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INDEPENDENT AUDITOR'S REPORT

HONORABLE MAYoR A}ID MUMCIPAL CoUNCIL
MUNICIP{ITY OF PENUEL.A.S, PUERTO RICO

Relort on the Financial Statemenls

We have audited the accompanying financial statements of the governmefllal activities, each major fund
and the aggregate remainig fund ioformation of the Municipalily of Peiuelas, Puerto fuco, as of and for
the year ended June 30, 2013, and the related notes to lhe fiancial statements, which collectively comprise
the Municipality's basic financial statements as listed in the table of contents.

Manaeement's Responsibilitv for Financial Statements

Management is responsible for the preparalion and fair presentation of these financial statements in
accordance with accouoting p.inciples generally accept€d in the United States of America; this includes
the design, implementation, and mainlenance of inlernal conlrol relevant 1() the preparation and fair
presentation of financial statements that are free ftom material misstatement, whether due 10 fraud or
enor.

Auditor's Responsibility

Our responsibility is to express opinions on these financial statements based on our audit. We conducted
our audil in accordance wilh auditing standards generally accepted in the United States of America and
the shndards applicable to financial audits contained in Governmental Auditing Slandards, issued by the

Comproller General of the United Slates. Those slandards require that we plan and perform the audit to
obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the financial statements. The procedures selected depend on the auditor's judgement, including the
assesment of the risks of material misstatemenl of lhe financial siatements. whelher due to ftaud or enor.
In making those risk assesments, the audilor considers internal control relevant to the entity's preparation

and fair presentation ofthe financial statements in orde. to design audit procedures that are appropriale in
the circumstances, but not for the purpose of expressing and opinion on the effectiveness ofthe entity's
internal conlrol- Accordingly, we express no such opinion. An audit also includes evaluating the
appropriateness of accounting policies used and the reasonableness of significant accounting eslimates
made by managemenl, as well as evaluating the overall presentation ofthe financial siatemeflls.

We believe that the audit evidence we have obtained is sufficient and appropriale 10 provide a basis for
our audit opinions.
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Opinions

Basis for Disclnimer of Opinion on Coyernmentol Actitities

The Municipality did not have complele, updaled and accuralc accounling records of the capilal assers in
order for us to obtain sufficient and appropiale audit evidence related 1() the capital assels reported io the
accompanying statement of nel assets for S 41,625,628 (net of accumulated depreciation of $20,724,846)
as ofJune 30, 2013, and the rclated amounl of depreciation expense stated al $1,851,955 for the year then
ended. Therefore, we were unable 10 form an opinion regarding the capital ass€ts and relaled depreciation
expense reported in the gover.mental activilies ofthe Municipalily.

Disclainer ol Opinion

Because of the significance of thc matter discussed in the preceeding paragraph, the scope ol our work
was nol sufficient to enable us ao express, and we do not express, an opinion on the financial position of
the govemmental activities of the Municipality of Pefiuelas as of June 30, 2013, and the changes in
financial position thereof for the year then ended in conformity with accounting principles generally
accepted in the United States of Ame ca.

Unmodiled Opinion

In our opinion, the financial statemenls referred to in the lirst paragnph present fairly, in all material
respects, the respective financial position of each major fund and the aggregate remaining fund
informalion of the Municipalily of Peiuelas as of June 30, 2013 and the respective changes in financial
position, thereof for the year then ended in conformity with accounting principles generally accepted in
the United States of America.

Chanee i. Accou.ting Principles

As discussed in Note l.r 10 the financial stalements, during the fiscal year lhe Municipality adopted new
accounting guidance, Governmental Accounting Standards Board (GASB) Statement No. 63, Financial
Reportins of Deferred Outllows of Resources, Deferred Inflows of Resources, and Net Position and
GASB Statement No. 65, lrens Pretiously Reported os Assets and Liabilifus. Ov upinion is not

modified with respect to this matter.

Other Matters

Req uired S upp knentary I nfor nanon

Accounting principles generally accepted in the United States ofAmerica require that the managements
discussion and analysis and budgetary comparison information on pages 4 through 17 and 67 through 67
be presenled to supplemenl the basic financial statemenls. Such information, although nol a part of the

basic financial statements, is required by the Governmental Accounting Standards Board, who considers
it to be an essential part of financial reporting for placing the basic linancjal statements in an appropriate
operational, economic, or historical context. We have applied certain limiled procedures 10 the required
supplementary information in accordance with auditing sta.dards generally accepted in the United Slates

ofAmerica, which consisted of inquiries of managemenl aboul the methods of preparing tbe information

2
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and comparing the information for consistency with management's responses 1o my inquiries, the bas;c

financial statemenls, afld olher knowledge we obtained during our audil ol thc basic financial slatements.

We do not express an opinion or provide any assurance on the information because the limiled procedures

do not provide us with sufficient evidence to express an opinion or provide any assurance.

Other Inlomation

Our audit was conducled for the purpose of forming opinions on the basic financial statements that

collectively comprise the Municipalily of Pefruelas basic financial slatements. The schedule of
expenditures of federal awards is presented for purposes of additional analysis as required by als. Ofice
of Management and Bwiget Circulat A-133, Audits of States, Lrcal Governnent' and Non'Prcfit
Organizarions, and is not a required pa( of the basic financial statements. Also, the Financial Data

Schedules are Fesenled for purposes of additional analysis as required by the U.S. Department ol
Housin? a d lJrban Develoryent, Wce of the Inspectot ceneral, and is not a requied part of the

financial stalements. Because of the significance of the matter described in the 'Basis for Disclaimer

Opin;on on Governmental Activities". it is inappropriate to and we do not express an opinion on the other

information referred to above.

Oher Repo ing Reouired bv CovernrEental Audiling Slandards

In accordance with Gove tne t Awiiting Standords, we have also issued my report dated March 18,

2014, on our consideration ofthe Mun;cipal;ry's intemal control over financial leporting and on our tests

of its compliance with ce(ain provisions of laws, regulations, contracts, and grant agreements and other

malters. The purpose of thal report is to describe the scope ofmy testing of inlernal confol over financial

reporting and compliance and the resulls ol that lesting, and not 1() provide an opinion on the inlernal

control over financial reporting or on compliance. That report is an integral part ofan audit performed in
accordance with Goven ment Auditing Standartls in considering Municipality of Peiuelas intemal control

over financial reporting and compliance.

P*r.n)cpA,=
AnoRnADos, C-s.P.

March 18,2014
cuayarrla. Pocr !o Ri.o

rb. qr6p m6i.r 026969rt
slr.ffr.d lo tl. oriSi..l of rEr .9.n.

i---:::-':--l
Fi'i;:,,-,?.1[6i
It.{rtlt--5



MUNICIPALITY OF PENUEI.AS
COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS
FISCALYEAR ENDED JUNE 30.2013

As management of thc Municipality of Peiuelas ohe Municipalily), 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, 2013. We encourage readers to consider
the information presented here in conjunction with additional information lhat is furnished in the

accompanying financial slatements, which follow lhis narralive.

Besides, this document includes comparalive dala with prior year as this informalion was available for the

fiscal year endcd on June 30, 2013. This MD & A is prepared in order 1o comply with the Governmental
Accounting Standards Board (GASB) Statement No. 34, 'Basic Financial Statements - and

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

to provide the financial statements users with the following major informationi

. a broader basis in focusing importanl issues;

. acknowledgement ofan overview ofthe Municipality's financial activities;

. provides for an evaluation of its financial condilion as ol the end of fiscal year ml1-2012 compared

with prior year resuhs;

. identificalion of uses offunds in the financing of the Municipality's variety ofactivities and;

. asses management's ability to handle budgelary funclions.

FINANCIAL HIGIILIGHTS

Gor enm e nt-W iile H i g hlight s :

. The Municipality's total assets amounted to $63,753,885 at June 30, m13, of which $41,625,628
(65%) consist of capital assets (net of accumulated depreciation and amorlization of $20,7U,846),
$14,20?,408 (22%) consist of cash and cash equivalenls (of which $2,878,774 are restricted for
specific purposes), 56,951,834 (14V.) consist of cash wilh fiscal agent (which are restricted

principally for capilal projecls and debt service) and 5963,015 (27,) consist ofaccounts receivable.

. The Municipality's total liabilities amounted to $37,287,359 at June 30, 2013, of which S24,891,000
(677,) consist of bonds and noles payable, $1,106,586 (37.) consisl of accounts payable and accrued

liabilities, $2,638,677 (7%) consisl of accrued compensated absences, $6,721,015(18%) consisl of
advance revenue, and $1,679,901(57o) consisl ofother longlerm debls.

. The Municipafity's total assets exceeded its liabilities (net position) by 626,466,526 
^t 

l]une3O,20l3

. The Municipality's tolal revenues amounted to $28,648,779 for the fiscal year ended June 30, 2013,

of which $16,368,418 (57Ea) arcse from taxes, S12,114,220 (427.) arcse from intergovernmenlal
grants and contribulions, and $166,641 (1%) arose from charges from services, miscellaneous

revenues and interest on deposiIs.

1



MUNICIPALITY OF PEN'IJEI.AS
COMMON WEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
FISCAL YEAR ENDED JUNE 30,2013

The Municipaliry's total expenses amounted to $27,378,465 for the fiscal year ended June 30, 2013,
of which $18,616,183 (68%) where incnned in providing direct services and benefirs ro uirizcns in
relation to public works, economic developmenl, heallh and welfare, public safety, cuturc and
recrealion, community development, and education- In addilion, the Municipality incurred in
$892,808 (37a) oI its total expenses, in inlerests related 10 its longlerm obligations, a.d $7,869,474
(29%) in general government activities to support the Municipality's functions and programs. The
Municipality's total expenses include depreciation and amortizalion ofcapital assets in the amount of
$1,851,955 for the fiscal year ended June 30,2013.

The Municipality s lotal net posirion increased by $1,270,314 during the fiscal year ended June 30,
2013.

Govennent l Funds' Eighlights:

. The total fund balances of governmental funds amounted to $13,245,476 a1 June 30, 2013, of which
$8,240,272 arc rcstricted, commited and assigned, while $5,005,204 are presented as unassigred
fund.

. The fund balances oI governmental funds decreased by ($3,488,368) during rhe fiscal year ended
June 30, 2013, principally due to an increase of expenses oI several projects in the Capital Project
Fund.

OVERVIEW OF THE BASIC FINANCIAL STATEMENTS

The purpose of financial reporting is to provide external users of basic financial statements with
information that will help lhem to make decisions or draw conclusions about the Municipality. There are
many exlernal parties thal use the basic financial slar€meots of the Municipality; however, these parties
do not always have the same specific objectives. In order to address the needs of as many parlies as

reasonably possible, the Municipality, in accordance with required financial reporling slandards, presents
this Management's Discussion and Analysis (MD&A) as an introduction to the accompanying basic
financial statements. This narralive represents an overview and analysis of the financial activities of the
Municipality for the fiscal year ended June 30, 2013. Because this MD&A is designed 1o locus on the
current year activities, resulting changes and currently known facts, we encourage readers to consider the
informa.ion presented in this MD&A in conjunction with the additional information fumished in the
accompanying basic fi flancial stalements.

The Municipality's basic financial statements include three components: (l) govemmenawide financial
slalemenls (GWFS), (2) fund financial statemeflts (FFS), and (3) notes to the basic financial statements
(NBFS). This report also contains addilional required informalion in addition to the basic financial
statements themselves. These components are described below.

The basic financial statemenls focus oni (l) the Municipality as a whole (governmenl-widc financial
reporting) and, (2) the Municipality's major individual governmental funds. Both percpectives allow the
users io address relevant queslions, broaden a basis for comparison (year to year or government to
gove.nment) and enhance the Municipality's accounlability. The components of the basic financial
statements are described below.

Thk Space Has Been LeIt Blalk Intentional!
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MUNICIPALITY OF PENUEI.AS
COMMON WEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
FISCAL \TAR ENDED JTJNE 30. 2013

a) Govemm€trt-Wide Fit|ancial Statements

The GWFS are composed ol (1) the slalements of ne1 position(SNP) and (2) rhe slalenent of
activities (SA). These financial statements can be found immedialely following this MD&A. GWFS
are designed to provide readers with a broad overview ofthe Municipality's ope.ations as a whole in
a manner similar to private-sector businesses. These slalements provide sho(-term and long-term
information about the Municipality's financial position, which assist the Municipality's managemeot
to determine the economic condition at June 30, 2013. The GWFS are prepared using mcthods that
are \imilar lo lhose used by mo.t privaLe bu\ines\e\.

tsoth of the government-wide financial sialements distinguish funclions ot the Municipality rhar are
principally supportcd by laxes and inlergovernmenkl activities (Soyernnental activities) ffirr, othet
Iunctions thal are intended to recover all or a significant porlion of their costs through user fees and
charyes (business-type activitus) .

l. St tem€nt of Net Position

The purpose of SNP is to attempt 1o report all assels owned and all liabiliries owed by lhc
Municipality. The Municipality reports of all of its assets when it acquires ownership over the
assels and reports all of its liabilities whefl they are incurred. For example, the Municipality
reports buildings and infraslructure as assels, even though they are not available to pay the
obligalions incurred by the Municipality. On tbe other hand, tbe Municipalily reporls liabilities,
such as claims and judgments, bonds and noles payable, obligalions under capital leases,
compensated absences and certain accounts payable and accrued liabilities, even though these
liabilities mighl not be paid until several fiscal years inlo the future.

The difference between the Municipality's total assets plus defened oulflows of resources and
1o1al liabililies plus deferred inflows of resources reported in SNP is presented as ner poiirron,
'which ;s sim;lar to the total owners' equity reported by a commercial enlerprise in its financial
slatements. Although the purpose of the Municipalily is nor to accumulate flet position, as this
amount incaeases or decreases over time, such amounl represenls a uselul indicator ofwhelher the
financial position ofthe Municipalily is either improving or deleriorati.g, respeclively-

Statem€trt of Activities

The SA presents information showing how the Municipality's net position changed during thc
fiscal year ended June 30, 2013, by presenting all of the Muoicipality's revenues and expenses.
As previously discussed, the items reported in SA arc measured in a manncr similar to the
approach used by a commercial enterprise in that rcvenues arc recognized whefl earned or
established criteria are satisfied, and expenses are recorded when incurred by .he Municipality.
Consequently, reported even when they may not be collected for several months
after the end of the fissal year and expenses are recorded even though they may not have used

cash during the currenl year,

Although SA looks different from a commercial enterp se's income statement, the difference is
only ir formaa, not substance. Whereas the bottom line in a commercial enleerise represents its
net income, the Municipaliiy reports an amount descjibed as net change in ret posrror, which is
essentially the same concepl.

2.
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MUMCIPALITY OF PENIJELAS
COMMOI'{WEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
FISCAL YEAR ENDED JTINE 30.2013

The focus of SA is on the ner cos, of various activities provided by the Municipality. The
statement begins with a column that identifies the cost of each of the Municipality's major
functions. Another column idenlilies the revenues lhat are specifically related 10 the classified
governmental funclions. The difference between the expenses and revenues relaled to specific
functions/programs identifies the extent 10 which each functjon of lhe Municipality draws lrom
general revenues or is self-fina.ci.g through fees, intergovernmenlal aid, and olher sources of

This statemcnt also presents a comparison between direcl expenses and program revenues for
each function of the Municipality.

CWFS and FFS present all ofthe Municipality's governmental activities, which are supported mostly
by laxes, inlergovcrnmental revenues (such as federal and sla1e grants and contributions), and charge

for services. All services normally associaled with the Municipalily fall into this category, including
culture, rccreation and education; general governmenl; health and sanitation; public safety; welfare
and housing assistance; and urban and economic development.

b) fund Financial Statements

The Municipality's FFS consist of: (l) the balance sheet - governmental funds and (2) the stalement

of revenues, expenditures and changes in fund balances governmental funds. These financial
statemenls reporl the financial position, the results of operations of the Municipality's governmental

funds, with an emphasis on the Municipality's major governmental funds.

A lund is a grouping ofrelated accounts that is used to mainlain conlrol over resources that have been

segrcgated for specific activilies or objeclives. The Municipality, like mosl other sla1e and local
governments, uses fund accounting to ensurc and demonstrate compliance with finance-relaled legal

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

balancing accounts that comprise its assets, deferred outflows of resources, liabilities, deferred

i.flows of resources, fund equity, revenue, and expenditures. Fund accounting se$egates funds

according to thcir intended purpose and is used to aid managemeflt in dcmonslraling compliance with
legal, financial and contraclual provisions- AII of the funds of the Municipality can bc divided into

two categories: governmental funds and proprietary funds.

l. Governmentel funds

Governmenlal funds are used 1o accourl for most of the services provided by the Municipality.
These funds are used to account for essertially the same fulctions repo ed as governmenlal

activities in the GWFS. Unlike GWFS, the focus of governmenlal funds in the FFS is directed to

specific activities of the Municipality rather than the MuniciPality as a whole; lherefore,
governmental funds in FFS report the Municipality's operations in more detail than the GWFS

Governmental funds i. FFS provide a detailed shon{erm view ofthe Municipality's finances that

assist in delermi.ing whether there will be adequate financial resources available to meet the

current needs of the Municipality, which is, evaluating the Municipality's near-term financing

requirements. For financial reporting purposes, the Municipality classifies its governmental

funds within the following types: (1) general fund, (2) special revenue fund-Head Start Program,

,7



MUNICIPALITY OF PENIJELAS
COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINTJED)
FISCAL YEAR ENDED JUNE 30, 2013

(3) capital project fund- local, slate and federal graflts, (4) debt service fund and (5) Othcr
governmental fund.

Governmental funds FFS are prepared on an accounring basis ihat is significantly different from
thal used 1(r prepare GWFS. In general, governmental funds FFS focus on near-term inflows and
outflows ofexpendable financial resources, co.sequently, they measure and accounl for cash and
olher assets that can easily be converled to cash. For example, amounts reported on the balance
sheel include capital assets within a very shorl period of 1ime, bul do not include capital assets

such as land and buildings. Governmental fund liabilities generally include amounts thal
normally are going to be paid within a short period afler the end ollhe fiscal year. The differ€nce
belween a lund s total assets plus deferred outflows of resources and toial liabilities plus deferred
inflows of resources is reported as the fund balance or deficit, and genemlly indicales the amount
that can be used to l]nance the next fiscal year's activities. Likewise, the operaring statement for
governmenlal funds acports only those rcvenues and expenditures thal were collecled in cash or
paid with cash, respctively, during the current fiscal year or very shorlly after lhe end of lhe
fiscal year.

Because the focus of govemmental funds FFS is narrower than tha! of the GWFS, it is useful to
compare the fund information presented for governmental fu.ds with similar informalion
presented for governmental activities in the GWFS. By doing so, readers may better understand
the long{erm impact ofthe Municipality's near-term financial decisions. Both the governmenlal
funds' balance sheet and the governmental ftrnds' statement of revenues, expenditures and
changes in fund balances provide a reco.ciliation to facilitate the comparison belween
govemmenlal funds and the governmenlal aclivities reported in the govemmenlwid€ financial
statements.

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

column in the balance sheel - governmental funds and the slalement of revenues, expendilures
and changes in fund balanc€s - governmental funds. The five najor governmental funds arer (1)
general fund, (2) special revenue fund-Head Slart Program, (3) capilal project fund- local, stale
and federal grants, (4) debt sewice fund and (5) Olher governmental fund.

c) Not€s to Btsic Fitrancial Stat€ments

The NBFS p.ovide additional informalion that
provided in the GWFS and FFS. The NBFS can

statements.

Other Supplementary Itrformation

is ess€ntial for a full understanding ol the dala
be found immediately following the basic financial

d)

The basic fina.cial statements are followed by a section
consisting ofhudgetary comparison schedule - general fund.

of olhc. supplementary information

This Space Has Been Lefi Bla k Intentionall!
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MUNICIPALITY OF PENUELAS
COMMONWEALTH OF PT]ERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
FISCAL YEAR EN'DED JUNE 30.2013

FINANCIAL ANALYSIS OF GOVERNMENT.WIDE FINANCLAL STATEMENTS

The Municipalily's overall financial positjon and operations at Junc 30, 2013 and 2012 are summarized as
follows, based on the information included in the accompanying statemenl ofnet posilion:

Gore.nmental Activities Chanqe

20r3 2012

Capital assets

Liabililies:
Current liabilities, excluding long tern
obtigalions
l-ong-tein obligslions:

Due within one year

Due after one year

Toral liabilities

Net Position

Invesled in capiral assels, nct ofrelaled
debl

Restricted

Unreslricled (deficit)

Total nel posilion

s 22,124,251

41.625,628

63.753.885

$ 26,346,088

37,541,',783

63,887,871

4,u7,244

r.389,287
24,455,124

38,691,659

17,336,783

12,9t7.309
(5,057,880)

$ x.t96,212

$ (4,217,83t) -16.OEa

4,O83,U5 t0.9Eo
(133,986',t -O_2Ca

(169J63) -8.7%

miD 1.59o

(655,339) -2.3Va

___]]-!NL -3.6Ea

4,918,U5 28.54/o

(3.872.037\ -30.0Eo

193.506 -3.870

$ r,270,314 s_O%

8,077,781

1.409.7u9

27.199.',]89

37,247359

22,285,624
9,045,272

(4,864,3',t 4)

-@,-

At June 30,2013, the Municipality's currenl assets, amounting 10 $22,128,257 are mainly composed of
reslricled and unreslricled cash and cash equivalenls ($14,207,408), restricled cash wilh fiscal agenl
($6,957,834), and restricted and unrestricted intergovcrnmental granls and co.tributions receivable
($e63,01s).

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

acquisition, construction and improvement of major capital assets, and (3) the operations of federally and
state funded grant programs. Restricled cash also consists of unspnl proceeds of bonds issued for
acquisition, conslruclion and improvement of major capital assets.

The Municipality s non-currenl assets, amoun.ing to $11,625,628 at June 30, 2013, are substantially
composed of capilal assets, with a cosl basis of $61,691,351, which are reported ne1 of accumLrlaled
deprecialion and amortizalion of $20,724,846.

9



MUNICIPALTTY OF PENUET-A.S
COMMONWEALTH OF PUERTO RICO

I,{ANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
FISCAL YEAR ENDED JUNE 30, z)13

At June 30, 2013, the Municipality's cufient liabililies amounling to 58,077,781 are mainly composed of
advance revenues ($6,721,015), accounts payable and accrued liabilities ($1,106,586), iflterest payable
($250,180), and intcrgovcrnmcntal payables ($63,334). Advance rcvcnues principally consisl oI
unearncd revenues associated with municipal license taxes a.d intergovernmenlal gmnts and

contributions related to state and federally funded grant programs.

The Municipality's non-current liabililies, amounting io $29,2o9,57a a1 June 30, 2013, are mainly
composed of portion due wilhin one year of bonds and notes payable (S1,409,789), and the portion due

after ooe year of bonds and noles payable ($27,799,789).

As noted earlier, ret position may serve over time as a useful indicator of the Municipality's financial
posilion. The posjlion of the Municipalily exceeded liabilitics by 526,466,526 at June 30, 2013. Thc
mosl significant portion of nel position ($22,285,628) reflects the Municipality's investment in capital
assels (e.g. Iand, buildings, machinery, equipment, futniture, fixtures, infrastructure, etc.), net of all
related debt still oulstanding that was issued to acquire, construct or improve lhose assels. The
Municipalily uses these capital assets lo provide services to its citizcns; coosequently, these assets are not
ava;lable for future spending. Although the Municipality's investment in capital assels is repo(ed net of
the oulslanding relatcd debt, lhe resources needed 1() repay thal debt must be provided by olher sources,

since capital assets cannot be used to liquidate lhese liabililies. The anolher significant portion nel
posilion (S9,045,272) at June 30, 2013, represents resources lhat are restricted for debt service payments

and to finance lhe operalions offederal and slate funded programs.

The remaioing component of lotal net position consists of unreslricted net liabilities amounting to
($4,864,3?4) at June 30, 2013. These unrestricted net liabilities are lhe consequence of previous budgets

that did no1 provide sufficienl funding for incurred long-term obligalions, such as boods aod notes

payable, compcnsated absences, elc. Historically, a significanl porlion of such obligalions has been

budgeled on a pay-as-you-go hasis.

The btal net position ofthe Municipality increased by $1,270,314 for the fiscal year ended June 30,2013
Such ircrease is due 1o thc cxcess of tolal revenues (528,648,779), over lotal expcnses ($27,378,465),

including depreciatioo and amortization of capital assels of($1,851,955) for the fiscal year ended June 30,

2013.

This Space Has Been LeIt Blank I te ionallt
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MUNICIPALITY OF PENUEI-AS
COMMONWEALTH OF PTJERTO RICO

MANAGEMENT'S DISCUSSION AND ANAIYSIS (CONTINUED)
FISCAI- \'F,AR ENDED JUNE 30. 2013

The following is a condensed presentation of the Munic;pality's results of operations as reported in the

slatemenl olaclivit;cs for the fiscal years cnded Juoe 30,2013 and 2012:

Proer6*'pei6c oD€mnng B@s and

Prcgm sp€cific apitl grmb ad ontibtrhm\

Total plogm Ev.nu6

I.lse{ rnd irvgbenr amingt

unrcsbided gldh sd comdbutom

Gher BeEral ftvou6 (vaio6 sr6)

Toel gene6l rclenus

t ban {d .@onic developm.

C.hdmiry d.velorf,or

Inr6r m lo.gaem obligatids

Nel ilcw (d€@) in net paido

Nel pailio., ar hegitrni4 of 6Ml r@
Nel pcitioo, .l eld of 6!0l ]d

l3Jls (41,162)

(2,11,573)

3,331173

(3s244)

{109,943)

2]n,72t

1,257,333

I13,521

1,85,m3

r:53,133

(2,104J13)

22,335

(r,139,612)

(23,r45)

526,166,526 S1s,r92,?rl 51,270,314
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MUNICIPALITY OF PENUET-AS
COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
F]SCAL YEAR EN'DED JUNE 30. 2OI3

As previously mentioned, the Municipality's lo1al net posilion inffeased by S1,270,314 during the currenr
fiscal year. Approximately 577, ($16,368,418) of the Municipality's total revenues for the current fiscal
year came from properly, municipal license, construction excise and sales and us€ taxes, while 427.
(512,L14,220) resulled from reslricled and unrestricted capital and oprating grants and conlribulions.
Charges for services and other revenues, amounting to $166,141, provided 17, of the total revenues for
the current fiscal year.

The Municipality's expenses cover a wide range ofservices. The largest expemes ofthe Municipality for
the fiscal year ended June 30, 2013 were related to: (l) general adminislralive and operaling costs
($7,869,474), which were classified as "general government" and accounted for 28.7% of total expenses,
(2) public safety ($1,257,888), which accounled lot 4.6V. of total expenses, (3) public works
($6,465,643), which accouoted for 23.6% of total expensc, (4) health and welfare ($5,197,645), which
accounted for 197, percent of total expenses (5) cullure and recreation (S5,204,221), which accounted for
19o/a of rotal expenses, (6) economic development (S1,317), (7) communily development ($113,521),
which accounted for.47, oftool expenses, (8) educalion ($375,948), which is accounted for 1.4% oftotal
expenses, and (9) interest on long-term obligations ($892,808), which accounled for 3.3% of lotal
expcnses. These expenses include depreciation of capilal assets and deferred charges in the amounr of
($1,881,955), for the fiscal year ended June 30, 2013.

FINANCIAL ANALYSIS OF GOVERNMENTAL ACTIVITIES

Analysis of Fina cial Position of Governmental Funds

As discussed earlier, the Municipality uses fund accounting 1o ensure and demonstratc compliance wilh
Iinance-related legal requirements. The focus of the Municipality's goverDmental funds is to provide
information on near-term inflows, oulflows, and balances of expendable resources. Such information is
useful in assessing the Municipality's compliance with finance-related legal requirements- Specifically,
unreserved fund balance may serve 

^s 
a useful measure ofthe MunicipaliB's net resources available for

spending at the end oflhe fiscal year.

A1 June 30, 2013, the lolal assets of governmental lunds amounled to $23,135,381, which consisled
principally oi (1) cash and cash equivalents of $14,20'7,408 (617a), (2\ cash i. fiscal agent of $6,957,834
(307r), (3) nunicipal licenses, properly and sales taxes, intergovernmenlal, acdued inlerests and olhel
receivables of 51-,970,1-39 (97o). Such assets include cash, cash equivalenls and receivables that are
principally used for debt service, capilal projects, encumbrances and other specific purposes.

At June 30, 2013, the tolal liabilities of governmenlal funds amounted 1() $9,889,905, which consisted
principally of: (l) advanced revenues of $ 6,721,362 (687.), (2) accounts payable and accrued liabilitics
and aoother payables of $2,050,362 (2O.17a), (3) intergovernmenral accounls payable of $63,348 (67,)
and malured bonds and inleresls due and payablc of$1,055,180 (10.7%).

The total fund balances of governmental funds amounted 10 $13,245,476 at June 30, 2013, of which
$8,240,272 are resewed for restricted, commited and assig.ed, while $5,005,204 represent unassigned
fund balance. The tund balances of governmental funds decreased by ($3,488,368) during the fiscal year
ended June 30, 2013, principally due to a significa.t increase of expenses of several projects in the

Capital Projecl Fund.
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MUNICIPALITY OF PENUET-AS
COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTTNUED)
FISCAL YEAR ENDED JUNE 30, 2013

The following table presents the condensed financial position ofgovernmental funds at June 30,2013 and
2012.

2013 2012

Total assets - maior governmental funals

Total assets - other govemmental funds

Combined total assels

s 22,940,914

t,944,615

$ 22,491,944

4,823,432

23,135,381 2',7,3t5,3',76

Liabilities:

Total liabilities - major governmental tunds

Toral liahilitie( - olhcr governmental [unds

Combined total liabilities

Furul bala ces (defrcits):

Restricted - major governmenlal funds

Commited other govemmental funds

Assigned - major governmental funds

Assigned other governmenhl funds

Unassigned

Combined 1o1ai fund balanccs

9,431,911

451,994

8,905,393

1,676,139

9,889,90s 10,581,532

6,655,497

75,788

98,094

1,410,893

5,005,201

8,918,507

r,588,00r

86,509

4,581,535

t3,245,1',76 16,?33,844

Total linbilities ald lund bolonces

Major Governmental Funds

GfSqSL&Sg.lGD - The GF is the princ;pal opemting tund ofthe Municipaliry. The GF's total assets

amo]urtted to $72,327,746 at June 30, 2013. Such assels consist principally of: (1) Cash in commercial
banks ($11,328,634), (2) municipal licenses, and sales and use tax receivables ($12,606), (3) short-tern
amounts due from other funds ($981,955), and (4) restricted cash in fiscal age.t ($4,551).

$ 23,135,381 trr,rr:::
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MUMCIPALITY OF PEN'IJELAS
COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSS]ON AND ANALYSIS (CONTINUED)
FISCAL YEAR ENDED JTJNE 30, 2013

The GF's total liabilities amounted to 57,219,897 at June 30, 2013. Such liabilities are composed mainly
ot (1) advanced .evenues ($6,623,537), and (2) accounts payable and accrued liabililies, including
amounts due to olher governmenls ($596,360).

At the end of the current fiscal year, reserved lund balance for restricted and assigned reachcd $102,645,
unassigned fund balance ofthe GF amounted 1o $5,005,204, while tolal fund balance reached $5,107,849.

Sp€cial revenue futrd Head Start (SRH$- The SRF HS's total assets amounted to $740,475 ar June 30,
2013, which consisl mainly of restricted cash in fiscal agent ($236,448), short-term amounls due fiom
orher funds ($f2,569) and intergovernmcnlal receivable (5491,458). The SRF,HS'S total liabiliries
amounled to $740,475 at June 30,2013.

Capital proiect fund (CPF-LSn- The CPF-LSF's total assets amounted to $3,776,289 at Junc 30, 2013,
which consisl ofreslricted cash with fiscal agent ($2,546,584), and unresrricted cash in commercial bank
($1,229,705). The CPF-LSF' rolal liabilities amountcd to $416,359 al June 30,2013, which are composed
mainly of accounts payable and accrued liabililies. At the end of the current fiscal year, the CPF-LSF'
had lolal restricted fund halances amou.ted to $3,359,930.

Debt service fund (DSn- The DSF'S total assets amounted to $4,346,196 ar June 30,2013, which
consist mainly of restricted cash in fiscal agent ($4,273,493). The DSF'S total liabilities amounted to
$1,055,180 a1 June 30,2013, which are mainly composed of: (l) matured bonds due and payable
($805,000), aod (2) matured interesl due and payable (S250,r80). A1 the end of the current fiscal year,
DSF's total and reserved fund balance reached $3,291,016.

Other eoveromentaf funds aOGI.) The OGF'S lotal assets amounted to $1,944,615 al JUJ,? 30,2073,
which consist mainly of restrictcd casb and cash equivalents (S1,412,621), restricted cash in fiscal agent
($133,206), shorl-lerm amounts due from olher funds ($12,600) and receivables from intergovernmenlal
granrs and conlributions ($386,248). The OGF'S total liabilities amounted to $457,994 al June 30, 2013,
which are mainly composed of advanced revenues ($33,271), accounts payable and accrued liabilities
($30,732) and sho(-term amounts due ro orher funds ($393,99r). At th€ end of the current fiscal year,
OGF's total reserved fund balance reached $1,486,681.

A allsis ofOperating Resubs oIGovmmenral Funls

M{ior Govemmept{l Funds

Geoeral fund Thc total fund balance of the GF increased by $423,352 during curent fiscal year,
principally due 10 a significanl increase in property tax and interguber.amental revenues. Total reverues,
expenditures and other financing sources (net) amounted to $19,875,662, $19,r17,798, and (S33a,512),
respctively, for rhe fiscal year ended June 30,2013.

Approximately 13Vo ($14,429,281) of the CF's total revenues for the current fiscal year came from
properly, municipal license, construction excise and sales and use taxes, while 257a ($4,926,399) resulted
from inlergovernmental granls and conlributions. Inleresl revenues, charges for services and
miscellaneous revenues, amounting to $419,976, provided 2% of the lolal revenues for the cutenl fiscal
year.
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MUMCIPALITY OF PENUEI.{S
COMMO}IWEALTH OF PUERTO RICO

T,{ANAGEMENT'S DISCUSSION AND ANALYSIS (CONTTNUED)
FISCAL YEAR ENDED JUNE30,2013

The largest expenses of the GF tor the fiscal year ended June 30, 2013 were related to: (l) geoeral
administrative and operating costs ($7,627,648), which were classified as "general govemment" and
accounted for 407, of total expenses, (2) public safety ($-1,102,438), which accounted for 67, of toral
expenses, (3) public works ($5,946,929), which accounted for 317. percenl of total expenses, (4) heallh
and welfare ($1,632,889), which accounled for 8% of total expenses, (5) culture and recreation
($2,449,959), which accounted for 13% of total experses, and (6) education ($357,935), which accounted
Ior 27, oI total expenses.

Special revenue fund - Head Start Prosrsm (SRr-HSP) The total tund balance of the SRF-HSP is S0
during current fiscal year. Total revenues for the fiscal year ended June 30, 2013 is $4,415,400.

Total expendilures amounled to $4,415,400 lor the fiscal year ended June 30, 2013. SRF-HSP's total
expenditures for the current fiscal year came from health and welfare.

Capital pmi€ct fund - Incsl. St te & Federal erants (CPF-LSFG)- The total fund balance of the

CPF-LSFG decreased by ($2,a68,90a) dudng cu enl fiscal year. Total expnditures amounted 1()

$2,468,904 for lhe fiscal year ended June 30, 2013.

CPF-LSFG'S total expenditures for the cuffent fiscal year came from culture and recreation ($2,328,738),
and public works ($140,166).

D€bt service fund (DSF) -The total fund balance ofthe DSF increased by $217,796 during cudenl nscal
year. Total revenues, expenditures aDd olher financi.g sources (.et) amounled to S1,811,092, $1,927,808
ard $334,512, respectively, for the fiscal year ended June 30, 2013.

Approximately 677. ($1,221,500) ofDSF's lotal revenues for the current llscal year c.!me from restricted
property taxes, wh;le 337, ($589,592) came from reslricted sales and use taxes and interest. DSF'S total
expenditures for the currenl liscal year came from principal and inlerests on bonds payable ($1,927,808)-

Other eovertrmeltal fupds (OGF) - The 1olal fund balance of the OGF decreased by $(1,660,612)
during current fiscal year. Tolal revenues and expeoditures amounted to 52,'776,012, and $4,436,624,
respeclively, for the fiscal year ended June 30, 2013. Approximately 447a ($1,235,078) ofOGF'S total
revenues for ihe current fiscal year came from intergovernmental grants and $1,537,343 (567b) ftofi
federal grants.

The largesl expenses of the ocF for the fiscal year ended June 30,2013 were relaled to: (1) general
governmenl ($2,842), which accounred for .06% of total expenses, (2) public sally ($74,442), which
accounted for 1.68% of lotal expenses, (3) cullure and recrealion (524,014), which accou.ted for .54% of
total expenses, (4) education ($r,166), which accounted for.037" of total expenses, (5) bealth and welfare
(Sf,553,60O), which accounted for 35.02% percent of total expenses, (6) community developmenl
($192,586), which accounted for 4.34Va of total expenses and (7) public works ($2,587,974), which
accounted for 58.33%.
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MUNICIPALITY OF PENUEI-AS
COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)
FISCAL YEAR EN'DED JUNE 30, 2OI3

BUDGETARY IIIGHLIGHTS

a) Ge[eral Fund

The final budget of the general fund fo. the fiscal year ended June 30, 2013 amounted to
520,374,776. Over the course ofthe fiscal year, the Municipality revised the GF's budget in order to
include increases and decreases in revenues thal werc idcntified during the course of the fiscal year
based on current developmenls thal positively affecled the Municipality's finances. The laws and
reguiations ofthe Commonweallh mandate a balanced budgel.

The 1o1al aclual revenues (budgetary basis) of the general fund for the fiscal year ended June 30,
2A13 werc $19,673,193, which is 4.47. ( $701,583) lower than the budgeted revenues. ln additioo,
the total actual expendilures (budgetary basis) of the general fund for the fiscal year ended June 30,
2013 were $19,165,699, which is 67, ($1,217,078), lower than the budgeled expenditures.

The most significant fluctuations in actual revenues occurred in municipal licenses laxes which had

actual revenues thal were $1,304,334 lower than budgeted. This flucluation arise because a
significant reduction of sales volumen reported by the tax payer that provide fuel oil to the Pu€rto
Rican Power Aulhorily in the municipalily ofPe6uelas.

Also, the most significant fluclualions in aclual expendilures and encumbrances occurred in public
works, which had actual expendilures and encumbrances that wcre $253,411 lower lhan budgeted,
and general government and operatiog transfer to other fund, which had actual expenditures and
encumbrances that wcre $229,575 and S117,113 lower than budgeled, respeclively-

CAPITAL ASSETS AND DEBT ADMINISTRATION

b)

Capiaal Asseis

The Municipality has invesled $61,691,351 in capital assets used in governmental activities, which
have an accumulaled deprccjalion and amortization of 520,724,846 at June 30, 2013. The net capital
assers of governmenlal activities increased during lhc currcnt fiscal year due 10 the cunenl liscal
yeaas cap;tal additions ($5,935,800), which were partially offsel by the depreciation and

amortization expense ($1,851,955) tor the same period.

Debt Administration

The Municipality linances a significant portion of its conslruclion activilies through bond and note

issuances, and through slate and federal granls. The proceeds from bond issuances designated for
construction activities are commitled in its cntirely for such purposes and cannot be uscd for any olher
purposes.

At June 30, 2013. the Municipality's total bonded debt amounted to $24,891,000, consisling of bonds
payable. Such debr is backed by the full faith and crcdit ofthe Municipality. The following i\ a

summary of the debl activily for the fiscal year ended June 30, 2013:

. Bonds payable decreased by 3.5% ($995,000) by the eflecl of lotal principal payments on bonds

made during the current fiscal year.
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MUNICIPALITY OF PENUET-\S
COMMONWEALTH OF PUERTO RICO

MANAGEMENT'S DISCUSSION AND ANATYSIS (CO}.ITINUED)
FISCAI YEAR ENDED JIJNE 30. 2013

. The Municipality has also certain outstanding notes payable due to CRIM ($1,679,901). Such
nolcs payable incrcased by 5178,805 during the curren! fiscal year mainly due lo a new nole
payable made during the same period.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

The Municipality relies primarily on property and municipal taxes as well as federal and state glanls to
carry ou1 lhe govcrnmenlal activities. Historically, property and municipal taxes have been very
prediclable wilh increases of approximately five percent. Federal and Stale grant rcvcnues may vary if
new grants are available bur the revenue also is very predictable. Those factors were considered when
prepariDg the Municipality s budget for the fiscal year 2013-2014.

RXQUEST FOR INFORMATION

This financial report is designed 10 provide a general overview of lhe Municipalily's finances for all of
the Mun;cipaliry's citizens, ta\paye6, customers, inveslors and creditors. This financial report seeks to
demonstrate the Municipaliq's accountability for the money it receives. Questions concerning any ofthe
information provided in this rcport or requests for addilional information should be addressed 1o the

Municipalily of Peiuelas, Depanment of Finance.
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MUNICIPAIITY OF PENUELAS
COMMONWEALTH OF PUERTO RICO

STATEMENT OF NET POSITION
YEAR ENDED JUNE 30.2013

Govemmental

Activities

$ 14,207,408

6,957,834

Assets
C-ash and €ash equivalenls

Cash with fiscal agenl

Accounts .eceivable:

Intergovernmental

Municipal licenses

Olher
Cipital assets

I-and, irnprovements, and corctruction in progr€ss

Olher capital ass€ts, net of depreciation

Total capital assets

Total assets

47 7,',706

85,309

659.123

40,966,505

4t,625,628

63.753,885

Liabilities
Accounts payable and accrued liabiliries

Due to olher governmenlal enlities

Municipal license lax

Federal grant revenues

Non€unenl liabilities:
Due wilhin one year

Due in more rhan onc year

Total liabilities

Net Position
lnvested in capital ass€ts, nel ofrclated debl

Capital projects

Unresidced (dencit)

Total net position

37,247359

1,043.238

63,348

6,623,537

9',7.41u

250.1t30

r,409,789

27.799.749

22,285.628

3,359,930

4,096,016

7,589,326
(4,864,374)

s 26,466.526

The notes to the linancial statements are an intcgrul part of thk statement.
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MUNICIPALITY OF PENUEI-A.S
COMMONWEALTH OF PUERTO RICO

STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30.2013

Ner (Exp.nse) Revenue and

OpcEtilg

Charaq ld Granls rnd

Expenses Sflices Condburio6

l:1,315

Interesl on long rem debt

Toral aolcn m€n ral acr ivnies

1,257.333

520"1221

1,317

ll-lJ2l

I (7,86.1J99)

(1:57,3$)

(5.163,913)

509,365

(s,h4.221)

0Jr')
?9,065

(375'948)

(392.303)

(2]).177329)

5.t29,229

_l_utt!.1!L _-:___-]-llll s 5.?r r.lt35 s 1..115.936

Oen.ral Evenux.nd special irems:

Crants and contibutio.s nd rBticted ro s!.cific programs

Inr€rcsr and inveshenr earnings

1.270.314

25,196,2t2

_-!_______--l!l!!l!L

The notes to the financial stutements are an inlegral part of this stale en .
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MUNICIPALITY OF PENUELAS
COMMONWEALTH OF PUERTO RICO

BALANCE SHEET GOVERNMENTAL FTINDS
YEAR ENDFD JI ]NE 30. 2013

The noles to lhe financful sUtements are ar. integral paft of this statemenl.
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MUNICIPALITY OF PETIUEI-A.S
COMMONWEAITH OF PUERTO RICO

RECONCILIATION OF THE BALANCE SIIEET _ GOVERNMENTAL RJNDS TO TIIE
STATEMENT OF NET POSITION

YEAR ENDED JUNE 30. 2013

The amounts ofgovernmenlal reported in the stalement ofnet posilion are different to the

amounts reporled in the balance sheet- govemmental funds for the following reasons

The funal balances reported in the balance sheel _ governmental funds

Add (deduct):

Capilal assets used in governmental activities are nol considered available financial

resources at fiscal year-end, therefore, arc not reporled in the governmental funds. This

is the carrying amount of capilal assets, nel ofaccumulated depreciation and amortizalion

of $20,000,000 at June 30,2013

The tollowing liabililies are not due (mature) in the current period, iherefore, are nol

reported in the governmental funds:

$ 13,245.4',76

Compensated absences

17,625,62i1

(2.638,671\

(24,086,000)

(1,679,901)

_s___26,46!5%

Bonds and notes payable

Advance property tax debt

Net position as rePorted in lhe accompanying statement ofnel position

The noles lo the financial stqlements are an integnl Patt of this sta,ement.
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CommonNslth of Puerto Rico
Municipality of Penuehs

Stalemenr ofRevenues, Expenditures and Chanees in Fund Baldces
Covnmenlll Funds

For lne Yefu Ended ,une 10, 201l

Head San P@gnm

oths Toill
Corcmmenul Covmmenial

Funds Funds

Li@s.p.fti$ Md olh.r Iml Lxs

Comhuoity d*elop,nal

ExB (deficic.cy) or revaG oYer

o$d fmci.g $ur6 (6s)

lotal od$ Iindcing sou@s (@9

Ner cnoEE in fud bale@s

Fund b6lde beermDg, s 6Etd 
^Fud b€lue.ending I
L

122t,500

t 1215.073

t.251

t5l7,t4l

.tll7.ll6
9707.031

25t.1t3
ll,3l5

62,013

s
254,611

1021,763

251,713

t3,315

52.013

5952,743

3,591 262,263

19375,662 4415,400 1311,092 23373,166

1102,433

1612,339

157,915

2114.714

2,442
14,442

1553,600

192.536

,,:

?611,312

ll?6,330
10140,020

7616,311

4412,709

t59,l0r

(5000,53r )

334.512
(r14,5r2)

19lL1,194 4{15,400 44\6,624 338',18.',14',1

,,"n4:,

2468.904

(334,512)

(r6.7r6)

l14,5l2

(33,1,5r2) 134.512

3473,224

,!_____l?2.rpr-L

423.351 (1660,612)

1147,291

(3488,363)

_!--------------

(2463.904)

5828,314

$ 1159,910 _{_ll@ ! !121i!la

The noGs to lhe lin.n.i5l ElalemenrB .€ an inr€gd p€n of tis statemdl.
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MLNICIPALITY OF PENUELAS
COMMONWEAITH OF PUERTO RICO

RECONCILIATION OF THE STATEMENT OF REVENIJES, EXPENDITURES,
AND CI{ANGES IN FUND BAINNCES OF

GOVERNMENTAL FUNDS TO TIIE STATEMENT OF ACTIVITIES
YEAR ENDED JUNE 30, 2013

Net Change in Fund Balances ' Tolal Govemmenlal Funds

Amounls reported for governmerlal activities in the Statemetrl of Activilics are differenl because:

Gov€rnf,enul Funds reporl capital oullays as expenditur€s. However, in the Govemmeni-Wide
Statem€nr of Acrivities and Changes in Nel Assels, the cost of lhos€ assels is allocated over their
esrimated useful lives as depreciation expense. This is lhe amouni of capilal assets recorded in the

Depreciation expens€ on capital ass€ts is reponed in lhe Govemmenl-Wide Statements of Aclivities
and Change in Nc1 Assets, but they do not require the use of curenl flnancial resources. Therefore.
deprecialion expens€ is not reponed as expenditures in Govemmenlal Funds.

Bodsatrd notes proceeds provides cunent financial resourcesto Governmental Funds, but issuing debt

increas€ long't€rm liabilities in the Govemmenl-Wide slatement of Nel Ass€ts. Repaynnent of bonds

and notes principal is an €xpenditure in Govemnenlal Funds, but the repayment reduces Iong -1erm

Liabillies in the Government-wide Statement of Net Assets. This is the amount by which the debt
proceeds exceed debr service principal payments.

Repayment of long lerm Claims, Property Tax and Retitement System debls (net of increases) are

exp€nditures in Governmental Funds, bul1he repaymenl reduces long rerm d€bts in lh€ Govemmenl_
Wide StalemenlofNet Assels- This isthe amounlpaid in the cur.ent pedod.

Irng'lerm compensated abscnces are reporled in the Govemmenl-Widc Statement of Activities and

Changes in Net Ass€ls, bul lhey do not require $e use of cune.t finarcial resources. Therefor€. long'
term ompensaled absences were nol r€ported as expendilures in Govermental Funds. The following
amounl represenr the change in long-term compen$led abs€nces from prior year.

Change in Ner Posidon of Govemmental Aclivities

The noles lo the flnanc rl statements are an integrul part oI this stalement.

$ (3,188,368)

5,935,800

(r,85r,9ss)

1,035,000

(17{r.n{)5)

o81358)

_-$_1!Z9iv

23



MUNICIPAIITY OF PENUELAS
COMMONWEALTH OF PUERTO RICO

NOTES TO BASIC FINANCIAI STATEMENTS
YEAR ENDED JUNE 30, 2013

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipalily of Pefruclas, Commonwealth ofPuerto Rico (lhe Municipality), is a local municipal
government constiluled in 1793 in the Commonwealth of Puerto fuco. The Municipality has full
legislative, fiscal and all olher governmental powers and responsibililies cxpressly assigoed by I-aw
No. 81 of August 30, 1991, as amended, known as Autonomous Municipalitiet Act ol the

Commonvrealth ol Puerto Rico (Ac1No.81).

The Municipaliry's govemmental system consists of executive and leg;slative branches. The

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

separalion ofpowers ofthe executive, legislalive and judicial branches. A Mayor, elccted cve.y four
ycars by lhe cilizens, exercises the exccutive power of the Municipalily. The legislalive Fower is

exercised by lhe Municipal kgislature, which is also elected every four years. The General Juslice

Court Syslem of the Commonwealth, which has jurisdiclion over the Municipality, exercises the

judiciary powe..

The Municipality assumes .esponsibility for providing services to its citizens related to public
housing, welfare, public safely, health, sanitation, education, cullure, recrealioo, urban and economic

development, and many olhcr ge.eral and administrative duties.

a) Financiol Reporting Model

The accompanying basic financial stalements present the financial position of the governmcntal

activities, each major governmental funds, and thc aggregate remaining lund information of lhe

Municipality at June 30, 2013, in conformity with Accouniing Principles Cenerally Accepted in

the Unitcd States of America (GAAP), as prescribed by the Governmental Accounling Standards

Board (GASB). In addition, the accompanying basic fina.cial statemenls present the changes in
the financial position (results o{ operatiors) of the governmental activities, each major
governmcntal fund, and the aggregale remaining fund information for the fiscal ycar cnded June

30, 2013 io conformily with GAAP.

According to lhe financial rcporting model eslablished by GASB Statcmenl No. 34, B.lsrc

Financial Statements and Mandgement s Discussion dnd Analrsis for StaE and Local
Gorernnenrs (GASB No. 34), the minimum required financial statement presentalion applicable

to the Municipality is composed of the following elements: (1) governmenl_wide financial

statements (GWFS), (2) governmental fund financial statements (GFFS), (3) notes to basic

financial slatements, and (4) required supplementary information (RSI).

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

comparison schedule - general fund. RSI is unaudited supplemenlary informalion required by

GAAP prcsented alongwith, but separate from, the Municipality's basic financial statements-

MD&A is a narrative report lhat introduces the accomPanying basic financial slalements and

provides a, analytical overview ofthe Municipality's frnanciat activities for the fiscal year ended

June 30, 2013, based on the Municipa,;ty's knowledge ofthe transaclions, events ard conditions

reflecled in the basic financial statements. The MD&A also highlighls certain key fiscal policies

lhar conrrol rhe Municipdliry'. operations.
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MUNICIPALITY OF PE]IUELAS
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NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30. 2013

The Budgetory Comporison Schedule - General Fund is a comparison of the actual results (using
the budgetary basis of accounting, which differs from GAAP) with the original budg€t and the

linal amended budget for the General Fund. A budget to GAAP reconciliation is presented
providing informalion ofdifferences belween the budgetary basis ofaccounting and GAAI.

F inancbl Repo,ting E nti,

The accompanying basic financial slalemenis include all depariments, agencies and municipal
entities thal (1) are under tbe legal and administrative control oflhe Mayor and (2) whose funds

a.e under the legal custody and control ofthe Municipality's Director of Finance and Budgel, as

prescribed by t-aw No.81.

The Municipality's management has considered all polential component units for which it may

be financially accounlable and other legally separate organizalions for which the nalure and

significance of their relalionship wilh the Municipality may be such that exclusion of their basic
financial slatements from those of the Municipaliry would cause the Municipality's basic

financial slatements 10 be mjslcading or incomplele.

The Municipality's management has concluded that, based on the criteria set forth by GASB
Slalement No. 14 - The Financial Reporn"8 rr,Try (GASB No- 14) and GASB Slalemeni No. 39

- Determining Whethet Ceiain Organizations are Component Urirs (GASB No. 39), there are

no legally separatc enlilies or organizations thal should be ,eported as componenl unils of the

Municipaiity as ofJune 30,2013 nor for lhe year then ended.

G o v e mm ent- w ide F ina n c ia I S tale m e nl s

The accompanying GWFS are composed of: (1) the statement of net posilion and (2) the

statemenl of activities. These financial slatemenls do not report fund information but ralher
report information of all of the Municipality's govemmental activities. These statements are

aimed at presenling a broad overview of the Mun;cipality's finances tfirough reporting its

financial position and results of operalions as a whole, using melhods that are similar to those

uscd by mosl privale businesses.

The focus oIlhe GWFS is not on compliance with budgets, regulatory requirements or on the use

of available or currently expendable financial resources Geferred 10 as fiscal accountabilily), but

on operational accounlabilily information aboul the Mu.icipality as a single cconomic unil.

Operational accountabilily is the Municipality's responsibility to repon to the extent to which it
has met its operating objectives efficiently and effectively, using all resources available for thal
purpose. It focuses on the Municipality's principal operating obje.live, which is to provide

services to its citizens.

The accompanying statemenl of nel posilion provides short-lerm and long_lerm informalion
about the Municipality's financ;al position and cond;tion by presenting all ofthe Municipality's
assets and liabilities, with the difference between these two items reported as "net position"
(equity). This stalemcnt assists management in assessing the levcl of services that can be

provided by the Municipality in the future, and ils ability to meet its obligalions as they become

due. In addition, this stalemenl reports the extent to which the Municipalily has invested in

c)
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NOTES TO BASIC FINANCTAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30,2013

capital assets, including infrastructure, and discloses legal and conractual rcstrictions on

Net position are classified in the accompanying statement of nel pssitions within the following
three categories:

Invested in capital assets, net of related debt - These consist of capilal assels, net of
accumulated depreciatio. and amortizalion, reduccd by the outstanding balances of bonds,

nolcs and other debt that are altributed 1o tle acquisilion, conslruclion or improvement of
those assets. For the purposes ofdetermining the outslanding debl attribuled 10 capilal assets,

the total long-term debl relaled 1() thc acquisition, conslruclion or improvement of capilal
assets have been reduccd by any related unspenl debl proceeds and any related unamortized

debt issuance cosls.

Restricted - Tlese co.sisa of net position restricled by external parties (such as creditors,
gmnlors, contribulors, laws or regulalions ofother governmenls, etc.), or net assels for which

constrainls are imposed by constitutional provisions or enabling legislation. Enabling
legislation is defined as legislalion thal aulhorizes the Municipalily to assess, levy, charge or
otherwise mandarc paymenl of resources (from exlernal resource providers). Eoabling

legislation eslablishes restriclions if il includes a legally enforceable requirement thal those

resources be used only for the specific purposes slipulated in the legislalion

The classificalion of restricled net position idenlifies resources that have been received or

earned by the Municipality wilh an explicil underslanding between the Municipality and the

resource providers that the resources would be used for specific purposes. Grantst

contribulions and do.ations are often given under lhose kinds of conditjons. Bond

indenlures also often limil the usc of bond proceeds to specific purposes

Internally imposcd designalions of resources, including earmarking, are not reported as

restricled net position. These designalions consist of management's plans for lhe use of
resources, which are subject to change at the discretio. ofthe Municipal kgislalure.

Unrestricted - These consist of net position that are neilher externally or legally restricled,

nor invested in capital assets. However, untestricted net position often are designated to

indicate that management does nol consider them to be available for general operalions.

Unreslricted net assets olten have constrainls that are imposed by management, but can be

removed or modified.

when both restricted and unrestricted resour.es are ava;lable for use, it is the Municipalio's
policy to generally use restricaed resources first, and then unrestricled resources as they are

needed.

The accompanying statement ofactivities presents the results ofthe Municipalily's operations by

showing how the Municipalit-v's net assets changed during the year ended June 30, 2013, using a

net (expense) revenue foimat. This slatemenl presents lhe cosl of cach funclion/progam as well

as the extent to which each of the Municipalitr's firnctions, programs or olher sewices eilher
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MUNICIPALITY OF PENUEIAS
COMMONWEALTH OF PUERTO RICO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
YFAR ENDED JUNE 30.2013

contdbutes to or draws fiom the Municipality's geneml revenues (such as property taxes'

municipal license taxes, construction excise taxes, etc.).

A function/program alescribes a group of activities that are aimed at accomplishing a major

se*ice or .eguliatory .""ponsibi[t. The functions/programs reported in the accompanying basic

financial staiementi are-: (1) general government, (2) urban and economic development' (3)

public safety, (4) health and sa;itation, (5) culture, recreation and education and (6) welfare and
't ou.ing u..itt'-"". The govemmental opemtions of the Municipality's.departmenis and

operat;nal units are classified within the following functions/Programs in the accompanling

basic financial slatements:

G€neral Govemment:
Municipal Irgislature

MaYor's Office

Department of Finance and Budgel

Depa menl of Human Resources

Department of Municipal Secretary

Depa(ment of Internal Audit

Deparlmenl of Public Rclation:

PublicWork:
Department of Public Works

Deparlment of planning and development

DePartment of Recycling Services

Public SafetY:

Department of Municipal Police

Office of Emergency Management

Health and Welfare:
Department of Health

Departmenl of Elderly Aftairs

Department of Service io Cilizen

Culturc atrd Recreation:
Deparlmenl of Recreation and Sports

Department ofArt, Culture and Tourism

The statement of acliviiies alemonslrales thc degree 
'o 

which program revenues offset direct

exoenses of a given functiorrprogam or segme;ts Direct expenses are those thal are clearly

idenrifiable witi a specifrc tunction. segrnent or operational unit This stalement reports revenues

in two broad categories: (1) program revenues and (2) general revenues'
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NOTES TO BASIC FTNANCIAL STATEMENTS (CONTINI'ED)
YEAR ENDED JUNE 30,2013

Program revenues are generated directly from a program itself or may come from parties o tside

the Municipality's ta\payers or citizE ns ln the statement of activities, program revenues 
'educe

the costs (expenses) of thc funcliory'program to arrive at the nel cost ofthe function/program that

must b€ financed from the Municipality's general revenues. The accompanying statement of
activities separately reports the following categories ofprogram revenucs:

. Charges for servic€s These generally consist of exchange or exchange_like lransacti{)n\

invoiing charges to cuslomers or applicanls who purchase' use or direclly benefit frorn the

goods, s;rvices or privileges provided, or are otherwise directly affected by lhe senice\'

ihese inclurle fees charged for specific services, charges for licenses and permits, and fines

and forfeitures, among olhers.

. Program-specific capital and operating gmnts and contributions - These consist of

traniactions that are eilher mandatory or voluntary non_exchange transaciions wili other

governments, organizalions, or individuals that restricl the resources for usc in a parljcular

program. Capnil grants and contributions consist of capilal assels or resources lhat are

i""riictcO fo, iapitai purposes to purchase, construcl or renovate capital assets associaled

with a specific progam. Operating grants and conlribulions consisl of resources thal are

required to be Lried io finance the costs of operating a specilic program or can be used eilher

foi operating or capital Purposes of a specific progam. Restricted capilal and operating

granri and contribulions are program revenues because they are specifically attributable to a

irogam and reduce the net ;xpense of that program 1() the Municipaliry' They are reported

net of eslimated uncollectible amounts.

Gencral revenucs are lhe default category for rcvenu€s lt includes all revenues aod gains that do

not meel the definilion of program revenues. Property taxes, municipal license laxes, sales laxes

and construction excise taxes are reported as geneml rcvenues. All olher nontax revenues

(including unreslricted inveslment earnings, grants and contributions not restricied for specific

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

itai.it"a as g"n".at reuenues. Resources that arc dedicated internally by the Municipality are

reported as gineral revenues tather than as plogram Ievenues All generalrevenues are reported

net of estimited uncollcctible amounts, which are recorded as reduclion oI revenues ralher than

as expenses.

The general Sovernn I lunction/program,eportcd in lhe accompanyrng 'taremenl 
ol aclivili<s'

inclu'des expJnses that are, in esse;ce, itulirecl or overhead expenses of the Municipahl]'s other

functions/piograms. Even though some of these cosls have been charged to other funds in the

gor"rnrn"'ntuifrna m"ncial smtlements as indirect cost allocations permitled under somc federal

firograms, the Municipaliiy has reporied lhcse indirect expenses as direcl expenses of the general

ior-ern."nt frnction. Accordingly, the Municipality does not allocate general government

(indirect) expenses lo other functions.

The effects of all interlund governmental aclivities Gevenues, expendilures and olher financing

sources/uses among governmental funds) have been removed from the accompanying statcmenls

of nel position and activitics.
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The Municipality classifies all of its activities as governmental activilies in the accompanying

GWFS. These are activities generally financed through taxes, intergovernmcntal revenues and

other non-exchange revenues that can be used to support the Municipality's progBms or

services. These governmenlal aclivities are also generally reported in the governmental fund

financial stalements.

The Municipality has flo fiduciary aclivities, which are those in which lhe Municipality would he

holding or managing nel position for specific individuals or olher external parties in accordance

with l;ust agreements or other custodial arrangements. In addilion, the Municipality has flo

operalions or activities thal are primarily financed and operated in a manner similar to privalc

business enterprises, where the costs of providing goods or services 1o the general public is

financed primarily through user charges.

Gowmmental Fund Fint ncial Statements

The accompanying GFFS are conposed of: (1) the balance sheel governmental funds and (2)

the stalem;nt ot revenues, expenditures and changes in fund balances - governmental lunds'

Thcse financial slatements report the fioancial position and resulls operations of lhe

Municipal;ty's governmental funds by presenting sources, uses and balances of current financial

resollrces. Some of these financial statements have a budgetary orieniation and focus primarily

on: (1) the Municipality's major tunds, as defined below, (2) the fiscal accountability and (3) the

individual parts of rhe vunicipality's govefirment. Fiscal accountabiliry reptesents the

Municipalily's respons;bility to justify thal its aclions in the cunenl year have complied with

public decisions conceming the raising and spending of public moneys in the short lerm (one

fisc.al year).

Each governmental fund is considered an independent fiscal entity accounted for within a sel of

self bilarcing accounts lhal comprise its assels, liabilities, fund equity or deficit, rcvenue and

expendituresl The accompanying GFFS scgregate governmenlal funds according 1o their

intended purpose and are usid in demonstrating compliance with legal, finan€ial and contraclual

provisioni. ihc minimum number of governmcntal funds is mainlained consistenl with lcgal and

ielf-imposcd managerial requircments established by the Municipalitv' For financial reporting

purposes, the Muniiipality ciassifies its governmental funds wilhin th€ following categories:

. General lund - 'lhe general fund is the Municipalify's main operating fund and a major

governm;ntal fund, as defined below, used to accouot for all financial resources and

iovernmental activities not accounted for and reported in aoolher fuod' 11 is presumed thal

ihe Municipality's governmental activities have been reponed in the general ilnd except for

lransaclion; fo; wiich one of the following compelling reasons has required thc use of

anolher fund: (l) legal requnemenls, (2) GAAP requircments or (3) the demands of sound

financial admi;i;ration requiring the use of a governmental tund olher than the general fund'

. Special revenue fundr - The special revenue funds are major and non-major governmental

funds, as definei below, used by rhe MuniciPality to account for thc proceeds of specilic

revenuc sources that are rcslricted or commiltcd lo expcndilure lor specified purposes other

than debt service and capital projecls. The uses and limitations of each special revenue fund

are specified by municipal ordinanccs or fedcral and stale statutes However' resources
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reslricted lo expenditure for purposes normally financed from the general fund are rcporred in

the Municipality's general fund provided thal all applicable legal requiremenls are

appropriatcly satisfied. ln this case, a special revenue fund to accouot for such kind o[
transactions will be used only if legally mandated.

. Debt senice funl - The debt service fund is a major governmental fund, as defined below,

used by the Municipality 1() account for all financial resources that are restncted, commiltcd,

or assigned to expenalilurc for principal and inlerest; for (1) bonds payable for which debt

servictpayments are legally mandated lo be accounled for in a debt service fund and/or (2)

bonds payablc or ary general long term debt lor which the Municipalilv is being

accumulating financial rcsources in advance 1o pay principal and interesl paymcnls maluring

in future years. During the fiscal year ended June 30,2013, lhe linancial activily accounted

for in thc debt sewice fund was specifically related to bonds payable.

The oulslanding balance of general long-lerm obligations for which debl service paymenrs do

not involve fitadvance accumulation of resources (such as notes payable, obligations under

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

lbr ir the accompanying statement of net assets. The debt service payments of such debls, as

applicable, are generally accounted for in the general fund.

. Capilal prcjects futtds - Capilal projecls funds are major and non_major governmental funds,

as definid below, used to accou.t for all fina.cial resources that are resricrcd, committed, or

assigned to expendilu.e for capital outlays Significant capitrl outlays financed from

proicds ofgeniral obligalion, public improvemenl or sPecial obligation bonds are accounted

for also ifl the capital projecls funds.

The capilal projects funds has been used only for major capital acquisitions, construclion or

l-proue-eni aclivities that would distort fiflancial resources trend data if not reported

seiarate)y from the other Municipality's operating aclivities. The routine purchases ofminor

capitatizable assels (such as furniture, office equipment, vehicles and-other minor capital

asiets or improvements) have been reported in the governmental fund from which financial

resources werc used for the paymenl.

The focus of the GFFS is on major governmental funds, which generally reprcse't the

Municipality's most important funds. Accordingly, the Municipality is required- to 
.segregate

governmental funds between major and non-major categories wilhin lhe GFFS Major individual

iovernmental funds are repo(ed individually as separale columns in the GFFS, while data from

ill non-Inojor gnr".nmentil funds are aggregated into a single column, regardless of fund lvpe'

By definition, the Municipaliry's general fund is always considered a major govemmental fund

frir financiat reporting putpoi... fn addition, any oiher fund is considered a major frtnd lor

financial reporting purposis if its total assels' liabilities, revenues or expenditures ol thal

indi"idual go"ernmenui fund are at least 10 percent of the corresponding element lotal (assets'

liabilities, ;venues or expenditures) for all governmental funds For the purposes oI applying

the aforementioned majo; fund criieria, no eliminations of interfund balances have been made'

Total revenues for these purposes means all revenues, including operating and nonoperaling

revenues (net of allowancis), except for olher financing sources Total cxpeoditurcs for thcsc
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purposcs mean all expendilures, including operaling and nonoperating exp€nditures' except for

olher financing uses.

Based on the aforementioned criteria. the Municipatity's major governmental funds reported in

the accompanying governmental fund financial stalemenls are: (l) the general fund, (2) special

reveflue fu;d - H;d SIart, (3) lhe capital project fund - local, state and federal glants, and (4)

debt service fund.

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

all financial resource; and governmenlal activities not accounled lor and reported in another

fund.

Special Reve ue Fund - Head Shr, ' ls lhe accounting entity in which revenues derived from

the federal agency are used to provide comprehensive health, educational, nutritional, smial, and

other develoime;d scwices piimarily to economically disadvantaged preschool.children (ages 3

to 5) and i;fants and loddl;r Qnth through age 3) so that the children will attain school

readiness.

Copital Project Funtl . Local, Stote and Fedetal Grants ' is the accounting entity in which

revenues deiived from local funals, state and federal grants or other restricted revenue sources

related to capilal projects, is accounled for. The uses and limitations of each caPital project fund

are specified by Municipality ordinances or federal and state slatules'

Debt senice fund -The debt service fund is used by the Municipalily to accouni for all financial

resources thai are restricted, commiltcd, or assigned 10 expenditure for principal and inlerest; for

11) bonds payable for which debt service payments are legally mandaled 10 be accounled for in a

i"it ".-i." 
fr.a and/or (2) bottds payable or any general longlerm debt for which the

Vfunicipatily is being accumulating finincial remurces in advance to pay principal and interest

payments maturing in future years

Measurement Focus and Basis oI Accounting

Govemm€nt-wide financirl stat€ments The accompanyirg GWFS are prepared using the

;;;;;"*"* ,.r""".r""1 focus and the accrual basis of accounting' Subjecl 1.l the

additionalrulesa.dlimitationsdetailedbelow,revcnues(includinginterestincome)are
g"n",ufty ,""ora.a *ft"" eamed and exPnses are generally 

'ecorded 
when a liability is incurred'

regardless ofthe liming ofrelated cash flows.

All revenucs, expeoses, gains, losses, assels and liabilities resulling from exchange and

"*"f,rrg.-iiL" "rti*.ti.ns'are 
Senerally recorded wher thc exchange takcs place h exchange

t,"n"u"ilon., 
"u"t 

puuy to the E;nsaction receives and gives up essenlially equal values-

An exchangelike lransaction is otre in which fiere is an identifiable exchange and the values

"-*r.g"a,'**gft 
*f"ted, may nol be quile equal' Neverthe-less' the exchange characleristics of

it" oJrrung"-lii" transaction arc strong enougtr to justify lreating.il as an exchange for

,"""r.iirg "pr.p*". 
t.tamples include ties for iicense' and pcrmirs, charges lor services' and

m;scerraneous ievenues. which are recorded as rcvenues when collected because they are

geneially not measurable until actually received)'
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All revenues, expensesi gains, losses and assets resulting from nonexchange transactions ale

;;:;;il ;.i;e dre criterL set forth bv GASB Satemeni No 33' Accountins a d Financiat

i.rrri", i"inr**n nse lran'action: (GASB No 33), which the Municipalitv adopted on

],,i, r- jo6:. cesg No:33 established accouoling and reporting slandards for nonexchange

ir"i.*tl"r'lr*f"1"*.a.h and linancial or capital re-'ources tfor erample mosl laxe\' granr' and

nri\ate dunalions). 
-ln 

d noneYchangr tran';ction lhe Municipalil) giv(s (or Ieceives) !aluc

ir-it.r, al'..iLy,...,",rg (or givrngfe,lual value inreturn This is different from an excha'ge

i."r.".ii... i. *rti.t, ""it pu.iy."".i,i. and give\ up essentiall) equal values 
-According 

ltr

iaiii'i"".::, ttrc uuniclpatiiv groups ils nonexch'nge transacrions inro rhe follo\ling four

il; ;ih" ;;.p",yin; basic-fin;ncial statements: (a) derived tax revcnues'.(b) imposed

nor"t.frung. ,"reru"", (c) gore.nmcnt mandale'l nonexchange lransaclions' and (d) voluntary

nonexcha.ge tmnsaclions.

In the case of derived tax revenue transactions (sueh as municipal litcnse taxcs) which result

from assessmeots thc Municipality places on e\change lransaclions receivahles.and revcnues are

..""ri"Jr"il" ,1. *a"rlying exihange has occurred (rhat generatly is, when the taxpayers' net

sales or revenues subject to tax take place)'

In $e case of imposed non_exchange revenue transacrions {such 2s propert} taxes) w$ci result

i."r.-^*"..."" ,rJ" ty the Mu;icipalily on nongovernmenlal enlities' including indjviduals'

"#;;;;;.;;;"; "n'exchange 
tans'ction", receivables are generall) recorded in rhe period

,i", 
""-""i"r"*tr. 

r"grl claim'has arisen' Property larcs are generatly recorded 
,as -revenues

ir., r-rr"rr'-*^ia"ied nol coltecliblel in the period when resoulce\ arc requrred lo he u\ed

or the lir.t pcriLrd lhat lhe u'e ol the resoLrrct" i' p(rmitled'

Governmeofmandated non-exchange transaclions (such as graflts and conlributions) result when

, ,.,,"r"-"r, 
" 

*. f*el {such as ihe lederat or 'lale government) provides re\ourccs tu another

:.';;;:;, ;;J;i;. rvr,,i.ip,riur. an'J the prividcr sovernmenr requircs rht recipienr

::.,::;;:;, l;;;.;t"* '"";,;.. i", a rpecitic ptrrposi or purpo\es esrabri'hed in Ihe

ir"t*ti ""ru,ri 
tejistallon. tn rhese typ;' ol rransaclions' receivables and revenues are

generally recorded as follows:

. For reimbursemenGtype (commonly known as "expenditure-driven awardJ )"receivables

;;; *r"rr"" are recorded when all eligibilirv riquirements imposed hv rhe Provider

tur" U""n *"t. The Municipality must expend Iesources on the specrrc purpose or

,r"i". t"f.* Ihe provider '"ilntu'"t' 
uny amouns Rerenut i5 lh<rclore' gencral]!

ic.ogn;r.a a' qrariS ing reimbulsable e\pendirure\ arc incurred'

. For olher types of grants (mainly grants and contribulion\ with purpose restrictions but

*i*t ,. tirii ,"qrii"-"nti), reciiv-attes ana revenues are recorded when all applicable

.IisihilitlleoUilemenlsar.mel.whenlhepro\idcri5aSovernment{in(ludinglhe
l"i"l.-1.,'lii* u,rt.J iu,.. or e-"'it',1'r'' applicable recognirion period 

'or 
borh'

,t;.';;l;;;il;.';lpi"ni. ii ir'' p'o"ia" ' ti'ial vear and begins on the firsr dav or

that Year-

32



Y

:

Y

:-
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Voluntary non_exchange transaclions (such as donations and certain grants and enlitlements)

*.rii fr.'In f.gi.l"tit" i, conlractual agreements, other than exchanges' entered inlo willingly by

i'*"-.r_rn"* pr.ir".. In these types of transactions, receivables and revenues are generally

accounted lbr in the same manner as government-mandated non exchange lransactions discussed

Receipts of any lype of revenue sources collected in advance for use in lhe following period are

recorded as defered revenues

Events thal are neither exchange nor non_€xchange transactions are recorded when it is probable

that a loss has been incurred and the amount of loss is reasonably estimable'

According to GASB No. 34, all general capital assels and the unmatured long-term liabi$ties are

..."id.a i"fy in lhe accompanying statement of nct posiiion The measurcmenl focus and thc

i".i" .i".."'""tirg "."4 
inihe'accompanying GWFS differ significantlv .from 

the measuremcnt

;;;;.;;;-b;;i" 
"i""""unting 

used i; the p;paration ol the accompanvtns-sovcrnmental fund

ii*n"iul ,t"l"."nt.. Therefire, the accompanying governmental fund financial 
- 
slatements

i".irJ" *"""" i",i"*, 
"s 

detailed in the accotnparyiT g ratte o[ contents' 10 better identify the

;;ladonsbip between the GWFS and the governmental fund linancial siatemenls'

Governmentslfundlinatrcia|stalements-TheaccompanyingGFFSarereporledusjnglhe
;;; fr"*t"l ,"."**. -""surement locus and the modified accrual basis of accounting'

n",r"nu"" 
"r" 

g.n"rrtty .ecognized as soon as they are both measurable and available Revenues

"i" 
g"""r"irv i*ia*!a rc b; available when the) art colleclihle within rhe currenlJ.car.or soon

"""i-f,-ihe;"f,., 
lo pay liabililies ol the current year' tor this purpo\e' lhe Muntcipalil)

;;"fi; ;;";;;,."r:;'ro t" auaitaute it collected within 90 davs afier June 30' 2013' except

i"''0.p.'ii ,rr.. ", "r,ich 
lhe a\ailabilirv Deriod i\ b0 dr\s Revenue 'otrrce' 

not meeting rhis

,rrilahilitv (rilerion or collected rn advance are recorded a' dclerre'l rcvenue\ at Jun< 30' 2013'

ii" ",mir"ri 
i.'."* 'or*"' considered \usceptible to auclual tnclude properr) u\e\'

-,i;lrri'ri*"i.,"r.", ia.rgo,.,n,.nt^t grant' a;d contrihution' and intcresl incomc' The'e

;,i*i;;i ,""."""."rt.". me;r bolh measurabilil) and availabilir) crileria in lhe accompanyrng

6ptil.*..p, lot u.ounrs rccordcd a\ deterred (earned and una!ailable) re!enue*

InamannerSimilarlothcGwFs,butsubjecttoandlimitcdbytheavailabilitycrireriadiscussed
,i.re ;ir'i"*rr"", expenses, gains, losses, assets and.liabiliries reJultingfrom- ex-change and

.*.f,""g._fif." ,run.r.tion. ,'i al<o generally recorded when lhe. eYchange Iake' place'

;.;";;:;J, rees for lrcen\e\ and permir\' charge\ lor servrce\ and mi\cellaneuus re!cnrrr\ are

;;;;;;J?J;;";",". *hen collecte'l because t[ev are generallv not measurahle unril actuallv

reccived.

AII revenues. cxpenses, gain\. los'es and a<seL'rc'utrrng from non_e\change lran'aclion' are

::J:; h ; :;ii;;i".."i" ir," c*ns. using rhe previousrv discu\ed. critelra 'er ronh ht

GASB No.33 for non-exchange transactions, t-ur t'Uj"tr rn and lim'red by thc. availabilitv

"rit".iu 
ai""u"."a uUu.. Accordin$y, propenv tax and municipal license lax receivahhs are also

;;;;;;; t; ;" nscur veii wt'"n an 
"nforceable 

lesal claim has arisen while properlv

iu, una'.url"ipuf license tax revenues (nel of amounts considered not colleclible) are also

g**Jry t"""r,riJr" irt" fiscal vear when iesources arc require{:l to be used or the firs! fiscal vear
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thaltheuseoflheresourcesispelmitted.Receivablesandrevenuesfromreimblrrsement.type
gr"nt., "-r.itutior., 

donations and entitlements are also generally recorded as qualifving

i"i.trr."ur" .*penditures are incurred , while reccivables and revenues from other lypes of

grants are record;d when all eligibility r€quiremerts imposed by the provider have been met'

Interest income is recoraled when earned only if collected within m days after year-end since

thcse would be considered both measurable and available'

Pursuanl to the provisions of GASB Interprelalion No 6, Reco|nition and Meas-wenent d
ii,iii t i"titidi 

",a 
etp"nditures in Govirnnenrat Fund Finoncinl Statene'rs (CASB No 6)'

in tt. ut."r." of an explicit requirement (i.e. the absence ot an applicable.modilicalion'

discussed below) rhe Municipaliry generally accrucs a govcrnmtn!al fund liabilil) and an

exDendilure (includinP salaries, prolessional \ervices' supplies ulililies elc ) in lhe period in

*rl.-r, t'r,. go".rr.."i;ncurs the iiabilily. ro the cxient that thesc liabitiiies are normally expected

roheliouidaredwithcurrenlavailablelinancialresoUrce.,GASBNo.omodiliedlhere(ognition
.r;"rJ'i"t-..rt"i" expcnditure. and liabililics reponed under lhe modified accrlal ha'is ol

"""""r,i"! 
pri". a CdsB No. 34, and clarified a n;mber of situations in which the Municipality

.fr"ria aiii"g"i.lt belween governmental fund liabilities and general long-term tiahilities'

in"i"iora ,ft"- u""orpunying 
-balance 

sheel - Sovernmental lunds gcnerally reflecls assets that

will be converted into cash io satisty currenl habitities' t-ong_term assets (excepl lor accounls

receivatles and inrcFfund advances) and those assets that will not be converted inlo cash to

.uii"r, 
"u.r"n, 

liabilities are generally not accounted for in the accompanying balance sheet -

""t"i".""*rir"a.. 
er rn. r"'r. rirn*. tong-rerm liabilitres {generall} lhose unmalured rhar will

:;;;;;;i;]il;'; oi cunenr tinancial ,.1o,".' to pa) them) are not accounted ror in the

accompanyints halance.heet - go!er nmenlal tunds'

Modifications to the accrual basis olaccounting in accordance with GASB No 6 include:

. Principal and interesl on bonds payable are recorded when they mature (when paymcnl is

a""1, i*."rt lor principal and interest due on Julv 1, 2013' which have becn reco'rled as

*.rli"-""""ii.rilirruilities at June 30,2013, which is the dale when resources are available

in the dcbt service fund (generally, June 30)'

.Noresoavable.oblieadonsundercapilalleases,compensatedabsences,andamountssubject
;;;J.,A;ilffi iuagmens unier titigation are recorded onlv when thev mature (when

PaYment is due).

. Cenain accrued liabilities not due and payable or not normalty expecled to be liquidaled with

current available and expendable financnl resourccs are recorded in the accompanyng

"i",.-*i "i "., 
p""i i"r. Such liabilities are recorded in the governmental funds when thev

. Executory purchase orders and contmcts are recorded as assignments of fund balance in the

governmental funds FFS

Liabilitiesoutsidetheboundsoflheseexceptionsormodificalionsalerepoitedasgovernmental
t"ra rirtifi,i." when incurred (including salaries, professil'nal Jervice!' supplies' ulilities' elc )
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since these liabilities normallv are paid in a timely manner and in full from current financial

The measurement focus of the GFFS is on decreases i. nel financial resources (expendilures)

rather than expenses. Most expenditures are measurable and are recorded when the relaled

governmental fund liability is incurred. Allocation of costs, such as depreciation and

imortization, are recordeal in the accompanying statement ofactivities, but are not recorded in the

accompanying GFFS.

Under the financial reporling model established by GASB No 34, all general capilal assets and

the unmatured long+eim lia;ildcs (determined using the modified accrual basis of.accounting)

are no longer repolted in account Sroups within the governmental fund balance sheel but are

incorporateicl intothe accompanying stalemenl of net position since July 1, 2003'

I) StewaflMip, Conpliance anil Accountobihl!

Budgetarv Control

Accorrting to thc Autonomous Municipalities Act of the Commonwealth of Pue(o Rico' the

ft 
"V". "ia f," Administrative Cabinit prepare annual budgets each.fis€al vear for the

Vu'niclpaf;tv's general fund and debt serviie iund Such legatly adopted bud€ets are based on

.-p".i.i "a..[it** 
ty program and estimated resources by source for both funds The annual

b;'dgets are'developed ;sing;lements of pertormance-based program budgeling..and, zero-based

trJE"ii"g, *a i"airo" 
"stiiates 

of revenuis and olher resources for the ensuing fiscal year urder

hwJand regulations existing at the time the budget is prepared'

The Mayor mu\t \ubmil an annual budgelary re\olulion ploiecl {lhe Proiecl)1() the Commis\ioner

"i 
Urri.ip"f effrir. 

"f 
Pueno Rico (rie Commissionel) and the Municipal I-egislalure no later

than each'May 10 and May 31, respectivel) The Commissionel prelimrnary verifies thal the

i;rqi""i l".Jri. *rtr, att rie appticabte laws and regulatioh and mav provide commenls and

suggeslions 1o the Mayor on or before each June 15'

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

proiecL with modiftrions. The Municipat r-egi.laruri mal amend lhe budgets suhmilled b) lhe

Ivtalor Uur may not increase an) ilems so lar lo cau<e a delicil withoul imposrng la\es or

iaeirirying ortt.r sources of revenue lo cover such delicit Afier the Municipal kgislature

.oilfi'". i.a p."ri.ln*ily approves fie Projecl, tht moditied Projccl is scnl back to the Mavor

ii, tit "pp.".i"r'",.":""tion'rilt'i, 
o a'vt rn' Mavor mav decrease o-r-eliminare anv line item

but ma\ nol inclea\e or rn\en uny ,.o iint ilem in thc budgels' The Mayor may al'o velo lhe

il,4*"i1 ,, ir,.l' ."i;'.,y una ,.r,''n 't ro th€ Municipal ksislarure with his objections lf lbe

li"v"-1"j""i. il," Pr.i"'.1, the Municipal Irgislature will have up 1rl 8.days to adopr or reiect the

,"2.-"'.a",i.* o. itiections of thi Mayol The approved Project is sent again to ihe Mavor'

which then would have 3 days to sign and approve it

II the budgels are nol adopted prior to the end of the deadlines referred to abov€ the an'ual

i"Jg"," r"-, ,rt" preceding fiscil )ear, as approved by lhe l-€gislalure and the Mavor' are

,r.?",i*irl '*i*"a r"ithe ensuing fiscat veir unlil the Municipal Ligislature and the Mavor
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approve new budgets. This permils the Municipality 1o continue making payments lor its
operations and other purposes until lhe new budgels are approved.

The annual budgels may be updated for any estimate revisions as well as year-end encumbrances

and may includJ any addition;l informatioo requested by lhe Municipal I-egislature 
.The 

Mayor

.^y ,"qr""r .ub..qr.nt amendmenls to the aPproved budgets, which are subject to lhe approval

of the Municipal Legislature.

The Municipality's Depanmenl of Finance and Budget has the responsibiliry to ensure thal

tudgetary spending co;uol is mainlained. For day_to-day management conlrol' expenditures

plr.:"n"u.brun"". *uy not exceed budgeted amounls at the expenditure'type level of each cost
'cenler (activity within a progarn within a fund). The Mayor may transfer unencumbered

appropriations wilhin progiams within funds. The Municipal Irgislature may transfer amounts

among programs within and amoflg funds

The legal level of budgelary control (i.e., the level at which expendilures mav not legally exceed

uppropiiution; is at iie functions/program level (general governmenl, urban .and 
ecooomic

ai'u"tip."nt,'puuti..ur"ry, healrh and sanitation, culture, recreation and education' and public

housing and welfare) within a fund-

Under the laws and regulations of the Commonwealth, the appropriaiions made for any fiscal

tear shall not exceed th-e total revenue, including available surplus, eslimated for said fiscal year

;nless the imposilion of taxes sufficient 1() cover said approp'iations is provided'

Budqetarv Accountitrs

The Municipality's annual budgets are prepared under the budgelary (stalulory) b2sis of

accounling, which is nol in accordance with CAAP'

Under the budgetary basis of accoundng, revenuc is generally recognized when cash is reccived'

itro.i t".. 
"na-forg 

t".. borrowings iay be used to finance budgetary excess of expendilures

The Municipality uses encumbrance accounting 1o record the full amounl of purchase 
9-rd€rs'

aon,a"a,a una o,t", 
"oamilments 

of appropriated tesources as deduclions from the appropnatlon

.riortoactualexDendilure.lnlhegovernmentalfunds,encumbranceaccounlingisasig.ificant
I.""., 

"i,rra"",ri, ""rrrol. 
Accoidingly. erpendilures are generall) recurdcd when rht relaled

"*o.na,rr.e 
I iniurred or encumbercd Available approprialion' and en€umb'ance' are

"il-iiiJ"a 
t""r"pi. "r. 

year after the end of the fiscal vear' Amounts required to settle 
'laims

""JlrJgr"r" "i^ir" 
t'e Municipalitv, and cerrain other liabiliiies' are not,recognjzed.until thev

^." 
'""""".t*.0" * olherwise processed for paymenl Unencumbered .approprialions 

and

;;;"il;;."" lapse at year-end. other aPprop;iarjons, mainlv capita I. projecrs 
,appropriations'

"r" "o.,ir"i.g 
u""ornt" fo. which the Mun'c'pal l-egislalure ha-s aulhorized rhal an unspent

halancc lrom ihe pr ror rtar he ljarried lorward and made available lor current spcnd'ng'

The accompanying budgetary comparison schedule provides-informarion aboulrhe Seneral fund's

.iid"^i bJag.| tf,e am'endments made to such budgeq and the aoual general tund's results of
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operatio.s under the budgetary basis of accounlirg for the fiscal year ended.June 30, 2013'

F;fther details ofthe Municipality's budgetary control at the legal level may be obtained from the

Budgetary Liquidalion Report for the fiscal year ended June 30, 2013. Copies of thai reporl may

be oLained by writing to the Municipality's Director ofFinance and Budget'

Accounring principles applied for purposes of developing data on a budgetary basis differ

s;gnificantty irom itrose us;d 1o present the governmental fund financial slatements in conformity

with GAAP. Accordingly, the accompanying budgelary comparison schedule is accompanied bv

a reconcilialion ofthe differences between the budgelary basis and OAAP actual amounts'

The Municipalily does not legally adopt budgets for the slate legislative joinl resolulions capital

fund. The hnancial resources received by these funds are not subject to budgeling by the

Municipality since the resources received each year from the respective gantors varies from year

to year, and the respective amounts arc granted at their discretion.

9 Unres,ricted and Reslicted Deposils

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

equivalents in: (i) commercial banks, (2) the Govemment Developmenl Bank for Puerto Rico

lCOe;, a goreinmentul bank and a major component unil of the Commonweahh, who is

itatutorily rlesignated as fiscal agent of lhe Municipality, and (3) lhe Municipal Revenue

Collection Center (CR[M, by its Spanish acronyms), a governmenlal entity responsjhle lor the

imposition and coll;c1ion of property kxcs on behalfofall municipalilies of Puerto Rico'

The Municipalily lollow\ lhe praclice ot nooling cash l he balance in the pooled ca\h ac'ounr i'

"rtf"tf. 
t,j rn"", .u.r"nt operating requirements Under lhe laws and tegulations of the

common,reattt, p,rtti. funds depositea uy the Municipalily in commercial banks must be fully

colhleralized forihe amounls deposited in excess of the federal depository insurance generally

orovided bv the Federal Deposiis lnsurance Corporation (FDIC) An securilies pledged as

i"if^,.rrf 
"i. 

ft"fA U agenrs jesignatcd by the Secretary of the Treasury of the Commoowealth'

but not in the Municipality's name.

Restricted asscts include cash and cash equivalents in commercial hanks' CDB and CRIM' These

"".i 
l"t"n."" 

",".tu".ified 
as restricted assets since its use is limited for lhc specilied purposes

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

Restrictedcashwithfiscalagentinthegeneralanddcbtserviccfunds.representpropertytax
iott."tion. *r.,i.t u." ,"tainei and restric ied for rhe pay ment of the M un ic ipaliry s dehi service-

".."i"Ufi.ft"a 
by law. Reslricted cash in tiscal agenl in othcr govemmental lunds consisls of

onspenr proc."as of Sonals and notes, and the balance of intcrcst and noninteresl bearing accounls

,"iri'J rr'" i""o*t"a r.., (1) the acquisirion' construclion or improvement of major capilal assets

and lhe operations offederal afld state funded programs'

Thh Space Has Been Left Bla k Intentionall!
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h) Ilnresticted a d Restricleil Accounts an l Nores Receivabk

In the accompanying GWFS, receivables consist of all revenues earned but not collecled al June

30, 20f3. Major receivable balances for the governmenlal aclivities include properly iaxes

municipal license and intergovernmental receivahles.

Tax receivables in the general fund represent uncollected proPerty taxes' Restricted lax

receivables in ahe debt service fund colsist of uncollecled property laxes, which are reslricted for

the paymen! ofthe Municipality's debt service, as established by larv'

Intergovernmental receivables are composed of: (1) amounts owed to lhe Municipality for

reim;ursement of expenditures incurred pursuanl to federal and stale funded prograos (recorded

in lhe general fund, special revenue fundi and capital project funds), and (2) contributions in lieu

of laxe-s from thc Pue;to Rico Elecric Power Authority, recorded in thc general fund'

Thescaccountsreceivablesarestaiednelofeslimateda]]owancesforuncolleclibleaccounts,
which are determined, based upon pasl colleclion expe,ience, historical lrends, current economic

conditions and the periodic aging ofaccounts receivable

Activities among funds that are rep.esentalive of lendi'g/borrowing anangements outstanding al

the end of the iscal year are refirred to as either "due to/from other funds" (i e the cunent

po.tion of lnterfund loans.l or "advances to/from olher funds" (i e', the non_current portion of

in*n na fo-O. All oiher outstanding balances between funds are reported as "due to/from other

funds". Advances between funds. as reported in the GFFS, are offset by a fund balance reserve

a"lount ;n uppticalte governmental funis to indicate that they are not available for appropriation

and are flo1 expendable available financial resources.

Capital Assets

CaDitalassetsusedingovernmenlalactivitiesincludelandandlandimprovements,buildings,

"t,i"i",* "ra 
U" irOirg irproveme n ts, machinery and equipment, fumiture and fixlures' licensed

vehicles, constructionln piogress, and infrastruciure These assels are capilalized and reporled in

,h. 
"".J.prnying 

srarc."ni of nel position. Inlrastructure assets are generally stationary in

nature afli in;lu;e roads, bridges, streeF and sidewalks, drainage systems and other similar

assets.

The Municipality defines capital asse6 as assels with an individual cost of $25 or more at the

a,t" .f ,-,ii.i,i6" .. .onslruction, and with useful lives extending bevond one year' All assets

;ii i;;il;;i*". *der $25 or wirh uselul lives not exceeding one vear' are charsed directlv

ro 
"*p"n"" 

in the accompanying statement of aclivities ln the governmenlal fuods' all capital

assets are recorded as expenditures.

In the statemenr of net position, atl capital assets are recorded at cost or estimated historical cost

ii ".iJ "."r 
was unavailable, exce;t for donaled capilal assels, which are recorded a' their

estimated fair value at the date oi donation.
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Major oullays 1br capital assels and improvemenls are capitalized in the statemenl ofnet posilion

as projects are consl;ucled. The costs ofnormal maintenance and repairs that do not add value to

the assel or materially extend capital asset lives are .ot capilalized-

Deprecialion and amortization expense is recorded only in the government_wide statemenl of
activities. However, lhere is no dePreciation or amorlization recorded for land and consiruction_

in-progress. Depreciable capital assets arc generally depreciatcd or amortized. ove' th€ir

estim;d useful lives under Gc straight - line nethod, excepl for machinery and equipme't held

undcr capital leases which is depreciated over thc shorler of ils estimated useful life or the lcase

1erm. The estimaled useful lives ofmajor capital assel categories are:

Years

40

40

40

5

5

land improvements

Buildings, structures and building improvements

Infrastructure

Licensed vehicles

Furnilure and fixlures

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

Depreciation and amortization expense on capital assets are recorded.as direct expenses of the

frr'"ii.r/pt"gt"- specifically id;ndfied with rhe asset- Depreciation and amortiTation of

infrastructurJ is noi allocate; 1o various functions/programs but teported as direcl exp€oses of

the urban and economic developmenl funclion

j) Advance Rewtucs

The Municipalily reporls deferred revenue on ils GFFS and GWFS' In the GFFS' deferred

revenue arises when:

.Potentialrevenuedoesnotmeetboththe"measurable"a'd"available"criteriaforrevenue
recognition in the current Period. As previously discussed' avajlable rs defined.as due (or

past-due) at June 30, and collected wilhin 90 days (6U days for property laxes) thereafter to

pay obligations due at June 30, or;

. The Municipality receives resources before il has a legal claim to them ln-subsequenl

p"ii"a", *ti" tr,'"."r"rue recognition criterion is mel, the liabilitv for defened revenue is

removed and revenlre is recognized.

Advanccdrevenuesatthegov€rnment.widelevetariseonlywhentheMunicipalityreceives
resources before it has a legal claim to them'

k) Coripensatcd Absences

Compensated absences are accounted for under lhe provisions of Stalemettl No 
.76' 

Accounting

i'r-'["^i"r*i"a ,q*"cer, issued bv GASB (GASB No 16) compensaled absences include

;aid time off made available to employees in connection with vacation' sick leave and

Iolllp"ntu,.t) lime The liabitir) for comp€n\akd ab\enff\ recorded in the accompanling
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statement of nel posilion is limited to leave lhat: (1) is attribulable to serviccs already rendered

on or belore Jun; 30, 2013 and (2) is not contingent on a specific event (such as illness) that is

outside lhe control ofthe Municipality and the employee. The liability fol compensated absences

includes salary-related costs, which are directly and incrementally related to the amount ofsalary

paid lo the employee (such as employer's share ofsocial security ta.\es and medicare ta'xes)'

The vacation policy of the Municipality is eslablished by law and provides for the accumulation

of regular vac;dons at a rate of 2.5 days per month (30 days per year) per employee Employees

accu;uhte regular sick leave at a rate of 1.5 days per monlh (18 days per year) Employees

accumulate c;pensatory rime al a rale of 1.5 limes the overtime worked. All vacation and sick

leave days accumulated by employees in excess of 30 days and 90 days, respectively, are paid to

employcis each ycar, if not co;sumed, as required by law. In the casc of compensatory time, the

exciss of240 hours is paid lo employees each year, ifnot consumed-

Upon termination of employment, an employce receives compensation- for.all accumulaled

unpaid regular vacatioo iea;c at the current raie. In the case of regular sick leavc, if the

enployeeierminates his or her employment with the Municipality before reaching 10 vears of

seriices, such regular sick leave is;ot paid to the employee, if not consumed Upon termination

of empioyrnent,'an employee does not rcceive compensation for compensatory time' if not

"on"r-"i. 
Aft". 10 years of services any regular sick leave balance is paid to the employee'

Accumulatcd vacation time is fully vested to the employee al any time'

The liability fo. compensated absences is reported in the sialemenl of net p-osition A liability for

"ornp"n.ut"d 
ub""n"i. i" reported in the GFFS only if they have malured, for example' as a result

ol employee resignalions and retirements

l) Long-rem Debt

The long-term liabilities reported in the accompanying statemenls of net.position include the

rra""i.if?riry'. bonds, note;, obligation under capital leases, compensated absences and legal

claims andjudgmenls.

All long-term debt lo be tePaid ftom governmenlal resources is reported as liabililies in the

u""o-pinyirg "tut"."nt 
of net position. Principal and intercst payments on bonds due in July I

of the'foliowing fiscal year are recorded as fund liabililies in the GFFS when resources are

availabl€ in the-debt service fund (generally at June 30) In the GFFS, lhe face amount of debl

issued js reported as othcr financing sources when issucd'

nt) Acco nling for Pension Costs

For the purpose of applying the requirements of GASB Staiement No 27' Accounting for

e"."ion"'ly s,u," uni-r-o.ul Cou"rnln"n, Employers (GASB No 2')'.fie Commonwealth of

ir"it" ni"i, is considered to be the sPonso; of the Employees' Retirement Sysrem of the

GovernmcntofPuertoRicoandltslnstrumentalilies(ERs)andsystem2000,lhetworelirement
;te;; in which the cmployees of the Municipality parlicipate Accordingly' the Municipality is

considered a participantind not a sponsor ofihese reiirement systems since the majority oflhe

pr.ii"ip""it i,i tr," 
"ia*.entioned 

p;nsion trusl funds arc part of $e financial repordng cnlity of
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rhe Commonwealth. Accordingly, no portion of the net pension obligation (NPO) relaied to ERS

has been allocated to the Municipality in the accompanying basic financial statements The hasic

financial slatements of lhc Commonweallh accounl for the tolal amount of the net pension

obligation ofERS, including any amount that may be allocated to the Muflicipality'

According to GASB No. 27, the Municipality accounls for pension costs from the slandpoint ofa
participant in a multiple-employer cost-sharing plan. Accordingly, pension costs recognized in

ihe acio.punying baii. linincial statemcnts are equal to the statutorily required contribulions,

with a liability recorded for any unpaid required contributioos.

) Risk Management

The Municipality carries commerciai insurance covering casually, theft, tort claims and other

losses. Insuiance policies are negotialed by the Pue(o Rico Treasury Departmenl (lhe Treasury

Department) on bihalf of all municipalities of Puerto Rico. The Treasurv Department pays the

in"urance pi.mirms on behalf of th; Municipality and then is reimbursed each year lhrough

monthly equal payments deducted from the Municipality's gross property lax collections made

by CRIM.

The Municipality carries insuiance coverage for death and bodily injuries caused by automobile

accirlents. ihis'insurance is oblained through the Aulomobile Accidents Compensation

Administration C'ACAA', by its Spanish acronym), a discretely component unil of the

Commonwealth. This insurance is comPulsory for all licensed vehicles used ofl public roads and

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

directly 10 ACAA.

The Municipality obtains workers' compensation insuran'e coverage through the Stale Ins rance

Fund Corporation ("FSE' by its Spanish acronyml, a componenl unit of the Commonwealth'

This insuiance covers wo;kers against injuries, disabilily or death because of work or

".ftoy..nl-."tul"U 
accidents, or 

-because of illness suffered as a consequence oI their

...'pi"i...t Workers' compensation insurance Premiums ale also paid through monthly

deduciions made by CRIM from the Municipality's gross property tax collections'

The Municipality ohtains unemployment compensation. non_o{cupational disabilit} and drivers'

ir.r;. 
";t".;g" 

for its empiovees through various insurance programs administcred by the

Commonwealth's' oepartmeni oi Labor and Human Resources (DoL)' These insurance

programs cover workirs against unemployment and provide supplemenlary insurance coverage

io, iempo.ury ,lhat itily, orleath because ot wort or employmcnl-relaled accidents or becausc of

irr""." l"ff"i"o as a consequence of their employment Unemployment compensalion' non_

o".up",ionui ai"uUirl y und diivers' insurance piemiums are paid directly to DOL on a quarterlv

basis.

The Municipality also obiains medical insurance covcrage for its cmployces -Thc 
current

l**"*" poi.i". have not been cancelled or terminate'l at June 30' 2013 In the past three

years, the Municipality has not setlled claims that exceeded insurance coverage'
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o) Funil Baldnces

On July r, 2010, the Municipality adopted the provisions of GASB Slatement No 54, Fand

Balance Repotuing and Gorcnnentul Fund Type Defrnitions No. 54 (GASB No' 54) GASB No'

54, which cnhanced the usefulness offund balance information by providing clearer fund halance

classifications that can be more consistently applied Also, this statemenl establishes fund balance

classifications that comprise a hierarchy uPon use of the resources reported in governmenlal

funds.

Pursuant to the p.ovisiofls of GASB No. 54, the accompanying GFFS report lund balancc

amounts lhat are ;onsidered reslricted, commilted, assigned, and unassigned, based on the relative

strength of constraints that control how sPcific amounls can be spent. The Municipalily has

reco;ed the following types of fund balance classificalions io the governmental funds:

. nesrricred- Represenl resources that can be spenl only for the specific purposes slipulaled by

conslitutional provisions, external resource provialers (externally imposcd by creditor or

grantors), or through enabling legislation (tlat is, legislation that creates a new revenue

ior."" and t""rrlcts its rse) Effeciively, resrrictions may be changed or lifted only wilh the

consenl of resourcc Providers.

. Commi1ed -Reprcsent resoulces useal for specific purposes, imposed by formal action ofthe

Municipal's highest level of dccision making authorily and can only be changed by a similar

action of said competent authority

. Assr?rr€d - Represent resources inlended to be used by the Municipality for specific purPoses

but io not meet thc criteria to be classifieal as restricted or commilled (generally execulive

orders approved by the Mayor). lntenl can be expressed by the Municipal Irgi'lahre lhe

fnluyo. o. Uy an oiti"iat o. toOv to which the Municipal Legislalure delegates aulhority in

confornily with the I-aw No. 81 of Augusl 30, 1991, as amended, kiown as Autonomous

Municipaiities Act ol the Connonweatth of Puerto Rico (Act No Sl) ln gove'nmenlal funds

other than the gener;l fund, assigned fund halancc represents lhe remaining amouni that is not

restricted or commitled.

. IJnatsigred - Represent the resialual classification for the Municipality's general fund and

includei all spendable amounts not contained in the other classificatioffi ln other fu'ds' the

unassigned classification is used only to report a deficit balance resulling from overspending

for spe-cific purposes for which amoufll( h2d heen restricled' commilled' or assigned'

Negative fund balance amounts arc assigneal amoun$ reduced to lhe amouot that will raise

the-fund balance to zero. Consequenrly, negative residual amounts is restricted' 'ommitted
and assigned fund balance classihcations have been reclassified to unassigned fund balances'

The Municipality reports resources constrai,ed to stabilization as a sPecified purpose (restricted

o. 
"ommitt"i 

fund tilance in thc general fund) only ii (1) such resources meel the olher crileria

for those classificalions, as descriaed above and (2) the circumslances or conditions thal signal

ihe need for stabilization are identificd in sufficient dctail and are not expected to occur roulinely-

Howcver, the Municipalily has not entered inlo any slabilizalion-like arrangements' 'or 
has set

12
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aside material financial resources for emergencies and has not eslablished formal minimum fund

hatance amounts as ofand for the fiscal year ended June 30,2013'

When an expenditure is incurred for purpmes for which amounts are available in mulliple fund

r,"irr." .f"j.ifi"atlo^. the Municipility uses restricted resources first' and then unreslricted

,esou.ces. wittrln unrestricted resou;ces, the Municipalily generally spends commilted resources

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

Intctund Activities

The Municipalily has the following types of reciprocal and non-reciprocal interfund aoivities

recorded among govemmental funds in the accompanying GFFS:

.Inler-fundtaans-Representresources(assets)providedby-onegovernmentalfundtoother
nnu.,nmcnrut lund uirh a rcquiremenl and commilmenl lor Iepa)mcnl treimhur'cmen0'

i,ii.r' "." t"..ra"a u. -,tu" io, in the lender governmental fund and "d're 
'o" 

in the

Uo.ro*", gor".n.o"ntut fund. for amounts no1 expected to be colleclcd' inter_fund

re""irabl"jpayattes are realuced to their estimated realizable (settlement) value' ?nd the

.orrion of the inter_fund loan $at is not expected to be repaid is reporled as a it sferin

irom rhe governmental tund thal provided the loan

. Interfund ,/ansfets (r/ans[e'li-i l(out)) 'Repre:enr flows of asscrs { perYnent r:al9::ll::
of financial resources among govemmenlal funds) wilhout equivale flows.of assets. rn

return and wilhout a requirement for repayment Transfers are rcpoted as othet Jtna ctng

,."r;: i" ir," gor",nln"ntut fund making iransfers and as ohet fndncing tn'r'es" in the

governmeotal fund leceiving transfers'

t Inter-funl reimbursements - Represent repayments Geimbursements) from the

;;;#;"ii;;; ".ponsihle 
for particular expenditures or expenses to the governmental

fund that inilially Paid for lhem.

In the GFFS, inter-fund activity has not been eliminaled, as permilled by GAAP'

Use oJ Estimales

The preparalion of the accompanying basic financial statements in conlbrmily with GAAP

*.,,ii".'-unun.."r, to make signilicant estimales anal assumptions that affect rhe rcpo(ed

;;;; ;-i"J" il i"bilities an'd the disclosure of contingenl ass€ls and liabilities at the dale

"i'irr"-L"g. 
fi*""i"f 

"arcmenls, 
and the reporied amounts of revenue and expenses during the

reporring period. Aclual results could differ f'om those estimates'

q)
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t) Accoanting Pronounceme ls

During thc fiscal year 2012 13, the Municipality adopted the provision of the followjng GASB
Slalements:

GASB Statement No. 67, The Financinl Reporting Entity: Omnibus- an onendment ol GASB

Statements No- 11 and No. 34 (GASB No. 61). The objeclive of this Stalemcnt is to improve

fina.cial reporling for a govemmental financial reponing enlity. The requirements of Stalement

No. 14, flle Finoncial Reporting Entity, and the relaled financial reporting requirements of
Stalement No. 34, dsic Firuncial Statements atld Management's Discl sion and Analysis for
Stnte and Local Go,,,emtnenrs, were amended to better meel uset nceds and to address reporting

enlily issues that have arisen since the issuance of those Statemenls. This Statemeot is effectivc
for periods beginning after June 15,2012.

. GASB Statement No . 63, Financial Reporting of Delerrcd ou{lows ol Resources, Deferrcd
Inflows of Resources, a el Net Position, which establishes guidance for reporting deferred

outflows of resources, deferred inflows of resources, and net posilion in a slatemenl of
financial position. The provisions of this Statemcnl are efl;eclive for financial stBlements for
periods beginning aier December 15,2011

. GASB Statemenl No. 65, Previously RePorted as Assets and LiohitinP'
Thc objective of this Statement eslablishcs accounting and financial reponing slandards thal

reclassify, as deferred outflows ofresources or defcrred inflows ofresources, certain items lhat

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

inflows oI resources, cerlain items thal were previously reported as assets aod liabililics. The

provisions of this Statement are effective for financial slatemenls for periods bcginning alter

December 15,2012.

Furure Ado$on oI Accotnting Pronouncements

The GASB has issued the following staodards thal have effective dates after June 30, 2013:

. GASB Statement No . 66, Technical Coftections-2ql2-an amendment of GASB Stutements No.

l0 a d No. 62 (lssued 03112).The ob.ieclive of this Stalement is to improve accounting and

fiflancial reporting for a governmental financial reporling entity by resolving conflicling
guidance thal resuhed from the issuance of lwo pronouncemenls, Slatements No. 54, Fad
Babnce Reporting and Governmental Fund Type Defrninons, and No. 62, Codificanon of
Accounting and FinanciaL Reponing Guidance Contained in Pre-Novenbet 30' 1989 FASB

and AICPA Pronouncenerrs. The provisions of this Slatement are effective for fin2nci'l
stalcmenls for periods beginning after December 15,2012.

. GASB Slatcment No. 67, Financiat Reportin| Ior Pensiol Plans an ame dment of GASB

Statement No.25 (lssued 06112). The obj€c1ive of this Statemcnl is to improve financial

reporljng by starc and local governmertal pension plans. This Slalemeni resulls from a

comprehensive review of the effecliveness of existing slandards of accounling and financial

repoiting for pensions with regard to providing decision-useful informalion, supporting

assessmenls of accountabilily and interperiod equity, and crealing additional lransparency.
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This Slatement replaces lhe requirements of Statements No. 25, Financial Repotting fot
Defined Be efit Pension Pla s and Note Disclosutes lor Defined Contibution Phns, and No.
50, Pensio Disclosures, as they relate to pension plans that are administered through trusls or

equivalenl arrangements (hereafter jointly referred lo as trusts) that meet certain criteria. The

requirements of Statements 25 a.d 50 remain applicable to Peosion plans that are not

administered through trusls covered by lhe scope of this Stalement and to defined contribution

plans that provide postemployment benefits other than p€nsiors.

. GASB Statemenl No . 68 Accounting and Financial RePo ing lot Pensions an amendment ol
CASB Stateme t No. 27 (Issued 06112).The pimary objeclive of this Slalement is to improve

accounling and financial repo(ing by slale and local govemmenls for pensions. It also

improves information provided by stale and local governmental employers ahoul financial

support for pensions that is provided by other entities. This Statement results from a

comprehensive revicw of the effectiveness of existing standards of accountirg and financial

reporting for pensions with regard to providing decision_useful informalion, supporting

assessmenls of accountability and interperiod equily, and crealing addilional transparency'

This Slatemenl is effective for fiscal years begrnning after June 15,2014.

. GASB Slatement No . 69 Gorernment Conbinations and Disposols of Covetnment Operations
(Issued01l13) This Slal"lment establishes accounting and financial reporting standards related

to government combinations and disposals of governmert operations. As used in this

Sialement, the term government combinations includes a variety of transactions refened to as

mergers, acquisilions, and transfers of operalions. The requirements of this Slatement are

effeclive for government combinalions and disposals of governmenl operalions occuning in

financial reporting periods beBinning after December 15,2013, and should be applied on a
prospective basis.

. GASB Statemeot No. 70, AccountinS and Financial Reportin7 fu NoeYchange Financial

Guarantiees. The objeclive of this Slatemenl is 1o The objeclive of this Stalemenl is to
improve accounting and financial rePorting by state and local governments that extend and

receive nonexchange financial guaranlees.

The;mpact of these siatements on the Municipality's basic financial statements has not yet been

determined.

2. DEPOSITS

The Municipality maintains its deposits of cash in various commeicial banks located in Puerto Rico,

GDB and CRIM. Proceeals from all bonds and the funds related to certain federal grant awards are

required by law to be held with GDB.

On July 1, 2004, the Municipalily adoPted the provisions of GASB Slalement No. 40 (GASB No 40),

Deposit and Investment Risk Disclosure, an Amendment to GASB Statement No.3. This slalemcnt

requires that state and local governments disclose essential risk information about deposits and

investments- The disclosure requirements cover four main arcas: (1) credit risk, (2) interest rate risk,

(3) cuslodial credir risk, (4) toreign exchange exposure.
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Credit risk This is the risk lhal an issuer or othcr counlerparly to an inveshent will not

fulfill ils obligations. In compliance wilh the laws and regulatiofls oflhc Commonweahh,lhe
Municipality has adopled, as its cuslodial credil risk policy, the Statement of lweshent
Guideli es lor the covernme t ol the Conmon|9ealth of Puerb Rno. Accordingly, the

Municipality is only allowed to invest its obligalions of the Commonwealth, obligations of
the United States of America, certificates oI dcposit, commercial paper, bankers' acceptances

or in pools ol obligations of the Municipalilies of Puerlo Rico, which are managed by GDR
According to the aforementioned iflvestnefit guidelines, the Municipality is not allowed 10

invesl in markelable sccurities or any other type of inveslmenls lor which credit risk exposurc

may be significant. Therefore. the Municipality s management has concluded that lhe credit

risk related to any possible loss related to defaults by commercial banks on the Municipalit,'s
deposils js considered low at June 30,2013.

I49!9!]LlC!9j$ - This is the risk that changes in interesl rales of debt inveslmenls will
adversely affect lhe fair value of an investment. The Municipalily manages its exposure to

declines in fair values by: (1) ool including dcbl inveshenls in its jnvestments porlfolio al

June 30,2013, (2) limiting the weighted average malurity of ils inveslmenls 1o periods of
three mo.ths or less and (3) keeping Inosl ol its barks deposils in interest bearing accounts

generating inlcrest at prevailing market rates. At June 30,2013, lhc interest rate risk
associated with the Municipaliry's cash and cash equivalent ;s considered low.

Custodisl credit risk - In the casc of deposils, this is lhe risk that in the event of a bank

failure, the Municipality's deposits may not be recovered. Pursuant to the StaEment of
Inveshent Guidelines t'or the Government of,he Commonweolrh of Puerto Rrco, the balances

deposiled in commercial banks by the Municipaiity are insured by the Federal Dcposir

Insurance Corporation (FDIC), generally up to a maximum of $250,000 per dcpositor. In

addition, public funds deposited io commercial banks by lhe Municipalitv are fully
collatcralized for the amounts deposiled in excess oI thc federal deposilory insurance. All
securities pledged as collateral are held in the Municipality's narne by the agents of the

Commonwealth's Secrelary of Treasury. Deposits ofGDB. amounting to $9,957,834 al June

30, 2013, are uninsured and uncollateralized. However, no losses related to defauts by GDB

on dcposit transaclions have been incurred by the Municipalily through June 30,2013. It is
management's policy to only maintain deposits in bank affiliated to FDIC to minimize the

custodial credit risk, except for CDB. Therefore, the Municipality's manageme.t has

concludcd that at June 30, 2013, the custodial credit risk associated with the Municipality's
cash and cash equivalenls is considered low.

Foreisn exchanse sk -This is the risk llal changes in exchange rales wjll adversely affcct

the value of an investment or a deposil. Accordjng lo the afo.emenlioned investment

guidelines, adopted by the Municipality, the Municipality is prevented from investing in

toreign securities or any olher types of investmenls for which foreign exchange risk exposure

may be significant. Accordingly, management has concluded that the foreign exchange risk

related to the Municipality's deposits is considered low at June 30, 2013
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The Mun;c;pality's bank balance of deposits wilh financial
indication of the level of collateral risk assumcd by the

calegories are described as follows:

;nstitutions is categorized to provide an

Municipality al June 30, 2013. Risk

SP.d.l
E*nu. tund

G.r.El
turd SM

t 11.12&614

-&44-cssq

2,r.16,53,r

. 1.412,621 I r4,207.irx

rllloii b qir ]

'1173.,1t3 l5{5J!7 t 21.165,211t r1r3Lr3s L16,r-r3

3. MUNICIPAI LICENSE TAXES

The Municipalily is authorized by l-aw No.81 to impose and collecl municipal liceose taxes on all

trade or bu;iness activities operated by afly natural or legal person within the lerrilorial area of
Pefruelas. This is a self-assessed tax generally based on the busioess volume measured by Bross

sales. The Municipality establishes the applicable tax rates. At June 30, 2013, the municipal 1&\

rales imposed by the Municipalily were 1.507d for financing inslitutions and 0.407, for other types of

laxpayers. Any taxpayers that have been granled with partial tax exemptiom under any of the

incentive tax laws of the Commonwealth ultimately pay rnunicipal license taxcs at reduced tax rates,

generally between 607, and 90% under standard rates.

Each laxpayer must asses his,/her conesponding municiPal licensc tax by declaring his/her volume of
business through a tax relurn to be filed every Aprit 15 based on the actual volume of business

generated in the preceding calendar year.

Taxpayers wilh a sales volume of $3 million or more must include audited financial srarements with

thei; tax relurns. The tax can be paid by the laxpayer in two equal inslallments due on July 15 and

January 15, subsequenl to the filing ol the declaralion

The first installmenl of the tax covers the six-month period ended December 31, subsequent to the

filing date of the declaration, while the second installment of the lax covers the six_month period

end; June 30 of the subsequeni calendar year. If a taxpayer elecls to pay the lax in full on the filing

date of the declaration (generally April 15), a 57o discount is granted automatically on the total iax

Any municipal license taxes collected in advance (that is, perlainiflg b a future period) are recorded

as deferred revenues and classified as deferred inflows of resources Deferred municipal license tax

revenues recoraled in the accompanying GWFS and GFFS amounled to $6,623'537 at lnne 30'2013,

which represents municipal licenses collecled in advance for the taxable yeat 2013'2014'

This Space Has Been Left Blank Intcrtiona f
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4. PROPERTY TAXES

The Municipality is authorized by t-aw No. 81 ro impose and collect personal and real properly taxcs.
Under the laws and regulalions ofthe Commonwealth, pcrsonal property taxes cao be imposed 10 any
natural or legal person that at January 1 of each year is engaged in trade or business and is the owner
ofperso.al proprly used in lrade or business.

Personal property taxes are self-assessed by taxpayers every year gcnerally usi.g the book value of
personal property assels owned by the taxpayer at January 1 (assessment date) and reporling such
taxablc value through a personal property tax relurn filed on May 15 subsequcnt to thc asscssment

date- The total personal property 1ax rate in forcc at June 30, 2013 was 6.337a (of which taxpayers
pay 6.Bqa and 0.207. is reimbursed by the Departmenl of Treasury). Rcal property laxes are

assessed by CRIM. The assessment on real propeny is made every January 1 and is based on
eslimated current values of lhe property deflated to 1957 markel priccs. The total real properly lax
rate in force at June 30, 2013 was 8.337a (of which 8.13% is paid by taxpayers and 0.207, is also

reimbursed by the Departmenl ofTreasury).

Residenlial real properly occupied by its owner is exempt by law from property taxes on the firsl
$15,000 of the assessed value (al 1957 markel prices). For such exempt amounts, the Deparlmenl of
Treasury assumes payment ol lhe basjc tax (4% and 67. for personal and real propcrly, rcspectively)
to the Municipality, except for properly assessed of less than $3,500 (at 1957 market prices), for
which no payment is made.

CRIM is responsiblc for the billing and collections oI real and pcrsonal properly taxes on behalf of
the Municipality. Prior to the beginning of each fiscal year, CRIM informs the Municipalily of the

estimated amounl of properly tax expected to be collected for the ensuing fiscal year. Throughoul
the year, CRIM advances funds to the Municipality based on the initial estimated collections. CRIM
is required by law to prepare a selllcmcnt statemenl on a fiscal year basis, whereby a comparison is

made between the amounts advanced lo the Municipality and amounts aclually collecled from
laxpayers. This settlement has to be completed on a preliminary basis nol laler than each December

31. If CRIM rcmits to the Municipalily property tax advances, which are less than thc properly tax

actually collected, an additional properly tax receivable is recorded at June 30. However, if advances

exceed lhc amount actually collected by CRIM, an inlergovernmental payable is recorded at June 30.

I-aw No. 81 provides for the levy of an annual special tax of 1.03% of the assessed value of all real

and personal property not exonerated from taxation. Such special tax is levied and collectcd by
CRIM. Colleclions of this special lax are remitled to the Commonwealth's debt service fund for
paymena ofdebl service on general obligations of the Commonwealth.

Ifl addition, 1.5070 of the aotal personal and real proprty 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 operational
unit reported as an enterprise fund of the Commonwealth, which currently operates several betling
alternatives to the citizens ofPuerto Rico. The Additional Inttery is required every year to dislribute
a portion of its excess of revenues over expenses as follows:

.18
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i. Thirty five percent (357.) of its net earnings (dcfined as the excess of revenues over expenses
less an amount earmarked for the Fund for Rent and Home Improvemenl Subsidy Program for
the Low'lncome Qualifying Elderly) is carmarked 10 the municipaliries oflhe Commonweallh, of
which a maximum of $26 million, on an annual basis, is distribuled to the Municipal
Equalization Fund held by CRIM to cover operating expenses and permanenl improvemenls of
the municipalities.

ii. An additional amount not exceeding $16 million, on an annual basis, is distributed to the
Municipal Equalizalion Fufld, provided it is within the 3570 conesponding to the municipalities
ofthe Commonwealth. When the accumulated municipal appropriations from the municipal;ries'
Puerto Rico Health Reform are covered up to Ju.e 30, 1997, these resources will be assigned 10

the Health Insurance Administration, a componenl unir oflhe Commonwealth.

5. SALES TAX

On Juiy4, 2006, the Govemor o{ Puerto Rico signed into law the Taxpaye. Justice Act (Ac1
No.117, H.B.2193). The new law imposes a municipal salcs tax at a rate of 1.570 (effective July 1,
2006) and the Commonwealth sales tax at the rale of 5.570, with an effecrive date of November 15,
2006. Conversely, the Commo.wealth of Pueflo Rico eliminated the excise tax of 6.67, on some
imports (taxes on cigarettes, liquor, and cars are slill io efTect) a.d implemented the sales and use tax

C'sales tax") system. Accordingly with this law the mun;c;pal sales ta{ is administered at the local
Ievel, and the Commonwealth sales tax is administered through the Puerto Rico Treasury Departmenl.
Consequently, separate registration and filing forms arc required ofretailerc.

In fiscal ycar 2007-2008, the Municipal Irgislature of the Municipality of Penuelas approved an
Ordinance establishing a citizenship contribution of 1.0% over all business or personal transactions
related to sale of goods and/or services made on the Municipalities boundaries. The resources
collected due to this tax assessmenl will be used in local activities like improvements in heallh
services, improvements in the conlrol and management of solid wasle disposal and recycling
progams, public improvements, improvements of public safety, and mainlenance of all public
facilities of the Municipality.

Any person/corporalion is required to register with each municipality in which il conducls
commercial tnnsactions and in the Puerto Rican Treasury to obtain a Retailer's Registration
Certificale, exemption certificales, and tax returns forms. The retailers are required 1() file and send

monthly sales lax returns by the 20th day following the month in which the tax was collecled.

Also, on July 29, 2007, the Governor of Puerto Rico signed i.to law an amendment of Act No. 117,
H.B. 2193 known as Acl No. 80. The most significant amendments were: firsl, 1() unilorm the lax
ralc a1 77o of which the municipalilies will collecl 1% and the Puerlo Rico Treasury Department the

other 6Vo, .05Vo of the 670 belongs to the municipality and it is distributed .hrough three separate

funds: Municipal Developmenl Fund, Municipal Redemplion Fund and Municipal Imp.ovements
Fund; secondly the eslablishment of a Local Commercial Rule and the elimination of source and

ne\us rule\ to impo\e the \al< and us< lar

These funds are administered by the Government Development Bank for Puerto Rico. Finally, the
I-aw restricts the use ofthe tunds by the nunicipalities to cerhin specific activities.
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6. INTERGOVERNMENTAI RXCEIVABLE AND PAYABLE

lnlcrgovernmenlal receivables and payables recorded in the accompanying GWFS and GFFS are as

Itteryowm entol rcceieablet:

Pueao Rico Ofli.. ol tn Commhsoner oI
Mu.icipal Afiani Communiry Developmetrt
BlftlGmnhP'ogram

Puedo Rico Depanhed ol kbor - Acl. No. 52

Pueno Rico Administarion for Inregral Crre
and Developme ot Children

Totil inte4overnhenral reeivabl6

lnk rEoBnn. ntal poluhl.s:

PusdoRico Deplnhe of kbor

Pueno Rico Aqueducr and SePe r Aulhorir,

Totil inrerAov.rnm.nrrl piJ.bl6

t176,394

48J73

tr249

24,t32

48J73

137249

24,t32

tt249

24,t32

$3?7,706

sxtJr6

2&t35

s25.716

28,815

s25,716

28,8:15

Intergovemmental receivables and payables represent the pending seltlemenls of the aforemenlioned

intergovernmental hansactions.

This Space Has Been Lelt Blank I tentionallt
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7. INTERFUND BAI-ANCES

On July 1, 2003 the Municipality adopted the provisions of Statement No.38, Ceiain Financial
Starement Note Disclosules, issued or^ the Governmental AccountinS Starul$ds Board. This
stalement requires the disclosure of the flow of resources belween funds and to assess the

collectibility of inlerfund balances. Ioterfund balances al June 30, 2013 consisted of the following:

Nomjor sovedrenlll luds
special sporl

rerrnn€ tund - EveN€ fud .

Iel & St a€ Orher Stnt€
Gl ts Gl ts

r-el & S'arc gra.r tund

12,569

-i----n 
.r:,6

$ 100,851 $ t74)72- $ 206,419

12,600

981,955

t2.569

s 1a7,572 S 206,,119 S I,tXl?,12.1

Ai June 30.2013 aU amounts due to among funds are considered collectible by the Municipality's

management.

The principal purposes of inter-fund receivables and payables are lo recognize in the outstanding

balanie of the loans graflted, the effect of the practice of pooling cash in the curent accounl' and to

temporarily cover the payroll and other operating costs ofseveral federally, and local and state funded

programs.

The principal purposes of inler_fund transfers are to make a routinary lransfer of resources from the

geneial fund to the debt service fund to cover the pnnciPal and interest payment on certain bond'

These debt service payments wcre made on January and July 2012.

lnter-fund receivables and payables represent the pending seltlemenls ofthe aforemenlioned translers

at June 30.2013.

This Space Has Been LeI, Blank IntenrionallJ

51
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8. CAPITALASSETS

Capilal assel activily for the year ended June 30, 2013, was as follows:

Depreciation and amortizatio. of capital assets was charged to functions/aclivities in the

accompanying govemment-wide statement of activities as follows:

rr Addirions/
Jun€ 30.2or2 inc.eases a.nsferln (out) Jutr.30.2013cag-E4ss

ane Msis or capital ast s, nor subiecr

ro *rreciarior and amo izarion:

constu.rion,n progres
Toral cosl basisorcapiial Nti nor

subjecr ro d.preciarion and ahonizarion

cos! ba*orcapi.l asels, subject ro
deprecirtio. and amo ization:

BuildinEs, srrrures and bujldins imptuvenenrs

La.dlmproreddnrs
Licensdvehicles
Machinery .nd equipn..r

Tor,lco$ hask of capital asts subjecr

to deptu.irrion and amo izario.
Toral con brsis 6l capnd ass

5.197.3.4r o3,r02,426)

5,31O.O79
571.:l9l

5,910,353

r:1,1o2,326

3,0r6.919

61,69r.r51
$ 62,350,414

4?,350,5611

t 56.414,6?4 5,935,300

jun.30.2012 &@ns€ Recl.ssin.,riols June30,29!L

Buildin8 , st rEtrer and bdldina improvenenrs

Mrchin.ry and eqnipnenr

(?13,632)
(?41.012)

(10,243)
(20i.212)
(13r,r,56) _

____G!L1,:llr 

-

12,125,e64) ____e!!l:!:9!

3,99?

Toralaccum'l]a!sd.lepr.ciationandamonizdn {13,372,391)

C"llPITAL ASSETS, NET

'rhe depr.c;arion expeis is &railed as lollo*:
Ccneral eovernmenr

Ileaxh and *fare
Cuhur. re.rearion and edu.ation
aiomduniry developnent
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9. EMPLOYEES RETIRf,MENI SYSTEM

o) Plan Desctiption

The Municipal;ry's employees participate in the Employees' Retirement System of the
Government of Puerto Rico and its Inslrumenlalilies (ERS), a cosr-sharing multi-employer (as
related to the Municipality s reporting entity) defined pension plan established hy thc
Commonwealth. Substantially all full-lime employees of the Commonwealth and substanlially
all municipalities are covered by ERS under the terms of Public Act No. 447 of May 15, 1951, as
amended (Act No. 447). Ail regular and lemporary enployees of the Municipality become plan
members of ERS at the dale ofemployment, while it is oplional for officers appointed.

On April 4, 2013 was enacted a. amendmenl to Act No. 447 oI May 15, 1951, which creale rbe
Syslem. This amendment became effecrive on July 1, 2013 and provides significanr change ro the
Relirement System, including bcncfits reslrucluration lor fulure participants; increase in the
retirement age; increase in employee contriburion ro 10%; and conversion of System 2000 inlo a
life annuity.

ERS members, other than those.joining il after March 31, l9m, are eligible for lhe benefits
described below:

. Retirerne tAnnuiry

ERS members are eligible for a reliremenl annuily upon reaching the following age:

Policemen and tiremen:
50 with 25 years ofcredited sewice
58 with l0 years ofcrediled service

Other employees:
55 wilh 25 years ofcrediled service
58 with lO vears ofcredited senice

ERS members are eligible for monlhly benefit paymenls determined by the application of the
stipulated benefit ratios to the member's average compensation. Average compensation is
computed based on the highesl 36 months oI compensalion recognized by ERS. The annuity,
for which a member is eligible, is limited to a mi.imum of $300 per month and a maximum
of 75 percent of the average compensation.

. Merit An dq

ERS members are eligible for meril annuity with a minimum of 30 years or more ofcredited
service. The annuily for which the plan member is eligible is limited to a mi mum of 65
percenl and a maximum ot 75 percenr ot lhe avera8e compen\alion.

. Defened Rerirenen, Annaity

A participating employee who ceases to be an employee of the Municipality after having
accumulated a minimum of ten years of credited service qualifies for retiremenl benefils
provided his/hcr conlribulions arc lefl in ERS unljl rcaching 58 ycars ofagc.
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. Coordinated Plan

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

social security benefils, the pension benefits are reduced by the following:

(a) $165 per monlh, if retired with 55 years of age and 30 years of credited service'

(b) $110 per month, if relired with less than 55 years of age and 30 years of creditcd

service.

(c) All oiher betwee. $82 and $10o per monlh.

(d) Disabilily annuities under the coordinated plan are also adjusled at age 65 and in

some cases can be reduced over $165 per morlth.

. Non-C<nrdinared Phn

On the non-coordinated plan the parlicipating employee and does not have any change on rhe

pension benefits upon receiving social security benefits

. Rew.sionary AtnuiE

An ERS member, upon retirement, could elect to receive a reduced retirement annuity giling
one or more benefiipayments to hivher dependents. The life annuity paymenls would starl

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

annuily paymenls being received by the retiree.

. Occupatio olDisabiw Annuiry

A participating employee, who as a direct result of the performance of hi$/her occupation is

toratly ana pe.-unentty disabled, is eligible for a disability annuity of 50 percenl of the

compensation received al the time ofthe disability.

. Nonoccupaional Disabiw An uity

A participaling employee, totally and permanently disabled for causes not related to hislher

occupation ari *iitr no less thao 10 years of crediled service, is eligible for an annuitv of
1.50 percent of the average compensation of the firs1 20 years of crediled services, increased

by 2 percent for every additional year of credited sewice in excess of20 years'

This Space Has Been Ldt Blank I tentionall!
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. Dearh Belefits

Occupa,ional:

(a) Survivinq spous€ - annuity equal to 50 percent ofthe participating employee's

salary al the date oIlhe death.

(b) Children - $10 per monlh for each child, mioor or studenl, up to a maximum

beoefil per family of $100.

Eglgqglgry - the contributions and inlerest accumulated as of the dale of lhe dealh plus an

amount equal to the annual compensation al the time ofthe dealh.

Beneficiary with surviving spouse age 60 or over and a child, 18 or under, up to 30 percenl

(60 percent, if not covered uflder Title II of the Social Securily Act) (increased to 50 percent

effeitive January l, 2005) of retirce's pension or otherw;se the excess, if any, of the

accumulated contribulions al lhe time of retirement over the total annuily benefits rcceived

before death, limited to a minimum of $750.

. Refands

A participaling employee who ceases his/her employmenl wilh the Municipalily wilhout the

right to a retirement annuity has the right to a refund of the contributions to ERS plus any

inreresr earned thereon.

. Ca$ olLivinc A4iustment lor Pension Benefrrs

P blic Act No. 10 of May 21, 1992 (Act No. f0) provided for increases of 3 percent every

three or more years of tetirement Acl No. 10 lequires fu her legislation to grant this

increase every three years subject to lhe presentalion of actuarial studies regarding ils cosls

and the source of financing. To protect the financial health of ERS, the increase granted

during 2001 and the one granted on January 1,2005 are being fioanced by the Municipality

and the other participating employers.

To avoid any economic impact on ERS, the employers are responsible for contributing io

ERS the amounts to cover the benefit payments and the employer and employee contributions

with respect to the parlicipanls covered until the participants reach the normal retiremenl age.

This Space Hss Been LeIt Bla k Intentionallt
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. A enilmen! to Act No.,t17 {feclire Januory 1, 2000 to creae a Detrned Conlribulion
Plaa

On September 24, 1999, Public Acl No. 305, an amendment to Act No. ?97, was enacted to

eslablish a defined contribulion plan, known as System 2000, to cover employees joining
ERS on or after January 1, 2000.

Employees that participated in the original plan as ofDecember 31, 1999, had the opportunity
to elect 1() either stay in lhe defined benefil plan or transfer to Syslem 2000. Employees thal

ioined the Municipality on or aflcr January 1,2000, were only allowed 10 become members

of System 2000.

System 2000 is a hybrid defined contribution plan, also known as a cash balance plan. Under

this new plan, there is a pool of plan assets, which is invested by the System, together with
those of the coslsharing multi-employer defined benefit plan. Neither the Commonwealth
nor the Municipality guarantee benelits at rclirement age. The annuily is based on a formtrla

which assumes that each fiscal year the employee's contribution (with a minimum of 8.28

percent of the employee's salary up to a maximum of l0 percent) is invested as instructed by

$e employee in an accounl which either: (1) earns a fixed rale based on the two_year

Constanl Maturily Trcasury Notes, (2) earns a rate equal 1(r 75 percenl of the retum of the

ERS' inveslment portfolio (net of management fees), or (3) earns a combination of both

allernalives. Participanls receive periodic account stalements similar to those of defined

conlribulion plans showing their accrued balances. Disabilily benefits are not granted under

System 2000, rather are provided to those participanls thal voluntarily elect to participate in a
private insLrrance long{erm disability program. The employers' contributions (9.28 percent

of the employee's salary) with respect to employees under System 2000 will continue and

will be used to fund the cost-sharing multiemployer defined benefit plan.

System 2000 reduced lhe reliremenl age from 65 years to 60 for those employees who joined

the current plan on or after January 1,2m0.

Historically, the state government of lhe Commonwealth of Puerto Rico has reported ERS

and System 2000 in its basic financial statements as pension trust funds. Accordingly, rhe

Commonwealth is currenlly assuming any actuarial deficiency that may exist or arise relaled

to the Municipality's participating employees because ERS does not allocate to the

Municipalily any actuarial deficiencies pertaining to participating municipal employees. The

Municipality is only required by law to make stalulory contributions at the rates delailed

. Recena Amendmenls lo Ac, No- 447

The Senate and the House of Representalives of the Commonweallh of Puerto Rico have the

authorily for establishing or amending the conlribulion requirements of System 2000 by

approvi.g the necessary amendmenls ol laws, subject 10 the final approval ofthe Governor of
the Commonweahh of Puerto Rico.
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In June and July 2003, the Governor of the Commonweallh signed three Public Acls thal
provided the following certain benefils to retirees:

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

(b) Triennial 3 percent increase in all pensions, effective January 1, 2005.

(c) Increase in widow and/or beneficiaries to 50 percent of the benefit received by
the deceased pensioner, effective January 1,2005.

All the benefils granted will be funded through budgetary assignments 
'n 

the Municipality's
general fund wilh respect to its retired employees.

The Board of Trustees of ERS approved, effeclive November 17,2003, an i.crease in the

amount gmnted on personal loans to participating employees from $3,000 to $5,000.

b) Funding Policf

The contribulion requirement to ERS is established by Iaw and is not actuarially determined.

Thcse conlribuiions are as follows:

Municipalily and
olher employers 9.28 percent ofapplicable payroll
Employees:
Coordinalion plan: 5.78 percent of gross salary up to $6,600 p€r year, plus

8.28 percenl gross salary in excess of$6,600.
Supplementalion 8.28 percent of gross salary. This is the only choice
planl available 1() policemen, firemen and mayors

The conlribution rcquirement to Syslen 2000 is also eslablished by Iaw and is nol acluarially
dctermined- These contributions are as follows:

Municipalily and

othcr employers 9.28 percenl ofapplicable payroll
5.78 percent of gross salary up to S6,600 per year,
plus 8.28 percent goss salary in excess of $6,600.

The actual combined cmployer and employec contributiofls to ERS and System 2000 for thc

current and past 1wo yca.s, which are equal 1{) lhe slalutory required contributions, are as follows:

Tl?e of
Comiburions ro Retiremenr Plan

.lune 30.2013 June:10.2012 Junc i0.l0l I

$18,1.28.1 $18,r,289 $2:11.2i.1 $21S.810 $2rr.5i7 $192,252

$184,28.r $r84.289 $233,25,1 $2r9,8r0 $109.557 $ r 92,?52

Employees:

d Annual Contribution
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Additional inlbrmation on the system is provided i. its financial slaleme.ts for the year ended June 30,
2013, a copy of which can be obtained ftom the Employees Retirement Syslem of the Commonwealth of
Pueno Rico and its instrumentalities, PO BOX 42003, San Juan, Puerlo Rico 00940-2003

IO. LONG.TERM DEBT

The Municipality's Leg;slature is legally authorized to determine the contracting of debts of the
Municipality. Neverlheless, the laws and regulations ofthe Commonweallh also provide that:

MUNICIPALITY OF PENUEI-AS
COMMONWEAL'I]I OF PUERTO RICO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINIJED)
\.EAR ENDED JUNE 30, 20I3

Direct obligalions of the Municipality (evidenced principally by bonds and noles) are
backed by the full failh, credil and taxing power ofthe Municipality; and

. Direct obligalions are oot to be issued if the amount of the principal of, and interesl on,
such bonds and notes fand on all such bonds and noles issued thereafter) which are
payable in any fiscal year, logether with any amou.t paid by the Municipality in the
prcccding fiscal year on account of bonds or notes guaranleed by the Municipalily,
exceed 10 percent of the tolal assessed value of the property located within lhe

Municipalily plus the balance ofthe ad valorem laxes in the debt service fund, for bonds
payable to be repaid wilh the proceeds ofproperty laxes restricted for debt service.

In addition, before any new bo.ds or.otes are issued, the revenues ofthe debt service fund should be

sufficient 10 cover the projected debl service requirement. At June 30, 2013, the Municipalily is in
compliance with the debt limitation requir€ments. The general long term debl aclivily for the year
ended J ne 30. 2013 was as tollowsi

Btd\-dL dr.iEuD nir\ FFhL!

Bonds Palablc

The Municipality issues general and special
provide for lhe acquisition and construction
cover cerlain operating needs. Bonds ard
following debts:

(public improvemenls) obligations bonds and notes to
of major capilal ficilities and equipment, as well as, 1(}

notes payable al June 30, 2013 is composed of the

This Space Has Been LeIt Bhnk Intenrionallt
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c€neral and Special Obliqations:
$Z,O:O,OOO ."nt bond series oI 1999 payable in annual installments ranging

from $150,000 to $245,000 through July 2019, inlerest ranging 5.0070 to 7.81%

$1,760,000 renl bood series of 2000 payable in annual installments ranging

trom $45,000 1o $130,000 throogh July 2026, interes\ tun|Jng5.\OTa to 7.00o/a

$1,300,000 rent bond series of 2001 payable in annual installments ranging

from $35,000 to 5105,000 through July 2027, interest at 5.00% to 8.007,

$1,070,000 rent bond series of 2001 payable in annual installments ranging

from $?0,000 to $110,000 through July 2018, interest ra.ging 5 00% to 8.007,

$135,000 rent bond series of 2002 payable in annual inslallmenls ranging from

$5,000 to $10,0001hrough July 2027, inleresl ratine at 5.00Ea to 1.U)qa

$475,000 rent bond series of 2002 payable in an.ual inslallments ranging from

$20,000 to $45,000 through July 2022, interest rangir,g 5.OOV' to 1-0oo/o

51,965,000 renl bond series of 2002 payable in annual installments ranging

from $55.000 to $160,000 through July 202?, inlercsl at 5.00% to 7.007,

$2,085,000 renl bond series of 2002 payable in annual installmenls ranging

from $65,000 to $ 165,000 through July 2026, inte rcsL at 5.OO% to 1 .loo/a

S1,115,000 rcnt bond series of 2004 payable in annual inslallments ranging

from $30,000 to S85,00O thtough July 2028, interest ranging 5.007, 1() 6.50%

$1,195,000 general obligations bonds series of 2004 payable in semi annual

installments ranging of $125,000 to $150,000 through July 2015, inlerest

rangiog of5.00%

$1,730,000 general obligations bonds series of 2005 payable in semi annual

installments-ranging of $45,000 to $120,000 through Julv 2031, interesl of
5.OOE,

$3,021,000 general obligalion bonds series of 2005 payable in semi annual

installments;anging of $10,000 to $281,000 through July 2030, interesl ranging

of S.U)Vo

53,685,000 general obligalion bonds series 2005 payable in semi annual

installments ianging from $100,000 to $ 250,000 lhrough Julv 203f in1erest

ranging of5.0O%

Outsbodine
Amount

$ 1,245,000

1,105,000

930,000

470,000

80,000

295,000

r,475,000

1,490,000

860,000

290,000

1,435,000

2,956,000
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MUNICIPAIITY OF PENUEI-AS
COMMONWEALTH OF PUERTO RICO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINI,'ED)
YEAR ENDED JUNE 30,2013

Outstaldine
AmountGen€rrl and Sp€cial Oblisations: (cotrtinued)

$1,390,000 general obliSation bonds series 2006 payable in semi annual

installments ranging from 530,000 to $ 105,000 through July 2031, interest

fttt ging 6.25qa to 1.25 7a

51,585,0O0 general obligation note series of 2008 payable in semi annual

installmen6 ;anging of$30,000 to $130,000 through July 2033, inlerest ranging

tuolji, 3.93Va to 7 .sEa

$2,000,000 general obligation bond series of 2008 payable in annual

installments ranging of $35,000 to $180,000 through July 2033, interest from

5 .4t)Eo to 7 50Eo

$1,800,000 general obligalion bond scries of 2009 payable in annual

installmenls ranging of $35,000 to $150,000 through July 2034, interest ranging

5 .40 to 7 .507a

52,095,000 general obligation bond series of 2011 payable in annual

installments ranging of $25,m0 to $175,000 through July 2036, interest al 67o

to'7.50Vo

$1,000,000 general obligation bond series of 2011 payable in annual

installmenls ranging of $10,000 to $85,000 through Julv , interest at 67' to
7.50Vo

1,190,000

1,450,00{)

1,870,000

1,680,000

2,040,000

975,000

Toaal bonds $ 24,891,000

These bonds are payable from the special ad valorem property tax of 1'5O% and fron the 0 47'o of

sales aod use tax;s ;olected by the Treasury Depa mcnl on behalf of thc Municipalily, which are

restricied for debt scrvice and lransferred lo the Governmcnl Developmenl Bank for Pucrto Rico for

such purposes.

The laws and regulalions of the Commoflweallh provide that public debr of rhe Municipality will

conslitule a first ;him on the available revenue of the Municipalily Public debt includes honds and

notes payahle. The good faith, credit and laxing power of the Municipality are inevocably pledged

for ttre piompr payrnent of the principal and intercst ofthe bonds and notes payable'

The Municipality levies an annual additional special tax of 1 50% of the assessed value.of penonal

uno t"uf p.p".iv. The proceeds of this additional special tax are deposited in a sinking fund

established ai Coe wleiesy sufficient funds must be set asidc to redecm the bonds in minimum

annual or biannual principal and interest payments. The proceeds of this sp€cial tax are recorded in

the debt service fund.
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MUNICIPALITY OF PENUEI-AS
COM MONWEALTH OF PUERTO RICO

NOTES TO BASIC FINANCI,AL STATEMENTS (CONTINI]ED)
YEAR ENDED JUNE 30, 2013

Interest rates on serial bonds subject to variable rates are reviewed periodicalty by CDB and are based

on the flucluaiion ofCDB's weighted average rate for its commercial paper program, not to exceed

87,. Under this prognm, GDB issues commercial paper in the U.S. taxable and tlx-exempl markels,
in the Eurodollar market and to corporations that have tax exemption under the Commonwealth's
Industrial Incentives Act and qualify for benefits provided by the U.S.lnternal Revenue Code Section
936.

Annual debt sewice requirements ofmalurity for bonds payable ate as follows:

Jure30. Pdncip.l Irterest

20t4
zo15

201,6

2017

2014

2019-2023

2024-2024
2029-2033
2o34-2034

1,220,000

l.l55,(x)o
1,235,U)O

r,305,@n

1,500,242

t,429,tt3
1,361,663

1.243,68a

2,720,242

2,544,113

2,5 ,663
2,544,688

9 1.O95,OOO $ 1,565,027 $ 2,661),027

6.r60,q)o 5,32t,423 11,181.423

7.105.000 3.266.(}49 10,371,049

4.741,{100 t,294,9t2 6.O3a,t)12

875,000 90,1ri7 965.187

s 24,891,000 $ 11,072,304, $ 4r,963,10.1

b) Noks Palable to CRIM

Act No. 42 - Acl No. ,12 of January 26, 2000 was enacted lo aulhorize CRIM to enter into a

financing agreement of up 10 $200 million, for a lerm no1 exceeding 30 yeals' The financing
agreemenl allows for the financing of a debt that the municipalities of Puerto Rico have with CRIM,
arising from the final seltlemenls of prop€rly tax advances versus aclual colleclions through fiscal
year 2000. The amounls that the muflicipalities will collect from the additional properiy taxes

resulting from the increases in the subsidy from the Commonwealth 1() the municipalities are

assigned through this law to repay such loan. The increase in this subsidy was the resull of the

Public I-aw No.238 ofAugusl 15, 1999.

This Space Has Bee Left Bhnk Intentionally
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MUNTCIPALITY OF PENUELAS
COMMONWEALTH OF PUERTO RICO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINI,'ED)

YEAR ENDED JUNE 30,2013

In addilion, on July l, 2U)2, ll:E Municipalily entered into a ,epayment agreemcnl with GDB and

CRIM to pay off tie remaining 51,236383 of excess of propertv tax advances through fiscal year

2000 and'2001. CRJM retaina the Principal and interest from the propeny ta)( advances of the

Municipality. The amounls retained by CiIM are remitted to GDB on July I of each year through

July l,2032. The repayment agreemenl bears interest al variable rates determined by GDB The

ouistanaing principa 6aiances oi the note payable to CRIM amounted $1,010,399, at June 30, 2013'

The principal and interest maturities are as follows:

Yearetrdiog
Itrne l0- Primipal Totsl

20t4
2015

2016

20t7
2018

2019-2023

2024-2028

n29-2033
Toral

318,688

$ 62,075

60,248

58,306

56.242

54,048

232,193

152,548

45,943

$ 91,158

91,158

91,158

91,158

91,158

455,790

455;791

364,631

29,083

30,910

32,852

34,916

37,110

223,597

303,243

$ j.l]l0,Jq! r)l.hQl

Financinqofd€litroueptpropertYtaxaccountssold-onJulyl,200T,theMunicipalilyentered
t"t. 

" 
i,"r".t"g "g.". 

with CRIM in the amounl of $579,165 for the payment of delinquent

properly tax ac;ou;t sold to private inveslors. The linancing agreemenl in Ihe lorm of a line of credit

Leaiinjinteresa at O.SO7o during the firsr 5 years, anal variable inlerests 125 points over IIBOR rate

durinithe ncxt 25 years. AtJune 30,2013, lhe outstanding principal balances amounted to

$440,1i5- The prjncipal and interesl maturities are as lbtlows:

Y€ar ending
June30.

20L4
2015
20 \6
2077
2018

20ta 2023
2024-2024
2029-2033

Tolal

Principal

23,t61
23,t61
23.764
23,t64
23,t61

115,820
115,820
92-655

$ .140,115

Inter€st

$ rr,020
10,440
9,860
9,280
8,700

34,801
21,301

5,800
111,202

Total

34,184
33,604
33,O24
32,414
31,864

150,621
73',7,tzt
98,455

$ 551.317
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MUN ICIPALITY OF PENUEI-AS
COMMONWEALT'T{ OF PUERTO RICO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
YEAR EN'DED JUNE 30,2013

Fiscal Year 2012-2013 Settlement Statement - On December 13, 2013, CRIM, as required by law,

pr"pu."a tl" ti*t ..ttt"-enl for the fisca] year 2012 2013, whereby a comparison was made belween

ihe;mounls advanced 1() the Municipalily and amounts actually collecled from taxpayers According

to the final settlement, advances 1o the Municipality exceeded the amount actually collected by the

CRIM, and therefore, according to law, a payable to the CRIM amounled to $229,387 should be

recorded as long term liability in the GWFS at June 30,2013. Such amounl must be paid (through

withholding fro; monlhly advances from CRIM) in twelve equal inslallments of $19,116 during lhe

fiscal year 2014-2015.

Compensaled Absences

At June 30, 2013, the liabilily for compensated absences is composed as follows:

vacations alld sick leave

Total

Due wilhin
Oft vear

s 262.543

5 262.543

Due atur
9S9-ECr

s 2.376.13,{

$ 2.376.134

-Iats!
s2.634-67',7

$2.638.677

This Space Has Been Lefi Blank I tentionall!
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MUNICIPALITY OF PENUEII.S
COMMONWEALTH OF PUERTO RICO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30,2OT3

I1. FUND BAI-ANCE (DEFICIT)

As ofJune 30, 2013,lund balance (deficit) is comprised of the lbllowing:

FuId Debl
L,S,F S.dis
c.a ! futrd

3Js9930

Econonic developnenr

Econohic develoPment

Toial fu balances (dericn)

1,551

3,291,016

24526 
.

52,59,1
5,369

I1,605

s,001?!L 

- 

-------------:$r.rsv.elo tl.2qlpL6

12. COMMITMENTS AND CONTINGENCIES

Liti2alians

The Municipalily is a defendant in a number of lawsuits arising principally from claims against thc

M,rnicipatity foiattegea improper actions, anal other legal matters that arise in the ordinary course of

the Municipality's activities.

With respecl to pending and threatened litigation, the Municipality has not reporcd liabilities in the

g"n"rui i.na t- ,rur-O"a unfavorable judgment because ihere is nol"liabilities with a fixed or

;xpected due dale, which will require future available financial resources for its payment-

It is management's opinion, based on the advice ofthe legal counsel' that th€ potential claims against

ifr" Uu.l"lpufity noi covered by insurance will not maleiially affect the financial resources for its

payment.

Fealcral ProPm s

The municipality participates in a number of federal financial assistance prog@ms These programs

are *U;ect io uuaii oo Uehalf the granrors to assure compliance wilh g'anl provisions- tfexpenditures

areaisattoweoduetononcompliancewithgranlprogamsrequirements,the-Muoicipalitymaybe
ieluired to reimburse. these costs, to the grantor agency lt is the Municipality's Management

opinion, tftur any amount disallowed by iederal agencies, will be immaterial 10 the Iinancial

statements.

3Js8

324560
l93,8lr

12,69r

$1,436,631

8r7,154

12.691

5,005,204
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MUNICIPALITY OF PENI,'EI-AS
COMMONWEAITH OF PUERTO RICO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINI,'ED)
YEAR ENDED JUNE 30,2013

Commitments

The Municipality has reported, oulstanding encumbra.ces amounting 1o $98,094 as assigned lund

balance in the general fund at June 30, 2013. The municipality intends io honor these encumbrances,

which will continue to be liquidated under the cunent year's budget during a lapse of period thal

extends into thc subsequent fiscal year.

Co nstr uctio n C ofi ,nihne nls

The Municipalily has commitments at June 30,2013 of approximately $3,359,930 for conslruction,

improvements or renovation ofcertain capilal assels.

13. SUBSEQUENT DVENTS

Municipality has adopted the ASC 855 rclating to Subsequent Everts. The ASC 855 estabtishes

general slandards for the accounting and disclosure of events occurring after the dale of the balance

sheel. but before lhe date of issuance of lhe financial statements. Specifically, it sets the period after

the date of the slalus during which Municipality's management should assess events or transactions

thal could occur and would need lo be recorded or disclosed in the finaocial statemenls, the

circumstances under which Municipalily should recognized and disclose these evenls, and the type of
disclosure should be provided for lhese events occurring after lhe date ofthe balance sheet

Io accordancc with ASC 855, Municipality evaluated subsequent events up to March 18, 2014, when

these financial statements were ready to be issu€d. Municipality understands that no malerial event

occurred subsequent to June 30,2013.

End oI Notes to Basic Firutncial statements
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MUNICIPALITY OF PENUELAS
COMMONWEALTH OF PUDRTO RICO

I]UDGETARY COMPARISON SCHEDULE. GENERAI FUND
JUNE 30,20i3

Mu.icipal license laxes

Sales and use taxes

Cnnslruction excise taxes
Intergovernmental grants and

Interest on deposits

Charges for seNices

Tolal revenues

Expendilures and encumbranc€s:

General govemmeflt

Public salety

Heallh and welfare

Cuhure and r€creation

Education

Tolal exp€ndilures
Revenues over (unde,

exPerdit$res and

Other financing so'rrces (uses):

Transfer to olher govemmental funds
Total other financing sources

(use,
Net inc.ease (decrease)

in tund balance (deficir)

Orisinal

$3,649,331

10,821,503

360,000

308,000

4,163,054

130,000

39,000

75,500

20,146,388

6,631,338

'7,304,366

7,274,623

t,849,189

322,433

19,694,763

451,625

$3.A7',7,719

10,821,503

360,000

308,000

4,',163,O54

130,000

39,000

75,500

20,314,',7',76

7,870,983

6,316,565

t,t2t,6t7
7,',704,596

2,544,4U

364,q)3

[ioal

19,923,151

451,625

4,137,116

9,517,169

433427

251.713

4,926399

42,739

7s324

249,302

19,673.t93

7,647,448

6,063,154

r,118,257

1.6'73.\16

2,521,650

364,438

$ 259,396

0,304.334)
73,42:7

66,247)

763,345

(47.26t)

36324

t73,8t2

(701,583)

253,411

3,360

31.420

22,837

465

Budgeted amoutrts (budgetarl

291,110

final budget -

117.113

basis) over (und€r)
$

19,382,083 541,068

(160,5r5)

(4sr,62s\ (451,62s\ (334,s12)

(4s1,62s\ (4s1,62s\ (334,s12) 117.113

$ (,r3,402I !,__l1ll!?L$



MUNICIPALITY OF PENUEI-AS
COMMONWEALTH OF PUERTO RICO

BUDGETARY COMPARISON SCHEDULE. GENERAL FUND
JUNE 30.2013

- Rccotrciliatioo ofdiferetrce\:
Soures/inflows of Iinancial

Acrual amounts (budg€lary basis) "available for approprialions"

fiom rhe budgerary comparison s.hedul€
Diffe rences ' budgetary basis lo

GAAP:

Differences in has€s of accounting:

GAAP adjustmenls to revenues

Total revenues reporled on the statement of

revenues, expenditur€s and changes in fund balances

Useyoutflows of fi nancial resources:

Actual amounts (budgelary basis) "toral charges to appropriations" from

the budg€tary comparison schedule (including other financing uses)

Entity differences:

Non-budgeted expenditures
Total expenditures and otler financing sourc€s reponed on lhe

ofrevenues, expenditures and changes in fund balances

See accompanying not€s to financial stalements.

$ 19,673.193

202.169

$

____t2.n:,62

$
19,716,595

(2642f,5)

__$__r9t2;19_
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MUNICIPAIITY OF PENUEIAS
COMMONWEALTH OF PUERTO RICO

FINANCIAL DATA SCIIEDULE
YEAR ENDED JUNE 30,2013

BAIANCE SI{EET

DESCRIPTION
14.871Housing

111 Cash - Unreslricted

113 Cash - Other Restricled

100 Total Cash

128 Fraud Recovery

128.1 Allowaflce for Doubtful Accounts _ Fraud

150 Total Current Assets

164 Furniture, Equipment & Machinery - Administralion

166 Accumulated Depreciation

160 Total Capital Assels, Net ofAccumulated Depreciation

190 Tolal Assets

322 Accrued Compensated Absences _ Current Portio.

333 Accounts Payablc - Other Governmenl

310 Total Current Liabililies

354 Accrued Compensated Absences _ Non Current

350 Total Non Current Liabilities

300 Total Liabililies

508.1 Invested In Capilal Assets, Nel of Related Debt

511-1 Restricted Ne1 Assets

512.1 Unreslricted Net Assets

513 Total Equily,Olei Assets

600 Total Liabilities and Equity,t'{cl Assets

$189,082

$5,160

$194,242

$r34s
$1,34s

$194,242

s141,856

-s88,348

$53,508

$24',7;750

$5,696

$411

$6,107

$17,088

!i17,088

923,19s

$53,508

$5,160

$16s,887

$247,750
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MUNICIPALITY OF PENUET-AS
COMMONWEALTH OF PUERTO RICO

FINANCIAL DATA SECHEDULE
YF,AR ENDFD ]I]NE 30. 2011

REVENUES AND EXPENSES

DESCRIPTION

70600 HUD PHA Operadng Grants

711m Investm€ lncome - Unresrricted

714m Fraud Recovery

71500 Other R€venue

70000 Total Revenue

91 100 Adninistmtive Salarics

91500 Employee Benefit contributions' Administrative

91600 Ofiice Expenses

910m Total Operating - Adminislrative

96210 Compensaled Abs€nces

960m Tokl Olher Gen€ral Expenses

96900 Total Opcraling Expenses

9?000 Excess of Operating R€venue over Operadng Expens€s

97300 Housing Assistance Payments

974m Depr€cialion Expefls€

90000 Tolal Expens€s

10000 Excess (Deficiency) of Total Revenue over (Unde, Total

11030 Beginning Equity

11170 Administ.ative Fee Equity

11180 Housing Assistance Payments Equity

11190 Unit Months Available

11210 Number ofunit Mo hs Itased

$1,1s6,067

i1,255

$3,591

$1,262,158

t63,293

$327,634

$1,642

$ r.612

t932.332

$16,356

$1,502,316

$,165213

$5,160

23ao
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MUNICIPAIITY OF PENUEI-AS
COMMONWEALTH OF PUERTO RICO

FINANCIAL DATA SECHEDULE
YEAR ENDED JTINE 30, 2OT 1

NOTE A - BASIS OF PRXSENTATION

The accompanying Financial Data schedule (FDS) is a trial balance of the Section 8 Housing Choice

Voucher Program, administered by lhe Municipality. The FDS was created in order to slandarize the

fiflancial information reporlcd by Public Housing Au.horities (PHA) to the Real Eslale Assessmenl

Center (REAC), as required by the Uniform Financial Reporling Stafldards (UFRS). REAC is the US

Department of Housing and Urban Developmenl (HUD) national manager centcr created 10 assess the

co;dition oI HUD owned and assisted properdes. The UFRS are rules lo implemenl requiremeots of
24 CFR, Part 5, Subparl H, for the electronic filing offinaocial information to HUD.

In accordance with the guidelines for reporling and attestation requircmenls of UFRS, the accompanying

FDS is included as inlormalion supplementary lo the financial slatements. h was prepared using the

accrual basis ofaccounting, as required by REAC regulations.

10



MUNICIPALITY OF PENUEI-AS
COMMONWEALTH OF PUERTO RICO

SCIIEDULE OF EXPENDITURES OF FEDERAI AWARDS
YEAR ENDED JUNE 30.2013

FFDFRAT Cn 
^NroR 

/ PA\s THtrou.ts
CRANToR / PRocrAM oR CLUSTER TrrLE

CFDA P..ss TinouaH FEDERT
NUMSER CRAMNUMBER EXPENDITIRES

U.S. Department of Agriorlturel

Pass-through the Comnonweallh of Puerto Ri€o -
Deparhent of Education:

Child and Adult Cire Food Pmgram 10.558 CCC-253 $ 535,640

U.S. Department of Housing ard Urban Development:

Pass-lhrough the Conmonwealth of Puerto Rico -

Office of the Commissioner of Municipal Affairs:

Community Developnenl Block Grant Program 14.22a FC-51/AB-51 192,586

Pass-lkough the Comonwealth of Puefto Rico -
Depanment of the Family:

ARRA- Homelessncss Prevenlion and Rapid Re-Housing 14.257 122'2010'000283 15,121

Direct Program:

Section 8 Housing Choice Voucher Progam 14.871 N/A 1,256,067

Total U.S. Departmenr of Horsing and Urban Developme : 1,463,1'14

U.S. Department of En€rg/:

Pass-through the Conmonwealth of Pueno Rico -
Execulive Office:

ARRA- Energy Efficiency and Conservation Block Grant 81.128 0013A-008 24'UA

U.S. Department of Health and Human Services:

Pass-througt the Commonweallh of Puedo Rico -

Mninistration for Children and Families:

Head Stan Progam Clusler 93.600

Head Start 2,l'2012400782

ul-2113-{n0208 3,609,198

Early Head Stan 241'2012'000|99

241-2013-000208 270.562

Total Head Stan Program Clusler

U.S. Depsrtme of Honeland Security:

Pass-through rhe Emergency Mana$ment Agency of lhe

Commonwealth of Puerto Rio:
Pre-Disasler Mitigation Competitive Cranls

Pass-th.ou8h the Governor's Authorized Rep.ese.tztive
olfice (GAR) of lhe Commo,wealrh ofPueno Rico:

Disaster GGnts - Public Assistance
Pass-lhrough theMunicipality of Ponce:

3,879,76u

97-0r'7 N/AV 13,878

1t

97 036 N/AV 119.213



MUNICIPALITY OF PENUELAS
COMMONWEAITH OF PUERTO RICO

SCIIEDULE OF EXPENDITURES OF FEDERAL AWARDS
YEAR ENDED JUNE 30. 2013

FEDER^L CnAroR / PAss TiIRoucH
GRAN.ToR / PRoGRAM oR CLUSTER TrrLE

CFDA

Homeland Security Grant Program

Pass-ihrough the Governor Offic€-Public Security Affain
Office:

Homeland securily Grant Program

9',7 _061

9',7 _061

25.969

49,473

$ ,J*,r"
Total Dcpartment of Homeland Securily

TOTAL EXPENDITURtrS OF FEDERAL AWARDS

See accompanyhg Notes .o Schedule of Expeditures of Federal Awards'
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MUNICIPALITY OF PENUELAS
COMMONWEALTH OF PI,'ERTO RICO

NOTES TO TIIE SCHEDULE OF EXPENDITURES OF FEDERAI AWARDS
YEAR ENDED JUNE 30.2013

NOTE r: BASIS OF PRESENTATION

The accompanying schedule of expendiluies of federal awards includes the federal grant activity of the

Municipatity of Pefruelas, Commonweallh of Puerto Rico (the Municipality) for the year ended June 30,

2013. The Municipalityls reporting entity is disclosed in Note I to the Municipality's basic financial

statements as ofand for the fiscal year ended June 30,2013.

The accompanying schedule of expenditures of federal av/ards is presented on the modified accrual basis

ofaccounting.

Thc information in this schedule is presented in accordance with the requirements of oMB Circular A_

133, Audils of Stales, I-ocal Governmenls, and Non-Profil Organizations. Therefore, some amounts

presented in this schedule may differ from amounts presented in, or used in the preparation of, the basic

financial statements-

NOTE 2: SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accompanying schedule of Expenditures of Fedeml Awards is prepared from Municipality's

accounting records and is not inlended 10 present financial position or the resulls ofoPerations'

The financial transacrions are recordeal by the Municipality in accordance wilh the terms and conditions

of the grants, which are consistent wilh accounting Principles generally accePted in the [Iflited stales of

Expenditures are recognized in the accounling period in which the Iiabilily is incuned, if measurable or

when actually paid, whichever occurs first.

NOTE3: FEDERAL CFDA NUMBER

The CFDA numbers included in this Schedul€ are determined based on the progEm name, review of
grant conract information and the Office of Maflagement and Brdgeth Catalogue of Federal Domestic

NOTE 4: PASS THROUGH GRANTOR,S NUMBER

State or local govemment re{:listribution of federal awards to the Municipality, lreated as if they were

received directiy from rhe federal government. oMB Circular A 133 requires the schedute to include rhe

name of the pass througtr entity ana identirying number assigned by the pass through efltily for federal

awarrls received as a sub-recipienl. Numbers identified as N/AV are nol available'

NOTE5: MAIOR PROGRAMS

MajorprogamsareidentifiedinthesummaryofAuditor,sResultssectionoftheScheduleofFindings
and Quesaioned Costs.

END OF NOTES
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INDIPENDENT AUDITOR'S REPORT ON INTf,RNAL CONTROL OVER FTNANCIAL

REPORTING AND ON COMPLIANCE AND OTHER MAI-IERS BASED ON AN AUDIT OF

FINANCIAL STATDMENTS PERFORMED IN ACCORDANCE WITH GOVERNMENI
AUDITING STANDARDS

To ahe Honorable Mayor and
Members of the Municipal Legislature
Municipality of Peiu€las, Puerto Rico

wehaveaudilcd,inaccordancewilhtheaudilingstandardsgenerallyaccepledinlheUniledStatesof
America and the slandards applicable 1() financial audits conlained in Governnent A diting Stantr$ l5

issued by the comptroller Gineral of the uniteal states, the financial statemenls of the governmental

activitiei each major fund, and the aggregate remaining fund information of Municipalily of Peiuelas'

Pueno Rico (Municipalily), as of and ior the fiscal year ended June 30, 2013, and the related notes 1() the

financial s*t;ments, whi;h collectively comprise the Municipaliry's basic financial statemenls and have

issue{:l my reporl thereon daled March 18, 2014. The feporl on the govemmental fund financ;al statements

was unqualified. In addition, the report on thc governmental activities slalemenl has a disclaimer opinion

bccause ofthe inadequacies of lhe capital assels subsidiary ledger.

Inlernal Control over Financial ReDorting

In planning and performing our audit of the financial stalements, we considered the Municipaliry's

intJrnal co-nrrol over financ-'ial reporting to deiermine the audit procedures th are appropriate in the

circumstances for the purpose of e*preising our opiniom on lhe financial slalements, hlrt nol for the

pu.por" of"*p...ring un opinion on tire effeit;u"nesa ofthe Municipality's intemal contol Accordingly'

we do not erpress ariopini;n on the effectiveness ofthe Municipalify's intemal control'

our consideration of internal conlrol was for the limited purpose described in the first paragraph of this

."",tion 
"rA 

** nol design to identify all deficiencies in inlernal control that mighl be matcrial

weaknesses or significant d;ficiencies and therefore, material weaknesses or significant deficiencies may

exisr rhal were ;or identified. However, as described in the accompanying sc&edule ol Findi Es and

6ir"rii.n"a c^",*, idenrified certain deficiency in internal control thar we consider ro he a materiat

A. deliciency in inter al conttol exisis when the design or operation of a conlrol does not allow

-rrrg..."i or employees, in the norrnal course of perlbrming their assigned functions) 1() prevenl or

derccianrt conect missiatemenrs on a rimely basls. A, l*teriaL weaknesr is a deficiency, or combinarion

oi dcficiencies, in internal conlrol such rhat there is a reasonable possibilily thal a material misstatement

"i 
if,. 

".tl 
y't nr*"i"f .latements will not be prevented' or detected and corected on a timely basis A

significant tleficienq is adeficiency, or combination ofdeficiencies, in inlernal co'trol that is less severe

ttr_an a -uterial *"aincss, yelimportanl enou8h lo meril atlention by those charged,with governance We

consider the deficiency aleicriberl in rhe accpornpanyinlschedule ol Findin+s and Questioned Costs to be

a material weakness. See finding 13_01.
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Comnliance and Other Mallers

As part of obtaining reasonable assurance about whether the Municipality's financial statements are free

of material misstatemenl, we performed tests of its complianc€ with cerlain provisions of laws,

regulations, contncts and grant agreements, noncompliance with which could have a direcl and material

eliect on the determimtion offinancial slatement amounts. However, providingan opinion ofl compliance

with those provisions was not an objective of our audit, and accordingly, we do ,ot express such an

opinion. Th; results ofour lests disclosed an instance of noncompliance or other matler that is required lo

be reported under Governnent Auditing Standods and which is described in the accompanying Schedule

ofFindings and Questioned Costs as ilem l3{1.

Municioalit!'s Resoonse ro Findinas

Municipaliry's response to the firdings identified in our audit are described in the accompanying

Sctreduie oi findings and Questioned Costs. Municipality's response was not subjected to the auditing

procedures applied in the audit ofthe financial statements and, accordiflgly we express no opinion on it'

Purno\e of this Reoort

The purpose of this report is solely to describe the scope of my lesting-of internal control and compliance

and ihe iesults of thaitesting and not to provide an ;pinion on the effectiveness of the entity's intemal

control or on compliance. ihis report is an integral parl of a' audit performed in accordance with

Government Auditing Standards in considering the;ntity's intemal control and compliance Accordingly'

this communication is not suitable for any olher purpose.

MENDOZA & RAMOS

CER'TIFIED PUBLIC ACCOUNTANTS, C.S'P.

Guayama, Puerto Rico
March 18,2014

sra0p !trntxr 02695m7 Frs
.lfixed L tie orieind ol riis rcPo.t

75



INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE FOR EACH MAJOR
PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY

OMB CIRCUI,AR A-I33

To the Ilonoreble Mayor and
Members of the Mulicipal I-egislature
Mutricipality of Peftuelas, Puerlo Rico

Repori on ComEliqlep-blE4e}-I4ai9r&dlj3lElqgitl]1

We have audiled Municipality of Peiuelas, Puerlo Rico (Municipalily) compliance wilh ihe types of

compliancc requirements ;esc;ibed in the OMB C icutat A'133 Conpliance SupPlenent th^t co|lld ha,r'e a

direit a,ra materiat effect on each Municipatity's major lederal programs for the fiscal year ended June

io, zot:. tte uunicipatity's major lederal programs are idenlified in lhe summary of auditor's results

section oflhe accompanying Schedule of Findings and Questioned Costs'

Manasement's Responsibiliw

Managemenl is responsible for compliance with the requirements of laws, regulations conlracE' and

grants applicable to its fedetal programs.

Auditor's Responsibiliry

Our responsibiliry is to express an opinion on compliance for each of the Municipality's major federal

nroprams based on orr rrait ot rh< types ot compliance requircmenls relcrreJ lo above' wc condutled

I;;"il; il;;;ilr*. in accordanc; wirh audiring standards generallv accepred in the^unired stare\ ol

errr"ri"";it" 
""iau.a. "pplicable 

to financial audits- contained h Governze t Auditing Standa ls' is*ed

;;;" ;;pt"il"; Ge#al of the uniteal states; and oMB circular A'133' Audits 
^of 

stotes' Local

i."i^^"ni, "rl U""-p-fit Oryanizations.Those standards and OMB Circular A-133 require that we

.,tun ana o".torm tte audit io obtoin reasonable assurance about whelher noncompliance with fie types of

I"-.i,,"i" t""""".."" refened to above fiat could have a direct and material effect on a major federal

;;"#;;le ;; ,,ait i".r,a.' elamininS' on a resr basis e\idence abour the vunicipali$ s

il";i;;;t,;;; ,e!uiremcnr< and perro,mi-ng such orher procrdures as we con.idered ncce\.arv in

the circumstances,

We believe thal our audit provides a reasonable basis for our opinion on compliance- for each maior

;;;";;;il 
-;";;".r1 

our audit does noi provide a legal determination of Municipalitv's
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oprda!-adah-!4qie!&dqalEesra4s

In our opinion, the Municipality, complied, in all material respects, with the types of compliancc

requirem;nls referred to abo;e that coutd have a direct and materjal effect on each of its major federal

programs for the fiscal year endcd June 30,2013.

Other Matlers

The results of our auditing procedures disclosed an instance of noncompliance, which is required to be

reported in accorclance wiih OMB Circular ,4.-133 and which is described in the accompanying Schedule

oi Findings and Questioned Cosls as ilem 13_02. our opinion on each major federal program is nol

modified with respecl to this matler'

Municipality's response to the noncomPliance finding identified in our audit is described in the

u".o.p'unying S.l"aut" ofFindings and Ouestioned Costs' Municipality's response was not subiected to

itr. uu;ting pio""au."" ,pplied inihe audil of compliance and, accordingly wc express no opinion on the

response.

Repql!!l!!g!!q!!lq!ll9lo!9r!a4p !e

Manasement of the Municipalitv is responsible for eslablishing and maintaining effeclive internal control

1""i.?-pfi"*" *itt"t",yp., of .orptl rn"" ,"quiremenls referred to above ln planning and Prforming

ou, uraii'oi "o.pfiu""", 
we considered Municip;lity's inte'nal control over compliance with the types of

reouirements thai could have a direct and matcrial effect on cach major federal program 1., determine the

,r,iiti"g pr"*ar". ,r,rt are alpropriate in lhe circumslance\ for lhe pulpose oI expre<sing an opinion on

comoliince for each maior tediraiprogram and b te$ and report on internal conlrol over compliance in

,"..i11r." 
"ttrr- 

oMs- circuur e-ri.l, bul nol for the purpose of expressing an opioion on the

effectiveness of iotemal control over compliance. Accordingly, we do not express an opinion on lhe

effectiveness of the Municipality's intemal control over compliance'

A, deficiency i intemal control over comPliance exists when the design or operation of a control over

"omitiunce-dn"" 
not ullow management or employee(, in lhe normal course ofperforming their assigned

irr.ii.n., ,. prevenl or delect a;d correct no;compliancc wi$ a lype ot compliance requirement of a

iJ;"I p'."d- o, a timely basis. A makial tleakness in internal control ovet compliancP is a

i"iiii*Iy, i, *.trrrdon ;f deficiencies, in internal control over compliance' such ihat there is a

i"*onuti" pooiuilitv that material noncompliance with a tyPe ol com?tiancc requiremenl of a federal

.."_^_ *;ir nor be prevenred, or derecled and correctcd on a rimely ba\is. A \iSnifica defidency in

i;;i,;;; ;;;";i;;;,i;.pii,,l" i. u a"n.i"n"v, or a combination ordeficiencies' in internal control over

ffi;il;;"*iG;icompliance 'equire'ent 
of a federal program that is less s€vere than a material

*"^i..* l" internai'control over compliance, yet important e;outh to merit attention by those charged

with governance.

our consideration of iniernal cofllrot over comptranue was for lhe timiled plrpose described in the first

.-,,.-r, "r thi\ \eclion and $a\ nol designed to idenlit) all deliciencte\ in jnlernal conlrol over

#,iii#,i.""',n"i ."i, u.- r,,.,;"r ,,.rr,ni-.,", o, signiticanr de ficiencies.. and.. rhere fore. maLenal

i""Jl[ri'... ",-.,."i?iiri-a.i"i.".i.' 
mav exisr rhar iere not .identified, 

we,did nor idenrifv anv

a'"ff"f""."" ln fr,!r*f 
"ontrol 

over complia;ce rhat we consider to be material weaknesses- However' we

;a'.riiii.a *uri" deficiency in inrernal conrrol over comptiance. as described in"lhe accompan)ing

i"f"ari. 
"f 

fi"ai"g. 
"rd 

Quesrioned Costs as item 1l{2 th;t we consider rc be signilrcant deficiencv'

17
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Municipality's response to the internal control over compliance findings identified in our audil are

described in lhe accompanying Schedule of Findings and Questioned Costs. Municipality's response was

not subjected 1(] the auditing procedures aPplied in the audit of compliance and, accordingly we express

oo opinion on the resPonse.

- The purpose of this report on internal control over compliance is solely to describe the scope of my

resdng of inrernal conrrol over compliance and the results of thal tesling based on the requirements of
- oMg Circular A-133. Accordingly, this report is not suitable for any other purpose'

MENDOZA & RAMOS

CERTIFIED PUBLIC ACCOUNTANTS, C.S,P'

Guayama, Puerto Rico
March 18,2014

v St BP nnbb€r 0269690 sts
,ltla.d lo the o.iglnd ot tlis tpod.
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MUNICIPALITY OF PEfITIEI-AS
COMMON WEAITH OF PUERTO RICO

SCIIEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED JLINE 30, 2013

SECTION I.SUMT{,\RY Of AUT'TTOR'S RESUT-TS

Financial Slatements

Type of auditors' report issued:

Internal control over financial reporting:

. Material weakness (es) identified? E Yes

. Significanl deficiencies identified thal
are not considered 1o be malerial weakness (es): tr Yes

. Noncompliance material to financial stalements noted? E Yes

Federal Awards

Inlemal contlol over major programs:
. Matedal weakness (es) ide.tified? E Yes

. Significanl deficiencies identified that

ara not considered to be material weakness (es)? E Yes

Type of auditors's report issued on compliance fo.
Major Progams:

I Unqualilied Opinion, except for
disclajmer opinion for governmental
activilies financial s1alemenl

E Qualified opinion
tr Adverse Opinion
tr Disclaimer Opinion

I Unqualified Opinion
tr Qualified Opinion
E Adverse Opinion
E Disclaimer

ENo

I Nooe Reporlcd
E]No

ENo

E None Reported

trNo
Any audit findings disclosed that are required to be reported

in ;ccordance with 510(a) OMB Circular ,4-133? E Yes

The Municjpality's major programs were:

CFDA Number Name of Federal Program

r0.558
14.8'71
93.600

Dollar threshold used to distinguish between

Type A and Type B Programs:
Auditee qualified as low-risk audilee?

Ch;ld and Adult Care Food Program

Seclion 8 Housing Choice Vouchers
Head Slart Program Cluslcr

$300,000
E Yes

19
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MUNICIPALITY OF PENUETAS
COMMONWEALTH OF PUERTO RICO

SUMMARY SCTIEDULE OF PRIOR YEARS FINDTNGS AND QUESTIONED COSTS
FOR THE FISCALYEAR ENDED JUNE 30.2013

SECTION II.FINANCIAL ST TEMf,NIS FINDINGS AND QUESTIONf,D COSTS

FINDING

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

CONDITION

PERSPECTTVE

t3-01

INTERNAL CONTROL

CAPITAL ASSETS

FIXED \ CAPIAL A^SSETS AND EXPENDrfURI,S - SUBSIDIARY LEDGER

The Municipalily has nol maintained complete and adequate records of
Capilal Assets.

Records of Capilal Assets are important in order to obtain sufficient and

appropdate evidence with respecl to the Capilal Assels reported in

governmefltal aclivities. The amount by which this departure would
affect the assets, net assels, and expenses of the governmenlal activities

is not determinable.

Chapter IX, Article 9.002 of State Acl Number 81 of Augrrst 30, 1991

skles thal the municipality should maintain updated property accounling

records. Also the GASB Statements No. 34 Baric Financial Sta,ements

- and Ma dge en's Discussion stu| Anarysis - lor Sta,e and Local

Govemla ts rcqnie that all capital assets, including infrastruclure, must

be presented in the Statements of Net Assets and that these assets must

be deprecialed during its useful life. Also, provisions of GASB Stalemenl

No. 42, Accounting and Financial Reporting of Inpairme ts of Capitol

Assets ond for lnsurat\e Recoveries, requires the Municipality to

evaluate prominent events or changes in circumstances affecting capilal

assets to delermine whcther an impairment of a capilal asset has

occuned. Furthermore, provisions of GASB Staiement No. 51,

Accounting and Financiat RePoiing for Inta gible Asse,s, require that

all inlangible assets not specifically excluded by ils scope provisions be

classified as capilal assets.

Compete.t and sufficienl evidential matter relaled 10 the capilal assets

was ;ol available to support the value, completeness and ownership of

The Municipa,ity's Governmenl wide Financial Slalements do not

present fairly, the financial posilion of the govemmental activities, and

the change in financial position ofthe Municipality.

We rccommend that the Municipality should continue the compilation of
documents to support the value, compleleness and ownership of its

capital assers, to comply wilh lhe requirements of the GASB Statement

No. 34, GASB Stalemenl No. 42 and GASB Stalemenl No.51.

CRITERTA

CAUSE

EFFECT

RECOMMENDATION

iJL)



MUNICIPALITY OF PENUEIAS
COMMONWEALTH OF PUERTO RICO

SUMMARY SCHEDULE OF PRIOR YEARS FINDINGS AND QIJESTIONED COSTS

FOR THE FISCALYEAR ENDED JUNE 30,2013

FINDING

QUESTIONED COSTS

MANAGEMENT RESPONSE
AND CORRECTIVE
ACTION PI-AN

13-01 (CoNTTNUED)

NONE

The Municipality's Finance Department staff is in the process of
updating the capital assels subsidiary ledger (in the new accounti.g

sysaem) in order to comply wilh the GASB No. 34 capital assets

requirements for the fiscal year ended on June 30,2014.

Implementation Date: June 30,2014

Responsible Person: Mr. Amaldo Rivera
Finance DePa(ment Director
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MUNICIPALITY OF PENUET-A.S

COM MONWEALTH OF PTIERTO RICO

SUMMARY SCIIEDULE OF PRIOR YEARS FINDINGS AND QUESTIONED COSTS
FOR THE FISCALYEAR EN'DED JUNE 30,2OI3

Si]C.T'ION III-FEDERAI- AIT'ARD FINDINGS AND QUESTIONED COSTS

FINDING

FEDERAT PROGRAM

t3-02

IIEAD START AND EARLY HEADSTART (CFDA NO. 93.600)

DEPARTMENT OF TIEAITH AND HUMAN SERVICES PASS-

THROUGH TIIE COMMONWEALTH OF PUERTO RICO -
ADMINISTRATION FOR CHILDREN AND FAMILIES

COMPLIANCE

REPORTING

NoNC0MPLIANCE WTTE REPORTING Rf,QUIR.EMENT

Head Start Program and Early Head Statt Program does not submil

timely required reports to adminisrative stale agency.

Reporls filed in dates after slaled dates lYere as follows:

Head Start Acl, as amended. 42 USC 9801 et seq. Slates requirements for

reporting use of funals awarded, also, contract with slate agency for

award of funds eslablishes specific requilemenls for reporting use of
funds lC) slatc agency.

CATEGORY

NONCOMPLIANCE

TOPIC SENTENCE

CON'DITIONS

PERSPECTTVE

Head Start

Closing Repn 17 Days

LiquidatioD Repon 1? Dnys

E{rly Head Stan

Two Monlhly Expendilures Repons 1 lo 13 Days

Liquidation Report 17 Days

Two Moothly Federal Financial
Report

I lo 13 Days

CRITERIA
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MUNICIPALITY OF PENUELAS
COMMONWEALTH OF PUERTO RICO

SUMMARY SCI{EDULE OF PRIOR YEARS FIN'DINCS AND QI]ESTIOI'IED COSTS

FOR THE FISCALYEAR ENDED JUNE 30, 2013

FINDING 13-02 (Continued)

CAUSE Accounting records were not up 1() date at the time required for reports

preparation.

EFFECI Head Slart pro$am was not in compliance with fund delegation contract

clauses in rcPorling area

RECOMMENDATION To develop Procedures in order to have administralive priorities directed

to maintarn accounting records up to date and to.

OUESTIONED COSTS None

MANACEMENT RESPONSE
AND CORRECIIVE
ACTION PIAN Program Accounlant was instructed to prepare and submit timcly all ol

required reporls by award contracl clauses.

Implementation Date: June 30,2014

Responsible Person: Mrs. Ingrid Veltquez
Head Slart Program Accountant

END OF SCHEDULE
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MUNICIPAIITY OF PEi(UELAS
COMMONWEALTH OF PUERTO RICO

SUMMARY SCIIEDULE OF PRIORYEARS FINDINGS AND QUESTIONED COSTS

FOR THE FISCAIYEAR ENDEDJUNE 30' 2013

SUMMARY SCEEDL'I,E OT PruORALDI FNDINGS

(1) Audit Findings that have been Fully Corrected:

Questioned
Cost CommentsNumber

l2 02 Accountiog System/lnlcroal
Conlrol

CFDA
None Nonc Corrected

Cor.ected
12,03

11-03

10-03

14.224

14.228

14.228

4.224

CFDA

None

None

None

None

Co ected

Corrected

Corrected

Comments

nqjll Ren.rl;no 14.226 None LUIrcLrcu- 

- 

corrected
08-09 Reporline l-

(2) Audil Findings not corrected or Partially conected:

Einding Numb€r
Questioded

Cost

_t 
Partially corrected1146 Eligibilily 1'

ti-6i i."-i*ii"i q: ooo ryon' S;*.,'io' "ilt 
p**il'

ffi Nnn. silrarion srill prevails

(3) Corrective action laken is significantly different from corrective aclion previously reported:

NONE

(4) Audit findings is no longer valid:

None
END OF SCIIEDULE
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