flled by
May 15 of each year with the l\4unicjpat Revenue Co ection Center (CRIM), a governmentat
entity created by the government of puerto Rico as part of the Municipat Governmental
Autonomous Law of August 1991. Real property tax is assessed by the CRIM on each piece of
real estate and on each building.

The assessment is made as of January 1 of each year and is based on current values for
personal property and on estimated varues as of 7957 fot real property tax. The tax onpersonar property must be paid in fu together with the return by May 16. The tax on rearproperty may be paid in two insta ments by Jury 1 and January 1. The CRIV is responsible forthe billing and collections of real and personal property taxes on behatf of all the
municipalities of Puerto Rico. prior to the beginning of each fiscal year, the CRIM informs the
Municipality of the estimated amount of propety aax expected to be collect for the ensuing
fiscal year. Throughout the year, the CRIM advances funds to the Municipatity based on the
initial estimated collections. The CRIM is required bylawto prepare a set ement statement
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7. PROPERTYTAXES (CONTINUED)

on a fiscal year basis, whereby a comparison is made between the amounts advanced to thelvunicipality and amounts actualy colected from taxpayers- ft,i" ""ttlr"rt has to becompleted on a preriminary basis not rater than three montis after riscat year-eno, ano a rinatsettlement made not later than six months after year-end, ft tn, Cntfr/l remits to theMuniciparity property tax advances, which are ress tha;the tax actuaflt c;I;cted, a receivabrefrom the CRIM is recorded at June 30. However, if 
"Ovan"es "rceeO 

tf,e amount actualycollected by the CRllV, a payable to the CRIM is recorded at June 30.

On January 26,2000, pubtic Law N0.42 was enacted, which authorized the CR|M to obtain a
loan up to $200,OOO,OOO, and for a term not to exceeding 10 years, to allow for the financingof the debt that the lvunicipatities of puerto Rico nave wit-h the CRltvl arising from finatsettlements of property tax advances versus actual collections through fiscal year;nded June30, 2000. The amounts that the [4unicipalities wi coltect frorn i'aOitionul property taxes
resurting from increases in the subsidy from the commonwearth of puerto Rico to theMunicipalities are assjgned through this law to repay such loan. The increase in this subsidy
was the result of the pubtic Law No. 238, enacted on August 15, 1999. On October 11, 2001,
Public Law No. 146 was enacted to amend public Law N;. 42, to extend the loan amortizationperiod up to 30 years, Also, on October 11, 2003, public Law No, 172 was ;nacted, to provide
as an option for the r/uniciparities to incrude the debt that the N4uniciparities of puerto Ricohave with the CRIM arising from final setuements of property tax advances versus actuat
collections for the fiscat year ended June 30, 2OO1 with the l;an authorized through pubtic
Law No. 42 enacted on January 26, 2OOO.

On June 26, 1997, public Law No. 21 was enacted authorizing the CRIM, among other things,
to sell the property tax receivables related to taxpayers who o;ned property taxes from 1974
to 1996. Such property tax receivables were purchased by the public Finan;ing Corporation, a
subsidiary ofthe Government Development Bank of puer6 Rico (GDB) using the proceeds of a
bond issuance executed for such purposes. Said Law imposed the CRl the obljgation to
replace uncollectible property tax receivables with any valid property tax receivable or
equivalent in money. Subsequent to the approval of the Law and to th; sale transaction, it
was detected that a substantial percentage of the receivables sold were uncollectible. ln
order to protect the economic damage to the financial structure of municipalities caused by
the substitution of uncollectibre tax receivables with sound collectibre receivables, on october
11, 2001, Public Law No. 146 was approved and enacted.

Through this Law, the CRIM was authorized to obtain a loan from any qualified financjal
institution and pay in advance the outstanding balance of the bonds issued and any related
cost inourred for the purchase by the public Financing Corporation (a GDB subsidiary) of the
tax receivables. The loan is being paid by the municipalities thru a 30 year long term
financing negotiated by the CR|M with cDB on behatf of such municipatities as authorized by
the indicated Law.
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7. PROPERTY TAXES (CONTINUED)

The government-wide Statement of Net Assets includes an outstanding balance of $612,511and $489,536 retated to Law No. 146 and tn" 1", ruo. +2. ,L"-p".iiuuri 
-'

Residential real property occupied by its owner is exempt by law from the payment of property
taxes on the first $15,000 of the assessed value. For such exempted ;mounts, the puerto
Rico Treasury Department assumes payment of the basic tax to the lVunicipalities, except forproperty assessed at less than $3,500 for which no payment is made. As part of theMunlcipal Autonomous Law of 1991, the exempt 

"rnorni 
to O" p"ij nV the puerto Rico

Treasury department to the rvuniciparities was frozen as of January i. 1992. rn addition, the
law grants a tax exemption from the payment of personal property taies ot up to $5O,OOO ofthe assessed value to retailers having annual net sales of lessihun $lSO,OOO.

The annual tax rate is 8.83% for real property and 6.g3% for personal property of which 1,03%
of both tax rates are for the redemption of public debt issuej by the Commonwealth of puerto
Rico. The remaining percentage is distributed as follows: (a) 5.g% and 3.gyo, respectively,
represents the Municipality's basic property tax rate which is appropriated for basics and
accounted for in the general fund. A portion of such amount is deposited in an equalization
fundtogether with a percentage of the net revenues of the puerto Rico electronic lottery and a
subsidy from the Commonwealth of puerto Rico. From such fund, a distribution is made to allmunicipalities; (b) 2.00% represents the ad valorem tax restricted for debt service and
accounted for in the debt service fund.

8. DUE TO OTHER GOVERNMENTAL ENTITIES

The amounts due to other governmental entities in the general fund include the following:

Govemmentat Entitv

Puerto Rico Aqueduct and Sewer Authority ipRASA)

Totat

Amount

$ 20_07a

$ 20-078

9. DEFERRED REVENUES

A. Municipal License Tax -The lvunicipality imposes a municipal license tax on all
businesses that operate within the Municipality, which are not totally or partia y exempt
from the tax pursuant to the lndustrial lncentives Act ofthe Common;eath of puerto Rico.
This is a self-assessed tax based on the business volume in gross sales as shown in thetax return that is due on Aprir 15 of each year. Entities with sar;s vorume of $1,ooo,ooo ormore must include audited financial statements together with the tax return. During thefiscal year ended June 30, 2012, the tax rates were is follows:

1. Financial business - 1.5oolo of gross revenues.

2. Other organizations - O.5O% of gross revenues.
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9. DEFERRED REVENUES

This tax is due in two equal installments on July l and lanuary 1 of each fiscal year. Adiscount of 5% is allowed when full payment is made on or before Aprtt 15. lvunicipal
license tax receivable represents fired municipar license tax returns that were uncoflected
as of June 30, 2012, net of allowance for uncollectible account, Municipal license taxes
collected prior to June 30 but pertaining to the next fiscal year are recorded as deferred
revenues.

The deferred revenues of $617,390 in the General Fund relates to municipal license tax
collected in fiscat year 2011-12 that will be earned in fiscal year 2012_13.

B. Federal Grants - The deferred revenues presented in the Special Revenue Fund _ Other
Federal Grants represents the portion of federal grants received for which qualifying
expenditures have not been incurred. Deferred revenuesfrom the federal governmentar;
as follows:

Aliocd
$ 160,97a

135,531
24,O47
72,322
16,219
19.051

$ 36a 188

Proeram Descriotion

D saster Grants pLibtic Asststar@
Edward Byrne Ltemor ai Jusiice Ass sta.ce Grant program
SpeciarProgram ror the Ag ng Txe t

Emergency I',4a nagemenr perrormance Grant
Nutltion Sery ces tncentive program

lO.LONG-TERM LIABII-ITIES

Long-term liability activity for the year ended June 30, 2012. was as fo ows:

Borowin€5
orAdditions

$ 6,200,000
700,oo0
3a,902

747,646_

Beglnning
Descriotion Balance
Bonds Payabte $ 7,94o,ooo
Notes Payable 5,rc2,O00
Property Taxes Advances a,274,A47
Compensated Absences 7,046,299
LIMS Repayment Plan 26.930
Total $1E-42O-O7O

Payments or Ending Oue Within
Deductions Balance Oneyear
$ (435,000) $13,705,000 $ 615.000

(512,000) 5,380,O0O 545,OOO(33,315) 7,22O,42A 33,315
1122,50! 7,071,444 95,542
t26.930t

$ 129-z16t $2731da12 $ 128SI52$ 1p8054!

1. Legal debt margin - The Municipality is subject to a legal debt margin requirement, which
is equal to 1o%o of the totat assessment of property t;cated withi; the Municipatity ptus
balance of the ad valorem taxes in the debt service fund, for bonds payabie to be repaid
with the proceeds of property taxes restricted for debt service. ln addition, before any new
bonds are issued, the revenues of the debt service fund should be sufficient to cover theprojected debt service requirement. Long-term debt, except for the bonds and notespayable, is paid with unrestricted funds.
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10. LONG-TERM L|ABtLtTtES (CONTTNUED)

2. Bonds Payable - The Municipatity issues general
funds for the acquisition and construction of
outstanding at June 30, 2012 are as follows:

and special obligation bonds to provide
major capital facilities. Bonds payable

lune 30,2OL2
1993 Generat Obtigaton boid for acquisiton of Capirai Assets and tnfrastructLrre construcrron
with an oiginat amounr of $2,015,000 due in insrarhenrs of $4o,ooo ro $19o,ooo ih;;u;h
luly 1,2012, wlth interest rangingfiom 5% to 8%

2O0O Generat Obtigaton bond for acquisitron of Capital Assets and inirastructLjre construction
with an originalamount ot$460,000 due in instalments of S15,OOO io $5O,OOo through jut i,
2014, with interest rang ng frofi j.2g%ta 4.t3yo
2003 Gereral Obtrgatron bord for acquisitron of Capiiat AsseG and rnfrastructure constru.xion
with an original amo!ni of 94,430,000 due in insta menrs of $75,OOO io $345,000 through
JJI) 1,2027. wlh Inrerest art rtfion \5to 5.0206

2008 specEl obtrSat or Doad ror oDe.at6ra e r perses w lh a 1 oriSrrai aE oL ri ot s2,64 5,ooo
due n rBta rmelrs or 535.000 to $220.000 rh,outh tJ y t, 2032. Ellh Inter6st ralg,rg .ror
3.93% to 7 50%

2011 Special Oblgation bond for acquisition of Capital Assets and rnfrastrudure construction
with an original anroud or $1,195,000 due in irsta menrs of g45,OoO to g13o,OOO thr;ua
luly 1,2025, with interesr raigingfrom 6%to 7.50%
2012 Genera I Obtrgatron bondforacq!Eition ofCapta Assetsand nfEstructure construcrron
with a n origina I a moum of $1,510,000 d ue n instathents of $55,OOO to $ 160,000 ih rough
.JLriy 1,2026, wih irterest Engngfrom 6% to 7.5o%
2012 Specia I Obtigation bond for acq u6it on of Capitat Ass€ts and infrastructure construction
with an originatamounr of $245,000 due rn instatimenrs of $15,ooo to $35,ooothrcugh tury 1,
2021, with interesr rang ngfrcm 6%to 7.50%

2012 Specia I Obtigation bond tor acq u6it on of Capitat Assets and infrastructure construdion
with an oigina I amount of 6a9O,O0O due in insia|menrs of $2O,OOO ro g85,OOo through luty 1,
2031, with interest.ang ng from 6%to 7.50%
2012 Specia I Obtigalron bond foracqu6iton of capitatAsseG and infrastructureconstruction
with an originaramount ofgTTO,oOO due in i.sraliments of $3O,OOO to $85,OOOthrcugh luty 1,
2026, with interest rang ngfrcm 6%to 7.50%
2012 Specia I Obtigarron bond foracqusitron of CapitatAssets and infrastrLrct!re construction
with a n origina amount of $2,785,000 due rn instaltments of g4o,ooo to $ 23o,ooo rh rough
luiy 1, 2036, with inrerest rangingfrcm 6%to 7.50%

Total

$ 190,000

140,000

3,550,000

2,475,OOO

1,150,000

1,510,000

245,O00

890,000

770,000

2,785,000

These bonds are payable from the special ad valorem property tax of
restricted for debt service and retained by the Government Development
Rico for such purposes.

$ (1,705,000

2.00% which is
Bank for Puerto
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10.LONG-TERM L|ABtLtTtES (CONTTNUED)

Annual debt service requirements to maturity for bonds payable are as follows:

blqest
$ 550,a64

414,227
443,4A7
471,77a
778,66A

3,295,a37
2,024.692

914347
201_aaa

$10298-022

3. Notes Payable - The proceeds of the issuance of notes payables were used principally topay debt incurred in prior years and to cover the expendiires of a special event. Notes
payable outstanding atJune 30, 2012 are as follows:

IUaturity
sate

a a-13
7-L a2
7-L74
1-7-32
7-7-aA
7-a-76
7-!7A
7-7-7A

The notes are payable from the ad valorem property tax of 2.OO%o which is restricted for
debt service and retained by the Government Devel;pment Bank for puerto iico for suchpurposes. The Series 2012, amounting $39S,OOO, is payable with the revenues generated
from the collection ofthe .2% ofthe municipal sales and use taxes aeOemption funO.

Year Ending
June 30,
2043
2044
2075
2046
2077
20].a 2022
2023-2027
202a2032
2033-2037

Totat

Tvpe of notes

2004 Series
2006Series
2OO7 Series
2007 Serias
2009 Ser,es
2009 Seles
2012 Series
2012 Series

Totalnotes payable

Principal

$ 630,000
470,OOO
505,000
485,O00
525,000

3,275,O00
4,290,OOO
2,300,000
7_225.OOO

3Ja5iOO

Onginal
Amount

22a,OOO
6as,o00

7,725,OOO
3,165,000
1,210,000

50,000
305,000
395,O00

Range of
lnterest rates

4.25%
423% to 5.330,5
6.44%b 7.50%
2.42% to 7 .5O%

6.Orkro 75%
4.13y0

6.0% to 7 50%
6-0% to 750%

Balance at
June 30.2OL2

$ 38,000
120,OO0
385,O00

3,025,000
1,07s,o00

37,000
305,000
395.OOO

$ 5380-000
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Annual debt service requirements to maturity for notes payable are as follows:

Year Ending
.iune 30.

2013
2074
2015
2046
20a7
20aa 2022
202?2027
202a 2032
2033 2037

Total

4. Advances from CRIM
2012, as described in

Principal

$ 635.000
s12,000
332,O00
373,000
403,OO0

1,020,000
755,OO0

1,080,o00
270.OOO

$1t80.000

l!!eles(
$ 178,61s

335,925
304,57a
27434a
249,52a
925,500
656,062
315,750

70_125

$ 12t4357

- This amount represents the balance owed to the CRIM at June 30,
Note 7.

5. Compensated Absences - The government-wide statement of net assets incrudesapproximatety $491,749 of accrued sick teave benefits, and approxi;atety $579,695 oiaccrued vacation benefits, representing the Municipality,s commiiment to fund such costsfrom future operations.

ll.PENSION PLAN

The Employ,ee's Retirement system of the commonwealth and its lnstrumentalities (the
Retirement System) is a cost-sharing multiple defined benefit pension ptan sponsoreO Oy, anOreported as a component unit of the Commonwealth of puerto Rico. Att iegutar employees otthe Municipaiity under 55 years of age at the date of emproyment necom'e memoers ot theRetirement System as a condition to their employment.

The Retirement System provides retirement, death and disability benefjts pursuant tolegislation enacted by the Commonweatth,s tegistature. Oi""Oliity ?"t,:r""r*t benefits areavailable to members for occupational and non-o;cupational disabiiities Retirement nenetitsdepend upon age at retirement and the number of years or 
"r"Jii"oi" "".i"". Benefits vestafter ten years of plan participation.

Members who have attained 55 years of age and have completed at least 25 years ofcreditable service or members who have attained 5g years of age anJtrave compfeteO tenyears of creditable service are entifled to an annual benefit payaOti moninty ior tife.
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The amount ofthe annuity shall be one and one-half percent ofthe average compensation, as
defined, multiplied by the number of years of creditable service up to Gnty years, plus two
percent of the average compensation, as defined, multiplied by the number of years of
creditable service in excess of 20 years. ln no case will the annuity be less than $iOO per
month.

Participants who have compreted at reast 3o years of creditabre service are entifled to receive
the l4erit Annuity. participants who have not attained 55 years of age will receive 65 percent
of the average compensation, as defined; otherwise they will receive 75 percent of the
average compensation, as defined. No benefits are payable if the participant receives a
refund of his/her accumulated contributions.

Commonwealth legislation requires employees to contribute 5.775% for the first $550 oftheir
monthly gross salary and 8.275% lot the excess over $ 550 of monthly gross salary. The
Municipality is required by the same statute to contribute 9.275yo of th; participant,s gross
salary.

On September 24, 1999, an amendment to Act No. 447 of May 15, 1951, which created the
Retirement System, was enacted with the purpose ot estaOtiihing a new pension program
(System 20OO). Emptoyee's participation in the current system ai of December 31, 1999,
may elect to stay in the defined benefit plan or transfer to the new program. persons joining
the Municipality on or after January 1, 2OOO, will only be allowed to become members of
System 2000. System 2000 will reduce the reurement age from 65 years to 60 for those
employees whojoined the current plan on orafterApril 1, 1990.

System 2000 is a hybrid defined contribution plan, also known as a cash balance ptan. Under
this new plan, there will be a pool of pension assets, which will be invested by ERS together
with those of the current defined benefit plan. The Commonwealth of pueno Rico will notguarantee benefits at retirement age. The annuity will be based on a formula which assumes
that each year the employee's contribution (with a minimum ol g.275y" to the employee,s
salary up to a maximum of 10%) will be invested jn an account which will either: (1) earn a
fixed rate based on the two-year Constant Maturity Treasury Note or, (2) earn a rate equat to
75o/. of lhe return of the ERS'S investment portfotio (net oi management tees1, or (3) earn a
combination of both arternatives. participants wirr receive periodic;ccount statements similar
to those of defined contribution plans showing their accrued balances. Disability pensions will
not be granted under System 2OOO. The emptoyer,s contribution lg.27E /. ol the emptoyee,s
salary) will be used to fund the current plan
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If at the time of retirement accumulated benefits amount to $1o,ooo or tess may elect toreceive a lump sum dlstribution up to the accumulated beneflts. UnOeitne new program theretirement age is reduced from 65 to 60 for those employees who joined the current plan on
or afterAprll 1, 1990.

Funding Policy

The authority under which the funding poticy and the obligations to contribute to the ERS and
System 2000 by the plans' members, employers and oiher contributing entities (state and
municipal contributions), are established or may be amended by law.

Contribution requirements are established by law and are as follows:

Municipality
Employees:

Hired on or before llarch 31, 1990

Hired on or before April 1, 1990

Annual Contibution

9.275% of gross satary

5.775% of gross satary upro $6,600
8.275% of gross salary over $6,600
8.275% of gross salary

The Municipality contributions during those years are recognized as totat pension
expenditures/expenses in the category of administration as follows:-

FiscalYear

20!2
204L
20LO

Law No.447

$ 132,535
$ 154,844
$ 180,960

Svstem 2OO0

$ 88,304
$ 89,577
$ 98,171

These amounts represented the 1OO% ofthe required contribution for the corresponding year.
Additionally, changes made in the types and amounts of benefits offered by speciat laws and
cost of living adjustments, red to a one-tine recommended contribution to f;nd the retroactive
adjustment related to the changes.

Additionar information on the Retirement system is provided in its financiar statements for theyear en+d )une 30,2072, a copy of which can be obtained from the Retirement System,
Minillas Station, PO Box 42004, San Juan, pR OO94O.
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12.FUND BALANCE (DEFICIT)

As of June 30 2012, fund balance (deficit) is comprised ofthe fo owing:

Fund BalancelDelicirl

lnterlund toans €ceivabre $ 1,!€5,979 $

Gene6l Fundsiat€ &
Et/o! L6l c6nt

562,455

6,446

Sp*ial Capilal
Revenoe PEje.tE Fun&

F!n& C[hd State & L@t
IrdeEl Glads

$$$

Setuie G@emmental
Er!!, Eu!:s &la!

$ $ 14a5,979

562,455
120,965 120.965

6.846
9,523,420

4,267,775 4,267,775
9,523,420

1404.541) 1497.452) t6a6.o7o) _ _ 11.592.103)

TotzrFund Balance (oeficii) $ 1-646J39 $ 1497-452 $ + t 8a3tula $ 4257-14 $_ A20965 S 14_375377

13.RISK MANAGEMENT

The Property Division of the Municipatity is responsible of assuring that the Municipality,s
property is properly insured. Annually, the propedy Division compiles the information of all
property owned and its respective market value. After evaluating this information, the
Property Division submits the data regarding the Municipality's properties to the area of public
lnsurance Department at the Department of the Treasury of the Commonwealth of puerto Rico
who is responsible for purchasing all property and casualty insurance policies of all
municipalities. Settled claims have not exceeded commercial coverage in any of the past
three fiscal years.

14.COMMITMENTS AND CONTINGENCIES

a. FederalGrants:

The Municipality participates in a number of federal financjal assistance programs funded by
the Federa, Government. Although the l\runicipality,s grant programs have been audited in
accordance with the provisions of the Single Audit Act of 1996, through June 30, 2012, these
programs are still subject to financial and compliance audits by the granting agencies and the
resolution of previously identified questioned costs. The amount, if any, of expenditures which
may be disallowed by such audits cannot be determined at this time, although the
Municipality management expects such amounts, if any, would not to be material.
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14.COMMtTMENTS AND CONTTNGENCTES (CONTTNUED)

b. Claims and lawsuits:

The Municipality is a defendant in a number of lawsuits arising principally from ctaims against
the lvuniciparity for areged improper actions, and other regar ;afters thai arise in the or;inary
course ofthe Municipality s activities,

It is management's opinion, based on the advice of the legal counsel, that the potentiat claims
against the lvuniciparity not covered by insurance will not materially affect the financial
resources for its payment.

c. Other Commitmenls:

At June 30, 2072, the generat fund had commitments of approximatety $195,000 for
executory purchase orders or contracts that will be honored during the subsequent year.

15. FUTURE ADOPTION OF ACCOUNTING PRONOUNCEMENTS

The GASB has issued the fo owing statements that have effective dates afterJune 30, 2012:

a. GASB Statement No, 60, Accourt/'ng and Financial Reporting for Servtc€ Concession
Arangements (GASB 60). The ob.iective of this Statement is to i;prove financial repofting
by addressing issues related to service concession arrangemenG iSCAs), which area typ;of public-private or pubric-pubric partne^hip. This statement is effective for periods
beginning after Decembet LS, 2Oj-I.

b. GASB Statement No. 61, Ihe Financial Reporting Entity: Omnibus _ an amendment of
GASB Statements No. 14 and No. 34 (?ASB No. 6l). Th; objective of this Statement is to
improve financial reporting for a governmental financial reporting entity. The requirements
of Statement No. 14. Ihe Financiat Repotting Entity, and the retatej tinanciai reporting
requirement of Statement No. 34, Basic Financial Statements _ and Managei,ment:s
Discussion ard Analysis - for State and Local Govemments, were amended to better meet
user need and to address reporting entity issues that have arisen since the issuance of
those Statements. This Statement is Effective for perjods beginning after June 15, 2012.
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15. FUTURE ADOPTION OF ACCOUNTING PRONOUNCEMENTS

d.

GASB Statement No. 62, Codification of Accounting and Financiat Reporting cuidance
Contained in Pre-November 30,7989 FASB and AtCiA pronouncements The objective of
this statement is to incorporate into the GASB's authoritative literature certain accounting
and financial reporting guidance that is included in the following pronouncements issued
on or before November 30, 1989, which does not conflict with or contradict GASB
pronouncements; 1) Financial Accounting Standard Board (FASB) Statements and
interpretations, 2)Accounting principles Boards Opinions, 3) Accounting Research Bulletins
of the American lnstitute of Certified pubtic Accountants,(AtCpA) Com;ittee on Accounting
Procedures. This Statement is effective for periods beginning after December 15, 2011.

GASB Statement No. 63, Flrancral Reporting Defefted Outflows of Resources, Defetred
lnflows of Resoutces and Net position. The objective of this Statement is to provide
financial reporting guidance for deferred outfrows of resources and deferred infrows of
resources. Concepts Statement No. 4, Etements of Financiat Statements, introduced and
defined elements as a consumption of net assets by the government that is applicable to a
future reporting period, and an acquisition of net assets by the government that is
applicable to a future reponing period, respectively. The provisions oflhis Stutement 

"reeffective for financial statements for periods beginning after December 15, 2017. Ea iet
application is encouraged.

GASB Statement No. 65, ltems previously Reported as Assets and Liabilities. The objective
of this Statement is to establishes accounting and financial reporting standards that
reclassiry, as deferred outflows of resources or deferred inflows of resour;es, certain items
that were previously reported as assets and liabilities and recognizes, as outflows of
resources or inflows of resources, certain items that were previously reported as asseG
and liabilities. This Statement also provides other financial reporting guidance related to
impact of the financial statement elements deferred outflows of reio-urces and deferred
inflows of resources, such as changes in the determinations of the major fund catcutations
and limiting the use of the term deferred in financial statement presentations. The
provisions of this Statement are effective for flnancial statements for periods beginning
after December 15, 2012. Earlier application js encouraged.

e.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIIY OF LUQUILLO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2012

15. FUTURE ADOPIION OF ACCOUNTING PRONOUNCEMENTS

f. GASB Statement No. 66, Technicat Corrections _ 2072 _ an amendment of GASB
Statements No. 10 and No. 62. The objective of this Statement is to improve accountjng
and financial reporting for a governmental financial reporting entity by resolving conflictin;
guidance that resulted from the issuance of two pronoun;eme;ts, Statements No. 54,
Fund Balance Repoding and Governmental Fund Type Definitions, and No. 62,
codification of Accounting and Financiar Reporting Guidance contained in pre-November
30, 1989 FASB and AICpA pronouncements. The provisions ofthis Statement are effective
for financial statements for periods beginning after December 15, 20:12. Earliet
application is encouraged.

g. GASB Statement No. 67, Financjal Reporting for pension plans-an amendment of GASB
Statement No. 25. The requirements of this statement are effective for periods beginning
after June 15, 2013.

h. GASB Statement No. 68 Accounting and Financial Reporting for
of GASB Statement No. 27. The requirements of this statement
beginning after June 15, 2014.

The impact of these statements on the Municipaljty,s basic financial statements has not yet
been determined.

Pensions-an amendment
are effective for periods
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

BUDGETARY COMPARISON SCHEDULE - GENERAL FUND
(SEE NOTES TO BUDGEIARY COMPARISON SCHEDULE)

YEAR ENDED JUNE 30, 2012

REVENUES:

Mun cipallicense tax
Licenses, permrts and other tocattaxes
Cha rges for setuices

Finesandforfeitures

Munic oalsa es and Lse rax

Total rcvenu€. aner 6ryover
EXPENDIIIIRES, II{CUIUBRAIIICES AND OTHER

Genelal govern ment

Culture and recreat on

Total expendltures, encumbEnc€s and other

EXCESS (DEFICIENCU OF REVEIIIJES OVER (UNDER)
EXPEI{DITURES. EI{CUMBMI{CES AT{D OITIER
F[{AXCtNG SOURCES (USEs)

$ 3,163,790 I 3,495,368
7L9,634 900,635
312,000 397,682
17,000 17,OOO

3,467,t26 3,745,a05
27.OOO 27,OOO
30,000 30,ooo
38,000 156,230
86,000 469,000

425.OOO 446_067

8,245,550 9,6a4,7a7

250.000

8.285.550 9.934.7a7

5,24L126 6,136,175
124,946 153,233

1594,715 2,003,636
1,045,501 1,!33,420
234.662 508.323

8.245.550 9.934.787

EudqetedAmounts
(Negaiive)

$
(2,884)
16,962

221
(165,186)

(10,640)
122,397)

12,542
(61,796)
153.967

179,27LJ

179.2L71

224,LO5
4,541

(253,294)
L72.AO2

15.310)

142.140

L 62t2

$ 9,855,576

(250,00O)
242.322

$1842898

$ 9,792,647

565,226
309,067

4195.654)

$JAEL2A2

$ 3,495,368
agT,75L
4L4,6M

17,221
3,580,619

16,360
7,603

164,772
407,204
600.034

9,605,576

250.000

9.855.576

5,912,070
L44,692

2,256,934
96131a
513.633

L 52t29
Eolanatio. ot Diff erenc6:

Sources/infl olvs of resources:
Ac!al a mounts (budgetary bas s)"ava ita bte for approprEt on " from the budgetary companson schedu re
Oifferences budget to USGAAPI
B!dgebd carryover
USGMP adjustmenG to rcvenues

Total revenu€s as reported on the statement of rev€nues, expenditures, and changes in fund batances
UseYoutf lows of resour@s:
Actlalamounts (budgetary basis) "toratcharges to appropriat ons" fiom rhe budgetary compa r son schedute
Ditrerences-budget to ISGMP:
Non-b!dgeted expendrures
Prioryear encumbrances recorded as curentyear expenditu.esior USGMP bas s
currentyear encumbrances recorded as expenditures for budgerary purposes

Total expenditures as rcponed on the statement ot revenues, erpendttures, a.d changes tn fund balanG

(1) Represents fund batancecaded over rrom prtoryear
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

NOTES TO BUDGETARY COMPARISON SCHEDULE - GENERAL FUND

YEAR ENDED JUNE 30,2012

1. STEWARDSHIP, COMPLIANCEANDACCOUNTABILITY

a. BudEetarv Control

the Municipality's annuat budget is prepared on the budgetary basis of accounting, whichis not in accordance with USGMP, and represenG departmental appropriations
recommended by the Mayor and approved by the Municipal Legislature prior to the
beginning of the fiscat year. Amendments to the budget iequire-tfre approvat of the
Municipal Legislature. Transfers of appropriations within the budget, known as Mayor,s
Resolutions, do not require the approval ofthe Municipal Legislature.

The N4unicipality prepares its annual budget including the operations of the general fund.
For budgetary purposes, encumbrance accounting is used. The encumbrances (i,e.,
purchase orders, contracts) are considered expenditures when incurred. For USGMP
reporting purposes, encumbrances outstanding at year_end 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 of any approprjation at the end of the fiscal year will lapse at
the end of such fiscal year. Other appropriations, mainly capital project appropriations, are
contlnuing accounts for which the lvunicipal Legjslature has authorized that an unspent
balance from the prior year be carried forward and made available for current spending.

The annual budget as presented in the Budgetary Comparison Schedule_ceneral Fund is the
budget ordinance at June 30, 2012 representing the original budget. There were no
supplemental appropriations forthe year ended June 30. 201r.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2012

Federal Grantor/pass-through

U.S. DEPARTMENT OF HOUSING AND
URBAN DEVELOPMENT:

Direct Program:
ARRA-Homeless Prevention and Rapid

Re-Housing (Recovery Act Funded) 14.257

Federal
CFDA

Number

Pasethrough
Entity ldentifying

Number Expenditures

97,297

433,737Section 8 Housing Choice Vouchers

Pass-through the Commonwealth of
Puerto Rico - Office of the Commissioner
of Municipal Affairs:

CDBG - State - Administered Smalt
Cities Program Cluster
Community Development Block Grants
- State's Program

Total U.S. Department of Housing and
Urban Development

U.S. DEPARTMENT OFJUSTICE:

Pass-through the Commonwealth of
Puerto Rico - Department ofJustice

Edward Byrne lvemorjal Justjce
Assistance Grant Program

Total U.S. Department o, Justice

U.S. DEPARTMENT OF TRANSPORTATION:

Pasethrough the Commonwealth of
Puerto Rico - Traffic Safety Commission

State and Community Highway Safety

Total U.S. Department of Transportation

74.87 7

74.22A 10-AB, FC-41
09-AB, FC-41

08-FC

2OO6-DJ-DM-FLP.

o1

807,739

1,338,773

16.738 ta2,a43

182,843

3,420

3,420

20.600 Not Available
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS (CONTINUED)

YEAR ENDED JUNE 30. 2012

Federal Grantor/pass.through
- Grantor/Program or Cluster Tifle

Fedetal Passthrough
CFDA Entirytdentifytng

Number Number Expenditures
_ 

U.S. DEPARTMENT OF ENERGY:

_ Direct program:

- Enerry Effiency and Conservation Block
crant Program (Recovery Act Funded) A:..72A

- Total U.S. Department of Energy

759,732

!59,732

U.S. DEPARTMENT OF EDUCATION:

Direct Program:

lndependent Living Services for Older
lndividuals Who Are Btind (Recovery Act
Funded) 84.399 30,000

- Total U.S. Department of Education 30,000

U.S DEPARTMENT OF HEALTH AND HUMAN
_ SERVICES:

, Passthrough the Commonwealth of
_ Puerto Rico - Governor,s Office (Elderly

Office):
Special programs for the Aging _ Ti e t,
Part B, Grants for Supportive Services
and Seniorcenters 93.044 NotAvaitabte 138,536

_ Nutrition Services tncentive program 93.053 NotAvailabte 2O,22f
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS (CONTINUED)

YEAR ENDED JUNE 30, 2012

- Federal Grantor/Pasethrough
- Grantor/Program or Cluster Title

Federal Pasgthrough
CFDA Entityldentitying

Number Number Expenditures

Pass-through the Commonwealth of
Puerto Rico - Administration for Children
and Families (ACUDEN):

CCDF Cluster:
Child Care and Development Block
Grant 93.575 Not Avaitabte 218,898

ARRA- Child Care and Development
Block Grant (Recovery Actfunded) 93.7 73 Not Available 4A,254

Total U.S. Department of Health and
Human Services

TOTAL EXPENDITURES OF FEDERAL AWARDS

425,909

$ 2,L40,677

The accompanying notes are an integral part ofthis schedule.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30.2012

l.BASIS OF PRESENTATION:

The accompanying schedure of Expenditures of Federar Awards incrudes the federar grant
activity of the Municipality of Luquiflo and is presented on trre moairLo accruar basis of
:_ccounting 

The basis of accounting is the same used to prepare Ge tund financialstatements. The information in this Schedule is presented in accordance with therequirements of OMB Circutar A-133, Audits of States, Local coverniiiti, ana non_proftt
OrEanizations.

2.REI,ATIONSHIPTO FEDERAL FINANCIAL REPORTS:

Amounts reported in the accompanying schedure are incruded in the speciar Revenue Fund _
urner Feoerat Grants and in the Other Governmental Funds in the Municipality,s fund financial
statements. The reconciliation between the expenditures in the fund financiai statements andthe expenditures jn the Schedule of Expenditures of Federal AwarOs is as foLtows:

Special

- Other
Federal crantsDescription

Other

Funds Total

Per Schedule of Expenditures of Fecterat

Non federal programs expenditures and

Tota I expend itures ,n basic Financiat
Statements

$ 1,706,940

24,463

$ 433,737

447,752

$ 2,740,677

477,615

$ 1,731,403 $ 580.889 $ 2,372,292
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Lipez-Yega, CPA , PSC

llember ot:
. Anrc.icln Inslitule of

Certifi .d Publie Acco[ntaBts
. ?uerto Ri.o Society of

Certifi cd Public -{ccoul|trntsCertified Public Accouoiants / Management Advisors

REPORT ON INTERNAL CONTROL OVER FINANCTAL REPOR?ING AND ON COMPLANCE AND
OI}IER MATTERS BASED ON AN AUDIT OF FINANCIAL SIATEMENTS PERFORMED IN

ACCORDANCE WI}T GOWRNME,fI AUDIIING SIAIVDARDS

To the Honorable Mayor
and the Munlcipql Leglslature
Municlpality ot Luqulllo
Luqulllo, Puerto Rico

We have audited the financial statements of the governmental actiyities, each major fund, and
the aggregate remaining fund information of the Munlclpality ot Luqulllo, Puerto Rtco, as of and
f0r the year ended June 30, 2012, whlch collecflvety comprlse the Munlclpaltty's bastc flnanctat
statements and have issued our repo( thereon dated March 21, 2013. We conducted our audit
in accordance with auditing standards generally accepted in the United States of America and the
standards applrcable to financEl aucl[s conlaned tn Govemment Aud,ting Stardardq issued by
the Comptrolle. General ofthe United States.

lntemal Contlol OverFlnanclal ReponlnE
Management of Munlclpallty o, Luqulllo is responsible for establishing and maintaining etfective
internal contol over financial reporting. In planning and perForming our audit, we considered
Municlpallty o, Luquillo's rnternat control over frnanoal reponrng as a basls for desrgnang our
audjting procedures for the purpose of expressing our opinions on the financial statements, but
notforthe purpo6e of expressing an opinion on the effectiveness ofthe Munlclpality of Luqulllos
internal control over financial reponing Accordingly, we do not express an opinion on the
effectiveness ofthe Munlclpallty ot Luqulllo's internal control over financial reporting.

A deficie|cy ht itiettbl curtLtol exiisls wllell tlre d6ign u, operatio,r of a co.rtrol doL.s riot allow
management or employees, in the normal course of performing their assigned functions, to
prcvent, or detect and correct misstatements on a timely basis. A material weakness is a
deflclency, or a combhatlon of deflclencles, ln lnternal control such thai there b a reasonable
possibility that a material misstatement ofthe entity's financialstatements will not be prevented,
or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of thas seclion and was not designed to identify all deficiencaes in
lnrcrnal control over linanciat reponing thal mighl be deticiencies, significant deticlencies, or
material weakness. We did not identify anydeficiencies in internal control over financial reporting
that we consider to be mate al weakness, as defined previously. However, we identified certain
deficiencies in internal control over financial reportin& described in the accompanying schedule
of findings and questioned costs that we clnsider to be significant deficiencies in internal control
over financial reponing. Significant deficiencies are described in the accompanying schedule of
tindings and questioned costs as item 12QL. A signilicant deficlency is a deticiency, or a
combination of deflciencies, in internal control that is less severe than a material weakness, yet
importart enough to merit attention by those charged with governance,
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REPORT ON II{TERNAI- CONTROL OVER FINANCIAL REPORTING AND ON COMPI,IANCE ANOon{ER MATIERS MsEo oN aN AUDrr oF FrNANcraL sTATEMENTs peironuro rn
ACCORDANCE WITH GOVERNMENT AUDIIINC STAIVDAPDS (CONTINUED)

Comoliance and Other Malters

As part of obtaining reasonable assurance about Mether the Municlpalty o, Luguilo,s financlal
sbtements are free of material misstatement, we performed tests oi its ;ompliance wath certainprovlslons ot laws, regutatons, cont.acts and glilnt agreemems, noncomp|ance wln whtch could
have a direct and material effect on the dete.minatio; ofinancial statement amounts. However,
providing an opinion on compliance with those provisjons was not an objeclive of our audit, and
accordingly, we do not express such an opinion. rhe resutts of our tests drsctosed no rnstanc€s of
noncompliance or other matters that are required to be reported undet Gove.?ment Audiun|
Standards.

We noted certain other matters that we reported to management of the Municlpality of l"uqulllo in
a separate letter dated March 27,2073.

The Munlcipallty of Luquflo's response to the findings identified in our audit is described in rie
accompanying schedute of findings and questioned costs. We did not audit the Municipalty of
Luquillo's response and, accordtngty, we express no oonion on lt

information and use of management and federal awarding
However, lhls report ls a matter of public record and i;

Thrs report is intended sobly for the
agencies and pass-1h rougll entilies.

San Juan, Puerto Rico
March 27,2O1i

Stamp No. 2632098 ofthe puerto Rico
Society of Certified Pubtic Accountants
was affixed to the record copy ot this reporl

Ldpez-Vegd, CPA , PSC

't*,il**:

Certilea Public Aco-unratrb / Managemcll Adliso.!
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INDEPENOENT AUDITOR S REPORI ON COMPLIANCE WITH REQUIREMENTS THAT COU[D RAVEA DIRECT AND MATERIAI- EFFECI ON EACH MAJOR PROCRAITi AN' Or.i'rt.rriirrAr. COrrrNOr.
OVER CIMPLIANCE IN ACCORDANCE WTH OMB CIRCULAR A133

To the Honorable Mayor
dnd thc Muhlclpal Leglll6ture
Munlclpallty of Luqul o
Luquillo, Puerto Rtco

Compliance
We have audiled the Murtctpalty of Luqu o,s comptiance with the typ€s of comptiance
regulrements descflbed tn the OMB Ctrcutat A-133 Compltance Suppleme;i lhar coutd have adirect and materiat effect on each of Municipalty of Luiutlo,s major feOLrat programs for fheyearended lune 30, 2012. Municipa ty of Luqu o,s major federat programs are identified in thesummary of audftor's resutts sectton of the accompanyrng scneOule oi Rndrngs and questioned
costs- Compliance with the requiremenb of laws, regulatio;s, contracts, and g;nts appticable toeach of its major federat programs is the responsibitity of the ttiuniciiality o, Luqullto,smanagement. Our responsibitity is to express an opinion on the Muniet;afit, o, Ludu to,s
compljance based on ouraudit.

We conducied our audlt of compliance in accordance with auditing standards genera y acceptedin the United States of America; the standards appticable to tinancial aridits contained in
G-ouemment Auditing Standads, issued by the Comptrot,er General of the United States; and
OJr48.Circular A-133, Iudrts of States, Local Govemmeni(., ana uoi-iroibrganzatiors, Those
standards and OMB Circutar A-133 require that we ptan and perform th; audit to obtain
reasonable assurance about whether noncompliance whh the types of compliance requirements
referred to above that coutd have a direct and materiat etteci on i-mJ[i ]eOerar program

9::yjl3:11 lygn inctudes. examining, on a test basis, evidenc€ about the Muntctpalft-y oI
LUqUI O',S @mptiance with those requirements and performing such other procedures as we
considered necessary in the circumslances. We believe that ;ur audit provides a reasonaote
basis for our opinion. Our audit does not provide a legal determination of ths Municipallty dLuqulllo'c comptiance with ihose requirements.

ln our opinion, the Muntctpafity o .uquiIo complied, in all material respects, with the comptiance
r€quir€ments referrBd lo aboye that coutd hav€ a direct and matsrial ;ffect on each of iis ma.ior
federal programs for tie year ended June 30, 2012.
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INDEPENDENT AUDITORS REPORTON COMPLIANCE WIT}I REQUIREMENIS I}IAT COULD HAVE
A DIRECTAND MATERIqL EFFECI ON EACH MAJOR PROGMITi AND ON IMIERNAL CONIROL

ovER coMpLtANCE lN ACCORDANCE WrH OMB CTRCULAR A_133 (COryllr,rueol

lnternal Cortrol Ovei Comollance
Management of the Muntcipaflty of Luqui o is responsible for establishing and maintaining
effective internat control over compliance with the requirements of laws, reg;ations, contracts,
and gmnts applicable to federal programs. In planning and performing our a-udit, we considered
the Munlclpaltty ol Luqu o,s internat controt over co;ptiance with th; requirements that coutd
have a dtrect and malerlat effect on a maror federat program to deiermtne $e aud ngprocedures for the purpose of expressing our opinion on compliance and to test and report o;
inGrnal control over compljance in accordance wath OMB Circutar A-133, but not for the purpose
ot expressng an oprnron on the effecttveness of intemat controt over compttan@. Accordrngti, we
do not express an opinion on the effectiveness of Munlclpallty of Luqulllo,s internat control over
compliance.

A deliciency in intenal contrcl over compliance exjsts when the deslgn or operat,on of a control
over compliance-does not altow management or emploJ€es, in the normal course of peforming
therr assigned functions, to prevent or detect and correct noncompliance with a type oi
compliance requirement of a federar program on a timery basis. A m ateiar weak,ess in internal
contol ovet compliance is a deficiency, a combination of deficiencies, in internal control over
compliance, such that there is a reasonable possibility that material noncompliance with a type of
compliance requirement of a federal program wi not be prevented, or detected and correctA, on
a timely basis.

our @nsideration of internar contror over compriance was for the rimited purpose described in the
first paragraph of this section and was not designed to identit afl deficiencies in intemal contror
over compriance that might be deticiencies, significant deficiencles, or material weaknesses. we
did not identiry any deficiencies in internar control over compriance that we consder to be
material weaknesses, as defined above.

We noted certain other matteIs that we reported to management ofthe Munlcipallty of Luqulllo in
a separate letter dated Match 27,2O!3.

The Munlclpallty ol Luquflo's response to the findings identified in ouraudit are descnbed in the
accompanying schedule of findings 6nd qu€tioned cosB. We did not audit Munlolpaflty o,
Luqulllo's response and, accordingy, we express no opinion on the responses.

\
Lipez-lega,CPA, PSC

C.in'rr.J p;,i,c -i:r.;lii.nr\ / i!4r,,!!1.,!,,r 
^ris(f 

\
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INDEP.EJ{DEATT AUDITOR'S REPORT ON COMPLIANCE wlTH REQUIREMENIS THAT COULD }IAVEA DrREcr AND MATERTAL EFFECT oN EAcH MAJoR pRocRAri AN; or'inri'iiir. comnor
ovER coMpltAllcE tN AccoRDANcE w,TH oMB ctRcut Aia-1A do'r,nrnueol

ThiS report is intended Solely for the information and use Of
agencaes and pasgthrough entities. However, this report is
distribution is not limited,

lrotbffib
'LOPE}I/EGA OFA. PSC '

San Juan, Pue(o Rico
Match 21. 2OL3

Stamp No.2632099 ofthe puerto Rim
Society of Certmed pubtic Accountants
was affixed to the record copy of this report.

management and federal awarding
a matter of pubtic reco.d and its

L6pez-Vega,CPA, PSC

Cenifien Public Accountan6 /-Managemenr AdvisoE
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF LUQUILLO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED JUNE 30, 2012

_ Section I - Summary of Auditor's Results

- Firancia, Statements

- Type of auditor's report issued: Unqualified

lnternal control over financial reporting:
Material weakness identified? yes No X
Signiflcant deficiencies identified not considered to
be material weaknesses? yes X None reported

Noncompliance material to financial statements yes No X
noted?

Federal awards

_ lnternal Control over major programs:
Material weakness identified? yes No X
Significant deficiencies identified not considered to

Type of auditor's report issued on compliance for

- major Programs: unqualified

' Any auditfindings disclosed that are required yes No X
- to be reported in accordance with Circular

A-133, Section .510(a)?

_ ldentification of major programs:

CFDA Number Name of Federal Program or Cluster

74.224 Community Development Block crants State's program

74.477 Section 8 Housing Choice Voucher

_ Dollar threshold used to distinguish
' between Type A and Type B programs

Auditee qualified as low-risk auditee?

$300,000

Yes No X
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF LUQUILLO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED IUNE 30, 2012

Section ll - Financial Statements Findings

Finding Reference

statement ol condltion

L2.oL

Financial Reporting - AccountinE Records

During our examination of the lVunicipality's accounting system, we noted
that the lvunicipality's accounting record for Local, State and Federal
funds does not provide modified basis financial statements. Also, the
accounting slstem does not offer subsidiaries to produce government-
wide financial statements, The computerized system provided by the Office
of the Commissioner of lvunicipal Affairs (OCAM) and manual system
maintained by the finance department personnel do not provide adequate
and effective financial information to generate the basic financial
statements since the accounts balances were affeded by accounting
errors in the first years ofthe system operation.

Therefore, the Municipality hires the professional services of local
accounting firms to peform the required adjustment entries to convert its
accounting records from cash basis to modified and then to accrual basis
and compile the necessary information as required by GMP and Law 81.

Chapter Vlll, Article 8.010 of State Act Number 81 of August 30, 1991, as
amended, states that the Municipality should maintain an effective and
updated accounting system.

The Municipality did not establish effective internal control over the
transactions recorded on its accounting records. Also, the accounting data
is not summarized in the form of a double-entry general ledger record.

The lvunicipality's accounting system did not provide updated and
complete financial information that present the financial position, the
result of operations and the change in fund balances. Such information is
necessary to take management decisions.

We recommend that the N4unicipality should implement the necessary
internal controls and procedures in order to maintain an accounting
system that contains information pertaining to authorizations, obligations,
unobligated balances, assets, liabilities, expenditures, interfund
transactions, etc.

None

Crite a

Cause of Condition

Effect of condition

Questioned Cost
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF LUQUILLO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2012

Section ll - Financial Statements Findings

Finding Reference

l\{anagement Response

and Corective Action

12-01 (Continued)

Management of Municipality of Luquillo acknowledge the finding and
propose the following Plan:

Planned Corrective Action:
Actual accounting system was develop by the Commonwealth of P.R.

under an uniform accounting model that is under law required to be used
uniformly by all the 78 Puertorrican municipalities, but the software
proprietors have not adopted any of the 19 years accounting principles
changes.

ln order to correct the (19 year old software) governmental accounting
system, we intend to establish the use of electronic worksheets (excel)to
gather complete and current financial information so that at the end of
each fiscal year we can convert the accounting records from a cash basis
to modified accrual basis and then covert the financial data to accrual
basis.

ln addition, we will perform a study of feasibility within the next two years

regarding the acquisition of new and updated accounting software that
meets the needs of our municipality and in accordance with GAAP along
with the necessary trainings to the Finance and Budget Department
regarding the effective implementation of such accounting system.

Expected deadlines:

For the corrections and implementation of electronic worksheet, the
trainings and implementation is July 31, 2013.

For the search, evaluation of proposals for the new accounting software is

December 31, 2013.

For the acquisition or modifications of actual system or implementation of
newly system (software) is July 1, 2014.

Responsible person: Efrain Mojica Rincon
Finance Director
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- Section lll - Financial Statements Findings

- During our audit, we did not detect deficiencies, significant deficiencies, material weaknesses, or

_ instances of noncompliance related to the general purpose financial statements that are required

to be reported in accordance with OMB Circular A-133.
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@indlnf5 -Partlll
(As required by OMB circulal A-133)

No corrective action has been taken. The I/unicipality's Management will

in"tiu"t G erogr". 
"ccountant 

to begin the disbursement process when

,t 
" 

,"orl",tionJof trnds are submitted to the Administration for Care and

ini"gi"i D"u"rop."nt of childhood (AcuDEN) in order to assure [hat

*nu-n tn" tunO" 
"ru 

transferred by the Pass-through Grantor' the Program

will disburse it immediately.

93.575

No corrective action has been taken The Municipality's Management.will

i""trrlt,ln" p.gi", 
"ccountant 

to begin the disbursement process when

i#'r.""r]"i,i"".li tr"ds are submiftea to the Administration for care and

i.i""r""i o"r"i"o.""t of childhood (ACUDEN) in order to assure that

*il'n in" trnit'rr" transferred by the Pass through Grantor' the Program

will disburse it immediately.

93.5 75

We performed a Cash ManaEement Test and found that the program

[ffiJ il66ii6Enot=di"b,t""d on 
" 

r."'"on"bl" 1"o"" of tirn"'

The audit finding does not warrant further action

oassed since ihe audit report in which the

submitted to the Federal clearinghouse'

because two Years have
finding occurred was

93.575
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