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iNSEPENDEFJT AUtsITEBIT BEPORT

Honora ble Mayor and Members
of the Municipal Legislature
Municipality of Maricao

Maricao, Puerto Rico

Report on the Financial Statements

I have audited the accompanying financial statements of the governmental activities, each major fund,

and the aggregate remaining fund information of the Municipality of Maricao of the Commonwealth of

Puerto Rico ("the Municipality"), as of and for the year ended June 30, 2013, and the related notes to

the financial statements, which collectively comprise the Municipality's basic financial statements as

listed in the table of contents.

Mdnogemen(s Responsibility for the Findnciol stotements

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

accordance with accounting principles generally accepted in the United States of America; this includes

the design, implementation, and maintenance of internal control relevant to the preparation and fair
presentation of financial statements that are free from material misstatement, whether due to fraud or

error.

A u d ito t' s R e spon si b i I ity

My responsibility is to express opinions on these financial statements based on my audit. I conducted

our audit in accordance with auditing standards generally accepted in the United States of America and

the standards applicable to financial audits contained in Government Auditing Standords, issued by the

Comptroller General of the United States. Those standards require that I plan and perform the audit to

obtain reasonable assurance about whether the financial statements are free from material

misstatement.

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

the financial statements. The procedures selected depend on the auditor's iudgment, including the

assessment ofthe risks of material misstatement of the financial statements, whether due to fraud or

error. ln making those risk assessments, the auditor considers internal control relevant to the entity's

preparation and fair presentation of the financial statements in order to design audit procedures that

are appropriate in the circumstances, but not for the purpose of expressinS an opinion on the

effectiveness of the entity's internal control. Accordingly, I express no such opinion. An audit also

includes evaluating the appropriateness of accounting policies used and the reasonableness of

significant accounting estimates made by management, as well as evaluating the overall presentation of

the financial statements.

Marling Address Box 757. Dorado. PR 00&6



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

audit opinion.

Opinion

ln my opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the governmental activities, the business-type activities, each ma.jor

fund, and the aggregate remaining fund information of the Municipality of Maricao of the
Commonwealth of Puerto Rico, as of June 30, 2013, and the respective changes in financial position

thereof for the year then ended in accordance with accounting principles generally accepted in the
United States of America.

Other Molters

Re qui red Supple mentory I nform oti o n

Accounting principies generally accepted in the United States of America require th atlhe monogement's
discussion ond onolysis ond budgetdry comporison informotion on pages 4-11 and 51-52 be presented to
supplement the basic financial statements. Such information, although not a part of the basic financial
statements, is required by the Governmental Accounting Standards Board who considers it to be an

essential part of financial reporting for placing the basic financial statements in an appropriate
operational, economic, or historical context. lhave applied certain limited procedures to the required

supplementary information in accordance with auditing standards generally accepted in 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
inquiries, the basic financial statements, and other knowledge I obtained during my audit of the basic

financial statements. I 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.

Other lnformotion

My audit was conducted for the purpose of forming opinions on the financial statements that
collectively comprise the MunicipaliVs basic financial statements. fhe combining ond individuol non-

major fund financial stotements ond schedule of expenditures of federal owords, os required by Office of
Monogement ond. Budget Circulor 4-133, Audits of Stotes, Local Governments, ond Non-Profit

Orgonizotions and the other informotion, such as the introductory ond stotisticol sedion arc presented

for purposes of additional analysis and are not a required part of the basic financial statements.

fhe mdnagement's discussion ond onalysis ond budgetory comporison informotion is the responsibility

of management and was derived from and relates directly to the underlying accounting and other

records used to prepare the basic financial statements. Such information has been subjected to the

auditing procedures applied in the audit of the basic financial statements and certain additional

procedures, includlng comparing and reconciling such information directly to the underlying accounting

and other records used to prepare the basic financial statements or to the basic financial statements

themselves, and other additional procedures in accordance with auditing standards generally accepted

in the United States of America. ln my opinion, the monogement's discussion and onolysis ond

budgetory comporison informotion is fairly stated, in all material respects, in relation to the basic

financial statements as a whole.
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Fhe combining and individuol non-mojor fund finonciol stotements ond schedule of expenditures of

federol owords has not been sub.iected to the auditing procedures applied in the audit of the basic

financial statements, and accordingly, I do not express an opinion or provide any assurance on it.

Other Reporting Required by Government Auditing Standdrds

ln accordance with Government Auditing Standords, I have also issued my report dated December 11,

2013 on my consideration of the Municipality's internal control over financial reporting and on my tests

of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other

matters. The purpose of that i.eport is to describe the scope of my testing of internal control over

flnancial reporting and compliance and the results of that testing, and not to provide an opinion on

internal control over financiai reporting or on compliance. That report is an integral part of an audit

performed in accordance with Government Auditing Stonddrds in considering Municipaliiy's internal

control over financial reporting and compliance.

Toa Baja, Puerto Rico

December 11, 2013

Stamp No. 02592278 of Puerto Rico society of cedifled Publ;c

Accountants was affixed to the original report.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF MARICAO

MANAGEMENTS DISCUSSION AND ANALYSIS

Ji.lNE 30,2013

Management of the Municipality of Maricao of the eommonwealth of Puerto Rico (the "Municipality")
provides this Monogement's Discussion ond Anolysis of the Municipality's basic financial statements as an

overview and analysis of the financial activities of the Municipaiity for the fiscal year ended June 30, 2013.
We encourage readers to consider the information presented here in conjunction with the additional
informarion that we have furnished in the accompanying basic financial statements.

During fiscal year ended iune 30, 2003, the Municipality implemented the new required financial reporting
standards established by Staten ent No- 34, Eosic Finonciol Stotements ond Monogement's Discussion ond
Anolysis for Stote ond Locol Governments, issued by the Governmental Accounting Standards Board
(commonly known as "GASB 34"). According to this statement, significant required changes in content and
structure have been made in the accompanying Municipality's basic financial statements as of and for the
fiscai year ended June 30,2013, which make the accompanying basic financial statements not easily
comparable to the Municipality's general purpose financial statements issued in years prior to 2003.
However, the compar;son of years after the adoption of GASB 34 will be more meaningful and will go further
in explaining the Municipality's financial position and results of operations.

This Management's Discussion and Analysis (MD&A) is prepared as a result of the requirements of GASB 34,

and it has been designed accordingly with the following goals:

a) Assist the reader in focusing on significant financial issues,

b) Provide an overview of the Municipality's financial activity,
c) lCentify changes in the Municipality's firlancial pcsition {its ability to address the next and

subsequent year challenges),
d) ldentiiy any material deviations from the financial plan (the approved budget), and;

e) ldentify individual fund issues cr concerns.

since the MD&A is designed to focus on the current year activities, resulting changes and currently known

facts, please read ii !n conjunction with the accompanying basic financial statements.

FINANCIAT HIGHLIGHTS

. The Municipality net assets decressed by S148,436.

. ln the Governmental financial statements, governmental fund balances decreased by 5330,178.

. capital expenditures for the year amounted to S1,095,761.

USING THIs ANNUAT REPORT

This annual report ccnsists of a series of new financial statements with a change in the foeus from the
previous financial statements. The new focus is on both the Municipality as a whole (government-wide) and

the major indiviciual funds. Both perspectives (government-wide and major fund) allow the user io address

relevant questions, broaden a basis for comparison (year to year or government to government) and enhance

the Municipality's accountability.
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COMMONWEATTH OF PUERTO RICO

MUNICIPALIW OF MARICAO

MANAGEMENT'S DISCUSSION AND ANALYSIS

luNE 30, 2013

OVERVIE\IJ OF THE BASIC FINANCIAL STATEMENTS

The Municipality's financial statements include three components: (1) the Government-Wide Financial

Statements, {2} the Fund Financial Statements, and (3) the Notes to the Financial Statements (collectively

known as the "basic financial statements"). This report also contains additional :'equired supplementary

information (budgetary schedule) in addition to the basic financial statements themselves. These

components are described below;

Government-Wide Financial Statements

Ihe government-wide finonciol stotements are designed to provide readers with a broad overview of the
Municipality's operations and finance as a whole in a manner similar to private-sector business. These

statements provide short-term and long-term information about the Municipality's financial position, which

assist the Municipalih/s management to determine the economic condition at the end of the fiscal year.

These financial statements are prepared using the flow of economic resources measurement focus and the

accrual basis of accounting. This basically means that these financial statements follow methods that are

similar to those used by most businesses. They take into account all revenues and expenses connected with
the fiscal year ended June 30, 2013, even if cash involved have not been received or paid. The government-

wide financial statements include: (1) the statements of net assets and (2) the statement of activities.

Statement of Net Assets

The statement of net assets presents all of the Municipality's assets and liabilities, with the difference

between these two items reported as "net assets" (equity). Over time, increases or decreases in the net

assets may serve as a useful indicator of whether the financial position of the Municipality is either improving

or deteriorating.

Statement of Activities

The statement of activities presents information showing how the Municipality's net assets changed during

the fiscal year ended June 30,2073- All changes in net assets are reported as soon as the underlying event

giving rise to the change occurs, regardless of the timing of related cash flows. Thus, revenues and expenses

are reported in this statement for some items that will not result in cash flows until future fiscal periods (such

as uncollected taxes and earned but unused vacation leave). This statement also presents a comparison

between direct expenses and program revenues for each function of the Municipality.

Both of the abovementioned financial statements present all the governmental activities of the Municipality,

which consist mostly of taxes and intergovernmental revenues (such as federal grantsl. Most services

provided by the Municipality fall into this category, including cuiture and education, general government,

health and sanitation, public safety, public housing and welfare, etc.

Fund Financial Statements

The Municipality's fund financial statements consist of: (1) the balance sheet - governmental funds and (2)

the statement of revenues, expenditures and changes in fund balances - governmental funds. These

financial statements report the financial position and results of operations of the Municipality's

governmentalfunds.
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EOMMONW€AI?H OS PUEf,TE RIEO

MUI\iIC'PALITY OF MARIEAO
MANAGEMENT'5 DiSCUSSION AND ANALYSIS

JUNE 30,2013

Fund Financial Statements (continuation)

A fund is a grouping of related accounts that is used to maintain control over resources that have been
segregated for specific activities or objectives. The Municipality, like most other state and local
governments, uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. Each fund is considered an independent fiscal entity accounted for within a set of self-
balancing accounts that comprise its assets, liabilities, fund equity, revenue, and expenditures. Fund
accounting segregates funds accordinB to their intended purpose and is used to aid management in
demonstrating compliance with legal, financial and contractual provisions.

The fund financial statements focus on: (1) individuai parts of the Municipality's government and (2)
reporting the Municipality's operations in more detail than the government-wide financial statements. For
financial reporting purposes, the Municipality classifies its funds within the following fund categories: (1)
general fund, (2) debt service fund, (3) special revenue funds and (4) capital projects funds {collectively
known as the "governmental funds").

Governmental funds are used to account for all of the services provided by the Municipality. Governmental
funds are used to account for essentially the same functions reported as governmental activities in the
governmental-wide financial statements. However, unlike the government-wide financial statements,
governmental fund financial statements focus on near-term inflows and outflows of expendable resources.
They also focus on the balances of expendable resources available at the end of the fiscal year (June 30,
2013). This approach is known as using the flow of current financial resources measurement focus and the
modified accrual basis of accounting. These statements provide a detailed short-term view of the
Municipality's finances that assists in determining whether there will be adequate financial resources
available to meet the current needs of the Municipality, that is, evaluating the Municipality's near-term
financing requirements.

Because the focus of governmental funds is narrower than that of the government-wade financial statements,
it is useful to compare the fund information presented for governmental funds with similar information
presented for governmental activities in the government-wide financial statements. By doing so, readers
may better understand the long-term impactof the Municipality's near-term financial decisions. Forfinancial
reporting purposes the Municipality has six major funds: (1) the general fund, (2) the debt service fund, (3)

NSP Fund, (4) the SBGP fund, (5) the resurface fund, and, (5) RC-82 FUND.

Notes to the Basic Financial Statements

The notes to the basic financial statements provide additional information that is essential to a full
understandinB ofthe data provided in the government-wide and the fund financial statements. The notes to
ihe basic financial statements can be found immediately following the basic financial statements.

Required Supplementary lnformation

The basic financial statements are followed by a section of required supplementary information consisting of
a budgetary comparison between actual operating results with the original budget and the final amended
budget for the general fund.

6lPaqe



COMMONWEAITH OF PUERTO RICO

MUNICIPALITY OF MARICAO

MANAGEMENT'5 DISCUSSTON AND ANALYSIS

JUNE 30,2013

INFRASTRUCTURE ASSETS

Historically, a government's largest group of assets (infrastructure - roads, bridges, traffic signals,

underground pipes [unless associated with a utility], etc.) have not been reported nor depreciated in
governmental financial statements. GASB 34 requires that these assets be valued and reported within the
governmental column of the Government-Wide Financial Statements. Additionally, the government must

elect to either (a) depreciate these assets over their estimated useful life or (b) develop a system of asset

management designed to maintain the service delivery potential to near perpetuity. lf the government

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

category, measures and demonstrates its maintenance of locally established levels of service standards, the
government may record its cost of maintenance in lieu of depreciation. The information about the condition
and maintenance of condition of the government infrastructure assets should assist financial statement users

in evaluating a local government and its performance over time.

As of July 1, 2003, the Municipality retroactively recorded the historical costs of infrastructure assets. Also

the Municipality elected to depreciate infrastructure assets instead of using the modified approach.

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOTE

Net Assets

As noted earlier, net assets may serve over time as a useful indicator of the Municipality's financial position.

ln the case of the Municipality, net assets (excess of assets over liabilities) amounted to 59,783,056 at June

30.2013.

The largest portions of the Municipality's net assets are invested in capital assets net of their related debt

510,332,687. The Municipality's net assets are also composed of net assets amounting to 59,783,056 that
are restricted for (1) future debt service payments and (2) the future acquisition or construction of capital

assets. ln addition, the Municipaliq/s net assets (deficit) are reported net of an unrestricted net asset

(deficit) of 5(5,928,429).

The unrestricted deficit is the consequence of previous budgets, which did not provide funding for incurred

long-term obligations such as compensated absences and others. Historically, such obligations have been

budgeted on a pay as you go basis without providing funding for their future liquidation. Consequently, the

Municipality cannot draw from its existing assets to provide seruices to its citizens and depends on its taxing

ability to continue its operations.

The portion of the Municipaliq/s net assets invested in capital assets such as land, buildings, equipment, etc.,

less any outstanding related debt used to acquire those assets, are used by the Municipality to provide

services to its citizens; consequently these assets are not available for future spending. Although the

Municipality's investment in its capital assets is reported net of related debt, it should be noted that the

resources needed to repay this debt must be provided from the debt service fund, since the capital assets

themselves cannot be used to liquidate these iiabilities.

7li1 a,; t'



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF MARICAO

MANAGEMENT,S DISCUSSION AND ANALYSIS

.,uNE 3C,2013

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE (continuation)

The following is a condensed presentation of the Municipality's financial position, as reported in the

government-wide financial statements:

Condensed Statement of ActivillEli

?013 2012General revenues:

Property taxes

Municipal s3les tax

Municipal license tax and excise iax

lntergovernmental Revenues

Grants and contributions r€stricted to specific purposes

lnterest, fine and penalties

Miscellaneous

Total revenues

Expenses:

Generalgovernment

Urban and economic development

Culture, recreation and education

Health and sanitation

Public housing and vJeifare

Public safety

Enviromental control

lnterest on long term obliSations

Total expenses

Other financing sources

Change in net ass€ts

Net sssets - at beginning ofYear

Net assets - at beginninB of year - Adjustment

Net assets - Restated

Net assets - at end ofyear

s s61,737

1,280,688

291,439

4,963,105

59,145

744,318

7,900,432

5 574,9s3
516,033

381,592

8,880,C98

2,368,364

50,696

57 4,444

13,546,280

3,542,657

470,92'1

276,241
330,047

386,549

3,578,111
458,300

642,-! 4s

9.685,950

213,925

4,074,?55

5,549,696

3,807,046

798,499

342,929
31.6,532

156,556

419,670

1,893,387

294,249

8,048,868

(148,436)

e,623.,q5L

.307,541

9,931,492

5 9,783,056 $ 9,623,951

FINANCIAT ANALYSIS OF THE MUNICIPALITY'S GOVERNMENTAL FUHDS

As discussed earlier, the Municipality uses fund accounting to ensure and demonstrate complience with

finance-related legal requirements.

Governmental Funds - The focus of the Municipalit/s governmental funds is to provide information on near-

term inflows, outflows, and balance of expendable 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 fiscal year.

Sliraq.



COMMONWEATTH OF PUERTO RICO

MUNICIPALITY OF MARICAO

MANAGEMENIS DISCUSSION AND ANALYSIS

.,uNE 30, 2013

FINANcIAL ANAIYSIS OF THE MUNICIPALIW'S GOVERNMENTAT FUNDS (continuation)

The following is a condensed presentation of the Municipality's balance sheet and results of operations of

governmental funds:

Condensed Balance Sheet - Governmental funds:

Total Assets - Major Funds

Total Asseis - Other Funds

Total assets

Total Liabilities - Major Funds

Total Liabilities - Other Funds

Total liabilities

Fund Balances - Major Funds

Fund Balances - Other Funds

Total net assets

Condensed Statement of Ooerations - Governmental funds:

Total Revenues - Major Funds

Total Revenues Other Funds

Total revenues

Total expenditures Maior Funds

Total expenditures - Other Funds

Total expenditures

Revenues Over Expenditures - Major Funds

Revenues Over Expenditures- Other Funds

Other financing sources - Major Funds

Other flnancing sources - Other Funds

Total Other financing resources

Expenditures over revenues and other financing sources

Beginning Fund balance

Prior year adjustment

Ending Fund balance

GENERAL FUND BUDGETARY HIGHLIGHTS

Amount 2013

5,194,165

2,060,90s

Amount 2012

3,110,433

4,432,427

7 .255.010 7,542,860

4,338,991

221,276

4,290,694

540,7 26

4,566,267

(1,140,03s)

3,828,838

2,688,803

4,431,,420

(1,180,261)

3,891,701
2,717,440

8,806,769

7,299,551,

10,106,320

9,O44,765

1347,733
1,O,436,497

1247,9s6)
(88,182)

(330,178)

10,565,058

2,767,668

13,332,126

10,994,O12

3,78s,860
74,779,872

1428,954)
(1,018,192)

11,447 ,146)

ls,267)
219,L92

lr,B3,22rl
3,944,651

(330,178)

2,717,440

307,547
2,688,803 2,771.,440

The accompanying Budgetary Comparison Schedule shows a total negative variance between bud8eted

revenues and actual revenue results of 568,204.

ln addition, the accompanying Budgetary Comparison Schedule shows a total positive variance between

budgeted expenditures and actual expenditures results of S129,860.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF MARICAO

MANAGEMENT'S DISCUSSION AND ANALYSIS

,JUNE 30, 2013

CAPITAL AsSETs AND DEBT ADMIN!STRATIOf*

Capitai Assets

The accompanying statement of net assets reported total grcss capital assets, at cost, amounting to

S28,731,820 of which 513,48f ,484 represents building structure assets at June 30, 2013. The related

accumulated depreciation and amortization of capital assets amounted to 57,305,883, of which 52,309,051 is

related to building, structure and building improvements assets at June 30, 2013. This investment in capital

assets includes land, buildings, improvements, equipment, infrastructure and construction in progress.

lnfrastructure assets are items that are normally immovable and of vaiue only to the municipal government,

such as roads, bridBes, streets and sidewalks, drainage systems, liBhting systems, and similar items.

Actual costs incurred to purchase or construct capital assets were 51,095,761 for the year ended June 30,

2013. Depreciation and amortization charges for the year totaled S853,450.

The Municipality finances a significant portion of its construction activities through bond issuances and state

and federal grants. The proceeds from bond issuances designated for construction activities are committed

in its entirety for such purposes and cannot be used for any other purposes.

Debt Administration

The laws and regulations of the Commonwealth of Puerto Rico have established a limitatlon for the issuance

of generai obligation municipal bonds and notes for the payment of which the Sood faith, credit and taxing

power of each municipality may be pledged.

The applicable laws and regulations also require that in order for a municipality to be able to issue additional

general obiigation bonds and notes, such municipality must have sufficient "payment capacity". Act No. 64

provides that a municipality has sufficient "payment capacity" to incur additional general obligation debt if

the deposits in such municipality's Redemption fund and the annual amounts collected with respect to such

municipality,s Special Additional Tax (as defined below), as proiected by the Government Development Bank

for puerto Rico, will be sufficient to service to maturity the Municipality's outstanding Seneral obligation debt

and the additional proposed general obligation debt ("Payment capacity")-

The Municipality is required under applicable laws and regulations to levy the Special Additional Tax in such

amounts as shalt 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 Municipality constitute

a first lien on the Municipalitry's Basic Tax revenues.

Accordingly, the Municipalit\/s Basic Tax revenues would be available to make debt service payments on

general obligation municipal bonds and notes to the extent that the Special Additional Tax Levied by the

Municipality, 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

obligation debt of the Municipality.
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COMMONWEAI-TH OF PUERTO RICO

MUNICIPATITY OF MARICAO

MANAGEMENT,S DISCUSSION AND ANALYSIS

JUNE 30,2013

ECONOMIC FACTORS, NEXT BUDGETS AND RATES

The Municipality relies prima.ily on property and municipai license taxes, as well as, federal and state grants

to carry out the governmental activities. Historically, property and municipal license taxes have been very

predictable with increases not generally exceeding ten percent. Federal grant revenues may vary if new

grants are available but the revenue is also very predictable.

Those factors were considered when preparing the Municipality's budget for the 2012-2073 fiscal years.

There were no significant changes between the budget for fiscal year 2O12-2OL3 and the one for fiscal year

2013-2074.

FINANCIAL CONTACT

The Municipaliq/s financial statements are designed to present users (citizens, taxpayers, customers,

investors and creditors) with a general overview of the Municipality's finances and demonstrate the

Municipalivs' accountability. lf you have any questions about the report or need additional financial

information, contact the Municipality's Director of Finance, Mr. Modesto Ayala Quinones at P.O' Box 837,

Maricao, Puerto Rico, 00505-0837.

(This space was intentionally left in blank)
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COMMONWEALTH OF PUER'O RICO

MUNICIPAUTYC,E MARICAO
statement of Ner assets

lune 30, 2013

cash and.ash equivalents (notes 1g and 3)
Receivabl€s, net of atlowznce for dou btful .c.ou.rs

P.ope.tytaxes
53les and use tax
Nlunicipal license taxe5

lntergovernmental g.a.ts 3nd cont.ibution.
ac.ue.j interest on deposits
Federal fi nancial assistan@
Other.eceivabl€

Total re.eivabl€s

cash i..omm€rcial bants
c.sh in fiscal agent

Tot.l restricted assets
other cur.ent assets

Total .urrent .ssets

tlon.u..e.t asrets:

Oepre.iable capital assets
Non-dep.e.iable €Pital aisets

Iotal capit.l ass€ts
Less: accumulated dep.e.iation and amonization
(aptr.l cssets, net of accumul.red d.pretation

oeferred charget het of amodi2ation
Total non.u..ent assets

r-ial.ssets

UABIf'f|ES

Accounts payable and other accrued liat ilities (noies th)
outstanding che.ks over bank balance
lntersovernmental (note rh and a)

Ac.rued interest on bonds and notes payable
Total accounts PaYabl€

unearned rryenues

Cu.r€nt oonion ol lonsterh ottlisations

Compensated abs€n.€s
obrieation under capital leases

Total cu..ent portion oflong tem oblieations
Total.ur.ent liabilities

No..urent llabrlk16:
6ohds pavable

comp€nsated absen.es
Total noncurrcnt Iiat iiities

Toral laabilities

NET ASSETs (DE rcrrl
rnvested in.apital assets, net of.elated debt

Other sPecifi. Purpose
Total restricted net assets

un restricted net deficat
Tot:l net assets

rotal llabilltiB a.d net a.eG

490,929

35,249
2,513

3,a60
50

4.446,237

s t24,73O
222,253

292,988

490,OOO

a7,ol3
395p94

7.276,765

3,446,237

4,761.o/13

2'1,o73,O33
1,554,746

24,127,,419
(7,305,aa3)

9,9aO,OOO

4,o73.122
770,026

4,2A4,O24

21,425.935

27,425.936

s 26,1aa,939

L4a3,9aO
tz4,5z4

2,lol)

972,131
4.s42,735

_9____39.1!!23s

13,423,144
16,4O5,443

LO,332,647

5,37A,798
(s.924.429t
9.7A3.056
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COMMONWEAITH OF PUERTO RICO

MUiIICIPAIITY OF MARI@O

State ment of Activities

Year Ended June 30, 2013

Prcgram Rev€nues

Functions/P.oglafts Expenditures

Ope.ating

Gtants and
contributions

Capital Grants and

Contributions

Net

Expenses

and Changes in

Net Assets

Governrnental activities:

General government

Urban and economi. develoPment

Cultuae, rec.eaticn aro eduGiioil
Health and sanitation

Public housi.g anC wetfare

Pubiic safety

Invircr:lentai aontrol
lnterest on long term obliSations

Total governmental activities

4,s70,273

798,499

433,913

3a6,532

1,491571
439,674

1,893,387

294,249

123,500.00

90.984.00

1,337,115.00

639,121.0C (3,807,046)

i798,499)

{342,929}
(316,532)

(155,ss5)

{439,670)

{1.893,38?)
(294,249)

70.240,194 1,551,s99 639.727 (8,048.868)

Generalrevefiues:

Taxes:

Property taxes (note 5)

Municipal Sales Tax

Municipal license taxes inote 4)

License and Permits

Total taxes

lntergovernmental contributions and reimbursements

Unrestricted interests, Iines and penalties

Other revenues

Total general revenues

Net change in net assetl

Net asset5-beginning of fis.alyear

Prior Pe.iod Adjuitment

Net ass€ts-begin ning of fiscal year re_estate

Net assets-cnd of fisaalYear

567,731

1,280,683

29L,439

59,145

2,193,009

4,963,105

46,839

697,419

7,900,432
(148,436)

9,623,951

307,54r
9,931,492

9,7A3,456
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COi'!'IOTYUEALTH OF PUERTO RICO

IJIUI,IICIPALITY OF i'ARICAO

Reconciliation of the Balance Sheet o{

Expenditures and Changes in Fund Balances

G0vemmeniEl Funds l0 the Net Assbts Statement

Year Ended June 30, 2013

Amounts reported as l,let k5ets for GovemmentalActivities ;n the Statemeilr of Nerfusets;s differentthan

ihe amount reported as fund Bala[ce in the Governnental tund 6airnce Sheet because:

T0taltund tquity as Shcw 0n lhe Baiance Sheet - Govern.neriiai Fu!':ds 9 2,688,801

CipitalAsstes uied in governmental 3ctivities are nci finzn{ial resou rfts 3nd, ihereiore, are not reported i0

th€ governmenml funds 2!,425,936

long-term li6biliti6, including bond payabie, are noi an abligaiioi ef current fi nancial resources and,

therefore, are noi repofted in the goveromental iunds

8onds, and other long ienn debt 5 {13,132,301)

A.crued obligations - Compensaied Absen(es C,165,124)
A.crueC obiigations - Christmas Bonus {106,750) {14,4C4,175)

Long-term re[eivable are nct a re.€ivable ofthe cureflt ilflJnciai resources and, therefore, are nct reported

in the governmental Iunds

Property tax 5 19,117

lntergovernme alReceivabie 53,375 72,492

Netchange in flet assets as reported in the accompanying statement 0f aciivilies s 9,783,056

(This space was intentionally left in blank)
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COMMOI'IWEATTH OI PUERTO RICO

MU1{ ICIPAI.ITY OF MARICAO

Reconciliation of Statement of Revenue5,

Expenditures and Changes in Fund Balances

Governmental tunds to the Statement of Adivities

Year Endedlune 30,2013

Amounts reponed for govemmental activities in the accompanying statement are different be€ause:

Net chan8e in fund balan€es as reported in the accomFnying statement of revenuet expendituresand changes

in fund balances - governmental fu nds S (330,178)

Governmental funds report capital outlays as expenditures. ilowever, in the accompanying statement of

activities, the cost ofthose assets is allocated overtheir estimated useful lives as depreciation expense S 1,095,759

Depreciation expense {853,450)

Repayment ofbond and notes principalis recorded as expenditures in the governmental funds, but the

repayment reduces long-term liabilities inthe statement of net assets. 531,154

Expenditures and revenue recorded for Sovernment-wide and not for Sovemmental funds

Net change in net assets as reported in the accompanying statement of activities

(s91,721)

5 (1a,436)

The accompanying notes to the basic financial statements are an integralpart ofthis statement.

(This space was intentionally left in blank)
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COMMONWEALTH OF PUERTO RICO

MUNIcIPALITY OF MARICAO

Notes to Basic Financial Statements
June 30, 2013

1. GOVERNMENTAI ENTITY AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

A. Government Backpround lnformation

The Municipality of Maricao of the Commonwealth of Puerto Rico (the "Municipality") is a local

government constituted in 1874 with full legislative, fiscal and administrative powers to operate as a

government. The Municipality assumes responsibility for public safety, health and sanitation, public

housing and welfare, culture and education, urban development and many other general and

administrative duties.

The laws and regulations of the Commonwealth of Puerto Rico (the "commonwealth") provide for

separation of powers of the executive, legislative and iudicial branches of the Commonwealth's and the

Municipalities' governments. The executive power of the Municipality is exercised by a Mayor, who is

elected every four years and is assisted by the Administrative Cabinet, which is appointed by the Mayor.

The legislative power is exercised by the Municipal Legislature, which is also elected every four years.

The judiciary power is exercised by the General Justice Court system of the Commonwealth, which has

jurisdiction over the Municipality.

B. Financial ReoortinE Entitv

The accounting policies and financial reporting practices of the Municipality conform to the accounting

principles generally accepted in the United States of America ("GMP") as applicable to state and local

governments.

According to GAAP, the financial reporting entity for the Municipality consists of: (L) the primary

government, which is composed of all municipal departments and units under the legal and

administrative control of the Mayor and the Municipal Legislature, and (2) all component units.

tn evaluating how to define the Municipality for financial reporting purposes, the Municipality's

management has addressed all potential entities and organizations that may be considered component

units according to the criteria set forth by Statement No. 14, The Finonciol Reporting Entity, as amended

by Statement No. 39, Determininq Whether Certoin Orgonizotions are Component Units, both issued by

the Governmental Accountin8 Standards Board.

GAAp defines component units as those entities that: (1) are legally separate organizations for which

the Municipality's elected officials are financially accountable, and (2) other organizations for which the

nature and significance of their relationship with the Municipality are such that exclusion of their

financial statements from those of the Municipality would cause the Municipaliq/s basic financial

statements to be misleading or incomplete. Financial accou ntability exists if the Mu nicipality appoints a

voting majority of the organization's governing body, and if either one of the following conditions exist:

(1) the Municipality can impose its will on the organization or (2) the potential for the organization to
provide specific financial benefits to, or impose specific financial burdens on, the Municipality.
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B.

CoMMoNWEAITH oF PUERTO RICO

MuNrcrpAlrrY oF MARtcAo

Notes to Basic Financial Statements
lune 30, 2013

Financial Reportinq Entitv (cotrtinuation)

GASB Statement No. 39, which was early adopted by the Municipality on July 1., 2003, amended the
provisions of GASB Statement No. L4 to provide additional guidance to determine whether certain

organizations for which the Municipality is not financially accountable should be reported as

component units based on the nature and significance of their relationship with the Municipality.

Generally, GASB Statement No.39 requires reporting, as a discretely presented component unit, an

organization that raises and holds economic resources for the direct benefit cf a governmental entity.

Such organizations are legally separate, tax-exempt entities that meet all of the three specific criteria

that address benefit, entitlement or access, and significance.

The Municipality's management has concluded that, based on the aforementioned criteria, there are no

legally separaie entities or organizations considered component units of the Municipality according to

GMP as of lune 30, 2013 nor for the year then ended.

New Financial Reoorting Model

On July 1, 2003, the Municipality adcptecj the pro'/isions of Statement lla. 34, Eosic Finoncial

Stq\ements - ond Monqgement's Discussion ond Anolysis - for Stote ond LocalGovernments (commonly

known as "GASB 34"), issued by the Governmental Accounting Standards Board (GASB) This

siatement, as amended, established a new financial reporting model for state and iocal governments.

ln adciition, the N'lunicipaliiy adopted the following required statements issued by GASts and the

Financiai Accounting Standards Board ("FASB"):

r'. GASB Statement No. 33 -Accounting ond Finoncicl Reporting lor Nonexchonqe Tronsoctions;

,i. GASB Statement No. 36 - Reclpient Reporting for Certoin Shqred Nonexchonge Revenues;

iii. GASB statement No.37 - Bosic Finonciql Stdtements - ond Manxgement's Discussion ond

Anolysis - lor Stote ond Locol Governments: Omnibus;

iv. GASB Statement No.19 - Determining Whethet Certdin Orgonizotions ore Component Units;

v. GASB lnterpretation No. 6 - Recognition snd Meosurement oJ Certoin Licbilities snd

Expendiiures in Governmental Fund Finoncial Stotements.

vi. GASB lnterpretation No. 54 - Fund Bdlonce Reporting cnd Governmentql Fund Type

OeJinitions

vii. GASB Statement No. 63- Fii1.nci.lt LepofinE of Deferred OutJlows of Resources, Deierred

tnflows of R$aurces, ond Net Pasition.

Simultaneously to the adoption of GASB Statement No. 34, the Municipality adopted certain

pronouncements issued by FASB and al! oi its predecessor bodies, such as the Aciounting Piinciples

Bcard (APB), for its governmental activities.

ln this respect, the Municipality adopted ihe pro ouncements issued by ihese eniities that were issued

on or before November 30, 1989, and that do not conflict with GASB pronouncenlents.

Accordingly, on Juiy 1, 2OO3 the Municipaliiy adopted the provisions of APB Opinion No.27, lnteresi on

Receivobles dnd ?oy.,b/es, to account for non-inre:'e5t bearing receivables and payables reporleC in the

accompanying basic financia! statements.
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CoMMoNWEALTH oF PUERTo Rlco

MuNlc!PAtlrY cF MAR|cAo

Notes to Basic Financial Statements
.l une 30, 2013

New Financial Reoortins Model (continuationl

The effects of implementing the aforementioned pronouncements have been reported as changes in

accounting principles in the accompanying basic financial statements. Accordingly, the cumulative

effects of such transactions have been reported retroactively as restatements of fund balances at July 1,

2003.

According to the new financial reportin8 model established by GASB 34, as amended, the minimum

required presentation for financial reporting purposes of the Municipality is composed of the following

elements:

1. Managemenfs Discussion and Analysis f'MD&A"l - MD&A is a required supplementary

information used to introduce the basic financial statements and provide an analytical overview of
rhe Municipality's financial activities for the year ended June 30, 2013 based on the Municipality's

management knowledge of the transactions, events and conditions reflected in the basic financial

statements and the fiscal policies that control the Municipality's operations.

2. Government-Wide Financial Statements rcwFs") - GWFS is a set of financial statements

composed of: (1) a statement of net assets and (2) a statement of activities.

The government-wide financial statements are aimed at presenting a broad overview of the

Municipality,s finances by focusing on operational accountability throuSh reporting the financial

position and results of operations of the Municipality as a whole Using methods that are similar to

those used by most private businesses.

The statement of net assets provides short-term and lon8-term information about the Municipality's

financial position, which assist management to determine the Municipality's economic condition at

Jun€ 30, 2013 by presenting all of the Municipality's assets and liabilities, with the difference between

these two items reported as "net assets" (equity). Net assets are reported in the following three

categories:

lnvested in Capital Assets, Net of Related Debt - This consist of capital assets, net of accumulated

depreciation and amortization and reduced by outstanding balances for bonds, notes, and other

debt that are attributed to the acquisition, construction, or improvement of those assets'

Restricted Net Assets - These result when constraints placed on them are either externally

imposed or are imposed by constitutional provisions or enabling legislation. lnternally imposed

designations of resources are not presented as restricted net assets. When both restricted and

unrestricted resources are available for use, generally it is the Municipali.iy's policY to use restricted

resources first, and then unrestricted resources as they are needed.

Unrestricted Net Assets - These consist of net assets which do not met the definition of the two
preceding categories. Unrestricted net assets often are designed to indicate that management

does not consider them to be available for general operations. Unrestricted net assets often have

constraints on resources that are imposed by management, but can be removed or modified.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALTTY oF MARICAO

Notes to Basic Financial Statements

June 30,2013

C. New Financial Reoortinp Model (continuation)

The statement of activities presents financial information showing how the Municipality's net assets

changed during the year ended June 30, 2013. The statement of activities demonstrates the degree to

which direct expenses of a given function or segments are offset by program revenues. Direct expenses

are those that are clearly identifiable with a specific function, segment or operational unit. Program

revenues include charges to customers or applicants who purchase, use or directly benefit from goods,

services or privileges provided by a given function, segment or operational unit. Program revenues also

include 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 pro8ram

revenues are reported instead as general revenues. Resources that are dedicated internally by the

Municipality are reported as general revenues rather than as program revenues. The Municipality does

not allocate general government (indirect) expenses to other functions.

Under the provisions of GASB 34, all activities carried out by the Municipality are considered

governmental in nature for financial reporting purposes. As a result, no business-type activities are

reported in the accompanying basic financialstatements.

3. Fund Financial statements ("FFS") - FFs is a set of financial statements composed of: (1) a balance

sheet (financial position) and (2) a statement of revenues, expenditures and changes in fund

balances (deficits) of the Municipality's governmental funds (results of operations).

The fund financial statements focus on: (1) financial accountability, (2) individual parts of the

Municipality's government and (3) reporting the Municipality's operations in more detail than the
government-wide financial statements.

Each fund is considered an independent fiscal entity accounted for within a set of self-balancing

accounts that comprise its assets, liabilities, fund equity, revenue, and expenditures. Fund

accounting segregates funds according to their intended purpose and is used to aid management

in demonstrating compliance with legal, financial and contractual provisions.

On March 2009, the Governmental Accounting Standards Board (GASB) issued GASB 54 in an

effort to improve the consistency in reporting fund balance components, enhance fund balance

presentation, improve the usefulness of fund balance information, and clarify the definitions of

the governmental fund types.

tn summary, GASB 54 introduces entirely new terminology and classification of fund balances in

governmental funds. This new standard atso establishes a hierarchy of fund classifications as

follows:

1. Non-sgendable Amounts; that is, the fund balance which cannot be spent as they are

associated with assets such as inventory, prepaid expenses, long term receivables or permanent

fund principal.
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CoMMoNwEAtrH oF PUERTo Rrco

MuNrctPALtrY oF MARrcAo

Notes to Basic Financial Statements
June 30, 2013

C. New Financial Reoortina Model fcontinuation)

2. Soendable Amounts: these amounts can be spent, but are classified based on the relative
strength of the constraints that control the purposes for which specific amounts can be spent.

Beginning with the most binding constraints, these classifications are:

a. Restricted

b. Committed
c. Assigned and

d. Unassi8ned

How to classify spendable amounts:

Restricted Fund Bolonce: lhis balance represents amounts that are constrained for a specific
purpose through restrictions of external parties 1i-e. creditors, grantors, contributors, or laws or
regulations of other governments), or by constitutional provision or enabling legislation, pursuant

to the definition of "restricted" in paragraph 34 of GASB 34, as amended by GASB 46.

Committed Fund Bolonce: this balance represents amounts that are constrained for specific
purposes imposed by a formal action of the government's highest level of decision making

authority (i.e. amounts that have been committed by a governing body legislation, ordinance or
resolution for a specific purpose). Furthermore, fund balances cannot be sued for other purposed

unless the government used the same acting it took to ori8inally commit the amounts.

Assioned Fund Ealonce: this balanae represents amounts that are constrained by the government's

intent to be used for a specific purpose, but are neither restricted nor committed. lntent should be

expressed by (1) the governinB body itself (2) a body (e.g- a budget committee) or official to whom

the governing body has delegated authority to assign amounts to be used for specific purposes.

The key distinction between committed and assigned is that committed monies are set by the
highest authority {i.e. the board) and such restrictions can only be removed by this authority.

Undssiqned Fund Bolonce: this balance represents the residual mounts for a government's General

Fund; it includes all amounts that are not classified in the previous three categories (restricted,

committed and assigned). Furthermore only the General Fund can report unrestricted fund

balance.

Encumbrdnce - Encumbrances should oot be displayed as a separate classification of fund balance

on rhe face of the balance sheet. For governments that use encumbrance accounting, significant

encumbrances should be disclosed in the notes to the financial statements by major funds and

non-major funds in the aggregate in coniunction with required disclosures about other significant

commitments.

The minimum number of funds is maintained consistent with legal and self-imposed managerial

requirements established by the Municipality. For financial reporting purposes, the Municipality
classifies its funds within the following gcvernmental fund cateSories:
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CoMMONWEALTH OF PUERTO RICO

MuNlclPAL[Y oF MARlcAo

Notes to Basic Financial Statements
iune 30, 2013

New Financial Reoortins Model (continuation)

Generol Fund - The general fund is the chief operating fund used to account for all financial

resources and governmental activities of the Municipality, except for financial resources required

to be accounted for in another fund type. lt is presumed that the Municipality's 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) GMP

requirements or (3) the demands of sound financial administration requiring the use of a fund

other than the general fund.

specidl Revenue Funds - Ihe special revenue funds are used to account for and to report the
proceeds of specific revenues derived from grants or other revenue sources that are restricted or

committed to expenditures for specific purposes other than debt services or capital projects. The

uses and limitations of each special revenue fund are specified by municipal ordinances or federal

and state statutes.

Debt SeNice Fund- The debt service fund is used to account for and to report financial resources

for that are restricted, committed r assigned to expenditure principal and interest for: (1) general

long-term debt for which debt service payments are legally mandated to be accounted for in a debt

service fund, and/or l2l general long term debt for which the Municipality is being accumulating

financial resources in advance, to pay principal and interest payments maturing in future years

(such bonds payable and notes payable).

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

of resources (such as capital leases, compensated absences, claims and

Judgments, advances from cRlM, and landfill closure and post closure maintenance costs) are

accounted for in the general fund.

Long-term debt's principal and accrued interest due on July 1 of the following fiscal year are

accounted for as liabilities in the debt service fund at June 30, if resources are available at June 30

for its payment.

copitol Projects Funds - capilal proiects funds are used to account for and report the financial

resources that are restricted, committed or assigned to expenditures for capital outlays including

acquisition or construction of major capital facilities, other assets and permanent improvements.

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

construction activities that would distort financial resources treod data if not reported separately

from the other Municipality's operating adivities.

The routine purchase of capitalizable assets (such as vehicles and other minor capital assets) has

been ieported in the general fund.

The Municipality has no significant operations or activities that; (1) are financed and operated

primarily in a manner similar to private business enterprises, where the costs of providing goods or

services to the general public is financed primarily through user charges, or (2) are fiduciary in

nature.

23 lPaoe



CoMMoNwEAtTH oF PUERTo RIco

MUNIcIPALITY oF MARICAo

Notes to Basic Financial Statements
i une 30,2013

C. New Financial Reportine Model (continuationl

4.

As a result, the Municipality does not report proprietary nor fiduciary funds in the accompanying
fund financial statements. All Municipalitjes' funds are classified as governmental for financial
reporting purposes.

Notes to the Bosic Finonciol Stqtemerts - A set of notes that provide information that is essential
to a use/s understanding of the basic financial statements.

Required Supplementory lnformotion (othet thon MD&A) - A set of reports and information
reported along with, but separate from, the basic financial statements of the Municipality, such as:

(1) Budgetary Comparison Schedule - General Fund, (2) the Notes to Budgetary Comparison
Schedule and (3) the Schedule of Funding Progress - Employees' Retirement System of the
Commonwealth of Puerto Rico and lts lnstrumentalities.

Measurement Focus and Basis of AccountinE

The term measurement focus refers to what is being expressed in reporting financial position and
performance, that is, which resources are being measured in the accompanying basic financial
statements. Two different measurement focuses have been applied in the accompanying basic

financial statements: (1) the flow of current financial resources and (2) the flow of economic resources.

Basis of accounting refers to when transactions have been recognized in the accompanying basic

financial statements.

GAAP provides for the use of two different bases of accounting, which have been used in the
accompanying basic financial statements: (1)the accrual basis and (2) the modified accrual basis.

The accompanying government-wide financial statements are reported using the economic resources

measurement focus and the accrual basis of accounting. Accordingly, revenues are generally recorded
when earned and expenses are generally recorded when a liability is incurred, regardless of the timing
of related cash flows. Grants and simiiar items are recognized as revenue as soon as all eligibility
requirements imposed by the provider have been met. All significant inter-fund activities have been

eliminated from these government-wide financial statements.

The accompanying fund financial statements are reported using the current financial resources

measurement focus and the modified accrual basis of accounting. Revenues are generally recognized
as soon as they are both measurable and available (that is, earned and collected or expected to be

collected within the next 90 days following the fiscal year-end) to pay liabilities of the current period,

except property tax revenues, for which the availabil:ty period is 60 days.

ln applying the susceptible to accrual concepr to intergovernmental revenue in the accompanying fund
financial statements, there are essentially two types of revenue. For the majority of grants, moneys

must be expended by the Municipality on the specific purpose or project before any amounts will be
reirnbursed.
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Measurement Focus and Basis of Accountins (continuation)

Revenue is, tnerefore, generally recognized as expenditures are incurred. For the other revenue,

rnoneys are virtually unrestricted and are generally revocable only for failure to comply with prescribeC

compliance requirements. These resources are generally reflected as revenue at the time of receipt or
earlier il the susceptible to accrual criteria is met.

ln the accompanying fund financial statements, expenditures and related liabilities are generally

recordeC in the accounting period in which the liability is incurred, except for: (1) principal payment and

interest on long term obligations, which are recorded when due, except for principal and interest due
in July 1 of the following fiscal year which are recorded when resources are available in the debt service

funds (generally June 30); and (2) vacation leave, sick leave, Christmas Sonuses, obligations under
capital leases, amounts subject to judgments under litigation, and other long term obliSations, which

are recorded under the accrual basis of accounting in the accompanying government-wide financial

statements.

ln December 1998, the Governmenral Accounting Standards Board issued Statement N o.33, Accounting

ond Finoncia! Repoftinq t'or Non-exchonge fronsoctions l" GASB 33"), effective for financial statement for
periods after June 15, 2000, which the Municipality adopted on July 1, 2003. This statement esiablished

accounting and reporting standards for non-exchange transactions involving cash anci financial or capital
resources {for example, most taxes, grants and private donations). ln a non-exchange transaction, a

government gives (or receives) value without directly receiving (or giving) equal value in return.

This is different from an exchange transaction, in which each party receives and gives up essentially

equal values- The statement groups non exchange transactions of governments into four classes, based

on their principal characteristics: (a) derived tax revenue; (b) imposed non-exchange revenue; (c)

government mandated non-exchange transactions; and (d)voluntary non-exchange transactions.

The 3doption of this statement altered significantly the basis of accounting used by the Municipality for
rhe recognition of revenue and expenditures and related assets and liabilities, as described above.

The effect of the adoption of this pronouncement has been reported as changes in accounting principles

in the accompanying basic financial statements. Accordingly, the cumulate effects of such transactions

have been reported retroactively as restatements of fund balances at July 1, 2003.

Maior and Non-maior Funds

Under the provisions of GASB 34, the Municip3lity is required to segregate funds among major and non-

major categories within the fund fin3ncial statements. Major individual governmental funds are

reported as separate columns in the accompanying fund financial statements, while data from all non-

major governmenta, funds are aggregated into a single column, regardless of fund type. Atminimuma
fund is considered maior if: (1) it is the primary operating funC af the Municipalit) (i.e. the general

fund) or; (2) meets both of the following criteria:

(a) Total assets, liabilities, revenues or expenditures ofthat individu3l governmental funC are

at least 10 percent of the corresponding total for all funds of that category or typei and,
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E. Maior and Non-maior Funds (continuation)

(b) Total assets, liabilities, revenues, or expenditures of the individual governmental fund are
at least 5 percent of the corresponding total for ail governmental funds combined.

Based on the above-mentioned criteria, the Municipality's general fund, the debt service fund, the
"Resoluciones conjuntas 82", NSP Fund, SBGP Fund and Resurface Fund are the only six funds that
qualify as major funds for the fiscal year ended June 30, 2013, and accordingly, have been reponed as

major funds in the accompanying fund financial statements. All other governmental funds of the
Municipality are considered non-major for financial reporting purposes.

Statutorv {Budsetarv} Accounting

The Municipality's budget is adopted in accordance with a statutory basis of accounting, which is not in

accordance with GAAP. Revenue is generally recognized when cash is received.

Expeno'itures are generally recorded when the related expenditure is incurred or encumbered. Avajlable

appropriations and encumbrances are established to lapse one year after the end of the fiscal year.

Amounts required to settle claims and judgments against the Municipality, and certain other liabilities,
are not recognized until they are encumbered or otherwise processed for payment.

ln the governmental funds, encumbrance accounting is a under the statutory basis of accounting, the
Municipality uses encumbrance accounting to record the full amount of purchase orders, contracts and

other commitments of appropriated resources as deductions from the appropriation prior to actual

expenditure significant aspect of budgetary control.

The accompanying budgetary comparison schedule - general fund, only presents the information for
the general fund, which is the only Municipality's fund with a legally adopted budget, as required by

GAAP.

Because accounting principles applied for purposes of developing data on a budget basis differ
significantly from those used to present financial statements in conformity with GMP, a reconciliation
of differences in the deficiency of revenues and other financing sources under expenditures and other
uses of financial sources for the year ended June 30, 2013 was presented for the general fund as part of
the accompanying budgetary comparison schedule.

Cash and Cash Eouivalents

The Municipaliq/s cash and cash equivalents are composed of cash on hand, demand deposits, and

short-term investments in certificates of deposit with original maturities of three months or less from
the date of acquisition.

The Municipality follows the practice of pooling cash and cash equivalents. The balance in the pooled

cash accounts is available to meet current operating requirements and any excess is invested in various

interest-bearing deposits with private commercial banks.

6.

26 lPace



G.

CoMMoNWEALTH oF PUERTo Rrco

MuNrcrPALrrY oF MARrcAo

Notes to Basic Financiai Statements
June 30,2013

cash and cash Ecuivalents (continuation)

Cash with fiscal agent in the debt service fund represents additional property tax collections retained by

the Municipal Revenue Collection Center ("CRlM", by its Spanish Acronym), a municipal corporation (not
a component unit of the Commonwealth or of the Municipality) and additional potion of sales taxes

collected and distributed by P-R. Treasury Department and deposited in P.R. Governmental Bank. such

cash balances are restricted for the payment of the Municipality's debt service, as established by law.

Receivables and Pavables

Activity between funds that are representative of lending/borrowing arrangements outstanding at the
end of the fiscal year are referred to as either "due tofrom other funds" (i-e. the current portion of
inter-fund loans).

Tax receivables in the general fund represent amounts owed by taxpayers principally for individual and

corporate property taxes, municipal license taxes and construction excise taxes.

A portion of these tax receivables is recognized when they become measurable and available based on
actual collections during the 60 days following the fiscal year-end related to tax returns due before
year-end. Tax receivables also include amounts owed by taxpayers from taxable years prior to June 30,

2013, estimated to be collectible but not currently available, as a result of the adoption of GASB 33.

Accounts receivables are stated net of estimated allowances for doubtful accounts, which are

determined based upon past collection experience and current economic conditions.

lntergovernmental receivables mainly represent amounts owed to the Municipality by the
Commonwealth and the federal government of the United States of America for: (1) intergovernmental

charges, and (2) for reimbursement of expenditures incurred pursuant to federally funded programs,

respectively. ln the accompanying government wide financial statements, receivables consist principally

of all revenues earned at year-end and not yet received. Allowances for doubtful accounts are based

upon historical trends and the periodic aging of accounts receivable-

Major receivable balances for the governmental activities include municipal license taxes, property

taxes and construction excise taxes, among others.

Non-exchange transaaions collectible but not available are deferred in the accompanying fund financial

statements in accordance with the modified accrual basis of accounting, but not deferred in the
accompanying government-wide financial statemenis in accordance with the accrual basis of
accounting. lnterest income is recorded when earned only if collected within 90 days after year-end

since they would be considered both measurable and available. Allowances for uncollectible accounts

receivable are based upon historical trends and the periodic aging of accounts receivable,

l. lnventories and Prepaid Expenses

lnventcries consist of materials and supplies held for consumption. Generally, inventories and prepaid

expenses are valued at cost and predominantly on the first-in, first-out basis. Governmental fund

inventories and prepaid expenses are recorded as expenditures {consumption method) when
purchased rather than capitalizeC as an asset-

H.
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lnventories and Preoaid Exoenses (continuation)

Only significant amounts of inventory and prepaid expenses at the end of the year would be capitalized,

if any, in the governmental funris. However, inventories are always capitalized (purchase method) in
the statement of net assets.

Temoorarilv Restricted Assets

certain cash and cash equivalents set eside by the general fund, the capital projects fund and the
special revenue fund are classified as ten]porarily restricted assets since their use is limited

For: (a) the compliance with debt service requirements of bonds and notes payable as established in

the respective debt agreements, (b) the fundinB of construction and permanent improvement proiects,

and (c) the funding of federal and state sponsored programs.

Deferred Charges

Deferred charges in the accompanying statement of net assets consist of debt bond issuance costs,

which are amortized over the term of the related debt using the straight-line method- In the fund

financial statements, bond issuance costs are recognized in the current period as expenditure, whether
or not withheld from the actual debt proceeds received.

lnter-fund Transactions

Permanent reallocations of resources between the Municipality's funds are classified as inter-fund

transfers. The Municipality has the following types of transactions recorded among funds in the
accompanying fund financial statements:

Operdting Trunslers - Legally required transfers that are reported when incurred as "operating

transfers-in" by the recipient fund and as "operating transfer-out" by the disbursing fund.

. tnter-fund PoymenE (Quqsi-extemol Tronsoctions) - Charges or collections for services rendered

by one fund to another that are recorded as revenue of the recipient fund and as expenditure of
the disbursing fund.

For the purposes of the accompanying government-wide statement of activities, all inter-fund transfers

between individual governmental funds have been eliminated.

M. CapitalAssets

The accounting and reporting treatment applied to the capital assets associated with a fund are

determined by its measurement focus. General capital assets are long-lived assets of the Municipality

as a whole, such as land, land improvements, easements, buildings, building improvements, vehicles,

machinery, equjpment, works, infrastructure and all other intangible assets that are used in the

operations of the Municipality and that have initial useful lives extending beyond a single reporting

period (fiscal year). lnfrastructure assets are generally immovable in nature and include roads, bridges,

streets and sidewalks, drainage systems and other similar assets.
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M. Capital Assets (continuation)

ln the accompanying government-wide statement of net assets, all individual capital assets over the
threshold amount of 5500 have been capitalized and depreciated,

ln the accompanying government-wide st?tement of net assets, all capital assets are vaiued at their
historical cost or estimated historical cost if actual is unavailable, except for donated capital asset,

which are recorded at their estimated fair value at the date of donation. Estimated historical cost was
used to value the majority of the assets acquired prior to June 30, 2013. The costs of normal
maintenance and repairs that do not add value to the asset or materially extend capital asset lives are
not capitalized.

All capitalized assets are Cepreciated over their estimated useful lives under the straight-line method.
All individual capital assets under the above mentioned capitalization threshold are charged directly to
expense in the accompanying government wide statement of activities.
The estimated useful iives of major capital asset categories are:

Land improvements
Build ings and building improvements
lnfrastructure
Motor vehicles
Furniture and fixtures
Machinery and equipment

20 years

50 years

20 to 50years
7 to 10 years

5 to 20 years

5 to 20 years

N.

Equipment held under capitai leases is depreciated under the shorter of its estimated useful life of the
assets or the lease term. Capital assets are recorded as capital outlays expenditures in the acquiring
fund for the purposes of the accompanying statement of revenues, expenditures and changes in fund
balances - governmental funds.

Deferred Revenues

The Municipality reports deferred revenue on its basic financlal statements. Deferred revenue arises

when potential revenue does not meet both the "measurable" and "available" criteria for revenue

recognition in the current period. Available is defined as due (or past due) at June 30, and collected

within 90 days (60 days for property taxes) thereafter to pay obligations due at June 30. Deferred

revenues also arise when the Municipality receives resources before it has a legal claim to them. In
subsequent periods, when the revenue recognition criterion is met, or when the Municipality has a

legal claim to the resources, the liability for deferred revenue is removed and revenue is recognized.

Deferred revenues at the government-wide level arise only when the Municipality receives .esources

before it has a legal claim to them.

Deferred revenues at June 30, 2013 amounted to 5724,524 in the accompanying government wide
statement of net assets and balance sheet and governmental funds.

Comoensated Absences

Compensated absences are accounted for under the provisions of Statement No.76, Accounting for
Compensoted Absences, issued by the Governmental Accounting Standards Board (GASB 16).

o.
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comoensated Absences {continuation}

Compensated absences include paid time off made available to employees in connection with vacation,

sick leave and compensatory time. According to GAsB 16, the liability for compensated absences

recorded in the accompanying government-wide statement of net assets is strictly limited to leave that:
(1) is attributable to services already rendered on or before June 30, 2013, and (2) is not contingent on

a specific event (such as illness) that is outside the control of the Municipality and the employee. The

liability for compensated absences, inciude salary-related costs, which are directly and incrementally

related to the amount of salary paid to the employee (such as employe/s share of social security taxes,

Medicare taxes, employer contributions to retirement system and others).

The vacation policy of the Municipality provides for the accumulation of regular vacations at a rate of
2.5 days per month (30 days per year). Employees accumulate regular sick leave at a rate of 1.5 days

per month (18 days per year). Employees accumulate compensatory time at a rate of 1.5 times the

overtime worked. All vacation and sick leave days accumulated by employees in excess of 30 days and

90 days, respectively, are paid to employees each year if not consumed, as required by law. ln the case

of compensatory time, the excess of 240 hours is paid to employees each year, if not consumed.

Upon termination of employment, an employee receives compensation for all accumulated unpaid

regular vacation leave at the current rate. ln the case of regular sick leave, if the employee terminates

his or her employment with the Municipality before reaching 10 years of services, such regular sick

leave days is not paid to the employee. Upon termination of employment, an employee does not

receive compensation for compensatory time, if not consumed. After 10 years of services any regular

sick leave baiance is paid to the employee. Accumulated vacation time is fully vested to the employees

at any time. At June 30, 2013, the Municipality has recorded a liability for compensated absences

amounting to S1.,L65,124 in the accompanying government-wide statement of net assets.

claims and Judsments

The estimated amount of the Iiability for claims and judgments, which is due Jn demand, such as from

adjudicated or settled claims, is recorded in the general fund.

LonE-T€rm Debt

All long-term debt to be repaid from governmenta! resources is reponed as liabilities in the
government-wide statement of net assets, except for principal and interest payment on long-term

obligations due in July 1 of the following fiscal year, which is recorded in the fund financial statements

when resources are available in the debt service fund (generally at June 30). Bonds and notes premiums

and discounts, as well as, issuance costs, are deferred and amortized over the life of the debt in the

accompanying government-wide fi nancial statements.

Long-term debt for governmenial funds is generally not reported as liabilities in the fund financial

statements. ln the governmental fund financial statements, governmental funds recognize bond

premiums and discounts, as well as bond issuance costs, during the current period.

The face amount of the debt issued is repcrted as other financing sources. Premiums received on debt

issuance are reported as other financing sources while discounts are reported as other financint uses.

P.
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Aisk FiEancins

The Municipality purchases commercial insurance covering casualty, theft, tort claims, and other losses.
The ccmmonweakh, through its Department of Treasury, pays the insurance premiums on behalf of
the Municipality and then is reimbursed each year through monthly equal payments. The current
insurance policies have not been canceled or terminated. For workers' compensation and disability
insurance, the Municipality obiains insurance coverage through the State lnsurance Fund Corporation
(a component unit of the Commonwealth) and the Occupational Disability Fund (which is a trust fund
administered by the Department of Labo. and Human Resources of the Cornmonwealth).

TotalColumns

Total columns on the fund financial staiements are presented only to facilitate financial analysis. Data
in these columns does not present consolidated financial position or results of operations in conformity
with GMP. Such data is not comparable to a consolidation since inter fund eliminations have not been
made in the accompanying fund financial statements.

Use of Estimates

The preparation of basic financial statements in conformity lvith accounting principles generally
accepted in the united states of America requires the Municipality's management to make significant
estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure
of contingent assets and liabilities at the date of the basic financial statements and the reported
amounts of revenue and expenses during the reporting period. Actual results could differ from those
estimates.

Future Adootion of Accountins Pronouncements

The Governmental Accounting Standards Board {GASB) issued the following pronouncements that have
effective dates after June 30, 2013:

. Statement No- 65 ltems Previously Repofted as Assets ond Liobilities-This Statement establishes
accounting and financial reporting standards that reclassify, as deferred outflows of resources or
deferred inflows of resources, certain items that were previously reported as assets anC liabilities
and recognizes, as outflows of resources or inflows of resources, certain ltems that were previously
reported as assets and liabilities.

concepts statement No. 4, Elements of Financial statements, introduced and defined the elements
included in financial statements, including deferred outflows of resources and deferred inflows of
resources. ln addition, Concepts Statement 4 provides that reporting a deferred outflow of
resources or a deferred inflow of resources should be limited to those instances identified by the
Board in authoritative pronouncernents that are established after applicable due process. prior to
the issuance of this statement, only two such pronouncements have been issued. statement No.
53, Accounting and Financial Reporting for Derivative lnstruments, requires the reporting of a
deferred outflow of resources or a deferred inflow of resources for the changes in fair value of
hedging derivative instruments, and Siatement No.60,
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U. Future Adootion of Accountinq Pronouncements {continuation)

Accounting and Financial Reporting for Service Concession Arrangements, requires a deferred

inflow of resources to be reported by a transferor government in a qualifying service concession

arrangement. This Statement amends the financial statement element classification of certain

items previously reported as assets and liabilities to be consistent with the definitions in Concepts

Statement 4.

This Statement also provides other financial reporting Buidance related to the impact of the

financial statement eiements deferred outflows of resources and deferred inflows of resources,

such as changes in the determination of the major fund calculations and limiting the use of the

term deferred in financial statement presentations.

The provisions of this Statement are effective for financial statements for periods beginning after

December 15,2013. Earlier application is encouraged.

The Municipality has not yet deiermined the effect this statement will have on the lvlunicipality's

financial statements.

. Statement No.66 Technical Coffections-2ol2-an amendment of GASB Statements No. 10 and

No. 62-The objective of this Statement is to improve accounting and financial reporting for a

governmental financiai reporting entity by resolving conflicting guidance that resulted from the

issuance of two pronouncements, Statements No. 54, Fund Balance Reporting and Governmental

Fund Type Definitions, and No. 62, Codification of Accounting and Financial Reporting Guidance

Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements.

This Statement amends Statement No. 10, Accounting and Financial Reporting for Risk Financing

and Related lnsurance lssues, bV removing the provision that limits fund-based reporting of an

entity's risk financing activities to the general fund and the internal service fund type. As a result,

governments should base their decisions about fund type classification on the nature of the activity

to be reported, as required in Statement 54 and Statement No. 34, Basic Financial Statements-and

Management's Discussion and Analysis-for State and Local Governments.

This Statement also amends Statement 62 by modifying the specific guidance on accounting for (1-)

operating lease payments that vary from a straight-line basis, (2) the difference between the initial

investment {purchase price) and the principat amount of a purchased loan or group of loans, and (3)

servicing fees related to mortgage loans rhat are sold when the stated service fee rate differs

significantly from a current (normal) servicing fee rate- These changes clarifY how to apply

Statement No. 13, Accounting for Operating Leases with Scheduled Rent lncreases, and result in

guidance that is consistent with the requirements in statement No.48,sales and Pledges of

Receivables and Future Revenues and lntra-Entity Transfers of Assets and Future

Revenues, respectivelY.

The provisions of this Statement are effective for financial statements for periods beginning after

December 15,2012. Earlier application is encouraged.

The Municipality has not yet determined the effect this statement will have on the Municipality's

financial statements.
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U. Future Adoption of Accountins Pronouncements (continuation)

Statement No- 67 Finonciol Reportinq lor Pension P/ons an amendment of GASB Statement No. 25-

The objective of ihis Statement is 10 improve financial reporting by state and local governmental

pension plans. This Statement results from a comprehensive review of the effectiveness of existing

standards of accounting and financial reporting for pensions with regard to providing decision

useful information, supporting assessments of accountability and inter-period equity, and creating

additional transparency. This Statement replaces the requirements of Statements No. 25, Finan€ial

Reporting for Defined Benefit Pension Plans and Note Disclosures for Defined Contribution Plans,

and No. 50, Pension Disclosures, as they relate to pension plans that are administered through

trusts or equivalent arrangements (hereafter jointly referred to as trusts) that meet certain criteria.

The requirements of Statements 25 and 50 remain applicable to pension plans that are not

administered through trusts covered by the scope of this Statement and to define contribution
plans that provide postemployment benefits other than pensions.

Statement No- 68, Accounting and Financial Reporting for Pensions, establishes accounting and

financial reporting requirements related to pensions for governments whose employees are

provided with pensions through pension plans that are covered by the scope of this Statement, as

well as for non employer governments that have a legal obliSation to contribute to those plans.

This Statement and Statement 68 establish a definition of a pension plan that reflects the primary

activities associated with the pension arrangement-determining pensions, accumulatlng and

managing assets dedicated for pensions, and paying benefits to plan members as they come due.

This Statement is effective for financial statements for fiscal years beginning after lune 15, 2013

Earlier application is encouraged.

The Municipality has not yet determined the effect this statement will have on the Municipalitv's

financial statements.

Statement No. 68 Accounting ond Financiol Reporting for Pensions-an amendment of GASB

statement No. 27-The primary objective of this statement is to improvc accounting and financial

reporting by state and local governments for pensions. lt also irnproves information provided by

state and local governmental employers about financial support for pensions that is provided by

other entities. This Stat€ment results irom a comprehensive review of the effectiveness of existing

standards of accounting and financial reporting for pensions with regard to providing decision-

useful information, supporting assessments of accountability and inter-period equity, and creating

additional transparency.

This Statement replaces the requirements of Statement No. 27, Accounting for Pensions by State

and Local Goveinmental Employers, as well as the requirements of Statement No. 50, Pension

Disclosures, as they relate to pensions that are provided through pension plans administered as

trusts or equivalent arrangements (hereafter iointly referred to as trusts) that meet certain criteria.

The requirements of statements 27 anC 50 remain applicable for pensions that are not covered by

the scope of th!s Statemenr.
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U. Future AdoDtion of Accounting Pronouncements Icontinuationl

Statement No. 67, Financial Reporting for Pension Plans, revises existinB standards of financial
reporting for most pension plans. This Statement and Statement 67 establish a definition of a

pension plan that reflects the primary activities associated with the pension arrangement-
determining pensions, accumulating and managing assets dedicated for pensions, and paying

benefits to plan members as they come due.

This Statement is effective for fiscal years beginning after June 15, 2014. Earlier application is

encouraged.

The Municipality has not yet determined the effect this statement will have on the Municipality's
financialstatements.

. Statement No. 69 Government Combinqtions and Disposols of Government Operotions- fhis
Statement establishes accounting and financial reporting standards related to government
combinations and disposals of government operations. As used in this Statement, the
lerm government combinotion includes a variety of transactions referred to as mergers,
acquisitions, and transfers of operations-

The distinction between a government merger and a government acquisition is based upon
whether an exchange of significant consideration is present within the combination transaction.
Government mergers include combinations of legally separate entities without the exchange of
significant consideration. This Statement requires the use of carrying values to measure the assets

and liabilities in a government merger. Conversely, government acquisitions are transactions in

which a government acquires another entity, or its operations, in exchange for significant
consideration.

This Statement requires measurements of assets acquired and liabilities assumed generally to be

based upon their acquisition values. This Statement also provides guidance for transfers of
operations that do not constitute entire legally separate entities and in which no significant
consideration is exchanged. This Statement defines the term operotions for purposes of
determining the applicability of this Statement and requires the use of carrying values to measure

the assets and liabilities in a transfer of operations.

A disposal of a government's operations results in the removal of specific activities of a

government. This Statement provides accounting and financial reporting guidance for disposals of
goverilment operations that have been transferred or sold.

This Statement requires disclosures to be made about government combinations and disposals of
governmeot operations to enable financial statement users to evaluate the nature and financial
effects of those transactions.

The requirements of this Statement are effective for government combinations and disposals of
government operations occurring in flnancial reporting periods beginning after December 15, 2013, and

should be applied on a prospective basis. Earlier application is encouraged.
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U. Future Adootion of Accountins Pronouncements (continuationl

The Municipality has not yet determined the effect this statement will have on the Municipality's
financial statements.

2, STEWARDSHIP,COMPLIANCE,ANDACCOUNTABII-IW

The Municipality's general fund is the only governmental fund for which an annual budget is legally

adopted. The Municipality's elected Mayor is legally required to prepare and submit to the elected
Municipal Legislature an annual balanced budget for the ensuing fiscal year. The annual budget is prepared

by the Municipality's Department of Finance, and takes into consideration the advice provided by all

municipal departments and divisions. The appropriations made for any fiscal yearshall not exceed the total
revenues, including available surplus, estimated for said fiscal year, unless the imposition of taxes sufficient
to cover said appropriations is provided by law.

The annual budget, which is developed utilizing elements of performance-based program budgeting and

zero based budgeting, includes an estimate of revenues and other financing resources of the ensuing fiscal

year under: (1) laws existing at the time the budget is submitted; and {2) municipal legislative measures
proposed by the Mayor and submitted with the proposed budget, as well as the Mayor' recommendations as

to appropriations that in his judgment are necessary, convenient, and in conformity with the four year
governmental plan adopted by the Municipality.

The Municipal Legislature may amend the budget submitted by the Mayor but may not increase any items

so far to cause a deficit without imposing taxes or identifying other sources of revenue to cover such deficit.

Upon approval by the Municipal Legislature, the budget is referred to the Mayor who may decrease or
eliminate any line item but may not increase or insert any new line item in the budget. The Mayor may also

veto the budget in its entirety and return it to the Municipal Legislature with his obiections.

lf a budget is not adopted prior to the end of the fiscal year, the annual budget for the preceding fiscal year,

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

Municipal Legislature and the Mayor approve a new budget. This permits the Municipality to continue
making payments for its operations and other purposes until the new budget is approved.

The Municipaliq/s annual budget is prepared on the budgetary basis of accounting, which is not in
accordance with GMP. Accordingly, for budgetary purposes the Municipality uses encumbrance

accounting. The encumbrances (principally purchase orders and contracts) are considered expenditures

when a commitment is made. For GMP reporting purposes, encumbrances outstanding at year-end are

reported as reservations of budgetary appropriations and GMP fund balances and do not constitute
expenditures or liabilities on a GAAP basis because the commitments will be honored during the subsequent
year. The encumbered balance of any appropriation of the general fund at the end of the fiscal year will
lapse to the following fiscal year. ln addition, the Municipal Legislature may direct that certain revenues be

retained and made available for spending within a specific appropriation account.

Generally, expenditures may not exceed the level of spending authorized for an individual department or
division of the Municipality. However, the Municipality is statutorily required to satisfy the debt service

requirements, regardless of whether such amounts are appropriated or not.
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STEWARDSHIP, COMPLIANCE, AND ACCOUNTABItIW (continuation)

Appropriations are enacted for certain departments and divisions. Appropriations for capital projects are

made for each bond/note issue and the authorization continues for the expected construction period.

The Municipality's Finance Department has ihe responsibility to ensure that budgetary spending control is

maintained on an individual department/division basis. The Finance Department may transfer part or all of
any encumbered balance within a department to another department subject to approval. Budgetary
control is exercised through the Municipality's accounting system. This system ensures that encumbrances
or expenditures are not processed if they exceed the department/division's total available spending

authorization, which is considered its budget. The legal level of budgetary control is at the individual
department level for the general fund expenditures, principal and interest due for the year for the debt
service fund, and by bond/note authorization for capiral expenditures.

The annual budget as presented in the accompanying Budgetary Comparison Schedule - General Fund is the
budget ordinance at June 30, 2013 representin8 the or;ginal budget, as amended. There were no
supplemental appropriations for the year ended June 30, 2013.

CASH AND INVESTMENTS

The Municipality maintains its deposits of cash in the Government Develcpment Bank for Puerto Rico

("GDB"), a governmental bank and component unit of the commonwealth who serves as fiscal agent of the
Municipality, and in various commerciat banks locaied in Puerto Rico.

The balances deposited in GDB are uninsured and uncollateralized. The balances deposited in commercial
banks are insured by the Federal Deposit lnsuran€e Corporation. However, under the laws and regulations
of the Commonwealth, public funds deposited in commercial banks must be fully collateralized for the
amount deposited in excess offederal depository insurance provided bythe FDiC. All securities pledged as

collateral are held by an agent of the Secretary of the Treasury of the Commonwealth in the name of the
Municipality.

Municipality follows the practice of pooling cash. At June 30. 2013, the pool cash account in interest bearing

commercial banks accounts had a balance of 54.1 rnillion of which S 3.9 million are in the Government
Development Bank, and S.2 million allwas deposh in Popular Bank of Puerto Rico.

Municipality follows the provisions of GASB Accounting Standards Codification Section C20, Cash Deposit
with Financial lnstitutions, related with cash deposit and ;nterest-earning investment contract with financial

institutions. Accordingly, the following is essential information about credit risk, interest rate risk, custodial
credit risk, and foreign exchange exposure of deposits and investments 3t June 30, 2013:

A. Credit Risk

This is the risk that an issuer or other counterparty to an investrnent will not fulfill its obligations. At June

30, 2013, the Municipality has invested only in cash equivalents of 5 .2 million consisting of deposit in
commercial bank accounts, which are insured by the FDIc, generally up to a m3ximum of 5250,000. As

previously mentioned, public funds deposited by the Municipality in commercial banks must be fully
collateralized for the amounts deposited in excess of the FDIC coverage.

3.
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CASH AND INVESTMENTS (continuation)

B. CustodialCredit Risk

This is the risk that, in the event of the failure of a depository financial institution, the Municipality will not
be able to recover its cash and investments or will not be able to recover collateral securities that are in the
possession of an outside party. Pursuant to the lnvestment Guidelines for the Government adopted by

GDB, the Municipality may invest in obligations of the Government, obligations of the United States,

certificates of deposit, commercial paper, banker's acceptance, or in pools of obligations of the
municipalities of Puerto Rico, which are managed by GDB. At June 30, 2013, the Municipality has balances

deposited in commercial banks amounting to S .2 million which are insured by the FDIC up to the
established limit and the excess are fully collateralized as explained above. Deposits in GDB, amounting to

53.9 million are uninsured and uncollateralized. However, no losses related to defaults by GDB on deposit

transactions have been incurred by the Municipality through June 30, 2013. lt is management's policy to
only maintain deposits in banks affiliated to FDIC to minimize the custodial credit risk, except for GDB.

C. Interest Rate Risk

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 or

equity investments in its investments portfolio at June 30, 2013, (2) limiting the weighted average maturity
of its investments in certificates of deposit to periods of three months or less, and (3) keeping most of its
banks deposits in certificates of deposit and in interest bearing accounts generating interest at prevailing

market rates.

D. Foreign Exchange Risk

This is the risk that changes in exchange rates will adversely affect the value of an investment or a deposit.

According to the aforementioned investment guidelines, adopted by the Municipality, the Municipality is

prevented from investing in foreign securities or any other types of investments for which foreign exchange

risk exposure may be significant.

The Municipality's bank balance of deposits and investments with financial institutions are categorized to
provide an indication of the level of collateral risk assumed by the Municipality at June 30, 2013.

Risk categories are described as follows:

Category 1;

Category 2:

Category 3:

lnsured or collateralized with securities held by the Secretary of the Treasury'

agents in the Municipaliq/s name.

Collateralized with securities held by pledging financial institution's trust
department or agent in the MunicipaliVs name.

Uncollateralized; including any bank balance that is collateralized with securities

held by the pledging financial institution or by its trust department or agent but not
in the MunicipaliVs name.
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D. Foreitn Exchange Risk {continuation}

The carrying amount (book balance) and the bank balance of deposits and investments with financial
institutions of the Municipality at June 30, 2013 consist of the following:

Deposits in commer.ial banks

. Deposits in governmental benks

Total

Bank balances of rjepos;ts and investments:
Category 1

Category 2
Category 3

Totalbank balrnces

Carrying
Amount

a2,i32
3rq1,034

-L3'91f,185-

Bank
Balance

s -la631o
3,s69161,

L{LOO-sZtt

S 14o,s1o

3,960,451

l 4-1qo-97r-

4. MUNICIPAL TAXES

A. MUNICIPAL LICENSE TAXES

The Municipality imposes a municipal license tax on all businesses that operate within the Municipality,
which are not totally or partially exempt from the tax pursuant to the lndustrial lncentives Acts of the
Commonwealrh of Puerto Rico. This is a self-assessed tax based on the business volume in gross sales as

shown in the tax return. The declaration filing date is ten days after the State lncome Tax is filed (the15th
day of April each year). Entities with sales volume of 5 1 million or more must include rates establ:shed by
the Municipality. At June 30, 2013, the municipal tax rates imposed by the Municipality were 1.50 percent
for financing institutions and 0.50 percent for any other taxpayers. Any taxpayers, who have been granted
with partial tax exemptions under any of the incentive tax laws of the Commonwealth, ultimately pay
municipal license taxes at reduced tax rates, generally between 60 percent and 90 percent under standard
rates.

Each taxpayer must assess his/her corresponding municipal license tax by declaring his/her volume of
business through a tax form based on the actual volume of business generated in the preceding calendar
year. The tax can be paid by the taxpayer in two equal installmeots: (1) the first payment due in July 15,
and (2) January 15 subsequent to the filing of the declaration. The first installment of the tax covers the
taxable period (six months) ended December 3L subsequent to the filing date of the declaration, while the
second installment of the tax covers the taxable period (six months) ended lune 30 of the subsequent
calendar year. lf a taxpayer elects to pay the tax in full on the filing date of the declaration, a 5 percent
discount is granted automatically on the tax amount due.

Any municipal license taxes collected in advance (that is, prior to June 30 but pertaining to the next fiscal
year) are recorded as deferred revenues. As of June 30, 2013, the total municipal license tax receivable
(net of the allowance for estimated uncollectible amounts) was $0 (base of subsequent or days
collections)-

38 li-'a ! t



CoMMoNwEArrH oF puERTo Rtco

MUNICIPA!.ITY oF MARICAo

otes to Basic Financia! Starements
June 30, 20L3

B. MUNICIPAI SALES AND USE TAX

On September 23, 2006 the Municipal legislature of the Municipality of Maricao approved the Ordinance
No. 15 (series 2006-2007l based of State Public law No. 117 of july 4, 2006 establishing a local sales and
use tax of 1-.5yo over the sale of goods and services made within the Municipalities boundaries. The
Ordinance was effective ten days after public notice, and under this Ordinance, every business doing retail
sales is required to register on the Municipality to obtain a retailer's Registration Certificate. The retails are
required to file monthly sales tax returns by the 10'h day following the month in which the tax was
collected.

On July 29, 2007, the State Public Law No.80 established that the municipalities may collect only 1.0% of
its sales and use tax and the Puerto Rico Treasury Department (PRID) the other 0.5%. Resources collected
would be use for construction, permanent improvements, health and public safety services, the
improvements in the management of solid waste disposal and the implementation of recycling programs
by the Municipality.

The tax collected by PRTD will be distributed to the municipalities in three separate funds: Municipal
Development Fund, Municipal Redemption Fund and Municipal lmprovements Fund. The Municipal
Development Fund will be based on 0.2 % of the 0.5 % collected but will be distributed within all
municipalities by formula based on total amouats collected, operational budgets and population- Another
O.2% will be cjeposit on a Municipal Redemption Fund in the Government Development Bank for Puerto
Rico (GDB) and use only for the repayment of future municipal loans to GDB. The other 0.1 % will be
deposit in a Municipal lmprovements Fund in GDB and assigned by the State Legislature for construction
and permanent improvements proiects to the municipalities. During year 2072-2013 the Municipality
collected 5298,321 from sales taxes.

PROPERTY TAXES

The Municipality is authorized by law to impose and collect personal and real property taxes. Personal
property taxes can be imposed to any natural or legal person engaged in trade or business that at January
1 of each year is owner of personal property used in trade or business.

Personal property taxes are self-assessed by taxpayers every year using the book value of personal
property assets owned by the taxpayer at Janoary l and reporting such taxable value through a personal
property tax return filed on May 15 subsequent to the assessment date.

At June 30, 2013, the total personal property tax rate in force was 6.38 percent (of which taxpayers pay
6.18 percent and .20 percent is reimbursed by the Department of Treasury of the Commonwealth. Real
property taxes are assessed by CRIM. The assessment on real property is made every January 1 and is

based on estimated current values of the property deflated at 1957 market prices. At June 30, 2013, the
total real property tax rate in force was 8.36 percent (of which 8.18 percent is paid by taxpayers).

Residential real property occupied by its owner is exempt by law from property taxes on the first S15,0OO
of the assessed value (at 1957 market prices). For such exempt amounts, the Department of Treasury of
the Commonwealth assumes payment of the basic tax (4.00 and 6.00 percent for personal and real
property, respectively) to the Municipality, except for property assessed of less than 53,500 (at 1957
market prices), for which no payment is made. Revenue related to the basic tax on exempt property is

recorded in the general fund when collections are received from the CRIM.
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PROPERTY TAXES (continuationl

CRIM is required to remit 1..03 percent of the personal and real property tax collected to the Municipality
to be used for the partial funding of the debt service requirements on general obligations and notes
payable of the Municipality. ln addition, 1.35 percent of the total personal and real property taxes
collected by CRIM is restricted for debt service requirements of the Municipality and is retained by GDB for
such purposes. Accordingly, such amount is recorded as revenues in the debt service fund when collected
and reported by the CRIM.

The Additional Lottery System of the Commonwealth (the "Additional Lottery") is an operational unit
reported as an enterprise fund of the Commonwealth, which currently operates several betting
alternatives to the citizens of Puerto Rico. The Additional Lottery is required every year to distribute a

portion of its excess of revenues over expenses as follows:

Thirty five percent (35%) of its net earnings {defined as the excess of revenues over expenses less

an amount earmarked for the Fund for Rent and Home lmprovement Subsidy Program for the Low-

lncome Qualifying Elderly) is earmarked to the municipalities of the Commonwealth of which a

maximum of 526 million, on an annual basis, is distributed to the Municipal Equalization Fund held

by CRIM to cover operating expenses and permanent improvements of the municipalities.

An additional amount not exceeding S16 million, on an annual basis, is distributed to the Municipal
Equalization Fund, provided it is within the 35 percent corresponding to the municipalities of the
Commonwealth. When the accumulated municipal appropriations from the municipalities' Puerto

Rico Health Reform are covered up to June 30, 1997, these resources will be assigned to the Health

lnsurance Administration, a component unit of the Commonwealth.

Total property tax receivable, net of allowance for uncollectible accounts amounted to S35,289at June

30,2013. See note 7.

6. INTERFUND BATANCES

On July 1, 2001 the Municipality adopted the provisions of Statement No.38, Certoin Finonciol Stotement

Note Disclosures, issued by the Governmentol Accounting Stondards Boord. Ihis statement requires the
disclosure of the flow of resources between funds and to assess the collectibles of inter-fund balances.

Inter-fund balances at June 30, 2013 consisted of the following:

Due From:

Due To:

MAJOR FUND

GENERAL FUND

OTHER

NONMAJOR
FUNDS TOTALRC 82

General Fund S

RC a2
Other Nonmajor Fund

-5
67,393

2,424,433
39,67L

100,455

s36,A4S s 1,887,588 s
39,67L
33,062

s s36,845 s 1,960,321 s 2,564,ss9

At June 30, 2013 all amounts due among funds are considered collectible by the Municipality's management.
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7. INTERGOVERNMENTAL RECEIVABLE AND PAYABTE

Due to other governmental units of the general fund for services rendered to the Municipality consists of
the following:

Other Total Stat€ment

Mayor Governmental Governmertal of Net

tund Furd Fund Assets

lntggovemmental receivable:

Puerto Rico Electric Power Authority

CRIM

Child Care

Department of Treasury

Department of Labor(Ley 52)

Department of tran5portation(Convenio DToP)

Total

lnte.golemmental payabl€:

General Govemental Services

Department of Treasury

Employees Retirement System of

the Government of Puerto Rico

Department of Labor

Puerto Rico Aquedud and sewer

Authority

Govermental oevelopment Bank

Puerto Rico Electric Power Authority

lntemal revenue Service

Total

659,752.00 659,7s2.m

16,772.N 35,289.m

53,375.00

30,978.00 30,978.00 30,978.00

659,752.00

16,172.00

67s,924.00 30,978.00 706,902.00 779;94.N

31,328.00 31,328.00 31,328.00

74998.00 74,998.00 74,998.m

59,181.00 s9,18100 59,181m

1&7s0.00 1&7s0.00 18,7s0.00

659,7s2.00 659,752.00 659,752.m

82s,259.m 1&7s0.00 844,009.00 844,009.00
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8. CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2013, was as foliows:
Balance

at

Balance

Jsrle 30,2012 Additioos Redassriaatios lune 30.2C13

cosI BASts:

ccst basis of capital assers, fiot scbject

to depreciation and amortzation:

lnfranructurelano

Connruction in progress

Totalcost b6sis of capital agsets, not

subject to depreriation and arnonization

Cost basis of capital ass€ts, $bject to

dip:?ciation and ;incilizalior,l

Suildingi, structures and :ruilCing imp.ovements

land lmprovements

ticeflsed vehicl€s

Furniture

Machinert and [quipmert

Totalcost b3sis of c?pital assets subiect

to depre.iation and amortiratioo

Totalcos! basrs of .apital assett

ACCUMUTA'IID DEPRECIATION AND

AMORTIZATION

Building' structures and bualdin8 improvements

lnfrastructure

Land lmprovements

licensed vehicles

Furniture

Machinery and equipment

Total a€cumuiared depreoation and

amortiaation

C-APIIAL AssER. IET

S 1,504,118 5 64,176

s,514,119 155,163 5 (5,743,789)

s 1,s68,294

90,491

7)7a,2i 229,319 (5,748,7891 7,638,181

9,607,345

6,552,'79 571,513

669,713

2,135,880

509,407

3371,139 13,181,484

1,874650 9,om,oo2

669,713

2,436,380

509,4C7

68r,698 293,849 _ 97;,517

20,457,a22 866,421 5,14a,189 21,013,031

s 27,5t5,059 s 1,09s,761 5 - s 28,731.820

Balance D€paeciation 8-lanre

at Arm.tilrioo al

JUE30,20U Eeenl€ Redatifcatirns lune 30,2013

5 2,029,105 S 271946

1,237,6n 215,0s2

682,308 40327

1165,637 130,234

71,@7 n322

5 2,3C9,051

1As2682

722,635

1995,812

147,069

563,106 115,469 _ 67a,515

6,452,433 853,450 _ 7,305,883

s 21,183,625 s 242,3U s s 21,42s,936
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8. cAPlTAt ASSETS (continuation)

Depreciation and amoriization expense was charged by functions in the accompanylng Sovernment wide

statement of attivities as follows:

Generai gov€mment $ 277,U5

Publicsafery 23,E92

Public housing and uJelfare 6'811

Culture, reseation and edueaiion 15,969

Urban and economic development 489'613

Health and sanitation 39'620

Totat depreciation and amorlization expense $ 853,450

9. DEFERRED REVENUES

Deferred revenues recorded in the accompanying GWFS and the GFFS are as follows:

A. General Fund:

Deferred revenue of S28,866 in the general fund ls related to municipal license tax collected in fiseal

year 2013-12 that will be earned in fiscal year 2013-14-

B. Other Governmental funds:

Federal Government and other funds 595,658 - The deferred revenues presented in other

Governmental funds represent the portion of federal grants received for which qualifying

expenditures have not been incurred.

PtetrrFr Ahauflt

tenu 9!,{i7
aDraA l,lal

Total 5 95,6s8

10. EMPLOYEES RSTIREMENT sY$TEM

The Municipality,s employees partlcipate in the Employees' Retlrement system of the Government of
puerto Rico and its lnstrumentalities (the "System"). The System is the administrator of a multi-employer

cost-sharing (as related to the Municipalivs reporting entity) defined pension plan established by the

Commonwealth.
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EMPLOYEES RETIREMENT SYSTEM (continuation)

The system was created under Act. No. 447 approved on May 1s, 1951, as amended, and became effective
on January 1, 1952. The system covers all regular employees of the commonwealth and its
instrumentalities, the Municipality and other municipalities of the Commonwealth-

The System is independent, thus assets may not be transferred to another system or used for any purpose
other than to benefit each system's participants. The System issued publicly available financial reports
that include its basic financial statements and required supplementary information for each of them.
including required six-year trend information, Those reports may be obtained by writing to the
administrator of the System-

The System provides for retirement, death and disability benefits. Death and disability retirement benefits
are available to members for occupational and non occupational death and disabilities. Retiremenl
benefits depend upon age at retirement and number of years of credited service. Benefits vest after 10
years of plan participation.

Retirement benefits are determined by ihe application of stipulated benefit ratios to the member's
average compensation. Average compensation is computed based on the highest 36 months of
compensation recognized by ER5.

The annuity, for which a plan member is eligible, is limited to a minimum of S2O0 per month and a
maximum of 75 percent of the average compensation.

On September 24, 1999, an amendment to Act No- 447 of May 15, 1951, which created the System, was
enacted with the purpose of establishing a new pension system ("System 2000")- System 2O0O became
effective on January 1, 2000. Employees participating in the current system as of December 31, 1999, had
the option to either stay in the defined benefit plan or transfer to the new program. persons joining the
government on or after January 1, 2000, are required to become members of System 2000.

system 2000 is a hybrid defined contribution plan, also known as cash balance plan. under this new plan,
there is a pool of pension assets, which are invested by the system, together with those of the current
defined benefit plan. Neither the commonwealth nor the Municipality will guarantee benefits at
retirement age. The annuity will be based on a formula which assumes that each year the employees'
contribution (with a minimum of 8.275 percent of the employees' salary up to a maximum of 1O.OO
percent) will be invested in an account which will either: (1) earn a fixed rate based on the two-year
Constant Maturity U.S. Treasury Note; (2) earn a rate equal to 75 percent of the return of the System
2000's investment portfolio (net of management fees); or'(3) earn a combination of both alternatives.
Participants receive periodic accouni statements similar to those of defined contribution plans showing
their accrued balances.

Disability pensions are not being granted under system 2ooo. The employer's contributions (9.275 percent
of the employees' salary which is applicabie to the Municipality) will be used to fund the current plan_
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10. EIJtPIOYEESRfiIREMENTSYSTEM (continuatisn)

Svstem 2OOO reduced the retirement age from 65 years to 60 for those employees who joined the current

plan on or later January 1, 2000.

Fundinq Policv:

Contribution requirements are established by lalv and are 3s follows:

t,lunicipality
Employees:
Hired on o. before March 31, 1990

Hired on or after April 1, 1990

11.275% of gross salary

5.775% o{ gross salar-y up to 96,600
8.275 % of gross salary over 56,600
8.275% of gross salary

During the fisedl year ended .iLrne 30, 20-t3 the employer's contributions paid by the Munlelpality to both

retirement systems amounted to 582,875 On August 12,2000, Act No. 174 was approved to allow certain

participants of the ERS to be eligible for early retirement upon attaining at least age 55 with 25 years of

service, provided they made their election on or before April 1, 2001.

Those who elected early retirement under this law will receive monthly benefits of 75 percent {if 25 or

more years of service and age 55, or 30 or more years or services and age 50) or benefits of 65 percent (if

25 years of service by less than age 55) of their average compensation, which is computed based on the

highest 36 months of compensation recognized by the System. ln these cases, the employer (including the

Municipality). is responsible for contributing to the System the amount needed to cover the benefit

payments and employer contribution with respect to the participants covered until the participants reach

the normal retirement age.

Historically, the Commonwealth has reported the System as a single-employer plan (as relates only to the

financial reporting entity ofthe Commonwealth) in its comprehensive annual financial report. Accordingly,

the Commonwealth will assume any actuarial deficiency that may exist or arise related to the

Municipality's participating employees since the System does not allocate any actuarial deficiencies

pertaining to municipal employees participating in the system. The Municipality is only required by law to

make statutory contributions in the rates mentioned above. As a result, no net pension obligation nor net

pension asset that may be allocable to the Municipality's participating employees, if any, has been

recorded in the accompanying basic financialstatements.

11. TONG-TERM DEBT

The Municipality's Legislature is Iegally authorized to determlne the co.tractlng of debts of the

Municipality. Nevertheless, the Iaws and regulations of the Commonwealth also provide that:

. Direct obligations of the Municipality (evidenced principally by bonds and notes) are backed

by the full faith, credit and taxing power of the Municipality; and
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11. LONG-TERM DEBT (continuation)

. Direct obligations are not to be issued if the amount of the principal of, and interest on, such
bonds and notes (and on all such bonds and notes issued thereafter) which are payable in any
fiscal year, together with any amount paid by the Municipality in the preceding fiscal year on
account of bonds or notes guaranteed by the Municipality, exceed 10 percent of the total
assessed value of the property located within the Municipality plus the balance of the ad

valorem taxes in the debt service fund, for bonds payable to be repaid with the proceeds of
property taxes restricted for debt service.

ln addition, before any new bonds or notes are issued, the revenues of the debt service fund should be
sufficient to cover the projected debt service requirement. At June 30, 2013, the Municipality is in
compliance with the debt limitation requirements.

The general long-term debt activity for the year ended June 30, 2013 was as follows:

Eahll.e at rune :10,2012, Soro{rin8s a Payments or Balance at Jun€ 30,

O€du.lims 2013as.gtated Additirns

10,928jm 5 (488,300) $ 10.470,0m

Du€ Within

One Year

5 49o,ooo

87,033

395,098

Bonds Payable

Notes payable to:

Act No. 42 financing agreement for the

ercess of property tax adyances over rollection!

through fiscal year 2000

Compensated Absences

Total

3,242,042

985,m5 179,119

(81.8881 3.150.1ss

1,165,124

15,155,348 5 179,119 s (570,188) s 14.79s.279 s

The Municipality issues general and special (public improvements) obligations bonds and notes to provide

for the acquisition and construction of major capital facilities and equipment as well as, to cover certain
operating needs.

(This space was intentionally left in blank)
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11. LONG-TERM DEBT (continuation)

Lorg-term debt at June 30, 2013 is composed of the following debts:

Generat oblieation bonds, ":t::::l"t

2003 serial bonds due in annual installments ranging from S10,0000 to 550,000; pius interest due rn

semiannually installments at variable rates (5.00% to 7.25% atJune 30,2012), trough July 1, 2028. 5 505'000

Serialbond approved under ordinance number 8, of2009-10 due in semiannual. lnstallments ranging

from S5,OOO to S19,0OO plus interest due in semiannually payments at variable rates (4.75% to 7.50%). 135,000

Due inlanuarv 1.2017-
Serial bond approved under ordinance number 5, 2009 10- lnstallments ranging from 55,000 to Sl9,0O0
pius interest at 4.37% until cancelation. This bonds due in 1/1/2017. ts tUu

Serial bond approved under ordinance number 4, 2009 10. Required installments rane;nE from S15,900

to S2O,50O through U1l2017; and semiannually interest payment calculated in 4.37%: 
' ll '&o

Seriai bond approved under ordinance number 3, of 2011_12 due in semiannual. installments ranging

from 55,000 to S2O,OOO plus interest due in semiannually paymen$ at variable rates (6.00% to 7-5C%). 210,000

Due in ianuaN 1.2035.

Subtotal ceneralobliSaUons: S 1,00O,0C0

Public imorovement bondti lsales taxl
2008 Serial bond, original issued amount of 53,860,000 due in annually principal installmentt raging

from 5115,000 to S38O,OO0, plus interest due in semiannually instellment at variable rates from 1.53% to S 3,325,000

7 50% at.iune 30. 2012 thrcush Julv 1. 2025-

2OO8- Serial bond, original issuecj amount of S160,000 due in annuallY principal installments raging irom

55,000to 510,000, plus interest due in semiannually installments atvariable rates from1.53% to 7.50% 130,000

at June 30,2012 through luly 1, 2023.

2oo8- Serial bond, originalissued amount of5870,000 due in annually principal installments raSing from

570,000 to S110,00O, plus interest due in semiannually installments at variable rates from 1.53% to 555,000

7.S0%atlune 30,2012 thrcugh luly 1,2018.

2010- Seraal bond, originalissued amount of 588O,0OOdue in annually principalinstallments ra8ing from

550,000 to S380,00O, plus interest due in semiannually installment at variable rates from 1-53% to 7.50% 840,000

al June 30, 2012 through July 1, 2018.

2012 Serialbond, originalissued amount of 5280,00C due in annually principalinstailments raging from

530,000to 550,000, plus interest due in semiannually installment atvariable ratesfrom 6.00% to 7.50% 215,000

at June 30, 2012 lhrough luly 1, 2017.

2012- Serial bond, originalissued amount of 53,725,m0 due in annuaily principal installmeit iaging

from S5O,OOO to S31O,OOO, plus interest due in semiannually installment at variable rates from 6.C{% to 3,615,000

7.50% atJune 30,2012 ihrough July i, 2035.

Subtotal public improvement bonds: S 8,€.8C,000

ODerational bonds oavable

2OO2 Serialbonds due in annual principal installments ragingfrom S10,000to S8C,0O0; plus interest due

in semiannu.lly installrnents atvariabls rates l-2896 io 5.00% at lune 30,2003 through lulY 1, 2025.

Toial bonds

790,000

s 10,470,00c
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CoMr!4oNwEArrH oF PUERTo Rtco

MUN:crPALrrY oF MARtcAo

Notes to Basic tinancial Statements
lune 30. 2C1.3

11. LoNG-TERM DEBT (coniinuation)

Notes payable to CRIM {Law42}
20Ol operating loao with the Dep3rtment of Treasury due in monthly principal instaliments ranging

from $3,566 to 523,358; rvhich includes implicit interest due in monlhly installments at 5.30% through

Juiy 1, 2033.

Compensated Absences

At june 3C,20-12 the liability for compensated absen.e is composed as follows:

Due altea one
year

S 288,803

481,221

5 :=m.or6

3,160,155

Provision for accrued compensated absence

Totalbonds, note payable and compensated absence

Vacations

sick leave

Compensatory

Oue within
ono year

s 211,305
154,006

29,7a7

s 39s,098

Principal

s 490,000
516,800
563,70C

584,500

580,C00
2,635,000
2,685,000

1,455,000

Total

5 s00,108

635,229
29,747-{ !t6r!u

Total
907,222

1,232,244
L,240,493
7,220,t71
7,L72,491
4,938,878

4,108,619

2,117,738

Tota!

Year ended

June 30
2074
2015
20L6
2017

2018
20t9-2023
2024-2028
2029-2033
2034-2038

7,165,124

s 14,79s,279

The principal and interest maturities for the general obligation bonds of the MunicipalitY of Maricao

.lune 30, 2013 are as follows:

lnterest

s 4U,222
715,444
676,793

635,671
592,49r

2,303,878
1,423,619

662,738

960,000 1L3,249 r,071,249

s 10,470,000 5 7,s4L,7o4 S 18,011,104
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eoMlr,roNwealii{ oF PuERro Rieo

F quNtatFAUrY oF ltlARtcAo

t'loies tt Basic Financiai Statements

iune 30, 2013

11, LOftG-TERM DEBT (continuation)

The principal and interest maturities for the Notes payable to CftlM {Law 42) of the Munieipality of Maricao

at lune 30, 2013 are as follows:

@gldEg
J.urle3! EI]Iq-oai ieje$ lelgl
2014587,0339194,209s281,2d2
2015 92,5A2 188,740 287'242

2A16 98,316 78?,928 281,242

2017 1C4,491 176,151 281'212

2018 i11,057 170,186 28r,242

2019-2023 669,144 137,067 !,406,2!l
2024-2028 91i,49i 498,713 1,406,277

2029-2033 1,090,1'20 316,091 1,406'21'1'

s 3.16C. r 5.1 s 1,464,689 s 5,624,843

12. COMMITMENTS AND CONTINGENCIES

A. CLAIMS ANO JUDGMENTS

The Municipality is, at present, a defendant in a number of legal matters that arlse from alleged

improper application of policies and negligence in the ordinary course of the Municipality's activities.

The legal counsel of the Municipality has advised that at this stage in the proceedings of lawsuits he

cannot offer an opinion as to the probable outcome.

tn addltion, the Municipality i5 a deferioeFr.:r ag'defeidant iB leveral le6al peoeoeding:, whieh ate in

discovery stage. certain of these claims are covered by insurance. Legal counsel with the information

currently available cannot determine the final outcome of these claims'

Under Act No. 104 of June 25, 1955, as amended, persons are authorized to sue the Municipality only

for causes of actions set forth in said Act to a maximum amount of s75,000 or s150,000 if it involves

actions for damages to more than one person or where a single injured party is entitled to several

causes of action. Under certain circumstances, as provided in Act No. 9 of November 26, !975' as

amended, the Municipality may provide its officers and emptovees'with legal representation, as well as

assume the payment of any judgment that may be entered against them. There is no limitation on the

payment of such judgment.

The estimation of the outstanding alaims liability involves a number of key assumptions end is the most

critical accounting estimate. All reasonable steps are taken to ensure that the information used

regarding claims exposures is appropriate. However, every one of the probable claims a8ainst the

Municipality the final outcome will be covered by the insurance because are under de s75,000.
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12.

CoMMo WEALTH oF PUERTo Rtco

MuNrclPA[nY oF MARtcAo

Notes to Basic Financial Statements
June 30, 2013

COMMITMENTS AND CONTINGENCIES (€ontinuation)

B. FEDERAL GRANTS

ln the normal course of operations, the Municipality receives grants from various Federal and State
agencies. The grant programs are subiest to audit by agents of the granting authority, the purpose of
which is to ensure compliance with conditions precedent to the granting of funds. Any liability for
reimbursemeot which may a!'ise as the result of these audits is not believed to be material.

SUESEQUENT EVENT

For the purpose of the accompanying consolidated financial statements, subsequent events have been
evaluated through December 11, 2013, which is the date these financial statements were available to be
issued.

A. Change on Retirement Syst€m - Effective on July 1, 2013, employee contribution to the System wilt be
increased to 10% from 8.275%. Additionally, retirement age will be increased for some groups of
employees. Furthermore, special laws' benefits are modified (and the resulting savings will be allocated to
the System).

This pension reform is motivated to reach a reasonable balance between the System's fiscal crisis and the
social and economic reality of retirees and public employees.

(This space was intentionally left in blank)

13.
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CoMMoNWEAI.TH oF PUERTo RIco

MUNICIPALITY oF MARICAo

Budgetary Comparison Schedule - General Fund

June 30,2013
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CoffMoN\,vgALTH oF PUERTo Rlco

MuNrcrPAUTr or MARrcAo

Notes to Budgetary' Comparison Schedule - General Fund

June 30, 2013

NOTE 1. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

A. Budgetary Control

The Municipality's annuai bud8et is prepared on the budgetar'7 basis of
accounting, which is not in accordaRce with GAAP, aRd represeRts
departmental appropriations recommended by the Mayor and approved by
the fvlunicipal Legislature Brier te ihe beginning of the tiseal -year.
Amendments to the budget require the approval of the Municipal
Legislature. Transfers of appropriations within the budget, known as Mayor's
Resolutions, do not require the approval ofthe Municipal Legislature.

The Municipality prepares its annual budget including the operations of the
general fund.

Foi'budgetary purposes, encumbrance accounting is used. the encumbrances
(i.e., purchase orders, contracts) are considered expenditures when incurred. .

For GAAP 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 uneneumbered balance of any appropriation at the end of the flscal year
will lapse at the end of such fiscal year. Other appropriations, mainly capital
project appropriations, are continuing accounts for which the Municipal
Legislature has authorized that an unspent balance from the prior year be

carried forward and made available for current spending.

(I hir rpdEe waE IRtcntldaclly left iR blsrtk)
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CoMMoNwEAtrH oF PuERro Rrco

MuNtcrPALtrY oF MARrcao

Schedule of Expenditures of Federal Awards

June 30, 2013

FEDERAL GRANTOR/PASS THROUGH GRANTOR PROGMM TITl.r

US DEPARTMET{T OF IIOUSING AND URBAN DF'ELOPMENT

Direct Progrems

Section 8 Vouciers anC Ponability

lndirect Program

FEDERAT

CFDA

NUMBER O(PENDITURES

14.871 s 147,93;

93.044 97,343

Pass through PR office of Municipal Aifairs state Elock Grant Program (SBGP) 14.228 MP 593,939

Neighborhood Stabilization Prograrn

Tota|HUD

US DEPARTMENT OF HEALTH AND HUMAi:9ERVICE

Passed through the Eldeily Commassion Office
'fifle lll, Part B-Grants for Supportive

Services and Seniors Centers

US OEPARTMEI{T OF HOMELAND S€CURITY

Direct ProgGms:

Public Disaster Assistance

Direct Prog.am

Homeland Security Grant Program

14.264 IvtP 677,256

1,419,732

97_036 L40,492

97 .06'1 3 ,697
144,539

US DEPARTMET{T OF ENERGY

Direct Program

Energy Efficiencl and Conservaiion Eiock Grant

(Recovery Act Fund) 81.128 MP 123,500

US DEPARTMENT OF IUSTICE

Pass-through PR Department of lusti.e
Edward ByrneJustice Assistarce Grant {E3lAG)
(Recovery Act Funded) 16.803 MP 9,104

TOTAL FEDERAI. FII{A}ICIAL ASSISIATiCE S 1,793,668

MP Major tund
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CoMMoNWEALTH oF PUERTo Rtco

MuNrcrPALrrY oF MARrcAo

Note to Schedule of Expenditures of Federal Awards

iune 30, 2013

(1} GENERAT

The accompanying schedule of expenditures of federal awards includes the federal grant activity of
Municipality of Maricao, Puerto Rico and is presented on the modified accrual basis of accounting.

The reporting entity is defined in Note 1 to the financial statements of the Municipality. The

information in this schedule is presented in accordance with the requirements of OMB Circular A-

133, Audits of States, Local Governments, and Non-Profit Organizations.

(2) MAJOR FEDERAL AWARDS

1-4.228 State Block Grant Program (SBGP)

74.264 Neighborhood Stabilization Program

81.128 Energv Efficiency and Conservation Block Grant

16.803 Edward Byrne Justice Assistance Grant (EBJAG)

(3} FEDERAT CFDA NUMBER

The CFDA numbers included in this schedule were determined based on the program name

review of grant contract information and the office of management and budget catalog of Federal

Domestic Assistance.

(4) RETATIONSHIP TO GENERAT PURPOSE FINANCIAL STATEMENTS

Federal financial assistance expenditures are reported in the Municipality of Maricao, Puerto Rico

Combined Statement of Revenues, Expenditures and Change in Fund Balances - All Governmental

and Types as follows:
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2
ruANA. RTVERA, CPA

CERTIFIED PUBLIC ACCOUNTANT

Phone: 787-784-2255
Fa(: 787-784-2250

Email: jrme,ecioelholmail.com

URB LEVITTOWN. 1818 DEL IULLE AVL, TOA BAJA, PR 00949

INOEPENDENT AUDITOR,S REPORT ON INTERNAL CONTROL OVER

FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED

IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

Honorable Mayor and Members
of the Municipal Legislature
Municipality of Maricao
Maricao, Puerto Rico

I have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Government Auditing Stondords

issued by the Comptroller General of the United States, the financial statements of the governmental

activities, the business-type activities, each major fund, and the aggregate remaining fund information
of Municipality of Maricao, as of and for the year ended June 30, 2013, and the related notes to the
financial statements, which collectively comprise Municipality of Maricao's basic financial statements,
and have issued my report thereon dated December 11, 2013.

lnternal Control Over Financial Reporting

In planning and performing our audit of the financial statements, I considered Municipality of
Maricao's internal control over financial reporting (internal control) to determine the audit procedures

that are appropriate in the circumstances for the purpose of expressing our opinions on the financial
statements, but not for the purpose of expressing an opinion on the effectiveness of Municipality of
Maricao's internal control. Accordingly, ldo not express an opinion on the effectiveness of
Municipality of Maricao's internal control.

A deficiency in internal control exists when the design or operation of a eontrol does not allow
management or employees, in the normal course of performing their assigned functions, to prevent,

or detect and correct, misstatements on a timely basis. A moterial weokness is a deficiency, or a

combination of deficiencies, in internal control, such that there is a reasonable possibility that a

material misstatement of the Municipality's financial statements will not be prevented, or detected

and corrected on a timely basis. A significont deficiency is a deficiency, or a combination of
deflciencies, in internal control that is less severe than a material weakness, yet important enough to
merit attention by those charged with governance.

My consideration of internal control was for the limited purpose described in the first paragraph of
this section and was not designed to identify all deficiencies in internal control that might be material
weaknesses or significant deficiencies. Given these limitations, during my audit I did not identify any

deficiencies in internal control that I consider to be material weaknesses. However, material
weaknesses may exist that have not been identified.
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Compliance and Other Matters

As part of obtaining reasonable assurance about whether Municipality of Maricao's financial
statements are free from material misstatement, I performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could

have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with ihose provisions was not an objective of my audit, and

accordingly, Ido not express such an opinion. The results of my tests dlsclosed instances of
noncompliance or other matters that are required to be reported under Government Auditing
Stondords and which are described in the accompanying schedule of findings and questioned costs as

mentioned in items 13-04; 13-05 and 13-06.

Purpose af this Report

Tlre purpose of this report is solely to describe the scope of my testing of internal control and

compliance and the results of that testing, and not to provide an opinion on the effectiveness of the
Municipality's internal control or on compliance. This report is an integral part of an audit performed

in accordance with Government Auditing Stondords in considering the entity's internal control and

compliance. Accordingly, this communication is not suitable for any other purpose.

Toa Baja, Puerto Rico

December 11, 20!,3

stamp No. 01692179 of Puertg Rlco society oI certifiGd Public

Accountants was affixed to the originalroport,
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ruANA. RN'ERA, CPA
CERTIFIED PI,JBLIC ACCOUNTANT

Phone:787-784-2255
Fax:187-'781-2250

Email: jrmelecio@hotmail com

T,'RB LEVITTOII:,Y. 1818 DEL IULLE A'8, TOA BAJA, PR OO919

REPORT ON COMPTIANCE FOfl EACH MAJOR FEDERAT PROGRAM;

REPORT ON INTERNAL CONTROT OVER COMPLIANCE;

AND REPORT ON THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS REQUIRED

BY OMB CIRCULAR A.133

INDEFbN9EN i AUDr iOii.*! iiEP!)Fi a

Honorable Major and Mernber"

0f the Municipal Legislature
Municipality of Maricao
Maricao, Puerto Rico

Report on Compliance for Each Major Federal Progr.am

lhave audited Municipality of Maricao's complianee wath the types of compliance requirements
described in ihe OMB Circulor A-7ji Complionce Supplement that could have a direct and material
effect on each of Municipality of Maricao's major federal programs for the year ended June 30, 2013.
Municipality of Maricao's major federal programs are identified in the summary of auditor's results
section of the accompanying schedule of findings and questioned costs.

M d n d ge m e n( s R e spo n si bil W

Management is r"esponsible for complianee with the requirements of laws, regulations, contracts, and
grants applicable to its federal programs.

A ud lta I s R e spa n si bl I lty

My resBonsibllity is to express an opinion on eompllance for eaeh of Municlpality of Marieaots mejor
federal programs based on my audit of the types of compliance requirements referred to above. I

conducted my audit of compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government
Auditing Stondords, issued by the Comptroller General of the United States; and OMB Circular 4-133,
Audits of Stdtes, Locdl Governments, ond Non-Profit Orgonizotions. Those standards and OMB Circular
A-133 require that lplan and perform the audit to obtain reasonable assurance about whether
noncompliance with the types of compliance requirements referred to above that could have a direct
and material effect on a major federal program occurred. An audit includes examining, on a test basis,

evidence about Municipality of Maricao's compliance with those requirements and performing such

other procedures as lconsidered necessary in the circumstances.

I believe that my audit provides a reasonable basis for my opinion on compliance for each major
federal program. However, my audit does not provide a legal determination of Municipality of
Maricao's compliance.
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Opinion on Edch Mojor Federal Progrom

ln my opinion, except for the none compliance described in the accompanying schedule of findings and

questioned costs, as items 13-04; 13-05 and 13-06, the Municipality of Maricao complied, in all

material respects, with the types of compliance requirements referred to above that could have a

direct and material effect on each of its major federal programs for the year ended June 30, 2013.

Report on lnternal Control Over Compliance

Management of Municipality of Maricao is responsible for establishing and maintaining effective

internai control over compliance with the rypes of compliance requirements referred to above- ln

planning and performing my audit of compliance, lconsidered Municipality of Maricao's internal

control over compliance with the types of requirements that could have a direct and material effect on

each major federal program to determine the auditing procedures that are appropriate in the

circumstances for the purpose of expressing an opinion on compliance for each major federal program

and to test and report on internal control over compliance in accordance with OMB Circular 4-133, but

not for the purpose of expressing an opinion on the effectiveness of internal control over compliance.

Accordingly, I do not express an opinion on the effectiveness of Municipality of Maricao's internal

control over compliance.

A deficiency in internol control over complionce exists when the design or operation of a control over

compliance does not allow management or employees, in the normal course of performing their

assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance

requirement of a federal program on a timely basis. A moteriol weokness in internol control over

complionce is a deficiency, or 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 will not be prevented, or detected and corrected, on a timely basis.

A significont deficiency in internal control over complionce is a deficiency, or a combination of

deficiencies, in internal control over compliance with a type of compliance requirement of a federal

program that is less severe than a material weakness in internal control over compliance, yet

important enough to merit attention by those charged with governance.

My consideration of internal control over compliance was for the limited purpose described in the first

paragraph of this section and was not designed to identify all deficiencies in internal control over

compliance that might be material weaknesses or significant deficiencies. ldid not identify any

deficiencies in internal control over compliance that I consider to be material weaknesses. However,

material weaknesses may exist that have not been identified.

The purpose of this report on internal control over compliance is solely to describe the scope cf our

testing of internal control over compliance and the results ofthat testing based on the requirements of

OMB Circular 4-133. Accordingly, this report is not suitable for any other purpose.

Report on Schedule of Expenditures of Federal Awards Required by OMB Circular A-133

I have audited the financial statements of governmental activities, each major fund, and the aggregate

remaining fund information of Municipallty of Maricao as of and for the year ended June 30, 2013, and

the notes to the financial statements which collectively comprise Municipality of Maricao's basic

financial statements. I issued my report thereon dated December 71, 2073, which contained an

unmodified opinion on those financial statements.
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My audit was conducted for the purpose of forming an opinion on the flnancial statements that
collectively comprise the basic financial statements. Ihe accompanying schedule of expenditures of
federal awards is presented for purposes of additional analysis as required by OMB Circular A-L33 and

is not a required part of the financial statements. Such information is the responsibility of
management and was derived from and relates directly to the underlying accounting and other
records used to prepare the financial statements. The information has been subjected to the auditing
procedures applied in the audit of the financial statements and certain additional proceduret

including comparing and reconciling such information directly to the underlying accounting and other
records used to prepare the financial statements or to the financial statements themselves, and other
additional procedures in accordance with auditing standards generally accepted in the United States of
America. ln my opinion, the schedule of expenditure of federal awards is fairly stated in all material
respects in relation to the financial statements as a whole.

Toa Baja, Puerto Rico

December 11, 2013

Stamp t{o.O28lrt2E0 of puerto Rieo Soeiety o, Certm.d Publlc

Acaou.tlnts was affixad to the original repa.t

fuk-ry^
L]rc.i 2214
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COMMONWEATTH OF PUERTO RICO

MUNICIPATITY OF MARICAO

Schedule of Findings and Questioned Costs

For the Year Ended June 30, 201.3

Section I - Summarv of AuditolsXesults

Financial Statements

Type of auditor's report issued: unqualified opinion

lnternal Control over financial reporting:

Material weakness (es) identified?

Significant Deficiency (ies) identified that are
Not considered to be material weakness?

lnternal Control over major programs:

Material weakness (es) identified?

Significant deficiency (ies) identified that are
Not considered to be material weakness?

Type of auditor's report issued on compliance for major
Programs: unqualified

Any audit findings disclosed that are required
To be reported in accordance with section
510 (a) of Circular 4-133

ldentification of major programs:

Noncompliance material to financial statements noted? _ yes _L no

Federal Awards

_ yes _L no

X yes _ none reported

_yes _L no

_X_yes _none reported

yes lL no

CFDA Numbers Name of Federal Proaram or cluster

14.228 SBGP

14.264 Neighborhood Stabilization Program

81.128 Energy Efficiency & Conservation Block Grant
16.803 Edward Byrne Justice Assistance Grant

Dollar threshold used to distinguish between type A and B programs; 5300,000

Auditee qualified as low-risk auditee _ yes _L no
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COMMONWEATTH OF PUERTO RICO

MUNICIPATITY OF MARICAO

Schedule of Findings and Questioned Costs

For the Year Ended.lune 30, 2013

Section ll - Schedule of Financial Statements Findinss and Questioned Costs

Program: General Fund

Accounting and Reporting System

Year ended June 30, 2013

Ref. No. / Finding / Noncompliance Questioned cost

13{1 Statement of Condition

During the performance of our audit procedures the following exceptions were noted:

. The Municipality's accounting system provides only for the recording of revenues, expenditures and

other limited transactions. ln addition, the accounting records are not integrated and do not provide for,

a self balancing set of accounts for each fund operated by the Municipality, recording cash and other

financial resources, together with all related assets, liabilities and residual equities or balances, and

changes therein. Additionally, we noted that certain records in use were not adequately maintained.

. Accounting records do not provide for segregation between expenditures and encumbrances.

criteria

A municipality's accounting system must make it possible to present fairly and with full disclosure the financial

position and results of financial operations of the funds and account groups of the Bovernmental unit in

conformity with accounting principles generally accepted in the United States of America and determine and

demonstrate comptjance with finance, legal and contractual provisions as established in the Autonomous

Municipalities' Law Chapter 215$ 4360.

Cause

The Municipality of Maricao has not established the accounting procedures, controls and records necessary to

provide accurate inf6rmation to prepare the financial statements and federal reports in conformity with

accounting principles generally accepted in the United States of America, the governmental accounting and

financial reporting principles issued by the Governmental Accountin8_standards Board (GASB), and the related

grant agreements.

Effect

Due to the deficiencies mentioned above, the examination of the general-purpose financial statements for the

year ended June 30, 2012, was more difficult and less efficient than would have been in ordinary circumstances.

Since the accounts and other records are not designed to provide the information as it is presented in the

financial statements, was necessary to obtain such information from various departments and persons within the

Municipality and from numerous accounting records, which are not integrated. This situation can cause the

financial statements not to present all the assets, liabilities, revenues and expenditures of the Municipality.
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13{1 Statement of Condition (continuation)

Recommendation

ln order to streamline the accounting and reporting systems and provide proper closing of records and adequate

and timely information, we recommend the Municipality to consider the acquisition of new accounting systems.

The Municipality should implement a new accounting system that allows the preparation of monthly and year-

end financial statements in accordance with Accounting Principles Generally accepted in the United States of

America applicable to government entities. This plan should provide for the following:

Accounting and Reporting System

Adequate training to all accounting personnel in order to improve the understanding of the system.

The implementation of a double entry accounting system and the integration of all subsidiary ledgers.

The preparation of periodic financial reports to be submitted to the Finance Diredor, the Mayor and the

Municipal Assembly.

Reconciliation of financial with the reports prepared and submitted to the Federal government, and the

preparation of the general purpose financial statements in accordance to Accounting principles

generally accepted in the United state of America.

Auditee Response

The governmental agency known as 'OCAM' who is in charge of the accounting system of the municipalities is

evaluating the actual system with the intention of perhaps changing to another system. The Municipality is

awaiting instructions from such agency, or identifies resources for in-house accounting system.

Program: General Fund

Accounting and Reporting System

Year ended June 30, 2013

Ref. No. / Finding / Noncompliance Questioned Cost

13-02 Statement of Condition '0 -

The Municipality obtained funds from the Central Government and included them in Annual Budget, but at the

time of receiving the funds they were deposited into Special Funds.

Criteria

ln the Article 7.001 of the Law 81, as amended, establish that the Municipality will set a self balanced budget of

income and expenditures. ln the revised regulations on Fundamental Standards of the Municipalities of Puerto

Rico, a similar provision is established.
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13-02 Statement of Condition (continuaiion)

Cause

ln General Fund, the Municipality budgeted 5500,000 of allocations from the eenttal Governmeni for operating

expenses of the Municipality. However, when the Municipality received the funds, they were deposited in the

lpecial Funds.

Effect

The Municipality does not follow the procedures established by state law. lt created an operational deficit of

S500,000 in General Fund.

Recommendation

Establish procedures to identify money received and deposit it in the appropriated fund accordin8 to budget.

Auditee Response

The Mayor gave appropriate instructions to attend this recommendation immediately.

Program: General Fund

Deficit
Year ended June 30, 2013

Ref. No. / Finding / Noncompliance questioned Cost

13 {13 statement ot Condition and Criteria

It was noted in my test of balance of accounts that the Municipality is not complyinB with the criteria established

by the Standards of Financial Management Systems for Regulations for Municipal Administration and with the

GASB codification l.7OO with the requirements stated in OMB Circular A-133.

Cause

The Municipality has some deficiencies in its financial management systems, and ,inanclal reportlng practices as

related to the General Fund.

Effect
The lack of efficiency in the financial management systems does not permit the Municipality:

a) To provide services to citizens without affecting them.

b) To determine adequate internal control with finance - related legal and contractual provisions.

The Municipality should revise and evaluate in monthly basis revenue and disbursements to adjust

disbursements to the revenues receipts to improve the criteria established with the Standards of Financial

Management Systems for Regulations for Municipal Administration.
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13 -03 Statement of Condition and Criteria (cortinuation)

Auditors Recomm€ndation (continuation)

lmplement measures to reduce the Municipal deficit. Evaluate the impact in the revenues of the change in

construction tax and the increase of the real and personal taxes. Evaluate the impact in the Cisbursement to

approve only necessary professional services and consolidate services.

Municipality Response

The municipality management is analy!ing financing the current deticit with a long term loan.

Section lll - Federal Awards Findings and Questioned Costs

Program: Community Development Block Grant

Cash Management
Year ended June 30, 2013

Ref. No. / Finding/ Noncompliance Questioned cost

13 - 04 Statement of Condition and Criteria

My examination of compliance with federal requirements of the Municipality of Maricao, for the year

ended June 30, 201.3 disclosed that grants funds were administered in a satisfactory manner, except for

the following situation:

The federal funds are taking more than five (5) business days to make the payment after the date on

which funds requested were receivedCode of Federal Regulation 24 585.21 (5) Written procedures to

minimize the time elapsing between the trasfer of funds to the recipient from the U.S- Treasury and the

issuance or redemption of checks, warrants or payments by other means for program puposes by the

recipient, To the extent that the provisions of the cash Management lmpovement Act (cMlA) (Pub. L.

101-453) govern, payment methods of state agencies, instrumentalites, and fisical agents shall be

consistent with CMIA Treasury State Agreements or the CMIA default procedures codified at 31 CFR part

205, "Withdrawal of Cash from the Treasury for Advances under Federal Grant and other Programs "

Cause

The Municipatity did not make payments as soon as they receive the funds.

Effect

The Municipality does not follow the procedures established by federal law.

Recommendation

Establish the procedures needed to disburse payments within a reasonable time after receive the funds

HUD as the Federal Regulation established.

Auditee Response

The mayor instructed the finance director to take the necessary action to avoid this situation in the future.
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Pro8ram: Neighborhood Stabilizatlon Pro8ram
Cash Management
Ye3r ended Jun€ 30, 2013
Ref. No. / Flnding / Noncompliance questioned Cost

13 - 05 Statement of Conditlon and Criteria -0-

My examination of compliance with federal requirements of the Munieipality of Maricao, for the year
ended June 30, 2013 disclosed that grants funds were admini5tered in a satisfactory manner, except for
the foilowing situation:

The federal funds are takln8 more than five {5) buslness days to make the payment after the date on
which funds requested were received.

Code of Federal Regulation 24 685.21 (5) Written procedures to rninimize the tlme elapsing between the
trasfer of funds to the recipient from the U.S. Treasury and the issuance or redemption of checks,

warrants or payments by other means for program puposes by the recipient. To the extent that the
provisions of the Cash Management lmpovement Act (CMIA) (Pub. L. 101-453) govern, payment

methods of State agencies, instrumentalites, and fisical agents shall be consistent with CMIA Treasury

State Agreements or the CMIA default procedures codified at 31 CFR part 205, "Withdrawal of Cash

from the Treasury for Advances under Federal Grant and other Programs."

Cause

The Municipality did not make payments as soon as they receive the funds.

Effect

fhe Municipality does not follow the procedures established by federal law.

RccommendEtlon

Establlsh the proecdures needed to disburse peymeRts within a rcr50nBble tlme rfter rseeive thc fullds
HUD as the Federal Regulation established.

Auditee Responss

The mayor lnstructed the flnance director to take the necessary actlon to avoid this sltuatlon in the tutur€.
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Program: Energy Elficiency and conservation Block Grant Program

Cash Management
Yerr ended June 30, 2013

Ref. No. / Finding / Noncompliance Questioned Cost

13 - 06 Statement of Conditlon and Criteria

My examination of compliance with federal requirements of the Municipality of Marieao, for the year

ended June 30, 2013 disclosed that grants iunds were administered in a satisfactory manner, except for

the following situation:

The federal funds are taking more than flve (5) business days to make the payment after the date on

which funds requested were received

Code of Federal Regulation 24 685.21 (5) Written procedures to minimlze the time elapslng between the

trasfer of funds to the recipient from the U.5. Treasury and the issuance or redemption of checks,

warrants or payments by other means for program puposes by the recipient. To the extent that the

provisions of the Cash Management lmpovement Act (CMIA) (Pub. L. l-01-453) govern, payment

methods of State agencies, instrumentalites, and fisical agents shall be consistent with CMIA Treasury

State Agreements or the CMIA default procedures codified at 31 CFR part 205, "Vvithdrawal of Cash

from the Treasury for Advances under Federal Grant and Other Programs."

Cause

The Munlclpality did rtot make payments 5s soon as they reeeive the funds.

Effect

The Munictpality does not follow the procedures established by federal law.

Recommondatlon

Establish the procedures needed to disburse payments wlthln a reasonable tlme after recclve the funds

HUD as the Federal ReBulation established.

Audltee noiponiE

The mayor lnstructed th€ finance dlrector to teke thc nlcessary lction to avold thls sltuetlon ln the futurc.
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Progrem Ftndin&/ Compllane€

Geheral Fund Cohdltion 10-01:11-01: 12.0!.: Aceountirs end Beportlns Svstem

Status

During the performance of our audit procedures the following
Exceptions were noted:

The Municipality's aceouRting system provides only for thc reeording of
revenues, expendltures and other limlted transactions. ln addltion, the Still prevail
accounting records are not integrated and do not provide for, a self
balancing set of accounts for each fund operated by the Municipality,
recording cash and other financial resources, together with all related
assets, liabilities and residual equtties or balancet and changes therein.
Additionally, we noted that certain records in use were not adequately
maintained.
Accounting records do not prov;de for segreBation between
expenditures and encumb!.ance5

General Fund Condition 1GO3: 11-02: 12{2: - AccountinE And Reoortlnr Svstem

The Municipality obtained funds from the Central Government and Still prevait
included them in Annual Budget, but at the time of receiving the funds
they were deposited into Special Funds.

(This space w&! htention€lly lcft ln blonk)
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