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INDEPENDENT AUDITORS' REPORT



VALDES, GARCIA, MARIN & MARTINEZ,
CERTIFIED PUBLIC ACCOUNTANTS ANO CONSULTANTS

MEMBER OF THE AICPA PRIVATE COMPANIES PFACTICE SECTION

P.O. Box 364831
SaN JUAN. P.R. 00936-4431

LLP

TELEPHONE: 1787 I 725- l6@
'IELEFAJ!,. l7 87 I 7 2 1 -2795

INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor
and Members of the Municipal Legislature
Municipality of Rincon
Rincon, Puerto Rico

We have audited the accompanying linancial statements ol the governmental activities, each major fund,
and the aggregate remaining fund information ol the Municipality of Rincon (the Municipality), as ol and
lor the year ended June 30, 2012, which collectively comprise the Municipalitys basic financial
statements as lisled in the table ol contents. These financial slatements are the responsibility of the
Municipalitys management. Our responsibility is to express opinions on these financial statements based
on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to linancial audits contained in Government Auditing Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and
perform the audit to obtain reasonable assurance about whether the financial statements are lree of
material misstatemenl. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statemenls. An audit also includes assessing the accounting principles
used and the significant estimates made by management, as well as evaluating the overall frnancial
statement presentation. We believe that our audit provides a reasonable basis for our opinions.

ln our opinion, the financial statements relerred to above present fairly, in all material respects, the
respective financial position o, the governmental activities, each major lund, and the aggregate remaining
fund inlormation ol the Municipality ol Binc6n, as ol June 30, 2012, and the respective changes in

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

ln accordance wilh Government Auditing Standards, we have also issued our report dated
March 11, 2013, on our consideration of the Municipalitys internal control over financial reporting and on
our tests of its compliance with certain provisions ol laws, regulations, conlracts, and grant agreements
and other matters. The purpose of that report is to describe the scope of our testing ol internal control
over tinancial reporting and compliance and the results of that testing, and not to provide an opinion on
internal control over linancial reporting or on compliance. That report is an integral part of an audit
performed in accordance wilh Government Auditing Standards and should be considered in assessing the
results ol our audit.



Accounling principles generally accepted in the United States of America require that the Management's
Discussion and Analysis and Budgetary Comparison Schedule - General Fund on pages 3 through 14
and 48 through 50 be presented to supplement the basic linancial statements. Such inlormation, although
not a part ol the basic financial slatements, is required by the Governmental Accounting Standards Board,
who considers it to be an essential part ot financial reporting for placing the basic financial statements in
an appropriate operational, economic, or historical conlext. We have applied certain limited procedures to
the required supplementary inlormation in accordance with auditing standards generally accepted in the
United States of America, which consisted ol inquiries ol management about the methods of preparing
the information and comparing the information lor consistency with management's responses to our
inquiries, the basic linancial slatements, and other knowledge we obtained during our audit of the basic
financtal statements. We do not express an opinion or provide any assurance on the information because
the limited procedures do not provide us with sutficient evidence to express an opinion or provide any
assurance.

Our audit was conducted for the purpose of torming opinions on the financial slatements that collectively
comprise lhe Municipality's financial statements as a whole. The accompanying Schedule ol Expenditures
of Federal Awards on page 54 is presented lor purposes of additional analysis as required by the U.S.
Office of Managemenl and Budget Circular A-133, Audits of Slales, Local Governments, and Non-Profit
Organizations, and is also not a required part of the basic financial statements. The Schedule of
Expenditures of Federal Awards is the responsibility ol management and was derived from and relate
directly to the underlying accounting and other records used to prepare the financial statements. The
Financial Data Schedule supplementary information on pages 51 through 53 is required by the Unilorm
Reporting Standards of the Department ol Housing and Urban Development. The Schedule of
Expenditures ol Federal Awards and the Financial Data Schedule supplementary inlormation have been
subjected to the auditing procedures applied in the audit of the basic financial statements and cerlain
additional procedures, including comparing and reconciling such inlormation directly to the underlying
accounting and other records used to prepare the financial statements or to the linancial slatements
themselves, and other additional procedures in accordance with auditing standards generally accepted in
the United States of America. ln our opinion, the supplementary information is fairly stated in all material
respects in relation to the basic financial statements as a whole.

(r,M,W, lw-lfuer,*ut
San Juan, Puerto Rico
March 11,2013

Stamp 49243 was alf ixed
to the original.
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MANAGEMENT'S D'SCUSS'O'V AND ANALYSIS



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

MANAGEMENT'S DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30,2012

The discussion and analysis of the Municipality of Rincon's financial performance provides an overall
review of the Municipalitys linancial activities lor the year ended June 30, 2012. The intent ol this
discussion and analysis is to look at the Municipality's linancial performance as a whole; this section
should be read in conjunction with the basic financial statements to obtain a betler understanding of the
financial position and lhe resulls of operations ol the Municipality. Our analysis follows this section.

FINANCIAL HIGHLIGHTS

- Highlights lor Government-wide Financial Statements

The government-wide financial statements use the economic resources measuring focus and the accrual
basis of accounling to report inlormation about the Municipality as a whole:

. The assets of the Municipality, on a government-wide basis, exceeded its liabilities at the close of
fiscal year 2012 by $35,491 ,676 (net assets).

o Revenues increased 6% while expenses increased 8% when compared with fiscal yeat 2011.
. Net change in net assets amounted to $1,399,934 a decrease ol 10% with respect to the prior

year net change.

Highlights for Fund Financial Stalements

The lund linancial statements provide detailed information about the Municipalitys most significant lunds.
These linancial stalements use the current financial resources measurement locus and modified accrual
basis ol accounting:

. A net change (increase) in the lund balances of the Municipalitys governmental lunds of
g256,504 in the fiscal yea( 2012 resulted in reported ending tund balances ol $5,904,544.

- npproximately 22"/" ot lhe total fund balances is unrestricted (committed, assigned or
unassigned).

o For the fiscal year 2012, tne General Fund reported an excess ol expenditures and other
financing uses over revenues and other linancing sources of $101,157. The unassigned fund
balance amounts to $1 ,125,722.

General Financial Highlights

o The investment in capilal assels as of June 30, 2012 was $37,826,077 (net of depreciation).
. Long{erm debt increased to $10,347,553 or approximately 6% with respect to the prior year.

. On a budgetary basis, actual expenditures exceeded actual revenues by $13,987.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

MANAGEMENT'S DISCUSSION AND ANALYSIS
YEAB ENDED JUNE 30,2012

OVERVIEW OF THE FINANCIAL STATEMENTS

The Municipalitys financial report comprises lour components: (1) management's discussion and analysis
(presented here), (2) basic financial statements, (3) required supplementary information and (4) other
supplementary inf ormation.

COMIONENNOFTHE
FINANCIAL
PO.gITTON

Management's Discusion and
Analysis

Basic
Financiel Sbtements

Requind Supplemenary
Infotmeh:on

Supplemenaty
Infonnation

The Municipality's basic financial slatements consist of two kinds ol statements, each with a different view of
the Municipality's finances. The government-wide Iinancial statements provide both long-term and short-term
information about the Municipality's overall financial status. The fund linancial statements focus on major

aspects of the Municipality's operations, reporting those operations in more detail than the government-wide

statements:

Basic Financial Statements

. Government-Wide Financial Statements

The government-wide statements report inlormation about lhe Municipality as a whole using
accounting methods similar to those used by private-sector businesses. They are prepared using
the flow of economic resources measurement focus and the accrual basis of accounting. The first
government-wide statement - the statement of net assets - presents inlormation on all of the

Municipalitys assets and liabilities, with the dillerence between the two reported as net assets.
Over time, increases or decreases in the Municipality's net assets are an indicator of whether its
linancial health is improving or deteriorating. Other nonjinancial lactors such as the condition of
the Municipality's capital assets may need to be considered to assess the overall health of the
Municipality. The second statement - the statement of activities - presents information showing
how the net assels changed during the year. All of the current year's revenues and expenses are
taken into account in the statement of activities regardless ol when cash is received or paid.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

MANAGEMENT'S DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30,2012

The government-wide statements report as governmental activities the Municipalitys basic
services such as public works and sanitation, public safety, culture and recrealion, housing,
welfare, and community development, education and general administration. These activities are
primarily financed through property taxes, other local taxes and inlergovernmental revenues.
lncluded in the governmental activities are the governmental funds.

. Fund Financiel Stetements

The fund financial slatements provide more detailed inlormation about the Municipalit)/s most
signilicant funds. Funds are accounting devices that the Municipality uses to keep track of
specilic sources of funding and spending for particular purposes. Some lunds are required by
Federal and Commonwealth regulations, as well as by bond covenants.

The Municipalitys basic services are included in governmental funds, which are used to account
for essentially the same lunctions reported as governmental activities in the government-wide
statements. However, unlike the government-wide statements, the governmental funds are
prepared using the flow of current financial resources measurement locus and the modified
accrual basis ol accounting. Under this approach the linancial statements locus on near-term
inflows and outflows of external resources, as well as on balances of spendable resources
available at year-end. Consequently, the governmental fund stalements provide a detailed short-
term view that helps the reader determine whether there are more or fewer financial resources
that can be spent in the near tuture to finance the Municipalitys programs. Because this
information does not encompass the addilional long-term locus ol the government-wide

statements, additional information is provided on a subsequent page that explains the relationship
(or dillerences) between lhe government-wide and fund statements.

The governmental lund statements tocus on ma.ior tunds. The Municipalitys major funds are the
general fund (which accounts for the main operating activities of the Municipality) and funds that
comply with a minimum criterion (percentage ol the assets, liabilities, revenues or expenditures).
Funds that do not comply with this criterion are grouped and presented in a single column as
other governmental lunds.

. Notes to financiel statements

The basic linancial statements also include notes to explain information in the financial

statements and provide more detailed data.

Required supplementary intormation

The statements and notes are followed by the required supplementary information that contains the
budgetary comparison schedule ,or the General Fund.

Supplementary information

The supplementary information also includes a tinancial data schedule containing linancial information ol
the Section 8 Housing Choice Voucher Program administered by the Municipality.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

MANAGEMENT'S DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30, 2012

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE

Net Assets

The following table presents a summary of the Statemenls ol Net Assets as ol June 30,20'12 and 2O'l.1:

The largesl portion of the Municipality's net
assets rellects its investment in capital assets
(e S., land, buildings, equiPment, and
infrastructure) less accumulated depreciation
and less any related outstanding debt used to
acquire those assets. The Municipality uses
these assets to provide services to its citizens
and, consequently, these assets are not
available for Iuture spending. The resources
needed to repay the debt related to these
capital assets must be provided trom other
sources because capital assets are not
generally liquidated lor the purpose ol retiring
debt.

Net assets (assets over liabilities) may serve over time as a uselul indicator of a government's financial

position. At june gO,2012, assets exceeded its liabilities by $35,491,676, representing an increase oI 3"/" with

respect to year 2011 due lo increase in collection in Property Taxes.

v*n+tlvpaLL\ ole.lrci'*
caw-po{fa* c! Net *ssdf

40,000,000

30,000,000

20,000,000

10,000,000

(10,000,000)

. lnvested h capital

assets n€t of
related debt

r Restricted :

r Urestricted

TABLE 1

Assets
Current and other assets
Capital assets

Total assets

Liabilities
Current and other liabilities
Long-term liabilities

Total liabilities

Net assets
lnvested in capital assets, net of related debt
Bestricted
Unrestricted (deficit)

Total net assets

9,552,101

30,264,877
4,233,617

34.091.742



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

MANAGEMENT'S OISCUSSION ANO ANALYSIS
YEAR ENDED JUNE 30,2012

Restricted net assets represent resources that are subject io external restrictions on how they may be used.
Unrestricted net assets are the part oI the net assets lhat can be used to finance day-to-day operations without
constrains established by debt covenants, enabling legislation or other legal requirements. As ot June 30 2012,
the Municipality presented an unrestricted net assets deficit. This deficit primarily arises lrom operational long-
term obligations such as compensated absences and debts to CRIM lor which the Municipality did not provide
funding in previous budgets. Historically, such obligations have been budgeted on a pay as you go basis
without providing lunding for their future liquidation. ln addition, operational loans and certain general obligation
bonds do not have a related capital asset to be reported as invested in capital assets, net ol related debt.
Therefore, they are reported as part of the unrestricted net assets section.

Changes in net assets

The lollowing table summarizes the changes in net assets lor the fiscal years ended 2012 and 201 1:

TABLE 2

ol Changes in l{et Aasets

2012

Program revenues:
Fees, fines and charges for services
Operating grants and contributions
Capital grants and contributions

Genetal revenues:
Property taxes
Municipal license taxes
Sales and use taxes
Grants and contributions not restricted to
specif ic programs
lnterest
Other
Total revenues

Expenses:
General government
Public works and sanitation
Public satety
Culture and recreation
Health
Housing, wellare and community development
Education
lnterest on long term-debt
Total expenses

Change in net assets
Net assets-beginning ot year
Net assets-end of yeal

2,578,810
723,216

1,739,629

3,049,134
457 ,824

1,232,388

3,626,082
62,109
97 .427

13,566,61 9

5,272,315
3,423,090

984,669
835,702
320,704

1,018,903
4,507

306,795
12,166,685

1,399,934
34.091 .7 42

_$___-9!l9l9z9-

2011

2,434,385
1,188,396
1 ,318,778

1,964,137
587 ,529
963,407

4,245,213
60,798

1

4,651,850
3,264,909
1 ,022,764

781,568
320,367
895,142

12,704
291 .125

1'1.240.429

1,558,1 1 1

631
34.091.742



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

MANAGEMENT'S DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30, 2012

FIGUBE 1
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Approximately 27"/" ol lhe Municipalitys revenues came from_ unrestricted $anls, 22o/o from property

taxes, 18% Iiom operating and capital grants, 19"/o lrom fees, fines, and charges for services, 97o from

sales and use taxes, 32. irom municipallicense taxes, and 170 from other revenues. Revenues increased

by 6% in comparison with year 2011. The most signilicant change is an increase ol 52/".in property tax

,"renue" due to increase in collections by lhe CRIM and a positive final liquidation. There were also

significant increases by 32"/" and 28% in capital grants and sales and use taxes, respectively, due to

inir"r""a in grant revenues of CDBG program and increase in collections of sales taxes during the year.

Revenue decieases of 39% and 15"/" ilere noted in operating and unrestricted grants, respectively, from

2011 . operating grants reported less revenue due to a decrease in JAG federal program glant (ABRA).

Uni"rri&"J grinis reportdO a decrease in the amount ol municipal equalization lund and subsidy senl by

CRIM.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

MANAGEMENT'S OISCUSSION AND ANALYSIS
YEAB ENDED JUNE 30, 2012

FIGURE 2
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Functions

The Municipalitys expenses cover a range o,f services. The largest expenses are general government

representinb ajproximately 43/", and public works and sanitation with 28%. Program revenues ol the

Municipality covered approximately 41% of total expenses.

Total expenses increased 1O% in comparison with the previous year. ThiS includes an increase of 13% in

gen;ral 'government and an increase ol 14% in housing, welfare and community development

Eipenditu-res. Increase in general government expense is due primarily to increase in utilities 
-(electricity),

inrrr"n"" and prolessionai service; costs. Housing and wellare expenses were in exce_ss of 
-2O11 

due to

increase in weilare costs linanced with Commonr,iealth Legislative Resolutions and HBPR ARRA Grant

program, as well as an increase in salaries lor summer jobs.

As noted previously the signilicant increase in revenues, combined with an increase in expenses, resulted

in a reduced increise in net assets ol approximately .l 
Ool" when comPared with lhe increase in nel assets

reporled in the fiscal year 2011 statement of activities.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

MANAGEMENT'S DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30,2012

The lollowing table focuses on the cost ol each of the Municipalitys largest programs as well as each

program,s iet cost (total cosl less fees generated by the programs and program-specif ic

inlergovernmental aid):

TABLE 3

Some ol the cost of governmental activities was paid by those who directly benefited lrom.the programs

($2,578,8,10) and oth;r governments and organizations that subsidized certain programs with grants and

itltrioriioni ($2,462,845). The g(7,125,030) net cost of services was lully covered by other general

revenues including property, municipal ticense taxes and sales and use taxes'

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S FUNDS

Governmental tunds

The focus of the Municipality's governmental funds is to provide information on nearterm inflows,

outflows and balances of resourcls available for spending. Such information is uselul in assessing the

Municipality's financing requirements. ln particulai, unasaigned fund balance may serve as a useful

measure oi a Municipalitys net resources available at the end of a liscal year'

For the fiscal year ended June 30, 2012, lhe governmental funds reported ending fund balances of

Si,gii+,S+a, i 'net increase ol $256,504 in com[arison wilh the prior year. 
-This 

increase x'as caused

pai""rliv oi in"rl"i", of $688,b04, 9214,872 and g,lo1,t57 in the other Governmental Funds, Debt

!"*ce'fr'nO and General Fund respectivety, with decreases of 9573,392, $124,613, $49,175 and $349

in tha cor.on*ealth Legislative Besolutions fund, community Development BIock Grant Fund, ojo de

Agua Hotel and the $1 ,428,000-Loan lssuance, respectively'

Net Cost of ltunicipalw's Governmental Activities

General governmenl $

Public works and sanitation

Public safety

Culture and recreation

Housing, welrare and community
development

Other

5,272,315

3,423,090

984,669

835.702

1,018,903

4,651,850

3,264,909

1,022,7&

781,568

895,142

(2,45r,996)

(r,896,549)

(816,916)

(717,191)

(610,372)

(2,185,659)

(1,954,795)

1749,2031

(4s2,161)

\341.762)
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COMMONWEALTH OF PUERTO RICO
MUNICTPALITY OF RINCON

MANAGEMENT'S DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30, 2012

Of the total ,und balances, $1,307,397 (or 22%) constitules unrestricted fund balance, which is comprised
of funds comm itted by the Mayor and the Municipal Legislature, lunds assigned by the Mayor or the
Finance Director as well as unassigned lunds. The remainder of the lund balances are restricted to
indicate that they are not available for new spending. Nonspendable fund balance represents .297o ol
total fund balances.

The general fund is the operating lund ol the Municipality. The fund balance of the general fund

repreients approximately 34% of total ending fund balances; 8% or $'150,900 ol the tund balance of the
general fund is restricled mainly to linance the maintenance ol the sunset village lacilities as required by

the grant agreement. Committed and assigned portions ol the unrestricted fund balance of the general

f und are distributed as lollows:

. $22,757 committed for general public works and sanilation

. $.100,000 committed for capital outlays

. $194,562 committed for general governmenl and other purposes

. $167,519 assigned for general public works and sanitation

. $232 assigned for public safety

. $4,762 assigned for culture and recrealion

. $150,000 assigned for capital projects

. $75,872 assigned lor general government and other purposes

The remainder of the unrestricted lund balance, ot $1,125,722, is unassigned lund balance, which

represents 57% ol the total fund balance ol the general fund and 12"/" ol lolal general fund expenditures.

For the year ended June 30,2012, the fund balance of the general fund increased by a net change ol

$101,i57 when compared with the prior year. Ol this net change, a decrease of $430,626 pertains to

other special lunds (with sel{-imposed reslrictions) included as part of the general fund (resources to

finance lhese special funds were provided in current and previous years).

GENERAL FUND BUDGETARY HIGHLIGHTS

The general fund original budget for the fiscal yeat 20'11-2012 presented an increase ol -17ol" with

r"rp"""t to the prior year OuOget. Amendments to the original budgel are approved by the 
-Municipal

Legislature. During the fiscal year 2012, budget expenditures were decreased by $100,000 while

traislers out werelncreased by the same amount. Actual revenues lall short lrom the revised budgeted

revenues by gi26,208 (net). The most significant variances were a negative variance of $207,346 in lees,

lines and charges for services and a posrlive variance of $129,868 in sales and use taxes revenues' The

Municipality alio reported a negative variance of $99,204 between revised budgeted appropriations and

actual expenditures. Actual revenues exceeded actual expenditures by $13,987'

.11



COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF RINCON

MANAGEMENT'S DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30, 2012

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital assets

At the end of the fiscal year, the Municipality has invested $37,826,077 (net ol accumulated depreciation)

in a broad range of capital assets, including buildings, parks, roads, bridges, land and equipmenl. This

amount represents a net increase of 47o over the prior year.

TABLE 4

The Municipalitys malor capital projects that were still in construction as of June 30,2012 are as follows:

. Barrero Sanitary Sewer System - $2,688,998

. Construction of "Multi-use" Center at Union Street - $909,824

. Construction ol recreational facilities on Barrero ward - $738,517

. Rio Grande Residential Developmsnt - $281 ,061

. Facilidades Recreativas Sector Emiliano, Bo. Cruces- $920'236

During the year, equipment lor a total amounl of $305,128 was placed in use including a dumper truck

and photovoltaic syslem for a total cost of $93,895 and $87'030'

The Municipality's fiscal year 2012-2013 capital budget calls for a significant amount of projects including

tne openinb of-the "Mu[ti-use" Center at Union Stieet with an estimated total cost ol $909,824; the

conclusion 
-of 

Barrero sanitary sewer with an estimated total cost of $2,700,000, the conclusion of the

construction of recreational ficilities in Barrero ward with an estimated total cost ol $830,000, and the

continuance of the construction ol the Multi-use center on union street, with an estimated total cost ol

ss55,ooo. These projects will be financed through Federal and commonwealth grants, funds from the

bommonwealth Legiilature, general obligation bonds and Municipal funds. More detailed information

about the MunicipalityS capital assets is presented in Note F to the financial statements

Non-depreciable assets:
Land
Construction in progress

Depreciable assets (net):
Land improvements
Buildings and buildings improvements
lnrrastructure
Vehicles, machinery and equiPment
Total

$ 7,775,118
5,776,609

761,339
15,967,830

5,854,383
1,690,798

_9__3?-,826,0?l_

7,739,918
6,089,664

809,455
14,518,246
5,604,243

12



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

MANAGEMENTS DISCUSSION AND ANALYSIS
YEAR ENDED JUNE 30, 2O'I2

Long-term debt

At year-end, the Municipality had $7,871,000 in general and special bonds and notes, an increase ol 77o

wittr respeci to the prid year. The lollowing is i summary of the Municipalitys outstanding debt as of

June 30, 2012 and 201 1 :

TABLE 5

2012 2011

General and special obligation bonds and notes
Note payable to CRIM - Law No. 42
Note payable to CRIM - LIMS
Note payable to CRIM - financing of delinquent

accounts
Line of credit - GDB
Payable to PREPA
Compensated absences
Christmas bonus payable
Payable to CRIM from property lax advances

Total

7,87'l,000

_ 
399,831

41 ,169

531,741
1,347,172

146,991
9,649

7,U4,O00
409,750

1-t,244

43,224
215,881
380,502

1,197,090
151 ,666

3,67s

The Municipality reported a net increase in other long-term debts (other than general obligation bonds

and notes) bf S6S,S]z. This increase was mostly affected by the net effect from the increase of $150,082

in Compensated Absences, an increase of $151,239 in P.R. Electric Power Authority (PHEPA) debt,

decreases ol $11,244 and $9,919 in the LIMS and P.R. Law 42 debts, respectively, and a negative

iop.tr"nt in the Line of Credit ol g1 ,2oo,ooo of g21 5,881 . More detailed intormation about the

Municipalitys long-term liabilities is presented in Note H ol the financial statements.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET

The Municipalitys oflicials considered certain factors when establishing the liscal year 2012-201.3 budget.

One of these factors is the economy. Among economic areas considered are the eslimates lor the growth

in population, personal income,'housini statistics and unemployment rates. The Municipalitys

unemptoynent rate now stands at 18.6"/", and the commonwealth rate stands at 14.9%.

For year 2012-2019 the Municipality applied a conserv^ative approach in the, d-evelopment ol budget

esli;ates. Amounts available tor appropriations in the General Fund are $8,950,000, representing an

increase ol 2% with respect to piior'year estimates. Budgeted expenditures are expected to rise

i""orOing to the increase of budgeted 
'revenues. lf these estimates are achieved, the Municipalitys

ouagetai general lund balance iJexpected to increase modestly by the close ol the 2012-2013 fiscal

years.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

MANAGEMENT'S DISCUSSION ANO ANALYSIS
YEAR ENDED JUNE 30,2012

ln addition to the general fund eslimated budget, the Municipality plans to submit to the Federal and
Commonwealth governments fund proposals for wellare and community development as well as
permanent capital improvements and public works. ln the past, the construction industry was one ot the
major sources ol income generaled by the Municipality contributing with construction permits fees lrom
housing projects. At present, revenues trom operating, and capital grants and contributions, along with
revenues lrom fees, lines and charges lor services generated the lunding previously provided by the
conslruction industry. Management believes that this contribution level will be maintained in next year. ln
addition, revenues from sales and use taxes are expecled to increase significantly the income generated

by the MuniciPality.

CONTACTING THE MUNICIPALITY'S FINANCIAL MANAGEMENT

This financtal report is designed to provide our citizens, taxpayers, and creditors with a general overview
of the Municipalitys linances and to demonstrate the Municipalitys accountability for the money it

receives. lf you have any questions about this report or need any additional information contact the- Finance Departmenl at the Municipality ol Rincon, PO Box 97, Rinc6n, P.R. 00677-

14
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

STATEMENT OF NET ASSETS
JUNE 30,2012

ASSETS

Cash and cash equivalents
Beceivables, net:

Municipal license taxes
Due lrom:

Commonwealth Government (note C)
Federal Government (note C)

Restricted assets:
Cash and cash equivalents
Cash with fiscal agent

Deferred bond issuance costs, net of accumulated
amortization ol $29,172

Other assets (note G)
Capital assets (note F):

Land and construction in progress

Other capital assets, net
Total capital assets, net

Total assets

LIABILITIES

Accounts payable and accrued liabilities
lnterest payable
Due to:

Commonwealth Government
Delerred revenues:

Municipal License taxes
lntergovernmental-Commonwealth agencies
lntergovernmental-Federal grants

Long-term liabilities (note H):
Due within one year
Due in more than one year

Total liabilities

NET ASSETS

lnvesled in capital assets, net ol related debt
Restricted lor:

Debt service
Capital POects
Other specilied purposes

unrestricted (deficit)
Total net assets

The accompanying notes are an integral part ol this statement.

Governmental
Activities

$ 2,542,018

2,146

1 ,460,036
481 ,027

1,781,534
4,160,966

33,378
133,600

13,551,727
24,274,350
37 ,826,077

$ 48,420.782

1 ,466,303
136,058

105,851

380,227
348,183
144,931

1,246,428
9.101.125

12,929,106

32,234,852

2,234,O33
1 ,442,936

132,641
(s52,786)

l___3!l91SZ9_
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

RECONCILIATION OF TOTAL GOVERNMENTAL FUND BALANCES
TO NET ASSETS OF GOVERNMENTAL ACTIVITIES

JUNE 30, 2012

Total fund balances - governmental funds

Net assets of governmental activities:

The accompanying notes are an integral part of these statements.

$ s,904,544

Amounts reported for governmental activities in the Statement of
Net Assets are different because:

Capital assets used in governmental activities are not current
financial resources and, therefore, are not reported in the
governmentai lunds balance sheet 37,826,077

Other assets used in governmental aclivities are not current
financial resources and, therefore, are not reported in the funds:

Deferred charges - bond issuance costs $ 33,378

Other assets - deposit for acquisition of parcel of land 133,6q0 166,978

Other assets are not available to pay current-period expenditures
and, theretore, are deferred in the funds:

Due from Commonwealth Government:
Christmas bonus reimbursement 73,496
Property taxes- General Fund 293,042
Sales and use lax- General Fund 37,706
License Tax - General Fund 1,250

Sales and use tax- Debt Service Fund 17,691

P.R. State Agency lor Emergency and Oisaster Management 14,550

P.R. Electric Power Authority (PREPA) 531,741

P.R. Law 52 3,'140

P.R. Department oI Transportation and Public Works (DTOP) 177,128 1,149,744

Due from Federai Government:
Federal grant - CDBG Zt9,6ao

lnterest liabilities are not due and payable in the current period
period and, therefore, are not reported in the funds (14,754)

Long-term liabilities, including bonds payable, are not due and
payable in the current period and, therefore, are not reported in

in the funds:
General obligation bonds and notes (7,284,000\

Note payable to CFIIM-LaW No. 42 (399,831)

Note payable to CR|M-financing of delinquent accounts (41 ,169)
Payable to CRIM - property tax advances (9,649)

Compensated absences (1,U7,172)
christmas Bonus (146'991)

Debt payable to P.B. Electic Power Authority (531 ,741) (9,760,553)

$ 35,491,676
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COIIMONWEALTH OF PUERTO RICO
MUNICIPALTTY OF RIiICON

RECONCILIAION OF STATEI'IENT OF REVENUES, EXPENDmJRES AND CHAI{GES lN FUiIO
BALANCES (DEFIC'T) OF GOVERNIIENTAL FUNDS TO THE STATEME T OF ACIVMES

FISCAL YEAR ENDED JUNE 30, M,t 2

Net changE in Iund balances (deticit) - total golemmental tunds:

Amounts reponed lor govemmental activities in the Statement ol Activities are
ditlerent because:

Govemmental Iunds reports capital assets outlays as expenditures- However,
in the Statement ol Activities, the cosl oi those assets is allocated over
their estimated useful lives and reported as deprecaation expense:

Expendilures for capital assets
Less: currenl year depreciation

Govemmental funds report the elfect ol bond issuance costs as expenditure
when debt is lirst issued, whereas these amounls are delerred and
amortized in the Stalement of Activilies. This amounl is the nel etfecl ol
these drfferences:

Bond issuance costs
Amorlization of bond issuance cosls

Revenues in the Statement o, Activjlies that do not provide currenl linancaal
resources are nol reported as revenues rn lhe funds:
Chrislmas bonus reimbl,,rsement
Property Taxes'General Fund
Sales and use tax-General Fund
License Tax - General Fund
Sales and use lax'Debt Seruice Fund
P.R. Electdc Power Authority (PREPA)
P.R. Slate Agency lor Emergency and Disaster Managemenl
PB Law 52
P.R. Deparlmenl ol Transportalion and Public wo.ks (DTOP)
Federal granl - CDBG

Revenues reporled in funds which are nol reporled as revenues in the
Statement of Aclivities:
Chdstmas bonus reimburcement-prior year
Properly taxes-General Fund
Sales and use tax-General Fund
Sales and use tax-Debl Setuice Fund
Line of Credil (Otfice o, Managemenl and Budgel) (prior yea,
P.R. Oflice of the Ombudsrnan for lhe Elderly (OPEA)

P.R. Deparlmenl ol Transportalion and Public Works (DTOP)
P.R. Electic Power Authority (PREPA)
Federalgranl - CDBG

Proceeds lrom general obligalion bonds are other financing sources in the
gove rnmenlal lunds, bul increase long-te.m liabililies in the Statement of
Net Assets:

Govemmental lunds only report the proceeds received in the disposalo,
asseis. ln the Siatement ol Activities, a gain or loss is reporled lor each
disposal. Thus, lhe change in nel assets dillers lrom lhe change in lund
balance by the cost of the disposed asset:

Expendilures reporled in funds which are nol reporled as expenses in lhe
Slatement ol Activities:

Matured bonds principal payments (net change)

Bepayment ol long lerm debl is an expendilure in the govemmental llnds,
but reduces long-term liabilities in the Statement o, Net Assetsl
General obligation bonds and noles
Other long tem liabilities

Some expenses reponed in the Statement ol Activities do not requhe lhe
use of curenl linancial resources and, lherelore, are nol reported as
expenditures in the govemmenlal lunds:
Compensated absences
Ch.istmas bonus
Debt payment lo P-R. Electric Power Auihority

Accrued interest (net change)
Olher

Change in net arsets ol governnxrntal activitie3:

The accompanying notes are an inlegralpan ol these stalements

$ 2,s34,188
(1,216,007)

256,504

1,318,181

1,435

1,169,382

5,472
(3,637)

73,496
293,U2

37,706
1,250

17,691
422,8ffi

14,550
3,140

116,711
189,530

75,833
r0,021
29,869
5,405

194,868
13,114
12,811

271,627
64,916 (678,4e{)

(1,020,000)

(13,101)

150,000

493,000
757,862

1246,322t
(146,991)
(634,298)

1,395
(9,649)

1,250,62

(1,035,865)

l---1,!99P34-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Rincon was lounded in 1770. The Municipality is governed by the executive and the
legislative branch elected for a four-year term during the general elections in Puerto Rico. The Mayor is
the executive oflicer and the legislative branch consists of twelve (12) members ol the Municipal
Legislature. The Municipalily engages in a comprehensive range ol services to the community such as:
general government administration, public works, health, environmental control, education, public
security, welfare, housing, community development and culture and recrealion activities.

The linancial statements of the Municipality have been prepared in accordance with accounting principles
generally accepted in the United States as applied to governmental units. The Governmental Accounting
Standards Board (GASB) is the standard-setting body for governmental accounting and financial
reporting. The GASB periodically updates its existing Governmental Accounting and Financial Reporting
Standards, which, along with subsequent GASB pronouncements (Statements and lnterpretations),
constitutes GAAP lor governmental units.

1. Financial rcpofting entity

The financial reporting entity included in this report consists ol the financial statements of the
Municipality of Rincon (primary government). To fairly present the linancial position and the results
ol operations of the financial reporting enlity, management must determine whether its reporting
entity consists of only the legal entity known as the primary governmenl or one or more
organizations called component units. The inclusion of a potential component unit in the primary
government's reporting entity depends on whether the primary government is linancially accountable
for the potential component unit or on whether the nature and significance ol the relationship with the
primary government is such that exclusion would cause the reporting entitys financial stalements to
be misleading or incomplete. There are two methods of presentation ol the component unit in the
financial statements: (a) blending the linancial data ol the component units' balances and
transactions in a manner similar to the presentation ol the Municipality's balances and (b) discrete
presenlation of the component unit's financial data in columns separate lrom the Municipalitys
balances and transactions.

The basic criteria lor deciding linancial accountability are any one ol the following:

a. Fiscal dependency of the potenlial component unil on the primary government, or
b. The primary government appoints a voting majority of the potential component unit's governing

body and,

1) The primary government can impose its will on the potential component unit and/or,

2) A linancial benefiv burden exists between the primary government and the potential component
un it.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE A. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES. Continued

ln addition, a legally separate, tax-exempt organization should be discretely presented as a
component unit ol a reporting entity if all ol the following criteria are met:

a. The economic resources received or held by the separate organization are entirely or almost
entirely for the direct benelit of the primary government, its component units, or its constituents.

b. The primary government, or its component units, is entitled to, or has the ability to otherwise
access, a majority of the economic resources received or held by the separate organization.

c. The economic resources received or held by an individual organization that the specific primary
governmenl, or its component units, is entitled to, or has the ability to otheMise access, are
signilicant to the primary government.

Other organizations should be evaluated as potential component units if they are closely related to,
or financially integrated with, the primary government. Prolessional judgment is applied in
determining whether the relationship betriveen a primary government and other organizations for
which lhe primary government is not accounlable and that do not meet these criteria is such that
exclusion ol the organization would render the financial statements ol the reporting enlity misleading
or incomplete.

Based on lhe above criteria there are no potential component units which should be included as part
ol the linancial statemenls.

2. Basis of presentation, measurement focus and basis of accounling

The financial report of the Municipality consists ol the Management's Discussion and Analysis
(MD&A), basic financial stalements, notes to the financial statements and required supplementary
inlormation other than the MD&A. Following is a summary presentalion of each, including the
measurement locus and basis of accounting. Measurement focus is a term used to describe wh,bh
transactions are recorded within the various financial stalements. Basis ol accounting refers to when
lransactions are recorded regardless ol the measurement focus:

Manaqement's Discussion and Analvsis

This consists ol a narrative introduclion and analytical overview ol the Municipality's linancial
activities. This analysis is similar to analysis the privale sector provides in their annual reports.

Basic financial statements

Basic financial statements include both government-wide and lund financial statements. Both
levels of statements calegorize primary activities as governmental type, which are primarily
supported by taxes and intergovernmental revenues.
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COMMONWEALTH OF PUERTO RICO
MUNIC]PALITY OF RINCON

NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTTNG POLIC|ES - Conrinued

Government-wide statements

The government-wide statements consist of a Statement of Net Assets and a Statement ol
Activities. These statements are prepared using the economic resources measurement focus,
which concenlrates on an entitys net assets. All transactions and events that atfect the total
economic resources (net assets) during the period are reported. The statements are reported on
the accrual basis ol accounting- Revenues are recognized in the period earned and expenses
recognized in the period in which the associated liability is incurred. Fiduciary activities, if any,
whose resources are not available to finance government programs, are excluded from the
government-wide statements. The effect of interjund activities is eliminated.

The Statement of Net Assets incorporates all capital (long-lived) assets and receivables as well as
long-term debt and obligations. The Statement of Activities reports revenues and expenses in a
format that locus on the net cost of each lunction of the Municipality. Both the gross and net cosl
of the function, which is otherwise being supported by the general government revenues, is
compared to the revenues generated directly by the function. This Statement reduces gross
expenses, including depreciation, by related program revenues, operating and capital grants, and
contributions. Program revenues must be directly associated with the function.

The types ol transactions included as program revenues are: charges lor services, fees, licenses
and permits; operating grants which include operating-specif ic and discretionary (either operating
or capital) grants; and capital grants which are capital-speciftc grants. lnternally-dedicated
resources are reported as general revenues rather lhan as program revenues. Likewise, general
revenues include all taxes. Property taxes (imposed nonexchange transactions) are recognized as
revenues in the year for which they are levied and municipal license taxes and sales and use
taxes (defived tax revenues) when the underlying exchange has occurred and time requirements
are met. Revenues on both operating and capital granls are recognized when all eligibility
requirements (including time requirements) imposed by the provider have been met. For cerlain
expenditure-driven grants, revenue is recognized alter allowable expenditures are incurred. As a
policy, indirect expenses in the Statement ol Activities are not allocated. The Municipality lirst uses
restricted assets for expenses incurred lor which both restricted and unrestricted assels are
available.

The Municipality reports deferred revenues in the government-wide slatements. Deferred
revenues arise when resources are received belore the Municipality has a legal claim to them or
belore applicable eligibility requirements are met (in case ot certain lederal expenditure-driven
grants il resources are received before allowable expenditures are incurred). ln subsequenl
periods, when the Municipality has a legal claim to the resources, the liability lor deterred revenues
is removed and the revenue is recognized.
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COMMONWEALTH OF PUEBTO RICO
MUNICIPALITY OF RINCON

NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE A- SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES - Continued

Private-seclor standards of accounting and linancial reporting issued prior to December 1, 1g8g
generally are followed in the government-wide financial stalements to the extent that those
standards do not conflict wilh or contradict guidance of the Governmenlal Accounting Standards
Board. The Municipality has elected not to follow subsequent statements and interpretations
issued by the FASB alter November 30, 1989.

Fund Statements

The rinancial transactions of the Municipality are recorded in individual lunds, each of which are
considered an independent fiscal entity. Each fund is accounted for by providing a separate set of
self balancing accounts that comprise its assets, liabilities, reserves, fund equity, revenues and
expenditures. Funds are segregated according to their intended purpose which helps management
in demonstrating compliance with legal, financial and contractual provisions. Governmental Funds
are those through which most governmental functions of the Municipality are financed. The
governmental tund statements include a Balance Sheet and a Statement ol Revenues,
Expenditures and Changes in Fund Balances wilh one column for the general fund, one for each
major fund and one column combining all non-major governmental funds. Major funds are
determined based on a mlnimum criterion, that is, a percentage of the assets, liabilities, revenues
or expenditures or based on the Municipalitys official's criteria if the lund is particularly important
to financial statement users (for Bural Developmenl Corporation - Marine Facilities, Barrero
Sanitary Sewer System, $1,428,000 Loan lssuance and Ojo de Agua Hotel Funds).

The Municipality reports the following major governmental funds:

General Fund: This is the operating fund of the Municipality and is used to accounl tor and report
all financial resources not accounted for and reported in another fund.

Commonwealth Leqislature Resolutions Fund: This fund is used to account lor and report
revenue sources lrom grants provided by the Commonwealth's Legislature lor specific purposes
which include, among others, acquisition, development and improvements ol capital assets.

Debt Service Fund: This fund is used to account lor and report financial resources that are
restricted, committed, or assigned to expenditure lor principal and interest.

Communitv Development Block Grant Proqram Fund (CDBG): CDBG f und (including CDBG -
ARRA) is used to account for and report revenue sources lor the development ol viable urban
communilies by providing decent housing, a suitable living environment and expanding economic
opportunities, principally lor persons of low and moderale income.

Rural Development CorDoration - Marine Facilities Fund: This fund is used to account for and
report for the acquisition of marine facilities to be used by citizens ol the Municipality.

Barrero Sanitarv Sewer Svstem Fund: This fund is used to account for and report revenue
sources from a grant provided by the USDA Rural Development lor speciric purposes, that is, the
construction of a sanitary sewer system lor the Barrero's community.
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$1.428,000 Loan lssuance Fund: This fund is used to account for and report the proceeds from a
special obligation note issued by the Governmental Development Bank ol P.R. (GDB) for specific
purposes, that are, acquisition and improvements to land and recreational lacilities.

Oio de Aqua Hotel Fund: This fund is used to account for and report the expenditures for the
construction ol the municipal hotel "Ojo de Agua".

The governmenlal lund financial statements are accounted for using the current financial
resources measuremenl focus and the modified accrual basis of accounting. Under this method of
accounting, revenues are recognized when they are susceptible to accrual (i.e. both measurable
and available). Bevenues are considered to be available when they are collectible within the
current period or soon enough lhereafter to pay liabilities ol the current period. For this purpose,
the Municipality considers revenues to be available if they are collected within 60 days ol the end
of the current fiscal period, except lor reimbursement-based (expenditure-driven) grants lor which
the availability period is g0 days.

Revenues susceptible to accrual include property taxes, recognized as revenues in the year for
which they are levied; municipal license taxes and sales and use taxes, recognized when the
underlying exchange has occurred and lime requirements are met; and interest. ln applying the
susceptible to accrual concept to inlergovernmental revenues, revenues are recognized when all
eligibility requirements (including time requirements) imposed by the provider have been met and
revenue becomes available. There are, however, essentially two types of these revenues. ln the
first case, on expenditure-driven grants, monies must be expended on the specific project or
purpose (eligibility requirement), belore any amounts are paid to the Municipality. Revenue is,
therefore, recognized as expenditures are incurred to the extent available. ln the other cases,
monies are virtually unrestricted and are generally revocable only for lailure to comply with
prescribed compliance requiremenls. ln these cases revenues are recognized as the time of
receipt or earlier il the susceptible lo accrual criteria is met. Licenses and permits, charges for
services, rent, fines and miscellaneous revenues are generally recorded as revenues when
received or are recognized earlier if the susceptible lo accrual criteria is met.

The Municipality reports in lhe governmental fund financial statements deferred revenues which
arise when potential revenue does not meet both measurable and available criteria for recognition
in the current period. ln the government-wide statements revenue is recognized as soon as it is
earned regardless of its availability. Deferred revenues also arise when resources are received
before the Municipality has a legal claim to them or before applicable eligibility requirements are
met (in case of certain lederal expenditure-driven grants if resources are received belore allowable
expenditures are incurred). ln subsequent periods, when the revenue recognition criteria is met, or
when the Municipality has a legal claim to the resources, the liability for deterred revenues is
removed from the balance sheet and the revenue is recognized.

Expenditures are generally recognized when the related liability is incurred. Certain exceptions to
this f undamental concept include the lollowing:
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(1) payments of principal and interest on general long-term debt, which are recorded as
expenditures when due, except for principal and interest due on July 1 (in this case amounts are
recorded as liabilities and expenditures on June 30 since amounts have been accumulated or
transferred to the debt service fund before July 1 payments are made) and (2) vested
compensated absences, claims and .iudgments and special termination benelits which are
recorded as expenditures only to the extent that they are expected to be liquidated with
expendable linancial resources. ln the government-wide statements the expense and related
accrual liability for long-term portions of debt must be included.

Since the governmental lund statements are presented on a dilferent measurement focus and
basis of accounting than the governmenl-wide statements, reconciliation is necessary to explain
the adiustments needed to transform the fund financial statements into the governmenlwide
statements. This reconciliation is part of the financial statements.

Notes to Financial Statements

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

Required Supplementarv lnlormation

Required supplementary inlormation consists of the Budgetary Comparison Schedule - General
Fund as required by GASB.

3. Deposits and investments

Cash and cash equivalents consist of cash on hand, demand deposits and short-term investments
with original maturities of three months or less from the date of acquisition. Nonnegotiable
certificates of deposits with original maturity of more lhan three months are considered time deposits
as required by current standards. The Municipality follows the practice of pooling cash of all lunds
except lor certain Commonwealth's grants, restricted funds generally held by outside custodians and
federal grants. Available pooled cash balance beyond immediate needs is invested in certificates ol
deposits. Cash and cash equivalents related to Commonwealth and Federal grants (including
Commonwealth Legislature Resolutions) are restricted since lheir use is limited by applicable
agreements or required by law.

The laws and regulations ot the Commonwealth of Puerto Rico authorize the Municipality to invest
only in obligations ol the Commonwealth, obligations of the United States of America, certificates ol
deposits, commercial paper, bankers' acceptances, or in pools ol obligations of the municipalities of
Puerto Bico, which are managed by the Governmental Development Bank for Puerto Bico ("GDB").

4. Restricted assets

Restricted assels are liquid assets which have third-party limitations on their use. Cash and cash
equivalents related to Commonwealth and Federal grants (including Commonwealth Legislature
Resolutions) are restricted since their use is limited by applicable agreements or required by law.
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Restricted cash with fiscal agent in the debt service fund consists of the undisbursed balance ol
property and sales tax collections retained by the Commonwealth of Puerto Rico which are restricted
lor the repayment of the Municipality's general and special obligation bonds and notes as
established by law. Restricted cash with liscal agent of the other governmenlal funds represent the
undisbursed proceeds of cerlain bonds, loans or grants which are mainlained in a cash cuslodian
account by the GDB or a federal government agency.

5. Receivables and due lrom governmental entities

Receivables are slated net of estimated allowances for uncollectible accounts, which are determined
based on past collection experience and current economic conditions. Amounls due from federal
government represent amounts owed to the Municipality for the reimbursement of expenditures
incurred pursuant to federally funded programs. Amounts reported in the debt service fund
represent property and sales tax revenues of current fiscal year collected by the CRIM (property tax)
and the Puerto Rico Department of Treasury (sales tax) on the subsequent liscal year.

6. htertund receivables and payables

Activities among lunds that are representative of lending/borrowing arrangements outstanding at the
end ol the fiscal year are referred to as eilher "due from/to other lunds" (i.e., the current portion of
interfund loans) or "advances to/from olher funds" (i.e., the non-current portion ol interfund loans). All
other outstanding balances among lunds are reported as "due lrom/to other funds".

7. lnvento es

The Municipality purchases gasoline, oil and other expendable supplies held for consumplion. The
cosl ol those purchases is recorded as expenditure when incurred in the appropriate fund but the
year-end inventory is not recorded in the Statement ol Net Assets, as management believes is not
signif icant.

8. Capital assets

Capital assets reported in the governmental activities in the Statements of Nel Assets include
property, plant, equipment and infrastructure, (e.9., roads, bridges, sidewalks, and similar items).
The Municipality defines capital assets (except for infrastructure assets) as assets thal have an
individual cost of $500 or more and have a useful life of one or more years. lnlrastructure assets are
capitalized based on a percentage of the estimated useful life. The cost of normal maintenance and
repairs that do not add to the value of the assets or materially extend assets lives are not capitalized.
Major outlays lor capital assets and improvements are capitalized as projects are constructed.

Capital assets are capitalized at historical cosl or estimated historical cost il historical cost is not
available. Donated assets are recorded as capital assets at their eslimated fair market value al the
date of donation. All capital assets, other than land and construction in progress, are depreciated
using the slraight-line method over the following useful lives:
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Description

Land improvements
Buildings and building improvements
lnfrastructure
Vehicles, machinery and equipment

ln accordance with current accounting standards capital assets are reviewed for impairment.
lmpairment occurs when there is a signilicant decline in asset service utility due to the occurrence of
a prominent event or change in circumstances affecting lhe asset. Current standards provide
guidance tor accounting and reporting for impairment and for insurance recoveries.

9. Long-termobligations

Long-term debt and other long-term obligations, which are reported as liabilities in lhe governmental
activities column in the Statement of Net Assets, consist of general and special obligation bonds,
liabilities for compensated absences, claims and judgments, and long-term liabilities to other
governmental entities.

10. Deterred bond issuance costs

Bond issuance costs are reported as deferred charges and amortized as required by current
standards. Governmental lund types recognize bond issuance costs as expenditures during the
current period. Those issuance costs, whether or not withheld from the actual debt proceeds
received, are reported as expenditures in the appropriate fund.

1 1. Compensated absences

The Municipality's employees accumulate vacation, sick leave and compensalory lime based on
continuous service. Compensated absences are recorded as a liability il (l)are earned on the basis
of services already perlormed by employees, (2) it is probable that will be paid (in the form o{ paid
time off, cash payments at termination or retirement, or some other means) and (3) are not
contingent on a specific event (such as illness). The compensated absences are accumulaled on
the basis of 2y2 days per month ol vacation and 1tl2 days per month ol sick pay and compensatory
time up to a maximum ol 60 days of vacations and 90 days ol sick leave. Upon separation lrom
employment lhe accumulated vacalions are liquidated up to the maximum number of days.
Accumulated sick leave, which is accrued based on all vesting amounts for which payment is
probable, is liquidated to employees with 10 years or more service up to the maximum number ol
days.

The accrual ol compensated absences includes estimaled payments that are related to payroll. The
entire compensated absence liability is reported on the government-wide financial statemenls. For
governmental fund linancial statements, the current portion ol unpaid compensated absences is the
amount that is normally expected to be paid using expendable available financial resources. The
non-current portion ol the liability is not reported.

Years

20
20-50
20-40
5-15
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Pursuant to Law No. 152 of August 20, 1 996 etfective July 1 , 1997 the Municipality is required to pay
any excess ol vacations and sick leave accumulated over 90 days as ol December 31 of each year.
Payments should be made on or belore March 3l of the following year.

12. Fund balances end Net Assets

The GASB Statement No. 54 Fund Balance Reporting and Governmental Fund Type Definitions
("GASB No. 54") establishes accounting and reporting standards lor all governments that report
governmental tunds. lt also establishes criteria lor classifying lund balances into specifically delined
classifications and clarifies delinitions lor governmental fund types. These classilications comprise a
hierarchy based primarily on the extent to which the Municipality is bound to observe constraints
upon the use ol the resources reported. The classifications are as follows:

Nonspendable:

Restricted:

Committed:

Assigned:

Amounts that cannot be spent because are either (a) not in spendable form or (b)
legally or contractually required to be maintained intact.

Amounts constrained by external parties (creditors, grantors, contributors, or laws
and regulations oI other governments), imposed by la$i through constitutional
provisions or by enabling legislation. Enabling legislation authorizes the
Municipality to assess, levy, charge or otherwise mandate payment or resources
(trom external resource providers) and includes a legally enforceable requirement
that those resources be used only lor the specific purposes stipulated in the
legislation. Legally entorceability means that the Municipality can be compelled by
an external party such as citizens, public interest groups, or the judiciary to use
resources created by enabling legislation only lor the purposes specified by the
legislation.

Amounts that can be used only for the specific purposes imposed through tormal
action (ordinance or resolution) by consent oI both the Mayor and the Municipal
Legislature, the highest level of decision-making authority for the Municipality.
Those committed amounts cannot be used Ior any other purposes unless the
highest level oI decision-making authority for the Municipality removes or changes
the specified use by taking the same type oI action (ordinance or resolution) it
employed to commit those amounts. Formal action to commits fund balance to a
specific purpose should occur prior to the end of the ,iscal year, but the amount, iI
any, which will be subject to the constraint, may be determined in the subsequent
period.

Amounts intended to be used by the Municipality for sp€cilic purposes but do not
meet the citeria to be classified as restricted or committed. lntent can be
expressed by the Mayor or the Finance Director, the official to which the Mayor
has also delegated the authority to assign amounts. With the exception of the
general ,und, this is the residual lund balance of the classification of all
governmental lunds with positive fund balances. Action taken to assign tund
balance may be made after year-end.
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Unassigned: ls the residual classilication for the general fund and includes all spendable
amounts not restricted, committed or assigned. The general fund is the only lund
that reports a positive unassigned fund balance amount. For all other
governmental ,unds the unassigned classification is used only to report a deficit
balance resulting for the overspending for specific purposes tor which amounts
had been restricted, committed or assigned.

The Municipality applies restricted resources first when expenditures are incurred for purposes lor
which either restricted or unrestricted (committed, assigned and unassrgned) amounts are available.
Similarly, wrthin unrestricted lund balance, comm itted amounts are reduced first followed by
assigned and then unassigned amounts when expenditures are incurred lor purposes tor which
amounts in any of the unrestricted fund balance classifications could be used.

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

lnvested in capital Consist of capital asset balances net of accumulated depreciation and
assets, net of related outstanding balances o, any bonds, notes and other borrowings that are
debt: attributable to the acquisition, construction, or improvement ol those assets. This

category should not include cash that is restricted to capital asset acquisition or
construction (unspent bond proceeds) and any unamortized debt issue costs.

Bestricted net assets: Represent net assets (restricted assets net of related debt) that are subject to
restrictions beyond the Municipalit!/s control. These include restrictions that are
externally imposed (by creditors, grantors, contributors, or laws and regulations of
other governments) or restrictions imposed by the law through constitutional
provisions or enabling legislation.

Unrestricted net assets: Bepresent net assets that do not meet the definition of net assets invested in
capital assets, net of related debt or restricted. Unrestricted assets are often
designated to indicate that management does not consider them to be available
for general operations. These types of constrainls are intemal and management
can remove or modi{y them.

13. lntertund transactions

The Municipality reporls certain transactions as transfers, which are legally required trans{ers lhat
are reported when incurred as 'Transfers-in" by the recipient fund and as 'Transfers-out' by the
disbursing lund.

14. Risk financing

The Puerto Rico Treasury Department (PRDT) acts as an agent, obtaining and determining the
coverage lor the municipalities ol Puerto Rico. The coverage for the Municipality ol Rincon consists
ol professional, public responsibility, property and theft, auto and fidelity bond coverage.
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lnsurance policies costs are allocated by PRDT among all the municipalities of Puerto Bico.
Payment of the Municipalitys insurance premiums is monthly deducted lrom advances of property
tax and amounts of municipal equalization fund send to the Municipality by the Municipal Revenue
Collection Center (CRIM). Workers compensation insurance is also deducted from the monthly
advances by the CRIM. Settled cases have not exceeded insurance coverage for any of the past
three years.

15. Use ol estimates

The preparation of the basic financial slatements in accordance with accounting principles generally
accepted in the United States of America requires management to make estimates and assumptions
that affect the reported amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date ol the basic financial statements and the reported amounts of revenues and
expenditures during the reporting period. Actual results could differ from those estimates.

16. Future adoption of accounting pronouncements Financial Statements June 30,2012

The GASB has issued the following statements, which the Municipality has not yet adopted:

To be Adopted in
Fiscal year ended,Statement

60 Accounling and Financial Fleporting for Service Concession
Arrangements June 30,2013

61 The Financial Fleporting Entity; Omnibus-an amendment ol
GASB Statements No. 14 and No.34 June 30,2013

62 Codilication ol Accounting and Financial Beporting Guidance
Contained in Pre-November 30, 1989 FASB and AICPA
Pronouncements June 30, 2013

63 Financial Reporting ol Deferred Outflows ot Resources,
Delerred lnflows of Resources, and Net Position June 30,2013

65 ltems Previously Bepo(ed as Assets and Liabilities June 30,2014

66 Technical Corrections-20'!2-an amendment of GASB
Statements No. 10 and No. 62 June 30,2014

67 Financial Reporting lor Pension Plans-an amendment of
GASB Statement No.25 June 30,2014

68 Accounting and Financial Fleporting for Pensions-an
amendment of GASB Statement No. 27 June 30- 2015

The impact of these statements on the Municipalitys financial statemenls has not yet been determined.
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Custodial credrt risk is the risk that in the event ol a bank failure, the government's deposits may not be
returned to it. The Municipality maintains cash deposits in commercial, governmental banks and a credit
union located in Puerto Rico. Under Commonwealth of Puerto Bico statutes, public funds deposited in
commercial banks and credit unions must be fully collateralized for the amount deposited in excess of lhe
insurance provided by the Federal Deposil lnsurance Corporation (FDIC) or the "Corporaci6n para
la Supervisi6n y Seguro de Cooperativas de Puerto Rico" ("COSSEC"), respectively. All securities

- pledged as collateral by the Municipality are held by the Secretary of Treasury ol Puerto Rico in the
Municipalitys name.

At year-end the Municipalitys bank balance of deposits in commercial banks amounling to $2,462,941
and deposits in a credit union amounting to $1,000,000 were covered by the FDIC, COSSEC or by
collaleral held by the Secretary ol Treasury of Puerto Rico in the Municipalitys name. Deposits in

- governmental banks (all of which are uninsured and uncollaleralized), are exposed to custodial credit risk.
At year-end the Municipalitys bank balance in governmental banks amounts to $4,136,945.

NOTE C- DUE FROM GOVERNMENTAL ENTITIES

- 
Arounts due lrom governmental entities as of June 30, 2012 follows:

Commonwealth Federal
Goyernment Govemment

Maior fund - General tund:
P.R. Electric Power Authority (PREPA)
Municipal Revenue Collection Center (CRIM)-

property taxes and intergovernmental
subsidy(general tund)

P.Fl. Department of Education
P.R. Department of Treasury - Christmas

bonus reimbursement
P.R. Department of Treasury - sales and use

taxes-1% and Municipal Development fund 154,286
Maior lund - Debt service fund:

Municipal Revenue Collection Center (CRIM)

- property taxes 84,719
P.R. Department ol Treasury - sales and use

taxes-Municipal Redemption Fund 58,698
Maior tund - CDBG lund:
Oflice of Commissioner ot [4unicipal Affairs -

CDBG 380,968
Other oovernmental fu nds;

P.R. Department of Labor - Law No. 52
P.R. State Agency for Emergency and Disaster

Management
P.R Department oI Transportation

$ s31,741 $

293,O42
44,226

73,496

24,150

14,550
177 ,128
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Commonwealth
Govemmenl

P.R. Department of Family - Child Care
Program

P.B. Department of Family - Child Care Food
Program

P-8. Ofiice of the Ombudsman lor the Elderly
Other

Federal
Government

46,152

2,042
51 ,809

56

-$-------!99419- _$____M,0?

Certain amounls are recorded as deferred revenue in lhe governmental tunds statements since they are
not available as required by current standards. See related note J.

NOTE D. INTERFUND TRANSACTIONS

1. Due tromlto other tunds

Amounts due/lrom to other funds in the general fund represent advances to other funds to finance payroll,
payroll taxes and other expenditures, as follows:

Beceivable Fund Amount
General Fund Maior Funds:

CDBG
Ojo de Agua Hotel

Other Governmental Funds:
Child Care and Development Block

Grant
P.R. Department of Labor - Law No.

52
P.Fl. Otlice of the Ombudsman lor the
Elderly (OPEA-OPTE)
P. R. Department of Justice-Mitigation
Plan Revision

Maior Funds:
General Fund

2. Advances to other tunds

Advances to other funds in the amount ol $16,932 represent advances made by lhe Commonwealth
Legislative Grants Fund to the general fund lor payment of payrolls, payroll taxes and other operational
expenditures in previous periods not reimbursed as o{ Iiscal year-end. The general lund reimbursed
$220,804 during fiscal yeat 2011-2012.

3. Translerc in (out)

Transfers among individual lunds were made lor operational purposes. Translers include: (1) interest
earned on restricted cash with fiscal agent in the debt service fund and operating and capital improvement
loans in other governmental funds which is translerred to the general fund, (2) interest in Commonwealth
Legislature Resolutions fund which is transferred to the general lund and, (3) principal and interest
paymenls of long-term debt transterred from the general fund to the debt service lund.

Debt Service Fund

Total:

44,-179
35,000

55,430

24,77A

57,423

14,550

973
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1. Fund balance ctassitications

The governmental lund balance classifications and amounts at June 30, 2012 are shown in the following
table:

o€€ro!.lH D.v.ropEd s..ii.ry
alekcE n Co.p.Eld' S*r
PDgnn Sylr.m

a1,aI,om O$g
L@n Ojo d. AsB GffimnLl

Hot.lFu..r.

Advarc6 ro other runds

Gerehr gn]ic er16 and e^ rto
sporti c'rn@ and re@tfr
Fkxrsing. Fna.a and mmuniry

Gecd arblc EnG and en'tat6

GeBJ Odsnmst and ots purposes

Gererar Bdic MiG ad snGtm

Spofr .'rture and 6dM

GeBar qdmmsl and oflB pupc6

..,.*;.....'"i,,JH
150 900 U4.fi4 1.644.096 5.4.1.746

22.757

1m 010

----_l3g --.--________-_

2. Fund balance deficits

Certain speciallunds included in the fund statements disclosed tund balance delicits as follows:

Funds
Fund balance -

una$signed amount

$ 219,639

$ 49,17s

Maior Funds:
Community Development Block Grant Program

Ojo de Agua Hotel

Other Governmental Funds:
lmprovements to Recreational Facilities-Barrero

Community
Child Care and Development Block Grant Program
Law 52
OPEA.OPTE
Mitigation Plan Revision
Energy Efliciency Conservation Block Grant

$ 177,128
46.152
3,026

23.191
14,550

I ,168-$ 
--- ---r65,zt5-

The delicits result from the accrual o, expenditures without accruing intergovernmental revenues lor
reimbursement of expenditures. As required by current standards, the Municipality recorded intergovernmental
revenues for reimbursement (expenditure-driven) grants on fund statements when all applicable eligibility
requirements have been met and the resources are available.
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Capital assets and depreciation activity as of and lor the year ended June 30, 2012 is as follows:

Capital assets, not being depreciated:

Land
Construction in progress

Total capital assets not being depreciated:

Capilal assets, being depreciated:
Land improvements
Buildings and building improvements
lnlrastrucluae
Vehicles, machinery and equipment

Total capital as-sets being depreciated

Les-9 accumulated depreciaiion lor:
Land improvements
Buildings and building improvements
lnlrastruclure
Vehicles, machinery and equipment

Total accumulated depreciation

Total capital assets being depreciated, net

Governmenlal activities capital assets, net

$ 35,200 $
1,630,819 1,943,874

Balance
July 1, 2011

$ 7.739,918
6,089,664

lncleases Decreases
Balance

June 30, 2012

$ 7,775,118
5,//6,609

13,429,582 1,666,019 1,943,874 13,551,727

305,128 65,634
37,023,217 2,a12,043 80,733 39,754,52?

924.742
19,035.356
9,791,058

115,326
4,517,111
4,186,814
5,512,551

14,331,802

1,890,'t44
616,771

924.782
20,925,500
10,392,73015,099

9,214

22,691,415 1,596,036

_s__ggEqfgz_ _q__894q!_

44,117
,140,559

360,747
366,584 58,418

1,216,007 67,632

13,101

_$_!99q929_

226,978
539,872

59,019
361,246

28,555

163.,t43
4,957,670
4,538,U7
5,420,717

15,44O,177

----24,2?46

$ 37,825,077

Depreciation expense was charged to functions/programs ol the Municipality as lollows:

Governmental activities:
General government
Public works and sanitation
Public safety
Culture and recreation
Welrare and community development
Education

Totaldepreciationexpense, governmentalactivities _$_________M94L

On September 25, 2001 the US Department of Commerce, Economic Development Administration (EDA)
approved a $1,000,000 grant to the Municipality for the construction of a Waterfront Tourism Business Center
Sunset Village in the Municipality. The receipt ol such grant is conditioned upon compliance with terms and
conditions of a grant agreement. As required by the grant agreement, Ior projects involving acquisition,
construction, or improvement of a building, the Municipality should agree to declare and Iurnish to EDA, prior to
the initial award disbursement, a lien, covenant, or other statement satisfactory to EDA in lorm and substance
oI EDA'S interest in the property acquired or improved in whole or in part with funds made available under this
award. On December 20, 2OO2 the Municipality signed a deed of a voluntary mortgage in the amount of
$1,000,000 in Iavor of EDA over a parcel of land on which the project is located. During a 2o-year term, the
Municipality shall not sell, lease, mortgage or otherwise use of alienate any right to, or interest in the grant
property as prohibited by the grant agreement, or use that property for any other purposes than the purposes
for which the prgect was linanced by EDA unless prior approval of the Assistant Secretary of the Department
oI Commerce is obtained. Upon violation ol applicable restrictions, the total amount will become due and
payable by the lvlunicipality to EDA.
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Other assets include a $133,600 deposit in a Commonwealth's court oI justice tor the acquisition ol a parcel oI

land.

NOTE H. LONG.TERM DEBT

1. Summary ol long' term debt activity

The lollowing summarizes activity in long{erm debt for the fiscal year ended June 30, 2012:

Balance al Due within
June 30.2012 one Year

General, Special
Obligation Bonds
and Notes $ 7,344,000

Note payable to
CBIM-LaW No. 42 409,750

Note payable to
CR|M-LIMS 11244

Note payable to
CRllr{inancing of
delinquent accounts 43'224

Line ol credit - GDB 215,88i

Compensated
absences 1,197,090

Christmas Bonus 151,666

Payable lo CBIM-
property tax
advances current 3,675

Payable to PREPA 380,502

-9--9lzrq9-

10,543

Balance at
Julv 1. 2011 lncreases

246,32
146.991

9,919 399,831

11 ,244

96.240 1,347.172
15'1.666 146,991

2,059 41,169 2,057

215,881

t 10,880
146,991

Decreasqs

$ 1,020,000 $ 493.000$7,871,000$646,000

9,649 3,675 9,649 9,649

634,2e8 483,05e 

-'i4:!+ 
^ --.-g+-gsl3 

'.05?260 
$ 1,465,743 $ 10,347,553 S---l-246.428

2. Genetal and sPeciat obligation bonds and notes

TheMunicipality,soutstandinggeneralandspecialobligationbondsandnotesatJune30,20l2amountto
$7,871,000. All-these bonds are serviced by the Goveinmental Developmenl Bank ol Puerto Rico (GDB)

a"trring ,t various dates. As required by law, the commonwealth Government is obligated to collect

prop"rt,, tur". for payment of principal a;d interest on bonds and notes. ln addition, .2o/o ol lhe .5o/"

ilu["iri"l ."i"" and use tax coitected by the P.R. Department of Treasury is deposited in a "Municipal

R;;;pti; Fund,,to linance loans to Municipalities subject to restrictions imposed by law. Debt service

ir;;; h';. been estabtished for the bonds and notes at GDB with the proceeds oI those property and sales

anJ use raxes, whereby sufficient funds must be set aside in order to cover the projected debl service

i"qrii"r"nt, belore any new bonds are issued. Principal and interest payments ol certain long-term debt

isJ",eJ tor operational purposes (special obligation bond ol g635,ooo) are made through withholdings lrom

rn" 
"Jrun"d" 

of property tax and amounls 6I municipal equalization fund sent to the Nilunicipality by the

Municipal Revenue Collection Center (CRIM).

36



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE H- LONG-TERM DEBT- CONtiNUEd

Principal and interest payments of special obligation notes ol $7o5,ooo and $1,428,000 are made through

the ,;Municipat neaempti6n Fund". A detail ol ihe general and special obligation bonds and notes as ol

June 30, 2012 follows:

Outstanding
Amount

1994 public improvemenl bonds of $721'OOO due in annual installments of

$17,OOO to $52,000 through January 1,2017; bearing interest at 2 43% $

2002 special obligation bonds ol $635,000 due in annual installments of

$5,OOO to $50,000 through January 1, 2027i beating interest at rates

ranging lrom 1 .53/" lo 6.62"/" (5"/" at J une 30, 201 2)

2003 general obligation bonds ol $530,000 due-in annual installments ol

$12;ooo to $35,ooo through January 1, 2009; bearing interest at 4 25%

2005 general obligation bonds of $192,000 due in annual installments ol

$tS,OOO to $z+,boo lhrough July 1, 2014; bearing interest at rates ranging

from 1 .53% to 6.62% (2.43"/" at June 30' 2012)

2OO5 general obligation notes ol $645,000 due in annual insiallments of

$80;OOO to $115,000 through July 1,2012; bearing interest at rales

ranging from 4.23"/" lo 4.73"/" (4.38% at June 30' 2012)

2oo7 general obligation notes of $540,000 due in annual installments ol

$60,000 to $100,000 through July 1, 2013; bearing interest at rates

ranging from 1 .53"/" lo 7 .SOh (2.43/" al June 30 ' 2012)

2008 general obligation bonds ol $50o,ooo due in annual installments of

$s,doo to $4o,obo through July 1 , 2032i bearing interest al rates ranging

lrcm 1 .53/" lo 7 .25"/" (2.43"/" al June 30, 2012)

2008 general obligation bonds ol $455,000 due in annual installments ol

$15;o0o to $50,ooo through July 1, 2023; bearing interest at rates ranging

from 1 .53% to 7.50"/. (2.43% al June 30, 2012)

2008 special obligation notes of $7O5,OOO due in annual installments of

$5O,O0O to $9S,0OO tnrougn July 1, 2018; bearing interest at rates ranging

from 1 .53% to 7.50/" (2.43"/" at June 30, 2012)

2008 special obligation notes ol $1,428,000 due in annual installments of

$48,boo to $159,000 through July 1, 2023; bearing interest at rates

ranging lrom 1 53% lo 7 .50% (2.43% at June 30, 2012)

2OO9 general obligation bonds of $325,000 due in annual installments of

$S,O'OO to $30,0-OO through July'1, 2034; bearing interest at rates ranging

from 6.00% to 7.50% (6.00% at June 30, 2012)

2010 general obligation bonds of $1,050,000 due in annual installments ol

$15;ooo to $9o,ooo lhrough July 1, 2035; bearing interest at rates ranging

lrom 6.00% to 7.50% (6.00% at June 30, 2012)
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234,000

515,000

439,000

68,000

1 15,000

190,000

465,000

400,000

s40,000

1 ,270,000

31s,000

1 ,035,000
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NOTE H- LONG-TEBM DEBT - Continued

2OO2 general obligation bonds ol $1,660,000 due in annual installments ol

$25;OOO to $13O,OOO through July 1, 2026; bearing interest at rates

ranging from 2.7"/" lo 5.6/" (4.40ol. at June 30' 2012\

2012 general obligation bonds ol $625,000 due in annual installments of

$S,O'OO to $40,0-00 through July 1, 2018; bearing interest al rates ranging

from 6.00% to 7.50% (6.000/o at June 30, 2012)

2012 geneal obligation bonds ol $395,000 due in annual installments of

$S,O'OO to $25,0-OO through July 2,2018i bearing interest at rates ranging

from 6.00% to 7.50"/" (1.72"/" al June 30,2012)

Outstanding
Amount

395,000
$ 7,871,000

The annual requirement to amortize general and special obligation bonds and notes as ol June 30'

2012 lollows:

67 .875

1 ,285,000

62s,000

Outstanding
Amount

June 30,
2013
2014
2015
2016
2017

2018-2022
2023-2027
2028-2032
2033-2037

Totals

3. Other long'term liabilities

Note payable to CRIM (Law No. 42) - Law No. 42 ol January 26, 2000 (as

amended by Law No. 146 of October 11, 2001 and Law No 172 of

August 1 1, iOOZI *as enacted to authorize the CRIM to obtain a special

toai in tne form of a line ol credit lrom the Governmental Development

Bank of Puerto Bico (GDB) to linance a debt the municipalities ol Puerto

Rico owe to CRIM for excess property tax advances as of June 30'

2000. Principal and interest payments are financed through 48% of the

net increase of subsidy provided by the Commonwealth ol Puerto Rico's

general tund. Amounti are retained from advances ol property tax and

Imounts ol municipal equalization lund sent to the Municipality by the

CRIM. Law No.42 was amended by Law no. 146 to extend lrom 10 to 30

years the financing period and by Law No. 172 to. extend the debt period

io June 30, 2001. On November 26,2002 the Municipality entered into

the linancing agreement with the cRlM for a total amount of $476,395'

bearing intelesl at 6.18% and due on July 1, 2032' Debt service

requirements in f uture years are as follows:
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Principal
$ 646,000

576,000
500,000
514,000
572,OOO

2.259,000
1 ,700,000

669,000
435,000

__$___1421199-

lnterest
417 ,953
452,053
4',t8,875
384,268
345,516

1,220,528
601,285
273,791

4,182,144

399,8i11
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NOTE H- LONG.TERM DEBT - CONtiNUEd

3. Othet long-term liabilities

June30, PrinciPal lnterest

2013
2014
2015
2016
2017

2018-2022
2023-2027
2028-2032

Totals

2013
2014
2015
2016
2017

2018-2022
2023-2027
202A-2032

Totals

24,579
23,917
23,213
22,464
21,669
94,552
65,681

$ 10,543
-11,205

1 1,909
12,657
13,453
81 ,055

109,927
149,082

_$____999!91- 302,600

lnterest

Outstanding
Amount

Note payable to CRIM (Financing of delinquent accountsF On March

27,' 2OO2 the Municipality enlered into a linancing agreement with the

Cittrit in tfre amount of $165,479 to finance delinquent property tax

accounts sold to private investors, under the provision ol Law No l46
ol October 11,20b1. The agreement is in the form of a non-revolving

line ol credit bearing interest of 6.5% lor the first five years and variable

for the next twentf{ive years at 125 points over London lnterbank

Offered Rate (LlBCiR) ana is due on December 1,2032' As described

in Law No. 146, interest payments for the first five years were linanced

through .48% ol the net increase of subsidy provided by the

Comrionwealth of Puerto Rico's general fund. Also, during the first five

years any collection lrom those delinquent accounts was credited to the

ioan printipat. After the five-year period the loan outstanding balance

was restiuctured lor a twenty{ive-year period' Debt service

requirements in f uture years are as follows: 41,169

June 30. PrinciPal

2,057
2,059
2,059
2,059
2,059

't0,292
10,292
10,292

$ 2,s61
2,433
2,305
2,'177
2,048
8,323
5,122
1 ,920

$ 26,88941.169
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NOTE H- LONG-TERM DEBT - Continued

Outstanding
Amount

Compensated absences - includes accrued vacations, sick

leave benefits and other benefits with similar

characteristics such as compensatory time; represents the

Municipalitys commitment to fund such costs from future

operations. The amount is paid with unrestricted funds

Christmas Bonus - represents the accrued portion

corresponding to liscal year 2012 of the Christmas bonus

to be paid in December 2012.

Payable to CRIM, property tax advances - represents the

imount reported by CRIM of the settlement ol excess of

advances over actual collections of property taxes

applicable to fiscal year 201 1. (See related note K)

Payable to PREPA - As required by Act No. eS o! !lay.-2,
ig+t tte Puerto Rico Electric Power Authority ('PREPA)
should annually pay to the Municipalities ol Puerto Rico a

contribution in lieu of tax ("CEL|") based on cerlain

requirements as specified by the mentioned Act The

amount o{ CELI obligation is used by the Municipalities to

finance the annual electric utility expense payment to

PREPA. For fiscal year 2O10-201-l the Municipalitys

annual energy charges amounts to $'1,188,540 but the

CELI obligaiion amounted to $554,241. The excess

amount of $634,298 was recorded as a payable and a
receivable for the same amount and will be amortized over

a three-year period. As ol June 30, 2012 lhe outstanding

amount ol $SSt,Zat includes a balance of $108,875 from

Iiscal year 201O and is recognized by the Municipality as a

receivible and a liability to PREPA. Debt service

requirements in f uture years are as follows:

1,U7,172

146,991

9,9

531,741

June 30 Principal

2013
2014

Totals

NOTE I - Line of Credit

The Municipality has an approved line ol credit totalling $690,000 with the Governmental Development

einr or pulrto hico under'which the Municipality may borrow at an interest rate ot 1'50% over prime rate

with a minimum ol 67o and 
" 

,*i,,. ol 12%. r^e line of credit will be used lor the construction ol a

t*,tunicipat hotel, expires twenty iour months alter the date of its first disbursement and will be repaid

through the issuance ol a revenue bond-

320,308
2't 1 .433
531,741
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NOTE I - Line of Credit - Continued

There were no amounls outstanding under this line ot credit as of June 30'2012'

NOTE J- DEFERRED REVENUES - GOVEBNMENTAL FUNDS

Deferred revenues - lnlergovernmental Commonwealth Governmenl represent revenues not available as

required by current stand;rds and for lntergovernmental Federal Grants represent resources received

beiore allowable expenditures are incurred or not available as required by current standards. A detail ol

these balances lollows:

Commonwealth
Government

Federal
Grants

Maior tund - oeneral fund:
Puerto Rico Department of Treasury - Christmas

Bonus Reimbursement
P.R. Electric Power Authority (PBEPA)
Municipal Bevenue Collection Center (CRIM) -

property taxes (general fund)
Municipal Revenue Collection Center (CRIM) -

sales and use taxes (general fund)
Maior tund - debt service fund:
Municipal Revenue Collection Center (CRIM) -

sales and use taxes, Municipal Redemption
Fund (debt service fund)

Maior fund - Communitv DeveloDment Block
Grant tund:

Office of Commissioner of Municipal Affairs -CDBG

Maior fund - Rural DeveloDment Corpotation
Marine Facilities

Rural Development Corporation - cash advances
Maior rund - Ban€ro Sanitarv Sewer Svstem
Rural Development - cash advances
Other oovernmental fu nds
P.R. Police Department - Public Order Code
P.R. Law 52
P.R. State Agency for Emergency and Disaster

Management
lmprovements of Recreational Facilities - Barrero

Community
P.R. Department oI Justice - JAG
Child Care Program
P.R. Oftice of the Ombudsman lor the Elderly
ARRA - Homeless Prevention and Rapid Be-

housing Program Fund

$ 73,496 $
531,741

293,042

37 ,706

17,69'l

320,714

27,469
3,140

14,550

177,124

219,640

18,333

37,500
46,152
40,087

2,859

$ 364,s71

4'l

s 1,496,6r'
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NOTEK-PROPERWTAXES

The Municipal Revenue Collection Center (CRIM) of the Commonwealth ol Puerto Rico is responsible tor

the assessment, collection and distribution of real and personal property taxes- The tax on personal

frop"rty i. self-assessed by the t.xpayer. The assessment is made on a return, which must be liled with

in"'Cnifr.,r by May 15 of ea6h year and- is based on the current value at the date of the assessment' Real

pi"p"rtv i.'"r."ised by the CRtrtl1. rn" tax is assessed on January 1 on all taxable property located

iritnin tne Municipality and is based on the current value existing in the yea|t957. For personal property

the tax is Oue witn tn6 return liled on or before May 15. Taxes on real property may be paid on two equal

installments, July lst and January 1st. Total tax rates in lorce as ol June 30, 2012 are 7 -O3"/" lot
personalpropertyandg.03%forrealproperty.Thedistributionoftheserateslollows:

Personal Real
ProDertv ProDerlv

purposes ind accounted in the Municipality's general

Iund
Percent that belongs to the Commonwealth's debt

service tund
Percent that belongs to the Municipality's debt service

Iund
Total tax rate
Discount granted by law to the taxpayers but reimbursed

to the Municipality by the P.R. Treasury Oepartment:

Total percent to be paid by taxpayers

4.00"/"

1.03"/.

2.O0"/"

6.00"/.

1.03"/"

2.OO7"

7.03"/"

(.20v.\
6.83'/.

9.03'/.

(.2O"/"\

8.A3"/"

Residential real property occupied by its owner is exempt by law from property taxes-on the first $15,000

of the assessed vaiu". For such ex;mpted amounts, the Puerto Rico Department ol Treasury^assumes

;"y.;;i;i th; baiic tax to the Municipality, except for residential units assessed at less than $3'500 on

frnictr a corptete exemption is granted. Rlvenue related to exempt property is recorded in the General

Fund. The Municipality grants a;omplete exemption lrom personal property taxes up to an assessment

value of $5O,O0O to reiaiiers with annual net sales of less than $150,000'

The cRlM advances funds to the Municipality based on an estimate of special governmental.subsidies

"nJ 
tn" prop"rtv taxes to be levied and wh-ich are collected in subsequenl periods. Tiis distribution

includes advancLs of property tax and amounts of municipal equalization fund lrom the Commonwealth

tor"rnr"nt. The CRIM is required by law to prepare a settlement statement on a tiscal year basis'

il;;;;r; ;;p"rison is made between the amounts advanced to the Municipality and amounts actuallv

.orr""t"i i., tuop"y"r". The CRIM prepares a preliminary settlement not later than three months after

riicii vear-eno and ; final settlement noi tater than six months after fiscal yearend. ll actual collections

"r"""i m" advances a receivable lrom CRIM is recorded. However, if advances exceed actual

;;16;x";;, " fayable to cRlM is recorded A payable of $9'649 resulling from the settlement ol fiscal

yiar ZO.]O-ZO,I'.t L recorded as other long{erm de6t in the government-wide linancial statements since it

witt not ne paid with current available finincial resources. A receivable of $293,042 from the preliminary

setttement ol fiscal 2011-2012 was recorded as deferred revenue since is not available are required by

current standards.
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NOTE K - PROPERTY TAXES - CONtiNUEd

on June 16, 2011 the commonweallh's Legislature approved Act No. 94 which established an incentive

plan (am nesty) for the payment ol property iax debts. The Acl, applicable to fiscal-periods 20.10-201 1 and

6etor", proriii,O participants u iObZ'rr"ir"t on interest and penalties and a 50% waiver over principal

o"ul rr1 J*""." of 
'10 years. Fundswill be collected bythe CRIM and rem itted tothe Municipalities During

rn" V"ui ibr r+012 amnesty cottections ol 9141,666 and 946,693 were recorded in the general and debt

service lunds, respectivelY.

NOTE L - MUNICIPAL LICENSE TAXES

Municipal License taxes are assessed annually by the Municipality to all organizations or entities doing

ouii*i. in the Municipalitys location except ior entities totally or partially exempt pursuant to certain

Commonwealth's statuGs. inis tax is based generally on volume of business or gross sales as shown in

a tax return that should be submitted on or before April 15

During the fiscal year ended June 30,2012, the tax rates were as follows:

Financial business - 1 .50% of gross revenues

Other organizations - .50% ol gross revenues

The tax is due in two equal installments on July 1 and January 1 of each fiscal year. Tax.revenue is

iecogni.eo at thal moment by the Municipality. A discount ol 5% ts allowed when full payrnent is made on

oi-odrore nprir 15. Municipaliicense taxes collected prior to June 30 but pertaining to the next fiscal year

in the amount of $381,477 is recorded as delerred revenues'

NOTE M - SALES AND USE TAXES

on July 4,2006 the commonwealth Legislature approved Act No. 117 (',Act 117) which amends the

puerto Rico lnternat Revenue Code ot i99+ to provide, among other things, for a. sale and use tax of

siiz" to oe imposed by the Commonwealth Government. Act 117 also authorizes each municipal

g""or*"ni to impose a municipal sale and use tax_ol 1.5%. This municipal sales and use tax has in

ieneral the same tax base and limitatrons (except lor unprocessed foods) as those provided by the

Commonwealth's sales and use tax.

section 6189 0l the Puerto Rico lnternal Revenue code ol 1994, as amended, authorizes the

tritunicipatities in Puerto Rico to impose a sales and use tax to consumers. This tax must be imposed in

contormity with the base, exemptions and limitations contained in subtitle BB of the code. The municipal

sales and use tax is specilically imposed over all sales transactions of taxable items and combined

t,-*.""iion. (as delined by the'municipal internal regulation) taken place within municipal limits' The

,rnicip.i sales and use tax is also specilically imposed over the purchase price ior the use,.storage or

"onsrrption 
of taxable transactions (as oetini;O by the municipal internal regulation) taken place within

n1r"i"iplf limits. The Municipal Legisiature approv;d the imposition of the municipal sales and use tax,

ellective on November 15,2006.
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NOTE M - SALES AND USE TAXES'Continued

on Juty 29, 2OO7 the commonwealth Legislature approve_d Acl No. 80 ('Act 80") which amends Act No'

ill ot',Suty +,2006 to impose to all the lilunicipalities ol Puerto Bico a uniform municipal sales and use

tax ol 1.5%. Eftective August 1, 2OO7 1"/" ol the 1.5% is collected by the Municipalities ,and 
the remaining

.SZ ot ttre 1.5% is collecied by the Puerto Rico Department of Treasury (PRDT). Act 80 also provides tor

restriclions on the use of the. sales tax, which is required to be invested in solid waste and recycling

programs, capital improvements and health and public safety costs'

The amount collected by the PRDT, (.5% of the 1.5%) is deposited in accounts or special lunds in the

Governmental Development Bank oi Puerto Rico ("GDB"), subject to restrictions imposed and distributed

as lollows:

a. .2"/" ol lhe.5% will be deposited in a "Municipal Development Fund" to finance costs as restricled

by the Act,
O. .iy" ot the .5% will be deposited in a "Municipal Redemption Fund" to finance loans to

Municipalities subject to restrictions imposed by the Act and,

c. .1"/, ;l the .5% will be deposited in a "Municipal lmprovement Fund" to financ€ capital

improvement prolects; these funds will be distributed based on legislation from the

Commonwealth's Legislature

The Municipal Legislature approved a municipal ordinance to conform to dispositions ot Act 80.

lndividuals, organizations and entities subject to collect the municipal sales and use tax must lile a tax

reiurn to rhe phor. tne tax is due the loih day of each month based on tax collected in the preceding

month. A total g65,009 sales and use tax receiiable lrom PRDT represents the tax collected on June by

inJiviouats, organizations and entities but reported and paid tolhe Municipality by the PRDT on or before

JrfV fO, nit 6t unco ectibte accounts (1%)i $89277 .and $58,698 represents amounls. of 
. 
"Municipal

O"i"fopr"nt Fund" and "Municipal nedemption Fund", respectively, collected on June bf^individuals,

organizations and entities nur pai'J Uy tne PiDT subsequentio June 30. The amount ol $17,691 (related

to"frrfrniiip"f Redemption Fund) is recorded as deferred revenue since is not available as required by

current standards.

NOTE N - INTERGOVERNMENTAL AND OTHER REVENUES

lntergovernmental revenues in the General Fund are comprised of the lollowing:

Amount

Amount of municipal equalization fund and subsidy sent by CfflM
Compensation in lieu of tax trom the Puerto Rico Electric Power

Authority (PREPA)
Reimbursement from Commonwealth Government - Christmas

Bonus expenditures

3,451,456

1 ,858,586

otherrevenuesintheGeneralFundarebasicallycomposedofmiscellaneousrevenues'
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NOTEO-RETIREMENTPLAN

1. Plan descri9tion

Regular employees of the Municipality contribute to a.cost-sharing multiple employer delined benefit

,"tii"r"nt pla; administered by the Employee's Relirement System oJ the Government.of Puerto

Rico and its lnstrumentalities (EilS). EBS covers all regular lull-time public employees working for the

central government, the muni;ipaliiies ol Puerto Rico and certain public corporations not.having their

o*n retir"ment sysiems. The system provides retirement pensions, death, and disability benefits'

Retiremenl beneiits depend upon agb at retirement and number of years of credited service'

OLiOifitV retirement benefits are a;ilable to members ol occupational and non-occupational

disabilities. Benefits vest after ten years ol plan participation. The system was created under Act 447,

approved on May 15, 1951, as imended, and became effective on January 1' 1952' Retirement

benetits are determined by the application of stipulated benelit ratios to the member's average

compensation. Average compensation is computed based on the highest 36 months of compensation

recoinized by EBS. ihe annuity, tor which a plan member is eligible, is limited to a minimum ol $200

per ironth and a maximum oiiSy" ot the average compensation. ERS issues a publicly financial

ieport that includes linancial statements and required supplementary information ol the Plan, which

may be obtained f rom the ERS.

Law No. 305 of september 24, 1999 amended the Act. No. 447 ol 1951 and was enacted with the

purpose ot establishing a new pension program (system 20oo). The new pension program.became

Ei"crire on January t IZOOO. Employees participating in the current system as of D_ecember 31, 1999

may elect either to itay in the defined benelit plan orlransler to the new program. Persons joining the

government on or afte; January 1, 2000 will only be allowed to become members of the new program'

system 2000 is a hybrid delined contribution plan, also known as a cash balance plan. There will be a

p6oi of p""r.n assets, which will be invested by the System, together with- those ol the current

[etineO ["nefit plan. Benefits at retirement age will not be guaranteed by the State government and

witt oe suolectei to tne totat accumulated baiance ot the savings account. The annuity will be based

on a formula, which assumes that each year the employee's contribution (with a minimum ol 8 275"/"

ol the employee's salary up to a maximum of 10"/.) will be invested in an accounl which will either: (1)

earn a fixed rate based on the two.year Constant Maturity Treasury Note or, (2)€arn a rate equal to

iipt ot Uu return ol lhe System'i investment portfolio (net ol management fees), or (3) earn a

combination of both altern;ives. ll the savings accounts balance is $10,000 or less at time of

,"tir"r"nt, the balance will be distributed b, the System to the participant as a lump sum'
pirti"ipani" receive periodic account statements similar to those of detined contribution plans

showingtheiraccrued'balances.Disabilitypensionshavenotbeengrantedunderthenewprogram.
i6" 

"riptoy", 
contributions (g.275"k ot the employee's salary) will be used to tund the current plan'

Under Sysiem 2000 the retirement age is reduced from 65 years to 60 tor those employees who

joined the current plan on or alter April 1 , 1990
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NOTE O - RETIREMENT PLAN. CONtiNUEd

2. Funding PolicY

:he Acl 447, as amended, is the authority under which obligations to contribute to the Plan by the

plan members, employers and other contiibuting entities are established or may be amended. Plan

members are requi;ed to contribute 5.775"/" ol gross salary up to $6,600 plus 8.275% of gross salary

in excess of $d,6OO except lor the Mayor or employee under a supplementation plan, which

contributes g.Zi:15"/" of gross salary. The Municipality is required to conlribute 10.275olo of gross

salary.

The Municipalitys actual contribution for the current and the previous two fiscal years, which is equal

to the required contribution, tollows:

Fiscal year ended: Law No. 447 System 2000

__$__?9!n99-2012
2011
2010

$ 95,s47

$ 94,712

$ 99,327

NOTE P - POSTEMPLOYMENT BENEFITS

ln addition to the pension benelits described in Note O, the Municipality i5 la4uired to cover annually the

37o increase in the retirement plan of its retired employees, as required by commonwealth's .laws. 
Also,

ine ftunicipafify is required to finance costs related io ihe application ol certain "Special Laws" issued by

the Commbnwlalth dovernment. Those Special Laws granted increases in pensions and other.benefits

io r"iir"a employees of the Municipality such as medicines bonus, christmas bonus and death benefits'

For the fiscai year 2012, costs related to these post employment benefits amounted to $68,936 These

benefits are recorded as expenditures in the general fund'

NOTE O - COMMITMENTS

1. Openting leases

The Municipality leases oftice equipment under operating lease agreements, which generally have

Grms of on" y"", or leSS and are automatically renewed lor the same terms. Rental expenses

amounted to $38,676. Management believes t'hat the summary of the tuture .minimum rental

commitments under non-canceiable operating leases with terms exceeding one year is not Significant'

2. Consttuction

As of June 30, 20'12 the Municipality has commitments of $1,422,540 for design, construction,

improvemenls or renovation of certain municipal lacilities'
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF FINCON

NOTES TO BASIC FINANCIAL STATEMENTS
JUNE 30, 2012

NOTE O - COMMITMENTS - Continued

3. Encumbrances

The Municipality has encumbrances outstanding which represent the estimated amount ol

expenditures required to complete contracts, purchase orders and other commilments in process of

completion at liscal year-end. outstanding encumbrances as ol June 30,2012 in the general fund

represent unassigned amounts that are entumbered and are classified by management as assigned

f und balance. Purpose classif ication lollows:

Purpose_

General Fund'
assigned fund

balance
T-z,256

232
4,762

36,772
$ 66,022

General public works and sanitation
Public safety
Sports, culture and recreation
General government and other purposes

Fund balance ol major and other governmental funds (special revenue, capital project and debt

service funds) is clasiilied as restricied, some or all of which may be encumbered. Encumbrances ol

restricted lund balance are not reported separately from this classilication because lhe encumbrance

does not lurther restrict the purpose for which the resources may be used'

NOTE R - CONTINGENCIES

1. Federal and Commonwealth Grants

Projects financed by the Federal and commonwealth Grants are subject to audlts by grantors and

other governmental agencies in order to determine that the expenditures comply with the conditions

of ir.i gr"n6. lt is i-he Municipalitys opinion that no additional material unrecorded liabilities will

arise lrom audits previously performed or to perform.

2. Litigations

The Municipality is, at present, a delendant in a number of legal matters that arise in the ordinary

course of the Uunicipaiitys aitirities. There are cases whereby the Municipality is a delendant or

codefendant that wili be covered by insurance, certain cases whereby the legal counsel has not

determined an outcome and other cises that would not be covered by insurance. However, it is the

opinion of the Municipality and the legal counsel th_at based on their experience, such actions and the

potential liabilities will not impair the Municipalitys f inancial position'
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

NOTES TO REQUIRED SUPPLEMENTARY INFORMATION -

BUDGETARY COMPARISON SCHEDULE - GENERAL FUND
JUNE 30, 2012

NOTE A- BUDGET PROCESS AND BUDGETARY BASIS OF ACCOUNTING

The Municipal budget is prepared for the General Fund lollowing the requirements of the Autonomous
Municipal Law ol 1991, as amended. lt is developed utilizing elements of performance-based program

budgeiing and zero-based budgeting and includes estimates of revenues and other sources lor riscal year

under laws existing at the time the budget is prepared.

Budget amendments are approved by the Municipal Legislature. Certain budget translers within the

limitrtions and restrictions of the Municipal Law can be approved by the Mayor or by the Municipal

Legislature. The budget comparison schedule provides information about the original budget, the

amended budget and the actual results, under the budgetary basis ol accounting.

The budgetary basis of accounting is different lrom GMP. Revenues are generally recorded when cash

is receivLd and expenditures are generally recorded when the related expenditure is incurred or

encumbered. The encumbrances (that is, purchase orders, contracts) are considered expenditures when

a commitment is made. On a GAAP basis encumbrances outstanding at year- end are reported in the

governmental lunds statements as assigned fund balance since they do not constitute expenditures or

iiabilities while on a budgetary basis encumbrances are recorded as expenditures ol lhe currenl year.

Encumbrance appropriations- lapse one year after the end of the liscal year. Unencumbered

appropriations aie lapsed at year-end. The legal level ol budgetary control (the level at which

expenditures may not legally exceed appropriations) is at the function level.

The presentation of the budgetary data excludes other appropriations such as capital projects, debt

service and special revenus lunds because projects are lunded on a multi-year nature, generally

requiring several years to complete or eflective budgetary control is alternatively achieved through

generalbbligation bond indentures and legal and contractual grant agreement provisions.

NOTE B. BUDGET TO GAAP RECONCILIATION

The accompanying budgetary comparison schedule presents comparisons of the original and final legally

adopted budget iith Jctuat'data on a budgetary basis. Since accounting principles applied lor the

purposes of developing data on a budgetary basis differ signilicantly lrom those.us€d to present

accounting principles generally accepted in the United States, the following budget to GAAP reconciliation

is presented:
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COMMONWEALTH OF PUERTO BICO
MUNICIPALITY OF RINCON

NOTES TO BEOUIRED SUPPLEMENTARY INFORMATION -

BUDGETARY COMPABISON SCHEDULE. GENERAL FUND
June 30, 2012

NOTE B - BUDGET TO GAAP RECONCILIATION - Continued

Excess ot revenues and other financing sources over expenditures and other financing
uses (budgetary basis):

Budget to GAAP ditferences

Entity differences

Non-budgeted funds recorded as revenues lor financial reporting purposes

Non-budgeted funds recorded as expenditures for financial reporting

Non-budgeted transfers in

Non-budgeted transfers out

Basis ol accounting ditferences

Revenues recorded for financial reporting purposes but not in budgetary basis

Revenues recorded in budgetary basis purposes but not in tinancial reporting

Expenditures recorded in budgetary basis but not for linancial reporting purposes

Expenditures recorded for linancial reporting purposes but not in budgetary basis

Timing differences

Current year encumbrances recorded as expenditures for budgetary reporting

purposes

Prior year encumbrances recorded as expenditures Ior financial reporting

purposes

Net change in tund balance (GAAP basis)

03,e87)

202,414

(711,455)

100,000

(21,589)

'1,130,549

(58,745)

16,446

(546,802)

44,755

(40,433)

_$___L01,1L
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COMMONWf,ALTH OF PI]ERTO RTCO
MT]NTCIPALITY OT RINCON

ST'PPLtrMENIARY INFORMATION. IINANCIAL DATA SCHEDI]LE
BALANCT SHf,ET AND STATDMENT OF REI'ENT'IES AND EXPENSf,S INFORMATION

JUNE $,2012

r4.871

Line Itcn No. Descriprioo Houdrg Ctdc! Vouchells

Bal.fte Sh€r{
8.482

3 I4.
tm 23-

t22 c.onnr\ receivable ' HUD other Droiecl\ 56

116) AlloErnce for doubttul accounts - other
r20 otirl receivables. net of alloeance for doubtful account\ 56

Iure. eouiDme and machinerv - administntion 2.

0
ohl .rnnil assers. net of accumulated deDrecirtion

ccounrr Dilable <= 90 dnys
22 '79{)

tl
4l emm securitY deDosits

4-l Inr.r-nr.anm -.l''c i^
0 Tot lCtrrmnt Liahilitie 790
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..n'.d.omfnered ahences - non curent

lot lNm{urrentliehiliti6

508-r Invesred in CiDil,l Assets. Net ofRelated Debt 201

511.1 Resrricred Net Assets
512.t nrestricted Net Assels

o&l E{uity/N€t Ass€ts

I
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COMMONWEALTH Of PIIERTO RICO
IIII'NICIPALITY OT RINCON

SIIPPLEMENIARY INFORMATION . FINANCIAL DATA SCHf,DT]Lf,
BAI-.ANCf, SHEET AND STATENTEI\"T OF RE}TNI]ES AND EXPENSES INFORTIATION

JUNE 30, 2012

u.a7l

Lire lt€m No. Description Housing Chdce Vouchers

Income St tement
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fte reimbursemenr
receiled f.om rhe inirial PHAS ol
fie HAP rent palment\ mad€ on

behalf of rhe porlability-in units
d',rino I l-l ) lS6 6rql

I t 70-{16 roml Admin Fe Revenues 30.622
19.210

22

I t7G oe Assi.rance PonabilitY In 6.629
I r70- 25.881
I t 70-{xtl 4.
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70 ouitY 14.

ne Assishnce Paments touitv - S 13.:ll
nq Assistance PaYments Relenues

80-ol5 :mul R oveN Revenn€
I r 80{20

I I t80{'21 C6mm.ni Fror Orh.r Re\tn,t
I r 80{25
I I8GO]O

{80 ns A\sisrance Paments
r00 rod Hou\ing A\sislance Palmcnts ExDense\ I I1.5-1t

I t 80-{n2 Ner Hotr\in! A\sirrance Pa\flenr\
{fi Housirp Assismnce Pawent\

np Assisaarce Pavm€nts 8-3t2
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

NOTES TO SUPPLEMENTARY INFORMATION. FINANCIAL DATA SCHEDULE
June 30,2012

NOTE A- BASIS OF PRESENTATION

The accompanying financial data schedule (FDS) is a trial balance of the Section 8 Housing Choice
Voucher Program administered by the Municipality. The FDS was created in order lo standardize the
linancial inlormation reported by Public Housing Authorities (PHA) to the Real Estate Assessment Center
(REAC), as required by the Uniform Financial Reporting Standards (UFRS). REAC is the US Department
ol Housing and Urban Development (HUD) national management center created to assess the condition
of HUD owned and assisted properties. The UFRS are rules to implement requirements o{ 24 CFR, Part
5, Subpart H, tor the electronic filing of financial information to HUD.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

ln accordance with the guidelines lor reporting and attestation requirements of UFRS, the accompanying
FDS is included as information supplementary to the rinancial slatements. lt is prepared using the accrual
basis of accounting, as required by REAC regulations.
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COUIIOI{WEALTH OF PUEETO BICO
UtrllClPAUTY OF FTNCON

SCIIEDULE OF EXPEI{OITUBES OF FEOEBAL AWAII{'S
FBCAL YEAR EI'IDEO JUIIE 30,2012
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COMMONWEALTH OF PUEBTO RICO
MUNICIPALITY OF RINCON

NOTES TO SCHEDULE OF EXPENOITURES OF FEDERAL AWARDS
June 30, 2012

NOTE A - BASIS OF PRESENTATION

The accompanying Schedule of Expenditures oI Federal Awards includes the federal grant activity of the
Municipality under programs oI the federal government for the year ended June 30,201r. The information in
this schedule is presented in accordance with the requirements ol OMB Circular A-'133, Audits of States, L@al
Governments and Nonprofit Organizations. Therelore, some amounts presented in this schedule may differ
from the amounts presented in, or used in the preparation of, the basic financial statements. Because the
schedule presents only a selected portion ol the operations of the Municipality, it is not intended to and does
not present the financial position and changes in nel assets of the Municipality.

NOTE B - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Expenditures reported on the Schedule are reported on the modilied accrual basis of accounting, excepl for
Section I Housing Choice Voucher Proglam (HCV). Expenditures are recognized when the related liability is
incurred following the cost principles contained in OMB Circular A-87 Cost Pinciples for State, Local and
lndian Tribal Governments, wherein certain types of expenditures are not allowable or are limited as to
reimbursement. Expenditures for HCV Program are reported on a statutory basis as required by the U.S.
Department of Housing and Urban Developmenl. Such expenditures should equal the net ACC subsidy lor the
PHA's fiscal period.

The Catalog of Federal Domestic Assistance (CFDA) Number is a program identilication number. The first two
digits identily the federal department or agency that administers the program and the last three numbers are
assigned by numerical sequence.

State or local government redistributions of lederal awards to the Municipality, known as "pass-through
awards", should be treated by the Municipality as though they were received directly lrom the lederal
government. OMB Circular A-133 requires the schedule to include the name ol the pass-through entity and the
identifying number assigned by the pass-through entity for the Iederal awards received as a subrecipient.
Numbers identified as N/A are not applicable and numbers identilied as N/AV are not available.

NOTE C - RECONCILIATION OF EXPENDITURES PRESENTED IN THE SCHEDULE OF
EXPENDITURES OF FEDERAL AWABDS TO THE EXPENDITURES PRESENTED IN THE BASIC
FINANCIAL STATEMENTS

10.558
10.760
14.228
14.47-l

ARRA - 14.262
AHRA - 16.803
ABRA - 81.128

93.043
93.0214
93.045
93.053
93.575

Total federal awards expenditures
Additional amount recorded as
expenditures under modified accrual
basis tor Section I HCV Program
Non-federal awards expenditures
Total expenditures, fu nd statements

Description

Community
Development Block

Grant Program

Barrero
Sanitary

Sewer System
c

69,905

Olher
Governmenial

Funds

'1,561,304

1,561,304

19,037

139,457
116,378
36,825

106,798
2,888

15,033
98,222
'18,856

78,523
632,017

7,670
643,629

$ 1,283,316
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VALDES, GARCIA , MARIN & MARTINEZ, LLP
CERTIFIED PUBLIC ACCOUNTANTS AND CONSULTANTS

MEMBER OF THE AICPA PRIVATE COMPANIES PRACTICE SECTION

P.O. Box 364831
SAN JUAN. P R. 00936-4A31

TELEPHoNE: t7 A7 I 1 23- I 6(X
f ELEF px, 1787 I -7 21 -2'795

INDEPENDENT AUDITORS'REPORT ON INTERNAL CONTROL OVER FINANCIAL BEPOBTING
AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL

STATEMENTS PERFORMED IN ACCORDANCEWITH GOVERNMENT AUDITING STANDARDS

To the Honorable Mayor
And Members of the Municipal Legislature

Municipality of Rinc6n
Rinc6n, Puerto Rico

We have audited the linancial statemenls ol the governmental activities, each major fund, and the
aggregate remaining fund rnformation of Municipality of Rinc6n (the Municipality), as of and for the year
ended June 30,2012, which collectively comprise the Municipalitys basic financial statements and have
issued our report thereon dated March 11, 2013. We conducted our audit in accordance with auditing
standards generally accepted in the United States ol America and the standards applicable to linancial
audits contained in Government Auditing Standards issued by the Comptroller General o, the United
States.

lnternal Control Over Financial Reporting

Management of the Municipality is responsible for establishing and maintaining effective internal control
over financial reporting. ln planning and performing our audit, we considered the Municipalitys internal
control over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinions on the financial slatements, but not lor the purpose ol expressing an opinion on
the effectiveness of the Municipalitys internal control over linancial reporting. Accordingly, we do nol
express an opinion on the eftectiveness ol the Municipalitys internal control over financial reporting.

A deliciency in internal conlrol exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detecl and correct, misstalements on a timely basis. A material weakness is a deficiency, or a
combination ot deliciencies, in inlernal conlrol such that there is a reasonable possibility that a material
misstatement of the entitys linancial statements will not be prevented, or detected and corrected, on a
timely basis.

Our consideration of internal control over linancial reporting was tor the limited purpose described in the
first paragraph ol this section and was not designed to identily all deficiencies in internal control over
financial reporting that might be deficiencies, significant deliciencies, or malerial weaknesses. We did not
identily any deficiencies in internal control over financial reporting that we consider to be material
weaknesses, as def ined previously.

Compliance and Other Matters

As part ol obtaining reasonable assurance about whether the Municipalitys financial statements are lree
of material misstatement, we performed tests of its compliance with certain provisions ol laws,
regulations, contracls, and grant agreements, noncompliance with which could have a direcl and material
effect on the determination of financial statement amounts. However, providing an opinion on compliance
with those provisions was not an objective of our audit and, accordingly, we do not express such an
opinion. The results of our tests disclosed no instances of noncompliance or other matters thal are
required to be reported under Government Auditing Standards.
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VALDES, GARCIA , MARIN & MARTINEZ, LLP
CERTIFIED PUBLIC ACCOUNTANTS ANO CONSULTANTS

MEMBER OF THE AICPA PRIVATE COMPANIES PRACTICE SECTION

P.o. Box 364a31
SAN JIJAN. P,R- OO936-443]
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH REOUIREMENTS THAT COULD
HAVE A DIRECT AND MATERIAL EFFECT ON EACH MAJOR PROGRAM AND ON INTERNAL

CONTROL OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-138

To the Honorable Mayor
And Members of the Municipal Legislature

Municipality ol Rinc6n
Rinc6n, Puerto Rico

Compliance
We have audited the Municipality of Binc6n's (the Municipality) compliance with the types ol compliance
requirements described in lhe OMB Circular A-133 Compliance Supplement lnal could have a direct and
material eflect on the Municipalitys major federal program for the year ended June 30, 2012. The
Municipality's malor federal program is identified in the summary ol auditor's results section of the
accompanying schedule of findings and questioned costs. Compliance with the requirements of laws,
regulations, contracts, and grants applicable to its major lederal program is the responsibility of the
Municipalitys management. Our responsibility is to express an opinion on the Municipalitys compliance
based on our audit.

We conducted our audit ol compliance in accordance with auditing standards generally accepted in the
United States of America; the standards applicable to financial audits contained in Government Auditing
Standards, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular 4-133
require that we plan and perform the audit to obtain reasonable assurance about whelher noncompliance
with the types of compliance requirements referred to above that could have a direct and material etlect
on a major federal program occurred. An audit includes examining, on a test basis, evidence about the
Municipalitys's compliance with those requirements and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our
opinion. Our audit does not provide a legal determination ol the Municipalitys compliance with those
requirements.

ln our opinion, the Municipality complied, in all material respects, with the compliance requirements
referred to above that could have a direct and material effecl on its malor tederal program for the year
ended June 30, 2012.

lnternal Control Over Complianc€

Management of the Municipality is responsible for establishing and maintaining eflective internal control
over compliance with the requirements ol laws, regulations, contracts, and grants applicable to federal
programs. ln planning and performing our audit, we considered the Municipalitys internal control over
compliance with the requirements that could have a direct and material effect on a major federal program
to determine the auditing procedures for the purpose of expressing our opinion on compliance and to test
and report on internal control over compliance in accordance with OMB Circular A-133, but not for the
purpose of expressing an opinion on the effectiveness of internal control over compliance. Accordingly,
we do not express an opinion on the effectiveness of Municipalitys internal control over compliance.
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A deficiency in internal control over compliance exists when the design or operation o, a control over
compliance does not allow management or employees, in the normal course ol performing their assigned
funclions, to prevent, or delect and correct, noncompliance with a type ol compliance rJquirement of a
lederal program on a timely basis. A material weakness in internal control over compliance is a
deficiency, or combination of deliciencies, in internal control over compliance, such that there is a
reasonable possibility that material noncompliance with a type of compliance requirement o, a federal
program will not be prevented, or detected and corrected, on a timely basis.

Our consideralion of internal control over compliance was lor the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in internal control over
compliance that might be deficiencies, signilicant deficiencies, or material weaknesses. We did not
identify any deficiencies in internal control over compliance that we consider to be material weaknesses,
as delined above.

This report is intended solely for the information and use of the Municipalitys management, the
Honorable Mayor, Members ot the Municipal Legislature, the Commonwealth of Puerto Rico, and federal
awarding agencies and pass-through entities and is not intended to be and should not be used by anyone
other than these specified parties.

(*o, rW ,Crd- f v^%/.
San Juan, Puerto Bico
March11,2013

Stamp 49245 was affixed
to the original
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COMMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RINCON

SCHEDULE OF FINDINGS AND OUESTIONED COSTS

Section I - Summary of Audit Besults

FISCAL YEAR ENDED JUNE 30, 2012

A. Summary ol audit results:

Part l - Financial Statements

1. Type ol audit report; issued

lnternal control over Financial Reporting
2. Signilicant deficiencies identified?

3. Significant deficiencies reporled as
material weaknesses?

4. Material noncompliance disclosed?

Part ll - Federal Awards

lnternal control over Maior Programs
1. Significant deficiencies identified?

2. Significant deliciencies reported as
material weaknesses?

3. Type of auditors' report on compliance
major programs

4. Audit findings required to be reported
under Section 510(a) ol Circular A-133

5. ldentilication of major programs

6. Dollar threshold used to distinguish
Type A and Type B programs:

7. Auditee qualified as low-risk auditee?

X Unqualilied opinion ! Oualified opinion

l__l Adverse opinion Ll Disclaimer ol opinion

n ves

l-l yes

I ves

Xruo

X None reported

Xruo

! ves

! ves

! ves Xruo
Name ol Federal Program

or Cluster
Community Development Block

G rants/State's Program

fi $aoo,ooo

tr
n ves

Xruo

I None reported

X Unqualified opinion J-l Oualif ied opinion

! Adverse opinion I Disclaimer of opinion

CFDA Numbe(s)
14.224
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COMilMONWEALTH OF PUERTO RICO
TIUNICIPALITY OF RINCON

SCHEDULE OF FINOINGS AND OUESTIONED COSTS

FISCAL YEAR E]IDED JUNE 30,2012

Section ll - Flmncial Staternents Firdings

Finding No matters reported.
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COMII|I|OI'IWEALTH OF PUERTO RICO
IIUNICIPALITY OF RINCON

SCHEDULE OF FINDINGS AT{D OUESTIONED COSTS

F]SGAL YEAR ENDED JUNE 30,2012

Section lll - Federal Awards Findlngs and Ouestloned Costs

Finding No matters reported.
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