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INDEPENDET'TT AUDITORS' REPORT

To the Honorable Mayor and
the Municlpal Lellslature
Municlpalfi of Rio Grande
Rio Grande, Puerto Rlco

we have audited the accompanying financial statements of the govemmental activities, each
major fund, and the a*gtegale remaining fund information of the Munlc-lpality of Rio Grande,
Puerto Rlco (Munlclpality) as of and for the year ended June 30, 2OL2, which collectively
comprise the Munlclpallty's basic financial statements as listed in the table of contents. These
financial statements are the resporlsibility of the Muntcipalityb 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 acoepted in the United
States of America and the standards applicable to financial audits contained in the 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 tre€ of material misstatement An audh includes eEminin& on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and significant estimates made by
management, as well as e\,aluating the overall financial statements presentation. We believe
that our audit provides a reasonable basis for our opinions.

ln our opinion, the financial statements referred to previously present fairly, in all material
respects, the respective financial position of the governmental activities, each major fund, and
the aggregate remaining fund information of the Municipallty of Rio Grande, puerto Rlco, as of
June 30, 2OLi2, and the respective changes in financial position, thereof for the year then
ended in conformity with accounting principles generally accepted in the united states of
America.

ln accordance with Government Auditing standards, we have also issued our report dated
March 26, 2OL3, on our consideration of the Municipallty's internal control over financial
reporting and on our tests of its compliance with c€rtain provisions of laws, regulations,
contracts, and grant agreements and other matteE. The purpose of that report is to describe
the scope of our testing of internal control over financial reporting and compliance and the
results of that tsting, and not to provide an opinion on the internal control over financial
reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards and should be considered in assessing the results of our
audit.

Callc Paraai #1686, El Ccrczal, Saa Joano P.R. 00926-3t,la - Tcl. (?87) 777-8014 t Fax (78?) 761-9377



INDEPENDET{T AUDITORS' REPORT (CONNNUED)

Accounting principles generally accepted in the United States of America require that the
management's discussion and anal)rsis and budgetary crmparison information on pages 3
througlh 12 and 55 be presented to supplement the basic financial statements. Such
information, ahhouElh not part of the basic financial statements, is required by the
Governmental Accounting Standards Board, who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical conten We have applied certain limited procedures to the required
supplementary information in accordance with the auditing standards generally accepted
in the United States of America, which consisted of inquiries of management about the
methods of preparing the information and comparing the information for consistency with
management's responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audit of the basic financial statements. We do not
express an opinion or provide any assurance on the information because the limited
procedures do nst provide us with sufficient evidence to express an opinion or provide any
assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the Munlcipality of Rio Grande's basic financial statements as a
whole. The accompanying schedule of expenditures of federal awards is presented for
purposes of additional analysis as required by U.S. ffice of Management and Budget
Circular A-133, Audits of States, Local Governments, and Non- Proflt Organizations, and is
not a required part of the financial statements. The schedule of expenditures of federal
awards is the responsibility of management and were derived from and related directly to
the underlying accounting and other records used to prepare the financial statements. The
information has been subjected to the auditing procedures applied in the audit of the
basic financial statements and certain additional procedures, including comparing and
recuciling such information directly to the underlying accounting and other proc€dures in
accordance with auditing standards generally ac'cepted in the United States of America. ln
our opinion, the information is fairly stated in all material respects in relation to the basic
financial statements as a whole.

(4":::"fuklu
San Juan, Puerto Rico
March 26,2013

Stamp No.2632106 ofthe Puerto Rico
Society of Certified Public Acrountants
was affixed to the record copy of this report

Iipe*Vega, CPA, PSC 2/

Certified Public Accountants ,/ Managemeut Advisors



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RIO GRANDE

MANAGEMENT'S DISCUSSION AND ANALYSIS

YEAR ENDED JUNE 30, 2012

This discussion and analysis of the Municipality of Rio Grande (the Municipality) financial
performance provides an overview of the Municipality's financial activities for the fiscal year
ended on June 30, 2072.Ihis Management Discussion and Analysis (MD&A) should be read in

conjunction with the accompanying basic financial statements and the accompanying notes to
those financial statements. Besides, this document includes comparative data with prior year as
this information was available for the fiscal year ended on June 3O, 2011. This MD&A is prepared
in order to comply with such pronouncement and, among other purposes, to provide the financial
statements users with the following major information:

1. a broader basis in focusing important issues;

2. acknowledgement of an overview of the Municipality's financial activities;

3. provides for an evaluation of its financial condition as of the end of fiscal year 2OL7-2OL2
compared with prior year results;

4. identification of uses of funds in the financing of the Municipality's variety of activities and;

5. assess management's ability to handle budgetary functions.

FINANCIAL HIGHLIGHTS

The financial condition and results of operations as reflected in the financial statements prepared
for fiscal year 2072 constitute factual evidence of the Municipality's economic strength by the
end of such year. The following comments deserve special mention:

1. Total assets of the Municipality amounted to $82,674,615 which represents an increase
of 4% compared to prior fiscal year.

2. At the end of fiscal year 2OL2, total liabilities amounted to $48,501,288. Out of said
amount, $38,289,135 corresponded to long-term liabilities of which $32,024,000
represented the outstanding balance of bonds and notes issued. The Municipality
continued to meet all debt service requirements, most of which were paid from self
generated revenues.

3. Total net assets of the Municipality amounted to $34,173,327 which represents a
decrease of 11% compared to prior fiscal year, as restated.

4. Total revenues available for the financing of activities as reflected in the Statement of
Activities amounted to $28,317,999, derived from the following sources: $58,842 from
charges for services; $5,O72,234 from operating grants and contributions; $51,037 from
capital grants and contributions obtained from other sources, and $23,135,886 from
general revenues available.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RIO GRANDE

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2012

FINANCIAL HIGHLIGHTS (CONTINUED)

5. Total expenses incurred to afford the cost of all functions and programs as reflected in the
- Statement of Activities amounted to $32,460,583.

6. As reflected in the Statement of Activities, the current fiscal year operations contributed to
a decrease in the Net Assets fi$ure by $4,L42,584.

7. As of the close of the current fiscal year, the Municipality's Governmental Funds reported
- combined ending fund balances of $9,286,063.

8. ln the fund financial statements, the governmental activities revenue decreased
$4,a79,O74 (or L,o/o) and governmental activities expenditures decreased $7,46L,761, (or
!8o/'')'

- g. At the end of the current fiscal year, the Municipality's general fund deficit amounted to
$(4,747,852) compared to a fund deficit of $(1,601,354) in the prior fiscal year 201O-
2071, as restated.

1O.The actual General Fund budgetary activities resulted in an unfavorable balance of

- $(827,O2ol.

FUNDAMENTALS OF FINANCIAL STATEMENTS PRESENTATION

The new approach used in the presentation of the financial statements of the Municipality is
based on a government-wide view of such statements as well as a presentation of individual

- funds behavior during fiscal year 2072. The combination of these two perspectives provide the
user the opportunity to address significant questions concerning the content of said financial
statements, and provide the basis for a comparable analysis of future years performance. The

comparative analysis is a meaningful and useful management tool for municipal management in
the decision making process.

Under the aforementioned approach, assets and liabilities are recognized using the accrual basis
of accounting which is similar to the method used by most private enterprises. This means that
current year's revenues and expenses are accounted for regardless of when cash is received or
paid.

- FINANCIALSTATEMENTS COMPONENTS

The basic financial statements consist of the government wide financial statements, the major
funds financial statements and the notes to the financial statements which provide details,
disclosure and description of the most important items included in said statements.

The Statement of Net Assets reflects information of the Municipality as a whole on a consolidated
basis and provides relevant information about its financial strength as reflected at the end of the
fiscal year.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RIO GRANDE

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2012

USING THIS ANNUAL REPORT

This annual report consists of a series of new financial statements with a change in the focus
from previous financial statements. The new focus is on both the Municipality as a whole
(government-wide) and the major individual funds. Both perspectives (government-wide and
major fund) allow the user to address relevant questions, broaden a basis for comparison (year to
year or government to government) and enhance the Municipality's accountability.

GOVERNMEMENT - WIDE FINANCIAL STATEMENTS

The Government-Wide Financial Statements are designed to provide users of the financial
statements with a broad overview of the Municipality's finances in a manner similar to private-

sector companies.

The Statement of Net Asset presents information on all of the Municipality's assets and liabilities,
with the difference between both reported as net assets. Over time, increases or decreases in
net assets may serve as a useful indicator of whether the financial position of the Municipality is
improving or deteriorating.

The Statement of Activities presents information showing how the Municipality's net assets
changed during the most recent fiscal year. All changes in net assets are reported as soon as the
underlying event giving rise to the change occurs, regardless of the timing of the related cash
flows. Thus, revenues and expenses are reported in the Statement of Activities that will only
result in cash flows in future fiscal periods. The Statement of Activities is focused on both the
gross and net cost of various activities, which are provided by the government's general tax and
other revenues. This is intended to summarize and simplify the user's analysis of cost of various
governmental services.

FUND FINANCIAL STATEMENTS

The Fund Financial Statements provide detailed information about the Municipality's most
significant funds, not the Municipality as a whole. The Municipality has only one kind of fund
which is the governmental fund.

Governmental funds are used to account for essentially the same functions reported as
governmental activities in the Government Wide Financial Statements. However, unlike the
Government Wide Financial Statements, Government Fund Financial Statements, focus on near
term inflows and outflows of spendable resources, as well as on balances of spendable resources
available at the end of the fiscal year. Such information is useful in evaluating the Municipality's
near term financial requirements.

Because the focus of governmental funds is narrower than that of the government wide financial
statements, it is useful to compare the information presented for governmental funds with similar

5



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RIO GRANDE

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2012

FUND FINANCIAL STATEMENTS (CONTINUED)

information presented for governmental activities in the government wide financial statements.
By doing so, users of the basic financial statements may better understand the long-term impact
of the Municipality's near term financial decisions. Both of the Governmental Fund Balance
Sheet and the Governmental Fund Statement of Revenues, Expenditures and Changes in Fund

Balances provide a reconciliation to facilitate this comparison between governmental funds and
governmental activities.

INFRASTRUCTURE ASSETS

Historically, a government's largest group of assets (infrastructure-roads, bridges, underground
pipes [unless associated with a utility], etc.) have not been reported nor depreciated in
government financial statements. GASB 34 requires that these assets be valued and reported
within the Governmental column of the Government-Wide Statements. Additionally, the
government must elect to either (a) depreciate these assets over their estimated useful life or (b)

develop a system of asset management designed to maintain the service delivery potential to
near perpetuity. lf the government develops the asset management system (the modified
approach) which periodically (at least every third year), by category, measures and demonstrated
its maintenance of locally established levels of service standards, the government may record its
cost of maintenance in lieu of depreciation. The information about the condition and
maintenance of condition of the government infrastructure assets should assist financial
statement users in evaluating a local government and its performance over time.

According to the requirements of GASB 34, the government must elect to either (a) depreciate the
aforementioned assets over their estimated useful life or (b) develop a system of asset
management designed to maintain the service delivery to near perpetuity. lf the government

develops the asset management system, (the modified approach) which periodically (at least
every three years), by category, measures and demonstrate its maintenance of locally established
levels of service standards, the government may record its cost of maintenance in lieu of
depreciation. ln this particular respect, the Municipality has elected the use of recognizing
depreciation under the useful life method and it contemplates to continue this treatment on said
basis.

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE

Net Assets

The Statement of Net Assets serves as an important indicator of the Municipality's financial
position at the end of the fiscal year. ln the case of the Municipality of Rio Grande, primary
government asseG exceeded total liabilities by $34,t73,327 at the end of 2Ot2, as compared
with $38,315,911, as restated, which reflect a decrease of $(4,L42,5a4) under previous fiscal
year. The following condensed Statement of Net Assets of the Primary Government shows on a
comparative basis the most important components of the $(4,142,584) decrease reflected in the
Net Assets figure.



COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF RIO GRANDE

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2012

FINANCIAL ANALYSIS OF THE MUNICIPATITY AS A WHOLE (CONTINUED)

Condensed Statement of Net Assets

Current and other assets
Capitalassets

Totalassets

Current and other liabilities
Long-term liabilities

Total liabilities

lnvested in capital assets, net of related
debt
Restricted
Unrestricted deficit

Total net assets

100,000,000

80,000,000

60,000,000

,t0,000,000

20,000,000

82,674,645 79,568,571 3,106,044

$14,759,364
67,9L5,251,

70,2L2,1r53
38,289,135

48,50L,244

44,692,251,

!3,443,624
(24,OO2,552)

$34,L73,327

$17,535,859
62,032,7L2

7,610,001
33,642,659

Change

$(2,776,495)
5,882,539

2,602,152
4,646,47 6

(16%)
90A

4o/o

41!252,660

40,994,7L2

13,820,854
(16,503,65s)

$38,315,911

7 ,244,624

3,693,s39

(337,226)
(7,498,897)

$(4,142,584)

34%
L40/o

tao/o

9%

(2%)
(45o/ol

ltLo/o)

a2012 a2071

Total net assets
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RIO GRANDE

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2012

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE (CONTINUED)

Changes in Net Assets

The Municipality's net assets decreased by $4,142,5A4. Approximately sixty-five percent (65%) of
the Municipality's total revenue came from taxes, while thirty four percent (347o) resulted from
grants and contributions, including federal aid. Charges for Services and lnterest and lnvestment
earnings provided less than one percent (.2o/o, .6Yo, respectively) and miscellaneous revenues
provided one percent (1%) of total revenues. The Municipality's largest expenses included items
such as general government, health and welfare services, public works, culture and recreation,
and public safety. The following table and graphic presentation includes in absolute and relative
terms, the composition of revenues and expenses for the fiscal years ended on June 30,2072
and 2Ot7. Such analysis helps the reader to evaluate the Municipal administration performance
in the administration of its current financial operations.

ChangeCondensed Statement ol Activities
Program Revenues:

Charge for services
Operating grants and contributions
Capital grants and contributions

General revenues:
Property taxes
Municipal license tax
Municipal sales and use tax
Other local taxes
Grants and contributions not restricted to
specific programs
lnterest and investment earnings
Miscellaneous

Total revenues

Expenses
General government
Public safety
Public works
Health and welfare
Culture and recreation
Economic development
Community development
Urban development
Education
lnterest on long-term debt

Total expenses
Change in net assets
Net assets, beginning ofyear as restated

Net assets, end ofyear

28,3t7 ,999 33,L97,O74

$ (1,905,609) (97%)
2,291,,249 420/0

(2,t63,t37\ (98%)

699,t44 7./.
(174,836) (6%)
l47,572 50/.

(3,276,O8s) (73o/o)

(36,740) (L"/")

(437,774) Fa./.\(22,865) @"/")

(4,879,075) (L5%\

$ s8,842
5,O72,234

st,o37

4L,272,A76
2,77 L,728
3,055,759
L,].84,O70

4,397,896
181,057
273,200

$ 1,964,451
2,780,985
2,2t4,164

10,573,032
2,946,564
2,904,147
4,460,155

4,434,636
618,831
296,065

13,988,061
2,aoo,081
3,O94,258
5,533,420
4,780,310

241,,453
725,604

2,320
27,792

7,226,444

32,460,583

11-,520,268
2,590,584

10,302,139
5,773,605
4,669,354

472,O35
908,724

445

1,065,313

37 ,302,507

2,467 ,793 2Lo/o

209,497 80,6

(7,2O7,A8g ioo/ol
Q o,LAq @"/")
110,956 20/o

(190,182) (4O%\
(183,120) (2O./o\

1435 374%
27,792 tOO%

L61,,57 t L50/o

@,441,924) (13%)
(4,L42,584)
38,315,911

(4,1O5,433)
42,42L,344 (4,105,433)

(37,LsL) (1"/"1
,10%\

8

$ 34,L73,327 $ 38,315,911 $ (4,t42,58.q OL'/.)



COMMONWEALTH OF PUERTO RICO
MUNTCIPALTTY OF RIO GRANDE

MANAGEMENTS DISCUSSION AND ANALYSIS - (OONTINUED)

YEAR ENDED JUNE 30, 201'2

FINANCIAL ANALYSIS OF THE MUNICIPAL]TY AS A WHOLE (CONTINUED)

Revenues 2012

I General government
f Culture and recreation
! Community development

Expenses 2012

r Public safety
r Health and welfare
r Urban development

2%

r Charges for services

r Operating grants and contributions

r Capitalgrants and contributions

r Property taxes

r Municipal sales and use tax

r Municipal license tax

. Other local taxes

t Grants and contributions not
restricted to specific programs

r lnterest and investment earnings

r Miscellaneous

. Public works
r Economic Development
. Education
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RIO GRANDE

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2012

FINANCIAL ANALYSIS OF THE MUNICIPALTTY'S INDIVIDUAL FUNDS

As noted earlier, the Municipality uses fund accounting to ensure and demonstrate compliance
with finance related legal requirements.

Governmental Funds

The focus of the Municipality's governmental funds is to provide information on near-term inflows,
outflows, and balances of spendable resources. Such information is useful in assessing the
Municipality's financing requirements. ln particular, unreserved fund balance may serve as a
useful measure of a government's net resources available for spending at the end of the fiscal
year.

As ofthe end ofthe current fiscal year, the Municipality's governmental funds reported combined
ending fund balances amounting to $9,286,063, which represents a decrease of $(2,794,891)
when compared with the prior year as restated. Out of the indicated balance, $309,347 were
classified as nonspendable; $13,483,628 were classified as restricted for the following purposes:
(1) $5,551,612 for debt service payments; 2) $7,835,238 to pay for capital projects; 3) $96,778
for other purposes.

As of June 30, 2072, the General Fund, which is the main operating fund of the Municipality, and
the Other Governmental Funds, reflected an unassigned fund deficit of $(4,L47,A521, and
$(37,911), respectively.

GENERAL FUND BUDGETARY HIGHLIGHTS

During fascal year 2OL7-2OL2, the Municipal Legislature approved revisions to the operational
budget which resulted in further increases in revenues and current expenditures which
represented transactions detected during the normal course of business. Despite these budgets
readjustments and as previously stated, as reflected in exhibit, Budgetary Comparison Schedule-
General Fund attached hereto, budgetary analysis reflected a deficiency of $(827,020) of total
operating revenues over current expenses.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

The Municipality's investment in capital assets as of June 30, 2012, amounted to $99,616,372
which upon deduction of accumulated depreciation in the amount ot $37,7OL,L27 produced a
net book value attributable to capital assets in the amount of $67,915,251. Said investment
includes land, constructlon in progress, buildings, improvements, equipment, infrastructure,
furnishing, computers and vehicles. lnfrastructure assets are composed of items such as roads,
bridges, streets and sidewalks, drainage systems, lighting systems, and similar items.

10



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RIO GRANDE

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2012

CAPITAL ASSETS AND DEBT ADMINISTRATION (CONTINUED)

The total increase in the Municipality's investment in capital assets for the current fiscal year
represented approximately nine percent (9%) of net book value. Depreciation charges for the year
totaled $2,O2O,72O.

The Municipality finances a sagnificant portion of its construction activities through bond or notes
issuances. The proceeds from bond and notes issuances designated for construction activities
are committed in its entirety for such purposes and cannot be used for any other purposes. As of
June 30, 2072, lhe Municipality has $5,503,378 of proceeds from bond and notes issuances
and other restricted assignments that are mainly committed to future construction activities in
the Capital Project Fund- Local, and State Grants.

Debt Administration

The Puerto Rico Legislative Assembly has established a limitation for the issuance of general
obligation municipal bonds and notes for the payment of which the good faith, credit and taxing
power of each municipality may be pledged. The applicable law also requires that in order for a
Municipality to be able to issue additional general obligation bonds and notes, such Municipality
must have sufficient "payment capacity" as defined in Act No. 64. Such Act requires a

Municipality must has sufficient 'payment capacity" to incur additional general obligation debt if
its deposits in the Redemption Fund and the annual amounts collected with respect to such
Municipality's Special Additional Tax (as defined below), as projected by GDB, is sufficient to
service to maturity the Municipality's outstanding general obligation debt and the additional
proposed general obligation debt.

The Municipality is required under prevailing applicable law to levy a Special Additional Tax in
such amounts as shall be required for the payment of its general obligation municipal bonds and
notes. ln addition, principal and interest on all general obligation municipal bonds and notes and
on all municipal notes issued in anticipation of the issuance of general obligation bonds issued by
the Municipality constitute a first lien on the Municipality's Basic Tax revenues. Accordingly, the
Municipality's Basic Tax revenues would be available to make debt service payments on general

obligation municipal bonds and notes to the extent that the Special Additional Tax levied by the
Municipality, together with moneys on deposit in the Municipality's Redemption Fund, are not
sufficient to cover such debt service. ln the particular case of the Municipality of Rio Grande, it
has never been necessary to apply Basic Taxes to pay debt service on general obligation debt of
the Municipality.

ECONOMIC FAGTORS AND NEXT YEAR'S BUDGETS AND RATES

The Municipality relies primarily on property and municipal taxes as well as federal and state
grants to carry out the governmental activities. Historically, property and municipal taxes have
been very predictable with increases of approximately five percent. Federal and State grant
revenues may vary if new grants are available, but the revenue can be also predictable. Those
factors were considered when preparing the Municipality's budget for the fiscal year 2072-2073.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RIO GRANDE

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2012

FINAL COMMENTS

On September 7,2Ot2, the Municipal Legislature approved the issuance of a general obligation

- bond for the amount of $2,555,000, for the payment of waste disposal services. Repayment of
the bond is scheduled from July 2013 through July, 2037.

FINANCIAL CONTACT

The Municipality's financial statements are designed to present users (citizens, taxpayer,

- customers, investors and creditors) with a general overview of the Municipality's finances and to
demonstrate the Municipality's accountability. lf you have questions about the report or need
additional financial information, contact the Municipality's Chief Financial ffiicer.

L2



Commonwealth of Puerto Rico

Municipality of Rio Grande

Statement of ,{et Assets

June 30, 2012

Governmental
Activities

Assets

Cash and cash equivalents

Cash with fiscal agent

Accounts receivable:

Property tax

Municipal sales and use tax

lntergovernmental

Other assets

Capitalassets

land, improvements, and construction in progress

Other capital assets, net of depreciation

Total capital assets

Total assets

Liabilities
Accounts payable and accrued liabilities

Bank overdraft

Due to other governmental entities

Deferred revenues:

Municipal license tax

Federal grant revenues

lnterest payable

Noncurrent liabilities:

Due within one year

Due in more than one year

Total liabilities

Net Assets

lnvested in capital assets, net of related debt

Restricted for:

Capital projects

Debt service

Other purposes

Unrestricted (deficit)

Totat net assets

2,602,646

10,979,631

198,532

182,059

797,523

4,973

36,941,436

30,933,415

67,915,251

42,67 4,675

6,244,936

990,631

514,035

L,646,40L

184,499

627,657

4,426,907

33,462,224

48,501,288

44,692,25t

7,835,238

4,923,961-

724,429

124,OO2,5521

$ 34,173,327

The notes to the flnancial statements are an integral part ofthis statement.
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Commonwealth of Puerto Rico

Municipality of Rio Grande
Statement of Activities

For the Year Ended June 30, 2012

Prog6m Revenues

itet (&p€ose) Revenue and

CtanEesin etAs6el6

Cha€es for

SeRices

Opelatlng

Granl! and

Capltal

Grants and Go\€mrlental

Acliviiies

Generalgovemment

Public safely

Public woIls

Health and welfare

Culture and rccreation

Economic development

Community development

Ulban development

Education

lnterest on long-term dett

Total governmental activiti€s

$ (13,974,416)

(2,537,633)

(3,032,845)

(2,59O,5O5)

(4,565,9,1ti)

112,692)

692,565

l2,320l

127,792)

11,226,8a41

FunctionYProEfams Expenses

$ f,9ea,061

2,800,081

3,0s4,254

5,533,420

4,780,310

2ar"a53

725,@4

2,320

a,226,84

Contbutions ConiilbutlorB

ta,ola

11,504

36,263

$ 2,574

225,307

150

2,942,975

2t4362

269,!6\

7,4L7,765

25,6:B

25,mO

$ 32,460,5a3 $ 5a,842 $ 5,072,234 $ 51,037 e7,274,470)

Genelal rcvenues:

Ropeny taxes

Municipal license lax

Municipalsales and use tar

Other l6altaxes

Grants and contributbns nd reslricted to specific programs

lnterest and investrneot earnings

Mis6ellaneous

Total general revenues

Change in net assets

tH assets - Einning
ilet aGsets - ending

41.272,776

2,777,728

3,O55,759

L144,O70

4,397,896

1a1,057

273,200

23,135,846

14,742,84)
3&315,911

34,L73,327

The notes to the financial statements are an integral part of this statement L4



Commonwealth of Puerto Rico

Municipality of Rio Grande

Balance Sheet
Governmental Funds

June 30, 2012

General

Fund

Debt

Sewice

Fund

SpecialRevenue CadblPro:iecis

Fund-Other Fund - State &
Federal Grants L@l Grants

()tier Iotal
Govenmental Govemmeltat

Funds Funrls

Cash and cash equivalents

Cash with fiscal agent

Property tax

Munacipalsales and use tax

lntergovernmental

Advances from other funds

Due from other funds

Other assets

Totalassets

Liabilities and Fund Balances

tiabilities :

Accounts payable and accrued liabilities

Bank overdraft

Due to olier governmental entities

Mvances to other funds

DuetootherfunG

Municipal lic€nse tax

Federal grant revenues

Total liabilities

Fund balanc€s:

Nonspendable

Resvicted

unassigned

Tot6l fund balanc€s (deficio

Toial liabilities and tund balances

4,973

$ 1,161,654

404,555 $ 2,602,646

866 10,979,631

rc4,532
182,O59

141,386 791\523

309,347

1,717,801

I 225502 $ 2,133,735

990,631

518,035

309,347

274,240 1,717,801

11,802

110,505

30s,347

725,027

,t38,351 $

64.8,,1O3

1,759,740 $

5,503,374

182,059

1"734

*2,774

,$
5,463,585

88,027

4,973

1,086,754 $ 8,439,685 $ 5,551,612 $ 546,aO7 $ 16,7a6,512

762,72a $1.399,854

990,631

279,846

2,774

1,646,401

346,25a $

238,189

309,347

430,747 20.000

1,646,401

1a4,4991Ri aqq

5,309,506 1,086,754 604,447 499.742 7,500.449

309,347 309,347

11,802 7,435,2* 5,551,612 84,976 13,483,62a
(4,469,001) 137,977) (4,506,912)

14,747,a54 ________________ 7,835,23a 5,551-612 47,065 9,2a6,063

$ 1,161-654 $ l-086,754 $ 8,,(}9,685 $ 5,551.612 $ 546,aO7 $ 16,786,512

The notes to the financial statements are an jntegral part of this statement. 15



Commonwealth ol Puerto Rico

Municipality ol Rio Grande

Statement ol Revenues, Expenditures and Changes in Fund Balances

Govemmental Funds

For the Year Ended June 30, 2Or2

G.mr.l
Fund

s 4144,643
2,771,,724

1,195,141

4397,8S6
1(soa
36,263

18 ,-057

273,NL

Fcd€rdl Grirls

$-

Caphal ProjecG

Fund - State &

Dda Otier Total

col€mmental Govehmeital

FunG Fun&

Munilnpal license tax€s

Munijpal sales and use tar
Licens€s,peflyrits and olier local tax6

Genemlgovemment

oJture and recreaum
Economic develament
@mmudty develognent
Educstion

Total eJ@enditures

acess (dencielc, of revenues oYer

(xn€r financing .ourcls {uscs)

LolE tefln debt issued

Iotal oth€r nnancing sourc€s (us6)

Net ciange in tund balances

2.775830

2,505,467

25,0@
15@,414

26L,472

48,2,82

704
59,730

3,039,616

3,O87r93 $

55o,292

s L1-272,L76
2,77L,724
3,055,759
i"195,141
1"500,818
4644,764

1l-508
36,263

141057
4257,9L2

77,66a 350,869

L7o,5LA77 2,775,9 2,5fr,467 3,637,7a5 2,322,440 24317,999

10,094,926
2,634,e8
4,597,449
1,620,649

740,047

3.!li|
147 597
843,446

ao,o16
\44,234

\414,229
27,7

1,037,rL30

3.4.44,650

1,668,269

11.137,0@
2,7t2,5L7
&229,696
5543,751
2,489,954

273,686
\414,229

27,793

1,669,0m 16@,0@
1,!4l2U \1,41,m4

19,m5,755 2,775A5€ 6,150,39 2,aLO,2U 3,AL,L24 34,662,890

12,u4,274)

275,97
(118,15O)

372 (3,619,8a2) a27,87 {908,644) (6,344,891}

46
(418)

463.1o4
(8f,914)

3,550,0@

72,M
(45O,0OO)

8t4,664
(2O9,156)

1.596,634

0-596,634)
3550,0@

97,7{ 13721 3.194,194. (377,L1O) 635,504 355O,@O

(2.s46,498) 625,68a) 450,47! 1273,t761 (2,794.891)

rund balance (deric't), begnning
Fund barance rdelicit), eodinq / \

$rfl

The notes to the financial statements are an integral part of this statement.
16



Commonwealth of Pueno Rho
Municipality ol Rio crande

Reconciliation of the Balarce Sheet - Govemmental Funds

to the Statement of Net Assets

June 30, 2012

Total Fund Balanc6 - Govemmental Fuirds

funounts reported for Govemmental Activities in the Statement of Net Assets

are different because:

Capital Assets used in Govemmental Activities ale not linancial resources and therefore,

are not reported in thefunds.ln the current period, tiese amounts are:

$ 9,286,063

67,9L5,25L

Non Depreciable Capital Assets

Depreciable Capital Assets, net of depreciation

$ 36,9a!836
30,93,415

Total Capital Assets

Accounts payable related to Construction in Progress are not due and pafable in the
current period and, therefore, are not reported in the funds. 14,777,2OL)

lntere€t liabilities notdue and payable in the current peiod and, therefore, are not

reported in the funds (627,65L)

Some liabilitjes are not due and peyable in the current period and therefore, are not

reported in the funds. Those liabilities consist of:

General bonds and notes payable

waste disposal debt

Property taxes debt

Compensated absences

Claims and.judgments

Total LongTerm Liabalities

Total et As.rets oI Governmeltal Actiyities

32,O24OM
2,24O,252

1,506,747

2,48i:),096

25,000

(34,249,13s)

$ 34,173,327

The notes to lhe Iinancial siatements are an integral part ofthis statement. L7



Commonwealth of Puerto Rico

Municipality of Rio Grande

Reconciliation of the Statement of Revenues,

Expenditures, and Changes in Fund Balances of
Governmental Funds to the Statement of Activities

For the Year Ended June 30, 2012

Net Change in Fund Balances - Total Govemmental Funds

Amounts reported for governmental activities an the Statement ofActivaties are different because:

Governmental Funds report capital outlays as expenditures. However, in the Government-wide Statement of
Activities and Changes in Net Assets, the cost of those assets is allocated over their estimated useful lives as

ctepreciation expense. This isthe amount of capital assets recorded in the curent period.

Depreciation expense on capital assets is reported in the Government'Wide Statements of Activities and Change

in Net Assets, but they do not require the use of current financial resources. Therefore, depreciation expense is

not reported as expenditures ln Governmental Funds.

Disposal of capital assets requare removal of cost of the capital assets from the capital asset account on the
Government wide Statement of Net Assets, resulting in a loss on disposal of capital assets on the Govemment

wide Statement of Activities and Changes in Net Assets-

lnterest expense on long'term debt was reported in the Government-Wade Statement of Activities and Change in

Net Assets, but it did not require the use of current financial resources. Therefore, interest expense was not
reported as expenditures in Governmental Funds. The following amount represented the change in accrued

interestfrom prioryear.

Bonds and notes proceeds provide current financial resources to Governmental Funds, but issuing debt increase

long-term liabilities in the Government-Wide statement of Net Assets. Repayment of bonds and notes principal is

an expenditure in Governmental Funds, but the repayment reduces long -term liabilities in the Government-Wide

Statement of Net Aesets. This is the amount by which debt proceeds exceed the debtservice principal payments.

Repayment of long term property tax advance debt is an expenditure in Governmental Funds, but the repayment

reduces long 'term property tax advance debt in the Government-Wide Statement of Net Assets. This is the
amount paid in the currentyear.

Long-term compensated absences are reported in the Government-Wide Statement of Activaties and Changes in

Net Assets, but they do not require the use of current financial resources. Therefore, long-term compensated

absences were not reponed as expenditures an Govermental Funds. The following amount represent the change in

long-term compensated absences from prior year.

Long-term claims and judgements are reported in the Governmental-Wide Statement of Activities and Changes in

Net Assets, but they do not require the use of curent financial resources. Therefore, claams and judgments are not
repoted as expenditures an Government Funds. The following amount represent the change in long-term claims

and judgments from prior year.

Long-term waste disposalcontract debt is reported an the Governmenkl-Wide Statement ofActivities and Changes

in Net Assets, but they do not require the use of current financial resources. Therefore,waste disposal contract

debts are not reported as expenditures in Government Funds. This is the amount paid in the current year.

Repayment of long term Land lnformation Management Slstem (LIMS) is an expenditure an Governmental Funds,

but the repayment reduces long term LIMS in the Government-Wide Statement of Net Assets. This is the amount
paid in the current year.

Accounts payable change is reported in the Government'Wide Statement of Activities and Change in Net Assets

but not reported as in the Governmental Funds because they do not require the use of cu(entfinanciaI resources.

This as the amount reported in the current period.

Change in Net As-sets ol Governmental Activities

12,794,49!\

4,o48,206

(2,O2O,720)

1744,947)

(1,881,000)

(653,019)

(85,680)

82,136

37,500

(2,28O,2521

48,159

(2,498,076)

$ (4,L42,5A4)

The notes to the financial statements are an integral part of this statement. 18



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RIO GRANDE

NOTES TO BASIC FINANCIAL STATEMENTS

YEAR ENDED JUNE 30,2012

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Rio Grande (the Municipality) was founded on the year 1840. The Municipality's
governmental system consists of an executive and legislature body. lt is governed by a Mayor and
a silteen member Municipal Legislature who are elected for a four-year term.

The Municipality provides a full range of services for its citizens. These services include public
safety, public works, culture and recreation, health and welfare, community development,
education, and other miscellaneous services.

The accounting policies and financial reporting practices of the Municipality conform to accounting
principles generally accepted in the United States of America ("USGAAP") as applicable to
governmental units.

ln June 1999, the Governmental Accounting Standards Board (GASB) issued Statement No. 34,
"Basic Financial Statements and Management's and Discussion and Analysis for State and Local
Governments." This Statement, known as the Reporting Model, provides for the most significant
change in financial reporting for state and local governments in over 20 years and affects the way
the Municipality prepares and presents financial information. The Statement was adopted as of July
7,2OO2. ln addition to this Statement, GASB Statement No. 37, "Basic Financial Statements and
Management's Discussion and Analysis for State and Local Governments: Omnibus" and GASB

Statement No. 38, "Certain Financial Statement Note Disclosures" have been adopted and are
reflected in these financial statements.

As part of this Statement, there is a reporting requirement regarding the capitalization of local
government infrastructure (roads, bridges, traffic signals, etc.). This requirement permits an
optional four-year delayfor implementation to fiscal year ended on June 30, 2007. The Municipality
implemented the retroactive capitalization of infrastructure assets in the year ended June 30,
2006.

ln March 2009, the Municipality adopted the provisions of GASB Statement No.55, Ihe Hierarchy
of Generally Accepted Accounting Principles for State and Local Governments (GASB No. 55), and
GASB Statement No. 56, Codification of Accounting and Financial Reporting Guidance Contained in
the AICPA Statements on AuditinE Standards (GASB No. 56).

GASB No.55 incorporated the hierarchy of USGMP for state and local governments into the
Governmental Accounting Standards Board's (GASB) authoritative literature. The requirements in
this Statement codify all USGMP for state and local governments so that they derive from a single
source,

19



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RiO GRANDE

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2012

1. ORGANTZATTON AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

GASB No.56 incorporated into the Governmental Accounting Standards Board's (GASB)

authoritative literature certain accounting and financial reporting guidance presented in the
American lnstitute of Certified Public Accountants' Statements on Auditing Standards. This
Statement addressed three issues not included in the authoritative literature that establishes
accounting principles-related party transactions, going concern considerations, and subsequent
events.

ln 2OL1-, the Municipality adopted the provisions of GASB Statement No. 54, Fund Balance
Reportin9 and Governmental Fund Type Definitions (GASB No. 54), which modified the
interpretations of certain terms within the definition of the special revenue funds and the types of
activities the Municipality may choose to report in those funds. GASB No. 54 also clarified the capital
projects fund type definition for better alignment with the needs of preparers and users. Definitions
of other governmental fund types were also modified for clarity and consistency.

The following is a summary of the significant accounting policies of the Municipality:

A. Component Units

ln evaluating how to define the Municipality for financial reporting purposes, management has
considered all potential component units. The decision to include a potential component unit in the
reporting entity was made by applying the provisions of Statement No. 14, The Financial Reporting
Entity, of the GASB, as amended by the GASB Statement No. 39, "Determining Whether Certain
Organizations Are Component Units an amendment of GASB Statement L4". The basic, but not the
only criterion for including a potential component unit within the reporting entity is if elected
officials of a primary government are financially accountable for the entity. Financial accountability
exists if the primary governmental appoints a voting majority of the entity's governing body, and if
either one of the following conditions exist: the primary government can impose its will on the other
entity or the potential exists for the other entity to (1) provide specific financial benefits to or (2)

impose specific financial burdens on the primary government. A second criterion used in
evaluating potential component units is if the nature and significance of the relationship between
the entity and a primary government are such that to exclude the entity from the financial reporting
entity would render the financial statements misleading or incomplete. Based on the above criteria
the Municipality does not have component units to include within its reporting entity.

B. Government-wide and fund financial statements

Financial information of the Municipality is presented in this report as follow:

1. Management's discussion and analysis introduces the basic financial statements and provides

an analytical overview of the Municipality's financial activities.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RIO GRANDE

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2012

1. ORGANTZATTON AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2. The government-wide financial statements (i.e. the statement of net assets and the statement of
activities) report information on all the activities of the Municipality and its component units, if
any. Governmental activities, which normally are supported by taxes and intergovernmental
revenues, are reported separately from business-type activities, if any, which rely to a significant
extent on fees and charges for support. lnterfund activity has been removed from these
statements to minimize the duplicating effect on assets and liabilities within the governmental

activities.

The statement of activities demonstrates the degree to which the direct expenses of a given

function or segment is offset by program revenue. Direct expenses are those that are charges to
customers or applicants who purchase, use, or directly benefit from goods, services, or privileges
provided by a given function or segment and grants and contributions that are restricted to
meeting the operational or capital requirements of a particular function or segment. Taxes and
other items not properly included among program revenues are reported instead as general

revenues.

3. Fund financial statements focus on information about the Municipality's major governmental

funds. Major individual governmental funds are reported as separate columns in the fund
financial statements. The Municipality reports the following major governmental funds:

General Fund - is the Municipality main operating fund used to account for and report all
financial and reported resources and governmental activities, except for those required to be

accounted for in another fund. lt is presumed that the Municipality's governmental activities
have been reported in the general fund except for transactions for which one of the following
compelling reasons has required the use of another fund: (1) legal requirements, (2) USGMP
requirements or (3) the demands of sound financial administration requiring the use of a
governmental fund other than the general fund. lts revenues consist mainly of taxes, licenses
and permits, intergovernmental, charges for services and other.

Special Revenue Fund*Fedetal Elrants - is a major governmental fund used to account for and
report the proceeds of specific revenue sources that are legally restricted or committed to
expenditure for specified purposes other than debt service or capital projects. Resources
restricted or committed to expenditure for purposes normally financed from the general fund are
generally accounted for in the general fund provided that all applicable legal requirements can
be appropriately satisfied and the use of special revenue funds is not required unless they are
legally mandated.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RiO GRANDE

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30,2012

1. ORGANTZATTON AND SUMMARY OF STGNIFTCANT ACCOUNTING POLICIES (CONTINUED)

Capital Prcjects Fund - State and Local Grants - is a major governmental fund used to account
for and report financial resources that are restricted or committed to expenditure for capital
outlays, including the acquisition or construction of major capital facilities, including those
outlays financed by the general obligation bond proceeds (other than those financed by
proprietary funds or in trust funds for individuals, private organizations, or other governments).

The use of the capital projects funds has been limited to only for major capital acquisitions,
construction or improvement activities that would distort financial resources trend data if not
reported separately from the other Municipality's operating activities. The routine purchases of
minor capitalizable assets (such as furniture, office equipment, vehicles and other minor capital
assets or improvements) have been reported in the governmental fund from which financial
resources were used for the payment.

Debt Service Fund -is a major governmental fund used to account for and report for the
accumulation of financial resources that are restricted for, and the payment of, principal and
interest for: (1) bonds payable for which debt service payments are legally mandated to be
accounted for in a debt service fund and (2) certain special long-term obligations for which the
Municipality is been accumulating financial resources in advance to pay principal and interest
payments maturing in future years.

The outstanding balance of certain general long-term obligations for which debt service
payments do not involve the advance accumulation of resources (such as certain notes payable,

obligations under capital leases, accrued compensated absences, landfill obligation, claims and
judgments, net pension liability and other long-term obligations) are only accounted for in the
accompanying statement of net assets. The debt service payments of such obligations are
generally accounted for in the governmental fund which accounted for the financial resources
used for the payment of such debts. Principal and interest due on July 1 of the following fiscal
year are accounted for as a fund liability, if resources are available as of June 30 for its payment.

The other governmental funds of the Municipality account for grants and other resources whose
use is restricted to a particular purpose.

The Municipality periodically undertakes a comprehensive evaluation of its fund structure to
ensure that it complies with all aspects that are of importance to users of general purpose

external financial reports. Consequently, all superfluous funds and some internal funds currently
used by the Municipality in the day-to-day accounting procedures have not been reported as
individual governmental funds in the accompanying fund financial statements. Accordingly, the
accompanying fund financial statements include only the minimum number of funds consistent
with legal and operating requirements and, consequently, certain types of similar internal funds
have been combined into single funds in the accompanying fund financial statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RIO GRANDE

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30,2012

1. ORGANTZATTON AND SUMMARY OF STGN|FTCANT ACCOUNTING POLTCTES (CONTINUED)

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

5. Required supplementary information such as the budgetary comparison schedule - general fund
and other types of data required by GASB.

- e. Notes to the budgetary comparison schedulegeneral fund.

C. Financial reporting presentation

The accounts of the Municipality are organized on the basis of funds, each if which is considered a
- separate accounting entity. The operations of each fund are accounted for with a separate set of

self-balancing accounts that comprise its assets, liabilities, fund equity, revenues, and
expenditures. Fund types are as follows:

General Fund - General Fund is the general operating fund of the Municipality. lt is used to

_ account for all governmental activity, except those required to be accounted for in another fund.

Special Revenu e Fund - Local and State Grants - Special Revenue Funds are used to account for
revenues derived from local funds, state grants or other restricted revenue sources. The uses and
limitations of each special revenue fund are specified by Municipality ordinances or federal and
state statutes.

Special Revenue Fund - Section 8 - Special Revenue Fund used to account for revenues derived
from Section 8 Housing Choice Voucher Program. The uses and limitations of each special revenue
fund are specified by Municipality ordinances or federal and state statutes.

Speciat Revenue Fund - Federal Grants - Special Revenue Funds are used to account for revenues
derived from federal grants. The uses and limitations of each special revenue fund are specified by

Municipality ordinances or federal and state statutes.

Capitat Projects Fund - State and Locat Grants - Capital Projects Fund are used to account for

_ financial resources used for the acquisition or construction of major capital facilities.

Debt Service Fund - Debt Service Fund are used to account for the accumulation of resources for
and the payment of, general long-term debt principal, interest, and related costs.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF RiO GRANDE

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2012

1. ORGANTZATTON AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

D. Measurement focus, basis of accounting and financial presentation

Government-wide financial statements - The accompanying GWFS are prepared using the
economic resources measurement focus and the accrual basis of accounting. Subject to the
additional rules and limitations detailed below, revenues (including interest on deposits and

investments) are generally recorded when earned and expenses are generally recorded when a

liability is incurred, regardless of the timing of related cash flows.

All revenues, expenses, gains, losses, assets and liabilities resulting from exchangelike
transactions are generally recorded when exchange takes place. ln exchange transactions, each
party to the transaction receives and gives up essentially equal values. An exchange-like
transaction is one when there is an identifiable exchange and the values exchanged, though
related, may not be quite equal. The accompanying basic financial statements include exchange-
like transactions such as license fees, fines, penalties, forfeitures, permits, charges for services,
and most miscellaneous revenues, which are recorded as revenues when collected because they
are generally not measurable until actually received.

The Municipality groups its non-exchange transactions into the following four (4) classes in the
accompanying basic financial statements: (a) derived tax revenues, (b) imposed non€xchange
revenues, (c) government mandated non-exchange transactions, and (d) voluntary non-exchange
transactions.

ln the case of derived tax revenue transactions, which result from assessments that
Municipality places on exchange transactions, receivables and revenues are recorded when
underlying exchange has occurred.

For government-mandated non-exchange transactions (such as intergovernmental grants and
contributions), receivables and revenues are generally recorded when all eligibility requirements
imposed by the provider have been met. For the majority of grants, the Municipality must expend
resources on the specific purpose or project before the provider reimburses any amounts.
Therefore, revenue is generally recognized as qualifying reimbursable expenditures are incurred.

For voluntary non-exchange transactions (such as donations and certain grants and entitlements)
receivables and revenues are generally accounted for in the same manner as government-

mandated non-exchange transactions discussed above.

the
the
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RIO GRANDE

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2OfiI

1. ORGANTZATTON AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Events that are neither exchange nor non-exchange transactions are recorded when it is probable

that a loss has been occurred and the amount of loss is reasonably estimated.

lnterests on deposits are recorded when earned since these revenues are considered both
measurable and available at June 30, 2012. Receipts of any type of revenue sources collected in

advance for use in the following fiscal year are recorded as deferred revenues.

According to GASB No.34, all general capital assets and the unmatured long-term liabilities are
recorded only in the accompanying Statement of Net Assets. The measurement focus and the basis
of accounting used in the accompanying GWFS differ significantly from the measurement focus
used in the preparation of the GFFS. Therefore, the accompanying GFFS include reconciliations, as
detailed in the accompanying table of contents, to better identify the relationship between the
GWFS and the GFFS.

Government Fund Financial Statements - The accompanying GFFS are reported using the current
financial resources measurements focus and the modified accrual basis of accounting. Revenues
are generally recognized as soon as they are both measurable and available. Revenues are
considered to be available when they are collectible within the current fiscal year or soon enough

thereafter to pay liabilities of the current fiscal year. For this purpose, the Municipality generally

considers most revenues (municipal licenses taxes, construction excise taxes, sales and use taxes,
interests on deposits, intergovernmental grants and contributions and certain charges for services)

to be available if collected within sixty (60) days after June 30, 2072. At June 30, 2072, all
revenues sources met this availability criterion.

Property taxes are all considered susceptible to accrual if commonly collected within si)dy (60) days
following the end of the fiscal period, unless unusual circumstances justify a greater period.

Other revenue sources considered susceptible to accrual include municipal license taxes, sales and

use taxes, construction excise taxes, intergovernmental grants and contributions, interests on

deposits and charges for services. These principal revenue sources meet both measurability and

availability criteria in the accompanying GFFS.

ln a manner similar to the GWFS, but subject to and limited by the availability criteria discussed
above, all revenues, expenses, gains, losses, assets and liabilities resulting from exchange,
exchangelike transactions are also generally recorded when the exchange takes place while all
revenues, expenses, gains, losses, and assets resulting from non-exchange transactions are
recorded when an enforceable legal claim arises or when all eligibility requirements imposed by the
provider have been met, applicable.
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1. ORGANTZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

lnterests on deposits are recorded when earned since these revenues are considered both

measurable and available at June 30,2072.

Pursuant to the provisions of GASB lnterpretation No. 6, Recognition and Measurement of Certain

Liabitities and Expenditures in Governmental Fund Financial Statements (GASBI No. 6), in the
absence of an explicit requirement (i.e., the absence of an applicable modification, discussed

below) the Municipality generally accrues a governmental fund liability and expenditure (including
salaries, professional services, supplies, utilities, etc.) in the period in which the government incurs
the liability, to the extent that these liabilities are normally expected to be liquidated in a timely
manner and in full with current available financial resources. The accompanying Balance Sheet -
Governmental Funds generally reflects only assets that will be converted into cash to satisfy current
liabilities. Long-term assets and those assets that will not be converted into cash to satisfy current
liabilities are generally not accounted for in the accompanying Balance Sheet - Governmental
Funds. At the same time, long-term liabilities (generally, those unmatured that will not require the
use of current financial resources to pay them) are not accounted for in the accompanying Balance
Sheet - Governmental Funds.

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

rather than expenses. Most expenditures are measurable and are recorded when the related
governmental fund liability is incurred. Allocation of costs, such as depreciation and amortization,
are recorded in the accompanying Statement of Activities, but are not recorded in the
accompanying GFFS.

E. Assets, liabilitiesand net assets

1,. Cash and cash equivatents, and cash with fiscal agent- The Municipality's cash and cash
equivalents are considered to be cash on hand, demand deposits, and short-term
investments with original maturities of three months or less from the date of acquisition.

Cash with fiscal agent in the debt service fund represents special additional property tax
collections retained by the Commonwealth of Puerto Rico and restricted for the payment of
the Municipality's debt service, as established by law. Also, cash with fiscal agent consists of
unused proceeds of bonds and notes issued for the acquisition of equipment and
construction of major capital improvements.

2. Receivables and payabres- Activity between funds that are representatave of
lending/borrowing arrangements outstanding at the end of the fiscal year are referred to as
either "due tolfrom other funds' (i.e., the current portion of interfund loans) or "advances
tolfrom other funds" (i.e., the nonrurrent portion of interfund loans). All other outstanding
balances between funds are reported as "due to/from other funds."
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1. ORGANTZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2. Receivables and payables{Continued)

Advances between funds, as reported in the fund financial statements, if any, are offset by a

fund balance reserve account in applicable governmental funds to indicate that they are not
available for appropriation and are not expendable available financial resources.

Receivables are stated net of estimated allowances for uncollectible accounts, which are

determined, based upon past collection experience and current economic conditions.
lntergovernmental receivable in general fund represents the balance owed from the
Municipal Revenue Collection center (cRlM), related to preliminary liquidation.
lntergovernmental and federal grant receivable in the special revenue or capital project funds
represent amounts owed to the Municipality for reimbursement of expenditures incurred
pursuant to federally funded or state founded programs. lntergovernmental receivable in the
debt service fund represent the distribution of property tax collected by the CRIM which is
restricted for the debt service.

3. rnyentories- lnventories in the general fund is recorded as expenditure and, consequently,

the inventory is not recorded in the statement of net assets.

4. Capitat assets- Capital assets, which include property, equipment and infrastructure assets
(e.g., roads, bridges, sidewalks and similar items), are reported in the governmental activities
column in the governmental-wide financial statements. The Municipality defines capital

asset as assets with an initial, individual cost of more than $25 and an estimated useful life
in excess of one year. Such assets are reported at historical cost or estimated historical cost
if purchased or constructed. Donated capital assets are recorded at estimated fair market

value at the date of donation.

The cost of normal maintenance and repairs that do not add to the value of the asset or

materially extend assets lives are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are

constructed.

Capital assets of the Municipality are depreciated using the straight-line method over the

following estimated useful lives:

Descriotion

Buildings and site improvements
lnfrastructu re
Works of art
Vehicles
Furniture and fixtures
Machinery and equipment

l,.lseful Life

30 to 50 years
20 to 50 years

10 years
8 years

5 to 20 years
5 to 20 years

Capitalization threshold

$1
$1
$1
$1

$25
$25
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1. ORGANTZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

5. Defered revenues- ln the GFFS, deferred revenues arises when one of the following
situations occur:

a. Potential revenue does not meet both the "measurable" and 'available" criteria for
revenue recognition in the current period (unavailable revenue). As previously discussed,
available is defined as due (or past due) at June 30, 2072 and collected within 60 days
thereafter to pay obligations due at June 30. ln subsequent periods, when both criteria
are met, the liabilityfor deferred revenue is removed and revenue is recognized.

b. The Municipality receives resources before it has a legal claim to them (unearned

revenue). ln subsequent periods, when the revenue recognition criterion is met, the
liability for deferred revenue is removed and revenue is recognized.

Deferred revenues at the government-wide level arise only when the Municipality receives
resources before it has a legal claim to them.

6. Long-tem obligations- The liabilities reported in the government-wide financial statements
included general and special obligation bonds and notes, and other long-term liabilities, such
as vacation, sick leave, litigation, long-term liabilities to other governmental entities.

ln the fund financial statements, governmental fund types recognize bond issuances cost,

during the current period. The face amount of debt issued is reported as other financing
sources, while bond issuance costs, whether or not withheld from the actual debt proceeds

received, are reported as expenditures.

7. Compensated absences- Employees accumulate vacation leave at a rate of 2.5 days per

month up to a maximum of 60 days. Unpaid vacation time accumulated is fully vested to the
employees from the first day of work. All vacation pay is accrued when incurred in the
government-wide financial statements.

Employees accumulate sick leave at a rate of 1.5 days per month up to a maximum of 90
days. Upon retirement, an employee receives compensation for all accumulated and unpaid

sick leave at the current rate, if the employee has at least 10 years of service with the
Municipality. All sick leave pay and salary related benefits are accrued when incurred in the
governmentaFwide financial statements when the employee meets such criteria.

8. Claims and judgments- The estimated amount of the liability for claims and judgments, which
is due on demand, such as from adjudicated or settled claims, is recorded in the general

fund when the liability is incurred.
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9. Fund Balances- ln 2011, the Municipality adopted the provisions of GASB Statement No. 54,
Fund Balance Repoftinl and Governmental Fund Type Definitions (GASB No. 54), which

enhanced the usefulness of fund balance information by providing clearer fund balance

classifications that can be more consistently applied. This statement establishes fund

balance classifications that comprise a hierarchy upon the use of the resources reported in

governmental funds.

Pursuant to the provisions of GASB No. 54, the accompanying GFFS report fund balance

amounts that are considered nonspendable, restricted, and unassigned, based on the
relative strength of the constrains that control how specific amounts can be spent, as

described as follows:

a, Nonspendabre - Represent resources that cannot be spent readily with cash or are

legally or contractually required not to be spent, including but not limited to inventories,
prepaid items, and longterm balances of interfund loans and accounts receivable.

b. Restricted - Represent resources that can be spent only for the specific purposes

stipulated by constitutional provisions, external resource providers (externally imposed by

creditors or grantors), or through enabling legislation (that is, legislation that creates a

new revenue source and restricts its use). Effectively, restrictions may be changed or

lifted only with the consent of resource providers.

c. Unassigned - Represent the residual classification for the Municipality's general fund

and includes all spendable amounts not contained in the other classifications. ln other
funds, the unassigned classification is used only to report a deficit balance resulting from

overspending for specific purposes for which amounts had been restricted, committed, or

assigned.

Negative fund balance amounts are assigned amounts reduced to the amount that will

raise the fund balance to zero. Consequently, negative residual amounts in restricted,

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

The Municipality reports resources constrained to stabilization as a specified purpose

(restricted or committed fund balance in the general fund) only if: (1) such resources meet

the other criteria for those classifications, as described above and (2) the circumstances or

conditions that signal the need for stabilization are identified in sufficient detail and are not

expected to occur routinely. However, the Municipality has not entered into any stabilization-

like arrangements, nor has set aside material financial resources for emergencies and has

not established formal minimum fund balances amounts as of for the fiscal year ended June

30,2072.
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9. FundBalances-(Continued)

ln situations when expenditure is made for a purpose for which amounts are available in
multiple fund balance classifications, the Municipality generally spends committed resources
first, and then unrestricted resources. Within unrestricted resources, the Municipality
generally spends committed resources first, followed by assigned resources, and then
unassigned resources, if anY.

10. Net Assets. Restricted net assets have been reported pursuant to the provisions of GASB

Statement No. 46, Net Assets Restricted by Enabling Legislation (GASB No. 46). Those net
assets consist of net resources restricted by external parties (such as debt covenants,
creditors, grantors, contributions, laws or regulations of other governments, etc.), or net
assets for which constraints are imposed by the constitutional provisions or enabling
legislation.

Enabling legislation consists of legislation that authorizes the Municipality to assess, levy,

charge or otherwise mandate payment of resources (from external resource providers).

Enabling legislation establishes restrictions if it includes a legally enforceable requirement
that those resources be used only for the specific purposes stipulated in the legislation. A
legally enforceable enabling legislation restriction is one that a party external to the
Municipality (such as citizens, public interest groups, or the judiciary) can compel the
Municipality to honor. The Municipality periodically reevaluates the legal enforceability of an

enabling legislation to determine if any of the resources raised by the enabling legislation are

used for a purpose not specified by the enabling legislation or if the Municipality has other
cause for consideration,

The classification of restricted net assets identifies resources that have been received or

earned by the Municipality with an explicit understanding between the Municipality and the
resource providers that the resources would be used for specific purposes. Grants,

contributions and donations are often given under those kinds of conditions. Bond

indentures also often limit the use of bond proceeds to specific purposes.

lnternally imposed designation of resources, including earmarking, are not reported as

restricted net assets. These designations consist of management's plans for the use of
resources, which are subject to change at the discretion of the Municipal Legislature.

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

a. ,nyested in capitat assets, net of retated debt: Consist of capital asset balances net of
accumulated depreciation and outstanding balances of any bonds, notes and other
borrowings that are attributable to the acquisition, construction, or improvement of those
assets. This category should not include cash that is restricted to capital assets

acquisition or construction (unspent bond proceeds) and any unamortized debt issue

costs.
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1. ORGANTZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

b. Restricted net assets: Represent net assets that are subject to restrictions beyond the

Municipal'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 (including

enabling legislation passed by the government itsel0.

c. lJnrestricted net assets: Represent 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 constraints are internal and management can remove

or modify them. Designations are not reported on the face statement of net assets.

L1_. Accounting fot Pension costs- on July 1,, 2OO7 , the Municipality adopted the provisions of
GASBS No. 50, Pension Discrosure, which amended GASBS No.27, Accounting for Pensions

by State and Locat Government Employers, by requiring disclosure of how the contractually
required contribution rate is determined by governments participating in multi-employer cost-

sharing pension plans.

The Municipality accounts for pension costs from the standpoint of a participant in a multi-

employer cost-sharing plan. Accordingly, pension costs recognized in the accompanying basic

financial statements are equal to the statutorily required contributaons, with a liability

recorded for any unpaid required contributions.

For the purpose of applying the requirements of GASBS No. 27, the state Government of
puerto Rico is considered to be the sponsor of the Employees' Retirement System of the

Government of Puerto Rico and its lnstrumentalities (ERS) and System 2O00, a multi-

employer cost-sharing define benefit pension plan and a hybrid defined contribution plan,

respectively, in which the employees of the Municipality participate. The Municipality is

considered a participant, and not a sponsor, of these retirement systems since the majority

of the participants in the aforementioned pension trust funds are employees of the

Government of Puerto Rico and the basic financial statements of such retirement systems

are part of the financial reporting entity of the Government of Puerto Rico'

L2.lntefiund and intraantity transactions- The Municipality has the following types of

transactions among funds:

a. operating Transfers- Legally required transfers that are reported when incurred as

'Operating transfer-in" by the recipient fund and as "Operating transfers-out" by the

disbursing fund.
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L2. lnterf und and intra-entry transactions{Continued)

b. lntra-Entity Transactions- Transfers between the funds of the primary government are

reported as interfund transfers with receivables and payables presented as amounts due

to and due from other funds.

13. Risk financing- The Municipality carries commercial insurance to cover casualty, theft, tort
claims and other losses. lnsurance policies are negotiated by the Puerto Rico Treasury

Department and costs are allocated among all the Municipalities of Puerto Rico. Cost of

insurance allocated to the Municipality and deducted from the gross property tax collections

by the Municipal Revenue Collection center ("cRlM") for the year ended June 30,2OL2
amounted to $231,713. The current insurance policies have not been cancelled or

terminated.

The Municipality carries insurance coverage for death and bodily injuries caused by the

automobile accidents. The insurance is obtained through the Automobile Accidents

Compensation Administration (AACA), a component unit of the Commonwealth of Puerto

Rico. This insurance is compulsory for all licensed vehicles used on public roads and

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

paid directly to AACA.

The Municipality obtains workers' compensation insurance through the State lnsurance

Fund Corporation (SIFC), a component unit of the Commonwealth of Puerto Rico. This

insurance covers workers against injuries, disability or death because of work or

employment-related accidents, or because of illness suffered as a consequence of their

employment. Cost of insurance allocated to the Municipality and deducted from the gross

property tax collections by the Municipal Revenue Collection Center (CRIM) for the year

ended June 3O, 2012 amounted to $236,286.

The Municipality obtains unemployment compensation, non-occupational disability' and

drivers' insurance coverage for its employees through various insurance programs

administered by the Commonwealth of Puerto Rico's Department of Labor and Human

Resources (DOL). These insurance programs cover workers against unemployment and

providesupplementaryinsurancecoveragefortemporarydisability,ordeathbecausework
or employment-related accidents or non-occupational disability and drivers' insurance

premiums are paid directly to DOL on a cost reimbursement basis'

Under Act No. 63 of )une 21., 2010, the Legislative Assembly of the Commonwealth of

Puerto Rico, authorized the municipalities to procure and manage at their own discretion all

insurance policies, including those related to health plans been provided to the municipal

employees. The Municipaliiy also obtains medical insurance coverage from one health

insurance company for its employees. Different health coverage and premium options are

negotiated each year by the Municipality. Premiums are paid on a monthly basis directly to

the insurance comPanY.
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14. Use of Estimates - The preparation of financial statements in conformity with USGMP

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

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

the financial statements, and the reported amounts of revenues and expenses during the

reported period. Actual amounts could differ from those estimates.

2. CASH AND CASH EQUIVALENTS

The Municipality maintains its deposits in various commercial banks located in Puerto Rico and

Government Development Bank for Puerto Rico (GDB). Proceeds from bonds and funds related to
certain grant awards are required by law to be held with GDB.

The Municipality adopted the provisions of GASB Statement No. 4O (GASB No. 40), Deposit and

lnvestment Risk Disclosure, an Amendment to GASB Statement No. 3. This statement requires that
state and local governments disclose essential risk information about deposits and investments.

The disclosure requirements cover four main areas: (1) credit risk, (2) interest rate risk, (3) custodial

credit risk, (4) foreign exchange exposure'

Credit risk - This is the risk that an issuer or other counterparty to an investment will not fulfill its
obligations. ln compliance with the laws and regulations of the Commonwealth, the Municipality has

adopteO, as it's custodial and credit risk policy, the Statement of lnvestment Guidelines for the

Government of the Commonwealth of Puerto Rico. Accordingly the Municipality invests only in

obligations of the Commonwealth, obligations of the United States of America, certificates of

deposits, commercial paper, bankers' acceptances, or in pools of obligations of the municipalities of
puerto Rico, which are managed by GDB. According to the aforementioned investment guidelines,

the Municipality does not invest in marketable securities or any types of investments for which credit

risk exposure may be significant. Therefore, the Municipality's management has concluded that the

risk related to any possible loss related to defaults by commercial banks on the Municipality's

deposits is considered low at June 30, 2OL2.

lnterest rate risk - This is the risk that changes in interest rates of debt investments will adversely

affect the fair value of an investment. The Municipality manages its exposure to declines in fair

values by: (1) not including debt investments in its investment portfolio at June 30, 2072, (2)

limiting the weighted average maturity of its investments to three months or less, and (3) keeping

most of its bank deposits in interests bearing accounts generating interests at prevailing market

rates. At June 3O, 2072, the Municipality's investments in certificates of deposits are recorded at

cost, which approximates their fair value. Therefore, the Municipality's management has concluded

that at June 30, 2OL2, the interest rate risk associated with the Municipality's cash and cash

equivalents is considered low.
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Custodial credit risk - ln the case of deposits, this is the risk that in the event of a bank failure, the

Municipality's deposits may not be recovered. Pursuant to the Statement of lnvestment Gude,ines

for the Goiernment of the Commonwealth of Puerto Rico the balances deposited in commercial

banks by the Municipality are insured by the Federal Deposit lnsurance Corporation (FDIC) generally

up to a maximum of $250,000 per depositor.

ln addition, public funds deposited in commercial banks by the Municipality are fully securities

pledged as collateral are held, in the Municipality's name, by the agents of the Commonwealth's

b".r"t"ry of Treasury. Deposits with GDB are uninsured and uncollateralized. However, no losses

related t-o defaults by GDB on deposit transactions have been incurred by the Municipality through

June 30, 2OI2. Iheiefore, the Municipality's management has concluded that atJune 30,2OL2lhe
custodial credit risk associated with the Municipality's cash and cash equivalents is considered low.

Foreign exchange risk - The risk that changes in exchange rates will adversely affect the value of an

invesiment or ideposit. According to the aforementioned investment guidelines, the Municipality is

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

exchange risk exposure may be significant. Accordingly, management has concluded that the foreign

exchange risk related to the Municipality's deposits is considered low at June 3O, 2012.

Under Commonwealth of Puerto Rico statutes public funds deposited in commercial banks must be

fully collateralized for the amount deposited in excess of federal depository insurance. All securities

pledged as collateral are held by the Secretary of the Treasury of Puerto Rico. ln addition' the

Muni-cipality maintains deposits with the Government Development Bank for Puerto Rico (GDB).

Deposits - The Municipality's bank balances in commercial banks of $438,351 in the special

revenue fund - other federal granG, and $1,759,740 in the capital projects fund - state and local

grants were fully collateralized at June 30, 2072. ln the other governmental funds there were

deposits with commercial banks of $404,555 that were fully collateralized'

The deposits at GDB of $11,802 in the general fund, the $5,503,378 in the capital projects fund -
state and tocal grants, the $5,463,585 ihat is restricted for debt service fund, and the $866 in the

other governmeital funds, are unsecured and uncollateralized, as no collateral is required to be

carried by governmental banks.
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3. RECEIVABLES

A. Property rax- Propeny tax receivable in the general fund represents the balance owed from

the Municipal Revenue Collection center (cRlM) at June 30, 2072, as described in Note 9.

Also, part of this property tax receivable represents the amount due from the cRlM related to

delinquent debts. Following is a detail of the property tax receivables:

Property tax receivables in the debt service fund represent the amounts due from the cRlM

relatedio current year advances and delinquent debts. Following is a detail of the property

tax receivables:

Governmental Entitv

Municipal Revenue Collection Center (CRIM)

Total

Governmental Entity

l\4unicipal Revenue Collection Center (CRIM)

Total

Amount

$ 110.s05

$_1105!5

Amount

$ 88.027

$____88027

B. Municipat sares and use tax- on July29,2OO7,an amended toAct No. LL7 of )uly 4,2006,
known as the "Tax Fairness Act of 2006", was enacted with the purpose of establishing a

mandatory sales and use tax of 1.5% atthe Municipal Level. The Municipalities of Puerto Rico

are responsible to collect 1% of the corresponding tax with the same exemptions and

limitations that the portion collected by the Treasury Department. The Act provides an optional

sunax on the un-process food. This surtax must be approved by the Municipal Legislature.

The Treasury Department ls responsible to create the Municipal Development Fund (.2%), the

Municipal iedemption Fund (.2./"\ and the Municipal lmprovements Fund (.1%) with the

remaining 0.5%.

Municipal sales and use tax receivable of $ 182,059 in capital projects fund - state & local

grants represents filed municipal sales and use tax returns that were uncollected as of June

30,2072, net of allowance for uncollectible accounts'
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C. lntergovernmental Receivables- lntergovernmental receivables in special revenue fund - other
federal grants represent expenditures incurred not yet reimbursed by other governmental
entities. Following is a detail of the intergovernmental receivable:

Amount
Pro€ram Description

Community Development Block Grant - Entitlement Grant
Community Development Block Grant - State's Program
Child Care and Development Block Grant
Community Services Block Grant
Even Stan - State Educational Agencies
Special Program for Aging - Title lll, Part B

Special Program for Aging - Title lll, Part B-ARRA

Community Oriented Policing Services
Homelessness Prevention and Rapid Re-Housing-ARRA

Ener$/ Efficiency Conservation Grant-ARRA
Others

Total

$ 111,288
30,M5

L70,!77
57,068

206,130
L2,294
15,393
25,6L2

8,116
6,851
5.025

$ 648403

lntergovernmental receivables in the capital
yet reimbursed by the local government.
receivables:

Governmental Entitv

Commonwealth of Puerto Rico - Department of Transportation and
Public Works

Total

lntergovernmental receivables in the other governmental

incurred not yet reimbursed by the local government.
intergovernmental receivables:

Governmental Entity

Automobile Accident Compensation Administration
Commonwealth of Puerto Rico - Department of Labor and Human
Resources

Total

projects fund represent expenditures incurred not
Following is a detail of the intergovernmental

Amount

$ 1.734

L l.J3l

funds represent expenditures
Following is a detail of the

Amount

$ 450

140.936

$ 141-:t&6
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4. INTERFUND TRANSACTIONS

lnterfund receivables and payables at June 30, 2072, and interfund transfers during the fiscal year
ended at June 30, 2OL2, are summarized as follows:

a. Due from/to other fund and advances fromlto other fund:

Receivable Fund Pavable Fund Purpose Amount

Payroll and related accruals paid and
not reimbursed, and other

General Fund Other Governmental Funds reimbursable expenditures $ 274,240

General Fund Special Revenue Fund - Payroll and related accruals paid and
Other Federal Grants not reimbursed 7 40,734

Capital Projects Fund - State
General Fund and Local GranG Reimbursable expenditures 2O,OOO

Payroll and related accruals paid and
Capital Projects Fund - not reimbursed, and other
State and LocalGrants General Fund reimbursable expenditures 992.774

$2.o21-74a

- b. Transfer inlout to other fund

Transfer out Transter in Purpose Amount

Special Revenue Fund -
Other Federal Grants General Fund Reimbursement of expenditures $ 418

other covernmentar Funds T;:'t:gi3::5ilt 
- t"" 

Transfer of runds ror speciat funds outays 13,108

General Fund Other Governmental Funds Transfer offunds for special funds outlays 45,274

General Fund Debt Service Fund Debt retirement 72,A9O

Special Revenue Fund - Other
General Fund Federalcrants Transfer offunds for specialfunds outlays 46

CapitalProjects Fund - State
and Local Grants General Fund Reimbursement of expenditures L9,464

Other Governmental Funds General Fund Reimbursement of expenditures 196,048

Capitat Poects Fund - State
and Local Grants Other Governmental Funds Transfer offunds for special funds outlays 799,450

Capatal Projects Fund - State
Debt Service Fund and Loca I Grants Transfer of funds for capitat ouflays 450.000

$_L596-638
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5. CAPITAL ASSETS

Capital assets; those with an estimated useful life of one year or more from the time of acquisition
by the Municipality and a cost of $25 or more, are primarily funded through the issuance of long-
term bonds and loans. A summary of capital assets and changes occurring in 2OL2, including those
changes pursuant to the implementation of GASB Statement No. 34, follows. Land and construction
in progress are not subject to depreciation:

Balance
luly L.2OL1-

$ 16,573,384
73.722.O52

30.295.436

23,248,23L
74,694,547
14,t37,494
3,LOs,924

730,942
4,625

150,465
5.988.757

61.461.025

(7 ,97 4,469)
(6,973,868)
l'6,495,377)
(2,561,002)

(73,2Lt)
Q,11a)

(726,545)
(5.5L7 .2L91

(29.723.749\

3t.737.276

$s2932J_12

Additions

$ 213,684
6.614.689

6.a28.373

Lta,575
664,085
255,573

51,568
14,2A4

37,745
84.003

1.219.833

(644,156)
(50s,434)
@44,227)
(142,530)

(17,988)
(463)

(27 ,L4t\
1194.747\

(2.O20.720\

(800.887)

$__6027-4a6

$-
14t.973\
(L47.973\

(L6,327\

(29.995)

(46.3221

13,353

29.995

43.348

Q97 4\

$_J144941)

$ 16,787,068
20.t94.764
36.981.836

23,366,806
75,358,672
14,393,067
3,74L,765

145,226
4,625

1.82,21O
6.O42.765

62.634.536

(8,618,625)
(7 ,479,302\
(6,979,538)
(2,690,L79)

(91,199)
(2,581)

(153,686)
(5.686.O11)

(3t.7 0L.L2Ll

30.933.415

$ 67-91525I

Balance
Retirements )une30.2072Governmental Activities:

Capital asset, not beinE depreciated:

Land
Construction in progress

Total capital assets not being depreciated

Capital assets, being depreciated:

Buildings and building improvements
lnfrastructure
lnfrastructure improvements
Equipment
Furnishing
Works of art
Computers
Vehicles

Total capital assets being depreciated

Less accumulated depreciation for:

Buildings and building improvements
lnfrastructure
lnfrastructure improvements
Equipment
Furnishing
Works of art
Computers
Vehicles

Total accumulated depreciation

Total capital assets being depreciated,
net

Governmental activities capital assets,
net
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s. CAPTTAL ASSEIS (CONTTNUED)

Depreciation expense was charged to functions/programs of the Municipality as follows:

Governmental activities:

General government
Public safety
Public works
Health and welfare
Culture and recreation
Economic development
Education
Community development

Total depreciation expense.governmental activities

6. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Genelal
Descrlptlon Fund

Accounts payable $ 772,234

Accruedliabilities 627.620

Total $ L399.8!1

Special
Revenue Fund Capital ProJecls
- Othel Federal Fund - State &

Grants Localcrants

$ ].62,72r $ 346,258 $

Amount

t4a,o37
L34324
986,452
67,038

531,505
L,948

550
146.866

$__2e20J20

Other
Governmental

Fund Total

$ 225,502 $1,506,115

627.620

Accounts payable and accrued liabilities at June 30,2OL2 are summarized as follows:

Debt
Seflice

Fund

$ 162.12.L $ 3!16258 $____225502 $2.133.735

7. DUE TO OTHER GOVERNMENTAL ENTITIES

The amounts due to other governmental entities in the general fund include the following:

Governmental EntitY

Puerto Rico Telephone Company
Puerto Rico Aqueduct and Sewer Company
Puerto Rico Electric Power Authority
State lnsurance Fund Corporation
General Services Administration
Department of Labor and Human Resources

Total

The amounts due to other governmental entities in the capital projects fund
include the following:

Governmental Entity

Commonwealth of Puerto Rico - Treasury Department

Total

Amount

$ 125,164
113,561

634
1,

2,O42
34.47 4

$__279.&rc

- state & local grants

Amount

$ 238.189

$ 23&189
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7. DUE TO OTHER GOVERNMENTAL ENTITIES (CONTINUED)

The Municipality reached agreements with other governmental entities for the payment of debts on
a long-term basis. These liabilities are presented in the Statement of Net Assets as non- current
liabilities.

8. DEFERRED REVENUES

A. Municipal License Tax- The deferred revenues of $ 1,646,401 in the general fund relates to
municipal license tax collected in fiscal year 2O7t-72 that will be earned in fiscal year 2072-73.

B. Federal Grants. The deferred revenues presented in the other governmental funds represents
the portion of federal grants received for which qualifying expenditures have not been incurred.
Deferred revenues from the federal government are as follows:

ProEram Descriotion

Wildlife Restoration
Housing opportunities for Persons with AIDS
Disaster Grants-Public Assistance
Others

Total

9. PROPERTYTAXES

Amount

$ 5,161
43,453

L31,,449
4.466

$l&Ltgsl

The personal property tax is self assessed by the taxpayer on a return which is to be filed by May 15
of each year with the Municipal Revenue Collection Center (CRIM), a governmental entity created by
the government of Puerto Rico as pan of the Municipal Governmental Autonomous Law of August
1991. Real property tax is assessed by the CRIM on each piece of real estate and on each building.

The assessment is made as of January 1 of each year and is based on current values for personal
property and on estimated values as of 1957 for real property tax. The tax on personal property
must be paid in full together with the return by May 15. The tax on real property may be paid in two
installments by July l and January 1. The CRIM is responsible for the billing and collections of real
and personal property taxes on behalf of all the municipalities of Puerto Rico. Prior to the beginning
of each fiscal year, the CRIM informs the Municipality of the estimated amount of property tax
expected to be collect forthe ensuing fiscal year. Throughout the year, the CRIM advances funds to
the Municipality based on the initial estimated collections.

40



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RiO GRANDE

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2012

9. PROPERTY TAXES (CONTINUED)

The CRIM is required by law to prepare a settlement statement on a fiscal year basis, whereby a
comparison is made between the amounts advanced to the Municipality and amounts actually
collected from taxpayers. This settlement has to be completed on a preliminary basis not later than
three months after fiscal year-end, and a final settlement made not later than six months after year-
end. lf the CRIM remits to the Municipality property tax advances, which are less than the tax
actually collected, a receivable from the CRIM is recorded at June 30. However, if advances exceed
the amount actually collected by the CRIM, a payable to the CRIM is recorded at June 30. The CRIM
issued the final liquidation noting that advances exceeded collections by $693,674. This balance
will be retained by the CRIM during fiscal year 2O73-2O74.These amounts are presented in the
government wide financial statements.

On January 26, 2O0O, Public Law No.42 was enacted which authorized the CRIM to obtain a loan up
to $200,000,000, and for a term not to exceeding 10 years, to allow for the financing of the debt
that the Municipalities of Puerto Rico have with the CRIM arising from final settlements of property
tax advances versus actual collections through fiscal year ended June 30, 2OOO. The amounts that
the Municipalities will collect from additional property taxes resulting from increases in the subsidy
from the Commonwealth of Puerto Rico to the Municipalities are assigned through this law to repay
such loan. The increase in this subsidy was the result of the Public Law No. 238, enacted on August
15, 1999. On October t7,2OO7, Public Law No. 146 was enacted to amend Public Law No. 42, to
extend the loan amortization period up to 30 years.

Also, on October 11, 2002, Public Law No. L72 was enacted, to provide as an option for the
Municipalities to include the debt that the Municipalities of Puerto Rico have with the CRIM arising
from final settlements of property tax advances versus actual collections for the fiscal year ended
June 30, 2001 with the loan authorized through Public Law No.42 enacted on January 26, 2000.

On June 26 7997, Public Law No. 21 was enacted authorizing the CRIM, among other things, to sell
the property tax receivables related to taxpayers who owed property taxes from 1974 to 1996. Such
property tax receivables were purchased by the Public Financing Corporation, a subsidiary of the
Government Development Bank of Puerto Rico (GDB) using the proceeds of a bond issuance
executed for such purposes. Said Law imposed the CRIM the obligation to replace uncollectible
property tax receivables with any valid property tax receivable o equivalent in money. Subsequent to
the approval ofthe Law and to the sale transaction, it was detected that a substantial percentage of
the receivables sold were uncollectible.
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9. PROPERW TAXES (CONTTNUED)

ln order to protect the economic damage to the financial structure of municipalities caused by the
substitution of uncollectible tax receivables with sound collectible receivables, on October 77,2OO1,,
Public Law No. 146 was approved and enacted. Through this Law, the CRIM was authorized to
obtain a loan from any qualified financial institution and pay in advance the outstanding balance of
the bonds issued and any related cost incurred for the purchase by the Public Financing Corporation
(a GDB subsidiary) of the tax receivables.

The loan is being paid by the municipalities through a 30 year long term financing negotiated by the
CRIM with GDB on behalf of such municipalities as authorized by the indicated Law. As of June 30
2OL2,lhe related unpaid property tax advances presented in the Statement of Net Assets amounted
to $ 813,113.

Residential real property occupied by its owner is exempt by law from the payment of property taxes
on the first $ 15,0OO of the assessed value. For such exempted amounts, the Puerto Rico Treasury
Department assumes payment of the basic tax to the Municipalities, except for property assessed at
less than $ 3,500 for which no payment is made. As part of the Municipal Autonomous Law of
1991, the exempt amount to be paid by the Puerto Rico Treasury depanment to the Municipalities
was frozen as of January L, L992. ln addition, the law grants a tax exemption from the payment of
personal property taxes of up to $ 5O,OO0 of the assessed value to retailers having annual net sales
of less than $150,000.

The annual tax rate is 8.83% for real property and 6.83% for personal property of which L.03o/o of
both tax rates are for the redemption of public debt issued by the Commonwealth of Puerto Rico.
The remaining percentage is distributed as follows: (a) 5.8% and 3.8%, respectively, represents the
Municipality's basic property tax rate which is appropriated for basics and accounted for in the
general fund. A portion of such amount is deposited in an equalization fund together with a
percentage of the net revenues of the Puerto Rico electronic lottery and a subsidy from the
Commonwealth of Puerto Rico. From such fund, a distribution is made to all municipalities; (b) 2.0%
represents the ad valorem tax restricted for debt service and accounted for in the debt service fund.
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l.O.MUNICIPAL LICENSE TAX

- The Municipality imposes a municipal license tax on all businesses that operate within the
Municipality, which are not totally or partially exempt from the tax pursuant to the lndustrial
lncentives Acts of the Commonwealth of Puerto Rico. This is a self-assessed tax based on the
business volume in gross sales as shown in the tax return that is due on April 15 of each year.
Entities with sales volume of $1,000,000 or more must include audited financial statements

- together with the tax return. During the fiscal year ended June 30, 2072, the tax rates were as
follows:

1. Financial business- 1.507o of gross revenues

2. Other organizations- 0.50% of gross revenues

This tax is due in two equal installments on July l and January 1of each fiscal year. A discount of
5% is allowed when full payment is made on or before April 15.

Municipal license taxes collected prior to June 30 but pertaining to the next fiscal year is recorded

- as deferred revenues.

11. LONG-TERM LIABILITIES

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

Description

Bonds payable
Notes payable
Property Tax-Treasury
Department

Begnning Borrowings Payments or Ending Due Withln
Balance or Additions Deductions Balance One Year

$ 23,068,000 $3,550,000 $ (1,039,000) $ 25,579,000 $ 1,206,000
7,075,OOO (630.000) 6,445,000 675,000

853,768 693,674 (40,655) 4,506,747 40,655
Compensated absences 2,535,232 174,280 (256,446). 2,453,096 2O0,O00
Claims and judgments
Waste disposal contract
debt

62,500 25,000 (62,500) 25,000 25,000

- 2,240,252 2,240,252 2,240,252
Lll\,ls - repayment plan 48.159 (48.159)

3-e -659 $6J23206 $12!76J30 $3828qt35 $4A26101
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11. LONG-TERM LTABTLTTTES (CONTTNUED)

1. Legal debt margin- The Municipality is subject to a legal debt margin requirement, which is
equal to 10% of the total assessment of property located within the Municipality plus balance of
the ad valorem taxes in the debt service fund, for bonds payable to be repaid with the proceeds
of property taxes restricted for debt service. ln addition, before any new bonds are issued, the
revenues of the debt service fund should be sufficient to cover the projected debt service
requirement. Long-term debt, except for the bonds payable, is paid with unrestricted funds.

2. Bonds payable The Municipality issues general and special obligation bonds to provide funds
for the acquisition and construction of major capital facilities. Bonds payable outstanding at
June 30, 2012 are as follows:

Description
Balance at

June 30, 2012

1995 Public improvement bond for infrastructure's construction with an original
amount of $1,187,O0O due in annual installmenG of $61,000 to $91,000, through
January 1, 2019, with interest of 4.5%

1996 Public improvement bond for infrastructure's construction with an original
amount of $1,045,000 due in annual installments of $45,OOO to $9O,OOO through
January 1,, 2O2O, with interest ranging from 4-7oo/o lo 6.630/0

1996 Public improvement bond for infrastructure's construction with an original
amount of $1,715,000 due in installments of $75,000 to $150,000, through July 1,
2020, with interest ranging from 4.7o'/.lo 6.63'/.

1998 Public improvement bond for infrastructure's construction with an original
amount of $355,000 due in installments of $35,O0O to $4O,0O0, through July 1,
2072, with interest ranging from 4-87'/. to 6-7 L'/.

2002 General obligation bond for payment of operational debts with an original amount
of $5,105,000 due in installments of $14O,0O0 to $445,000, through July 1, 2026,
with interest ranging'ftom 5o/o lo 8o/o

2OO2 Public improvement bond for infrastructure's construction with an original
amount of $1,4O0,O0O due in installments of $1O5,O0O to $155,000, through July 1,
2016, with interest rangingfrom 2-7oo/o 10 8-OOo/o

2OO3 General obligation bond for infrastructure's construction with an original amount
of $4,746,000 due in installments of $133,O0O to $366,000, through July L,2027,
with interest rangin gf rom 5-OOo/o lo 7 .25%

2003 General obligation bond for infrastructure's construction and or the acquisition of
a capital asset with an original amount of $1,175,000 due in installments of $35,O0O
to $95,OOO, through July 1, 2027, with interest ranging from 5.OO% to 6.50%

2OO8 General obligation bond for infrastructure's construction and or the acquisition of
a capital asset with an original amount of $985,000 due in installments of $45,O0O to
$1O5,OOO, through July 1,2023, wilh interest ranging from 3.93% to 7.5O%

$ 538,000

610,O00

1,O10,000

40,o00

4,095,000

655,O00

3,801,000

905,OOO

820,OOO
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Description
Balance at

lune 3O,2Ot2

2009 General obligation bond for land acquisition with an original amount of $7OO,OOO
due in installments of $1O,O0O to $60,000, through July 1, 2033, with interest ranging
frcm 4.75o/oto 7 .5oo/o

2010 General obligation bond for infrastructure's construction and or the acquisition of
a capital asset with an original amount of $6,995,000 due in installments of $17O,0OO
to $640,000, through July 1, 2030, with interest ranging frcm 4.75o/olo 7 .5O%

2oll Special obligation bond for operational debts payment with an original amount of
$87O,OOO due in installments of $10,000 to $75,OOO, through July 1,2035, with
interest ranging from 6.50% to 7.50%

2011 General obligation bond for waste disposal debt payment with an original amount
of $1,525,000 due in installments of $175,0OO to $270,000, through July 1, 2017,
with interest ranging from 6.00% to 7.50%

675,000

6,670,O00

860,000

1,350,000

2O!2 Genetal obligation bond for capital improvement debt payment with an original
amount of $3,550,000 due in installments of $9O,0O0 to $335,000, through July 1, 3,550,000
2030, with interest ranging from 6.00% to 7.50%

Total $ 25,579,000

These bonds, except the 2OO3 Series $1,175,0OO bond, are payable from the special ad
valorem property tax of 2.Oo/o which is restricted for debt service and retained by the
Government Development Bank for Puerto Rico for such purposes. The 2003 Series
$1,175,000 bond is payable with General Fund resources. The Series 2O11, amounting
87O,O0O is payable with the revenues generated from the collection of lhe .2o/o of the municipal
sales and use taxes Redemption Fund.

Annual debt service requirements to maturity for bonds payable are as follows:

Year Ending
June 30. Ptincioal lnterest

2073$1,206,000$L,096,772
2074 1,259,O0O 1,,712,OO2
2015 1,353,000 1,631,260
2016 1,448,000 1,535,086
2077 1,569,000 L,43r,443
2078-2022 6,975,000 5,6!1,,494
2023-2027 7,583,OOO 3,041,963
2024-2032 3,801,000 644,957
2033-2037 385.000 51.188

Total $ 25579.000 $-16-756J65
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11. LONG-TERM L|ABtL|TIES (CONTTNUED)

3. Notes Payable The proceeds of the issuance of notes payable were used principally to pay
debt incurred in prior years and to cover the expenditures of a special event. The notes are
payable as follows:

Maturity Original Range of Balance at
Tvoe ot notes Date Amount lnterest rates )une 3O.2OL2

2o06series 7 /L/2Ot2 $ 1,555,000 L.55voto7.25o/o $ 270,0OO
2009-Series 7 /l/2O24 4,57O,OOO 5.OO% to 7.5O% 4,23O,OOO
201oseri6 7/A2O|O 32O,0O0 6.00% to 7.5O% 245,OOO
2011series 7/y2OL7 1,920,OO0 6.00% to 7.5O% 1.7oo.0o0

Total notes payable $__6lt45lpo

The Series 2006 note is payable from the special ad valorem property tax of 2.O% which is
restricted for debt service and retained by the Government Development Bank for Puerto Rico
for such purposes. The Series 2009, amounting 4,57O,OOO, is payable with the revenues
generated from the collection of lhe .2o/o of the municipal sales and use taxes Redemption
Fund.

Annual debt service requirements to maturity for notes payable are as follows:

Year Ending
June 30. Principal lnterest

2c73$675,000$317,984
20L4 440,000 365,020
2015 470,000 342,125
20L6 505,000 345,563
2077 550,000 306,000
20ta-2022 1,430,000 !,L20,125
2023-2027 1,565,000 614,063
202a-2032 810.000 61.875

Total $ 6i45-000 $3512J55

4. Compensated absences- The government-wide statement of net assets includes
$L,L64,429 of accrued sick leave benefits, and approximately $1,288,667 of accrued
vacation benefits, representing the Municipalaty's commitment to fund such costs from
future operations.

5. Property Taxes Debts- These amounts represents the balance owed to the Treasury
Department and to the Municipal Revenue Collection Center ("CR|M") at June 3O, 2072 as
described in Note 9.
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6. Waste disposal contractor debt-This amount represents the balance owed to the waste
disposal services contractor as of June 30, 2OL2. The owed balance will be paid from
proceeds from debt issuance.

7. Claims and Judgments - represent the final settlement of legal cases paid subsequent to
June 30, 2072.The awarded amount will be paid with unrestricted funds.

fi!. PENSION PI.AN

The Employee's Retirement System of the Commonwealth and its lnstrumentalities (the Retirement
System) is a cost-sharing multiple defined benefit pension plan sponsored by, and reported as a
component unit of the Commonwealth of Puerto Rico. All regular employees of the Municipality
under 55 years of age at the date of employment become members of the Retirement System as a
condition to their employment.

The Retirement System provides retirement, death and disability benefits pursuant to legislation
enacted by the Commonwealth's legislature. Disability retirement benefits are available to members
for occupational and non-occupational disabilities. Retirement benefits depend upon age at
retirement and the number of years of creditable service. Benefits vest after ten years of plan
participation.

Members who have attained 55 years of age and have completed at least 25 years of credatable
service or members who have attained 58 years of age and have completed ten years of creditable
service are entitled to an annual benefit payable monthly for life.

The amount of the annuity shall be one and one-half percent of the average compensation, as
defined, multiplied by the number of years of creditable service up to twenty years, plus two percent
of the average compensation, as defined, multiplied by the number of years of creditable service in
excess of 2O years. ln no case will the annuity be less than $2O0 per month.

Participants who have completed at least 30 years of creditable service are entitled to receive the
Merit Annuity. Participants who have not attained 55 years of age will receive 65 percent of the
average compensation, as defined; otherwise they will receive 75 percent of the average
compensation, as defined. No benefits are payable if the participant receives a refund of his/her
accumulated contributions.

Commonwealth legislation requires employees to contribute 5.775% fot the first $550 of their
monthly gross salary and 8.275% for the excess over $ 55O of monthly gross salary. The
Municipality is required by the same statute to contribute 9.27 5'/o of the participant's gross salary.
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On September 24, 1999, the Act. No. 447 (of May 15, 1951) which created the Retirement System
was enacted wlth the purpose of establishing a new pension program (System 2000). Employee's
participation in the current system as of December 31, 1999, may elect to stay in the defined
benefit plan or transfer to the new program. Persons joining the Municipality on or after January 1,
2000, will only be allowed to become members of System 2O0O. System 2000 will reduce the
retirement age from 65 years to 60 for those employees who joined the current plan on or after April
1, 1990.

System 2OOO is a hybrid defined contribution plan, also known as a cash balance plan. Under this
new plan, there will be a pool of pension assets, which will be invested by ERS together with those of
the current defined benefit plan. The Commonwealth of Puerto Rico will not guarantee benefits at
retirement age. The annuity will be based on a formula which assumes that each year the
employee's contribution (with a minimum of 8.275% to the employee's salary up to a maximum of
10%) will be invested in an account which will either: (1) earn a fixed rate based on the two-year
Constant Maturity Treasury Note or, (2) earn a rate equal lo 7 5o/o of the return of the ERS'S
investment portfolio (net of management fees), or (3) earn a combination of both alternatives.
Participants will receive periodic account statements similar to those of defined contribution plans
showing their accrued balances. Disability pensions will not be granted under System 2000. The
employer's contribution (9.275% of the employee's salary) will be used to fund the current plan.

lf at the time of retirement accumulated benefits amount to $1O,OOO or less may elect to receive a
lump sum distribution up to the accumulated benefits. Under the new program the retirement age is
reduced from 65 to 60 for those employees who joined the current plan on or after April 1, 1990.

Fundin(, Policy

The authority under which the funding policy and the obligations to contribute to the ERS and
System 2000 by the plans' members, employers and other contributing entities (state and municipal
contributions), are established or may be amended by law.

Contribution requirements are established by law and are as follows:

Municipality
Employees:

9.275% of gross salary

Hired on or before March 31, 1990 5.775% of gross salary up to $6,600
8.275% of gross salary over $6,600

Hired on or before April 1, 1990 8.27570 of gross salary

48



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RIO GRANDE

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30,2012

L:2. PENSTON Pt-AN (CONTTNUED)

Annual Conffibufion

The Municipality contributions during those years are recognized as total pension
expenditures/expenses in the category of administration as follows:

Fiscal vea.

20L2

20LL

2010

Law No. 447

$ 288,484

$ 298,615

$ 268,787

Svstem 2OOO

$ 389,496

$ 404,244

$ 350,276

These amounts represented the 100% of the required contribution for the corresponding year.
Additionally, changes made in the types and amounts of benefits offered by special laws and cost of
living adjustments, led to a one-tine recommended contribution to fund the retroactive adjustment
related to the changes.

Additional information on the Retirement System is provided in its financial statements for the year
ended June 30,2OL2, a copy of which can be obtained from the Retirement System, Minillas
Station, PO Box 42OO4, San Juan, PR 0O94O.

13.FUND BALANCE (DEFICIT)

As of June 30 2Ot2,fund balance (deficit) is comprised of thefollowing:

Speclal
Revenue Capital

Fund+ederal Prorec{s fund- Debt
G6nts state & Local se ice

()the,
Governmental

FundsFund Balance (Deficit)

l{onsp€ndable:
lnterfund loans receivable $ 309,347

R6tricted for:
General Elovernment !7,&2
Health and welfare
Capital projects
Public works
Debt seNice

UnasslgrEr, (4,469,001)

TotalFundBalance(Deficit) $14-L47392)

-$

695,511

6,975,430
764,297

5,551,612

(37,911)

s____47.005

$ 309,347

707,373
44,976

6.975,2130
\64,297

5,551- 672

(4,506,912)

s_1286.063q- $ia35238 $ 5t5L812
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RIO GRANDE

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2012

14.RISK MANAGEMENT

The Property Division of the Municipality is responsible of assuring that the Municipality's property is
properly insured. Annually, the Property Division compiles the information of all property owned and
its respective market value. After evaluating this information, the Property Division submits the data
regarding the Municipality's properties to the Area of Public lnsurance at the Treasury Department of
the Commonwealth of Puerto Rico who is responsible for purchasing all property and casualty
insurance policies of all municipalities. Settled claims have not exceeded commercial coverage in
any of the past three fiscal years.

15. COMMITMENTS AND CONTINGENCIES

a. Federal Grants:

The Municipality participates in a number of federal financial assistance programs funded by the
Federal Government. Although the Municipality's grant programs have been audited in accordance
with the provisions of the Single Audit Act of 1996, through June 30,2OL2, these programs are still
subject to financial and compliance audits by the granting agencies and the resolution of previously

identified questioned costs. The amount, if any, of expenditures which may be disallowed by such
audits cannot be determined at this time, although the Municipality management expects such
amounts, if any, not to be material.

b. Claims and lawsuits:

The Municipality is a defendant in a number of lawsuits arising principally from claims against the
Municipality for alleged improper actions, and other legal matters that arise in the ordinary course of
the Municipality's activities.

With respect to pending and threatened litigation, the Municipality has reported liabilities of
approximately $25,000 for awarded or anticipated unfavorable judgments in the Government-Wide
financial statements. This amount was included in the financial statements and represents the
amount estimated as a probable liability or a liability with a fixed or expected due date, which will

require future available financial resources for its payment.

It is management's opinion, based on the advice of the legal counsel, that the potential claims
against the Municipality not covered by insurance will not materially affect the financial resources

for its payment.

c. Other commitments:

At June 30, 2072, the general fund had commitments of approximately $221,000 for executory
purchase orders or contracts that will be honored during the subsequent year.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RIO GRANDE

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2012

16. FUTURE ADOPTION OF ACCOUNTING PRONOUNCEMENTS

The GASB has issued the following statements that have effective dates after June 30,2OL2:

GASB Statement No. 60, Accounting and Financial Reporting for Service Concession
Arrangements (GASB 60). The objective of this Statement is to improve financial
reporting by addressing issues related to service concession arrangements (SCAS),

which are a type of public-private or public-public partnership. This Statement is

effective for periods beginning after December L5, 207L.

GASB Statement No. 61, The Financial Reporting Entity: Omnibus - an amendment of
GASB Statements No. 74 and No. 34 (GASB No. 61). The objective of this Statement
is to improve financial reporting for a governmental financial reporting entity. The

requirements of Statement No. 14, Ihe Financial Reportin€ Entity, and the related
financial reporting requirement of Statement No. 34, Basic Financial Statements -
and Management's Discussion and Analysis - for State and Local Governments, were
amended to better meet user need and to address reporting entity issues that have

arisen since the issuance of those Statements. This Statement is Effective for periods

beginning after June !5,2012.

GASB Statement No. 62, Codification of Accounting and Financial Repofting Guidance

Contained in Pre-November 30, 7989 FASB and AICPA pronouncements. The

objective of this Statement is to incorporate into the GASB's authoritative literature
certain accounting and financial reporting guidance that is included in the following
pronouncements issued on or before November 30, 1989, which does not conflict
with or contradict GASB pronouncements: 1) Financial Accounting Standard Board

(FASB) Statements and interpretations, 2) Accounting Principles Boards Opinions,3)
Accounting Research Bulletins of the American lnstitute of certified Public

Accountants'(AlcPA) Committee on Accounting Procedures. This statement is effective

for periods beginning after December L5,20L1.

GASB Statement No. 63, Financial Reporting Deferred Outflows of Resources,

Deferred lnflows of Resources and Net Position. The objective of this statement is to
provide financial reporting guidance for deferred outflows of resources and deferred

inflows of resources. concepts statement No. 4, Elements of Financial statements,
introduced and defined elements as a consumption of net assets by the government

that is applicable to a future reporting period, and an acquisition of net assets by the
government that is applicable to a future reporting period, respectively. The provisions

of this statement are effective for financial statements for periods beginning after
December 75,2077. Earlier application is encouraged.

d.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RiO GRANDE

NOTES TO BASIC FTNANCIAL STATEMENTS (CONTTNUED)

YEAR ENDED JUNE 30, 2012

16. FUTURE ADOPTION OF ACCOUNTING PRONOUNCEMENTS (CONTINUED)

GASB Statement No. 65, ltems Previously Reported as Assets and Liabilities. The
objective of this Statement is to establishes accounting and financial reporting
standards that reclassify, as deferred outflows of resources or deferred inflows of
resources, certain items that were previously reported as assets and liabilities and
recognizes, as outflows of resources or inflows of resources, certain items that were
previously reported as assets and liabilities. This Statement also provides other
financial reporting guidance related to impact of the financial statement elements
deferred outflows of resources and deferred inflows of resources, such as changes in
the determinations of the major fund calculations and limiting the use of the term
deferred in financial statement presentations. The provisions of this Statement are
effective for financial statements for periods beginning after December L5,2OL2.
Earlier application is encouraged.

GASB Statement No. 66, Technical Corrections - 2OL2 - an amendment of GASB

Statements No. 10 and No. 62. The objective of this Statement is to improve
accounting and financial reporting for a governmental financial reporting entity by
resolving conflicting guidance that resulted from the issuance of two
pronouncements, Statements No. 54, Fund Balance Reporting and Governmental
Fund Type Definitions, and No. 62, Codification of Accounting and Financial Reporting
Guidance Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements.
The provisions of this Statement are effective for financial statements for periods

beginning after December L5,2OL2. Earlier application is encouraged.

Postflsc€,l vear 2072-2O731

a, GASB-67 Financial Repofting for Pension Plans - an amendment of GASB

Statemenr No. 25 is effective for periods beginning after June 15, 2013.

b. GASB-68 Accounting and Financial Reporting for Pensions - an amendment of
GASB Statement No. 27 is effective for periods beginning after June 75, 2074.

The impact of these statements on the Municipality's basic financial statemenG has not yet

been determined.

t.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RiO GRANDE

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30,2012

17. PRIOR PERIOD ADJUSTMENTS

A. GOVERNMENTAL FUND FINANCIAL STATEMENTS

The following restatements have been made in the governmental fund financial
statements, which are reported as an adjustment to the beginning fund balances:

Oescription

To restate ffioryear expenditures a0O,00O

Capatal
Special Revenue Proiects Fund Other

Fund - Other - State & Debl Service Govemmental
General Fund Federal Grants Local Grants Fund Fund Total

Fund balances (deficit), beganning $ (2,237,058) $ $ A,272,a27 $ 5,101,141 $ 155,945 $11,292,849

To correct beginning balance

To restate prior year accounb
paFble

To adjust uncollectibb loans to

(14,930)

3,O35

800,0m

(14,930)

3,O35

r164.296)

v Fund balances (defict), begnninE
as restated $]-1-6OL:I1U $ - $-3260826 l lJOrJ l $---329241, $12.080.9!1

B. GOVERNMENTAL WIDE FINANCIAL STATEMENTS

The following restatements have been made in the governmental wide financial statements,
which are reported as an adjustment to the beginning net assets:

Govemmental
Descriotion Activities

Net assets, beginning $ 37,527,806

To restate prior year expenditures 80O,OO0

To correct beginning balance (14,930)

To restate prioryear accounts payable 3.035

Net assets, beginning as restated $ 38315€Xt

5:|
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COMMOIIWEALTH OF PUERTO RIOO
MU'{ICIPAUTY OF RiO GRAilDE

t{oTEs To BASIC RNllilCAL STATEME]{IS (OOimilUED)

YEAR EI{DED JUNE 30,2O'2

17. SUBtiEQUEitT El/EiltS

Y On September 7,2OL2,the Municipal Legislature approved the issuance of a general obligation
bond for the amount of $2,555,O0O, for the payment of waste disposal services. Repayment of
the bond is scheduled from July 2O13 through July, 2037.

Y

Y

Y
This Space Has Been lntentionatly left Blank

Y
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RIO GRANDE

BUDGETARY COMPARISON SCHEDULE - GENERAL FUND
(SEE NOTES TO BUDGETARY COMPARISON SCHEDULE)

YEAR ENDED JUNE 30, 2012

BudEeled Amounls
ActualAmounls

(Budgetary Basis)

Variance with
Flnal Budget

P06itive
Orlglnal Final (See Note 1) (I{egative)

REVET{UES:

Propertytaxes
lvlunicipal license tax
Licenses, permits and other localtaxes
lntergovernmental
Rent of property
Fines and forfeitures
lnterest
Miscellaneous

Total revenues

EXPENDIIURES, ENCUM BRANCES AT{D OTHER

FITIANCING USES:
Current:
Generalgovernment
Public safety
Public works
Health and welfare
Culture and recreation
Operating tra nsfer to otherfund

$ 7,655,834 $ 7,6s5,834
3,300,000 3,300,000
3,O20,O00 3,020,000
4,490,737 4,490,737

59,000 59,000
35,000 35,000

543,949 543,989
305.024 305.028

19.409.548 19.409.544

9,663,568 9,612.547
2,449,943 2,462.219
4/€9,547 4,605,841
7,576,967 1,535,718
733.469 697,169
96.100 96100

$ 8,183,022 $ s27,€a
2,777,724 F24,272)
2,623,670 (396.390)
4,234,964 e5\769)

38,087 (20,913)
12,723 122,277)

207,553 (336,436)
273.20L (3L.427\

14344.492 (1.060.696)

9,440,952
2,636,801
4,57a,2a5
1,676,055

72.490

79.L75.972

131,589
225,4L4
34,626

(14O,337)
(4O,830)

23.2LO

233.676Totalexpenditures,encumbrancesandotherlinancing 19.409.548 19.409.544
uses

EXCESS (DEFICIENCY) OF REVENUES OVER (UtIDER)
EXPENDIIURES, ENCUMERANCES AND OTHER

F[{AXCtNG SOURCES (US$) 9 .$-
Explanation ol Differences:

Sourcevinf lows oI resources:
Actual amounts (budgetary basis)'available for appropriation" from the budgetary comparison schedule
Diffe.ences budget to USGMP:
Non-budgeted transf er in
USGMP adjustment to revenues

Total revenues and othet financing sources as reported on the statement of revenues, expenditures, and changes in
tund balances

lJgeyoutllows ol resources:
Actual amounis (budgetary basis)'total charges to appropriations" from the budgetary comparison schedule
D ifre rences-budget to USGMP:
Non budgeted expendftures
Prior year encumbrances recorded as current year expendituresfor USGAAP basis
Current,€ar encumbrances recordecl as expendftures for budgetary purposes
Non'budgeted transfer out

Total expenditures and olher linancing uses as reported on the statement of revenues, expenditures, and changes in

lund balances

$__1822-020) $-1822-020.)

$18,3,la,892

215.930
tL.297.475\

$172 ,4Aa

$ 19,!75,972

154,924
654,983

(227,!74)
45.260

$ 19.af.905
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF RIO GRANDE

NOTES TO BUDGETARY COMPARISON SCHEDULE - GENERAL FUND

YEAR ENDED JUNE 30, 2012

1. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILIW

A. Budgetary Control

The Municipality's annual budget is prepared on the budgetary basis of accounting, which is
not in accordance with USGMP, and represents departmental appropriations recommended
by the Mayor and approved by the Municipal Legislature prior to the beginning of the fiscal
year. Amendments to the budget require the approval of the Municipal Legaslature.
Transfers of appropriations within the budget, known as Mayor's Resolutions, do not require
the approval of the Municipal Legislature.

The Municipality prepares its annual budget including the operations of the general fund.
For budgetary purposes, encumbrance accounting is used. The encumbrances (i.e.,
purchase orders, contracts) are considered expenditures when incurred. For USGMP
reporting purposes, encumbrances outstanding at year€nd are reported as reservations of
fund balances and do not constitute expendatures or liabilities because the commitments
will be honored during the subsequent year.

The unencumbered balance of any appropriation at the end of the fiscal year will lapse at
the end of such fiscal year. Other appropriations, mainly capital project appropriations, are
continuing accounts for which the Municipal Legislature has authorized that an unspent
balance from the prior year be carried forward and made available for current spending.

The annual budget as presented in the Budgetary Comparison Schedule4eneral Fund is the
budget ordinance at June 30, 2072 representing the original budget. There were no
supplemental appropriations for the year ended June 30, 2OL2.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RIO GRANDE

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2012

Federal Grantor/Pass-through CFDA
Number

Entity ldentifying
Number ExpendituresGrantor/ProElram or Cluster Title

U.S. DEPARTMENT OF AGRICULTURE:

Pass-through the Commonwealth of
Puerto Rico-Department of Education:

Child and Adult Care Food Program 10.558

Total U.S. Department of Agiriculture

U.S. DEPARTMENT OF HOUSING
AND URBAN DEVELOPMENT:

Direct Program:
Community Development Block
Grants/Entitlement Grants 1,4.27a

Direct Program:
Urban Development Action Plan 74.227

Direct Program:
Homelessness Prevention ahd Rapid
Re-Housing (Recovery Act funded\ 14.257

Direct Program:
Section 8 Housing Choice
Vouchers L4.87 L

Pas+through the Commonwealth
of Puerto Rico - Municipality of
San Juan:

Housing Opportunities for
Persons with Aids 1,4.241,

Total U.S. Department of Housing
and Urban Development

Not Available

B-09-MG72-0019

s09-MY-72-OO23

Not Available

35,116

35,116

7,4L7,765

404

227,526

482,OA2

76,329

2,204,706
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Federal cranto/Passthrougih
Grantor/Program or Cluster Title

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RIO GRANDE

CFDA
Number Expenditures

SCHEDUTE OF EXPENDTTURES OF FEDERALAWARDS (CONTTNUED)

YEAR ENDED JUNE 30, 2012

Entity ldentifying
Number

U.S. DEPARTMENT OF THE INTERIOR

Direct Program:
Wildlife Restoration

Total U.S. Department of the lnterior

U.S DEPARTMENT OF JUSTICE

Community Oriented Policing
Services

Total U.S. Department of Justice

U.S DEPARTMENT OF ENERGY

Energr Efficiency and Conservation
Block Grant (Recovery Act funded)

Total U.S. Department of EnerEiy

U.S. DEPARTMENT OF EDUCATION

Pass-through the Commonwealth of
Puerto Rico Department of Education:

Adult Education-Basic Grants to States

Even Start - State Educational
Agencies

Total U.S. Department of Education

75-671

L6.770 2O10CKVI/XO137

81--r2A sc0003091

a4.oo2

84.2L3

20t2AFOLOA

Not Available

80,016

80,016

34,L43

34,L43

744,234

L44,234

27,793

131,405

159,198
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RiO GRANDE

SCHEDUTE OF EXPENDITURES OF FEDERAL AWARDS (CONTINUED)

YEAR ENDED JUNE 30, 2012

Federal Grantor/Pass.through
Federal Pasethrough
CFDA Entity ldentifying

Grantor/Program or Cluster Title Number Number Expenditures

U.S. DEPARTMENT OF HEALTH AND
HUMAN SERVICES:

Pass-through the Commonwealth of
Puerto Rico - Office of the Ombudsman
for the Elderly: (Cluster of Programs)

Special Program for Aging - Title lll, Part
B - Grant for Supporting Services and
Senior Centers 93.044 Not Available

Pass-through the Commonwealth of
Puerto Rico - Family Department:

Child Care and Development Block
Grant 93.575 Not Available

ARRA-Child Care and Development
Block Grant (Recovery Act funded) 93.713 Not Available

94,446

247,67A

227

Total U.S. Department of Health and
Human Services 382,351

U.S. DEPARTMENT OF HOMELAND
SECURITY:

Pass-through the Commonwealth of
Puerto Rico - Governor Authorized
Representative (GAR):

Disaster Grants - Public Assistance 97.036 140,698

Total U.S. Department of Homeland
Security

TOTAL EXPENDITURES OF FEDERAL
AWARDS

140,698

$ 3,179,862

The accompanying notes are an integral part of this schedule
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF RIO GRANDE

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERALAWARDS

YEAR ENDED JUNE 30, 2012

L. BASIS OF PRESENTATION:

The accompanying schedule of Expenditures of Federal Awards includes the federal grant
activity of the Municipality of Rio Grande and is presented on the modified accrual basis
of accounting. The basis of accounting is the same used to prepare the fund financial
statements. The information in this Schedule is presented in accordance with the
requirements of OMB Circular A-133, Audits of States, Local Governments, and Non-profit
organizations.

REI.ATIONSHIP TO FEDERAL FINANCIAL REPORTS:

Amounts reported in the accompanying Schedule are included in the Special Revenue
Fund - Federal Grants and in the Other Governmental Funds in the Municipality's fund
financial statements. The reconciliation between the expenditures in the funds financial
statements and the disbursements in the Schedule of Expenditures of Federal Awards is
as follows:

2.

Description

Special
Revenue Fund
Federal Grants

Other
Govemmental

Fun(!s Total

Per Schedule of Expenditures of Federal
Awards

Non federal programs expenditures

Total expenditures in the basic financial
statements

2,697 ,7 80 $ 4a2,OA2

77,678 2,749,O42

$ 3,23t,124$ 2,775,45A

3,fi9,A62

2,426,720

$ 6,006,582
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REPORT ON INIERNAL CONTROT OVER FINANCIAT REFORTING AIiID ON OOMPTIANCE AND
OTHER MATIERS BASED ON AN AUDIT OF FIilAI{CIAL STAIEMENIS PERFORMED IN

ACCORDANCE WTH GOYERTT'ME,iJT AUDMNG $IANDARDS

To the Honorable Mayor
and the Munlcipal Leglislatu ro
Munlclpallty of Rio Grande
Rio Grande, Puerto Rico

we have audited the financial statements of the governmental activities, each major fund,
and the aggregate remaining fund information of tha Municipallty of Rio Grande, puerto Rlco,
as of and for the year ended June 30,2OL2, which collectively comprise the illunlclpalitfs
basic financial statements and have issued our report thereo; dated March za, itiLs. we
conducted our audit in accordance with auditing standards generally accepted in the United
states of America and the standards applicable-to financial audits c-ontaineo in Government
Auditing Standards, issued by the Comptroller General of the United States.

lntemal Control Over Financlal ReportlnE
Management of the Munlclpality of Rio Grande is responsible for establishing and
maintaining effective internal control over financial reporting. ln planning and performing our
audit, we considered the Municlpality of Rio Grande's intern;l control over financial reporting
as a basis for designing our auditing proc€dures for the purpose of expressing our opinions onthe financial statements, but not for the purpose of expressing an 

_opinion 
on the

effectiveness of the Munlclpality of Rio Grande's internal control over financial reporting
Accordingly, we do not express an opinion on the effectiveness of the Munlcipalffof Rio
Grande's internal control over financial reporting

our corEideration of internal control over financial reporting was for the limited purpose
lescribed in the precedinr wag:e,ph and was not designed to identify all deficiencies in
internal control over financial reporting that might be significant defiiiencies or material
weaknBs and therefore, there can be no assurance that all deficiencies, significant
deficiencies, or material weaknesses have been identified. However, as desciibei in tne
ac:companying schedule of findings and questioned costs, we identified certain deficiencies in
internal control over financial reporting that we consider to be material weaknesses.

A deficlency in internat control exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A mateiat weakness is a
deficiency, or a combination of deficiencies, in internal conirol such that there is a reasonable
possibility that a material misstatement of the entity's financial statements will not beprevented, or detected and conected on a timely basis. we consider the deficiencies
described in the accompanying schedule of findings and questioned msts as item l2o1 to be
material weaknesses.

callc Pareai #1686, El cerczal, San Juan, P.R. 00926-31/ta -Tcl. (?s?) 772-8oq1 r Fex (787) 764-9377



REPORT ON INIERI{AL OON|rROL OVER FII{ANCIAL REPORTNG AND ON COMPTIAI{CE AND
OIHER MATERS BASED O]tI AN AUDIT OF FINANCIAL STAIEMENIS PERFORMED IT{

ACq)RDANCE Wmt @owRNMEMt il//,,mMc $TANDARD,S (cllmNUED)

A sl€nificant cleflclency is a deficiency, or a combination of deficiencies, in internal controt that
is less severe than a material weakness, yet important enough to merit attenuon by those
charged with governance. We did not identify any deficiencies in intemal control over
compliance that we consider to be significant deficiencies, as defined above.

Comollance and (Xher Matters
As part of obtaining reasonable assuranc€ about whether the Municlpality of Rio Grande's
financial statements arc frce of material misstatemen! we performed tests of its compliance
with certain provisions of lawq regulations, contracts and grant agreementg noncompliance
with which could have a direct and material effect on the determination of financial staiement
amounB. However, providing an opinion on compliance with those provisions was not an
objective of our audit, and accordingy, we do not express such an opinion. The results of our
tests disclosed no instances of noncompliance or other matters that are required to be
reported under Government Audfting Standads.

we noted certain other matters that we reported to management of the Municipallty of Rio
Grande in a separate letter dated March 26,2OLA.

This report is intended solely for the informauon and use of management and federal
awarding agencies and pasethrough entities. However, this report is a mitter of public rccord
and its distribution is not limited.

4t* ur,,
LOPE,-VEGA, CPA, PSC

San Juan, Puerto Rico
March26,2073

ffi4lra

Stamp No. 2632LO7 ofthe Puerto Rico
Society of Certified Public Accountants
was affixed to the record copy of this report.

Ldpez-Vega,CPA, PSC/

Certified Public AccoDnta s / ManageEeDt Advisois
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INDEPENDENT AUDITOR'S REPORT Oil OOMPLIANCE WITH REQUIREMENIS THAT COULD
HAVE A DIREST AI{D MATERIAL EFFECT ON EACH MAJOR PROGRAfrI AND ON INIERML

CONTROL OVER COMPTIANCE IN ACOORDANCE WIT}I OMB CIRCUI.AR &'J'3

To the Honorable Mayol
and the Municlpal Leltlslatute
Munlcipallty of Rio Grande
Rlo Grande, Puerto Rico

Comoliance
We have audited the Munlclpality of Rio crande's compliance with the types of compliance
requirements described in the OMB Circular A-733 Compliancr- Supprement that could have a
direct and material effect on each of the Municipallty of Rio Grande's major federal programs
for the year ended June 30,2072. The Munlcipality of Rio Grande's major federal prograrns
are identified in the summary of auditor's resulb section of the accompanying schedule of
findings and questioned costs. Complianc€ with the requirements of laws, regulations,
d)ntracts, and grants applicable to each of its major federal programs is the responsibility of
the Municipallty of Rlo Grande's management. Our responsibil'rty is to express an opinion on
the Munlclpallty of Rio Grande's compliance based on our audit

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of America; the standards applicable to financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the United
States; and OMB Circular A1!13, Audits of States, Local Gonernmenh, and Non-profit
Organizations. Those standards and OMB Circular A-133 require that we plan and perform the
audit to obtain reasonable assurance about whether noncompliance with the types of
compliance requirements referred to above that could have a direct and material effect on a
major fedeml program occurred. An audit includes examinin& on a test basis, evidence about
the Municlpality of Rio Grande's compliance with those requirements and performing such
other procedures as we clnsidered necessary in the circumstances. We believe that our audit
provides a reasonable basis for our opinion. Our audit does not provide a legal determination
of the Munlclpality of Rio Grande's compliance with those requirements.

ln our opinion, the Munlcipallty of Rio Grande complied, in all material respects, with the
compliance requirements referred to above that could have a direct and material effect on
each of its major federal programs for the year ended June 30,2OL2.

Callc Paraai #1686, El Ccrczal, San Juan, P.R. 00926-31,14 -Tcl. (787) 777-8044 r Fzx {787) 761-9377



IilDEPEI{DENT AUDITOR'S REPORT ON OOMPLIANCE WIH REQUIREMENTS THAT COUTD
HAVE A DIRECT AND MATERIAL EFFE T ON EACH MAJOR PROGRAM AI{D ON II'TTERNAI

coNrRoL ovER ooMPUANCE tir ACOoRDANCE WnH OMB CTRCULAR Ar33 (CONnNUED)

lntetnal Control Oyer Compliance
Management of the Municipallty of Rio Grande is responsible for establishing and
maintaining effective internal control over oompliance with the requirements of laws,
regulations, contracts, and grants applicable to federal programs. ln planning and performing
our audit, we considered the Munlcipallty of Rio Grande's intemal 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 intemal control over compliance in accordan@ 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
Munlcipallty of Rio Giande's internal control over compliance.

A deflciency in internal conttol over ampliance exists when the design or operation of a
control over compliance does not allow management or employees, in the normal course of
performing their assigned functions, to prevent or detect and correct, noncompliance with a
type of compliance requirement of a federal program on a timely basis. A material weakness
in lntemat control over complianc?- is a deficiency, a combination of deficiencies, in intemal
control over compliance, such that there is a reasonable possibility that material
noncompliance with a type of compliance requirement of a federal program will not be
prevented, or detected and corrected, on a timely basis.

Our consideration of internal @ntrol over compliance was for the limited purpose described in
the first paragraph of this section and was not designed to identify all deficiencies in internal
control over compliance that might be deficiencies, significant deflciencies, or material
weaknesses. We did not identify any deficiencies in internal control over compliance that we
consider to be material weaknesses, as defined above.

We noted other matters involving the internal control orer compliance and certain immaterial
ins{ance of noncompliance, which we have reported to management of the Munlcipallty of Rio
Grande in a separate letter dated March 26, 2013.

Ldpez-Vega,CPA,PSC

Public Accountants / Managemeat Advisors
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INDEPENDENT AUDITOR'S REPORIT ON OOMPLIANCE wlITI REQUIREMENIIi II{AT OOUTD
HAVE A TXRECT AND MAIERIAL EFFEST ON EACH MAJOR PROGRAM AND ON ITYIERNAL

CONIRoI OVER coMPUAilCE lN AOCORDANCEwlTH oMB ctRcUt-AR Ar:t3 (COTimNUED)

This report is intended solely for the information and use of management and federal
awarding agencies and pass-through entities. However, this report is a matter of public record
and its distribution is not limited.

#mfu*qk-
San Juan, Puerto Rico
March26,2OL3

Stamp No.2632108 ofthe Puerto Rico
Society of Certified Public Accountants
was affixed to the record copy of this reporl

llpez-Vega,CPA,PSC

Accountants / Manageme Advisoas
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RiO GRANDE

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED JUNE 30, 2012

Section I - Summary of Auditor's Results

- Financial Statements

Type of auditor's report issued: Unqualified

lnternal control over financial reporting:

- Material weakness identified? Yes X No

Significant deficiencies identified not considered to
be material weaknesses? Yes None reponed X

Noncompliance material to financial statements Yes No X
noted?

Federal awards

lnternal Control over major programs:

Material weakness identified? Yes No X

Significant deficiencies identified not considered to
be material weaknesses? Yes None reported X

Tvpe of auditor's reoort issued on comDliance
for major programs: Unqualified

Any audit findings disclosed that are required
to be reported in accordance with Circular
A-133, Section .510(a)? Yes No X

ldentification of major programs:

CFDA Number Name of Federal Program or Cluster

74.2t8 Community Development Block Grant - Entitlement Grant

L4.871 Section 8 Housing Choice Voucher

- Dollar threshold used to distinguish
between Type A and Type B programs

Auditee qualified as low-risk auditee?

$ 300,000

Yes No X
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RiO GRANDE

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2012

Section ll - Financial Statements Findings

Finding Reference

Requirement

Statement of
Condition

L2-OL

Operating deficit of Eleneral fund

The Municipality's internal control relating to the Budgeting function
does not adequately prevent management from incurring expenditures
in excess of appropriated funds. The Municipality closed with an
accumulated unassigned (deficit) fund balance of $1,053,391. The
deficit was caused by the overstatement of estimated revenues andlor
the incurrence of obligations without credit available in the budgetary
accounts.

Article 7.011, Section (a) of Autonomous Municipal Act (Law 81)
establishes that if the Municipal close its operations on deficit it must
provide for sufficient resources to cover it during the next fiscal year.
Section (b) establishes among other things, that provides that accrued
deficit in The Municipality, by public debt, will be amortized in a period of
40 years. The equivalent amortization amount will be established in an
expense account in the annual budget known as accrued deficit which
will be indicated in the chart of accounts.

Article 8.004 (b) establishes no amount shall be expended or obligated
in a given fiscal year of if exceeds its budgeted or authorized amounts by
the Municipal Legislation.

Section 3 of the revised regulation over Basic Standards for
Municipalities of Puerto Rico (The regulation) states that it must be
special care to prepare the revenues estimates so these do not results in
budget appropriations in excess of available resources.

The overstatement of estimated revenues and/or the incurrence of
obligations without available credit caused the Municipality to operate
with a deficit.

The Municipality did not comply with the Article 7.011, Section (a), Article
8.004 (b) and Section 3 ofthe revised regulation over basic Standard for
Municipalities of Puerto Rico. The continued occurrence of this
situation could result in possible significant limitations on available
funds and eventual reduction or elimination of municipal services since
future revenues will need to be used to pay for accumulated liabilities.

Criteria

Cause of Condition

Effect of Condition
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF RiO GRANDE

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2012

Section ll - Financial Statements Findings

Finding Reference

Recommendation

Questioned Costs

12{1 (continued)

We recommend management to evaluate the adequacy of the provision
for deficit reserve accounts in the next budget for the amortization of
public debt as recommend by Law. Also, the Municipality's officers must
evaluate the negative varlances between budgeted revenues and actual
revenues trend to reduce the budgeted expenses by department
(quartedy allocation process) and to avoid future operational deficits at
end of year.

None

Management Response
and Corrective Action The Municipality have taken aggressive action to increase revenues and

expenditures control to reduce and eliminate this deficit and prevent
future budget deficits.

lmplementation Date: During Fiscal Year 2O72-2OL3

Responsible Person: Mr. lsaias Rivera Estrella, Finance Director
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COMMONWEALIH OF PUERTO RICO
MUNICIPALITY OF RIO GRANDE

ScHEDULE OF FTNDTNGS AND QUESTTONED COSTS (CONINUED)

YEAR ENDED JUNE 30, 2012

Section ll! - Financial Statements Findingp

During our audit, we did not detect deficiencies, significant deficiencies, material weaknesses,
or instances of noncompliance related to the general purpose financial statements that are
required to be reported in accordance with OMB Circular A-133.
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COMMONWEALIH OF PUERI'TO RICrO

MUI{ICIPAL]TY OF RIO GRAT{DE

SUMMARY SCHEDUTE OF PRIOR YEAR AUDTT FINDIf{GS

YEAR EilDED JUNE 30, 201'I

Prior year audit findings for the Single Audit of the Municipality of Rio Gmnde were cleared in the
. report issued in the year ended June 30, 2008. No prior year audit findings remained un+learedv 

as ofthe date ofour reporl

Y
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