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INDEPENDENT AI]DITOR'S REPORT

HONORATLE MAYOR AND MINICIPAL COIJNC]I,

MINICI?AL]TY OF PEN-IJELAS, PT]ERIO RICO

we ha\€ audited the accompa[yilg firancial statemenls ofthe goY€mnenlal activilies' each major fitrd
alrd lhe aegegate r"mainig ftnd info.malion ofthe Mwicipality of P€f,rrelas, PEr:o Rico' as of e|d for

the yeax e.ded lme 30, 2012, which collectivety cornpris€ d€ Municipality's basic financial statemenls

as listed in the lable of coftents. Ttiese financial statements are tie resPonsibiliry of drc Mu.icipality's
nurllSEmenl Our r$ponsibilit is to erp.€ss opinio$ on these fiiar'cial statemenB b€sed on oul aldit'

Exc€pt as discussed i, the following paregraph, we cotrdlrct€d out audi in accordance with auditing

s.and;ds g!fle.ally accepled in the Uniled Sla&s of America a.d the nandards applicrle to finamial

audits contained in:Govemment Audiring Slardadi issued by lhe Comptioller G€neral of the United

Stales. Those srrndards rEquire that we plan aIld perform the audit to obtain reasonable assura*c about

*herher tlE financial stdeinenls ffe lite ofmaterial misslatement An audit includes examining orr a test

basis, evidenc€ suppo(ilrg lhe amounts ard disclosur* in the financial sgaements. An audit also :tcbdes
assessing ahe actourring priaciples ssed ard significatn estimates rnads by managenenl' as wdl as

evaluaring lbe ovemll finarcial stalemenrs presentarion. We b€lieve thal our audit rrovides a ras.3ble
basis for ow opinions.

The Municipaliiy did not have complcte, updated atd a.curate a.co$ting .ecords of the capilal 6sers in

oriJer to :ls to obrain suffcient app.opriai€ audit evj&nce related lo th€ capiid assets reponed in the

accompanying statement of ,er assets fot J 3 7,541,?83 (nei of accuriulated depre{iation of $18'872,891 )
ar otlne 30;2012, and *re telar€d afiollnl ofd€prEciation €xpense staled at $1,907,t69 for the,eat lhen

€naled Therefore, *e were unabl€ 10 form s, oPinion regarding the capilal assels ari r€laled deprecia'ion

expense.eponed in the 8ov€mmental a.tirities ofthe Mmicipality-

Bequse oa the lignificaice offle IrEtler discussed in lhe preceeding par.grapb the scope of our work

was not ${Scienito enable us lo express, and wo do nol express' an opinio. on the fittncial p'Eition 
"the govemmenlal activities of lhe Mtmicipality of Penuelas as of June 10, 2012' and the changes i[

finsn-cia: position thereof for the yea then ended in confomi, *i!h a.counling principles Senerall]'

acc€pted in the United Stal€s ofArneric&

In ailditio& in our opitior! the fm&cial stalemeds refencd lo in the fit$ paragiaph present fairly, in all

:raterial reipecs. the respective financial posilio, ofeach mrior find and lhe a€gregate remaining fund

informarion'oftlp Muniiipality of pefiuelas as ofjune 30, 2012 and tle respeclive changes in financial

po{itioL rhereof for &e y;ar ti!"'n ended in coiformity $ith accottrtilg principies genemlly accepled in

the Uniled States oaAoerica.

Qw".:,m*.kys:



INDEPENDFNT ALIDITOR'S REPORT

ln ac.ordance \iilh Goverme Auditing Standalds, we Mv€ also issued a report dated March 27, 2013,

on om considemdon 1){ alre Muricipality's i cmal conEol over ftnancial rcponing and our 
'e'\ts 

of its

compliafte ryith ccnain provisions oa lNs, iegdaliorf contraets, and granls agreeme.ls altd othcr

matlers. The ,urpos€ oflhrl repon is to describe the scope of our tesa_fig of internal control ovtr fil!:fuial
reporling and-compliarrce alld the res t oflhal lesti.g and not to piovide an opinion on.internd control

over frriancial rsporling or on compliame. T:lal repo( is an integrai part of 3n audil F iotmed in

accordance *ilh 
-Goveirment 

Auditing Standards arld should & read in cotjurction *idl this report in

comidering the results ot our audit.

Accouniing principles generally accepted in rhe U$ited $rres of Amer;ca rcquire that ahe management's

aiscrssion'and arutysiiana budgetary compadsor informalion on pag€s 5 duowh 17 and 66 rhrough 67

be p:tsemed to sugplement bosia tnarcial statements. Such inlomalio4 although not a part of lhe hsic
financial sit€mer:q is rcquircd by lhe Cove rmenazl Accouoling Slandr.d 3oard, who'o'siders it1o be

an esenrial pan of fmncial repo*irg foi placing :he hsic fina.cial staxements in an. apFopiate

o*rational. economical or hislori;al co ext- we huve applied cettain limited procedures to th3 rcquiled

supptememary informarion in accordanc€ with auditing sirrdaflls generally acc€pted in lhc Un;icd Starcs

of'.qmeric+ which consisted of irlquiries of &anagement aboira lhe mefiods of prepadng t]rc informa:io'

and @mDarins rhe information for consistency with mamgentent respoflses :o our inquiries, tha basic

sratemenis. and orher knowledge we obtain during o:r audit to the basic fin neial statements We do nol

exprsss an olinion or provide arly assulance on the irformation because the limaed pro{eduEs do not

provide us th sufficient evidence to expltss ar op;nion o. pIovidc any assurance-

Our audil was conducled for the pu$ose oflorming opinions on rhe financial slalemenls lhst collecdvel,

comprise the MunicipaUfy ot ieluehs basic financial slalements as a whole. The ac{-ompanyjnS

Finarpial Data Schedute is presenred for purpose of addirional arlabsis as required by ihe tls-
Deparunena ofHousing and Urban DeveloPmer[ Thc accompanyiru Schedu]e oftsxPenditur€s oflederal

e*ard.s is presented fir purposes of additionai analysis al reqlircd by U.S. Office ofManagemenl and

Budgel Ck;dar A-133, Audits ofstales, t-scal Governlnems, and Non-Profit Organizations, and is also

not a-required part ofilp basic fin6ncial stalemenls ofthe Municipali!. Th€ Financial Dala Sche/ule ed
the sc#aue oi E*p"triitures of lederal Awards are tle responsibility of mxnsgement and were derived

from and relale di.ectly to the urderiying accounling arRl uther records used to preFre ue finarcial

statemenB. The inlornBlion lat been subiected to dre audiling procedures applied in dE audit ol the

firlancialstaremerrtsAndceriainadditiorlaiprocsnues.includingcomparinsand€coocilingsuch
information dir€clly 10 rlle rsde.lying accounting ard other r€cords used to prepare- lhe fin'rci'l
statemens and other aaaitional procedures in .aecordance wilh auditing strndards Seneralty a.tcpted ir
the United Srates of emeric& In our opiriorl, the informalion is fairly statd in all material respccls in

relalioa to lhe financial statements taken as a whole.

" --)

Y\,+p1@.e+-
ME\Ddz-t & R)vos
Co|T,|DoREs Pit\LICos AwoNZlDos, C S.P.

March 27, 2013
Gu"yama- Puelo Rico

Tr. d.BP nlhb.r ,t76r3 t
Es :!rlr.d b rh. orli'a ofris r!.n.
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MLNICIPALITY OF PEiJUELAS
COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS
FISCAL YEAR ENDED JLNE 30. 2012

As management of the Municipality of Peffuelas (the Municipality), we offer readers the following
discussion and analysis of the Municipality's financial activities reported in the accompanying basic

financial statements as ofand for the fiscal year ended June 30, 2012. We encoumge readers to consider

the information presented here in conjunction with additional information that is fumished in the

accompanying financial statements, which follow this narative.

Besides, this document includes compamtive data with prior year as this information was available for the

fiscal year ended on June 30, 2011. This MD & A is prepared in order to comply with the Govemmental
Accounting Standards Board (GASB) Statement No. 34, "Basic Financial Statements and

Management's Discussion and Analysis-for State and Local Govemments." and, among other purposes,

to provide lhe financial statements users with the following major information:

a broader basis in focusing important issues;

acknowledgement of an overvicw of the Municipality's fi nancial activities;

provides for an evaluation of its financial condition as ofthe end of fiscal year 201l-2012 compared

with prior year results;

identification ofuses offunds in the financing of the Municipality's variety ofactivities and;

asses management's ability to handle budgetary functions.

FINAIICIAL HIGHLIGHTS

c o ve rutie nt- Wid e H ig h ligh ls :

. The Municipality's total assets amounted to $63,887,871 at June 30, 2012, of which $37,541,783
(59%) consist of capital assets (net of accumulated depreciation and amonization of $18,872,891),

$15,194,805 (24%) consist of cash and cash equivalents (of which $5,267,130 are restricted for
specific purposes), $9,374,655 (15%) consist of cash with fiscal agent (which are restricted

principally for capital projects and debt service) and $1,?76,628 (3%) consist ofaccormr-r receivable-

. The Municipality's total liabilities amounted to $38,691,659 at June 30, 2012, ofwhich $25,886,000

(68%) consist ofbonds and notes payable, $3,303,559 (9%) consist of accotmts payable and accrued

Liabilities, $2,457,319 (60/o) consist of accrued compensated absences, $5,543,685 (14%) consist of
uneamed reveoues, and $1,501,096 (4%) consist of other long-term debts.

. The Mu cipality's tolal assets exceeded its liabilities (net assets) by $25,)96,212 at l]uJ,e 30,2012.

. The Municipality's total revenues amounted to $29,431,375 for the fiscal year ended June 30, 2012,

of which $i5.2?2,388 (52%) arose liom ta,\es, $13,859,722 (47vo) arose from intergovemmenlal

grants and contributions, and $299,265 (1%) arose from charges from services, miscella'eous

revenues and interest on deposits.
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MUNICIPALITY OF PEfr UELAS
COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
FISCAL YEAR ENDED.]L]NE 30.20I2

. The Municipality's total expenses amounted to $26,091,909 for the fiscal year ended June 30, 2012,

of which $19,581,090 (75%) where incurr€d in providing direct services and t€nefils to citizens in
relalion to public work, economic development, health and welfare, public safety, culture and

recreation, communily development, and education. In addition, the Municipality incuned in

$920,956 (4%) of its total expenses, in interests related to i1s long-term obligations, and $5,589,863
(22y") in gered govemment activities to support the Municipality's functions and programs. The

Municipality's total expenses include depreciation and amortization ofcapital assets in the amount of
$1,907,869 for the fiscalyear ended June 30,2012.

. The Municipality's total net assets increased by $3,339,466 during the fiscal year ended June 30,

2012.

Gowrnngntal F unds' Highlig hts :

. The total fund balances of governmental funds amounted to $16,733,844 at June 30, 2012, ofwhich
$12,152,309 are restricted, commited and assigned, while $4,581,535 are presented as unassigned

tund.

. The fund balances of govemmental funds decreased by ($1,079,918) during the fiscal year ended

June 30, 2012, principally due to an increase of expenses of several projects in the Capital Projecl

O!ER!'If,W OF THE BASIC FINANCIAL STATEMENTS

The purpose of financial reporting is to provid€ extemal users of basic financial statements with
information that will help them to make decisions or draw conclusions about the Municipality. There are

many extemal parties that use the basic financial statements ofthe Municipality; however, these parties

do not always have the same specific objectives. In oder to address the needs ofas many parties as

reasonably possible, the Municipality, in accordance with r€quired financial reporting standards, presents

this Management's Discussion and Analysis (MD&A) as an introduction to the accompanying basic

financial statemens- This nanative represents an overview and analysis ofthe financial activities of the

Municipality for the fiscal year ended June 30, 2012. Because this MD&A is designed to focus on the

current year activiiies, resulting changes and currently known facts, we encoumge readers to consider the

information presented in this MD&A in conjunction with the additional information fumished in the

accompanying basic firumcial statements.

The Municipality's basic financial statements include tfuee components: (l) Eovemmenrwide financial

statements (GWFS), (2) fund financial statements (FFS), and (3) notes to the basic financial statements

(NBFS). This report also contains additional required information in addition to the basic financial

statements themselves. These components are described below.

The basic financial statements focus on: (1) the Municipality as a whole (govemment-wide financial

reporting) and, (2) the Municipality's major individual govemmental funds. Both perspectives allow th€

users to address relevant questions, broaden a basis for comparison (year to year or govemment to

govemment) and enhance the Municipality's accountability. The components of the basic financial

statements are described below.

This Space Has Been Left Blank lnle tiottally



MUNICIPALITY OF PEfr UELAS
COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
FISCAL YEAR ENDED JUNE 30,20I2

a) Government-Wide Financial Sletements

The GWFS are composed of: (1) the statements of net assets (SNA) and (2) the statement ofactivities
(SA). These financial statements can be found immediately following this MD&A. GWFS are

designed to provide readers with a broad overview ofthe Municipality's operations as a whole in a

manner similar to private-sector businesses. These statements provide shon-term and long-lerm
information about the Municipality's financial positior\ which assist the Municipality's management

to detemine the economic condition at June 30,2012. The GWFS are prepared using methods that

are similar to lhoie u5ed by most private businesser.

Both of the gov€mment-wide financial statements distinguish functions of the Municipality that are

principally supported by tarcs and intergovernrnental activities (gorernnental actfuiies) frcm othet

functions that are intended to recover all or a significant po(ion oftheir costs llrough user fees and

charges (bushess-lype activities).

l. Statement of Net Assets

Th€ purpose of SNA is to attempt to report all assets owned and all liabilities owed by the

Municipality. The Municipality repons of all of its assets when it acquires ownership over the

assets and reports all of its liabilities when they are incurred. For example, the Municipality
reports buildings and inftastructure as assets, even though they are not available to pay the

obligations incuned by the Municipality. On the olher hand, the Municipality reports liabilities,
such as claims and judgments, bonds and notes payable, obligations under capilal leases,

compensaled absences and certain accounts payable and acoued liabilities, even though these

liabilities might not be paid until several fiscal yea$ into the future.

The difference between the Municipality's total assets and total liabilities reported in SNA is

presented as ne, asre8, which is similar to the total owners'equity reported by a commercial

enterprise in its financial statements. Although the purpose of the Municipality is not to
accumulate net assets. as this amount increases or decreases over time, such amount represents a

useful indicator of whether the financial position of the Municipality is either improving or

deteriorating, respe€lively.

2. Statement of Activiti€s

The SA presents information showing how the Municipality's net assets changed during the fiscal

year ended JLme 30, 2012, by presenting all ofthe Municipality's revenues and exp€nses' As

ireviously <liscussed, the items reported in SA are measured in a manner similar to the approach

used by i commercial enterprise in that revenues are recognized when eamed or established

criteria are satisfied, and expenses are recorded when iocurred by the Mmicipality'
Consequently, revenues are reponed even when they may not be collected for several months

after the end' of the fiscal yeaiand expenses are recorded even though they may nol have used

cash during the current Year.

Although SA look different fiom a commercial €nterprise's income statement, the difference is

only in-format, not substance. Whereas the bottom line in a commercial enterprise represenb its

net income, the Municipality reports an amounl descibed as net change i' 'e' 
assels, which is

essentially the same concePt.

'1



MUNICIPALITY OF PEIiUELAS
COMMONWEALTH OF PUERTO R]CO

MANACEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
FISCAL YEAR ENDED JUNE 3O.20I2

b)

The focus of SA is on the ,?el cosl of vadous activities provided by the Municipality. The

statement begins with a column that identifies lhe cost of each of the Municipality's major
functions. Another column identifies the revenues that are sp€cifically related to the classified

govemmental functions. The difference between the expenses and revenues related to specific

functions/programs identifies the extent to which each function ofthe Municipality draws liom
general revenues or is self-financing through fees, intergovemmental aid, and other sources of

This statement also presents a comparison between direct expenses and progrzlm revenues for
each funclion ofthe Municipality.

CwFS and FFS present all ofthe Municipality's govemmental activities, which are supponed mostly

by taxes, intergovemmental revenues (such as federal and staie gants and contributions), and charge

for services. All services normally associated with the Municipalily fall into this category, including
cuttule, recre ion and education; general govemment; health and sanitation; public safety: welfare

and housing assistance; and uban and economic development.

Fund Financij Statemelts

The Municipality's FFS consist of: (l) the balance sheet Sovernmental funds aod (2) the statement

of revenues, expenditures aud changes in fund balances - govemmental funds. These financial

statements report the financial position, the results of operations ofthe Municipalily's Eovemmental
funds, with an emphasis on th€ Municipality's major govemmental funds.

A fund is a grouping ofrelated accounts that is used to maintain control over resources that have been

segregated for specific activities or objeclives. The Municipality, like most other state and local

govemments, uses fund accounting to ensrre and demonstmte compliance with finance_related legal

iequiremens. Each fund is considered an independent fiscal entity accounted for withina set ofself-
baiancing accounts that compdse its assets, liabilities, fund equity, revenue, and expendinres Fund

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

demonstmting compliance with legal, financial and contractual provisions. AII of the funds of the

Municipality can be divided into two categories: govemmental funds and proprietary funds.

1. Covertrmentrl funds

Govemmental limds are used to account for most ofthe services provided by the Municipality'

These funds are used to account for essentially the same functions reported as govemmental

activities ;n the GWFS. Unlike GWFS, the iocus of govemmental tunds in lhe FFS is directed to

specific activities of the Municipality rather than the Municipal;ty as a whole; thercfore,

govemmental funds in FFS report the Municipality's opemtions in more detail than the GwFs-

Govemmental funds in FFS provide a detailed shortterm view ofthe Municipality's finances that

assist in determining whether there will be adequate financial resources available to meet the

current needs of thJ Municipality, which is, evaluating the Municipality's near_term financing

requirements- For finarciai repodng purposes, the Municipality classifies its govemmental

funds within the foltowing types: (l) general fund, (2) special revenue fund-Head Start Program,

(3) capilal projecl tund- local, state and federal grants, (4) debt service tund and (5) Other

govemmental firnd.

8



c)

MUNICIPALITY OF PEiIIELAS
COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSTS (CONTINUED)
FISCAL YEAR ENDED JUNE 30.20I2

Govemmental funds FFS are prepared on an accounting basis that is significantly diflerent from

that used 1o prepare GWFS. ln general, govemmental funds FFS focus on near-rerm inflows and

outflows of expendable financial resources, consequently, they measure and ac€ount for cash and

other assels that can easily be converted to cash. For exarnple, amounts reported on the balance

sheet include capital assets within a very short period oftime, but do not include capital assets

such as la.d and buildings. Coverrnental fund liabilities genemlly include amounts that

normally are going to be paid within a short period afler the end ofthe fiscal year. The diflerence

between a fund's total assets and total liabilities is reported as the fund balance or deficit, and

generally indicales the amount that can be used to finance the next fiscal year's activities-

Likewise, the operating statement for govenunental funds reports only those revenues and

expenditures that were collected in cash or paid with cash, respectively, during the c'rrrent fiscal

year or very shortly after the end ofthe fiscal year.

Because the focus ofgovemmental funds FFS is narrower than that of the GWFS, it is useful 10

compare the limd information presented for govemmental funds with similar information
presented for govemmental activities in the GWFS. By doing so, readers may better xnderstand

ihe long-term impact ofthe Municipality's near-term financial decisions. Both the govemmental

funds' balance sheet and the govemmental funds' statemenl of revenues, expenditures and

changes in fund balances provide a reconciliation to facilitate the comparison between

governmental funds and the govemmental aclivities reported in the government-wide financial

statements.

The Municipality has five major govemmental funds. Each major fund is presented in a separate

column in the balance sheet governrnental funds and the statement of revenues' expenditures

and changes in fmd balances - Sovemmental funds. The five major govemmental funds are: (l)
general fund, (2) special revenue fund-Head Start Progmm, (3) capital project fund- local' state

and federal grants, (4) debt service fund and (5) Other govemmental fund.

Notes to Basic Financial Stotemetrts

The NBFS provide additional information thal is essential for a full understanding of the data

provided in the GWFS and FFS. The NBFS can be found immediately following the basic financial

statements.

Other Supplementary Information

The basic financial statements are followed by a section of other supplementary information

consisting of budgetary comparison schedule general fund.

d)

This Space Has Been Left Blank Intentiona !
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MLN]CIPALITY OF PENUELAS
CO\,IMONWEALTH OE PUERTO RICO

MANACEMENT'S DISCUSSION AND ANALYSIS (CO\TlNUED)
FISCAL YEAR ENDED JLNE 30.20I2

FINANCIAL ANALYSIS OF GOl'ERNMf, NT-WIDE FINANCIAL STATEMENTS

The Municipality's overall financial position and operations at June 30, 2012 and 201 1 are srtmmariT€d as

follows, based on the information included in the accompanying statement of net assels:

GoYernm€nt.l A.tirilies

2012 201I

Capital 6*ts. Dcr

Cuftot liabililies, ercluding
long-ttrn oblieahons

tnng"tem obligaiions:

Due*ithinonelee

Due atle. one )@
Total liabiliries

Inv61ed in capital 6sets. nel

$26.346.088

37.541.783

$27,?40,r01

3t,202,716

{$1.:r94.013) -5.00%

6.339.007 20.32%

61.887.871 58.942.871 4.941.994

8-847.244

1,389,2E7

28.455,t28

6,376,t0t

1,r86.976

29,523,054

2.471.143

202,311

1t,067,926)

3a76./"

t7 -04n/o

-3.62v.

38.691,659 37,086.13 r I.605.528 'l.ll%

7.139.007 10.01o/o

(1.941.147)

(1,858.39'l)

$3,139,466

At June 30,2012, the Municipality's current assets, amounting to $26,346,088 are mainly compos€d of
restdcted anal unrestricted caih and cash equivalents ($15,194,805), resaicrcd cash with fiscal agent

($9,374,655), and restricted and unrestdcted intergovemmental grants and contributions receivable

($t ,290,252).

The restricted cash represents resources legally designated for: (1) the payment of debt service, (2) the

acquisition, construction and imp.ov€ment ;f major capital assets, and (3) the operations of federally and

staie funded grant progmms. iestricted cash also consists of unspent proceeds of bonds issued for

acquisition, construction and improvement of major capital assets.

17,336,763

t2,917 -309

(5,05?,880)

10.t97.116

r4.858.456

(3.199.486)

- 13.06%

58.06%

$25,196,212 s2r.856.746 r5.28%

t0



MLNICIPALIry OF PENUELAS
COMMONWEALTH OF PUERTO RICO

MANACEMENT'S DISCUSSION AND ANALYSIS (CONTNUED)
FISCAL YEAR ENDED JLNE 3O.20I2

The Municipality's non-current assets! amounting to $37,541,783 at June 30,2012, are substantially

composed of capilal assets, with a cost basis of 356,414,674, which are reported net of accumulated

depreciarion and amorli4lion of$ 18.872.8s1.

At June 30, 2012, the Municipality's current liabilities amountiog to $8,847,244 are mainly composed of
uneamed revenues ($5,543,685), accounts payable and accrued liabilities ($2,677,363), interest payable

($269.992), and intergovemmental payables (S356,204) Uneamed revenues pdncipally consist of
unearned revenues associated with municipal license ta-xes and intergovemmental grants and

con ibutions related to state and federally funded grant programs.

The Municipality s non-cunent liabilities, amounting to 529,844,415 at June 30, 2012, are mainly

composed of portion due within one year ofbonds and notes payable ($1,389,287), and the portion due

aller one year of bonds and notes payable ($28,455,128).

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

posilion. The assets ofthe Municipality exceeded liabilities by $25,196,212 at June 30, 2012 The most

significant po on ofnet assets ($17,336,783) reflects the Municipality's investment in capital assets (e.9.

la;d, buildings, machinery, equipment, fumiture, fixtures, inlrastructure, etc ), net ofall related debt still

outstanding that was issued to acquire, construct or improve those assets. The Municipality uses these

capital assets to provide services to its citizens; cons€quently, these assets are not available for future

spinding. Although the Municipality's investment in capital assets is repo.ted net of the outslanding

rilated aebt, the resources needed to repay that debt must be provided by other sources, since capital

assels cannot be used to liquidate these liabilities. The another significant ponion net assets ($12'917,309)

at June 30, 2012, rcpresents resources that are restricted for debt se ice payments and to finance ihe

operations offederal and state funded pro$ams.

The remaining component of total net assets consists of unrestricted net liabilities amountin8 to

($5,05?,880) at June 30, 2012. These unrestricled net liabilities are the consequence ofprevious budgets

that did not provide sullcient fmding for incurred long{erm obligations, such as bonds and notes

payable, compensated absences, etc. Historically, a significant portion of such obligations has been

budgeted on a pay-as-you-go basis.

The total net assets ofthe Municipality increased by $3,339,466 for the fiscal year ended June 30, 2012'

Such increase is due to the excess of total revenues ($29,431,395), over total expenses ($26,091,909),

including depreciatio. and amortization of capital assets of($1,907.839) for fie fiscal year ended Jxne 30'

2012.

This Space Has Been Lefl Blank Inlentionall!
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MI INICIPALITY OF PEiIUELAS
COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
FISCAL YEAR ENDED JUNE 30. 20I2

The following is a condensed presentation of the Municipality's results of operations as reported in the

statement ofactivities for the fiscal yeaN ended June 30, 2012 and 201 l:

Pbgmip.rific op€cting sdb md

PoBrM{p.{ific crpirrl gmts ard connibulions

Toral progm reve.u6

lntresr rnd inv6tnE edings

Utr6tEtd g6rs bd {ntibutons

Orher scneral rcvsuB (vrious sur6)

Tot l gdeml rcvenues

Urt6n dd ecMomic d*l6Dned

Communny derelopnenr

I .16l on lmg-tm oblientions

N.. incEs ldmrs*) in trd 8et3

Nd rsrc .r b.3innilg ol INI ,ar

Net .s.r* ,r .nd or flgl lar

t5357,191

3.422911 2:06,320

242.513

-51532

96.llt

52r.357,066 tr.119,146 1523%
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MLINICIPALITY OF PEfIUELAS
COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
FISCAL YEAR ENDED JLINE ]O.20I2

As previously mentioned, the Municipality's total net assets increased by $3,339,466 during the cunent

fiscal year. Approximately 52% ($15,272,388) of the Municipality's total revenues for the current fiscal

year came from property, municipal license, consEuction excise and sales and use taxes, while 4?%

i$t:,ass,zZZl resultirl from restricted and unrestricted capital and operating grants and contributions'

dharges for services and other revenues, amounting to $299,265, provided 1% ofthe lotal revenues for

the curent fiscal year.

The Municipality's expenses cover a wide range ofservices. The largest expenses ofthe Municipality for

the fiscal year ended June 30, 2012 were related to: (1) general administrative and operating costs

($5,589,363), which were slassified as "general Sovemment" and accounted for 21% of total expenses,

(2) public safety ($1,235,003), which accounted for 5o% of total expenses, (3) public work ($8,569,956),

whiih accounted for 33% oftotal expense, (4) health and welfare ($7,108,162), which accounted for 27%

percent of total expenses (5) culture and recreation ($1,042,085), which accounted for 3'990% of total

expenses, (6) economic development ($4,644), which accounted for 0.02% of total expenses (7)

community development ($1,253,133), which accounted for 5% ol total expenses, (8) education

($368,107), which is accounted for lo% of total expenses, and (9) interest on long-term obligations

i$9UO,SSO), *ti"t accounted for 4oZ of total expenses. These expenses include depreciation of capital

assets and deferred charges in the amount of($1,907,859), for the fiscal year ended June 30, 2012'

FINANCIAL ANALYSIS OF GOVERNMENTAL ACTIVITIES

Analysit of Financidl Position ofcoternmental Fmds

As discussed earliet the Municipality uses fund accounting to ensure and demonstrate compliance with

finance-related legal requirements. The focus of the Municipality's govemmental funds is to provide

;nformation on near-term inflows, outflows, and balarces of expendable resources. Such information is

useful in assessing the Municipality's compliance with finance-related legal requirements- Specifically,

unreserved fund balance may serve as a useful measure ofthe Municipality's net resources available for

spending at the end ofthe fiscal year.

AtJune30,2012,theiotalassetsofgovemmentalfundsamountedto$27,315,376,whichcoisisted
principally of: (1) cash and cash equivalents of$15,194,805 (56%), (2) cash in fiscal agent of$9'374'655

ir+xj, O)Irrunli;p"r licenses, property and sales taxes, intergovemmental' accrued interests and other

ie""iuuttes of Sz,i,1s,sl6 (10i"). Such assets include cash, cash equivalents and receivahles that are

principally use.d for debt service, capital projects, encumbrances and other specific purposes

At June 10, 2012, the total liabilities of govemmental tunds amounted to $10,581,532, which consisted

"i".;*ri" .t r t r deferrea reuenues of i5,543,685 (52%), (2) accounts payable and accrued liabilities

l"a u,iotf,'", puyrUf"t ofSl.646.65l {14"/"t. (3) intergovemmental accounts payable of$356'204 (3%) and

matured bonds and interests due and payable of $ 1,034.992 ll0o/')'

The total fund balances of governmentaj funds amounted to $16,733,844 at June 30, 20]2, of which

iij,riz,loq ur. r""".r.d for"restricted, commited and assigned, while $4,581,535 represent unassigred

irna tuiun"". The fund balances of govemmental tunds decreased by ($1,079,918) dwing the fiscal year

""a"Jlr.i 
:0, 2012, principally drie to a significant increase of expenses of several projects in the

Capilal Project Fund.

13



MUNICIPALITY OF PEiIUELAS
COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTTNUED)

FISCAL YEAR ENDED JUNE 30,20I2

The following table presents the condensed financial position ofgovemmental funds at June 30' 2012 and

20t t:

2012 20ll
Assets:

Total assets - major govemmental funds

Total assets - other govemrnental funds

Combined total assets

Liabilities:
Total liabilities - major governrnental

funds
Total liabilities - other governmental

funds
Combined total liabilities

Fund balances (defcits) :
Restricted - major govemmental funds

Commited - other govemmental funds

Assigned - major govemmental funds

Assigned other govemmental funds

Unassigned

Combined total find balances

Toral liabiliries an.l fund balafices

2',7.3t5,3',76 25,489.s69

$ 22,491.944

4,823.432

$ 22,476,637

3,012,932

8,905,393

1,676,t39

6,690,342

985,465

r0,581,532 7,675,807

8,918,507

1,588,001

86,509

1,5s9,292

4,581,515

16.'733,841 17,813,',l62

$ 27,315,376 $ 25,489,569

l 1,695,960

203,188

r4,959

t,824,2',79

4,075,376

Major Governmental Funds

Getreralfund(GF.t-ThecFistheprincipaloperatingfundoftheMunicipality.TheGF,stotalassets
ffiilJiJil-l7r,r+o at June 30,2012. Such assets consist principally of: (l) Cash in commercial

banks ($9,927,675), (2) municipal licenses, and sales and use tax receivables ($253,724), (3) short{em

uroornl iu. t-o- ottrei tunds ($969,288), and (4) restricted cash in fiscal agenl ($16,453)'

The GF,s lotal liabilides amount€d to $6,482,643 at June 30, 2012. SUch liabililies are composed mainly

ot 1t) aetenea revenues ($5,317,936), and (2) accounts payable and accrued liabilities, including

amounts due to ott€r govemments ($l,l64,707).

At the end ofthe current fiscal year, reserved fund balance for restricted and assigned reached 5102'962'

unassigned fund balance ofthe dF amounted to $4,581'535, while total fund balance reached $4'684'497'

Special revenue fund lleed Start (SRHS]- The SRF-HS'S tolal assets amounted to $732'905 at June 30'

t61r, -hl"h "-*",""t.Iy "f.".t.t.t.d 
.*h in fiscal agent ($363,501) and intergovemmental receivable

($36i,404). The SRF-HS;s total liabilities amounted to $?32,905 at lme 30, 2012'
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MLNICIPALITY OF PETIUELAS
COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTTNUED)

FISCAL YEAR ENDED JIJNE ]0, 20I2

Caoital proiect fund (CPF-LSF)- The CPF-LSF's total assets amounted 10 $6,483,687 at June 30, 2012,

ihi"h.o*irt of.".t i"ted cash with fiscal agent ($5,130,642), and urrestricted cash in commercial bank

($1.353,045). The CPF-LSF' total liabilities amounted to $654,853 at June 30, 2012' which are composed

mainly of accounts payable and accrued liabilities. At the end of the cunent fiscal year, the CPF_LSF'

had total restricted fund balances amounted to $5,828,834.

Debt service fund (DSFF The DSF'S total assets arnounted to $4,108,212 at June 30, 2012, which

comist mainly of.estricted cash in fiscal agent ($3,875,560). The DSF'S total liabilities amounted to

$1,034,992 at June 30, 2012, which are mainly composed of: (l) matured bonds due and payable

($765,000), and (2) matured interest due and payable ($269,992). At the end ofthe current fiscal year,

DSF's total and reserved fund balanc€ reached $3,073,220.

Other sov€rnmental funds {OGF)- The OGF'S total assets amounted to $4,823,432 at June 10,2012,

which consist mainly of restricted cash and cash equivalents ($3,550,584), restricted cash in fiscal agent

($352,000), and receivables from intergovemmental grants and contributions ($920,848). The OGF'S

total liabilities amounted to $1.676,139 at June 30, 2012, which are mainly composed of deferred

revenues ($49,895), accounts payable and accrued liabilities ($1,241,603) and short-term amormts due to

other funds ($384,641). At the end ofthe current fiscal year, OGF'S total reserved firnd balance reached

$3.t 4',1 ,293 .
Arlollsis of Operating Resabs of Gotenmenlal Funds

Maior Governmental Funds

General fund - The totat fund balance of the GF increased by $577,'709 during current fiscal year,

p.in"iputty a* to u rignificant increase in municipal lice.se ta-x revenues. Tolal revenues, expenditures

;nd other financing sources (net) amounted to $21,027,783, $17,420,521, and $(3,029,553), respectively'

for the fiscal year ended June 30, 2012.

Approximarely '77% ($16,149,992) of the GF's total revenues for the cunent fiscal year came liom
propeny, municipal license, const uction excise and sales and use t&xes, while 22% ($4,5E0,490) resulted

iaorn inteagor"-rent"l gants and contributions lnterest revenues, charges for services and

miscellaneirs revenues, ;ou.ting to $297,10 I , provided I .5% of the total revenues for the cffrent fi scal

year.

The largest expenses of the GF for the fiscal year ended June 30, 
-2012 

were related 10: (l) general

adminisiative and operating costs ($4,829,493), which were classified as "general glvemment" and

accounted for 28olo oi totul expen."., (2) public safety ($1,146'646), which accounted for 7% of total

expenses, (3) public works ($7,553,357),;hich accounted for 43oZ percent of total expenses, (4) health

and weliate' iSt.+SO,+021, which accounted for 9% of total exp€nses, (5) culture and recreation

($2,064,674), which accounted for l2% oftotal expenses, and (6) education ($339,944), which accounted

for 2olo oftotal expenses.

sD€cialrevenu€fund-HeadstartProqram(SRF-IISP)Thetotalfundbalance^oftheSRF-HSPiss0
i iiliinent tscalnent fscal year. rotd revenues for the fiscal year ended Jurre 30,2012 is $4,114'690'

Tolal expenditures amounted to $4,114,690 for the fiscal year ended June 30, 20!0- SRF-HSP'S total

expendilures for the current fiscal year came from health and welfare'
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MUNICIPALITY OF PENUELAS
COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
FISCAL YEAR ENDED JUNE 30,20I2

Capital proiect fund - I-ocal. State & Federal ennts {CPF-LSFG)- The total fund balance of the

CPF-LSFG decreased by ($3,173,747) during cunent fiscal year. Toial expenditures amounted to

$3,171,747 for the fiscal year ended June 30,2012.

CPF-LSFC'S lotal expenditures for the cunent fiscal year came from culture and recreation ($2,454'429),

and public works ($719,318).

Debt service fund (DsFl - The total fund balance of the DsF increased by $396,294 during current fiscal
y*.. Tot"l.*"nr"r, e*penditures and other financing sources (net) amounted 10 $1,968,585, $1,900,956

and $328,665, respectively, for the fiscal year ended June 30, 2012.

Approximately 73% ($1,444,410) ofDSF's total revenues for the current fiscal year came from restricted

property taxes. while 2?% ($523,224) came ftom restricted sales and use t xes. DSF'S total expenditures

for the current fiscal year came from principal and interests on bonds payable ($1,900,956).

other Eovernmental funds (ocm - The total fund balance of the OGF increased by $(l,119,826)

du.ing *rr*t fiscal year. Total revenues and expenditures amounted to $5,165,555, and $6,746,617,

respeitively, for rhe fiscal year ended June 30,2012. Approximately 48% ($2,466,799) ofOGF's total

revenues for the current fiscal year came from intergovemmental grants and $2,682,498 (52%) fiofi
federal Bxants.

The largest expenses ofthe OGF for the fiscal year ended June 30, 2012 were related to: (1) education

($l3,ala), which accounted for .2vo of total expenses, (2) health and welfare ($1,467,929), which

accounted for 22% percent oftotal expenses, (3) community development ($1,071,898), which accounted

for 16% oftotal expenses, (4) economic d€velopment (M,94), which accounted for.l% and (5) public

works ($3,368,885), which accounted for 50o%.

BUDGETARY HIGHLIGHTS

a) Geleral Fund

The final budger of the general fund for the fiscal year ended June 30, 2012 amounted to

$l8,703,685. dver the cou;e ofthe fiscal year, the Mu.icipality revised the cF's budget in order to

include increases and decreases in revenues that were identified during the course of the fiscal year

based on curent developmenls that positively affected the Municipality's finances The laws and

regulations ofthe Commonwealth mandate a balanced budget.

The total actual revenues (budgetary basis) of the general fund for the fiscal year ended June 30'

2Ol2 were $20,538,793, whichls 9.8% $1,835,108 higher than the budgeted revenues ln addition'

the total actual exp€nditures (budgetary basis) ofthe general fund for the fiscal year ended June 30'

2012 werc $11,652,423, which is .3% ($596,262), lower than the budgeted expenditures'

Themostsignificantfluctuationsinactualrevenuesocclmedinmunicipallicensestaxeswhichhad
actual reve;ues that were $3,184,097 higher than budgeted This fluctuation arise because a

significant amount ofmunicipal license from the culrent year was collected after year end closing'

Also,themostsignificantfluctuationsinactualexpendituresandencumbrancesoccuredinpltblic
work, which hJ actual expenditures anal encumbrances that were $373,596 lower than budgeted'
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MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
FISCAL YEAR ENDED JTJNE 30.20I2

4

b)

and general govemment and opemting transfer to other fund, which had actual expenditures and

encumbmnces that were $142,943 and $126,335 lower than budgeted, respectively.

CAPITAL ASSITS AND DEBT ADMINISTRATION

Capital Assets

The Municipality has invested $56,414,674 in capital assets used in govemmental activities, which
have an accumulated depreciation and amortization of$l8,872,891 atJune30,2012. The net capital

assets of govemmental activities increased during the current fiscal y€ar due to the current liscal
year's capital additions ($8,246,876), which were partially offset by the depreciation and

amortization expense ($1,907,839) for the same period.

Debt Administrstion

The Municipalily finances a significant portion of its construction activities through bond and note

issuances, and through state and federal grants- The proceeds fiom bond issuances designated for
construction activilies are committed in its entirety for such purposes and cannot tr€ used for any other

purposes.

At June 30, 2012, the Municipality's total bonded debt amounted to $25,886,000, consisting ofbonds
payable- Such debt is backed by the tull faith and credit of the Municipality. The following is a
summarJ ofthe debt activity for the fiscal year ended June 30, 2012:

. Bonds payable decreased by 3.5% ($920,000) by the effect of total principal payments on bonds

made during the current fiscal year-

. The Municipality has also certain outstanding notes payable due to CRIM ($1,501,096). Such

notes payable decreased by $64,256 during the cunent fiscal year mainly due to th€ principal

payments made during the same period.

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

The Municipality relies primarily on propety and municipal taxes as well as federal and state giants to

carry out the govemmental activities. Historically, property and municipal taxes have been very

predictable with increases of approximately five percent. Federal and State gant revenues may vary if
,"* g.un6 *" available but the revenue also is very predictable. Those factors were consjdered when

preparing the Municipality's budget for the fiscal year 2012-2013.

REQUEST FOR INFORMATION

This financial report is desigrcd to provide a general overview ofthe Municipality's finances for all of
the Municipalityis cilizens, taxpayers, customers, investom and creditors- This financial report seeks to

demonstrat; th; Mmicipality's accountability for the money it receives. Questions conceming any oflhe
information provided in this repo( or requests for additional information should be addressed to the

Municipality of Peiiuelas, Department of Finance.
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MUNICIPALITY OF PENUELAS
COMMONWEALTH OF PUERTO RICO

STATEMENT OF NET ASSETS
YFAR FNDED JUNE 30. 20I2

Goveminental

Activities

Assets
Cash and cash €quivalents

cash with tucal agent

Accoonts rEceivabl€:

lntergovemmntal
Municipal licenses

Oth€r

tand, iryrovenEnts, and construction in p.ogress

Oth€r capital assets. nel of depreciation

Total capital ass€ls

Total assets

Lhbiitbs
Accounrs payable and accrued liabihies

Due to other govemmentalentities

Municipal licens e tax

Federal gmnt revenues

Noncunenl liabilitiesi

Duewithin oneyear
Due in llDrethan on€ year

Total liabilitbs

$ 15,194,805

9374,655

t2x2s2
165,000

121,376

8,564,106

28,977,677

37,541,783

63,887,871

267 7,363

3s62U

5.117,936

225,749

2n9.92

1,389,287

28,455,128

18,691,659

Net Assets
Invested in capitalassets, net ofrelated debt

Capitalproj€cls

unresrri.ted (deficit)

Total net assets

17336.783

5,823,834

3,83820
3,250:55

(5,057,880)

$ 2s,1x212

The hotes lo the rtnancial statements arc an ihteg.al part ofrhis st eme L
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MT]NICIPALITY OF PENUELAS
COMMONWEALTH OF PI,'ERTO RICO

STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30. 2012

Net (Exp.h*) Rev.nue .nd

ooer.tlng c.pllal

chalg6 for G.anls and Gdnts and

s.dlBs conlrlbutlons Conlibutons

communiq development

lntere$on long-ierm debr

Total Eovernmenbr ac1ler,es

$ 5.5€9,863

181m3 I
a,560.956

1253.13

920,956

9.225

35,622

437,152

(5,sa9863)

11"225,n4)
(5,575,437)

(364,rc7)

(9m,956)

$26,091909 $ 54,477 $ 5,457,191 $ 3,822,041

Gran6and 6n[ butonr.ol rdi@d to rpnrrc p'og8ms

rntercst aid in!€stnent eamin6

&a32,178

3.339,466

25,196,212

The nolet to the linancial stolerfients a.e afi integral parl ofthis slale'fienl

l9
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MLINICIPALITY OF PENUELAS
COMMONWEALTH OF PUERTO RICO

BALANCE SHEET _ GOVERNMENTAL FL'NDS
YEAR ENDED JUNE 30, 20I2

c,pirdhDid
Sds

t 3,5Jo,rs
rqm

3(qfir$sl
$11% 2e.r5r

r0tslJrl

t32&Ai \1132], AtB,s7
r.58tor i.$&0rr
t,55e2'

r-trt1

The fiotes lo the Jinarrcial $ emenb arc ai inlegtul pa ofthis slale, e L
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MUNICIPALITY OF PEi]UELAS
COMMONWEALTH OF PUERTO RICO

RECONCILIATION OF THE BALANCE SHEET GOVERNMENTAL FLTNDS TO THE
STATEMENT OF NET ASSETS
YEAR ENDED JT]NE 30.20]2

The amomts of govertunental reported in the statement of net assests are different to the

amounts repo(ed in the balance sheet- govemmental iimds for the following reasom:

The fund bahnces repo(ed in the bahnce sh€et - goverffnental imds $ 16,733,8,44

- Add (dedtat):

Capital assets used in govemmental activities are not consdered avaihbb financBl

resorrces at fiscal year-en4 therefore, are not reported in the governrnental fimds. This

is the carrying amomt of capital assets, net of accumuhted depreciation and amordzatirm

of$18,872,891 at June 30, 2012 37,541,783

The folowing liabilities are not due (mature) in the curcnt perio4 therefore, are not

reported in the govemmental fimals:

Compensated ab6ences

Bonds and notes payabb

Advance property tax debt

Net assets as reported in the accompanying statement of net assets

The notes lo the fiha cial statemeits are an in eg rl patt of this state tenl

(2,457,319)

12s,121,fiO)

0,s01,096)

$ 25,196,212
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MTJNICIPALITY OF PENUELAS
COMMONWEALTH OF PIJERTO RICO

STATEMENT OF REVENUES. EXPENDITURES AND CHANGES N FUND BALANCES
GOVERNMENTAL FUNDS

YEAR ENDED JIJNE 30. 20 1 2

Fu .bc{$ r

t1,11{,0

lb8 (ddc6q)orB@u6 ovq

rdd dhstuocis 
'oBM5 

Gs6)

t 5214,n

c,6m

9'4u

9.ln
1@q@

_-ggE
______--llEer-

(i,or,ea)

ry.g

(r1,,747)

The notes to fie rtnoncial stolements are an inlegrul part of this statemenl
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MUNICIPALITY OF PENUELAS
COMMONWEALTH OF PUERTO RICO

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES,
AND CHANGES IN FIJND BALANCES OF

GO\€RNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30. 2012

Net cllange in Fund Bahrces - To$lCovemmn.nl Funds

Amounts Eponed fo. Sovemninlal activ it;s in lhe StaletrEnt ofActivities aI€ ditrercnt because:

GovemEntal Funds Epon capital outlals as e4enditures. However' in the C.vemflEnnwite

statemnt of Activiies and Chdges in Net Assels- the cost of those assets is allocaled oler their

estirBted Dseirl lives as deprcciattun eryense This is the arnunt ofcaPnal assets Ecorded in the

s (1.079.918)

DepEciation eperseon capitalassets is reponed in the CovemrEnt_Wide Sta(emnts ofAclivitks and

Chanse in Ne1 Asse$, but they do not Equire the use of cuiEnt lnmcial resoDrces' Theefore.

depEciarion erqense is not rcport.d 6 elgenditscs in Covemmtlal Funds.

Bonds and notes ptuceeds prcvides cunenl lndcial resources lo Covemrntal Funds. but issuinS

debt ircEase lonS'tcm liabiliths i. the Govemmnt_Wide staterent of Nel Assels. Repavmnt of
bonds ard notes p.incipal is an ependitDE in GovemEntal Funds, bDr the repavmnt reduces lonS _

rem liabifti€s in the Govemmnl-Wide StaielrEnt ofNel Assets. This is lhe amunt bv which the debt

prcceeds erceed debl seNice Pdncipal paymnls.

RepayBnt of long lem ClainE. PoPert) Tax md Retirentnl Svstem debts (net of incedes) ale

ependiturEs in CovemtrEntalFunds. but the rePaymnt reduces long -term debts in the CnvemrEnn

Wide StateEnt ofNel Assets. This is lhe amuntpaid hlhe curent peiiod.

Accounts Eceivables no1 collected 6l) davs after lhe closinS date alE not Ecognize in CnvemnEntal

Iunds. bul these rcccivables m Pponed nthe Cnlemrnt-wide Slatenlnls ofAdivnis and Cltange

Long'tem coftpensaled abserces arc rEported in the C.vemrEnl_Wide $ateEnt of Actilities and

Changes in Net Assers. but they do not requiiE the use ofcurent lnancialEsources Thetefo'e.lon8-

term corpcnsated abscnces weP not rcpo.ted 6 e4endituEs in &vemntal Funds' The folbwing

amunt repEsent the chmEe in long_lemcotpensated absences tumprk'rvea'

ChanSc inNelAssets ofc.ve ntntal Activ ities

The otes to thelina cial slaterfients are d inlegtul pa ofthis slalemenl

8.246.876

( r.907,869)

980.orx

61-256

(2.845.238)

(118.641)

S 3-319-,166
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MTINICIPALITY OF PENUELAS
COMMONWEALTH OF PUERTO RICO

NOTES TO BASIC FINANCIAL STATEMENTS
YEAR ENDED JLNE 30, 2OI2

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipalily ofPefiuelas, Commonwealth ofPuerto Rico (the Municipality), is a local municipal

govemment constituted in 1793 in the Commonwealth of Puerto Rico. The Municipality has full
legislative, fiscal and all other governmental powers and responsibilities expressty assigned by Law

No. 81 of August 30, 1991, as amended, known as Autonornous Municipalities Act of the

C ommonwealth of Puerto R,co (Act No. 81 )-

The Municipality's governmental system consists of executive and legislative branches. The

Constitution of the Commonwealth of Puerto Rico (the "Commonwealth") provides for the

separation ofpowers ofthe executive, legislative andjudicial branches. A Mayor, elected every four
years by the citizens, exercises the executive power of the Municipality. The legislative power is

exercised by the Municipal Legislatue, which is also elected every four years. The General Justice

Court System of the Commonwealth, which has jurisdiction over the Municipality, exercises the

judiciary power.

The Municipality assum€s responsibility for providing services to its citizens related to public

housing, welfare, public safety, health, sanitation, education, culture, rccreation, u$an and economic

development, and many other general and administrative duties.

a) Financial Reporting Model

The accompanying basic financial statements present the financial position ofthe govemmental

aclivities, each major governmental funds, and the aggregate remaining fund information ofthe
Municipality at June 30,2012, in conformity with Accounting Principles Gmerally Accepted in

the United States ofemerica (GAAP), as prescribed by the Gov€mmental Accounting Standards

Board (GASB). In addition, the accompanying basic financial statements present the changes in

the financial position (results of operations) of the govemmental activities, each major

govemmental fund, and the aggregate remaining fund information for the fiscal year ended June

30, 2012 in conformity with GAAP.

According to the financial reporting model established by GASB Statement No' 34, Bdflc

Financial statements and Management's Discttssion and Anab'sis - for slate and Local

Gorerfin errh (GASB No. 34), the minimum required financial statement presentation applicable

to the Municipality is composed of the following elements: (l) govemmenlwide financial

staiements (CWFS), (2) govemmental fund financial slatements (GFFS), (3) notes to basic

financial statements, and (4) required supplementary information (RSI)'

Rs1 consists of: (l) a Management's Discussion and Analysis (MD&A) and (2) a budgetary

comparison scheduie - genea fund. RSI is unaudited supplementary information required by

GAAP presented along with, but separate from, the Municipality's basic financial statements'

MD&A is a narrative report thal introduces the accompanying basic financial statements and

provides an analltical over"r'iew ofthe Municipality's financial activities for the fiscal year ended

iune 30, 2012, based on the Municipality's knowledge ofthe transactions, events and conditions

reflede; in th€ basic financial statements. The MD&A also highlights cenain key fiscal policies

rhat control lhe Municipality s operations.
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MUNICIPALITY OF PENUELAS
COMMONWEALTH OF PUERTO RICO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTNUED)
YEAR ENDED JT,]NE 30. 20 I 2

The Budgetary Comparison Schedule - General F rd is a comparison ofthe actual results (using
the budgelary basis of accounting, which diffem from GAAP) wirh the original budger and rhe
final amended budget for the General Fund. A budget to CAAP reconciliation is presented
providing information of differences between the budgetary basis ofaccounting and GAAP.

Fiha cilrl Repo ing Enlilf

The accompanying basic financial statements include all departments, agencies and municipal
entities that: (l) are under the legal and administrative control ofthe Mayor and (2) whose funds
are under the legal custody and control ofthe Municipality's Director of Finance and Budget, as
prescribed by Law No. 81.

The Municipality's management has considered all potential component units for which it may
be financially accounlable and other legally separate organizations for which the nature and
significance oftheir relationship with the Municipality may be such that exclusion oftheir basic
financial statements ftom those of the Municipality would cause the Municipality's basic
financial statements to be misleading or incornplete.

The Municipality's management has concluded tha! based on the criteria set forth by GASB
Statement No. 14 - Ihe Financial Reporting E t,t], (GASB No. 14) and GASB Statement No. 39

Determining ,Ihether Certai Orilanizations are Component Units (GASB No. 39), there are
no legally separate entilies or organizations that should be reported as component units of the
Municipality as ofJune 30, 2012 nor for the year then ended.

Gotemme t-N,ide Fi aficial Stotements

The accompanying GWFS are composed of: (l) the statement ofnet assets and (2) the statement
of activities. These financial statements do not report fund informarion but rather repon
information ofall ofthe Municipality's governmental activities. These statements are aimed at
presenting a broad overview of the Municipality's finances thmugh reporting its financia!
position and resuhs ofopemtions as a whole, using methods that are similarto those used by most
private businesses.

The focus ofthe CWFS is not on compliance with budgets, regulatory requirements or on the use
ofavailable or currently expendable financial resources (refefted to as fiscal accountability), but
on opemtional accountability information about the Municipality as a single economic unit.
Operational accountability is the Municipality's responsibility to report to the extent to which it
has met its operating objectives emcienlly and effectively, using all resources available for that
purpose. It focuses on the Municipality's priocipal operating objective, which is to provide
services to its citizens.

The accompanying statement ofnet assets provides short-term and long-term information about
the Municipality's financial position and condition by presenting all ofthe Municipality's assets

and liabilities, with the difference between these two items reported as "net assets" (equity).
This statement assists management in assessing the level ofservices that can be provided by the
Municipality in the future, and its ability 10 meet its obligations as they become due. ln addition,
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MUNICIPALITY OF PENUELAS
COMMONWEALTH OF PUERTO RICO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2012

this statement reports the extent to which the Municipality has invested in capital assets,
including infrastructure, and discloses legal and contractual restrictions on resourc€s.

Net assets are classified in the accompanying statement of net assels within the following thrce
categories:

. Invested in capital assets, tret of related debt These consist of capital assets, net of
accumulated depreciation and amortization, reduced by the outstanding balances of bonds,
notes and other debt that are attributed to the acquisition, construction or improvement of
those assets. For the purposes ofdetermining the outstanding debt aftributed to capital assets,
the total long-term debt related to the acquisition, construction or improvement of capital
assets have been reduced by any related unspent debt proceeds and any related unamortized
debt issuance costs.

. Restricted net assets These consist of net assets restricted by extemal parties (such as

creditors, grantors, contributors, laws or regulations ofother governments, etc,), or net assets

for which constraints are imposed by constitutional provisions or enabling legislation.
Enabling legislation is defined as legislation that authorjzes the Municipality to assess, le!y,
charge or otherwise mandate payment of resources (from extemal resource providers).
EnablinS legislation establishes restrictions if it includes a legally enforceable requirement
thar those resources be used only for the specific purposes stipulated in the legislation.

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

lntemtrlly imposed designations ol resources, including earmarking, are not reported
restricted net assels. These designations consist of management's plans for the use

resources, which are subject to change at the discretion of the Municipal Legislature.

. Unrestricted net assets - These consist ofnet assets that are neilher extemally or legally
restricted, nor invested in capital assets. However, unrestricted net assets often arc
designaled to indicate $at management does not consider them to be available for gen€ml

operations. Unrestdcted net assets often have constraints that are imposed by management,
but can be removed or modified.

when both restricted ard unrestricted rcsources are available for use, it is the Mmicipality's
policy to genemlly use restricted resources first, and then umeslricted resources as they are

needed.

The accompanying statement ofactivities presents the resuhs ofthe Municipality's operalions by
showing how the Municipal;ty's net assets changed during the year ended June 30, 2012, using a
net (expense) revenue format. This statement prcsents the cost ofeach functiorl/pro$am as well
as the extenl to which each of the Municipality's func1ions, programs or other services either

as

of
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NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
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contributes to or draws from the Ml.micipality's general rcvenues (such as property taxes,
municipal license taxes, construction excise taxes, etc.).

A function/prograrn describes a $oup of activities that are aimed at accomplishing a major
service or regulatory responsibility. The functions/programs reported in the accompanying basic
financial statements are: (l) general government, (2) uban and economic developmen! (3)
public safety, (4) health and sanitatiorL (5) culore, recreation and education and (6) welfare and
housing assistance. The governmental operations of the Municipality's departments and
operarional units are classified within the following functions/programs in the accompanying
basic fi nancial statements:

Generai Government:
Mwicipal Legislature

Mayor's OIfice

Department ofFinance and Budget

Department of Human Resowces

Department of Municipal Secretary

Depafiment of Intemal Audit
Deparment of Public Relations

Public Work:
Department of Public worl6
Department of planning and development

Department of Recycling Services

Public Eafety:
Department of Municipal Police

Office of Emergency Management

Health and Welfare:
Depa(ment of Health

Deparlment of Elderly Affairs

Department of Service to Citizen

Culture and Recreation:
Department of Reseation and Sports

Department of Art, Culture and Tourism

The statement of activities demonstrates the degree to which progam .evenues offset direct

expenses of a given functior/program or segments. Direct expenses are those that are clearly

identifiable with a specific function, segment or opemtional unit. This statement rcports revenues

in two broad categories: (l) pro$am revenues and (2) general rcvenues.
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NOTES TO BASIC FINANCIAL STATEMENTS (CONTINI,'ED)
YEAR ENDED JTNE 30, 20I2

Program revenues are generated directly from a program itselfor may come from parties outsid€

the Municipalily's taxpayers or citizens. In the statement ofactivilies, progmm revenues rcdrce

the costs (expenses) of the functior/program to arrive at the net cost of the function/progam that

must be financed from the Municipality's general revenues. The accompanying statement of
activities sepamlely reports the following categories of program revenues:

. Charges for services - These generally consist of exchange or exchangelike transattions

involving charges to customers or applicants who purchase, use or directly benefil from the

goods. sirvices or privileges provided, or arc otherwise directly affected by the services.

ihese inc]ude fees charged for specific services, charges for licenses and pemits, and fines

and forfeitures, among others.

. Program-specilic capital and operating granls and contributions - These consist of
traniacrioni that are either mandalory or voluntary non_exchange transactions with other

governments, organizations, or individuals that restrict the resources for use in a particuiar

program. Capital grants and contributions consist of capital assets or resources that are

iestricted for iapitai purposes - to pulchase, cons[uct or renovate capital assets associated

with a specific program. Operating grants and contributions consist of resources that are

required to be used to finance the costs of operaling a specific program or can be r.rsed either

foi operating or capital purposes of a specific program. Restricted capital and operating

grants and contributions are program revenues because they are specifically attributahle to a

frogram and reduce the net expense ofthat program to the Municipality- They are reported

net of estimated uncollectible amounts.

Ceneral revenues are the alefault category for revenues. It includes all revenues and gains that do

not meet the definition of progmm revenues. Property taxes, municipal license ta-\es, sales ta-'(es

and construction excise taxes are reported as general rcvenues. AII other nonta-\ revenues

(including uffestricted investment eamings, gants and contributions not restricted for specific

programiand miscellaneous revenues) thal do not meel the definition of progmm revenues are

clas-sified as general revenues. Resources that are dedicated intemally by the Municipality are

reported as gJneral revenues rather than as program revenues. All general revenues are reported

nei of estimited uncollectible amounts, which are recorded as reduction of revenues rather than

as expenses,

Th.. general governmen function/pro$am reported in the accompanying statement ofactivities,

inclu_des expJnses that are, in essence, indirect or overhead expenses ofthe Municipalily's other

functions/p;ograms. Even though some of these costs have been charged to other funds in ihe

gou"rn."ntuifund fin"ncial $a,ements as indirect cost allocations permitted under some federal

iroqrams. the Municipaliw has reponed these indirect expenses as direct expenses ofthe general

n.ru"emment frnction. Accordingly, the Municipality does not allocate general govemment

findirect) expenses to other firnctions.

The effects of all interfund govemmental activities (rev€nues, expenditures and other financing

sources/uses among govemmental funds) have been removed from the accompanying statements

ofnet assets and activities.
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d)

The Municipality classifies all of its activities as govemmental activities in the accompanyinB
GWFS. These are activities generally financed through taxes, intergovemmental revenues and
other non-exchanBe revenues that can b€ used to support the Municipality's programs or
services. These govemmental activities are also generally reported in the govemmental fund
financial statements.

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

holding or managing net assets for specific individuals or other extemal parties in accordance
with trust agreements or other custodial arrangements. In addilion, the Municipality has no
opemtions or activities that are primarily financed and operated in a manner similar to private
business enterprises, where the costs of providing goods or services to the general public is

financed pnmarily through user charges.

Gover mefiIa| Furul Financial SIalerrwnts

The accompanying GFFS are composed oC (1) the balance shee! - govemmental funds and (2)

the statement of revenues, expenditures and changes in fund balances govemmental funds.

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

Municipality's govemmental funds by presenting sources, uses and balances ofcurrent financial
rcsources. Some of these financial statements have a budgetary orientation and focus primarily
on: (1) the Municipality's major fi.mds, as defined below, (2) the fiscal accountability and (3) the

individual parts of the Municipality's govemment. Fiscal accountability represents the

Municipality's responsibility to justi8 that its aclions in the current year have complied with
public decisiofls conceming the raising and spending of public moneys in the short term (one

fiscal year).

Each governmental fund is considered an indep€ndent fiscal entity accounted for wilhin a sel of
self-balancing accounts that comprise its assets, liabilities, fund equity or deficit, revenue and

expenditures. The accompanying GFFS segregate Sovernmental funds according to their
inlended purpose and are used in demonstrating compiiance with legal, financial and contractual
provisions. The minimum number ofgovemmental funds is maintained consistent with legal and

self-imposed managerial requirements established by the Municipality. For financial reporting

purposes, the Municipality classifies its govemmental funds within the following categories:

. General find - The geneml tund is the Municipaliry's main operating fund and a major

govenlmental fund, as defined below, used io account fol all financial resources and

govemmental activities not accounted for and reported in another fund. lt is presumed that

the Municipality's govemmental activities have been reported in the general fund except for
transactions for which one of the following compelling reasons has required the use of
another tund: (1) legal requirements, (2) GAAP requirements or (3) the demands of sound

financial administralion requiring the use ofa govemmental fund other than the general fund.

. Special rerenue fundt - The special revenue funds are major and non-major govemmental

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

revenue sources that are restricted or committed to €xpenditure for specified pulposes other

than debl service and capital projects. The uses and limi€tions of each special revenue fund

are specified by municipal ordinances or fedeml and state statutes. However, resources
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rcslricted to expenditure for purposes normally financed from the general fund are reported in
the Municipality's general fund provided that all applicable legal requirements are
appropriately satisfied. In this case, a specia] revenue fund to account for such kind of
transactions will be used only iflegally mandated.

. Debt $enice fund - The debt service fund is a major govemmental fund, as defined below,
used by the Municipalily to account for all financial resources that are restricted committed,
or assigned to expenditure for principal and interesti for (1) bonds payable for which debt
service payments are legally mandated to be accounted for in a debt service fund and./or (2)
bonds payable or any general long-term debt for which rhe Municipality is being
accumulating financial resources in advance to pay principal and interest payments maturing
in future years. During the fiscal year ended June 30,2012, the financial activity accounled
for in the debt service fund was specifically related to bonds payable.

The outstanding balance of geneml long-term obligations for which debt service pa)ments do
not involve the advance accumulation of resources (such as notes payable, obligations under
capital leases, accrued compensated absences, and claims andjudgments) are only accounted
for in the accompanying statement ofnet assets. The debt service pa),rnents ofsuch debts, as

applicable, are generally accounted for in the general fund.

. Capital prcjecrsfurrds - Capital Fojects firnds are major and non-major govemmental funds,
as defined below, used to account for all financial resources that are restricted, committed, or
assigned to expendjture for capital outlays. Significant capital outlays financed liom
proceeds ofgeneral obligation, public improvement or special obligation bonds are accounted
for also in the capital projects funds.

The capital projects funds has been used only for major capital acquisitions, constnrction or
improvement activities that would distort fioancial resources trend data if not reported
separately fiom the other Municipality's operating activities. The routine purcllases ofminor
capitalizable assets (such as fumiture, office equipment, vehicles and other minor capital
assets or improvements) have been reported in the govemmental fund from which financial
resources were used for the payment.

The focus of the CFFS is on major govemmental funds, which generaliy represent the
Municipality's most important funds. Accordingly, the Mu.icipality is required to segregate
govemmental funds between major and non-major categories within the GFFS. Major individMl
govemmental funds are reported individually as separate columns in the GFFS, while data from
all non-major gov€mmental funds are aggregated into a single column, regardless offund type.

By definition, the Municipality's general fund is always considered a major governmental fuod
for financial reporting purposes. ln addition, any other fund is considered a major fund for
financial reporting purposes if its total assets, liabilities, revenues or expenditures of that
individual governrnental fund are al least l0 perc€nt ofthe corresponding element total (assets,

liabilities, revenues or expenditures) for all govemmental funds. For the pr.rposes of applying
the aforementioned major fund criteriq no eliminations of interfund balances have been made.
Total revenues for these purposes means all revenues, including operating and nonoperating
revenues (net of allowances), except for other financing sources. Total expenditures for these
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purposes mean all expenditures, including opemting and nonopemting expenditures, except for
other financing uses.

Based on the aforementioned criteria the Municipality's major govemmental funds reponed in

the accompanying govemmental fund financial statements are: (l) the general fund, (2) special

revenue fund Head Star! (3) the capital project fund - local, state and lederal grants, and (4)

debt service fund

General fund - The general fund is the Municipality's main operating fund used to account for

all financial resources and govemmental activities not accounted for and reported in another

fund.

Spec rl Revenue Fand - Head Start 'ls the accounting entity in which revenues derived liom
the federal agency are used to provide comprehensive health, educational, nutritional, social, and

other deveiopmental services primarily to economically disadvantaged preschool children (ages 3

to 5) and infants and toddler (birth through age 3) so that the children will attain school

readiness.

Capilal Projecl Farrd - Local, StEIe and Federal G.ants - is the accounling enlity in which

retenues derived {iom local funds, slate and federal gmnts or other restricted revenue sources

related to capital projects, is accounted for. The uses and limitations ofeach capital project fund

are specified by Municipality ordinances or fedeml and state statutes.

Debt sen'ice fun.t -'lhe debt service fund is used by the Municipality to account for all financial

resources th;l are restricted, committed, or assigned to expenditure for principal and interesl; for

(1) bonds payable for which debt service payments are legally mandated to be accounted for in a

dett ."*i.i t na and/or (2) bonds payable or any general long-lerm debt for which the

Municipalily is being accumulating financial resources in advance to pay principal and interest

payments maturing in future years.

e) Medsuremml Focus and Bdsh ofAccounting

Govemment-wide fioancial statemetrts The accompanying G]y'FS are prepared using the

a""r"*i" *"*""a ,"*t*"aent focus and the accrual basis of accounting Subjecl to the

additional rules and limitations detailed below, revenues (including interest income) are

generally recorded when eamed and expenses are generally recorded when a liability is incurred'

regardless ofthetiming ofrelaled cash flows.

Al[ revenues, expenses, gains, ]osses, assets and tiabilities resulting hom exchange and

exchange-lik; ffansactions-are generally recorded when the exchange takes Place ln exchange

tansa;ons, each party to the tramaction receives and gives up essentially equal values'

An exchangelike traisaction is one in which there is an identifiabie exchange and the values

exchangedlhough related, may not be quite equal. Nevertheless, the exchange characteristics of
the eiangeJiie transaction are strong enough to justify treating it as an exchange for

accounting 
-purposes 

(examples include fees for licenses and permits, charges for services, and

miscellaneous i.u.r,,".. *hich are recorded as revenues when collected because they are

generally not measurable until actually received).
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All revenues, exp€nses, gains, losses and assets aesulting from nonexchange lransactions are
recorded using the criteria set forth by GASB Statement No. 33, Accounting and Financial
Reporting lbr Nonexchange Transactions (GASB No. 33), which the Municipalily adopted on
July 1, 2003. GASB No. 33 established accounting and r€porting standards for nonexchange
transactions involving cash and financial or capital resources (for exarnple, most ta.xes, grants and
private donations). In a nonexchange tmnsaction, the Municipality gives (or receives) value
without directly receiving (or giving) equal value in retum. This is different from an exchange
transaction, in which each party receives and gives up essentially equal values. According to
GASB No. 33, the Municipality goups its nonexchange transactions into the following four
classes in the accompanying basic financial statements: (a) derived tax revenues, (b) imposed
nonexchange revenues! (c) govemment mandated nonexchange transaclions, and (d) voluntary
nonexchange transactions.

In the case of derived tax revenue transactions (such as municipal license taxes), which result
liom assessments the Municipality places on exchange transactions, receivables and revenues are

recorded when the underlying exchange has occurred (that generally is, when the ta.xpayers' net
sales or revenues subject to tax take place).

In the case of imposed non-exchange revenue transactions (such as property taxes), which result
from assessments made by the Municipality on nongovemmental entities, including individuals,
other than assessments on exchange transactions, receivables are generally recorded in the period
when an enforceable legal claim has arisen. Property taxes are generally recorded as revenues
(net of amounts considered not collectible) in the period when resources are required to be used

or the fifsl period that the use ofthe resources is permitted.

Govemment-mandated non-exchange ttansactions (such as gants and contributions) rcsult when

a goverment at one level (such as the federal or state govemment) provides resouces to another
govemment (such as the Municipality), and the provider government requires the recipient
govemment to use those resources for a sp€cific purpose or purposes established in the
provider's enabling leBislalion. In these types of transactions, receivables and revenues are

generaily recorded as follows:

. For reimbursement-B?e (commonly known as "expenditure-driven awards"), receivables

and revenues are recorded when all eligibility requirements imposed by the provider
have been met. The Municipality must expend resources on the specific purpose or
project before the provider reimburses any amounts. Revenue is, therefore, generally

recognized as qualifying reimbursable expenditures are incurred.

. For other types of grants (mainly grants and contibutions with purpose restrict;ons but
with no time requiremenls), receivables and revenues are recorded when all applicable
eligibility requirements are mel. When the provider is a govemment (including the
govemment ofthe United States ofAmerica) the applicable recognition period for both,

the provider and the recipient, is the provider's fiscal year and begins on the fi$t day of
that year.
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Voluntary non-exchange transactions (such as donations and certain grants and entitlements)
result from legislative or contmctual agreements, other than exchanges, entered into willingly by
two or more parties. In these types of transactions, receivables and revenues are generally
accounted for in the same manner as govemment-mandated non-exchange transactions discussed
above.

Receipts ofany type ofrevenue sources collected in advance for use in the following period are

recorded as deferred rcvenues-

Events that are neither exchange nor non-exchange ffansactions are recorded when it is probable
that a loss has been incurred and the amount ofloss is reasonably estimable.

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

recorded only in the accompanying statement ofnet assets. The measurement focus and the basis
ofaccounting used in the accompanying GWFS dilTer significa ly ftom the measurement focus
and basis ofaccounting used in the prcparation ofthe accompanying govemmental firnd financial
statements- Therefore, the accompanying govemmental fund financial statemenls include
reconciliaiions, as detailed in the accompanying table of contents, to better idenlify the
relationship between the GWFS and the govemmental fund financial slatemenB.

Govemmental fund financial statements - The accompanying GFFS are reported using lhe
current financial resouaces measurement focus and the modified accrual basis of accounting.
Revenues are generally recognized as soon as they are both measumble and available. Revenues

are generally considered to be available when they are collectible within the current year or soon

enough thereafter to pay liabilities of the curent year. For this purpose, the Municipality
considers most revenues to be available ifcollected within 90 days after June 30, 2012, except

for prope(y taxes for which the availability period is 60 days. Revenue sources not meeting this

availability citerion or collected in advance are recorded as deferred revenues at June 30, 2012.

The principal revenue sources considered susceptible to accrual include property taxes!

municipal license taxes, intergovemmental g.an6 and contributions and interesl income. These
principal rcvenue souces meet both measurability and availability crireria in the accompanying

CFFS, except for amounts recorded as deferred (eamed and unavailable) revenues.

In a manner similar to the CWFS, but subject to and limited by the availability criteria discussed

above, all revenues, expenses, gains, losses, assets and liabilities resulting ftom exchange and

exchange-like trans:rctions are also generally recorded when the exchange takes place.

Accordingly, fees for licenses and permits, charges for services and miscellaneous revenues are

recorded as revenues when collecled because they are Senerally not measuable until actually

received.

All revenues, expenses, gains, losses and assets resulting from non-exchange transactiom are

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

GASB No. 33 for non-exchange transactions, but subject to and l;mited by the availability
criteria discussed above. Accordingly, property ta\ and municipal license tax receivables are also

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

tax and municipal license tat revenues (net of amounts considered not collectible) are also

generally recorded in the fiscal year when resources are required to be used or the fi$t fiscal year
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that the use of the resources is permitted. Receivables and revenues from reimbumement-type
grants, contributions, donations and entitlements arc also gen€mlly recorded as qualirying
reimbursable expmditues are incurred , while receivables and revenues liom other types of
grants are recorded when all eligibility requirements imposed by the provider have been met.

Interest income is recorded when eamed only if collected within 90 days after year-end since

these would be considered both measurable and available.

Pursuant to the provisions of GASB Interpretation No. 6, Recognition and Measurement af
Certain Lidbilties and Expenditures in Govemt ental Fund Financiat Stateme"rs (CASB No. 6),
in the absence of an explicil requirement (i.e., the absence of an applicable modification,
discussed below) the Municipality generally accrues a govemmental fund liability and an

expenditure (including salaries, professional services, supplies, utilities, etc.) in the period i.
which the govemment incurs the liability, to the extent that th€se liabilities are normally expected

to be liquidated with current available financial resouces. GASB No. 6 modified the recogrition
criteria for certain expenditures and liabilities reponed under the modified accrual basis of
accounting prior to GASB No. 34, and clarified a number ofsituations in which the Municipality
should distinguish b€tween govemmental fund liabilities and general long-term liabilities.
Therefore, the accompanying balance sheet - governmental funds generally reflects assets that

w;ll be converted into cash to satisfy current liabilities. Long-term assets (except for accounts

receivables and inter-fund advances) and those assets that will not be converted into cash to

sadsry current liabilities are generally not accounted for in the accompanying balance sheet -
govemmental funds. Al the same tim€, long-term liabilities (generally, those unmatued that will
not require the use of current financial resources to pay them) are not accounted for in the

accompanying balance sheet - govemmental funds.

Modifications tolhe accrual basis ofaccounting in accodance with CASB No. 6 include:

. Principal and interest on bonds payable are recorded when they matue (when payment is

due), except for principal and intercst due on July l, 2012, which have been recorded as

govemmental fund liabilities at June 30, 2012, wh;ch is the date when rcsources are available

in the debt service fund (generally, June 30).

. Notes payable, obligations under sapital leases, compensated absences, and amounts subject

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

payment is due).

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

statement ofnel {!ssets. Such liabilities are recorded in the govemmental funds when they

. Execulory purchase orders and contracts are recorded as assignrnents offund balance in the

govenmental funds FFS.

Liabiiities outside the bounds ofthese exceptions or modifications are reported as govemmental

fund liabilities wben incurred (including salaries, professional services, supplies, utilities, elc.)
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since these liabilities normally are paid in a timely manner and in full from cunent financial

rcsoulces.

The measurement focus of the GFFS is on decreases in ne1 financial resources (expenditures)

mther than expenses. Most expenditures are measumble and are recorded when lhe related

govemmental fund iiability is incurred. Allocation of costs, such as depreciation and

amortization, are recorded in the accompanying statement ofactivities, but are not recorded in the

accompanying GFFS.

Under the financial reporting model established by GASB No. 34, all general capital assets and

the unmatured long-term liabilities (determined using the modified accrxal basis of accounting)

are no longer rcported in account groups within the govemmental fund balance sheet but are

incorpomted into the accompanying statement of net assets since July I , 2003.

I) Sleh,a lship, Compliance and Accounlabilily

Budqetarv Control
:

According to the Autonomous Municipalities Act of the Commonwealth of Puerto Rico, the

Mayor and its Adminisrative Cabinet prepare annual budgets each fiscal year for the

Mu;icipality's geneml fund and debt service tund. Such legally adopted budgets are bLsed on

expected expen,itures by program and estimated resources by source for both flmds The annual

buigets are_developed using ilements of performance_based program budgeling,and Tero_based

bud;eting, and include estimates ofrcvenues and other resources for the ensuing fiscal year uhder

laws and regulations exisling at the tim€ the budget is prepared.

The Mayor must submit an armual budgetary resolution project (the Project) to the Commissioner

ofMunicipal Affairs of Puerto Rico (the Commissioner) and the Municipal Legislature no later

than each May l0 and May 31, respectively. The Commissioner preliminary verifies that the

Project complies with all the applic;ble laws and regulations and may provide comments and

suggestions to the Mayor on or before each June 15.

The Municipal kgislalure has 10 business days, up to June 15, to discuss and approve the

Project wittrmodif;alions. The Municipal Legislature may amend.lhe bldgets submitted by the

Mayor but may not increase any items so far to cause a deficit without imposinB ta\e\ or

ide;tirying oth;r sources of revenue to cover such deficit. After the Municipal Legislatue

modifres o:nd preliminarily approves the Project, the modified hoject is sent back to the Mayor

for his approval or rejection within 6 days. The Mayor may decr€ase or eliminate any line item

b,rt may not increase or insert any new line item in the budgets The Mayor may also veto the

budget; in their entirety and retum it to the Municipal Legislature with his objections lf the

Maylr rejects the hoject, the Municipal Legislature will have up to 8 days to adopt or reject the

,"ao.."ndutio* o. oblections of the Mayor. The approved Project is sent again to the Mayor'

which then would have 3 days to sign and approve it.

If the budgets are not adopted prior to the end of the deadlines referred to above' the annual

budgets foi the preceding fiscal year, as approved by the Legklature and the Mayor, are

autoinatically reniwed for the ensuing fiscal year until the Municipal Legislature and the Mayor
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approve new budgets. This permits the Municipality to continue making payments for its
operations and other purposes until the new budgets are approved.

The annual budgets may be updated for any estimate revisions as well as year-end encumbrances
and may include any additional information requested by the Municipal Legislalure. The Mayor
may request subsequent amendments to the approved budgets, which are subject to the approval
of the Municipal Legislature.

The Municipality's Department of Finance and Budgel has the rcsponsibility to enslre that
budgetary spending control is maintained. For day-to-day management control. expenditures
plus encumbrances may not exceed budgeted amormts at the expenditure-type level ofeach cost
center (activity within a pro$am within a fund). The Mayor may transfer unencumbered
appropriations within progmms within funds. The Municipal Legislature may transfer amounts

among programs within and among funds.

The legal ievel of budgetary control (i.e., the level at which expenditures may not iegally exceed

appropriation) is at the functions/program level (geneml govemment, urban and economic
developmen! public safety, health and sanitatiorl culture, recreation and education, and public
housing and welfare) within a fund.

Under the laws and regulations of the Commonwealth, the appropriations made for any fiscal
year shall not exceed the total revenue, including available surplus, estimated for said fiscal year

unless the imposition oftaxes suffcientto cover said appropriations is provided.

Budeetarv Accoutrtitrg

The Municipality's armual budgets are prepared under the budgetary (statutory) basis of
accounting, which is not in accordance with GAAP.

Under the budgetary basis ofaccounling revenue is generally recognized when cash is received.

Short{erm and long-term borrowings may be used to finance budgetary excess ofexpenditures

The Municipality uses encumbmnce accounting to recod the full amount of purchase orders,

conlracts and other commitments of appropriated resources as deductions from the approprialion
pdor to actual expenditure. In the govemmental flmds, encumbrance accounting is a siSnificant

aspect of budgetary control. Accordingly, expenditures are generally recorded when the related

expendi!.re is incurred or encumbered- Available appropriations and encumbrances are

established to lapse one year afler the end of the fiscal year. Amounts required to settle claims

and judgments against the Municipality, and certain other Iiabilities, are not recogn;zed until they

are encumbered or otherwise processed for palmenl. Unencumbered approprialions and

encumbrances lapse at year-end. Other appropdations, mainly capital projects appropriations,

are continuing accounts for which the Municipal Legislature has authorized that an unspent

balance fiom the prior year tc carried forward and made available for current spending.

The accompanying budgetary comparison schedule provides information about the general fund's

original budget, the amendments made to such budget, and the actual geneml fund's rcsults of
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operations under the budgetary basis of accounting for the fiscal year ended June 30, 2012.
Further details ofthe Municipality's budgetary control at the legal level may be obtained from the
Budgetary Liquidation Repo( for the fiscal year ended Jun€ 30, 2012. Copies ofthat report may
be obtained by writingto the Municipality's Director of Finance and Budget.

Accounling principles applied for purposes of developing data on a budgetary basis differ
significantly from those used to present the govemmental fund financial statements in conformity
with GAAP. Accordingly, the accompanying budgetary comparison schedule is accompanied by
a reconciliation ofthe differenc€s between the budgetary basis and GAAP actual amounts.

The Municipality does not legally adopt budgets for the state legislative joint resolutions capilal
fund. The financial resources received by these funds are not s\rbject to budgeting by the
Municipality since the resources received each year from the respective grantors varies from year
to year, and the respective amounts are gmnted at their discretion.

g) Unrestricted and Restricted Deposits

The Muriicipality's deposits are composed of cash on hand, demand deposits and cash

equivalents in: (1) commercial banks, (2) the Govemment Developmenl Bank for Puerto fuco
(GDB), a govemmental bank and a major component unit of the Commonwealth, who is

statutorily designated as fiscal aBent of the Municipality, and (3) lhe Municipal Revenue

Collection Center (CRIM, by its Spanish acronyms), a govemnental entity responsible for the
imposition and collection ofproperty taxes on behalfofall municipalities of Puerto Rico.

The Municipality follo\rs the practice ofpooling cash. The balance in the pooled cash accomt is

available to meet current operating requirements. Under the laws and regulations of the
CommonwealtlL public funds deposited by the Municipality in commercial banks must be fully
collateralized for the amounts deposited in excess of the federal depository insurance generally

provided by the Federal Deposits lnsurance Corporation (FDIC). All securities pledged as

collateral are held by agents desiSnated by the Secretary ofthe Treasury ofthe Commonwealth,

but not in the Municipalily's name.

Restricted assets include cash and cash equivalents in commercial bank, GDB and CRIM. These

cash balances are classified as restricted assets since its use is limited for the specified purposes

discussed below, which are established by applicable agreements or required by law

Restricted cash with fiscal agent in the general and debt service funds represent property ta-\

collections which are retained and restricted for the payment of the Municipality's debt service,

as established by law. Restricted cash in fiscal agenl in other govenmental funds consists of
unspent proceeds ofbonds and notes, and the balance of interest and noninterest bearing accounts

which are restricted for: (l) the acquisition, construction or improvement ofmajor capital assets

and the operations of federal and state funded progmms.

This Space Ha\ Beeh Le,lt Blank lrrte tioru l!
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h) U reslricted and Restficled Accounls qnd Noles Receitable

In the accompanying GWFS, receivables consist ofall revenues eamed but not coilected at June

30, 2012. Major receivable balances for the govemmental activities include pmperty ta-l(es

municipal license and interBovernrnental receivables.

Tax receivables in the general fund represent uncollected property ta\es. Restricted tax
receivables in the debt service fund consist of uncollected property taxes, which are restricted for
the payment ofthe Muoicipality's debt sewice, as established by law.

Inter8overnmental receivables are composed of: (1) amounts owed to the Municipality for
reimbursement ofexpenditures incurred pursuant to federal and state funded programs (recorded

in the general fund, special revenue funds and capital prcject funds), and (2) contdbutions in lieu

of ta{es from the Puerto Rico Electric Power Authority, recorded in the general fund

These accounts receivables are stated net of estimated allowances for uncollectible accounts,

which are determined, based upon past collection exFrerience, historical trends, current economic

conditions and lhe periodic aglng of accowts receivable.

Activities among funds that are representative of lendinSfuonowing anangements outstanding at

the end of the fiscal year are referred to as either "due to/liom olher funds" (i.e. the ctment
portion of interfund loans) or "advances to/from other funds" (i.e., the non-current portion of
intedund loans). Al1 other outstanding balanses between lirnds are report€d as "due tolfrom other

funds". Advances beNveen funds, as reponed in the GFFS, are offset by a fund balanc€ reserve

account in applicable governrnental funds to indicate that they are not available for aPpropriation

and are not expendable available financial resources.

Capilal Asses

Capital assets used in govemmental activities include land and land improvements' buildings,

structures and building improvements, machinery and equipment, fumitue and fixtures, licensed

vehicles, construction in progress, and inliastructure. These assets are capitalized and reported in

the accompanying statement ofnei assets. lnfrastructure assets are generally stationary in nature

and include roads, bridges, sireets and sidewalks, drainag€ systems and other similar assets.

The Municipality defines capital assets as assets with an individual cost of $25 or more at the

date ofacquisition or construction, and wilh useful lives extending beyond one year. AII assets

with ifttividual cosls under $25 or with useful lives not exceeding one year, are charged directly

to expense in the accompanying statement of activities. In the govemmental funds, all capital

assets are recorded as expenditures.

ln the statement of net assets, all capital assets are recorded al cost or estimated historical cost if
actual cost was unavailable, except for donated capital assets, which are recorded at their

estimated fair value at the date ofdonalion.

i8
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Major outlays for capital assets and improvements are capitalized in the statement of net assets as
projects are constructed. The costs of normal maintenance and repairs that do not add value to
the asset or materially extend capital asset lives are not capitalized.

Depreciation and amortization expense is recorded only in the govemrnent-wide statement of
activities. However, there is no depreciation or amortization recorded for land and construction-
in-progress. Depreciable capital assets are generally depreciated or amortized over their
estimated useful lives under the straight - line method, except for machinery and equipment held
under capital leases which is depreciated over the shorter ofits estimated useful life or the lease

ierm. The estimated useful lives ofmajor capital asset categories are:

Land imprcvements

Buildings, structures and building improvements

Infiastructure

Licensed vehicles

Fumiture and fixtures

Machinery and equipment, excluding those held under capital leases 3 to 5

Depreciation and amortization expense on capital assets are recorded as direct expenses ofthe
function/progmm specifically identified with th€ asset. Depreciation and amortization of
infrastructure is not allocated to various functions/programs but reported as direct expenses of
lhe urban and economic developmenl function.

j) Deferred Rerenues

The Municipality reports def€rred revenue on its GFFS and GWFS. ln the GFFS, deferred

revenue arises when:

. Poiential aevenu€ does not meet both the "measurable" and "available" criteria for revenue

recognition in the current period. As previously discussed, 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, or;

. The Municipality receives resources before it has a legal claim to them. ln subsequent

periods, when the revenue recognilion criterion is met, the liability for deferred revenue is

removed and revenue is recognized.

Deferred revenues at the governmenFwide level arise only when the Municipality receives

resources b€forc it has a legal claim to them.
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h) Compensaled Absefices

Compensated absences are accounted for undet the provisions ofStatementNo. 16, Accounling

for Compensated Absences, issued by GASB (GASB No. 16). Compensated absences include

paid time off made available to employees in connection with vacatiorl sick leave and

compensatory time. The liability fot compensated absences recorded in the accompanying
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statement ofnet assets is limited to leave that: (1) is attributable to services already rendered on
or before June 30,2012 and (2) is not contingent on a specific event (such as illness) that is
outside the control ofthe Municipality and the employee. The liability for compensated absences
includes salary-related costs, which are directly and incrementally related to the arnount of salar)
paid to the employee (such as employer's share of social security taxes and medicare taxes).

The vacation policy ofthe Municipality is established by law and provides for the accumulation
ofregular vacations at a rate of2.5 days per month (30 days per year) per employee. Employees
accwnulate regular sick leave at a rate of 1.5 days p€r month (18 days per year). Employees
accurnulate compensatory time at a rate of 1.5 times the overtime worked. All vacation and sick
Ieave days accumulated by employees in excess of30 days and 90 days, respectively, are paid to
employees each year, ifnot consumed, as required by law. ln the case ofcompensatory time, the
excess of240 hours is paid to employees each year, ifnot consumed.

Upon termination of employment, an employee receives compensation for all accumulated
unpaid regular vacation leave at the current rate. In the case of regular sick leave, if the
employee terminates his or her employment with the Municipality before reaching l0 yeals of
services, sruch regular sick leave is not paid to the employee, ifnot consumed. Upon termination
oi emplolment, an employee does not receive compensation for compensatory time, if not
consumed. After l0 years of services any regular sick leave balance is paid to the employee.
Accumulated vacation time is firlly vesled to the employee at any time.

The liability for compensated absences is reported in the statement ofnet assets. A liability for
compensated absences is reported in the GFFS only ifthey have mature4 for eMmple, as a result

of employee resignations and retirements.

Long-lerm Deb,

The long-term liabilities reported in the accompanying statements of net assets include the

Municipality's bonds, notes, obligation under capital leases, compensated absences and legal

claims andjudgments.

All long-term debt to be repaid from govemmental resources is reported as liabilities in the

accompanying statemenl ofnet assets. Principal and interest payments on bonds due in July I of
the following fiscal year are recorded as fund liabilities in the GFFS when resources are available

in the debt service fund (generally at June 30). In the GFFS, the face amount of debt issued is

reported as other financing sources when issued.

Accoun ing for Perrsion Cosls

For the purpose of applying ihe requirements of GASB Statement No. 27, Accounting for
Pensions by State and Local Government Employers (GASB No. 27), the Commonwealth of
Puerto Rico is considered to be the sponsor of the Employees' Retircment System of the

Covemment ofPuerto Rico and Its Instrumentalities (ERS) and System 2000, the two retirement

systems in which the employees ofthe Municipality participate. Accordingly, the Municipality is
considered a participant and not a sponsor of these retirement systems since the majority of the

participants in the aforementioned pension trust flmds are part ofthe financial reporting entity of
the Commonwealth. Accordingly, no portion ofthe net pension obligation (NPO) related to ERS
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has been allocated to the Municipality in the accompanying basic financial statements. The basic
financial statements of the Commonwealth account for the total amount of the net pension

obligation ofERS, including any amount that may be allocated to the Municipality.

According to GASB No. 27, the Municipality accounts for pension costs ftom the standpoint ofa
participan in a multiple-employer cosFsharing plan. Accordingly, pension costs recognized in
the accompanying basic financial statements are equal !o the statutorily required contributions,
with a liability recorded for any unpaid required contributions.

) Ri$* Management

The Municipality carries commercial insurance covering casualty, theft, tort claims and other
losses- Insurance policies are negotialed by the Puerto Rico Treasury Department (1he Treasuy
Department) on behalf of all municipalities of Puerto Rico. The Treasury Department pays the
insumnce premiums on behalf of the Municipality and lhen is reimbursed each year through
monthly equal payments deducted from the Mtmicipality's grcss property tax collections made

by CRIM.

The Municipality carries insurance covemge for death and bodily injuries caused by automobile
accidents. Th;s insurance is obtained thmugh lhe Automobile Accidents Compensation
Administration ("ACAA", by its Spanish acronym), a discretely component unit of the

Commonwealth. This insumnce is compulsory for all licensed vehicles used on public roads and

highways in Puerto Rico. The annual premium is $35 per licensed motor vehicle, which is paid

directly to ACAA.

The Municipality obtains workers' compensation insurance coverage tkough the State Insurance

Fund Corporation ("FSE" by its Spanish acronym), a component unit of the Commonwealth
This insurance covers workerc against injuries, disability or dealh because of work or
employment-related accidents, or because of illness suffe.ed as a consequence of their
employment. Workers' compensation imumnce premiums are also paid through monthly
deductions made by CRIM ilom the Municipality's gmss property tax collections.

The Municipality obtains unemployment compensation, non-occupational disability, and drivers'
insurance coverage for its employees through various insumnce programs administered by the

Commonwealth's Department of Labor and Human Resources (DOL). These insurance

progmms cover workers against unemployment and provide supplementary ins$ance coverage

for temporary disability, or death because of work or employment_related accidents or because of
illness suffered as a consequence of their employment. Unemployment compensation, non_

occupational disability and drivers' insurance premiums are paid directly to DOL on a quarterly

basis.

The Municipality also obtains medical insumnce coverage for its employees. The c rlent

insurance policies have not been cancelled or terminated at June 30, 2012. ln the past ttree
years, the Municipality has not settled claims that exceeded insurance coverage.
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o) Fand Boldnces

On July l, 2010, the Municipality adopted the provisions of GASB Statement No. 54, lo?rrd
Bdlance Reporting atul Golernmentol F nd Type Delinitions No. 51 (CA1B No. 54). CASB No.
54, which enhanced the usefulness of fund balance information by providing clearer fund balance
classifications that can be more consistently applied. Also, this statement establishes fund balance
classifications that comprise a hierarchy upon use of the resources reported in govemmental

tunds.

Pursuant 1() the provisions of GASB No. 54, the accompanying GFFS report fund balance
amounts thal are considered restricted, committed, assigned, and unassigne4 based on the relative
strength of constraints that control how specific anounts can be spent. The Municipality has

recorded th€ followingtypes of fund balance classifications in the governmental funds:

Xesrricrsd - Represent resources that can be spent only for the specific purposes stipulated by
constitutional provisions, extemal resource providers (extemally imposed by creditor or

$antors), or tlrough enabling legislation (that is, legislation that creates a new revenue
source and restricts its use). Effectively, restrictions may be changed or lilted only with the
consenl of rcsource providers.

Committed Reptesenl resources used for specific purposes, imposed by formal action ofthe
Municipal's highest level ofdecision making aulhority and can only be changed by a similar
action of said competent authority.

,4$igrred - Represent resources intended to be used by the Municipality for specific purposes

but do not meet the criteria to be classified as restricted or committed (genemlly executive
orders approved by the Mayor). Intent can be expressed by the Municipal Legislature, the
Mayor or by an oficial or body to which lhe Municipal Legislature delegates authority in

conformity with the La$ No. 8l of August 30, 1991, as amended, known as Aulonomo s
Municipalities Act ofthe Commonvealth ofPuelro Rrco (Act No. 8l). In govemmental funds

other than the geneml fund, assigned fund balance r€presents the remaining amount that is not
restricted or committed.

. Il assigned - Represent the residual classification for the Municipality's general fund and

includes all spendable amounls not contained in the other classifications. In other funds, the

unassigned classification is used only to report a deficil balance resulting ftom overspending

for specific purposes for which amounts had been restricted, committed, or assigned.

Negatrve fund balance amounts zlre assigned amounts reduced to the amolmt that will raise

the fund balance to zero. Consequently, negative residual amounts is restricted, committed

and assigned fund balance classifications have been reclassified to unassigned fund balances.

The Municipatity reports resources constrained 1o stabilization as a specified purpose (reslricied

or committed fund balance in the general firnd) only if: (1) such resources meet the othel crileria
for those classifications, as described above and (2) the circumstances or conditions that signal

the need for stabilization are identified in sufficient detail and are not exp€cted to occur routinely.
However, the Municipality has not entered into any stabilizalion_like arrangements, nor has set
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p)

aside material financial resources for emergencies and has not established formal minimum firnd
balance amounts as of and for the fiscal year ended June 30, 2012.

When an expenditure is incurred for purposes for which amounts are available in multiple fund
balance classifications, the Municipality uses restricted resources first, and then unrestricted
resources. Within unrestricted resources, the Municipality Senerally spends committed resources

first, followed by assigned resources, and then unassigned resources.

Inlerlund Activilies

The Municipality has the following lypes of reciprocal and non-reciprocal inter-fund activities
recorded among govemmental funds in the accompanying GFFS:

. Into-fa d loans - Reprcsent resources (assels) provided by one govemmental fund to other
govemmental fund with a requirement and commionent for repayment (reimbursement),

which are recoded as "due from' in the lender govemmental fund and '/ e ro" in the
borrower govern nental fund. For amounts not exp€cted to b€ collected, inter-fund

receivables/payables are reduced to their estimated realizable (settlement) value, and the

ponioh ofthe inter-fund loan that is not expected to be repaid is reported as a "tansibr-in"
from the govemmental flmd that provided the loan.

. I ter-fund tronsfe$ (tra sJers-i /(ottt)) -Represent flows ofassets (permanent reallocation

of financial resources among governmental funds) wilhout equivalent flows of assets in

retum and without a requirement for repayment. Transfem are reported 
^s 

othel rt an.ing
aser " in the govemmental fund making transfefi and as 'other fnanci g sources" in the

govemmental fund receiving transfers.

. Inter-fund reimbursemcnts Represent repayments (reimbursements) from the

governmental fund responsible for particular expenditures or expenses to the govemmental

fund that initially paid for them.

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

Use of Estinares

The preparation of the accompanying basic financial statemenls in conformity with GAAP

requires management to make significant estimates and assumptions that affect the reported

amounts ofassets and liabilities and the disclosure of contingent assets and liabilities at the date

of the basic financial slatements, and the reported amounts of revenue and expenses during the

reporting period. Actual results could differ fiom those estimates.

Future Adoption ofAccounting Pronou cenEnls

The GASB has issued the following standards that have effective dates aiier June 30, 2012:

. GASB Statemenr No. 60, Accornting a d Financial Reporting for Senice Co rcssion

Anangemmt\ (GASB No. 60). The objective of this Statement is to improve financial

reporting by addressing issues related to service concession lmangements (SCAs), which are a

type of public-private or public-public pannership. This Statement is effeclive for periods

beginning after December 15, 2011.

q)

n
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GASB Statement No. 61, me Financial Reporting Entiry: Om ibus--an amendment ofGASB
Statements No. 11 and No- 31(GASBNo. 61). The objective ofthis Statement is to improve
financial reporting for a governmental financial repofting entity. The requirements of
Statement No. 14, The Financial Reporting Entir,, ard the related financial reporting
rcquirements of Statement No. 34, Earrc Finoncial Sutements and Managemenl's
Discussion an.l Analysis fot State and Local Got'e rn erlt, were arnended to better meet user

needs and to address rcporting entity issues that have arisen since the issuance of those

Statements. This Stalement is effective for periods begirming after June 15, 2012.

GASB Statement No. 62, Lodifuation of Accounting and Financial RePorting Guidance

Contaircd in Pre-November 3A, 1989 FASB and IACPA Pronouncemer?rs. The objective of
this Statement is to incorporate into the GASB'S authoritative literatue certain accounting and

financial reporting guidance that is included in the following pronouncements issued on or
before November 30, | 989, wich does not conflict with or contradict GASB pronouncements;

l) Financial Accounting Standard Board (FASB) Statements and interprelations, 2)

Accounting Principles Board Opinions, 3) Accounting Research Bulletins of the American

Institute ofcertified Public Accountants' (AICPA) Commiftee on Accounting Procedure. This
Statement is effective for periods beginning after December 15, 201l.

CASB Statem€nt No. 63, Financial Reporting of Deferred OutJlows of Resources, Deferretl
Inflows of Resources, and Net Positic'n, which establishes guidance for reporting deferred

outflolis of resources. deferred inflows of resources, and net position in a statemenl of
financial position. The provisions ofthis Stat€ment are effective for financial statements for
periods beginning alter December I 5, 20 1 I .

CASB Statement No. 65, Previously Reported as Assets and Liabilities
The objective of this Slatement establishes accounting and financial reporting standards that

reclassiry, as deferred outflows ofresources or deferred inflows ofresources, c€rtain items Thal

were previously reported as assets and liabilities and recognizes, as outflows of resources or

inflows of resources, certain items ihat were previously reported as assets and liabililies The

provisions ofthis Statement are effective for financial statements lor periods beginning after

December 15,2012.

GASB Statement No. 66, Technical Coffeclions-2112-dn anendnenl ofGASB Stalements No.

t0 and No 62 (lssued 03/12).The objective of this Statement isto improve accounting and

financial reporting for a govemrnental financial reponing enlity by resolving conflicting
guidance that resulted from the issuance of two pronouncements, Stalements No. 54, Fad
Bahnce Reporting arul Governmental FwIl Type Defnitions, and No. 62, Codification of
Accounting and Fi ancial Reporting Guidance Contained in Pre-Novenber 30, 1989 FASB

and ACP) Pronomcemenrs. The provisions of this Statement are eflective for financial

statements for p€riods beginning after December 15, 2012

GASB Statement No. 67, Financial Repo ing fol Pension Plah\ an amendment of GASB

Statement Na. 25 (ksued 06/12). The objective of this Statement is to improve financial

repoting by stale and Iocal govemmental pension plans. This Statement results flom a

compreh;nsive review of the effectiveness of existing standards of accounting and financial

reponing for pensions with regard to providing decision-useful information, supporting
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assessments of accountability and interperiod equity, and creating additional transparency.
This Statement replaces the requirements of Statements No. 25, Financial Reporting lbr
Defined B.\eft Pension Plans ond Note Disclosures for Definerl Contrib tion Pla s, and No.
50, Pension Disclosures, as they relate to pension plans that are administered through trusts or
equivalent armngements (hereafter jointly referred to as lrusts) that meet certain criteria. The

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

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

. GASB Statement No. 68 Accounting and Financial Reporti gfor Pensions an amendment of
GASB Statement No- 27 qssue.l 06/12). Ttf. pimary objective ofthis Statement is to improve
accounting and financial reporting by state and local govemrnents for pensions. It also

improves information provided by state and local govemmental employers about financial
support for pensions that is Fovided by other entities. This Statement results from a

comprehensive review of the effectiveness of existing standards of accounting and financial

reporting for pensions with regard to providing decision-useful informatiorl supponing

assessrrents of accountability and interperiod equity, and creating additional transparency.

This Statement is effective for fiscal years beginning after June | 5, 2014.

. GASB StatementNo.69 Government Combinations and Disposals ofcovemment Operations

lssued 01/13) This Slabment establishes accounting and financial repodng standards related

to govemment combinations and disposals of govemment operations. As used in this

Statement, the term Sovemment combinations includes a variety of transactions referred to as

mergers, acquisitions, and transfers of operations. The requiremmts of this Statement are

effect;ve for govemment combinatiom and disposals of govemment operations occurring in

financial reponing periods beginning after December 15, 2013, and should be applied on a
prosPct;ve basis.

The impact ofthese slatements on the Municipality's basic financial statements has not yet been

determined.

2. DEPOSITS

The Municipality maintains its deposits of cash in various commercial bank located in Puerto Rico,

GDB and CRIM. Proceeds from all bonds and the funds rclated to certain federal grant awards are

required by law to be held with GDB.

On July I, 2004, the Municipality adopted the provisions ofGASB Stalement No. 40 (GASB No 40),

Deposit a d Investment Risk Disclosure, an Amendment lo GASB Stalement No. J This statement

requires that state and local govemments disclose essential risk information aboul deposits and

in;estments. The disclosure requiremenls cover four main areas: (1) credit rislq (2) interest rate risk,

(3) custodial credit risk, (4) foreiSn exchange exposure.

. Credit risk This is the risk that an issuer or other counterparty to an investment will not

firlfrll is obligations. In compliance with the Iaws and regulations ofthe Commonwealth, the

Municipality has adopted, as its custodial credit risk policy, rhe Statement of Investme l
Guidetines for the Goremment of the Common\eealth of Puerto Rico' Accordingly, the
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Municipality is only allowed 1o invest its obligations of the Commonwealth, obligations of
the United States ofAmerica, certificates ofdeposit, commercial paper' bankers' acceptances

or in pools ofobligations ofthe Municipalities of Puerto Rico, which are managed by GDB'

Acco;ding to the ilorementioned investment guidelines, the Municipality is not allowed to

invest in irarketable securities or any other type ofinvestments for which credit risk exposure

may be significant. Therefore, the Municipality's management has concludedlhat the credit

risk relatei to any possible loss related to defaults by commercial banks on the Municipality's

deposits is considered low at June 30, 2012.

I!EI9S!-!!le-d$ - This is the risk that changes in interest rates of debt in'"estments will

ilre.."ty uff.ct tt" fair value of an investment. The Municipality manages i1s exposure to

declines in fair values by: (l) not including debt investments in its investments portfolio at

June 30, 2012, (2) limiting the weiShted average malurity of its investments to periods of
three months or less and (3) keeping most of its banks deposits in interest bearing accounts

generating interesl at prevailin market rates. At June 30, 2012, the interest rate risk

issocieted with the Municipality's cash and cash equivalent is considered low'

Custodial credil risk - ln the case of deposits, this is the risk that in the event of a bank

Eii-*., tt" v*i.ipaity's deposits may not be recovered Pursuant to lhe statement of
Invnment G i.lelines for the Govemment of lhe Comrnonv'ealth of Puetlo Rrco, the balances

deposited in commeriial banks by the Municipality are insured by th€ Federal Deposit

lnsurance Corpomtion (FDIC), generally up to a miLrdmum oi $250,000 per depositor- In

addition, pubiic funds deposited in commercial banks by the Municipality are fully

collateraliied for the amounts deposited in excess ofthe federal depository insura'ce All

securities pledged as collateml arc held in the Municipalily's name by the agents of the

Common*lealti's Secretary of Treasury. Deposits ofCDB, amountinB to $9 i74 055 at June

30, 2012, are uninsured arld uncollateralized. However, no losses related ro defaulB by GDB

on'deposit transactions have been incuned by lhe Municipalit) $'ough June ;0'.2012' It is

manaiement's policy to only maintain deposits in banks amliated to FDIC to minimize the

.rstoiia 
"reali 

.irk, 
"t""pt 

for GDB. Therefore, the Municipality's management has

concluded that at JLrne 30, iol2, the custodial credit dsk associated with the Municipality's

cash and cash equivalents is comidered low.

For€isn exchanse risk - This is the risk that changes in exchange rates will adversely affect

t#-ffi;;G ,*ttment or a deposit. According to the aforementioned invesiment

euia.iin".. uOopr"a by lhe Municipalitl. lhe Municipalil] i) prevenled lrom investing in

ior.ign ...rriti"t or. un1 other lypes of investments for which foreign exchange risk exposure

mav ie sisrificant. Accordingu, management has concluded that the foreign exchange risk

retated to ihe Municipalil) , deposils is considered lotr al lune l0' 2012'

This Space Has Been LeIt Blank lhtenliofiall!
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The Municipality's bank balance of deposiB with financial institutions is categorized to provide an

indication of the level of collalerul risk assumed by the Municipality at June 30, 2012 Risk
categories are described as follows:

furd fe&nl gnnl!

j,510,534 t r5,r91,305

Csh in CDB o CtuM, 6 lis.al oerts 16.153 r,31J.i60 1i.000 9.ir16jj

3. MUNICIPAL LICENSE TAXES

The Municipality is authorized by Law No. 81 to impose and collect municipal license ta\es on all

trade or business activities opemted by any natural or legal pe6on within the territorial area of
Pefluelas. This is a self-assessed tax generally based on the business volume measued by gross

sales. The Municipality establishes the applicable tax mtes. At June 30,2012, the municipal ta,'(

mles imposed by the Municipality werc 1.50% for financing institlltions and 0.40% for other twes of
tarpayeis. Any ta-xpayeN that have been granted with partial tzx exemptions under any of the

inc;ndve tax laws of the Commonwealth ultimately pay municipal license ta\es at reduced tax rates,

generally be$een 60oZ and 90o% under standard mtes.

Each taxpayer must asses his/her corresponding municipal license ta-r by declaring his'4rer volume of
business through a tax retum to be filed every April 15 based on the actual volume of business

generaled in lhe precedinB calendar )ear'

Taxpayers with a sales volume of$3 million or morc must include audited financial slat€ments with

theii tax retums. The tax can be paid by the taxpayer in two equal installments due on July 15 and

January 15, subsequent to the filing ofthe declaration.

The first installment ofthe tax covers the six_month period ended December 3l' subsequent to the

filing date of the declamtion, while the second installment of the tax covers the six-month period

endJd June 30 ofthe subsequent calendar year. Ifa taxpayer elects to pay the tax in full on the filing

date ofthe declaration (generally April 15), a 5% discount is granted automatically on the total tax

amount due-

Any mmicipal license taxes collected in advance (that is, pertaining to a futue period) are recoided

as defer.ed ievenues. Deferred municipal license tax revenues recorded in the accompanying GWFS

andGFFSamountedto$5,3lT,g36atJune30,20l2,whichrepresentsmunicipallicensescollectedin
advance for the taxable yeat m12-2013.

s 9.9rdr23 .16r)-$1 6.133.637 3,37s,560 r],901.s31 S 1r.s69,.160

This Spou Has Been Lef Blank I lentiona !
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4. PROPERTY TAXES

The Municipality is authorized by Law No. gl to impose and collect personal and real property t4xes.
Under the laws and regulatioits ofthe Commonwealth, personal property taxes can be imposei to any
natural or legal person that at January I ofeach year is engaged in trade or business and is the owner
ofpersonal property used in tmde or business.

Personal property taxes are self-assessed by taxpayers every year generally using the book value of
personal property assets owned by the 1axpayer at January I (assissmeni datey and reporting such
taxable value thrcugh a personal propefly tax retum fil€d on May 15 subsequent to the assessment
date. The total personal property ta\ rate in force at June 30,20i2 was 6.33% (ofwhich taxpayers
pay 6.130/o and 0.20% is reimbursed by the Department of Treasury). Real propeny taxes are
assessed by CRIM. The assessment on real property is made every January i and is based on
estimated current values of the property deflated to 1957 market prices. The ;al .eal property tax
rate in force at June 30,2012 was 8.33% (ofwhich 8.13% i5 paid by taxpayers and 0.20% iJalso
reimbursed by the Department ofTreasury).

Residential real property occupied by its owner is exempt by law liom property taxes on the first
$15,000 ofthe assessed value (at 1957 market prices). For such exempt amounts, the Department of
Treasury assumes payme ofthe basic tax (4% and 60% for personal and real propert),, respectively)
to the Municipality, excepr for property assessed of less rhan $3,500 (at 1957 market p;icer, f;;
which no palatrent is made.

CRIM is responsible for the billing and collections of real and personal property ta\es on behalfof
the Municipality. Prior to the beginning of each fiscal year, CRIM informs the Municipality ofthe
estimated amount of property tax expected to be collected for the ensuing fiscal year. Throughout
the year, CRIM advances funds ro the Municipaliry based on the inirial esrimated collections. CRIM
is required by law to prepare a settleme.t statement on a fiscal year basis, wbereby a comparison is
made between the amounts advanced to the Municipality and amounts actually collected from
taxpayers. This settlement has to be completed on a preliminary basis not later than each December
31. IfCRM remits to the Municipality property tax advances, which are less than the property tax
aclually collected, an additional propety tax receivable is recorded at June 30. However, ifadvances
exceed the amorm! actually collected by CRIM, an intergovernmental payable is recorded ar June 30.

Law No. 81 provides for the levy of an annual special tax of I .03% of the assessed value of all real
and personal property not exonerated from taxation. Such special tax is levied and collected by
CRIM. Collections of this special 1ax are remitted to the Commonwealth's deb! service fund for
payment of debt service on general obligations of the Commonweahh.

ln addition, 1.50% ofthe total personal and real property taxes collected by CRIM is restricted for
the Municipality's debt service requirements and is retained by GDB for such purposes.

The Additional Lottery System of the Commonwealth (the 'Additional Lottery") is an operarional
unit reponed as an enterprise fund of the Commonwealth, which currently operates several betting
alternatives to the citizens ofPuerto Rico. The Additional Lottery is required every year to distribule
a portion of its excess ofr€venues over expenses as follows:
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i. Thirty five perceot (35%) of its ner eamings (defined as the excess of revenues over expenses
less an amount eamarked for the Fund foaRent and Home Improvement iuAriay f.og.urn fo.
the.LlwJncome Quarirying Erderry) is earmarked to the municipalities ofrhe commonweata, ofwhich a maximum of $26 milliorl on an annual basis, i; dislributed to the Municipal
Equalizalion Fu.d held by CRIM to cover operating expenses and permanent improvements of
the municipaliries.

ii. An additional amount not exceeding $16 million, on an annual basis, is distnbured to the
M-unicipal Equalizarion Fund, provided it is within rhe 35oZ corresponding to rhe municipalities
ofthe Commonwealth_ When rhe accumulared municipal appropriaiions ftim rhe mtmicip;lities,
Pueflo Rico Health Reform are covered up to June 30, i997, these resources will be assigned to
lhe Herllh In\urance Adminisralion. a componenl unil oflhe Commonrlealth.

5. SALES T{X

On July 4, 2006, rhe Covemor of puerto Rico signed into law the Taxpayer Jusrice Acr (Act
f^"jl]7, ! P 2193). The new law imposes a municipat sales tar at a rare ofl.i% (effective July 1,
2006) and fie Commonwealth sales t&\ at the rate of5.5%, with an effective date ;f November_ l 5
2006. Conversely, the Commonwealth of puerto Rico eliminated the excise tax of 6.6010 on some
impons (taxes on cigarcttes, liquor, and cars are still in effect) and implemented the sales and use tax
("sales tax") system. Accordingly with this law the municipal sales iax is administered at the local
level, and the Commonwealth sales tax is administered through the puerto Rico Treasury Deparhent.
Consequently, separate registration and filing forms are requiied ofretailers.

In fiscal year 2007-2008, the Municipal Legislature of the Municipality of pefluelas approved an
ordinance establishing a citizenship contribution of 1.0% over all businiss or personai tmnsactions
related to sale of goods and-/or services made on the Municipalities boundaries. The resources
collected due to this tax assessment will be used in local activities like improvements in health
services, improvements in the control and management of solid waste diiposal and recycling
pro.grams, 

,public improvements, improvements of public safety, and maintenance of all public
facilities of the Municipality.

Any persor/corporation is required to register with each municipality in which it conducts
commercial transactions and in the Pueno Rjcan Treasury to obtain a Retailer.s Registration
Cenificate, exemption certificates, and tax retums forms. The retailers are.equired to file and send
monthly sales tax retums by the 20th day following the month in which the tax was collected.

Also, on July 29, 2007, the Govemor ofPuerto Rico signed into l_aw an amendment ofAct No. 117.
H-8. 2193 hown as Act No. 80. The mosl significan! amendments were: first. to miform the tax
mte at 7oZ ofwhich the municipalities will collect 1oZ and the puerto Rico Treasury Depanment the
other 6yo, .05oA of the 6% belongs to the municipality and it is distributed through three sepamte
funds: Municipal Development Fund, Municipal Redemption Fund and Municipal Improvements
Fund; secondly the establishment of a Local Commercial Rule and the elimination of source and
nexus rules to imposethe sale and use tax.

These funds are administered by the Governrnent Development Bank for puerto Rico. Finally, the
Law restricts the use ofthe funds by the municipalities to certain specific activities.
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6. INTERGOVf,RI{MENTAL RECEIVABLE AND PAYABLE

Intergovemmental receivables and payables recorded in the accompanying GWFS and GFFS are as

Tor.l Srrr.n.,i

Gov.rtroerrrl ottr.t

Ftrnds

lnt rgoft nnen taI re ce iyab k s:

Pueno R'co Ofice or the Comnisron€r ot
Mdi(ipal  fia'D Commun'n D€\eloDnenr
tslNl Cran6 Proerm

Infraeshcture Imee AtlDin6r{on

Pueio Rico D.panmd otlabor Acr No 52

Pxdo Rrco Adntn6@do. aor Inr.gEl Cde
and Develo pmenl of Ch ildren

Tohl'ntereovsninff lal K.rvabtes

Inte ryo \e m n e, t a I p a| a b 1 e s

Pueno REo Deparment of ljbor

Pudo Rrco Aqucdu.t dd Sewc. Authonly

Tohl'ntergovemienlal palBbl€s

1r.290,252 $1,29A252

$r69,,r0.1

$653216

48,642

160,993

57,912

165J236

43,642

$651.216

18,642

51.912

$ $:169,,t0.1 $920.8.1S

$114,301

r9,025

2,1'16

$rr4,803

19.025

2.316

$314,801

19.025

2.316

$1i6,204 $156:01 $156204

Intergovenmental rcceivables and payables
intergovemmental transactioas.

rcpresent the pending settlements ofthe aforementioned

This Space Hss Been Lefr Bla * Intentiohu y
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7. INTERFUND BALANCES

on J u ly I . 
_200 

1 rhe M u nici pa r iry adopted the provisions of starement No. 38, certain ? inancialltatenent Note. Disclosures, issuell hy the Got,ernmental Accolmting Standards Boaftt. This
statement requires the discrosure of the flow of resources between funds and to assess ihe
collectibiliry of intertund barances. Inrerfund balances atJune 30,2012 consisred ofthe fblowinsi

I 969,288

crpftr pror..t
SpNia! fund-Lsrl.

rcretrue rnnd- Sttr. & Federsl
H.rd Strn Grana!

Nonnrjor sovernmetrr.t lunds

sp..rrr speci.t
tr.tru.lurd - r.rcru. fund.
Loc,I& Shr. Oth.rSr.r.

555.496 29,15t 3 r5.801

This SpaR Hos R??n LeIt Blonl\ lnt"ntionolll.

,r55.496

At June 30,2012 all amounts due to among funds are considered collectible by the Municipality,s
management.

The principal puposes of inter-firnd receivables and payables are to recognize in the outstanding
balance ofthe loans granted, the effect ofthe practice ofpooling cash in the current accormt, and to
temporarily cover the payroll and other operating costs of several federally, and local and state funded
prograrms.

The principal purposes of inter-fund Eansfers are to make a routinary transfer of resources from the
general fund to the debt se ice fund to cover the principal and inrerest pay.ent on certain bond.
These debi service payments were made on January and July 2012.

Inter-fund receivables and payables represent the pending settlements ofthe aforementioned transfers
at June 30, 2012.
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8. CAPITAL ASSETS

Capital asset activity for the year ended June 30, 2012, was as follows:

Depreciation and amortization of capital assets was charged to ftmctions/activities in the
accompanying govemment-wide statement of activities as follows:

.t Addirion,
_Jur.l0.20l I rhtrrf.r,tr rour) Jutr.l0,!0t2CI)ST BASIS:

Co$ b€sis of apnal asrq no1 s'rbj.cr
to &pre.iar io. .nd,modiDr 6n:

Constarrcn in prog.rs
Toral cost bosis of captral eB, nor

srbjed to &pEcialion &dmonialion

Con tasisorc.p al eti sub.cr to
&prera.to. rnd moltia.io.:

Bdldi.g! irctB.s and building improrco.nts

Lddlnprov.menrs
Lrdedrehicles
M&hin.ry a.d equipn.nl

Toral con h6sis of c.pnal ass s$j.cr
.o depreciar ion and amon an ion
Totd co{ bas6 of capibl asls

7.e04.;s3
- $ 659.123

(4,O34.967) 7.90,1.933

(.1,034.967) 3.564.106

612.7!A 22,233.973
3.412,229 t7.134.433

- 223,502

1.441,526

2t,621.215

2,30r,136

-i--iii 6?rrs
34r,393 4,03.r.967

$-;r la.6?r-

Jnn.30.201r R.cl,ssifi.,rions Jutr. t0,2012

D.pr..irrion.nd

ACCLIMULATED D[PRECIATION AND AMORTIZATION:
Buldings. nrdres and buirdine inprovemenrs (5.463,13?)

o.472.43',1)

Toralrccm'l]aredd€piecrario.andmonizrk (16,965.022)

Mach,nery andequ'pn.nr

i7r2.333)

(219.372) (2.125,964)
(r3.372,3et)

CAPITALASSETS. NET

The depreciation expe.* 6 ddail€d a follow
Crneml governmenr

H.ahh sd efre
cutu. rec..alon and ed*ation
Conndny dev€lopmenr

Toral depreciat 
'on 

andamoniz.ion apens
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9. EMPLOYEES RETIREMENT SYSTEM

a) Plan Description

The Municipality's employees participate in the Employees, Retirement System of the
Govemment of Pueno Rico and its lnstrumentalities (ERS), a cost-sharing multi-employer (as
related to the Municipality's repodng entity) defined pension plan established by the
Commonwealth. Substantiaily all full-time employees of the Commonwealth and substantially
all municipalilies are covered by ERS under the terms ofPublic Act No. 447 of May I5, I951, as
amended (Act No. 447). All regular and temporary employees ofthe Municipality become plan
membes ofERS at the date ofemplo),rnent, while it is optional for oflicers appointed.

MIINICIPALITY OF PENUELAS
COMMONWEALTH OF PUERTO RICO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED ruNE ]0. 2OI2

ERS members, other than those joining it after March il, 1990, are eligible for rhe benefits
described below:

. Relirernefi Arr uily

ERS nEmbers are eligible fora retirement annuity upon reaching the following age:

Policemen and firemen:
50 with 25 years ofcredited service
58 with l0 years ofcredited service

Other employees:
55 wilh 25 years ofcredited service
58 wilh l0 years ofcredited service

ERS members are eligible for monthly benefit payments determined by the application ofthe
stipulaled benefit ratios to the member's average compensation. Average compensation is
computed based on the highest 36 months ofcompensation rccognized by ERS. The annuity,
for which a member is eligibJe, is limited to a minimum ofg300 per month and a maximum
of75 percent ofthe average compensation.

. Merit Annuiry

ERS nrembers are eligible for merit annuity with a minimurn of30 yeals or more of credited
service. The annuity for which the plan member is eligible is limited to a minimum of65
percent and a maximum of75 percent ofthe average compensation.

. Deferrud Relirerne tA rruiy

A pafticipating employee who ceases to be an employee of the Municipality after having
accumulated a minimum of ten years of credited service qualifies for retirement benefts
provided his,4,e. contrjbutions arc left in ERS until reaching 58 years ofage.
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NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
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. Coordihoted Plot,

On the coordinated plan, by the time the employee reaches 65 years old and b€gins to receive
social security benefts, the pension benefits are reduced by the following:

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

(b) $ I I 0 per month, if retired wirh less than 55 years of age and 30 years of credited
service,

(c) All other between $82 and 9100 per month.

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

. Non-CoordinatedPlari

On the non-coordinated plan the participating employee and does not have any change on the
pension benefits upon receiving social security benefits.

. Rewrsiorrary AnnuiE

An ERS member, upon retirement, could elect to receive a reduced retirement armuity giving
one or more benefit payments to his/her dependents. The life annuity payments would stan
after the death of the retiree for an amount not less than $240 per year or greater than the
annuity payments being received by the retiree.

. Occupational Dkability Annuily

A participating employee, who as a direct resuh ofthe performance ofhis/her occupation is
totally and permanently disabled, is eligible for a disability annuity of50 percent of the
compensation received at the time ofthe disability.

. Nonoccupatio al Disabilily ArrnuiE

A participating employee, totally and permanently disabled for causes not related to his,/her
occupation and with no less than 10 yeam of credited service, is eligible for an annuity of
1.50 percent ofthe avemge compensation ofthe first 20 years of credited services, increased
by 2 p€rcent for every additional year ofcredited service in excess of20 y€ars.
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NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
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. Deolh Be ertb

Occupational:

(a) SurvMnq soouse - annuig/ equal to 50 percent of the participating employee,s
salary at the date ofthe death.

(b) Childr€n - $10 per month for each child, m;nor or student, up to a maximum
benefil per family of$100.

Nonoccupdional:

B€neliciarv the contributions and interest accumulated as of the date of the dealh plus an
amount equal to the annual compensation at the time ofthe death.

Beneficiary with surviving spouse age 60 or over and a child, l8 or under, up to 30 percent
(60 percent, ifnot covered under Title II ofthe Social Security Act) (increased to 50 percen!
effective January 1, 2005) of retiree's p€nsion or otherwise tbe excess, if any, of the
accumulated contributions at the time of retirement over the total annuitv benefiis received
before death, limited to a minimum of$750.

. Refunds

A participating employee who ceases his/her employment with the Municipality without the
right to a retirement annuity has the righr to a refund ofthe cont ibutions to ERS plus any
interest eamed thereon.

. Cosl of Living Adjuslrfierrtlor Perltion Benefats

Public Act No. l0 ofMay 21, 1992 (Act No. l0) provided for increases of 3 percent every
three or more yea6 of retirement. Act No. 10 requires fur1her Iegislation to grant this
increase every three years subject to the presentation of actuarial studies regarding its costs
and the source of financing. To protect the financial health of ERS, the increase granted
during 2001 and the one granted on January l, 2005 are being financed by the Municipality
and the other participating employers.

To avoid any economic impact on ERS, the employers are responsible for contributing to
ERS the amounts to cover the benefit payments and the employer and employee contributions
with respect to the participants covered until the participants reach the normal retirement age.
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. Amendment to Act No. 117 elfecrive January 1, 2000 to create a Deliled Contibuion

On September 24, 1999, Public Act No. 305, an amendment to Act No. ,147, was enacted to
estabiish a defined contribution plan, known as System 2000, to cover employees joining
ERS on or after lanuary 1, 2000.

Employees that participated in the original plan as ofDecember 31, 1999, had the opportuniry
to elect to either stay in the defined benefit plan or transfer to System 2000. Employees that
joined the Municipality on or after January 1, 2000, were or y allowed to become members
of Syslem 2000.

System 2000 is a hybrid defined contribution plan, also known as a cash balance plan. Under
this new plar! there is a pool ofpian assets, which is invested by the System, together with
those ofthe coslsharing multi-employer defined benefit plan. Neith€r the Commonwealth
nor the Municipality guarantee benefits at retircment age. The annuity is based on a formula
which assumes that each fiscal year the employee's contribution (with a minimum of 8_28
percent ofthe employee's salary up to a maximum of l0 percent) is invested as instrucled by
the employee in an accormt which either: (l) eams a fixed rate based on the two-year
Constant Maturity Treasury Notes, (2) eams a rate equal to 75 percent of the retum of the
ERS' investment portfolio (net of management fees), or (3) earns a combination of both
ahematives. Participants receive periodic account statements similar to those of defined
contribution plans showing their accrued balances. Disability benefits arc not granted under
System 2000, rather arc provided to those participants that voluntarily elect to participate in a
private insurance long-term disability program. The employers' contributions (9.28 percent
of the employee's salary) with respecl to employees under System 2000 will continue and
will be used to fund the cosFsharing muki-employer defined benefit plan.

System 2000 reduced the retirement age from 65 y€ars to 60 for those employees who joined
the curent plan on or after January I , 2000.

Historically, the state govemment of the Commoowealth of Puerto Rico has reported ERS
and System 2000 in its basic financial statements as pension trust funds. Accordingly, the
Commonwealth is currently assum;ng any actuarial deficiency that may exist or arise related
to the Municipality's participating employees because ERS does not allocate to the
Municipality any actuarial deficiencies pertaining to participating municipal employees. The
Municipality is only required by law to make statutory contdbutions at the mtes detailed
below.

. Recenl Antcndmenls lo Acl No.447

The Senate and the House of Representalives of the Commonwealth of Pue(o Rico have the
authority for establishing or amending the contribution requirements of System 2000 by
approving the necessary amendments or laws, subject to the final approval ofthe Govemor of
the Commonwealth of Puerto Rico.
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ln June and July 2003, the Govemor of the Commonwealth signed three public Acts that
provided the following certain benefits to retirees:

(a) lncrease in minimum monthly pension payments to $j00, effecdve January l,
2005.

(b) Triennial3 percent increase in ali pensions, effective January l, 2005.

(c) Increase in widow and/or beneficiaries to 50 percent ofthe benefit received by
the deceased pemioner, effective January I , 2005.

All the benefits grafted will b€ funded thtrough budgetary assigxnents in the Municipality,s
general fund with respect to its retired employees.

The Board of Trustees ofERS approved, effective November 17,2003, an increase in the
amount gmnted on personal loans to participating employees from 93,000 to 95,000.

b) Fanding Policy

The contribution rcquirement to ERS is established by law and is not actuarially determined.
These contributions are as follows:

Municipality and
other employers 9.28 percent ofapplicable palroll
Employees:
Coordination plan: 5.78 percent of gross salary up to $6,600 per year, plus

8.28 percent gross salary in excess of$6,600.
Supplementation 8.28 percent of gross salary. This is the only choice
plan: available to policemerL firemen and mayors

The contribution requirement to System 2000 is also established by law and is not actuarially
determined. These contributions are as follows:

Municipality and
other employers 9.28 percent ofapplicable pa)Toll
Employees: 5.78 percent of gross salary up to $6,600 pe. year,

plus 8.28 percent gross salary in excess of$6,600.
c) Annual Contibtttion

The actuai combined employer and employee contributions to ERS and System 2000 for the
current and past two years, which are equal to the statutory required contributions, are as follows:

Contributions to Reti.ement Pla
Jue30.2012 Jurc i0,201I

La*,147

$2.1t-254 $2r9.8 r0 s209.557 $192.252 $ 213.583 5r 89.109
$211.254 s2t9.810 $209.557 $192_252 s 2.1i.583 $r89.109
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10. LONG-TERM DEBT

The Municipality's Legislature is legally authorized to determine the contracting of debts of the
Municipality. Nevertheless, the laws and regulations ofthe Commonwealth also provide that:

. Direct obligations of rhe Municipality (evidenced principally by bonds and notes) are
backed by the full fairh, credit and taxing power of the Municipality; and

. Direct obligations are not to be issued ifthe amount ofthe principal oi and interest on,
such bonds and notes (and on all such bonds and notes issued therealier) .\,r'hich are
payable in any fiscal year, togelher with any amolmt 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 properry located wilhin the
Municipality plus the balance ofthe ad valorem taxes in the debt service fun4 for bonds
payable to be repaid with the proceeds ofproperty taxes restricted for debt service.

In addition, before any new bonds or notes are issued. the revenues ofthe debt service fund should be
suflcient to cover the projected debt service requirement. At June 30, 2012, the Municipality is in
compliance with the debt limitation requirements. The general long-term debt activity for the year
ended June 30, 2012 was as follows:

en&lndda,citsM6Ets]db

kyrcow@ifud6rcqh6glFr,m

llllrlj1l

a) Bonds Palable

The Municipality issues general and special (public improvements) obligations bonds and notes to
provide for the acquisition and construction ofmajor capital facilities and equipment, as well as, to
cover certain operating needs. Bonds and notes payable at June 30, 2012 is composed of the
following debts:

This Spa.e Has Been Left Blanh Intehtiofiall)]
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Outstandirs
Cenerel and Special Obliqations: Amount
$2,630,000 rent bond sedes of 1999 payable in amual installments ranging
from $ 150,000 to $245,000 through July 2019, interest ranging 5.00/0 to 7.81% $ 1,405,000

$1,760,000 rent bond series of 2000 payable in annual installments mnging
from $45,000 to $130,000 thrcugh July 2026, inte.est ranging 5.00% to 7.0f/o 1,155,000

$1,300,000 rent bond series of 2001 payable in armual installments mnging
ftom $35,000 to $105,000 through July 2027, interest at 5.0Ulo to 8.00% 965,000

$1,070,000 rent bond series of 2001 payable in armual installments ranging
fiom $70,000 to $ I I0,000 through July 2018, interest ranging 5.00% to 8.00% 545,000

$135,000.ent bond series of2002 payable in annual instatlments mnging liom
$5,000 to $ 10,000 drough July 2027, interest ratingat 5.00yo to 7.Ctovr 85,000

$475,000 rent bond series of2002 payable in annual installments mnging from
$20,000 to $45,000 thrcugh July 2022, interest rangng 5.000/. to 7.000/. 320,000

$1,965,000 rent bond series of 2002 payable in armual installments ranging
f.om $55,000to $160,000 through July 2027, interest at 5.00% to 7.00% 1,535,000

$2,085,000 rent bond s€ries of 2002 payable in annual installments mnging
from $65,000 to $165,000 drough July 2026, interest at 5.00% to 7.00% 1,560,000

$1,115,000 rent bond series of 2004 payable in annual installments mnging
fiom $30,000 to $85,000 through July 2028, interest ranging 5.00% to 6.50% 895,000

$1,195,000 general obligations bonds series of 2004 payable in semi annual
installments ranging ol $125,000 to $150,000 thrcugh July 2015, interest
ranging of5.00% 425,000

$1,730,000 general obligations bonds series of 2005 payable in semi annual
installmenis ranging of $45,000 to $120,000 through July 2031, interest of
5.u00/o 1,485,000

$3,021,000 general obligation bonds series of 2005 payable in semi annual
installments ranging of$10,000 to $281,000 through July 2030, interest ranging
of5.00% 2,966,000

$3,685,000 general obligation bonds series 2005 payable in semi annual
installments ranging ftom $100,000 to $ 250,000 through July 2031, interest
ranging of5.00% 3,160,000
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General and Special Oblisations: (continued)

$1,190,000 general obligation bonds series 2006 payable in semi annual
installments ranging liom $30,000 10 $ 105.000 through July 2031, interest
ranging 6.25o/0 to 7 .25o/o

$1,585,000 general obligation note series of 2008 payable in semi annual
installments ranging of$30,000 to $130,000 through July 2033, interest rangi.g
ftom 3 .93Yo to 7 .sYo

$2,000,000 general obligation bond series of 2008 payable in annual
installments ranging of$35,000 to $180,000 through July 2033, interest flom
5 .40o/" to 7 .50o/"

$1,800,000 general obligation bond series of 2009 payable in annual
inslallments ranging of $35,000 to $l50,000 through July 2034, interest ranging
5 .40 to 7 .50Yo

$2,095,000 gene.al obligation bond series of 2011 payable in annual
installments ranging of $25,000 to $175,000 tkoueh July 2036, interest at 60%

to 1.500/0

Outstandins
Amount

1,225,000

1,480,000

1,905,000

1,715,000

2,070.000

990,000

$1,000,000
installments
7.50%

geneml obligation bond sedes of 2011 payable in armual
ranging of $10,000 to $85,m0 through July , interest at 6% to

Total bonds $ 25,886,000

These bonds are payable from the special ad valorem property ta.\ of 1.50% and from the 0.4% of
sales and use ta-xes collected by the Treasury Department on behalf of the Municipality, which are

restricted for debt service and transferred to the Covemment Development Bank for Puerto Rico for
such purposes,

The laws and regulations of the Commonwealth provide that public debt of the Municipatity will
constitute a first claim on the available revenue ofthe Municipality. Public debt includes bonds and
notes payable. The good faith, credit and taxing power ofthe Municipaliiy are irrevocably pledged

for the prompt pa),rnent ofthe principal and interest ofthe bonds and notes payable.

The Municipality levies an annual additional special tax of 1.50% ofthe assessed value of personal

and real property. The proceeds of this additional special tax are deposited in a sinking fund
established al GDB whercby sufncient funds must te set aside to redeem the bonds in minimum
annual or biannual principal and interest payments. The proceeds ofthis special ta,x are recorded in
the debl service fund.
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lnterest rates on serial bonds subject to variable rales are reviewed periodically by GDB and are based
on the fluctuation of GDB'S weighted average rate for its commercial paper program, not to exceed
8%. Under this program, GDB issues commercial paper in the U.S. tax,ble and ta\-exempt markets,
in the Eurodollar market and to corpomtions that have tax exemplion under the Commonwealth's
Industrial Incentives Act and quali8 for benefits provided by the U.S. lntemal Revenue Code Section
936.

Annual debt sewice requirements ofmaturity for bonds payable arc as follows:

June 10, principat Interest

2013

2014
20t 5

20t6
20t7

20t8-2022
2021-2027
2024-2032
2033-2037

s 995,000 s r,630,777 S 2.625.777

1,095,000 1,565.027 2.660.027

r,220.000 t,500.242 2,720.242

I,r 55.000 1329.113 2,584,113

I,r 55.000 1,16t,663 2,516,663

6. t45,000 5,651,64E 11.796,644

7.230,000 3,694,400 10,924,400

5.281,000 t,689,836 6.970,836

180,3?5 t,710,375
s 25,806.000 $ I8,703.0EI $ 44,509,081

1,530.000

b) Noles Payable lo CRIM

Act No. 42 - Act No. 42 of January 26, 2000 was enacted to authorize CRIM to enter into a
financing agreement of up to $200 million, for a term not exceeding 30 years. The financing
agreement aliows for the financing ofa debt that the municipalities of Puerto Rico have with CRIM,
arising ftom the final settlements of prop€rty tax advances versus actMl collections through fiscal
year 2000. The amounts that the municipalities will collect ftom the additional property taxes
resulting from the increases in the subsidy from the Commonwealth to the municipalities are

assigned through this law to repay such loan. The increase in this subsidy was the result ofthe
Public Law No. 238 ofAugust 15, 1999.

This Space Has Been Lell Blan* Intenliona !,
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In addition, on July 1,2002, the Municipal;ty enlered into a repayrnenl agreemenl wilh GDB and
CRIM 1() pay off the remaining $1,236,483 of excess of property tax advances through fiscal year
2000 and 2001. CRIM retains the principal and interesl from the propert) rax adv=ances ofthe
Municipality. The amounts retained by CRIM are remitted to CDB on July I ofeach year through
Julyl,2032. The repayment agreement bears interest at variable mtes determined by GDB. The
outstanding principal balances ofthe note palable to CRIM amounted 51,037,762, al i;ne 30. 2012.
The principal and inlerest maturities are as follows:

Year ending
Jure 30.

2013
2014
2015
2016
2017

20t8-2022
2023-2021
2028-2032

Total

Prinripal

27,363
29,081

10,910
32,852
34,916

2t0.379
285,316
386,943

_!__)-,031162-

$ 63,795
62,075

60.248
58,106
56,242

245,411
170.475

68.845
785.397

$ 9r,158
9t,158
9 t,158
91,158
91,158

455.790
455,791
455,788

_q_1,8r3,t5,

Totil

Finatrcinq of delinque[t prop€rtv tax accounts sold - On July l, 2007, the Municipality entered
into a financing agreement with CRIM in lhe amount of $579,165 for the payment of delinquent
property tax account sold to pdvate investors. The financing agreement in the form ofa line ofcredit
bearing interests at 6.50% during the first 5 yeam, and variable interests 125 points over LIBOR rate
during the next 25 years. At June 30, 2012, the outstanding principal balances amounted to
$463,333. The pdncipal and interest maturities are as follows:

Ycrr ending

2013
2014
20t5
20t6
2017

20ta-2022
2023-2027
2024-2032

Total

Principrl

$ 23.167
23.167
23,161
23.167
23,16',7

I15,831
I15,833
I 15.832

$ 46t,333

$ 28,819
21,318
25,937
24,496
23,055
93.663
57.639
21,611

______t!?,69.1_

$ 5r,986
50,545
49.104
47.663
46,222

209,496
173,4'72
137,446

_$ 765,%4
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tl!4s:- On November 28, 2001, the Mmicipality enrered inro a financing agreement with CRIM for
the pa),rnent ofthe Municipality's share of the cost ofan information management system, acquired
by CRIM on behalf of all municipaliries, for the management of a digital database of raxpayers
p.operties located in Puerto Rico. The face amount of the loan was $235,660 and bears no interesl
The note is payable in monthly installments of $2,633 through November 28, 201 l. This note has an
imputed interesl mte of 5.95%. AtJune 30,2012, the balance ofthis note amounted to $0.

Comperrsated Absences

At June 30, 2012, the ljability for compensated absences is composed as follows:

Dlte witbir Duc after
Om veir qS_.yrq Torrt

Vacations afld sick leave 5343.757 $ 2.113.562 $2.451.3t9
Toral $34t]17 L2.Il_3162 $2-457119

This Space Eos Been Lel Blan* Intentionally
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1I. FUND BALANCE (DET'ICIT)

As ofJune JO, 2012, fu.d balance (deficit) is comprised ofthe followinS:

rtrd

1,071.220

L,S.F

E@nomic developme.l

Ecorcmic developmeni

Totzl lud balances (defic()

16.451
5,82S,8r; 5,828.814

].41).220

232.241
I,tf'l,112

r8,867

8,128

28,603
141

782.i82

lll,l97
90,279
1:],357

4,531.515

u6,?11.8,14

28.608

11.201

--ll!lrl4-

212,247
1,!1',l;132

r8.867
190.987

8.128

-
138515
4l6J9l
29,990

90,219
t],85?

$1.147,291
,l.isl,t;

5 l.b3{ 497 $5.8)8.814

12. COMMITMENTS AND CONTINGENCIES

Litisarions

The Municipality is a defendant in a number of lawsuits arising principally from claims against the

Municipaliti foialleged imprcper actions, and other legal matter that arise in the ordinary course of
the Municipality's activities.

with respect to pending and thrcatened litigation, the Municipality has nol reported liahilities in the

general irnd foi awarded unfavorable judgment because there is not-liabilities with a fixed or

ixpected due date, which will require future available financial resources lor its payment'

It is management's opinion, based on the advice ofthe legal counsel, that the potential claims against

the Municlpality not covered by insurance will not materially affect rhe financial resources for its
payment.

Federdl Paotorns

The municipality participates in a number of federal financial assistance pmgrams' These proglams

are subjecr io a;dii on bihalfthe granton to assure compliance with grant provisions. Ifexpenditures

are disillowed due to noncompliance with grant programs requirements, the Municipality may be

required to reimburse, these c6ts, to the gmntor agency. lt is the Municipality's Management
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opinion, that any amount disallowed by federal agencies, will be immaterial to the financial

statements.

Corfimilflrents

The Municipality has report€d, outstanding encumbrances amounting to $86,509 as assigned fund

balance in the general fund at June 30, 2012. The municipality intends to honor these encumbrances,

which will continue to be liquidated under the curent year's budget during a lapse of period that

extends into the sub6equent fiscal year.

Conslruction Corn iib e,'tt

The Mmicipality has commitments at June 30, 2012 of approximately $5,828,834 for construction,

improvements or renovation of certain capital assets.

E d of Norcs lo Basic Fina cial stalemertls
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(budgetiry linal budget -

Municipal license taxes

Sales and us€ taxes

Construclion excise taYes

lntergovemmental grants and contributions

Interest on deposils

Charses for services

Total revenues

Expenditures and encumbrances:

General govemment

Public safety

Health and welfare

Cullure 3nd .ec.eation

Education

Total expenditures
Revenues over (under)

expenditu.es ed encumbrances

other financi,s sources (uses):

Transfer to other sovemmenlaltunds

Total olher financing sources (uses)

Net increase (decrease)
in fund balance (deficit)

basis) over (u.der)

$ 3,770,062 S 79.599

12,463,138 3,r 84,097

392.844 42,844

285,236 (121,764)

3,288,539 (1,469.t41)

203,478 113,478

43,452 1,952

92,0M 7,04485,000

17,759,335 rE.701.685

Original

$ 1,690,464

8,134,691

350,000

410,000

4,757,680

90,000

.'l,500

4,693,356

7,493.482

1,140,449

I,550,078

2.081,471

343,499

$ 3,690,464

9,2'19,041

150,000

410,000

4,757,680

90,000

41,500

20.538,793 r.835 108

5,065,22r

8,087,913

t.126,639

1,586,078

2,050,145

332.689

4,922,278

7,7t4.3t7

1,121,552

t,533,426

2,028,286

332,564

1t,652,423

2,886,370

(328,665)

(328,665)

__L___?t12,705

142,943

373,596

5,087

52,652

2t,859

t25

17,i04,335 18,248,685 596.262

155,000 455,000 2.13t.370

(4s5,000) (455,000)

(4s5,000) (455,000)

$-

r26,tl5

126,335

2.557,705
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Recotrciliation oI differences:

Sou.ces/infl ows of fi nancial resources:

Actual amounts (budgerary basis) "available for appropriations,,

ftom the budgetary comparison schedule

Differerces - budgetary basis ro GAA?:

Differences in bases ofaccounting:

GAAP adjustrnents to revenues

Total revenues reporGd on the stalement of
revenues, expenditures and chanees in tund balances

$ 20.5tE,793

5ll,0l0

$ 21,027,781

UseYoutfl ows of fi nancial resources:

Actual arnounls (budeetary basis) "total charges ro appropriarions,, from

the budgetary compariso. schedule (including orher financing uses) $ 1 t ,652A23
Entity differences:

Non-budgeted expenditures e3t,g}2\
Total expenditures and other fi.ancing sources reponed on the statement

ofrevenues, exp€nditures and changes in ftnd balances $ t1.42O,SZl

See accompanying notes to financial statements.
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MUNICIPALITY OF PEfIUELAS
COMMONWEALTH OF PUERTO RICO

FINANCIAL DATA SCHEDULE
YEAR ENDED JUNE 30, 2OI2

Balance Sheet

Description
14.871 Housing

Choice Vouchers

lll Cash- Uirestrbted
l13 Cash - Other Restricted

100 Total Cash

128 Frard Recovery

128.1 Allowance for DoubtfulAccortrfs - Frad
120 TotalReceivables, N et ofAllowarres for Doubtful Accouts
150 Total Curent Assets

I 64 Ftlrnih"lre, Equif,nEft & MachirEry - Adminbtration
166 Accunuhted Deprecbtbn
160 Total Capital Assets, Net ofAccunuhted Deprechtbn
1 80 Total NorFcurrent Assefs

190 Tot l Assetr

322 Accrued Conpensated Absences - Curr€m Portion

310 Total Current Liabilities

354 Accrued Compensated Absences - Non Curent
350 TotalNon-Current Liab ities

300 Total Liabilities

508.1 Invested ln CapitalAssets, Net ofReht€d Debt

5 I 1.1 Restricted Net Assets

512.1 Unrestrbted Net Assets

513 Total Equity^let Assets

600 Total Liabilities and Equity^tet Assets

$ 357,005

416,491

1,500

(1,500)

416,491

141,856
(71.992)

69,864

69,864

_$________.4!!J5L

5,286

21,142

69,864
59,487

465,213

_$_______lE6J5s

856l5
856t5
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MUNICIPALITY OF PE]iII JF,I,AS

COMMONWEALTH OF PTIERTO RICO

FINANCL{L DATA SCHEDULE
YEAR ENDED JUNE 30. 2012

Revenu€s aDd Expenses

Description
14,871Housing

Choice Vouchets

70600 Hl,rD PIJA Opemthg cmnts
71400 Fraud Recovery

71500 Other Revenue

72000 lnvestnEnt Incorne - Restrbted

70000 TotalRevenue

9l 100 Adminhtrative Salaries

91500 Enpbyee Benefit cofitr rutbns - Adminbtative
91600 Office E'qenses

91000 Total Opemting - Adminbtrative

96210 Conpensated Abserces

96000 Total OtlEr General Expenses

96900 Total Operating Experees

97000 Excess of Operating Revenue over Operating Etperses

97300 Housing Assbtance Pa,nEnts
97350 HAP Portabfliy- ln
97400 Deprechtion Expense

90000 Total Expenses

10000 Excess (Deficiercy) ofTotal Revenue Over (Under)

11030 Beginniry Equity
I I I 70 Administrative tree l4uity
11180 Housing Assist rce Paymedts [quity
11190 Unit Months Available
11210 Numbe r of Unit Months IJased

I,287,745
10,181

5,064

1,013

1;304,003

120,439

29,168

174,720

2,466

2,466

177 Ja6

1.126,817

1, t3 I,l8l
,15)

14,6,78

1325,597

_$_______3!,5e,ll

186,807

405,726

59,467
2,880

2,616
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MTJNICIPALITY OF PEiII]F,I,AS
COMMONWEALTH OF PUERTO RICO

NOTES TO FINANCIAL DATA SCHEDULE
YEAR ENDED JTNE 30, 2OI2

NOTf, A _ BASIS OF PRESENTATION

The accompanying Financial Data Scheduie (FDS) is a trial balance of the Section 8 Housing Choice
Voucher hogram, administered by the Municipality. The FDS was oeated in order to standarize the
financial information reported by Public Housing Authorities (PHA) to the Real Estate Assessment
Center (REAC), as required by the Uniform Financial Reporting Standards (UFRS). REAC is the US
Depanment of Housing and Urban Development (HUD) nalional manager center created to assess the
condition of HUD owned and assisted properties. The UFRS are rules to implement requirements of
24 CF& Part 5, Subpart H, for the electronic filing offinancial information to HUD.

ln accordance with the guidelines for reporting and attestation requirements ofUFRS, the accompanying
FDS is included as information supplementary to the financial statements. It was prepared using the
accnral basis ofaccounting, as required by REAC regulations.
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MUNICIPALITY OF PEfr UELAS
COMMONWEALTH OF PI]ERTO RICO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
\TAR ENDED JUNE 30,2OI2

CFDA PAss THRoUGH FEDERAL

NUMBER GIANTNUMBER EXPENDITUR-ES

U.S. Deprrtment of Agriculture:

P6vrhrough lhe Commonweal!h ofPueno Rico -
Department of Education:

Child and Adult Car€ Food Program 10.558 CCC-253 $ 282,7t6

U.S. Deparinentof Housingard Urb!d D€velopmcnt:

Pasylhrough rhe Commonwealrh ol Pueno Rico -
Office ofthe Comm issioner of Municipal Affails:

Communiry Development Block Grant Program t 4.22& FC-5 I /AB-5 I 1 .071 ,898

Peiythroutsh the Common$ealh ol Pueno fuco -
Department of the Farnily:

ARRA" Homelessness Prevention and Rapid Re-Housing 14.257 122-2010-000281 169,346
Program

Section 8 Housing Choice Vouche. Program 14-871 N/A 1.287.745

Total U.S. Depanment ofHousing a,rd Urban Development: 2.528.989

FEDERAL GRA\roR / PAss THRoucH
GR^NroR / PRoaLdv oR CrusrER l rrLE

U.S. Department of Energy:

Pass-through the Commonwealth of Pueno Rico -

ARRA- Energy Efliciency and Conservation Block Grant 8 L I 28 00 I I ,A-008 1 I 6,852

U.S. Deparlrnent of Health atrd H nrn Services:

Pa5srhmugi the Common\realrh ofPueno tuco -

Administration for Children and Families:

Head Start Progam 93.600 241-201l-000348 3,715,293

241-20t2-000182

241-20t2-O00149

241-2012-000199
ARRA - Early Head Slart 93.709 241-2010-000157 96,681

Total Head Start Program Clusler: 3,831,974

U.S. Dep{rtneDt of Homeland Security:

Pass-through the Emergency Management Agency ofthe
Commonwealth of Pueno Rico:

Prc-Disare. Mitiaarion Comp€tirive Gmnts 97.017 N/AV 10,254

P6s-throuAh the Covernor's Authorized Representative
Oflice (CAR) olrhe Commonwealrh of Pueno tuco:

Disaster Grants Prlblic Asdstance 97.036 N/AV 272.47'7

Total U.S. Department ofHomeland Secu.iry:

TOTAL EXPENDITURf,S OT fEDERAL AWARDS

282,t31

s 7,043262

See acconpaDyiDg Notes to Schedule ofErpenditures ofFederal Awrrds.

7t



MLI}JICIPALITY OF PENUELAS
COMMONWEALTH OF PUERTO RICO

NOTES TO THE SCMDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED JT'NE 30,2OI2

NOTE I: BASIS OF PRESENTATION

The accompanying schedule of expenditures of federal awards includes the federal $ant activity of the

Municipality of Pefiuelas, Commonwealth of Puerto Rico (the Municipality) for the year ended June 30,

2012. The Mmicipality's reporting entity is disclosed in Note I to the Municipality's basic financial

statements as of and for the fiscal year ended June 30, 2012.

The accompanying schedule ofexpenditures of fed€ral awards is presented on the modifred accrual basis

of accounting.

The information in this schedule is presented in accordance with the requirements ofOMB Circular A-

133, Audits of Stales, Local Govemments, and Non-Profit Organizations. Therefore, some amounts

presented in this schedule may differ fiom amounts presented in, or used in lhe preparation of, the basic

financial statements.

NOTE 2: SUMMARY OF SICNIFTCANT ACCOIJNTING POLICIES

The accompanyirtg Schedule of Expenditures of Federal Awards is prepared from Municipality's

accounring ;ecords and is not intended to present financial position or the results of operations'

The financial transactions are recorded by the Municipality in accordance with the terms and conditions

ofthe glants, which are consistent with accounting pfinciples genemlly accepted in the llnited states of
America-

Expenditues are recognized in the accounting pfliod in which the liabilify is incurred, ifmeasumble or

when actually pai4 whichever occurs first.

NOTE 3: FEDERAL CFDA NUMBER

Th€ CFDA numb€rs included in this Schedule are detemined based on the program narne, review of

$antcontractinfomationandtheoffceofManagementandBudget'sCatalogueofFederalDomestic
Assistance.

NOTE 4: PASS THROUGH GRANTOR,S NUMBER

State or local govemment redistribution of federal awards to the Municipality, treated as ifthey were

rcceived directj"y fi.orn the federal govenrment. OMB Circular A-133 requires the schedule to include the

name ofthe pass through entity;d idendrying number assigned by the pass through entity for lederal

awards received as asub-recipient. Numbes identified as N/AV are not available'

NOTE5: MAJOR PROGRAMS

Major pro$ams are identified in the Summary of Auditor's Results Section of the Schedule ofFindings

and Questioned Costs.

END OF NOTES
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MrNoozacRauos
alblicos Autoizados, C.S.P

P.o Box 35 . G{ryma, Pqro Rko @/35

To ahe Horcrable Mayor ard
Merlbe8 of:he Mudcipal L€gislarurc
MLXrcI?ALTY OF ItsilELAS, PIJERTO RICO

REPORT ON TNTERNAL CONTROL OVER TINANCIAL REPORTING AND ON COMPLTANCE
AND OT1IER MATTERS BASED ON AN AUD]T OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE 1ITTH GO\'trRNMEM AI,IDITING STANDARDS

Vfe have .udiaed lhe financal sElerned3 of the governmental activities, ea.h major filnq ard the
aggregare remainia€ fund rnformation ofthe Mmicipalily of Pefiuelas, Pueno Rico (the "Mmicipalily")
as of and for the fiSca, year ended Jur'€ 30, 2012, 'ri,hich collectively comprise Vunicipality of Penuclas's
basic financial statem€rns and have issued our rcpon thereon dated Ma..h 27, 20ll The repon's opinion
on govemmental wide financial slalemen! was d:sclaim€d becalrse the Municipaliay do€s $ot mainteined
adsquale records regarding capital ass€ts, accu,ruhled dopr€cialiofl rnd rElaled dep!€ciatioo expnse
epoaled in the gove.nmenlal arrivities. Exc€pt as discussed in tl€ Feceding s€ntanc€, ne conduded our
asdii in accordan.e \f,ith audiring srandards generally ac.ept€d in the Unil6d Stn:es ofAmerica rrd th€
srandards applicable io financial audils contain d in Go)ertuE t Auditihg Siladads, is$ed b) the
Complroller General ofthe United Stat€s.

INrr:RtitL CoiiBol, OraB FirAtclat, REtoRTltc

M.itageme ofthe Municipality ofPefiuelas, Puerto Rico, ;s responsible for establishing and maintainins
effective intemal control over fioarcial r€poning In planning and perfoming our ardir we corNidered
the MMicipalily's :n.!.lal control over financial ftpodng as basis for designing ou. auditing procedurEs

for lh€ purpose of exp.€ssi.g our opinion on lhe firanrial statements, but not for ahe purp6e oa
expressing an opinion on the efrectiveness ofthe M.micipelity's irtemal c.nEol over.financial repodng.
Accordingly, we do nor express an opinion on the efrectileness of&e Mlnicipelity's intemal control over
lnlncial.epor1i g.

our consideElion of intemal control over financial rcF,odng *Es for the limited purpose descriM in the

,recedilg paragraph and was not designed to identi! all d€ficiencies in intenlal .onhol over finarcial
.eportinB tllat might be significad deficietci6, or haaerial werknesses and derefore, there can be no

assurance that all deficiencies, signiic{* defcienci€s, or maGrial *'esknesses have be€rl identised.
However, as descnbed in &e a.companying sch€dule of findings and questioned costs, we iden!:fted

certain defidencies ia intemal €onlaol over foancial r€poning thal we consider to b€ mateaial w€aloess€s

and o*]er deiciencies lhat we considercd to b€ signific€nt deficienciB.

A deflcinlc, i, intel al cannol exists wh€n the design or opeiatioi of d .ontol does not allow
managemerl or employees, in the normal course of perfomi.g dEir assigned ffrnclions, to prevent or
dete.t and colTeca misstatemenls on a tirn€ly basis. A ararelia./ rer,he$ is a deficierEy, or a coffbination



]NDEPENDI'NT AUDITOR'S REPORT
MTJNICIPAI-ITY OT !F,Ii-T]ELAS

oad.iciencies, i. iniernal conml slah tliat lhere is a.eaJorable possibilii)' that a Iivtterial misstare enr
oflhe entiry's financial slateme.ls will nol be prevented, or detected a.d.onected on a tiorely tJasis. We
consider lhe deficiencies idenriiied as findings 12-01 in lhe accompanying schedrle of findings and
queslioned cosrs io b€ maleri€l werl<ness.

A sig,'ifcafi defrcienct is a deficiercy, or a cornbinaaion of deliciencies. ill irlemal control that js less
severe than a marerial we3kness, yet imporlanl enough ro meria attention b), those ciarged with
go\€mance. We .omider the deficiencies idenrified a5 finding 12-02 in rhe accomprying schedule of
findings and question d cosls to be sianificart deficiencies.

ConPll\lcr,\l!1, OtHf,R Il,f{TTrRs

As p3d of obtaining reasonable assumnce about whelh€r ihe Mlmicipality,s tlnancial saaremetus a.€ free
of material misstatement, we perfo.med tes6 of irs .omplianc. wirh certain provisiors ol laws.
regulations. coturacls, ard glanrs agreemmts, noncompliance $irh which could have a dir€ct and material
effect on the delennination of finrncial statemena amounts. Ho*ever, provid;ng aa opinion on corrpliance
wilh *.ise p.ovisions was not an obje.tve of our audit, and accordi.g:y, *e do nor express such a,
opinion. The results ofou. tesas disclosed instances of no.complirnce o. ofier maner that arc required ao

be repotled under Goverrnent Auditing Stondords ard rrhich are descibed in the accompanying sctedule
of firdings ard quesioned cosrs as findings l2-01 and l2-02.

Mlni.ipa:ily's .esponse to lhe indings idefiitied in our audit is described in the accompanying schedule
olfindings and questioned co$. We did noa audit M.lnicipality's response and accordingl), we express
no opinion o'r rilem.

This .epon is intended solely for the information and use of rhe management, Muricipal legislatu,"e,
Off]ce ol the Connnissiorcr of Municipal Affairs, ftderal awarding agcncics, nale lu.di.g agencres,
p3ss lhrough eni;ties, ard other regulaiory agencies. and is nor idended !o bc aid should not be used b!
anyone olher tha. tlresc spnciiled pades.

M*ii*a-
MENDoZA & RaMos
CERTIFIED PI,'BLIC ACCOIJN-'IAN'S. C.S.P.

Grayarna, Puerto Rico
March27 - 2013

Sbn$ nuhb.. 2J7l l3J c
affixed @ the ongiral of &tr rron

257f1,65
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I1 cRarraos
Contadores ?ibti.os Autorizados, C,S.P

Po. Box 35 . CD.yda, P!€rto Rim Ur85

To :he Honorable Mayor and
Members ofthe Municipal l€gislature
MLNrcrpALrTy o! PEJir:LAs, PuERro fuco

REPORT ON COMPLIANCE wlTH RIQUIREMENTS T}TAI COUL) TIAVE A DIRTCT AND
MAIERIAL EFI'ECT ON EACH MA'OR PROGRAM AND ON 1NTERNAL CONTROL OVER
COMPLIANCE IN ACCORDANCE WITII THE OMB CTRCULAR A.I33

CoMPLL{NcE

We have audited the compliai!.e of the Mu{cipalit, of Pefluela! Pserto Rico (rh€ 'l,tunicipalirr.'") wilh
tlre tyres of ro&pliafte requirernenB described in lhe U. S. Offce of Managenent and Budget (AW)
Citciat A-l33.Co plian e Supplemen! &al could have direct and material effed on €3ch of the
Municipality's major fed€rdl programs for tlle year ended June 30, 3012. Ttle Muricipility's ftajo.
fcderal pmgrams a.e id€nlifed in d€ summery ofauditor's rcsults section oia:le ac.ompanying Schedulc
of Findings and Questioned Costs. Compliar& wilh dle requi.eme(s of laws, regulalions, contracts, aDd
grarts applicable to each major fed€ml proglrrns ;s tle respoEibility oa the Municipality's managanent.
Our responsibjlity is lo express an opinion oftlle Mudcipality's compliaffe based on our audir.

We condr.t€d our audit of compliance in accordanc€ wi:h a]rdiling standa.ds generally a..€p&d in the
United Sares ofAmericq the siandards applicabte to financhl audib .ontain€d in Covmment Aulliting
,grrrdards, issued b], the Comptroller Cercral ofthe United Stales; and OMB C,t u],( A-133, A dits of
States, Lo.tll Goernneds, ord Non-Prcft Oryanizatiotlt. Those standards and OME Circu:a. A-133
require that we plan and perform the aud:t to ol{aln reasonabl€ assurance abour r{heaher noncompliance
with th€ lypes ol conpliarce .equiremenls rcfened lo above fiat could hale a direct arld material effecr
orl a major lede.al p.ogrrm o€curl€d An audit includes exrmining, on a rest basis, ev:dencc about ihe
Municipalily's compliance with those requiremenls and pedorming such others procedures, as we
conside.ed r€cessary in the cjrcumslances. We believe thst our audil provides a reasonable b€ris for our
opi.ion. Our audit does not provide a legal daermihation olr trle Municipalit],'s complianc. w;th ihose

As descibed in lhe accompanying Schedule of findings and questioned costs, the MmicipaliS did not
comply wilh the rcquilernenls that arc applicabl€ ro its n4jor programs, as follows:

Refsfie CoEplireRcqliEmal

I ?,03
12 0'
t2-0J

Reponing
!1ig:bility/ Reponing

ComEunity Dcvclopmetrt Block CBt - Slatc's Progrn
Sdtion 8 Housing Choice Youche6

Had Stan ftoq.an ARRA-Earlv tlead Slan

Complimc€ witl such requirements is necessary, in our opinion, for the Munic:pality to comply with the
requirements applicrble to sllch progmms-



INDF}ENDENI AUDITOR'S RLPORT
MtI\ICIPALTY oI PEi,ITIEL^S

ln olr opinion, exc6p! for lhg norrompliance desctibed above, dle Mmicipality complie4 in all material
rerpec6, *ith &e compliarc€ .equiremeds refdred to above thar codd have a direct and matetial otlect
on each of its major iederal prograrns for {E year €ttdsd Jlllle 30, 201 2.

INIER\AI, COr\|TROL O!.f,R COYTLIANCE

Tlre mrnagemert of tlle MlmiciFliay ol Pefiuelas, is respontible for establishing and maintaining
etrective in&ma: conFol over compliance wi& requiren€ns of lavs, regulation' co ra.is and g.anrs

applicable ro fier"l p(ogr3lns. In plafiing and p.ifo.ntng our audi! we considered drc Munici8ity's
in(emal con8ol over compliaace with the rcquirements ah6 co.rld have a dircct aod mateaisl e*'ect on a
rnajor lederal program to determine olII audiling procedures for the prpos€ of expressing our opinion on
compliance and lo est and report on intrrnal control ove. compliaoce in accordan L ',ti r U S Oiflce ol
Marugenent and Brnget (OMB) Cirdlar A-1i3,b1]d\ot fd the putpose ofe&ressing an opinion oo tie
eJle.tileness of inlernal conirol over compliarce. Ac.otdingly, we do nol exprcss an opinion on &6
cfFecli!€le.s of Mudcipality's interntl clitrcl over complistlce.

Our co.lid€ration of inlemal conft: over compliance was lor &e limited pilxpos€ desqibed in the

preceding paragrarl and was not designed !o iderairy all deficimcies in intefial control over compliance

*rat might be significant deficiercies or mat€riai weakrEss€s and thdefoag tlBre cafl be no assuaa{ce that

all defciencies, significanl deficienci€s, o. rnaterial weaknesses have bee. id€ntided. However, as

disclssed beiow. t e iden ified ccrtair deficiencies in intet?|al €ontrol over compliarce that we co[sid6. to
be matealal weakneJs.

A deficierny in iiternal control over corrpliance exisB ,ahen lhe design or operalion ofa control ovel

.ompliance does nol a11ow managemefi or emPloy€es, in lhe normal .ourse ofp€rforming their assigaed

alntaions, to prevenl or alel€ct noncomplia*c! witi a E?e of compliarre rcqlirement oaa iedetal program

on a drnel] basis. A ndtetid weak less in inten l conlrol owr conpliance is a deJiciency' or a
combination ofdificiencieq i, krcmd contml over cornpliatce, such !ha! lhere is a reasonalle ?osribility
lhat malcrial mncompliance with a t}?e of complian e rcquiremefl of a Heral prc8ram will nd b€

prevented, or detecled 3nd correcte4 on a tidely basis. We consi&r the deficiercies in intem'l cofllrol

oler compliaflce d€scribed in the a(.omp.tyilg schedule offindings ad qucslioned cosls as items!24]'
I 2-04 ,nd 1 245 ro be material ueakness€s.

Municipatity's responses to rtle ftrdings id€ntified in out audit are desc.ibed in the aclompaoying

sctrelute oifnaings ard questioned co6ts. We did not audil Municipality's respons€ arr4 accordingly, irie

express no opinion on than.

This repoit is iftended solel, for lhe information ard use of the Municipal l€gis]aturq managemeng

omce ;f 1he Cornm;ssioner of Municipal Afiairt federal awaiding agerKie!, stale funding agencies'

pass-throuSh e*ities, and olher :egulalorr' agencieq and is not intfid€d to be a1d shor'ld nol b€ used by

anyone orher lhan these spetified Pallics.

,t4,-^4-'^. (*-dI 'u
MENDoZA& R^vos
CERIIFTED PLBLta AccoL'NrANTs, c S,P.

Guayma. Puetro Rico
Much 27.l0ll

Sa'np numb.r2j?3136 wE
afiircd ro rhe ongi.al oI this rtp.rt
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MUNICIPALITY OF PENUELAS
COMMONWEALTH OF PUERTO RICO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED JT'NE ]O.20I2

SECTIo].i I-FEDIR{L AWAT.D FIf,"DINGS AND QT.ESTIONED COSIS

Financial Statemenls
Type ofauditols' report issued:

CFDA Number

E Unqualified Opinion, except for
disclaimer opinion for govemment-wide
financial statement

tr Qualified Opinion
E Adverse Opinion
E Disclaimer Opinion

Name of Federal Program

lntemal control over financial reporting:

. Malerial weakness (es) identified? E Yes tr No

. Significant deficiencies identified that
are not considered to be malerial weakness (es)? I Yes E None Repo$ed

a Noncompliance material to financial statements noted? E Yes E No

Federal Awards

Intemal control over major proglafi s:

. Material weakness (es) identified? I Yes E No

. Significant deliciencies identified that
are not considered to be material weakness (es)? E Yes E None Reported

Typ€ ofauditors's report issued on compliance for
Major Pro$ams: I Unquaiified Opinion

E Qualified Opinion
! Adverse opinion
E Disclaimer

Any audit findings disclosed that arc required to be reported

in accordance with 510(a) OMB Circular A-133? I Yes

The Municipality's major programs were:

ENo

t4.228
14.871

93.600
93.709

Dollarthreshold used to disti.guish between

Type A and Trpe B ho$arns:
Auditee qualified tls low-risk auditee?

Community Development Block Grant
Section 8 Housing Choice Vouchers
Head Start ProSxam

ARRA- Early head Start

$300,000
n Yes

77
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MLNICIPALITY OF PENUELAS
COMMONWEALTH OF PUERTO RICO

SCHEDULE OF FINDINCS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED JTNE ]0. 20I2

SECTIoT_ ll - FI\i\chL ST,\Tf, vE\T FI\DINGS

FINDING

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

CONDITION

l2-01

INTF,RNAI, CONTROI,

CAPITAL ASSETS

FIXED \ CAPITAI, ASSETS AND f,XPf,:.DITURXS SUBSIDTARY LEDGER

The Municipalily has not maintained complete and adequate records in
order to obtain sufficient, competent evidential mater wilh respect to lhe
Capital Assets reported in govemrnental activities and, accordingly, rhe
amount by which this departure would affect the assets, net assets, and
expenses of the governmental activities is not determinable.

Chapter IX, Article 9.002 of State Act Number 81 of August 30, 1991

states that the municipality should maintain updated property accounting
records. Also the CASB Slatemenis No. 34 Basic Financial Statenents

and Management's Discussio and Analysis for State and Local
Governmenrs requie lb,al all capital assets, including infiasrudure, must
be presented in the Statements ofNet Assets and that these assets must
be depresiated during its useful life. Also, provisions oiGASB Statement
No. 42, Accomting and Financial Reporting o/ Impaitments ofcapital
Assets and for Insurance Recov€r"ier, requires the Municipality to

evaluate prominent events or changes in circumstances affecting capital
assels to determine whether an impairmem of a capital asset has

occurred. Futhermore, provisions of GASB Stateme.t No. 51,

Accounting dn.l Financial Reporti g for Intangible lsssrj, require that
all intangible assets not specifically excluded by its scope provisions be

classified as capital assets.

Competent and suflicient evidential matter related to the capital assets

was not available to supporl the value, completeness and ownership of
these assets.

The Municipality's Govemment Wide Financial Statements do not
present fairly, the financial position of the governrnental activ;ties, and

the change in financial position ofthe Municipalily.

We recommend that the Municipality should continue the compilalion of
documenis to support the value, complet€ness and ownership of its
capital assets, to comply with the requirements ofthe GASB Statement
No. 34, GASB Statement No. 42 and GASB Statement No.5l.

CRITERIA

CAUSE

EFFECT

RECOMMENDATION
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SEcrroN ll - FINA:"CIAI. STATEMTN_T FINDINGS

FINDTNG 12-01 (CON.TINUED)

QUESTIONEDCOSTS NONE

MANACEMENT RISPONSE

AND coRREcrrvE AcIoN PLAN The Municipality's Finance Depaitment staff is in the process of
updating the capital assets subsidiary ledger (in the new accounting
system) in order lo comply with the GASB No. 34 capital assets

requirements for the fiscal year ended on June 30, 2013.

lmplementation Date: Jlme 30, 2013

Responsible Person: Mr. Amaldo Rivera
Finance Department Director
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SF.cTIo\ Il FI\.i\alAl- S r'{ rE\rE\T FI\DI\cs

FINDNG

CATEGORY

TOPIC SENTENCE

CONDITIONS

t2-02

lN-TERNAL CONTROLS

ACCOUNTING SYSTEM

During the audited fiscal year, the accounting system and manuals used
by the Municipality to account and register the financial transactions
during the fiscal year does not provide for the summarization of
transactions that pemil the preparation of Municipality's financial
statements in conformity with the Geneml Accepted Accounting
Principles ofthe United States ofAmerica (GAAP).

According 10 Article 8.010 (a) and (b) of Law Num. 8l lor the
Municipalities of Puerto Rico, the computerized system and the
procedures ofaccounting and propeny will be design so that it allows the
Municipaiity to carry out its functions, at the same time as they serve to
maintain an uniform and coordinated accounting, that provide a complete
picture ol the financial operations of the Municipality and the necessary
financial information that assist the Municipality Legislanrre, the
Govemor, and the Secretary ofthe Puerto Rico Trqrsury Department in
the performance of its respective responsibilities. Munic;palities
accounting will be based on funds, Genemlly Accepted Accounting
Principles and the requirements established by the Governmenal
Accolmting Standard Board. Also the pronouncements of the National
Committee on Governrnental Accounting and the "Blue Book" will be
used to design municipalities' accounting systems and fiscal prccedues.

Municipality's accormting system and financial reports are subject to
State's agencies requirements which does not allow nor provide the
Municipality with the necessary tools capable of recapturing the financial
information and provide financial statements. Nevertheless, during the
audited fiscal year, the Municipality contracted services to implement a
new accounting system as a corrective action for the eslablished
condition. The implementation ofthe new accounting syslem started on
Janrary 2012.

The lack of an adequate accounting system which can captures all the
financial information and genemtes Municipality's financial statements
for each fiscal year affect the Municipality ability to measure the
financial and nonfinancial performance of programs and activities;
adequately safeguard significanl asseb and properly record various
transactions; and hinder the Municipality liom having reliable financial
information to opemte in an economical, efficien! and effective manner.

CRITERIA

CAUSES

EFFECT
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SECTIO\ II FI\.\\(]I,{L S I'.{TE\IF,\T FI\DI\GS

FINDINC

RECOMMENDATION

l2-02 (Co\rrNUED)

Sound decisions on the current results and future direction of vital
programs and policies are made mo.e diflicult without timely, reliable
and useful financial performance information.

The Municipality should establish and implement the necessary measues
and controls that allow the summarialion ofthe financial tmnsactions in
order to prepare the financial statements in conformity with CAAP-

None

On January 2012 the Municipality implements a new accounting
software in order to maintain all accounting and financial information
and prepare Municipality's financial stalements. For the fiscal year 2012-
2013, all of the financial aansactions have been recorded in the new
accounting software in order to provide the necessary information to
prepare the financial statements in confonrity with GAAP.

QUESTIONED COSTS

MANACEMENT RESP(NSE

AND CORRECTIVE ACTION PLAN

Implementation Date:

Responsible Personi

January 30,2012

Mr. Amaldo Rivera
Finance Departrn€nt Director
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Sf,cTIo\ lll Fu]t]RAr. A$ ARD FI\DI\cs ,\\D Ql.r]srro\l1D CosTs

FINDING

FEDERAL PROCRAM

l2-03

COMMT]NITY DEVELOPMENT BLOCK GRANT/ STATE'S
PROGRAM (CDBG) (CFDA NO. 14.228) DEPARTMENT OF
HOUSING AND URBAN DEVELOPMENT PASS THROUGH
COMMONWEALTH OF PUERTO RICO - OFFICE OF
COMMISSIONER OF MUNlCIPAL AFFAIRS

INTERNAL CONTROLS

REPORTINC / COMPLIANCE

INADf,eUATE FISCAL coNTRoL A\D LACK or_ ACCoIi\TING R.f,coRDs

During the audited fiscal year, the Commwity Development Block
Crants State's Program (the Program) does not maintain an adequate
fiscal control and accounting records over the management, use and
registering of tunds $anted by the Lead Agency (OCAM). Among the
deficiencies founds were the following:

- The lack ofaccounting records does not provide for the preparation of
annual financial statemenls, monthly and quarterly reports.

- The financial information prov;ded does not allowed us to determine
the amounl of firnds that were expended, encumbered or unobligaled al
the end ofthe fiscal year.

- Due to the lack of accounting records, we could not determine how
administration costs were expended.

- There are no intemal controls neither records to account for the inler
fund r€c€ivable and payables balances. Monthly Program's expenditures
financed by the Municipality's general fund are not being rcgister,
monitored nor accounted for by the Pro$am's accountant. In addition,
inter fund transactions regarding the rcimbursement of money between
funds were not supported by an analysis.

As stated in 24 CFR 982.158(a) the PHA must maintain complete and

accurate accounts and other records for the program in accordance with
HUD requirements, in a manner that permits a speedy and effective
audit. ln addition, 24 CFR 92.20(b) establishes that the financial
management syslems of other gmntees and subgrantees must meet the
following standards: (l) Accurate, current, and complete disclosue of
the financial results of financially assisted activities must be made in
accordance with the financial reporting requirements of the grant or
subgrant; (2) grantees and subgrantees must maintain records which

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

CONDITIONS

CRIIERIA
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STCTIO\ III Ff,DERAI, A$ARD FI\DI\CS A\D QT ESTIO\f,D COS t'S

F TNDING

CAUSE

EFFECT

RECOMMENDATION

12-03 (CONTTNUED)

adequately identify the source and application of funds provided for
financially-assisted activities. These records must contain information
pertaining to g.ant or subgrant awards and authorizations, obligations,
unobligated balances, assets, liabilities, outlays or expenditures, and
income; (3) Effective conuol and accountability must be maintained fo.
all grant and subgrant cash, real and personal property, and other assets.

The Municipality's and Progmrn's management have not established the
procedures and adequate intemal confols to ensure the adequate
recording of all related financial information. Nevertheless, during the
audited fiscal year, the Municipality contracted servic€s to implement a
new accounting system as a corrective action for the established
condition. The implementation ofthe new accounting syslem start€d on
January 2012.

These conditions inhibit the Municipality from having current accurate
and rcliable financial reports and information necessary for management
to take efficient and effective actions, including corrective actions plans.
On the other hand, the awa.dinB agency inhibits from monitoring the
progiams fi nancial performance.

The Municipality should establish a plan and implemenl the

corresponding intemal controls to ensure that all hogram's transaclions
and activities are properly recorded and fairly presented in accordance
with progam requirements. In addilio4 should establish and maintain a

subsidiary ledger to accurately account for inter fund transactions.

None

On January 2012 the Municipality implements a new accounting
software in order to maintain all accounting and financial informalion
and prepare Municipality's financial statements. For the fiscal year 2012-
2013, all of the financial transactioos have been recorded in the new
accounting soflware in order to provide the necessary informalion to
prepare the financial statements in confomity with GAAP.

Implementation Date:

Responsible Person:

January 30,2012

Mr. Amaldo Rivera
Finance Department Director

QUESTIONED COSTS

MANACEMENT RESPoNSE

AND CORRECTIVE ACTION PLAN
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Sf,cTIo\ III - FEDERAT. AivAaD FI\DINGS A\D QITESTIoNED CosTS

FTNDTNG

FEDERAL PROGRAM

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

CONDITION

t2-04

SECTION 8 HOUSING CHOICE VOUCHERS (CFDA NO. 14,871)

DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

TNTERNAL CONTROL / COMPLIANCE

ELIGIBILITY

INADEeUATf, co\"rRots ovER pAyMEtT pLrNs iol,I,ow-up A\D
E:{FORCEMENT OF COTTRf,CTIVE ACTIONS TN CASE ON \ON-COMPLIANCE.

During our tests we observe that as ofJune 30, 2012 the progam had 46
pa)4nent plans registered with a total bdance of $55,409. Ofthese, 19

for $18,988 correspond to active participants and 27 for $16,421, to
former participants.

In comparison with prior year, w€ observe that total balance of registered
payment plans was reduced by approximately 6%, the total balance of
registered payment plans regarding actives panicipants was reduced by
approximately 44%, and there was an increase ofapproximately 45oZ on
registered payment plam balances regarding former participanls.

Most of the payment plans result from investigation of income
discrepancies detected through the Enterprise Income Verification
System (ElV).

On November 2011, the Program updates its Administrative Plan.
Nevertheless, no €vidence was provided to us indicating that such plan
includes neither procedures to assure timely follow-up to the existing
payment plans nor procedures for managing situations where the
participant fails to comply with the established payment plan.

24 CFR 982.552 PIIA denial or termiDrtion of assistance for family,
states that the Housing Agency may deny assistance to an applicant or
terminate assistance if the farnily violates any family obligations under
the progmm which includes if any member of the family has committed
fraud, brib€ry, or any other corrupt or criminal act in connection with any
Federal housing progam. Also, states as a reason for denial or
termination of assistance if the farnily breaches an agreem€nt with the
PHA to pay amounts owed to a PHA, or amounts paid to an owner by a
PHA. (The PHA, at its discretion, may offer a family the opportunity to
enter an agteement to pay amounts owed to a PHA or amounts paid to an
owner by a PHA. The PHA may prescribe the terms ofthe agreement.)

CRITERIA
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SECTIO\ lll Ff,DER{L A\11Rr} Fr\DI\GS _{\D Qt ESTIO\UD COST S

FINDING

CAUSE

12-04 (Coh"Tr\arED)

24 CFR 792, Public Housing Agency Section E Fraud Recoveries, has
the purpose to encoumge public housing agencies (PHAS) to investigate
and pu$ue instances of tenant and owner ftaud and abuse in the
opemtion ofthe Section 8 housing assistance payments programs.

The Municipality did not maintain controls and procedures to assure
compliance wilh the established paymen6 plans and to impose the
established corective actions to participants that are not in compliance
with progam regulations.

The Municipality could grant benefits to families that are not in
compliance with program regulations.

The Municipality should implement controls and procedures 1() assure

adequate follow-up to established pa)rnents plans and implement the
corresponding corrective actions in case of non-comp,iance.

None

As we comment in the past Single Audit Report, at the beginning of
December 2011 and after a couple of meetings with the active
pa.ticipants of ouI Prograrn, a large number of them made additional
paymenls to their pa),ment agreement, and some of them paid in full.
Also, we revised our Administrative Plan and implemented an aggressive
method to recover those debts. Bu1, we will continue our effons to
collect accounts receivable from fraud recovery, including legal actions
againts fraudste$,

Implementation Date: June 30,2013
Responsible Person: Mrs. Nancy Rivera

Section 8 Program Coordinator

EFFECT

RECOMMENDATION

QUESTIONED COSTS

MANAGEMENI RESPONSE

AND CORRECTIVE ACIION PLAN
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SE(.I]O\ III_FEI)ER{L AWARD FI\.DINGS AND QLES IoNED Cos s

FINDINC

FEDER-A.L PROGRAM

12-05

HEAD START (CFDA NO, 93-600) DEPARTMENT OF HEALTH
AND HUMAN SERVICES PASS-THROUGH THE
COMMONWEALTH OF PUERTO RICO -ADMINISTRATION FOR
CHILDREN AND FAMILIES

COMPLIANCE

REPORTING

NoNC0MPLIANCf, WITH R.EPoRTING REOUIREMENT

Head Start Program does not submit timely required reports to
administrative state agency as required by award contract as follows:

. Four (4) and thrce (3) monthly reports regarding the Early Head Start
Progam and Head Start Progmm, respectively, were submitted
between seven (7) and thirty seven (37) days after the deadline.

. Three (3) and one (1) quarterly reports r€garding the Early Head
Start Program and Head Start Progam, respectively, werc submitted
between forty (40) and sixty four (64) days after the deadline.

. The closing reports corresponding to the end of operations regarding
the Early Head Start Program and Head Start Program, were
submitted five (5) and eight (8) days after the deadline, respectively.

. The final liquidation repo(s regarding the Early Head Start Prograrn

and Head Start hogam were submitted one hundred and eighteen
(118) and one (l) days after the deadline, respectively.

Head Start Ac! as amended. 42 USC 9801 et seq- States requirements for
reporting use of funds awarded, also, contract with state agency for
award of funds establishes specific requirements for reporting use of
funds to state agency.

Accounting records were not up to date at the time required for repo(s
preparation.

Head St rt progam was not in compliance with fund delegation contmct
clauses in r€porting area.

CATEGORY

NONCOMPLTANCE

TOPIC SENTENCE

CONDITIONS

CRITERIA

CAUSE

EFFECT
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Str('lro\ III - FEDERAT. ATTARD FItr-Dl\cs1\D Ql,EsTto\ED CosTs

FINDING l2-05

RECOMMENDATION To develop procedwes in order to have adminisaative priorities directed
to maintain accounting records up to date.

QUESTIONEDCOSTS None

MAN ACEMFNT RFSPONSF

aND CORRECTTVE ACTTON PLAN Progmm Accormtant WaS inSUUCted tO mainlain aCcounting reCOrdS up tO
date, in onder to prepare and submit timely all of required reports by
award contract clauses.

ImplementationDate: April30,2013

Responsible Person: Mu. Ingrid Velazquez
Head Start Program Accountant

END OF SCMDULE
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SUMMARY SCHEDULE OF PRIOR YEAR
FoR rHE FTSCALYEAR:?1il?Tf;r:ANDQUESTToNED cosrs

(1) Audit Findings that have been Fully Correctecl:

Elding Number CFDA
I I -04 SpecialEsr

14.228

(2) Audit Findings not correcred or partially Corrected:

Finding Numbcr CFDA

Questioned
Cosl
None

Commentq
Corrected

Questioned
Cost Comm€nts

I l-0i Reporting lllsrnatonrols-
I l-06 Eligibitirj

14.228
14.871
93.600

None
None
None

Sitrration still preGE
ll-07 Reporti Situation still prevails

Situation still
Situation sriil prevails

I0-01 ReponinFtnremaf toitml"
10- l0 Renn*i." 14.228

93.600
None
None09-03 - Intemal Controls I4.228

Situarion srill vails
None08-09 Re - Intemal Con 14.228

CFDA

Situarion srill ils
Situation still ils

Comments

None

(3) Corrective action taken is significantly different from corective action previously reported:

NONF

(4) Audir findings is no longer valid:

Finding Number Questioned
Cost

09-04

05-lll-04 Cash tr4

11.228

11.871

01-06

END OF SCHEDULE


