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INDEPENDENT AUOITORS' REPORT

To the Honorable Mayor and
Municipal Legislature

Municipality of lvlorovis
Morovis. Puerto Rico

We.have.audited the accompanying financial statements of the governmental activities,
9.a-c! laior fund and the aggregate remaining fund informatioi of the Municipatity oi
Morovrs, as of and for the year ended June 30, 2012, which collectively comprise'the
Municipality's basic financiar statements, as risted in thetable ofcontents. Thesefinanciar
statements are the responsibirity ofthe Municiparity's management. our responsibirity is to
express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in lhe
Uniled States of America and the standards applicable to finaicial audits contained in
G.ovemment Auditing standards, issued by the comptrofler Generar of the united states.
Those standards require that we plan and perfoim the audit to obtain reasonable
assurance about whether the financial statements are free of material misstatement. Anaudit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audtt also rncludes asseising the accounting
principles used and the significant estimates made by management, as uiell as evaluatin!
the overall .financial statement presenlation. We believ6 that our audit provides i
reasonable basis for our opinions.

ln our opinion, the financial statements referred to above present tairly, in all material
respects, the respective financial position of the governmental activilies, Lach major fund
andlheaggregate remaining fund information ofihe Municipatity ofMorovisas ofJine 30,
2012, 

-and 
the respective changes in financial position thereof fo; the fiscal year then ended

in conformity with accountng principles generally accepted in the United States of America.

ln accordance with Government Auditing Standards, we have also issued our report dated
March 12, 2013 on our consideration of the lvlunicipality,s internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulatjons,
contracts, grants, agreements and other matters. The purpose ofthat report isto describe
the scope of our testing of internal control over financial reporting and compliance and the

Suir.l5l PO Bo\ 70:50. Sm jurn. PR.00116-1150. phonc rTlir|756 351.1. fi\ l,rliir:7.1!j6l



results of that testing, and not to provide an opinion on the inlefnal control over financialreporting or on compliance. That. rep^ort is an integral p"rt-oi 
"n "uo,f 

performed inaccordance wilh Govemment Auditing stanaarUs anaitr",In i" 
"""",a"*O 

ln assessingthe results of our audit.

A_ccounting principles genera y accepted in the united stares of America require that theManagement's Discussion ani Anatysis on p"g"s g to S, J" presenief io 
"upprement 

tnebasic Unancial statements. Such iniormation,-afthough not'; pa; oitne oasic financlatstatements, is required by the covernmentarAccountiig stinJaiJs a;# wno considers it
to, be an essentiar part of financiar repodng tor ptacing t-ha uisic tinaniilistatements in anappropnale operatronal, economic, or historical context. we have applied certain limited

tf::*j:"_^,:- -ll,: l!!!t!d. .sygorementary information in accoiiince with audirins
sranoaros genera,y accepted in the United States of America, which consisted ofinquirie;of management about the methods of preparing the into-rtion *a comparing the
[:lT,il.i for consistency with management's iesponses to our inquiries, the basicflnancrat statements, and other knowledge we obtained during our audit of the basicfinancial statements. We do not express an opinion or providi any assurance on theinformation because the rimited procedures do not provide us wrttr irlmcient evroence to
express an opinion or provide any assurance.

Our au-dit was conducted for the purpose of forming opinions on the financial statements
rnat cofiectrvety comprise the Municipality of Morovis's financial statements. The scheduleoI expendttures of federal awards, as retrired by Office of Management and Budget
Circular A-133, Audits of States, Local Governments, anO Non_Fiofit Organizations

!91l:1111-112]:,qresented for purposes of additionat anarysis ano is not a requireo part
oT rne ttnancral slatements. Such information is the responsibility of management and was
derived from 

_and 
relates direcfly to the underlying accounting JnJ ott eii"coro" useO toprepare the financial statements. The information has beei subjected to the auditingprocedures applied in the audit of the flnancial statements 

"nO 
iurtrin additjonalprocedures, including comparing and reconcjling such information direcflyio the underlying

accounting and other records used to prepare the financial statements;r to the financial
statements themselves, and other additional procedures in accordance with auditing
standards.generally accepted in the United States of America. ln our ojinitn, the schedule
of expenditures of federal awards is fairly stated in all ,ateriaf ,eipeJG ln relation to the
financial statements as a whole.

San Juan. Puerto Rico
March 12,2013

The slamp E16599
lo lhe origrnalotlhis

iz, nrvr-fa-, RTvERA & co.
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,'IA NAG EII/ E N T'S DISCL'SSION,lND ANALYS$

Ihe Irunicipalit\ ot \loro\is {rhe -Nlunicipalil}..) discrssion and anil\\is has hcen dcsigred $ith thelirllolinlrs ,loals:

a) ,\ssist rhc redd!,r in lbcusing on \ignillccnl llllallcial issues.b) Itoride.rn orcnieu otthc Ntunicipalirl.s fiu"n.i"t 
";iiriir.() lJ(nrrl\ ih.rn{er in rhe \lrrrri..inatirr.r ti rn.rJt po.irn,; (irs rbilir\ r(, rdJrc\\ lh( De\t InJ.uh\(quc t ! crr chrJl(nllcr)

d) ld.nrifi .rn) nrarerial deiiations liorn thc finrncial plan (lhe appro!cd budgel). and:c) ldentil\ individua] lind issues or concems.

Since the trlana{ement s Discussion and Anal}sis (MD&A) is desiened to lbcus on the current \earacririries...r.sutling changes aDd currenrt] (rro\\; rn.r,.'pL";;";;;i t;;;,,,,;;.;',;i,;.;;:
lvl u n ic ipa lit) 

_s 
tlnancill slalenrcnls.

FINANCIAL HIGHLIGHTS

. I hc Mnnicipalit) rer assers increased b\ SI.:7{t.760. lirnJ haln !e ot lerrcral t'u ,l d(rrea,cih\ $qh5.1tl. Capital oullavs amouDled to $ 5.970.979.

USING THIS ANNLIAL REPORT

-fhis 
annual repon consists of a series of De$ finaneial srarements [ith a change in Ihe focus fi.omprevious financial itatemenrs. The new focu\ i5 r)n h,lh rt,. Vunlcipat;t} a, , ,. t,oiJ 1gou..nr"ru*ia. y

rn,1 thc maior irrdrr idu.rt funds. Borh perrpccrjr(, r !o\ crrr"",-,, ij* uni ,rrio. ii,,,ar ,rro* ,r,. ,.* .aoor('\i r(tc\aIl q $ltun.. hroadcn a ba,is for tompari.urr tlelr to )ear or !r,,rrmment lo Eorcrnmenl,and enhance the Municipality s accountabilil\..

(;overnment-Wide Financirl Statements

'Ihe cove ment_widc Financiar slatemerts are dcsigncd to providc users orthe ananciar suremcntss ith a broad or,crr iel ofrhe Municipality.s llnun"", i,i" n,unnJ. ii,rll, ,,, p.iio,"-."ou. .o,npuni"r.

l hc stalement ol-Ncl Assets prcsents informarim on a, of lhe Municiparit\'s assets and riabirities. \\ iththe dilLrenco between both rcported as net asscls. o\er rime. increascs or decreases in net assers rnavsene as a ulctirl indicator ol-r\hcther rhe tinaDcial position of rhe Municipat;1i L ;,"r-ri"a ,,.deterioraring.

Ihc Statcment ol'Acti\itics prcsents inli)nnarion sho*ing hon lhc Municipalit).s ncr asscls changedduringlhe rr)st rccenr tiscat 1ear. All chan-ees in ner isscls are reponrd as soonasrhe Lrndcrtl ing ercnrgi! ing rise ro rhe lhangc .ccurs. regrrdrcss irl-rhc tirrring of rhe rcratca 
",,.r, 

rr,r,*. 
-:ir,r,. 

revenues ande\pen\es arc reponcd in rhc statcrnenl ()l_Acti\iric5 rhal \!ill olrl] rcsulr in cash 110\r\ in li,lure fi!,calperiods. Ih! srarer,enr oI Acrir itics is i]cr\cd on borh rhe gross and n"i.,r.i "i:r".i*. ".,,r 
i,i".. *r,i.r,af qlll\ i:lcd b\ rhe qorcrnnrenr's gcDerat r \ and nth",,ir"nue.. ,,i,, i, i,ir"";:;'r,, summarize ardsimplif,r the u\or_r rDnl\sis olcosr ol_\lirifirs gorernmcnral ser}.iccs.



Fund Finrncial Statements

'l'he Fund Irinancial Slatcnlents
firnds. nor rhe lUuricipalit\ is
go\cm lcnlrl lilnd.

providc delailcd infirnnarion aboul rhe iUunicipalir).s nrosl signilicanrfl \rhole. Ihe iVunicipaliN has onlr one ki,rd ot: tirnd *hici is rhc

(;olcrnmental lirnds are used to account lbr cssenttalh tlte same tunuidts reporled as gov€mmentalacli\ities in rhe Colemment wide Financi.rt s,rr.,r"no. rio,..,.r. ;,,itJIi; uo\ernment wideFi',ancial Stalements. Co\cmment Fund [:ilancial Statements tirus on n"o, i..n, ;,rffo*, 
"na 

ourn"*. "fspendablc resorrces as rrcrr as on b.rances oispendabre resources avaitoJi" ,iii" .na .,r'rn" rir."t ,.or.Such intbmration is usetil in evalualing rhc Munl"ipulity.ls n"o. i.r. fir""""i.,qrl.".*,r. ' ''"' .'"'

Because the li)c,s of go\emmental tunds rs ,arrorrer lh.n lhct of lhe go\emment \\ide llnancial\l emenrs. rl i\ us(ful h, jompare lhe in[,,flnntirnr pres.ntcd r.o. uor..*iu"niri li,r,l\ \tith rimitar
rnrLrrmirron prescnled ror uo!emmenraractivities in lhe govemmenr \ride financiarsratements. Bl.doingso. users of the basic linancial slalemenls ,nay beiter undcrsrand rtre ton!-ierm impact of theMrnicipalily's near rerm 

'nanciat 
decisions. Bolh of the Covemmental F"r; ;;Ln"" Sheer and rheGovcmmenlal Fund Statement of Revenues. Erpendirures and Changes in frJ Untun... p.ouia" ureconciliatio.' to l'acililate this comparison her\rern goremmenral funds In  gor.n,r"ntuf u"t;uiti"..

Infrastruclure Assets

IJistorically, a.golernment s largest group of assets (infrasrLrcture roads. bridges, tralllc signals,underground pipes lunless associared rlirh a uriliry]. (1c., have nor been A.;;;" ".. depreciated ingovemnlent llnancial statements. CASB:lJ requires thar rhese asses be ralued and reported wilhin lhe
Bovernmental column of the Govemmen!Wide Statements. Additionall). tt . gon.inr"nt must elecl loeilher (a) depreciate ihese assets over their cslimared usef,l lifb ,rr 1b1 a.i"iof u ,yrt., of u.."tmanagement designed lo nraintain the servicc deli\ery potential h, near perperuiry. lf tie govemment
develops the asser management slsrem (rhe modified 

"pp-*f,f "f,i"t p.ii.ji"utii iut t""rt .u"* tt i.a
)ear). b) cdle*ory. measures and demonsrrares it, mainienance oi ro"rrr., 

",,"liiir,"J' 
r., "i.;ii";;;;standards. rhe govemment ma) record its cosl of maintenance i, ri", "ia"p-"i"ii*. I.he inrormalionabout ,he condition and maintenance of condition of the govemment irir".ri 

"i"r"'r*.t, should assist

lllan:ial ,iar€rn(rt u\ers in c\atuarrng a tocat govemient 
""d 

;,, ;;;f;;;; over tjme. The
rvrunrcrparrN ltt\ etccted to Jepreciale infrastructure assets instead ofusinS rhe moditied approach.

-l



FINANCIAL -,l,NALYSIS OF THE MUNICIPALITY AS A WHOLE

Net Assets

As noted earlier. net assets may sc*e over t;me as a usefur indicator ofa qovemment's financiar position.
The Municipalir)'s net assels toraled 52 t.3 mi ion at the end ol 1012. eimpareri ro $20.0 million ar rhe
end oflhe previous )ear.

The largest portion ofthe lvftmicipality's net assets consists oflhe investment made throughout the )ea^in capilal assels such as land, buirdings. equipment and infrastructure. The Municipality usis rhese capital
assets to provide services to its citizens; consequenlry, lhese assets are not avairaire lir t,ture speniing.
Although' the Municipality s investmenl in ils capilar assels is reported net of rerated debt, n sr'rourd ie
noted rhar the resources needed to repay this debt must be provided t'rom the Debt service Fund. since the
capital assets themselves cannol be used ro liquidate these liabilities. The amounts restricted lbr debt
service represents another portion ofthe nel assets, and lhese are resources subject to external restrictions
for the purposes explained above.

Municiprlitv of Morovis
Cordensed Saatcment of:\et Assers

Juoe J0,2012 and 201 I

Capilal assels

Currrent Iiabilities

Norcurrenl Iiabililies

Toral Iiabilities

ln\Esled in capital assers, net ofrelated debr

2012 20t I

$ 5.179,625 S 6,-164,9:10

14.321,682 {0,46t.043
19.707.301 46.825.98-]

7.361.857

2 r.01 1.682

3.996.510

22.780.,145

28..t79-5i9 26,776.9',7 S

s :1.i27 768

_'12.964,558

5.647.5a2

( r8,563. l]2)
s 20,0.19.008

t9.,r67.682
.l.566.60.1

(22.706.5 r8)

i



('hanges io Nct Assrts

I hc net nsirt\ inercascd b) $1.178.760 irr rL,rnp:rrisorr *ir'prior lrrr.,\ppro\urilrcl\ 5l pcrccnr ol{'e\lunicipnlir)'s rorirt rc\rnue camc rftnn !a\es srrirt 18 pcrccnt 'J.JiL,;, ;;;,,,rd conrriburi(nrs.

i:l:l1lll:l:l*ll::lj r,c\r,,,,,uip,,r,r\..(\r,(,....,n","."us",,rr..-i..., ri. l"*.,..pcn:c\$cr(L,r {(I(rirt !,'!(r. t)(rl.u(,,rh\ni(J(\(l,,p t( l.publrc.rrrrtrI Jltcrlrh.r J$(ltirre.

Condcnsed Strremcnt of Adivities
June J0,201I and 2012

Churges tbr ser\iccs

Op.raling 8.ants fid contriburions

Capitrl grnnts and conrributiorls

MunicipJ license ra\es

Sales,ud uscs ra\.s
Granrs and conrribur ions not restricred lo
specific programs

Interesl U nes and penallies

Iotal ret€nucs

Cenlr.algovernment

Public safery

Public housing.md *elare
CulIure and recrcalion

lnleresr on lonS-lerm debl

Ibtal crpenscs

( hnn8r in n.t assets

Nel asels- bcSinn;nE of )ear

Net tsseti. rnd oavcd

20t2

s 617.18 r

1.8t8.708

96 t.t I+

7.786.818

750.i51

I.+61.75-l

5.62 t.451

t70.656

568.455

201I

s 886.560

2_517.r67

r.567.90i

7.50-',i.471

949.25_l

l.ll t.t89

2..17:1.852

t99.060

i42.001

19.778.t00

r0.l19.527

9t.1.i t6

1.6.18.9I 7

916.992

i.9-r 5..195

137.1.09 i

r7.671.658

t0.000.0:r6

1.281..12,{

2.655..12 t

865.7: I

t.698.960

898.707

tll..l99.i.t0 t7_+01.169

1.21A.760

t0.0r9.008

l6r)..i8()

| 9.779 -619

s I t.tt7 768 s 10.0.1,).008



FINANCIAL ANALYSIS OF THE MUN]CIPALITY,S INDIVIDUAL FUNDS

;):-::]-.1,:::ll:. rh(. Ntuni(ipatir) I5(.s fund accounring b cnsure and dcmursrrate comptiance wirh
r rnanf e-retated lcgat requrrements.

(;overlmeotal Funds

The.tbcus of.the Nluniciparity's govemmentar firnds is lo provide infbrmari.n on near-term inrows.
outllows, and balances ofspendabre resources. Such intbrmatlon is uselirr in assessirg the Municiparity's
tinanciag requirements- rn panicular. unresen,ed fund barance may sen,e as a uselur measure of a
!r,\emmenr'5 net r(sourccs arailable lhr sprnding at the end ofthe fi.ialrear.

As ,,1'the end of the c!rrsnt tlscal )ear. lhe Munrcipalit).\ ro\ ernmental tind. reporled combined ending
iunJ balJnces ol $1..1 rnilljr)n. r dc(reasc,,t g:.1 million rn c,,mparison rrrrh rhe pn r 1ear. there are
reseh_ationsoflundbalanceamounlingto$.l.6miuion.'rhisisth;fundbarancethatisnotavailabreror
De\l spending because il has alread) been committed:

l) to ljquidale contracls alld purchase orders ofthe prior liscal year g Ij5.000. and
2) lo pay debt service gl.5 million. and
l) to pay tbr capital projefis $3.0 million.

'rhe general fund is incruded within rhe govemmenlar firnds: it is rhe chief operating firnd of the
Municipaliq. As ofJune 30.:0t:. the Benerat lund has a balance ofg(3.7) million. Ihe f.und balance
rJecreased b1 $405. ll I during fiscal year :0 I t -:0 I 2.

GENERAL FUND BUDGETARY HTGHLIGHTS

Over.lhe course of the year. the Municipality Council revised the Municipaliry-,s budget to reclassify
certain expendilures among the different govemmental flunctions. Such recLssiiicatiurs w
to provide for the developments thal affecled lhe Municipality.s finances.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

'Ihe Municipalitl's investmenl in capitar assets as ofJune 30,20r2. amounts to $58.r mi ion. ner of
accnmulated deprctiation or_$r1.8 mirrion. Ieavinga net book value of$4,1.3 milion. r'his inveshent in
capital assets includes land. buildi,'gs. impro!enrelrts, equipment. intangibles. irfiaslructure and
consrruction in progress. lnfrastruclure assets are items lhat are normally irnmiable and ofralue onlv ()
the slale. such as roads. bridges. slreets and sidewalks. drainage systems. lighting s),stems. and simitar
ilems-

l hc toral incrcase in rhe Municipari$'s in\estmcnl in capitar assets fbr lhe current fiscal )ear uas about
l5 percent in lerms of book value. Actual c\pendjlures r; purchase or construct capilal assers $ere $4.6
million lbr the \ear. Depreciation charges forrhe feartotalcd $ I.6 million.
IheMunicipalit)Iinancesasignilicaniporri.nol:irstonsrnrrrioni(rr\ilicsrh^ughb.ndissuances.-r'he
proceeds tiorn bond issuances designated ,br construction activiries are cn,rrmittci in its entirctv lb. such
purposes alld cannot be used lbr an] olher prrposes.

7



I)cbt Administration

'lhe Pueflo Rico Lcgisrarure has cslabrishcd a rimilarion lbr rhe issualce of generar obrigari{)n nrunicipar
bonds and notcs tbr rhe payment ofrrhich the good fairh. c.edjl and taxing-porver ofeich municipaiir-v
mar be pledged.

'rlle applicable law also rcquires that in order rbr a mu'iciparitv lo be abre 10 issue additionar gene.al
obligalion bonds and notes such municipalit,.must h:t\e;ulT.rcient -pavment capacil\....Act No.6,1
provides rhar a municipariry has suflrcient -pa)-menr capaciR" ro incur adiitionar generai ob rigar ion debtiflhe deposits in such rnuniciparit-r's Redemption Fund and the annuar amorrnts c.iilected rvirri respect to
such municipalily 5 Special Addirional Tax (as defined below). as projected by GDB, r!ill be sutllcicllt to
sen,ice lo.maturiry'lhe municipalil)-s o,tstanding gencral obligaiio; debr;rd rhe additional proposed
gencra I ohligal ion debr ("Pa) menr Capaci$").

-fhe 
Municipality is required under applicable law to levy the Special Additional Tax in such amounts as

shall be required lbr the palment of its general obligation municipal bonds and notes. In addition.
principal ofand interest on arr generar obrigation municipar bonds ani notes and on a[ municipar notes
i_ssued in anticipation oflhe issuance ofgenerar obligation bonds issued by the Municiparity constitute a
llrst lien on thc Municipality's Basic Tax re\,enues. Aucordingl).. the Mu;icipalit).s Basic-[a\ revenues
would be availa-bre to make debt sen ice paymenrs on generar ;brigation municipaibonds and notes to the
cxtcnt that the Special Additional Tax jevied by the MLrnicipality.logether with moneys on deposil in the
Municipalily's Redemption Fund. are not sufficie.t to 

"or". 
.uJ d"bt service. rt has never been

Decessary to appl), Basic Taxes lo pay debt service on general obligation debt ofthe Municipality.

f,CONOMIC FACTORS AND NfXT YEAR'S BUDGETS AND RATES

The Municipality relies primarily on property and municipal taxes as well as federal grants ro carry out
lhe govemmental activities. Historicalr)'. property and mirnicipar taxes have been very predictabre rvith
increases ofapproximately l0 pe.cent. Federal grant revenuei may vary if new gmnts are available but
the revenue also is very prediclable.

fhose thclors were consid€red uhen preparinB the Municipalil),.s hudget for the fiscal year 2012-201j.
The most signilicant change ber*een rhe buager ibr fiscar year 20r0--l0r and rhe piior lear are rhe
lbllowing:

. I)ccrease in Municipal License Ta\ revenue of$19g.899.

. Increase in (lrant arrd Contribution revenue of$i.1.16.i99

. lncreasc in I\rhlic Works e\penditurcs of$l.l-']6.j.15.
o Decrease in Public tlousing and Wellare crpendilures of$t.016.504.

fhc decreasc ir Municipar l-icense-r'ax revcnue is due to rhe crosed our business around rhe io\!n. rhe
increase in (irant nnd conrriburion is due 10 the srare conrribution for palcment ilnd construcrions. rhe
irrcrt'ase in Public works e\penditurcs is d.e n) increase in construciions expenscs. The trecrease in
Public tlousiDg and Wetlare is due lo lhe lederat proposals ended during rhc pr.ilear.

lt



- FINANCIAL CONTACT

'the lvlunicip.rlil)'s lirancial slatemcnts are dcsigned to presenl users (citizcns. la\pa\crs. cust6,ners.
- intcstors and credikrrs) rrith a gcneral ovcnie$ ofthe Niunicipalir-r.- 's iinances antl to dctno strale the

ivlunicipalit)'s ilccountabiliN. lf lou havc queslions about the repon or nccd additional lina[cial
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information. contacl the N{unicipaliq s ChiefFinancial OtIcer.



COMMONWEALTH OF PUERTO RICO
MUNICIPALIry OF MOROVIS
STATEMENT OF NET ASSETS

JUNE 30,2OI2

Assets

Cash (Notes 2 and 5)
Cash with fiscal agent (Notes 2 and 5)
Accounts receivable

Property taxes
Sales and uses taxes

Due from other agencies (Note 9)
Capital assets, net (Note ,tl)

Total assets

Liabilities and Net Assets

Liabilities
Accounts payable and accrued liabilities
Due to other agencies (Note ,12)

General obligations:
Bonds
lnterest

Deferred revenues:
l\,'lunicipal license taxes (Note 13)

Accrued interest
Noncurrent tiabitities: (Note 15)

Due within one year
Due in more than one year
Total liabilities

Net Assets
lnvestment in capital assets, net oI related debt
Restricted for:

Debt service
Capital projects

Unrestricted
Total net assets

Tolal liabilities and net assets

Governmental
Activities

$ 312,432

4,306.072

44

7,650
133,349
620,122
327,682

$ 49,707,307

1.012,926
2,038,080

480,000
26A,445

500,393
1,338,696

1,261,895
21.479.104
28,379,539

30,043,662

1.553.639
3,012,965

\13.282,498)
21.327,768

$ 49,707,307
are an integral part of these basic financial statements.

_ 10 _

The accompanying notes
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COMMONWEALTH OF PUERTO BICO
MUNICIPALITY OF MOROVIS

RECONCILIATION OF THE GOVERNMENTAL FUNDS
BALANCE SHEET TO STATEMENT OF NET ASSETS

JUNE 30, 2012

Total lund balances - governmental funds

Amounts reported for governmental activities in the statement
of net assets are different because:

. Capital assets, net used in governmental activities are
not current financial resources and therefore are not
reported in the governmental funds balance sheet

. Some liabilities, including bonds payabte, are not due
and payable in the current period and therefore are not
reported in the funds. (Note 4)

$ 1,357,023

44,327 ,682

(24,356,937)

- Net assets of governmental activities $ 21 ,327 ,768

The accompanying notes are an integral part of these basic financial statements.
-14-
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COMMONWEALTH OF PUEBTO BICO
MUNICIPALITY OF MOROVIS_ RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND

CHANGES IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE

- FOR THE FISCAL YEAR ENDED JUNE 30,2012

Net change in fund balances - total governmenfal funds

- Amounts reported for governmental activities in the statement of
activities are difrerent because:

Governmental funds report capital ouflays as expenditures.
However, in the statement of activities, the cost of those
assets is allocated over their estimated useful lives and- reported as depreciation expense.

. Depreciation expense on capital assets is reported in the
statement of activities, but they do not require the use of
current financial resources. Therefore, depreciation expense

_ is not reported as expenditure in governmental funds.

. Governmental funds report principal payments on long-term

- obligations as expenditures, whereas the principal payments
reduces the longterm obligations in the statement of
activities.

. Change in accrued interest expense which does not require
he use of currenl financial resources.

. Some expenditures reported in the governmental funds do
ot require the use of current financial resources; therefore,

are not reported as expense in statement of activities.

_ Changes in net assets of governmental activities

$ (2,406,323)

5,493,588

(1,626,949)

875,579

(165,575)

(891,560)

$ 1,278,760

The accompanying notes are an integral part ol these basic financial statemenls.
_ 16 -
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1.

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 20.I2

ORGANIZATION

The Municipality of l/orovis, Puerio Rico (lilunicipality) was founded in 1818. The
Municipality is a polatical legalentity with full legislative and administrative faculties in
every aflair of the municipal character, with perpetual succession existence and legal
identity, separate and independent from the central government of the
Commonwealth of Puerto Rico. The lilunicipality provides a full range of services
including heallh, public works, environmentalcontrol, education, public safety, public
housing and community development, culture, and recreation as well as many other
general and administrative services.

The lvlunicipal Government comprises the executive and legislative branches. The
executive power is exercised by the Mayor and the legislative by the Municipal
Assembly, which has 14 members. The members of these branches are elected
every four years in the Puerto Rico general elections.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying financial statements of the Municipality have been prepared in
conformity with accounting principles generally accepted in the United States ol
America (GAAP) as applicable to governmental entities. The Governmental
Accounting Standards Board (GASB) is the accepted standard-setting body for
establishing governmental accounting and financial reporting principles.

The financial information of the Municipalaty is presented in this report as Iollows:

. lvlanagement's Discussion and Analysis - lntroduces the basic financial
statements and provides an analytacal overview of the Municipality's financial
activities.

. Government - Wide Financial Statements - The reporting model includes financial
statements prepared using full accrual of accounting for all of the government's
activities. This approach includes not just current assets and liabitities, but also
capital assets and long-term liabilities (such as buildings and infrastructure,
including bridges and roads, and general obligation debt)

- 18 -



COMMONWEALTH OF PUERTO BICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAF ENDED JUNE 30. 2012

. Statement of Net Assets - The statement of net assets is designed to display the
Iinancial position ot the Municipalily, including capital assets and infrastructure.
The net assets of the l/unicipality will be broken down into three categories;
invested in capital assets, net of related debt; restricted; and unrestricted.

. Statement of Program Activities - The government - wide statement of activities
report expenses and revenues in a format that focuses on the cost of each of the
government's functions. The expense of individual functions is compared to the
revenues generated directly by the function.

. Budgetary comparison schedules - Demonstrating compliance with the adopted
budget is an imporlant component of a government's accountability to the public.
Under the reporting model, the N,4unicipality will continue to provide budgetary
comparison information in their financial statements. An important change,
however, is a requirement to add the government's original budget to the currenl
comparison of final budget and actual results.

The following is a summary of the more significant policies.

a. Reporting Entity

A reporting entity is comprised of the primary government, component units and
other organizations that are included to ensure that financial statements are not
misleading. The primary government consists ol all funds, departments, boards
and agencies that are not legally separate from the Municipality and for which the
l\ilunicipality is f inancial accountable.

The Municipality's management has considered all potential component units
(whether governmental, not-for-profit, or protit-oriented) for which it may be
financially accountable, and other legally separate organizations for which the
[,4unicipality is not financially accountable but the nature and significance ot their
relationship with the lvlunicipality may be such lhat exclusion of their basic
linancial statements from those of the Municipality would cause the
accompanying basic financial statements to be misleading or incomplete.
Accordingly, a legally separate organization would be reported as a component
unity of the N/unicipality if all of the following criteria are met:

- 19 -



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOB THE FISCAL YEAF ENDED JUNE 30, 2012

1) The lilayor appoints a voting majority of an organization's governing body
and, either (1) the lMunicipality has the ability to impose its will on that
organization or (2) the organization has the potential to provide specitic
financial benefits to, or impose specific financial burdens on, the Municipality.

2) The economic resources, for which the l/unicjpality is entitled, either
received or held by the separate organization, are entirely or almost entirely
for the direct benefit of the lvlunicipality or its constituents.

GAAP details two methods of presentation: blending the financial data of the
component units' balances and transactions in a manner similar to the
presentation of the N4unicipality's balances and transactions or discrete
presentation of the componenl units' financial data in columns separate from the
Municipality's balances and transactions.

The l/unicipality's management has concluded that, based on the
aforementioned criteria, there are no legally separate entities or organizations
that should be reported as component units of the l\,4unicipality for the fiscal year
ended June 30, 20'12.

b. Government-Wide and Fund Financial Statements

The government-wide financial statements (i.e., the statement of net assets and
the statement ol changes in net assets) report information on all the activities ol
the Municipality. For the most part, the eflect of interfund activity has been
removed from these statements. Governmental activities are supported mainly by
taxes and intergovernmental revenues.

The statement of activities demonstrates the degree to which the direct expenses
of a given function or segment is offset by program revenues. Direct expenses
are those that are clearly identifiable with a specilic function or segment. Program
revenues include 1) Charges to Customers or applicants who purchase, use, or
directly benefil from goods, services, or privileges provided by a given function or
segment and 2) grants and conkibutions that are restricted to meeting the
operational or capital requirements of a particular function or segment. Taxes and
other items not properly included among program revenues are reported instead
as general revenues.

.20



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

The fund financial statements segregate transactions related to certain functions
or activities in separate funds in order lo aid financial management and to
demonstrate legal compliance. These statements present each majorfund as a
separate column on the fund financial statements; all non-major funds are
aggregated and presented in a single column.

During fiscal year ended June 30, 201'1, the Municipality implemented
Government Accounting Standards Board Statement No. 54 (GASB 54), "Fund
Balance Repofting and Governmental Fund Type Definitions". GASB 54
enhances the usefulness of fund balance information by providing clearer fund
balance classifications that can be more consistently applied, and it clarifies the
existing governmental lund type delinitions. lt establishes fund balance
classifications that comprise a hierarchy based primarily on the extent to which a
government is bound to observe constraints imposed upon the use of the
resources reported in governmental funds.

GASB 54 also provides guidance for classitying stabilization amounts on the face
of the balance sheet and requires disclosure of certain inlormation about
stabilization arrangements in lhe notes to the financial statements. The definitions
of the General fund, special revenue fund type, capital projects fund type, debt
service fund type, and permanent fund type are also clarified by the provisions in
this statement.

c. Measurement Focus, Basis of Accounting, and Financial Statement
Presentation

The government-wide financial statements are reported using the economic
resources measurement focus and the accrualbasis ot accounllng. Revenues are
recorded when earned and expenses are recorded when a liability is incurred,
regardless of the timing ot related cash flows. Property taxes are recognized as
revenues in the year for which they are levied. Grants and similar items are
recognized as revenue as soon as all eligibility requirements imposed by the
provider have been met.

-21 -



COMMONWEALTH OF PUEETO RICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

Governmental fund financial statements are reported using lhe cuffent tinancial
resources measurement focus and lhe moditied acuual basis of accounling.
Revenues are recognized as soon as they are both measurable and available.
Revenues are considered to be available when they are collectible within the
current period or soon enough therealter to pay liabilities of the current period.
For this purpose, the government considers revenues to be available if they are
collected within the current period or soon enough thereafter. Expenditures
generally are recorded when a liability is incurred, as under an accrual accounting.

However, debt service expenditures, as well as expenditures related to
compensated absences and claims and judgments, are recorded only when
payment is due.

Property taxes, franchise taxes, licenses, and interest associated with lhe current
liscal period are all considered to be susceptible to accrual and so have been
recognized as revenues of the current fiscal period. Only the portion of special
assessments receivable due within the current fiscal period is considered to be
susceptible to accrual as revenue of the current period. All other revenue items
are considered to be measurable and available only when cash is received by the
government.

The Municipality reports the following major governmental funds:

l) General Fund

This is the operating fund of the Nilunicipality and accounts for all financial
resources, except those required to be accounted for in another fund.

2) Soecial Fund

This fund is used to account for financial resources derived from capital and
operating grants awarded each year by the Commonwealth's Senate and
House of Flepresentatives (the Commonwealth's Legislature). The purpose of
the amounts awarded by the Commonwealth's Legislature vary from year to
year, but are generally restricled to (1) partially subsidy certain qualifying
administrative and operational activities of the Municipality, (2) provide specific
multipurpose services to citizens and (3) finance the acquisition orconstructjon
of capital assets approved by the Commonwealth's Legislature.

- 22-



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

3) Debt Service Fund

This fund is used to account for the
made for principal and inierest on
governmental funds.

4) Pavement and Construction Fund

resources accumulated and payments
long-term general obligation debt of

This fund is used to account the State Contribution ot 2011-2012. fhe
purpose is for pavement and construction of several roads and streets around
the ftilunicipality.

Private-section standards of accounting and financial reporting issued prior to
December 1, 1989, generally are followed in the government-wide financial
statements to the extent that those standards do not conflict with or contradict
guidance ofthe GovernmentalAccounting Standards Board. As a general rule the
effect of interfund activity has been eliminated from the government-wide financial
statements.

Amounts reported as program revenues include 1) charges to customers or
applicants for goods, services, licenses, permits, or privileges provided,
2) operating grants and contributions, and 3) capital grants and contributions,
including special assessments. lnternally dedicated resources are reported as
general revenues -ather than as program revenues. Likewise, general revenues
include alltaxes.

When both restricted and unrestricted resources are available for use, it is the
government's policy to use restricted resources first, than unrestricted resources
as they are needed.

d. Cash and Cash with Fiscal Agent

The Municipality's Finance Director is responsible for investing available
resources The Municipality is restricted by law to invest only in savings accounts
with banks qualified as a depository of public funds by the Puerlo Rico Treasury
Department (PRTD) or in instruments of the Government Development Bank for
Puerto Rico (GDB).

-23-



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2012

Cash with Iiscal agent in the capital projects fund consists of unused proceeds
lrom appropriations from the Legislature of Puerto Rico, forthe paymentof current
liabilities, and bonds and notes issued for the acquisition and construction ol
major capital improvements. Cash with fiscal agent in the debt service fund
represents special additional property tax collections retained by the
Commonwealth of Puerto Rico and restricted forthe payment of the Municipality's
debt service, as established by law.

lnterlund Receivables and Payables

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

Capital Assets

Capitalassets, which include property, plant, equipment, and infrastructure (which
is normally immovable and of value only to the l/unicipality, such as roads,
bridges, streets' sidewalks, and drainage system), are reported in the applicable
governmental or component units columns in the governmenl-wide financial
statements.

Capital assets purchased or acquired are carried at historical cost or estimated
historical cost. Contributed assets are recorded at fair market value as ol the date
donated. Additions, improvements and other capital outlays that significantly
extend the uselul lifeof an assel are capitalized. Other costs incurred for repairs
and maintenance are expensed as incurred. Depreciation in capital assets is
calculated on the straight.line basis over the following estimated usefully lives:

Build ing
Buildings and building improvements
Land improvement
Machinery and equipment
Vehicles
lnfrastructure

Uselul Life

40-60 years
20-40 years
15-40 years
5-10 years
5-20 years

40-60 years

l.
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COMMONWEALTH OF PUEFTO RICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENOED JUNE 30, 2012

g. Fund Balances

During liscal year ended June 30, 201 'l 
, the I/unicipality adopted the provisions of

GASB Statement N o.54, Fund Balance Reporting and Governmental Fund Type
Definitions (GASB No. 54), which enhanced the uselulness of tund balance
information by providing clearer fund balance classifications that can be more
consistently applied. This statement establishes fund balance classifications that
comprise a hierarchy based primarily on the extent to which the l/unicipality is
bound to observe constraints imposed upon the use of the resources reported in
governmental funds.

Pursuant to the provisions of GASB No. 54, the accompanying fund financial
statements report fund balance amounts that are considered nonspendable, such
as fund balance associated with inventories. Other fund balances have been
reported as restricted, committed, assigned, and unassigned, based on the
relative strength of the constraints that controlhow specific amounts can be spent,
as described as follows:

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

2\ Restricted - Flepresent resources that can be spent only for the specific
purposes stipulated by constitutional provisions, external resource providers
(externally imposed by creditors or grantors), or through enabling legislation
(that is, legislation that creates a new revenue source and restricts its use).
Elfectively, restriclions may be changed or lifted only with the consent of
resource providers.

3) Committed - Represent resources used for specific purposes, imposed by
formal action of the lvlunicipal's highest level of decision making authority
(t\,4unicipal Legislature through resolutions and ordinances) and can only be
changed by a similar law, ordinance or resolution, no later than the end of
fiscal year.

4) Assigned - Represent resources intended to be used by the N/unicipality for
specific purposes but do not meet the criteria to be classilied as reslricted or
commrtted (generally executive orders approved by the Nlayor). lntent can be



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2012

expressed by lhe Municipal Legislature, the Mayor or by an official or body to
which the Municipal Legislature delegates authority in conformity with the
Autonomous Municipalities Act of Puerto Rico, as amended. ln governmental
tunds other than the general fund, assigned fund balance represents the
remaining amount that is not restricted or committed.

5\ Unassigned - Flepresent the residual classilication for the Municipality's
general fund and includes all spendable amounts not contained in the other
classifications. ln other funds, the unassigned classification is used only to
report a deficit balance resulting from overspending for specific purposes for
which amounts had been restricled, committed, or assigned.

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

The Municipality reports resources constrained to stabilization as a specified
purpose (restricted or committed fund balance in the general fund) only if: (1) such
resources meet the other criteria for those classifications, as described above and
(2) the circumstances or conditions that signal the need for stabilization are
identified in sufticient detail and are not expected to occur routinely. However, the
l\,4unicipality has not entered into any stabilization-like arrangements, nor has set
aside material financial resources for emergencies and has not established formal
minimum fund balance amounts as of and for the fiscal year ended June 30,
2012.

ln situations when an expenditure is made for a purpose for which amounts are
available in multiple fund balance classifications, the Municipality uses restricted
resources farst, and then unrestricted resources. Within unrestricted resources, the
[,4unicipality generally spends committed resources first, followed by assigned
resources, and then unassigned resources when expenditures.

The classification of the Municipality's individual governmental funds among
general, debt service, special revenue, and capital projects fund types used in
prior years for financial reporting purposes was not alfected by the implementation
of GASB No. 54.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF MOROVIS

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

h. Risk Financing

The Nlunicipality carries insurance to cover casualty, theft, tort claims and
other losses. lnsurance policies are negotiated by the puerto Rico Treasury
Department and costs are allocated among all the municipalities of puerto
Rico. Cost of insurance allocated to the Municipality and deducted from the
gross property tax collections by the Municipal Revenue Collection Center (the
"CRI[,1") for the year ended June 30,2012 amounted to $129.910. The current
insurance policies have not been cancelled or terminated. The CRIM also
deducted by $'167,143 for workers' compensation insurance coverjng all
municipal employees.

i. CompensatedAbsences

Employees are entitled to 30 days vacations leave and 1g days sick leave per
year. Sick leave is recorded as expenditure in the year paid. Employees are
entitled to payment of unused sick leave upon retirement if have been employed
for at least 10 years in the municipal government. On July 1997, state Law 152
supra amended the Article '12.016, Section b (2) of the Municipal Law, authorizing
the Municipality to pay any excess of vacations and sick leave accumulated ovei
the maximum previously permitted by law. Calculations must be made until
December 31 of every year. Excess of sick leave must be paid until March 31
nex every natural year. Excess of vacations can be paid after July .l of every
fiscal year.

j. Use of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United States of America requires managementto make
estimates and assumptions that affect the reported amounts of assets and
liabilities, and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and
expenditures/expenses during the reporting period The most signillcant
estimates consist ofthe contribution received from the puerto Rico Electric power
Authority caused by the delay of the notification of the actual revenues and
expenditures to the presented in the financial statements of the agencies
mentioned above.
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k. Future Adoption of Accounting pronouncements

The Governmentat Accounting Standards Board (GASB) has issued the following
statements that the Municipaljty has not yet adopted:

Statement
Number

60 Accounting and Financial Reportjng for 2012-13
Service Concession Arrangements

6'1 The Financiat Reporting Entity: 2012-13
Omnibus- an amendment of GASB
Statements No 14 and 34

62 Codification ofAccounting and Financiat 2Oj2-13
Reporting Guidance Contained in pre _

November 30, 1989 FASB and AtCpA
pronouncements

63 Financial Reporting ofDeferred Outflows 2Oj2-13of Resources, Deferred lnflows of
Resources, and Net position

65 ltems previousty Reported as Assets 2Oj3_14
and Liabilities

66 Technical Corrections _ 2Oi2 _ an 2Oi3_14
amendment of GASB Statements No. iO
and 62

67 Financial Reporting for pension plans - 2O13-j4
an amendment of GASB Statement No
25

68 Accounting and Financial Reporting for 2014_15pensions - and amendment of GASB
Statement No. 27

The impact of these statements on the Municipality,s financial statements has not
yet been determined.
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STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

a. Budgetary Control

The [,4unicipality's annual budget is prepared on the budgetary basis of
accounting, which is not in accordance with GAAp, and represents departmental
appropriations recommended by the Ny'ayor and approved by the l,4unicipal
Legislature prior to the beginning of the fiscal year. Amendments io the budget
require the approval of the lvlunicipal Legislature. Transfers ot appropriatio;s
within the budget, known as l\,4ayor's Resolutions, do not require the approval ol
the [,ilunicipal Legislature.

The Municipality prepares its annual budget including the operations of the
general and the debt service funds.

Flevenues and Expenditures - Budget and Actual (Budgetary Basis), accordingly,
include only the operations of the general and the debt service funds. The
amounts budgeted under the Specjal Revenue Fund were excluded since they are
received and expended over a period of time which generally exceeds the current
year.

For budgetary purposes, encumbrance accounting is used. The encumbrances
(i.e., purchase orders, contracts) are consjdered expendilures when incurred. For
GAAP reporting purposes, encumbrances outstanding at yearend are reported as
reservations of Iund balances and do not constitute expendjtures or Iiabilities
because the commitments will be honored during the subsequent year.
The unencumbered balance of any appropriation at the end of the iiscal year will
lapse at the end ol such fiscal year. Other appropriations, mainly capjtai project
appropriations, are continuing accounts for whjch the lvlunicipal Legislature has
authorized thal an unspent balance from the prior year is carried lorward and
made available lor current spending.

The annual budget is presented in the Combined Statement of Bevenues and
Expendilures - Budget and Actuat (Budgetary Basis) is the budget ordinance to
June 30, 2012 representing the original budget.
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b. BudgeUGMPReconciliation

The following schedule presents comparisons of the legally adopted budget with
actual data on a budget basis. Because accounting principles applied for
purposes of developing data on a budget basis differ signiflcan y from those used
to present financial statements in conformity with GMp, a reconciliation of entjty
and timing differences in the excess of revenues and other financing sources over
expenditures and other financing uses for the year ended June 30, 20.12 is
presented below for the general fund and debt service funds:

Oebt
Service General

Deficiency of expenditures over revenues -
budgetary basis
Entity differences:

Non-budgeted revenues
Non-budgeted transfers

Timing differences:
Pnor year encumbrances recorded as
current year expenditures for GAAP basrs
Current year encumbrances recorded as
expenditures for budgetary basis

Excess (deficiency) of revenues over
expenditures - GMP basis $ aJL! $ __1905-33r )

($ 489,289)

571 ,433

($1,013,206)

1,594,210
( 571,433)

('t,1o93s2)

'134.550

Legal Compliance

The legal level of budgetary control is at the individual depadment level for
general fund expenditures, and principal and interest due for the debt servrce
fund.

4. RECONCILIATION OF GOVERNMENT-WIDE AND FUND FINANCIAL
STATEMENTS

The governmental fund balance sheet includes reconciliation between fund balance_
governmental funds and net assets of governmental activities as reported in the
government-wide statement of net assets. One element ofthat reconciliation explains
that some liabilities, including bonds payable, are not due and payable in the current
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period and thereJore are not reported in the funds. Thedetailsof the approximately
$24.4 million differences are as follows.

Bonds payable
Compensated absences
Accrued interest
Note payable
Treasury Department
Christmas bonus
ASES
Labor Department

Net adjustment to reduce fund balance governmental funds
to arrive at net assets of governmental activities

$ 19,464,020
1,764,O25
1,338,696

663,136
593,315
277,242
206,856

49.647

$24J50p37

DEPOSITS . CUSTODIAL CREDIT RISK

Custodial credit risk is the risk that in the event of a bank failure, the government,s
deposits may not be returned to it. Under puerto Rico statutes, public funds
deposited in commercial banks must be fully collateralized for the amount deposited
in excess of federal depository insurance. All securities pledged as collaterals are
held by the Secretary of the Treasury of puedo Rico. ln addltion, the Municipality
maintains deposits with the Government Development Bank for puerto Rico (GDBi.

The deposits at GDB of 92,078,'138 those are restricted principally for capital projects,
and the $2,229,934 in the debt service fund are unsecured and uncollateralized, as
no collateral is required lo be carried by governmental banks. The Municipality
maintains its investments in two (2) banks located at puerto Rico. AII kind of deposit
is guaranteed by the Federal Deposit lnsurance Corporation (FDIC). The standard
insurance amount limit ts $250,000.

The excess is covered by collateral provided by banks and held by the Treasury
Department of the Commonwealth of Puerto Rico pursuant to applicable laws and
regulations.

PROPERry TAXES

The Municipal Revenues Collection Center (CRIM) of the Commonweatth of puerto
Rico is responsible by law for the assessment, levy and collection of all real and
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personal property taxes. The tax on personal property is self assessed by the
taxpayer. The assessment is made in a return which must be filed with the CRl-tul by
NIay 15 of each year. The tax on real property is assessed by the CRIM. The
assessment is made as of January 1 of each year and is based o; estimated current
values of the property as of year 1957. The tax on personal property m ust be paid in
fulltogether with the return on or before May 1S. The tax on real property is due in
two equal installments in July 1 and January 1, following the assessment date.

The rates afe 9 98o/o for real property and 7.OBo/o for personal property. The
composition is as follows:

Basic property
Additional special property - state
Additional special property - municipal
Discount made by state to tax payer

6.00%
1.034/0

2.250/0
(o.20vo)

9-08%

Personal

4.00yo
't.03%
2.250/0

(0.20o/ol

7_AM

The Municipality's basic property tax rate represents the portjon which is appropriated
for general purposes and accounted for in the generalfund.

The "Additional special property tax - municipal" is restricted for debt service and
retained by GDB for such purposes and it is recorded as revenue in the Debt Service
Fund when collected by the CRI[/ and reported to the Municipality.

The 'Additional special property tax - state" is collected by the CRIM for the payment
of principal and interest of general obligation bonds and certain other obligations
issued by the state government.

Residential real property occupied by its owner is exempt by law from the payment
of property taxes on the first $15,OOO of the assessed value. Forsuchexempted
amounts, the Department of Treasury assumes payment of the basic tax to the
l,4unicipality, except for property assessed at less than $3,800, for which no
payment is made. Revenue related to the basic tax on exempt property is
recorded in the General Fund when payments are received from the CRIM.

Real
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Complete exemption from personal property taxes up to an assessment of $SO,OOO
is granted to merchants with an annual volume of net sales less than $150,000.

Prior to the beginning of each fiscal year, the CRINI informs the Municipality of the
estimated amount ofproperty tax expected to be collected forthe ensuring fis;alyear.
Throughout the year, the CRIM advances funds to the l\Iunicipality based on the hitial
estimated collections. The CRIM is required by law to prepare a s;tflement statement
on a fiscal year basis, whereby a comparison is made between the amounts
advanced to the Municipality and amounts actually collected from taxpayers. This
seftlement has to be completed on a preliminary basis not later than three months
after fiscal year-end, and a final set ement made not later than six months after year
ends. lf the CRIM remits to the Municipality property lax advances, which are less
than the tax actually collected, a receivable from the CRIII is recorded at June 30.
However, if advances exceed the amount actually collected by the CRIM, a payable to
the CRI[/ is recorded at June 30. During July 2002, the i/unicipality entered into a
repayment agreement with GDB and CRIM to repay the excess of property taxes
advances from fiscal years up to 2OO1 for approximately $723,333. This amount will
be repaid through advances from property taxes (refer to Note 1S).

The Municipality has received the set ement from CRIM related to fiscal year 2Ol 1-
20'12. The amount collected from taxpayers and charges by CRIM of approximately
$7.5 million, exceed the advances received by the Municipality for the same period by
$7.0 million. Such amount js presented as intergovernmtntal receivable in the
general fund in the basic financial statements for $48g,069. (See Note 9)

7. MUNICIPAL LICENSE TAXES

Municipal License Taxes receivable are recorded in the fiscalyear in which payment
is dle a]rd, accordingly, represenl taxes which are due and uncollected at june 30,
2012. The annual Municipal License Taxes are determined based on the gross
income of all commerce and industrial organizations that have operations i; the
Municipality of Morovis, and are not totally or partially exempt und;r the lndustrial
lncentive Law of Puerto Rico

An annual return of business volume should be filed on or before April 15 of each
yearand payable intwoequal installments d ue on July 1 and January 1 . Adiscount
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of 5% is allowed when full payment is made on or before April 15. The rates of
municipal license in the Municipality of Morovis, are as follows:

Savings and loans associations = 1.50%
Financing institution =150%
Other organizations = .5oo/o

The amounts collected in advance are recorded as deferred revenues in the General
f!!9 Th" l\4unicipality jnvoiced and collected in advance during the current year
$500,393, corresponding to the next fiscal year municipal licensei

SALES ANO USE TAXES

On July 29,2007 the Commonwealth Legislature approved Act No. gO (,'Act gO',)
which imposed to all the Municipalities of puerto Rjco a uniform municipal sales and
use tax of 1.57o. Effective August i, 2OO7 1% of the .t 5% will be coliected by the
Municipalities and the remaining .S% of the 1 .5% will be collected by the puerto Rico
Department of Treasury.

Act 80 also provides for restrictions on the use of the resources (including the .5 of
'1.5% collected by the Commonwealth Government) to be invested in solid waste and
recycling programs, capital improvements and health and public safety costs. Amount
collected bythe Commonwealth Governmentwill be deposited in accounts orspecial
funds in the covernmental Development Bank of puerto Rico (,'cDB',), subject to
restrictions imposed and distributed as follows:

a. .24/o of lhe 5% will be deposited in a ,,lvlunicipal Devetopment Fund,,to finance
costs as restricted by the Act,

b. 2% of the .5% will be deposited in a ,,Municipal Redemption Fund,,to finance
loans to municipalities subject to restrictions imposed by the Act and,

c. .'1% of the .5olo will be deposited in a "Municipal lmprovement Fund', to finance
capital improvement projects; these funds will be distributed based on
legislation from the Commonwealth's Legislature.
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9. DUE FROM OTHER AGENCIES

Represents grants and contributions due from local and federal agencres:

CRll/ (Liquidation 201 1 -2012)
ocAM (sBGP)
Labor Department
Traffic Safety Commission
Government Development Bank for puerto Rico
Education Department (Food Program)

10. INTERFUNDTRANSACTIONS

a. Due From/To Other Funds

The due from and due to other fund balances as of June 30, 20.12, are as follows:

-Receivable 
Fund

$ 488,069
41,362
45,240
22,679
12,220
10.552

$_EOt22

Amount

$ 64,327
'188,850

529,603
992.311

$ r-zsJgf
b, lnterfund Transfers

lnterfund transfers for the year ended June 30, 2012 consisted of the following:

Transfer ln Transfer Out Amount

$ 572,163
730

General
Special Fund
Special Fund
Other Governmental Funds

Debt Service
General Fund

Pavable Fund

Other Governmental Funds
Other Governmental Funds
General
General

General
Debt Service

$:-E72i93
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Transfers are used to move receipts restricted to debt service from the fund collection
the receipts to the debt service fund as debt service payments become due.

1,I. CAPITAL ASSETS

Capital asset activity for the Municipality for the year ended June 30, 20.t2 was as
follows:

Gove.nmontat Activities:

Capnalassets nol berng depreoated

Construcnon in prog.ess
Totarcap[a assets. not be]rg depreoated

Cap atassets. being depreciared:
Buildrngs and burtding improvements
Fumtlre and firlu€
vehicles and equrpnent

Toiatcap at assets. berng depreciated

Less a@umutated depeciano. for:
Burldings and burtdinq improvements
Fuh{!.e and fnue
Vehrcles and eq! pment

Tota I acclmutaled depEoat on

Tolar cap rat assets beng deprecraled net

Govemme.tat acrvn€s @pital assets, ner

12. DUE TO OTHER AGENCIES

Primary covemment Julv 1.201,

$ 5 751 697
7 929.337

13 681 034

25 018.652
2U 293

6 846 721

6.789,608

36 939.274

4.227.567

248144
5 g7T 429
1.806,125

12159.265

26 780 009

Juno 30,2012

$ 5 751 697
6.7 .441

12.488,138

27.760.395
2U_293

6 862.962
10,718,108

45.625,758

4.821.941

270.386

62741?9
2419.708

5

2.741.743

16 241

3.928.500
6.686484

594.374
22 242

396 750

613.583
1 626 949

5 059 535

s 5 922.691

S

2 056.052
2,056 052

13.146.214

s 40 461 043 s 2 056,052

31 839 544

5 44 327 682

Due to other agencies at June 30, 2012 are as follows:

Puerto R,co Water and Sewer Authority
Puerto Rico Retirement System Administratjon
General Services Administration
lnternal Revenue Service

Total

$ 306,550
292,913
603,893
834,724

$2=q.@
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13. DEFERRED REVENUES

Municipal License Taxes

The deferred revenues of $500,393 in the general fund related to municipal license
taxes collected in fiscal year 201 1-12 that will be earned in fiscal year 2012-13.

,I4. INTERGOVERNMENTAL REVENUES

lntergovernmental revenues consist mainly of collections from the Commonwealth of
Puerto Rico and the CRIM, paymenls in lieu of taxes from the Puerto Rico Electric
Power Authority and federal flnancial assistance received from the federal
government.

15. LONG-TERM DEBTS

Bonds and other long-term liabilities outstanding at June 30, 2012 are as follows:

Bonds

$72O,OOO series of 1999, payable in annual installments of
$1O,OOO to $65,000 until January 1,2023, inleresl alTo/o. $ 470'000

$2,125,000 series of 2003, payable in annual installments of
$35,OOO to $165,000 until January 1, 2027, interest at 6.5%. 1,635'000

$2,485,000 seraes of 2003, payable in annual installments of
$3O,O0O to $190,000 until July 1, 2027, interest at 6.55%. 1,925,000

$2,009,020 series of 2010, payable in annual installments of
$200,000 to $309,020 until July '1 , 2018, interest from 4.75%
to 7 .So/a. 2,009,020

$2,305,000 series of 2003, payable in annual installments of
$4O,OOO to $180,000 until July 1, 2022, interest at 6.5% 1 ,780,000
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$505,000 series of 2004, payable in annual installments of
$1 O,OOO to $40,000 until July 1, 2029, interest at 6% $415,000

$890,000 series ot 2006, payable in annual installments of
$50,000 to $105,000 until July 1, 2018, interest at to 7%. 535'000

$3'10,000 series of2006, payable in annual installments of
$35,000 to $55,000 until July 1 , 2013, interest from 6.48%
to7yo. 55,000

$155,000 series of 2006, payable in annual installments of
$20,000 to $25,000 until July 1 , 2013, interest from 6.48%
to7yo. 25,000

$355,000 series of 2008, payable in annual installments of
$4O,OO0 to $60,000 until July '1, 20'14, interest from 3.93%
to7.50o/o. 120,000

$195,000 series of 2008, payable in annual installments of
$1O,OOO to $25,000 until July 1 , 2019, interest from 3.93%
to7oh. 130,000

$995,000 series of 2008, payable in annual installments of
$1O,OOO to $85,000 until July 1, 2032, interest from 3 93%
to7%. 930,000

$2,750,000 series of 2009, payable in annual installments of
S45,0OO to $235,000 until July 1 ,2032, inlercsllrom 2.42o/o

lo7.sok. 2,555,000

$84O,OOO series of 2009, payable in annual installments of
$30,000 to $95,000 until July 1, 2024. tnlercsll.om 4.75o/o

to 7.5ok. 740,000

$750,000 series of 2009, payable in annual installments of
$1O.0OO to $70.000 until July 1, 2029, interest from 6.00o/o

lo 7 .5%. 700'000
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$750,000 series of 2009, payable in annual installments of
$85,000 to $130,000 until July 1 , 2016, interest from 4.75%
to 6.5%. $ 475,000

$415,000 series of 20'10, payable in annual installments of
$5,000 to $35,000 until July 1, 2035, interest from 6.0%
to7.ooA. 405,ooo

$805,000 series of 2010, payable in annual installments of
$15,000 to $65,000 until July 1, 2035, interest from 6.0%
to7 5o/o 785.000

$3,890,000 series of 20'10, payable in annual installmenls of
$60,000 to $330,000 until July 1, 2035, interest from 6.0%
to 7.50k. 3.775.000

Total bonds payable $19,464-020

Other Lono-term Debts

Note payable of $759,770 represents a repayment agreement
with GDB and CRIM to repay the excess of property taxes
advances from fiscal years up to 2001. The CRIM will retain the
principal and interest from the property taxes advances. The
amounts retained by CRIM will be remitted lo GDB on July 1

of each year through 2032. The repayment agreement is
payable in annual aggregate principal installments of $58,250
including anterest at 6.1875%. $ 663'136

Treasury Department - payable in monthly installments of $25,000
until July 2015. 593,315

Labor Department - payable in monthly installments of
$2.078 untit June 2014. 49,647

Due to ASES 206.856

Total other long-term debts $ 1q1rc54
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The annual debt service requirements for the bonds payable and note payable at
June 30, 2012, are as follows:

Eonds Notes Payable
lnteresl Principal lnierest

2013

2014

2015

2016

2017

2018-2022

2023-2021

2028-2032

2033-2037

Principal

$ 830,000

1.O74 020

1090,000

1,155,000

1,125,000

4,490,000

5,415,000

3,085,000

1,200,000

s 1 297,931

1,216,207

1 154,848

1,092,520

1,022.281

4,119,594

2,596,531

1,145,700

183 150

_-9_.E,.9gq62_

$ 16.961

14,027

19,751

20,992
23,312

134,433

182,318

247,342

$ 40 765

39 667

38 586

37.258

156,819

108,934

43,992

$ 19,464 020 $ 663.136 $ 501.960

Long-term liabilities activity for the year ended June 30, 2012 was as follows:

Beginning Ending

24 $;
275 000

Payments

s 775 000
16,452

Governm€ntal a.tiviti6:

Other long-lerm liabilities:

CRIM-LIMS

ASES
Reliement syslem Adm. siraton

Treasury Deparlment

Treasury oepertmeni

Compensaled absenes

Toral.oncunenl iab l es

s 20 239 020

679.588

5 19 464.020 S 830 000

16 961

20,127,15620 918,608

I341
177 305

26 450

49 336

1 600 406

1 861 838

5 22 7AA 446

791,452

8 341

29 551

26 450

593.315

49 336

206 S5;

593 315

1 764 025 1r5 oO;

836 r32 44127

s 836 132 S 875 579

163 619

2 613 843 414.934

5 22 740 999 5 I 261 895
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16. FUND BALANCE

As of June 30, 2012, fund balances are comprised of the following:

PaY€menl and Olher
Construcrion Gov€mm.nial

SP€cial o6bis6ryica Fund

Capilaloutlayg
Assignsd:

Generalgov€mmsnl 78,357

_ Public saf€ly 9,187
Publicwo*s 15,472
Culllro 1.438
Health .nd w€lfar6 30,096

unassered (3.876,910) _

Capital assets, net of accumulated depreciation.
Outstanding balance on capital related debt

Total invested in capital assets, net of related debt

-41 -

Oebl servic€ $
General govemmeni

Healih and welfalE
Capilaloulla)B

s - t 1.553,639 S
532.779

I - S1,553,639
894 533.673
12 12

106,825 10E.E25
693,705 693,705

2.249.526 2224,96

14357
9,187

15,472
1,434

30.096
(15.407) (3,892,317)

15,410

$ 13.7.2.3601 $ 532 779 $ 1 553.639 S 15,410 6 2 997 555 51 357 023

,I7. FUND BALANCE DEFICIT

The following fund had a deficit in fund balance at June 30, 2012:

Fund Deficit

ceneral Fund $---3J42360

The deficit of the General Fund will be covered by future budgetary appropriations.

18. NET ASSETS

Net assets invested in capital assets, net of related debt is comprised ofthe following:

$ 44,327,682
(14.284.O20)

$__30.043-662
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,8. RETIREMENT PLAN

a. Plan Oescription

The Employee's Retirement System of the Government of Puerto Rico and its
lnstrumentalities (ERS) is the administrator of a cost-sharing multiple-employer
retirement system established by the Commonwealth of Puerto Rico. The System
was created under the ACT 447, approved on May 15, 1951, as amended, and
became effective on Januarl, 1952.

ERS covers all regular employees of the Commonwealth of Puerto Rico and its
instrumentalities and of certain municipalities and components units not covered
by their own retirement's systems.

Participation is mandatory except for members of the Legislature, Government
Secretaries, Heads of Agencies and Public lnstrumentalities, Assistants to the
Governor, the Comptroller of Puerto Rico, Gubernatorial Board and Committee
appointees and Experimental Service Station employees.

ERS provides retirement, death and disability benefits. Disability retirement
benefits are available to members for occupational and non-occupational
disabilities. Retirement benefits depend upon age at retirement and number of
years of credited service. Benefits vest after ten years of plan participation.

l\4embers who have attained an age of at least fifty-five (55) years and have
completed at least twenty-five (25) years of creditable service or members who
have attained an age of at least fifty-eight (58) yearc and have completed at least
fifty-eight (58) years and have completed at least ten ('10) years of creditable
service, are entitled to an annual benefit, payable monthly for Iife.

The amounts of the annuity will be one and one-half percent of the average
compensation multiplied by the number of years of creditable service up to twenty
years, plus 27o ofthe average compensation multiplied by the number ofyears of
creditable service in excess of twenty years. ln no case the annuity will be less
than $200 per month.

Participants who have completed at least thirty (30) years of creditable service are
entitled to receive the Merit Annuity. Participants who have not attained fifty-five
(55) years of age will receive 65% ot the average compensation or if they have
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attained fiftyjive (55) years of age will receive 75% of the average compensation.
Disability retirement benefits are available to members for occupational and non-
occupational disability. However, for non-occupational disability a member must
have at least ten (10) years of service.

No benefit is payable if the participant receives a refund of his accumulated
contributions.

On September 24, 1999, an amendment to Act No. 447 of May 15, 1951 , which
created ERS, was enacted with the purpose of establishing a new pensron
program (System 2000). Employees participating in the current system as of
December 31 , '1999, may elect to stay in the defined benefit plan or transfer to the
new program. Persons joining the lVunicipality on or after January 2000, will only
be allowed to become members of System 2000. System 2000 will reduce the
retirement age from 65 years to 60 for those employees who joined the current
plan on or after April 1 , 1990.

System 2000 is a hybrid defined contribution plan, also known as a cash balance
plan. Under this new plan, there will be a pool of pension assets, which will be
invested by ERS, togetherwith those ofthe currentdefined benefitplan. Benefits
at retirement age will not be guaranteed by the Commonwealth of Puerto Rico.
The annuity will be based on a formula which assumes that each year the
employee's contribution (with a minimum of 8.275% of the employee's salary upon
to a maximum ot 10%) will be invested in an account which will be either: (1) earn
a fixed rate based on the two-year Constant lvlaturity Treasury Note or, (2) earn
rate equal lo 75o/o ol the return of the ERS'S investment portfolio (net of
management fees), or (3) earn a combination of both alternatives. Participants
will receive periodic account statements similar to those of defined contribution
plans showing their accrued balances. Disability pensions will not be granted
under System 2000. The employer's contribution \1O.275o/o ot lhe employee's
salary) will be used to fund the current plan.

Contribution Requirements

Commonwealth legislation requires employees to contribute 5.775% of gross
salary up to $6,600 plus 8.275o/o ol gross salary in excess of $6,600. The
Municipality's contributions are 10.27,ok of gross salary. Contributions'
requirements are established by law. The actuarially determined contribution
requirement and contributions actually made for the year ended June 30, 2012
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was $344,777. The Municipality's payroll for employees covered by ERS was
approximately $3.4 million. The Municipality total payroll for all employees was
approximately $7.0 million.

Additional information on the ERS is provided in its financial slatements for the
year ended June 30, 2012, a copy of which can be obtained from the ERS,
Minillas Station, PO Box 42003, San Juan, PR 00940.

19. RISK MANAGEMENT

The Risk l\4anagement Division of the Municipality's Legal Department is responsible
of assuring that the Municipality's property is properly insured. Annually, the Risk
Management Division compiles the information of all property owned and its
respective market value. After evaluating this information, the Risk Management
Division submits the data regarding the lvlunicipality's properties to the Area of Public
lnsurance at the Department of the Treasury of the Commonwealth of Puerto Rico
who is responsible for purchasing all property and casualty insurance policies of all
municipalities.

20. LEASES

Operating Leases

Leasing Arrangement with the Nlunicipality as Lessor:

a. The lilunicipality leases spaces in its lvlarket Place and Transportation center
under operating lease agreements with terms ranging from one to five years.

b. Total income from leases during the year ended June 30, 2012 was approximately
$35,195.

c. The [/unicipality retains title to its leased property. The lessee pays taxes,
licenses, insurance, and maintenance costs of the leased assets.

Leasing arrangements with the Municipality as lesseel

The lvlunicipality is obligated under noncancellable operational leases, with periods
not longer than one year.
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2I. CONTINGENCIES

a. The Municipality receives Federal Grants for specilic purposes thal are subject to
review and audit by the grantor agencies. Although such audits could generate
expenditure disallowances under the terms of the grants, management believes
that any required reimbursements would not be material.

b. The Nlunicipality is a defendant and/or co-defendant in various lawsuits which
claims for actual damages. Some of these lawsuits are covered by insurance.
The Municipality's management and outside counsels believe that is probable that
any potential liability that might exist, if any, in excess of the insurance, will not
affect significantly the financial position of the lvlunicipality.

22. COMMITMENTS

The Municipality of Morovis had several planned construction projects as ofJune 30,
20'12. These projects are evidenced by contractual commitments with contractors.
The construction projects are commitments of the Other Governmental Funds that
amounted to approximately $203,000.

23. SUBSEQUENT EVENTS

ln preparing these financial statements, the lvlunicipality has evaluated events and
transactions for potential recognition or disclosure through March 12, 2013, the date
the financial statements were available to be issued.
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Federal Federal
CFDA Disbursements/

Federal Grantor/Proqram Titl6 Number Expenditures

1.,.S. Department of Housing and Urban
Development (HuO)

Seclion 8 Housrng Choice Vouchers
Pass-through Commissioner Office of MunicipalAffairs -

Community Developmenl Block Granis/State's
Neighborhood Stabrlization Program (NSP1)

Pass-through the Office of Adrnrnislration for Chrldren and
Families

Homelessness Prevenlion and Rapid Re-Housing-ARRA
Subtotal U S. Department of HUD

14 871 S 297.95s

14 228

14 257

895,480
86,379

145,829--------1@ES4T

U.S. Oepartment of Agriculture
Pass-lhrough Governor's Office of Child Services and

Child and Adult Care Food Program 10 558 83,522
Pass-th.ough Rural Development

RuralHousing PreseNation Grant 10433 18,114
Subtolal U S. Department of Agrrculture 

-mT636-
ll.S. Oepartment of Homeland Security

Pass{hrough Governois Orf ice
Disaster Grants - Public Assistance 97 036 8.596

Subtotal lJ.S Deparlment of Homeland Secunty -----------E=E6-

- U.S. Oepartment of Health and Human Services (HHS)
Pass-lhrough the Office of Admin stration for Children and

Chrld Care and Development Block Grant
Subtotel U S Department of HHS

93 575 795 274------'---d5TT

s 2.331.149TOTAL

See notes to Schedule of Expenditures of Federal Awards.
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1. SIGNIFICANTACCOUNTINGPOLICIES

The accompanying Schedule of Expenditures of FederalAwards is a summary ofthe
activity of the Municipality of Morovis'federal award programs presented on the
modified accrual basis of accounting in accordance with accounting principles
generally accepted in the United States of America.

2. BASIS OF PRESENTATION

The expenditures of the schedule are included in the Municipality's basic financial
statements. The reconciliation ofexpendilures in the basic financialstatements to the
Schedule of Expenditures of FederalAwards is as follows:

Expenditures

Tolal federal expenditures per schedule $--233l'!49

Federal expenditures per basic financial statements included
within:

Federal expenditures included in other governmental funds $ 2-331149
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS

SASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Honorable Mayor and
lvlunicipal Legislature

Municipality of Morovis
Morovis, Puerto Rico

We have audited the financial statements of the governmental activities, each major fund
and the aggregate remaining fund information of the lvlunicipality of lvlorovis, as of and for
the year ended June 30, 2012, which collectively comprise the Municipality's basic financial
statements and have issued our reportthereon dated March 12,2013. We conducted our
audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contaited in Govemment Auditing
Standards, issued by the Comptroller General of the United States.

lnternal Control over Financial Reoortino

Management of the [ilunicipality is responsible for establishing and maintaining effective
internal control over financial reporting. ln planning and performing our audit, we
considered Municipality of Morovis's internal control over financial repo(ing as a basis for
designing our auditing procedures for the purpose of expressing our opinion on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness
of the Municipality's internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness ofthe Municipality's internal control over financial
reporting.

A deliciency in intemal conlrol exists when the design or operation of a control does not
allow management or employees, in the normal course of performing their assigned
functions, to prevent or detect misstatements on a timely basis. A material weaknessis a
control deficiency, or combination of deficiencies, in internal control, such that there is a
reasonable possibilitythat a material misstatement ofthe entity's financial statements will
not be prevented, or detected and corrected on a timely basis.
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Our consideration of internal control over financial reporting was for the limited purpose
described in the first paragraph of this section and was not designed to identify all
deficiencies in internal control overfinancial reporting that might be deflciencies, significant
deficiencies or material weaknesses. We did not identify any deficiencies in internal control
over financial reporting that we consider to be material weaknesses, as defined above.

Compliance and Other lvlafters

As part of obtaining reasonable assurance about whether lvlunicipality of Morovis's
financial statements are free of material misstatement, we 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 those
provisions was not an objective of our audit, and accordingly, we do not express such an
opinion. The results of our tests disclosed no instances of noncompliance or other matters
that are required to be reported under Govemment Auditing Standards.

This report is intended solely for the information and use of the management,
Commissioner Office of Municipal Affairs, others within the entity, the federal awarding
agencies and pass-through entities and is not intended to be and should not be used by
anyone other than these specified parties.

San Juan. Puerto Rico
March 12,2013
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INDEPENOENT AUDITORS' REPORT ON COMPLIANCE WITH
REQUIREMENTS THAT COULD HAVE A DIRECT ANO MATERIAL EFFECT ON
EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE

IN ACCORDANCE WITH OMB CIRCULAR A-133

To the Honorable Mayor
and l\4unicipal Legislature

lvlunicipality of lvlorovis
Morovis, Puerto Rico

We have audited the compliance of Municipality of lvlorovis with the types of compliance
requirements described in the U. S. Office of Management and Budget (OMB) Circular A-
133 Compliance Supplement that could have a direcl and material effect on each
Municipality of Morovis's major federal programs for the year ended June 30, 20i2.
Municipalalyof Morovis's major federalprograms are identified in the summary of auditor's
results section of the accompanying schedule of findings and questioned costs.
Compliance with the requirements of laws, regulations, contracts and grants applicable to
each of jts major federal programs is the responsibility of Municipality of Morovis's
management. Our responsibility is to express an opinion on Municipality of Morovis's
compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the Uniled States of Americai the standards applicable to financial audits
contained in Government Audiling Standards, issued by the Comptroller General of the
United States; and OMB Circular A-133, Audlts of Slafes, Local Governments, and Non-
Profit Organizations. Those standards and OMB Circular A-133 require that we plan 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
effecl on a major federal program occurred. An audit includes examining, onatestbasis,
evidence about Nlunicipality of Morovis's compliance with those requirements and
performing such other procedures as we considered necessary in the circumstances. We
believe ihat our audit provides a reasonable basis for our opinion. Our audit does not
provide a legal determination on Municipality of l\4orovis's compliance with those
requirements.
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compliance requirements referred to above that could have a direct and materialeffect on
each of its major federal programs for the year ended June 30, 20'12.

lnternal Control over Compliance

l\ranagement of Municipality of Morovis is responsible for establishing and maintaining
effective internal control over compliance with the requirements of laws, regulations,
contracts and grants applicable to federal programs. ln planning and performing our audit,
we considered Municipality of Morovis's internal control over compliance with the
requirements that could have a direct and material effect on a major federal program to
determine the auditing procedures for the purpose of expressing our oprnton on
compliance, and to test and report on internal control over compliance in accordance with
O[/B Circular A-133, but not for the purpose of expressing an opinion on effectiveness.
Accordingly, we do not express an opinion on the effectiveness of the l\4unicipality's
internal control over compliance.

A deficiency in internal control oyet compliance exists when the design or operation of a
controlover compliance does not allow management oremployees, in the normalcourse 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 material
weakness in intemal control ovet compliance 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.

Our consideration of internal control over compliance was forthe 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 deficiencies, significant deficiencies, or
material weaknesses. We did not identify any deficiencies in internal control over
compliance that we consider to be material weaknesses, as defined above.

This report is intended solely for the information of the management, Commissioner Office
of Municipal Affairs, others within the entity and the federal awarding agencies and pass-
through entities and is not intended to be and should not be used by anyone other than
these specified parties.

San Juan, Puerto Rico ^tr;tr;,,^o,Rl,,,n a (-
Match 12.2013
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

I. SUMMARY OF AUDITOR'S RESULTS

Financial Statements

Type of auditor's report issued:

lnternal control over flnancial reporting:

Material weakness(es) identified?

Reportable condition(s) identified that are not
considered to be material weakness?

Federal Awards

lnternal control over major programs:

Material weakness(es) identified?

Signifi cant defi ciency(ies) identified?

Unqualified opinion

Noncompliance material to financial statements noted? Yes X No

Yes X No

X Yes No

Yes X No

Yes X No

Type of auditor's report issued on compliance for major
programs: Unqualified opinion

Any audit findings disclosed that are required to be
reported in accordance with section 510 (a) of OMB
Circular 4-133? Yes X No

ldentification of major programs:

CFDA Numbers Name of Federal Proqrams or Cluster

14.228
14.228
93 575

Community Development Block Grant (SBGP)
Neighborhood Stabilization Program (NSPI)
Child Care and Development Block Grant
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Dollar threshold used to distinguish between type A and Type B programs:
$300.000

Audited qualified as low-risk auditee? Yes X No

II. FINANCIAL STATEMENTS FINDINGS

Finding'12-A

Condition

The Municipality realized several transfers into several special revenues fund
accounts to the general account during 2011-20'12. Those transactions were not
recorded on accounting books, and debt balance cannot be clearly determined.

Criteria

Based on 31 CFR Part 205, the Municipality is required to ensure that federal funds
are used solely for appropriate program purposes.

Cause

The transfers were made to compensate cash deficiency; the municipality wasfacing
to pay current operating obligations.

Recommendation

The Municipality should maintain a subsidiary with the correct amount due to each
special program. ln addition, the practice should be eliminated in order to comply with
the law.

III. FEDERAL AWARDS FINDINGS ANO QUESTIONED COSTS

None
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SCHEDULE OF STATUS OF PRIOR YEAR
AUDIT FINDINGS AND QUESTIONED COSTS

FOR THE FISCAL YEAR ENDED JUNE 30, 2OI2

During the current examination, follow-up was given to the findings informed to the

- Municipality in prior years. llwas noted that corrective action has been taken, except for

certain conditions that still exist and require further action. These are included in the

accompanying Schedule of Prior Year Audits Findings and Questioned Cosls.
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Finding/Noncompliance_ Program

SBGP

_ CFDA No. 14.228

SBGP
CFDA No. 14.228

Slatus

Condition 1'l -1

We observed that the general fund of the Condition was
irunicipality owe $46,243 for loans made during not continued,
the flscal year

time.

Condition 1'14NSPI
CFDA No, 14.228

SBGP
CFOA No. 14.228

but the
Municipality due
part of the
amount yet.

but the
Municipality due
part of the
amount yet.

Condition 1l-2

The Contracts made into the OCAM and the Condition was

SBGP

- CFDA No. 1,t.228

Municipality was not extended on time. corrected.

Condition 11-3

The Program lncome Repo.t was notsubmitted on Condition was
corrected.

The quarterly flnancial report were submitted after Condition was
corrected

The General Fund of the ldunicipality owes Condition was
$190,000 for loans made during fiscal year corrected.

Condition t0-1

We obseNed that the general fund of the Condition was
Munrcipalaty due $1 55,970 as of June 30 2010for not continued,
loans made during the fiscalyear.

the time required by the Agency

Child Care Condition ,t,t-5
- CFOA No. 93.575


