
COMMONWEALTH OF PUERTO RICO
iIUNICIPALITY OF TOA BA'A

BASIC FINANCIAL STATEM ENTS
FOR THE FIS€AL YEAR ENDED

JUNE 30,2012

d
,(r,Y

,il
^$



COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF TOA BAJA

BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

TABLE OF CONTENTS

Pages

PART 1. FINANCIAL SECTION

lndependent Auditors' Report 1-2

Management's Discussion and Analysis... 3-12

Basic Financial Statements:

Government-Wide Financial Statements:

Statement of Net Assets.. 1 3

Statement of Activities ..... 14

Fund Financial Statements-Governmental Funds

Balance Sheet ............. 15-16

Reconciliation of the Governmental Funds Balance Sheet to
Statement of Net Assets .. 17

Statement of Revenues, Expenditures, and Changes in Fund Balances....... 18

Reconciliation of the Statement of Revenues, Expenditures, and Changes
in Fund Balance of Governmental Funds to the Statement of Activities...... 19

Statement of Revenues and Expenditures - Budget and Actual - General
and Debt Service Funds ............. 20

Notes to Basic Financial Statements.... 21-54



COMMONWEALTH OF PUERTO RICO
MUN]CIPALITY OF TOA BAJA

BASIC FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

TABLE OF CONTENTS (CONTINUED)

Paqes

PART II - SINGLE AUDIT SECTION

Schedule of Expenditures of Federal Awards........... 56

Notes to Schedule of Expenditures of Federal Awards 57

lndependent Auditors' Report on lnternal Control over Financial Reporting and
On Compliance and Other Matters Based on an Audit of Financial Statements
Performed in Accordance with Government Auditing Standards.......................... 58-59

lndependent Auditors' Report on Compliance with Requirements that Could
Have a Direct and Material Effect on Each Major Program and on lnternal
Control over Compliance in Accordance with OMB Circular A-133...................... 60-62

Schedule of Findings and Questioned Costs........... ....................... 63-65

Schedule of Status of Prior Year Audit Findings and Questioned Costs ................ 66-68

CORRECTIVE ACTION PLAN



PART I. FINANCIAL SECTION



Ortiz, Rivera, Rivera & Co
Cert ied PL,o c qacDLr.iar:s r'a B!slness lar s0fs

( P.\ orlandf Lui\ 0ftLz Cabreri

CP\ \larco lfmoro Rnem ZLlirgir

( P{ Luit Rl\ era Zuir-lrt
(Pl l.miJr Cfl,z ClaLrdro

\kmberi:
Anr.rican Ia\Iirure of Cenilied
Publl. Accounranri 1 \ICPA)

Pueno Rico Borrd olC. ified

INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and
Municipal Legislature
Municipalig of Toa Baja
Toa Baja, Puerto Rico

We have audited the accompanying financial statements of the governmental activities,
each majorfund and the aggregate remaining fund information of the Municipality of roa
Baja, as of and for the year ended June 30, 2012, which collectively compiise the
Municipality's basic financial statements, as listed in the table of contents. These financial
statements are the responsibility of the Municipality's management. Our responsibility is to
express opinions on these financial statements based on our audit.

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

ln our opinion, the financial statements referred to above 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 Municipality of roa Baja as of
June 30, 2012, and the respective changes in financial position thereof for the fiscal 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
December 28, 2012 on our consideration of the Municipality's internalcontrol over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, grants, agreements and other matters. The purpose of that report is to describe
the scope of our testing of internal control over financial reporting and compliance and the
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results of that testing, 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.

Accounting principles generally accepted in the United States of America require thatthe
management's dlscusslon and Analysis on pages 3 to 12, be presented to supplement the
basic financial statements. Such information, although not a part of the basic financial
statements, is required by the GovernmentalAccounting 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 context. We have applied certain limited
procedures to the required supplementary information in accordance with 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 not 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 Municipality of Toa Baja's financial statements. The schedule
of expenditures of federal awards, as required by Office of Management and Budget
Circular A-133, Audits of States, Local Governments, and Non-Profit Organizations
(Circular A-133) is presented for purposes of additional analysis and is not a required part
of the financial statements. Such information is the responsibility of management and was
derived from and relates 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 financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying
accounting and other records used to prepare the financial statements or to the financial
statements themselves, and other additional procedures in accordance with auditing
standards generally accepted in the United States of America. ln our opinion, the schedule
of expenditures of federal awards is fairly stated in all material respects in relation to the
financial statements as a whole.

,,A*, /r* tC
San Juan, Puerto Rico
December 28,2012

The stamp E41563 was
to the original of this report
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Commonweolth oJ Puerto Rico
illunicipolity of Toa Baja

,llanagemenl's Disc ussion ond A nalys is
Fiscal Year Ended June 30, 2012

Management of Municipality olToa Baja (the "Municipality") provides this Management's
Discussion and Analysis to (a) assist the reader in tbcusing on signillcant financial issues, (b)
provide an overview of the Municipality's financial activities, (c) identilj changes in the
Municipality's financial position (its ability to address the next and subsequent year
challenges), (d) identiff any material deviations lrom the financial plan (the approved budget),
and (e) identi& individual fund issues or concerns.

Because the Management's Discussion and Analysis is designed to focus on the current years

activities. resulting changes and curently known facts, we encourage readers to consider the
information presented here in conjunction with the Municipality's financial statements
(beginning on page l3).

HIGHLIGHTS

Financial Highlights

The Municipality's net assets amounted to $(7. I ) million at the close ofthe current
fiscal year. This amount represents a decrease of$l 1.6 million from the previous
year's net assets.

As of June 30, 2012, the Municipality's General Fund (the primary operating fund)
reported a deficiency of $10.5 million, a decrease of $l 6 million in comparison
with the prior year.

Capital expenditures amounted to $4.9 million during the year.

Loans principal payments were $ 18.4 million during fiscal year 201 I -2012. Other
long-term liabilities payments were $3.2 million. 'fhe current additions were $30.4
million. At June 30,2012, the total long-term debt balance rvas $175.1 millionas
of same date, as compared to $ 166.4 million in prior year.

.J



TISING THIS ANNTIAL REPORT

In light olthe iact has this annual report has a very ditlerent presentation lrom the pre-Gi\SB
Statement No. 3.1 model, the fbllorving graphic is provided tbr lour revierv.

Figure I

Required components of the Municipalifv's Annual Financial Report

The flnancial statement's fbcus (implemented in 2002/2003) is on both the Municipality as a

r.r'hole (govemment-wide) and on the major individual tunds. Both perspectives (govemment-

rvide and major tund) allorv the user to address relevant questions, broaden a basis fbr
comparison (year to year or govcmment to government) and enhance the Municipalitl's
accountability.

Iiigure 2 below' summarizc's the major leatures ol(he IVI unicipality's flnancial statemcnts.
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Figure 2

Major features of the Municipality's Governmental-wide
and Fund Financial Statements

Government-wide Financial Statements

Our analysis of the Municipality as a whole begins on page 13. One olthe most important
questions asked about the Municipality's linances is "ls the Municipality as a whole better off
or worst off as a result ol the year's activities?". 'fhe Statement ol Net Assets and the

Statement ol Activities report inlbrmation about the Municipality as a whole and about its
activities in a rvay that helps ansrver this question. These statements include all assets and

liabilities using the accrual basis of accounting, rvhich is similar to the accounting used by
most private-sector companies. Accrual ofthe current year's revenues and expenses are taken

into account regardless of when cash is receiled or paid.

Scopc

Required financial
statements

Accounting basis and
measurements focus

Type of asset/liability
information

Type of inflow/outflow
information

Government-wide
StotemenB

The entirc Municiprlity's
Govemment

Statement of net assets

Statement of activities

Accrual accounting and
economic resources lbcus

All assets and liabilities,
both financial and capital,
and short-term and long-
tenn

All revenues and expenses
during the year regardless of
when cash is received or
paid

Fund Sloteme nE

Ihc activitier of the

Balance Sheet

Statement of rcvenues,
expendihrcs and changes in
fimd balances,
Modifies accrual accounting
and current financial
resources focus.
Only assets expected to be
used up and liabilities th*
come due during the year or
soon thereafter; no capital
assets included"
Revenues for which cash is
received during or soon after
the end of the year.

Expenditures when goods or
services have been received
and payment is due during
the vear or soon thereafter.
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'I-he Statement ol Net Assets (see page l3). fbr the first time. combines and consolidates
governmental fund's current llnancial resources (short-term spendable resources) with capital
assets and long+erm obligations. You can think ofthe Nlunicipality's net assets as one way to
measure the Nlunicipality's financial health, or tinancial position. ln tuture 1-ears. increases or
decreases in the Nlunicipality's net asset are one indicator of rvhether its tinancial health is

improving or deteriorating. You rvill need to consitler other non-linancial tactors. however.
such as changes in the Municipality's property tax and municipal license tax bases and the
condition of the roads and buildings. among others, to assess the overall health of the
ivlunicipality.

'fhe 
Statement olActivities (see page l4) is fbcused on both the gross and net cost olvarious

activities rvhich are supported by the Municipality's property t&\. municipal license tax. sales

and use tax and olher revcnues. This is intended to summarize and simpli$ the user's analysis
olcost of various govemmental services.

'fhe Govemmental Activities reflects the Municipality's basic services. including the

municipal police. public rvorks, garbage disposal. community services and general

administration. Property tax. municipal license tax, sales and use tax. state and federal

contributions finance most ofthese services.

Fund Financial Statements

Our analysis ofthe Municipality's major funds begins on page 15. A fund is a grouping of
related accounts that is used to maintain control over resources that have been segregated lor
specilic activities or objectives.

The Covemmental Major Funds (see pages I 5 - l6) presentation provides detailed information
about the most significant f'unds. not the Municipality as a whole. The Municipality uses fund
accounting to ensure and demonstrate compliance with finance-related legal requirements.

'l-he Municipatity's basic services are reported is governmental tunds, which lbcus on how
money l)ows into and out ofthose funds and the balances lell at year-end that are available fbr
spending. These funds are reported using an accounting method called modilled accrual

accounting. rvhich measures cash and all other financia[ assets that can readily be converted to

cash. The govemmental fund statements provide a detailed short+erm view ol the

fvlunicipality's general govemment operations and the basic sen'ices it provides.
Govemmcntal lund infbrmation hclps 1ou determine rvhelher thcre are more or f'ewer tinancial
resources that can be spent in the near luture to linance the Municipality's programs. We
describe the relationship (or dit-lerences) betrveen govemmental activities (reported in the

Statement of Net r\ssets and the Statement of Activities) and govemmental funds in
rcconciliation beside the f'und tinancial statements.

-6-



Notes to the Financial Statements

'[-he notes provide additional intbrmation that is essential to a tirll understanding ofrhe tlata
provided in the govcmment-Nide and fund linancial statements. 

.l'hese 
notes to ihe tinancial

statements can be tbund starting on page 2l .

lnfrastructure Assets

Ilistoricallv a govemment's largest group of assets ( inriastructure-roads. bridges. drainage
systems. underground pipes. etc.) have not been reporte<l nor trepreciated in giovemmental
tinancial statements. The nerv statement requires that these assets be valued antl reported
rvithin the Go'emmentar column of the Goi'emment-wide statements. Additionaliv. the
governtncntal must clcct to either (a) depreciate these assets over their estimated usetul iife.r
(b) develop a svslem ofasset management designed to maintain the,.*i.. a.tiu..y fot.niiutto near perpetuity. If the govemment develops the asset management system (the aliemative
method) rvhich periodically (at least every third year). by category. measures and demonstrate
its maintenance in lieu oldepreciation. whire the Municipality ii pranning to acquire an asset
management system which a) u'ould allow the election to use the altemative meihod. and b)will provide valuable managemenl inlbrmation, it erected to initialy implement the
depreciation method. and will monitor and consider. over time. a possible conversion to thc
alternative method.

GOVERNMENT-WIDE STATEMENT

Statement of Net Assets

As noted earlier. net assets may serve over time as a useful indicator of the Municiparity.s
flnancial position. In the case olthe Municipality. assers exceeded liabilities by $17.1) million
at the close of the most recent flscal year. 'fhe tbllowing table reflects ihe conclensed
Statement of Net Assets compared 1o prior 1.ear.



Table I
Summary of Net Assets

(in million)

Governmenlal Activities

Current and other assets
Capital assets

Total assets
Current and other liabilities
Long-term debt outstantting

Total liabilities
Net assets:

2012 201I

Invested in capital assets, net of <lebt
Restricted
Unrestricted

Total net assets

s 33.8
165.0

$ t!8-8
39.3

t66.6
205.9

lll.l
4.3

(122.s)

$]_lJ)

$ 33.0
t65.2

$. t982
27.4

166.3

t93.7

101.4

7.1
( r04.0)

s___i5

For more detailed infbrmation see the Sratement of Net Assets (page l3 ).

By far largest portion ofthe Municipality's net assets reflects its investment in capital assets(e'g'' land' buildings' equipment). less any related debt used to acquire those assets that arestill outstanding. The Municipalitr 
lges these capital assets to provide services to citizens;

consequently, these assets are not avairable ror future spending. Although the Municiparif's
investment in its capital assets is reported net of rerated debt, it should ue noea t'hat ihe
resources needed to repay this debt must be providerl rrom other sources, since ,r," .rpi,rr
assets themselves cannot be used to Iiquidate ihese liabilities.

An additional portion ofthe Municipality's net assets represents resources rhat are subject to
extemal reslrictions on how they may be used. As a result. the unrestricted balance'otl net
assets resulted in a dellcit of$122.5 million.

The Municipality's net assets decrease by $l r.6 miUion during the current fiscar year. such
decrease rvas mainlv due to budgeted revenues not coHected and the increase ofexpenartures
related lo administrative costs and accounts payables tlue.

-8-



THE MUNICIPALITY FUNDS

Governmental Funds

As of the end of the cunent liscal year, the Municipality's govemmental lunds (as presented
on the balance sheet on pages l5 and l6 reported a combined tund balances ol$3.1 million
rvhich is lower than the beginning tund balance olthe year ($5.6 million). This decrease rvas
the net result of an increase of $ I .6 million of the General Fund and $ I . t in the Debt Service
Fund, and a decrease of$2.0 in the HUD programs Fund, $327 thousand in rhe llHS programs
Fund and $3.0 in Other Govemmental Funds.

The increase obsened in the general iund corresponds mainly to the loan proceeds ol$27.g
million lbr the payment oldebts and retinancing. 

.l'he 
tlecrease on other govemmental lunds

corresponds to lhe construction in progress that was observed in the increase in capital assets,
and general debt cannot be liquidated with general fi.rnd.

Budgetary Highlights

The Municipal Legislature revised the Municipality's budget several times the original budget
by the Municipality's intemal control of the expenditures over the administrative olfrces ior
General Govemmenl. T'he current year operations resulted in $12.3 million of excess
expenditures over revenues.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

At June 30, 2012, the Municipality had $ 165.0 million (net oldepreciation) invested in capital
assets, as reflected in the fbllowing table, which represents a net decrease (additions less
retirements and depreciation) of $0.2 million tlom the end of last vear.

-9-



Table 2
Capital Assets at Year-end

(Net of Depreciation, in millions)

Table 3
Change in Capital Assets

(in millions)

Debt Outstanding

Asofyear-end.lheMunicipalityhad$175.1millionindebt(bonds,notesandotherlong-term
debts) outstanding compared to $166.3 million last year, a net increase of$g.g million.

Governmental Activities

2012 20tt
Land
Construction in progress
Buildings and improvements
Furniture and fixture
Vehicles and equipment
Infrastructure

Total

$ 1.3
t.2

59.8
5.1

J.J
92.3

$_rcao

$ 3.3
6.6

55.1

2.3
4.4

93.5

$J{s.,!

Governmental
Activities
Beginning Balance

Additions
Retirements
Depreciation

Ending balance

s t6s.2
t 0.8
(5.8)
(5.2\

$_165J)

$ 159.8
| 2.8
(0

$_1652

- t0-



Long-term liabilities were added relared to GRIM Liquidation 201l-2012 amounted to $1.6
million. A note payable with a balance due of $2.2 million represenrs a repayment agreement
rvith the Government Deveropment Bank and CRIM to repay the.*"... ol p.op.-.ty tuk.,
advances from tiscal vears up to 2001. A note payabre of $l1.7 milrion is due io the t.t.s.
Department of Housing and urban Development. The landfilr obligation represents an
cstimated liabiliry fbr future closure and post-closure care costs.

The Municipality levies an annuar special tax of l.4gzo orthe assessed value ofrear propeny
located within the Municipality, which is not exempted by law. -rhe 

proceeds of this tax are
required to be credited to the Debt Service Fund for payment ofgeneral obligation bonds and
notes olthe Municipality. The amount ofgeneral obligation debt that the t4unicipality can
issue is limited by law to I 0% of the total assessment olthe tarable property located within the
boundariesoftheMunicipalitl.'fheoulstandinggeneralobligationiebtofiheMunicipalityof
$l16.3 million is below legal limitation. A note payable ol$l1.7 million <lue to tt" u.s.
l)epartment ol llousing and Urban Development is due in August 2026. More detailed
information about the Municipality's long-lerm debts is prc.sented in note l5 to the financial
statcment.

ECONOMIC FACTORS AND NEXT YEAR'S BI,IDGET

'fhe Municipalitl- is a political lcgal entitv rrith f'ull L,gislative and adminisrrariye porvers in
ercry area of municipal gotcmment. rrith perpetual cxistence and lcgal personality:. scparate
und independent tiorr the central govemment oi l)uerto ttico. fhe r\lunicipal Govemment
comprises the executive and legislative branches. 'fhe executir.c porver is exercised b1.the
Mavor and the legislative by the Municipal Legislaturc. ivhich has l6 members. 't'he lVLvor
and the Municipal l-egislaturc arc sl.-'ctcd evcry rbur years in gcneral clections.

Table {
Outstanding Debt at Year-enrl

(in million)

2012 201I
General obligation bonds and notes $ I 16.3 s 106.3

Due to CRIM - l-arv 42 1) 2.2
Due to CRIM-LIMS 0.1

Due to CRIN{- Liquidarion 0.5
Note pavable-Section 108 1.7 12.2

Landlill obligation it.5 lt.5
Compensated ahsenccs

0thers
).)
6.9

8.1
.t.4

Totals s a75.l s l66.3

lt



.Ihe 
ivlunicipality provides a lull range of ser'iccs including health, public norks.

e nvironmental control. education, public sat-ety, public housing and communit;- tlevelopmenl.
culture and recreation as *ell as many other general and administrarive senices. 'fhe
\lunicipality's principal sources ofrevenue are propertr- taxes. municipal liccnse ta_res. sales
and usc tax. contributions bv the state govemment and t-etleral grants.

.fhe 
Nlunicipality's clected and appointed ollicials consitlered may tactor r.rhen setting the

tiscal 1'car 201 2 budget. one of thc- tactors is the economy. *.hich is altecte<i b.r- the
population, f amily income and unemployment growth of the lvlunicipalit-v. These f'actors.
among others. \lere taken into account $hen adopting the Municipalirl*'s budger fbr liscal vear
l0l2-2013. Municipal license taxesandother local charges fbr sen,ices. licenses and permits
are expected to provide the revenues necessan' to tinance programs rve currently olTcr.
Iludgeted expenditures are cxpected to be excceded bv budgeted revenues.

Ilthose estimates are realized. rhe Municipality's budgetary General Fund balance isexpecterl
to be the same or to increase modestll by the close of fiscal year 201 2-201 3.

CONTACTING THE MUNICIPALITY'S FINANCIAL MANAGEMENT

lhe Municipality's linancial slalemcnts are designed to prcsenr uscrs (citizens. t&\payers.
cuslomers, investors and creditors) with a general oven,iew ofthe Municipality's linanies and
to demonstrate the Municipality's accountability fbr the money it receives. lf you have
questions about the report or.need additional llnancial infbrmation. contact the Municipality's
Director ofFinance on the 4'h Floor ofthe City Hall. Sabana Seca Avenue, po Box 2359. 'foa
Baja, Puerto Rico, 00951 .

- t2 -



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF TOA BAJA
STATEMENT OF NET ASSETS

JUNE 30,2012

Governmental
Activities

Assets

Cash in bank (Notes 2 and 5)
Cash wilh fiscal agent (Note3 2 and 5)
Certificates of deposits (Notes 2 and 5)
Accounls receivable:

Property taxes
Municipal license taxes
Sales and use laxes
lnterest
Other

Due from other agencies (Note 9)
Capital assets, net (Note 11)

Total assets

Liabilities and Net Assets

Liabilities
Accounts payable and accrued liabilities
Due to other agencies (Note 12)
Claims and judgments
Matured bonds
Matured interest payable
Deferred revenues (Note 13):

Municipal license tax
Noncurrent liabilities (Note 15):

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

Net Assetg
lnvestment in capital assets, net of related debt
Restricted for:

Debt service
Capital prolect

Unrestricted
Tolal net assets

Total liabilities and nel assets

$ 3,903,768
18,218,509
3,670,158

143,569
1 ,121

429,708
6,801

2.090.270
5,392,350

164,972,129

$'198,828,483

$ 2,570,162
12,887,639

't43,294
5,890.000
2,228,278

7,068,684

8,536,440
166,61 1,685
205,936,182

1 ',t 1 ,123 ,2',to

4,236,473
4.114,288

(126,581 ,670)
(7,107,699)

$ 198,828,483

The accompanying notes are an integral part of these basic financial statements.
-13-
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF TOA BAJA

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

JUNE 30, 2012

Total fund balances - governmental funds $ 3,06g,297

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

- Capital assets, net used in governmental activities are
not current financial resources and therefore are not
reported in the governmental funds balance sheet. 164,972,129

. Some liabilities, including bonds payable, are not due
and payable in the current period and therefore are not
reported in the funds. (Note 4) (TS14A,1ZS)

Net assets of governmental activities $ (7, 107,699)

The accompanying notes are an integral part of these basic financial statements.
_17_
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF TOA BAJA

RECONCILIATION OF THE STATEMENT OF REVENUES, EXPENDITURES, AND CHANGES
IN FUNO BALANCES OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES

FOR THE FISCAL YEAR ENDED JUNE 30,2012

Net change in fund balances - total governmental funds

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

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

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

' Governmental funds report issuance of long{erm debt as other
financial sources because provides current financial resources.

. Governmental funds report principal payments on long-term
obligations as expenditures, whereas the principal payments
reduces the long{erm obligations in the statement of activities.

. Some expenses reported in the statement of activities do not
require the use of current financial resources; therefore, are not
reported as expenditures in governmental funds.

. Due to CRIM

. Due to Labor Department

. ASES

. Claims and judgments

Changes in net assets of governmental activities

$ (2,61 1 ,152)

4,977,539

(5,204,157)

(27,800,000)

21.653,242

(1,632,820)
(285,430)
(s52,762)
(170,000)

_g__!_rc?qI1E_

The accompanying notes are an integral part of these basic financial statements.
-19-
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COMMONWEALTH OF PUEHTO RICO
MUNICIPALITY OF TOA BAJA

NOTES TO THE F]NANCIAL STATEMENTS
FOR THE FISCAL YEAR ENOED JUNE 30, 2012

1. ORGANIZAT]ON

The Munlcipality of roa Baja, Puerto Rico (Municipality) was founded in 1745. The
Municipality is a political legal entity with full legislative and administrative faculties in
every affair of municipal character, with perpetual succession existence and legal
identity, separate and Independent from the central government of the
commonwealth ol Puerto Rico. The Municipality provides a full range of services
including: public safety, pubric works, curture, recreation, health and werfare,
education and other miscellaneous services.

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

2. SUMMARY OF SIGNIFICANT ACCOUNT]NG POLICIES

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

The financial information of the Municipality is presented in this report as follows:

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

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

Statement of Net Assets - The statement of net assets is designed to display the
financial position of the Municipality, including capital assets and infrastiucture.
The net assets of the Municipality will be broken down into three categories;
invested in capital assets, net of related debt; restricted; and unrestrictedl

-21 -



COMMONWEALTH OF PUEHTO RICO
MUNICIPALITY OF TOA BAJA

NOTES TO THE F|NANCIAL STATEMENTS (CONTTNUED)
FOB THE FISCAL YEAR ENDED JUNE 30, 2012

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

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

The following is a summary of the more significant policies:

a. Reporting Entity

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

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

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

-22-



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF TOA BAJA

NOTES TO THE F|NANC|AL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

2) The economic resources, for which the Municiparity is entifled, either
received or held by_.the- separate organization, are entirely or almost entirely
for the direct benefit of the Municipality or its constituents.

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

The Municipality's management has concluded that, based on the
aforementioned criteria, there are no legally separate entities or organizations
that should be reported as component units of the Municipality for the-fiscal year
ended June 30,2012.

b. Government-Wide and Fund Financial Statements

The governmenlwide financial statements (i.e., the statement of net assets and
the statement ol changes in net assets) report information on all the activities of
the Municipality. For the most part, the effect of interfund activity has been
removed f rom these statements.

Governmental activities are supported mainly by taxes and intergovernmental
revenues. The statement of activities demonstrates the degree to which the direct
expenses of a given function or segments are offset by program revenues. Direct
expenses are those that are clearly identifiable with a specific function or segment.
Program revenues include 1) charges to customers or applicants who purihase,
use, or directly benefit Jrom goods, services, or privileges provided by a given
function or segment and 2) grants and contributions thatire restricted to me-eting
the operational or capital requirements of a particular f unction or segment. Taxes
and other items not properly included among program revenues are reported
instead as general revenues.

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

-23-



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF TOA BAJA

NOTES TO THE FINANC|AL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 20.I2

During the fiscal year ended June 30, 201 1, the Municipality implemented
Government Accounting Standards Board Statement No. 54 (GASB 5a), ,,Fund

Balance Reporting and Governmentat Fund Type Definitions,,. GASB 54
enhances the usefulness of fund balance information by providing clearer fund
balance classifications that can be more consistently applied, and it clarifies the
existing governmental fund type definitions. lt establishes fund balance
classifications that comprise a hierarchy based primarily on the extent to which a
government is bound to observe constraints imposed upon the use of the
resources reported in governmental funds.

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

Measurement Focus, Basis of Accounting, and Financial Statement
Presentation

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

Governmental f und financial statements are reported using the current financial
resources measurement focus and lhe modified accrual basis of accounting.
Flevenues are recognized as soon as they are both measurable and available.
Revenues are considered to be available when they are collectible within the
current period or soon enough thereafter to pay liabilities of the current period.
For this purpose, the government considers revenues to be available if they are
collected within the current period or soon enough thereafter to pay liabilities of
the current period. For this purpose, the Municipality considers revenues to be
available if they are collected within 60 days of the end of the current fiscal period.
Expenditures generally are recorded when a liability is incurred, as under accrual
accounting.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF TOA BAJA

NOTES TO THE FtNANCtAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

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

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

Private-section standards of accounting and financial reporting issued prior to
December 1, 1989, generally are followed in the government-wide financial
statements to the extent that those standards do not conflict with or contradict
guidance of the Governmental Accounting Standards Board.

As a general rule the effect of interfund activity has been eliminated from the
government-wide financial statements.

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

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

The Municipality reports the following major governmental funds:

1) General Fund

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

-25-



COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF TOA BAJA

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

This fund account for revenue sources for the development of viable urban
communities, decent housing, suitable living environment, rental assistance to
help very low-income families afford decent, safe and sanitary housing by
encouraging property owners to rehabilitate substandard housihg ano tJase
the units with rental subsidies to low-income family.

This fund account for revenue sources to provide essential human services
such as hearth insurance for erderry and row-income peopre, improving
maternal and infant health, pre-school education and services, prevent child
abuse and domestic violence and medical and social science research
including the prevention of the outbreak of infections disease and
immunization services.

4) Debt Service Fund

This fund is used to account for the resources accumurated and payments
made for principar and interest on rong-term generar obrigation debt of
governmental funds.

d. cash and cash Equivalents, cash with Fiscal Agent, and certificates of
Deposits

The Municipality's Finance Director is responsible for investing available
resources. The Municipality is reskicted by lawto invest only in savings accounts
and certificates of deposit with banks qualified as a depository of public funds by
the Puerto Rico Treasury Department (PRTD) or in instruments of the
Government Development Bank for puerto Rico (GDB). The Municipality's policy
is to invest any excess cash in certificates of deposits with institutions quilified by
the PRTD. Earnings from these funds are recorded in the corresponding fund.
cash with fiscal agent in the capital projects fund consists of unused pr-oceeds
from appropriations from bonds and notes issued for the acquisition and
construction of major capital improvements. cash with fiscal agent in the debt
service fund represents special additional property tax collectionJretained by the
commonwealth of Puerto Rico and restricted for the payment of the Municipiity,s
debt service, as established by law.

3)
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF TOA BAJA

NOTES TO THE F|NANCIAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2012

The Municipality considers all investments with an original maturity of three
months or less to be cash equivalents.

lnterfund Receivables and Payables

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

Capital Assets

capital assets purchased or acquired are carried at historical cost or estimated
historical cost. contributed assets are recorded at fair market value as of the date
donated. Additions, improvements and other capital ouilays that significanfly
extend the useful life of an asset are capitalized. other costs incurred fbr repairi
and maintenance are expensed as incurred. Depreciation in capital assets is
calculated on the straight-line basis over the following estimated useful lives:

f.

lnfrastructure
Buildings and building improvements
Furniture and fixtures
Vehicles and equipment

Useful Life

25-50 years
20-50 years

5-10 years
5-20 years

g. Fund Balances

During fiscal year 2011, the Municipality adopted the provisions of GASB
Statement No. 54, Fund Balance Repofting and Govemmental Fund Type
Definitions (GASB No. 54), which enhanced the usefulness of fund barance
information by providing clearer fund balance classifications that can be more
consistently applied. This statement establishes fund balance classifications that
comprise a hierarchy based primarily on the extent to which the Municipality is
bound to observe constraints imposed upon the use of the resources reported in
governmental funds.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF TOA BAJA

NOTES TO THE FINANC|AL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

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

1) Nonspendable - Represent resources that cannot be spent readily with cash or
are legally or contractually required not be spent, including but not limited to
inventories, prepaid items, and rong term balances of inierfund roans and
accounts receivable.

2) Resticted - 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 enabring legisration
(that is, legislation lhat creates a new revenue source and restriits its use;.
Effectively, restrictions may be changed or lifted only with the consent of
resource providers.

3) Commifted - Represent resources used for specific purposes, imposed by
formal action of the Municipal's highest level of decision making 

'authority

(Municipal Legislature through resorutions and ordinances) and cin onry be
changed by a similar law, ordinance or resolution, no later than the eni of
fiscal year.

4) Assigned - Represent resources intended to be used by the Municipality for
specific purposes but do not meet the criteria to be classified as resiricted or
committed (generally executive orders approved by the Mayor). lntent can be
expressed by the Municipal Legislature, the Mayor or by an official or body to
which the Municipal Legislature delegates authority in conformity with the
Autonomous Municiparities Act of puerto Rico, as amended. ln governmental
funds other than the general fund, assigned fund balance rJpresents the
remaining amount that is not restricted or committed.

5) 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 prrposei for
which amounts had been restricted, committed, or assigned.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF TOA BAJA

NOTES TO THE F|NANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

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

The Municipality reports resources constrained to stabilization as a specified
purpose (restricted or committed fund balance in the general fund) only if: (1) such
resources meet the other criteria for those classifications, as described above and
(2) the circumstances or conditions that signal the need for stabilization are
identified in 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 balance amounts as of and for the fiscal year ended
June 30, 2012.

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

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

h. Risk Financing

The Municipality carries insurance to cover casualty, theft, tort claims and other
losses. lnsurance policies are negotiated by the puerto Rico Treasury
Department and costs are allocated among all the municipalities of puerto Rico.
Cost of insurance allocated to the Municipality and deducted from the gross
property tax collections by the Municipal Revenue Collection Center (the ,.CRlM")

forthe yearended June 30,2012 amounted to $783,539. The current insurance
policies have not been cancelled or terminated. The CRIM also deducted
approximately $1.8 million for workers' compensation insurance covering all
municipal employees.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF TOA BAJA
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Compensated Absences

Employees are entitled to 30 days vacations leave and 1g days sick reave per
year. Sick leave is recorded as expenditure in the year paid.' Employees are
entitled to payment of unused sick leave upon retirement ii have oeen e'nrptoyeJ
for at least 10 years in the municipar goveinment. on July 1997, state tiw isz
supra amended the Article 12.0i 6, section b (2) of the Municipal Law, authorizing
the Municipality to pay any excess of vacations and sick leave accumulated ove"r
the maximum previously permitted by law. calculations must be made until
December 31 of every year. Excess of sick reave must be paid untir March 31
next every natural year. Excess of vacations can be paid after July 1 of every
fiscal year.

Future Adoption of Accounting pronouncements

The Governmentar Accounting Standards Board has issued the foflowing
statements that the Municipality has not yet adopted:

Statement
Number Statement Name

Adoption Reguired
in Fiscal Year

60

61

62

63

Accounting and Financial Reporting for
Service Concession Arrangements

The Financial Reporting Entity: Omnibus
- an amendment of GASB Statements
No. 14 and 34

Codification of Accounting and Financial
Reporting Guidance Contained in pre -
November 30, 1989 FASB and AICpA
Pronouncements

Financial Reporting of Deferred Outflows
of Resources, Deferred lnflows of
Resources. and Net Position

Items Previously Reported as Assets
and Llabilities

2012-13

2012-13

2012-13

2012-13

65
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Statement
Number Statement Name

Adoption Required
in Fiscal Year

66 Technical Corrections - 2012 - an
amendment of GASB Statements No. 10
and 62

67 Financial Reporting for pension plans -
an amendment of GASB Statement No.
25

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

2013-14

2013-14

2014-15

The impact of these statements on the Municipality's financial statement has not
yet been determined.

k. Use of Estimates

The preparation of financial statements in conformity with accounting principles
generally accepted in the United states of America requires managementto make
estimates and assumptions that affect the reported amounts of assets and
liabilities, and disclosure of contingent assets and liabilities at the date of the
financial statements and the reported amounts of revenues and
expenditures/expenses during the reporting period. The most significant
estimates consist of the contribution received from the puerto Rico Electri-c power
Authority and the Municipal Revenue collection center caused by the delay of the
notification of the actual revenues and expenditures to the presented in the
financial statements of the agencies mentioned above.

STEWARDSHIP, COMPLIANCE, AND ACCOUNTABILITY

a. Budgetary Control

The Municipality's annual budget is prepared on the budgetary basis of
accounting, which is not in accordance with GAAp, and represents departmental
appropriations recommended by the 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 Legislature. Transfers of appropriatioins
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within the budget, known as Mayor's Resolutions, do not require the approval of
the Municipal Legislature.

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

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

For budgetary purposes, encumbrance accounting is used. The encumbrances
(i.e., purchase orders, contracts) are considered expenditures when incurred. For
GAAP reporting purposes, encumbrances outstanding at year-end are reported as
reservations of fund balances and do not constitute expenditures 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 foruard and
made available for current spending.

b. BudgeUGAAP Reconciliation

The following schedule presents comparisons of the legally adopted budget with
actual data on a budget basis. Because accounting principles applied for
purposes of developing data on a budget basis differ significanily from those used
to present financial statements in conformity with GAAP, a reconciliation of entity
and timing differences in the excess of revenues and other financing sources over
expenditures and other financing uses for the year ended June 30, 2012 is
presented below for the general fund:
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Deficiency of revenues under expenditures -
budgetary basis

Entity d ifferences:
Non-budgeted revenues, net
Non-budgeted expenditures, net

Current year encumbrances recorded as
expenditures for budgetary purposes

Prior year encumbrances recorded as
current year expenditures for GAAP basis

Basis of accounting differences:
Net change in receivables
Net change in payables

Deficiency of revenues under expenditures -
GAAP basis

General Fund

$(12,341,902)

236,541
(1 3,155,578)

(1 ,543,31 1)

1,420,523

1,297,178
658.148

$123.428A01)

c. Legal Compliance

The legal level of budgetary control is at the individual department level for
general fund expenditures.

4. RECONCILIATION OF GOVERNMENT.WIDE AND FUND FINANCIAL
STATEMENTS

The governmentalfund balance sheet includes reconciliation between fund balance-
governmental funds and net assets of governmental activities as reported in the
government-wide statement of net assets. One element of that reconciliation explains
that some liabilities, including bonds payable, are not due and payable in the current
period and therefore are not reported in the funds.
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The details of the approximatery $'r75.1 milrion differences are as foilows:

Bonds payable
Landfill obligation
Notes payable
Compensated absences
ASES
Advance from CRIM
Puerto Rico Labor Department
Claims and judgments

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

5. DEPOSITS

$116,363,919
32,488,803
14,868,639
5,469, 178
3,869,336
1,632,820

285,430
170.000

$1fa1{L!25

custodial credit risk is the risk that in the event of a bank failure, the government,s
deposits may not be returned to it. Under puerto Rico statutes, luotic iunos
deposited in commerciar banks must be fuily coilaterarized for the amount aeposit"o
in excess offederal depository insurance. All securities pledged as collaterat areteto
by the secretary of the Treasury of puerto Rico. rn ad'dition, t" r,,lrnl",p"ritv
maintains deposits with the Government Development Bank for pr"rto ii"o r-dogl.

The.deposits at GDB of approximately $2.7 million that are restricted principally for
capital projects and the $12.2 mifiion in the debt service fund are uninsured Lnd
uncollateralized, as no collateral is required to be carried by governmental banki.

The Municipality maintains its deposits in one bank located at puerto Rico. All kind of
deposit is guaranteed by the Federar Deposit lnsurance corporation lrorcy. ine
standard insurance amount limit is $2S0,000.

The excess is covered by coflarerar provided by banks and herd by the Treasury
Department of the commonwearth of puerto Rico pursuant to appriiabre raws and
regulations.
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6. PROPERWTAXES

The Municipar Revenues colrection center (cRrM) of the commonwearth of puerto
Rico is responsibre by raw for the assessment, revy and coilection of arr rear andpersonar property taxo-s. 

. 
The tax on personar property is serf assessed by thetaxpayer. The assessment is made in a return which must ne treo witn tre cnru oyMay 15 of each year. The tax on rear property is assessed ov tne cnrr,a. Theassessment is made as ofJanuary 1 0feach yeai and is based on 

"sfiriteo crrr"ntvalues of the property as of year 1957. The tix on personar property must be Daid infull together with the return on 
_or 

before May r s. it 
" 

t", ol ,i"r'p'r"p"rtv i. i* r"two equar instaflments in Jury 1 and January 1, foilowing tre assessnieniiar-te.

The rates are'10.83% for real property and g.g3% for personal property. Thecomposition is as follows:

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

The Municiparity's basic property tax rate represents the portion which is appropriatedfor general purposes and accounted for in ihe general fund.

The "Additional s-peciar property tax - municipar" is restricted for debt service and
:ut?i1"9 by GDB for such.purposes and it is recorded as revenue in the Debt serviceruno wnen coilected by the CRIM and reported to the Municipality.

The "Additionar.speciar property tax - stare" is coilected by the cRrM for the paymentof princlpal and interest of generar obrigation bonds and certain other otiilltion"issued by the state government.

Residential real property oc.:pl"g-b] its owner is exempt by law from the payment ofproperty taxes on the first $15,ooo of the assessed'value. ror.r"n-"i"rpi"o
amounts' the Department of rreasury assumes payment of the basic tax to theMunicipality, except for property assesied at less ttrari $a, SOO, for wtrrcn n" p"V,n"*

Real

6.000/o
1.03%
4.00%

< _200k>

1qE3%

Personal

4.000k
1.03%
4.00%

< .20o/o>

8-E3%
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is made. Revenue related to the basic tax on exempt property is recorded in the
General.Fund when payments are received from tne cntrr,i. complete exemptionfrom
personal property taxes up to an assessment of gS0,000 is granted to merchants
with an annual volume of net sales less than $150,000.

Prior to the beginning of each fiscal year, the cRlM informs the Municipality of the
estlmated amount of property tax expected to be collected for the ensuring fisial year.
Throughout the year, the cRlM advances funds to the Municipality based-on ffre lnifiat
estimated collections. The cRlM is required by law to prepare a setflement 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 set ement made not laterthan six months after year
ends. lf the cRlM remits to the Municipality property tax advances, which are iess
than the tax actually collected, a receivable from the cRlM is recorded at June 30.
However, if advances exceed the amount actually collected by the cRlM, a payable to
the CRIM is recorded at June 30.

currently, the Municipality has received the preliminary settlement from cRlM related
to fiscal year 2011-12, but not the final setflement as the six months period after fiscal
year ends, provided by law to cRlM to issue this, has not yet expired. Management
believes, based in part on the experience from prior yeari, thai when receirld, the
final settlement from cRlM will not show a significant difference from the preliminary
settlement and that such difference, if any, will not have a material efiect on the
financial condition of the Municipality.

Based on the preliminary settlement already received, during the year ended
June 30, 2012, the amount advanced by cRlM from taxpayers andlharges exceeded
the amount collected by cRlM for the same period by approximately $1 ,632,g20.
such amount is presented as due to cRlM in the accompanying goveinmental wide
financial statements (See Note 15).
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7. MUNICIPAL LICENSE TAX

Municipal license tax receivables are recorded in the fiscal year in which payment is
due and, accordingry, represent taxes which are due and uncofleited at
June 30, 2012. The annual municipal license tax is determined based on the gross
income of all commerce and industrial organizations that have operations in the
Municipality of roa Baja, and are not totally or partially exempt under the lndustrial
lncentive Law of Puerto Rico.

An annual return of business volume should be filed on or before April 15 of each
year and payable in two equal installments due on July 1 and January 1. A discount
of 5% is allowed when full payment is made on or before April 1s. The rates of
municipal license in the Municipality of Toa Baja are as follows:

Financial institutions
Other organizations

1.5%
.57"

The amounts collected in advance are recorded as deferred revenues in the General
Fund. The Municipality invoiced and collected in advance during the current year
approximately $7.1 million, corresponding to the next fiscal year municipal license.

8. SALES AND USE TAXES

On July 29, 2007 the Commonwealth Legislature approved Act No. 80 (,,Act BO',)
which imposed to all the Municipalities of Puerto Rico a uniform municipal sales and
use tax ol 1.5"/o. Etfective August 1, 2ooz t% of the 1.5% will be collected by the
Municipalities and the remaining .5olo of the 1.5% will be collected by the puerto Rico
Department of Treasury.

Act 80 also provides for restrictions on the use of the resources (including the .5 of
1.5% collected by the commonwealth Government) to be invested in solid waste and
recycling programs, capital improvements and health and public safety costs. Amount
collected by the Commonwealth Government will be deposited in accounts or special
funds in the Governmental Development Bank of puerto Rico (,,GDB,,), subiect to
restrictions imposed and distributed as follows:

a. .2o/" of the .5% will be deposited in a "Municipal Development Fund,' to finance
costs as restricted by the Act,

-37 -



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF TOA BAJA

NOTES TO THE F|NANC|AL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2012

b. .2% ot the .5% wiil be deposited in a "Municipar Redemption Fund,, to finance
loans to municiparities subject to restrictions imposed by ihe Act and,

c. .1o/o of the .5% will be deposited in a "Municipal lmprovement Fund', to finance
capital improvement projects; these funds wili be distributed based on legislation
from the Commonwealth,s Legislature

9. DUE FROM OTHERAGENCIES

Represents grants and contributions due from rocal and federar agencies:

Puerto Rico Electric Power Authority
Other governmental funds

Total
$ 5,392,350

10. INTERFUNDTRANSACTIONS

a. Due from/to Other Funds

The due from and due to other fund barances as ofJune 30, 2012, are as foilows:

Receivable Fund

Other governmental funds
General
General
General

Total

Pavable Fund

General
Other governmental funds
HUD
HHS

$5,276,210
116.140

Amount

$ 1,040,864
526,360

77,779
't4.021

$l-059p24

The balances resulted from the time
goods and services are provided
(2) transactions are recorded in the
between funds are made.

lag between the dates that (1) interfund
or reimbursable expenditures occur,
accounting system, and (3) payments
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b. lnterfund Transfers

lnterfund transfers for the year ended June 30,2oi2 consisted of the following:

Transfer ln

Debt Service
Debt Service
General

Total

Transfer Out

General
HUD
Debt Service

Amount

$2,772,878
1,115,295

6.621

$3jgl.794

The transfer from the general fund and HUD programs to the debt service fund of
$3,888,1 73 represents monies transferred to cover debt service payments as
become due.

11. CAPITALASSETS

Capital asset activity for the year ended June 30, 2012 was as follows:

Balance
June 30, 20'l l

s 3.254.515
6.575.018

---gsrg=$-

s
543.892
543S9'

s
5.881.983
5 881 983

lncreases Oecaeasos
Balanco

Jun.30,2012

$ 3,254.515
1 .236.927
4761,44,

76.297,695
13.507.189
8.751 751

102 486.281
201 042 516

Pdma,y Government

Gov6mmontal Activitios:
Capital assels, not being depreciatedl

Land
Conslruction in progress

Tolal capatal assets, nol being deprecialed

Capilal assels, betng depreciatedl
Buildings and building improvements
Equipmenl and vehicles
Furniture and lixlures
lnfraslaucture
Tolal caprlal assets. being deprecraled

Less accumulaleo oeprectatron tor
Burldrngs and butldtng improvemenls
Equipment and vehicies
Furnrture and fixlures
lnfraslruclure

Total accumulated deprectalron

Tolal caprtat assets. beinq depreclated net 160.480 687

s 5 655.365 55.881 983 S 164972.129

69 436.106
12 182.599
7 2U 967

101.903.614
lsoin6

6 861.589
1 324 590
1546.784

582.667- 10:15630

14.301 785
7.781.672
4 926.438
I 34A 177

35 354 O72

2 157 638
727 512
610.903

1 708.104
5 2U 157

16 459 423
8.509.184
5 537 341

10.056.281
4c.56n29

155 36S 214

s 165.198.747

5 111 473

Governmenlat aclivilres capital assets. nel
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Depreciation expense was charged to functions/programs of the Municiparity as
follows:

General government
Public safety
Public works
Culture and recreation
Economic development
Health, public housing, and welfare

Total

12. DUETOOTHERAGENCIES

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

Puerto Rico Electric Power Authority
CRIM
Puerto Rico General Services Administration
Puerto Rico Water and Sewer Authority
Retirement System Administration
U.S. lnternal Revenue Services
Puerto Rico Labor Department
P.R. Treasury Department

Total

$ 2,157,638
274,906
727,5',t2
213,816

1 ,708,1 05
122.180

$1204J52

$ 5,276,210
3,162,280
2,709,705
1,238,732

237,429
183,609
67,7U
1't,910

$ 12,887,639

13.

14.

DEFERRED REVENUES

The defened revenues of approximately $7.1 million in the general fund related to
municipal license tax collected in fiscal year 20'11-12 that will be earned in fiscal year
2012-13.

INTERGOVERNMENTAL REVENUES

lntergovernmental revenues in the general and other governmental funds consist
mainly of collections from the commonwealth of puerto Rico and the cRlM,
payments in lieu of taxes from the puerto Rico Electric power Authority and federal
financial assistance received from the federal government.
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15. LONG-TERM DEBTS

Bonds and notes payable and other debt outstanding at June 30, 20.12 are as follows:

a. Legal Debt Margin

The Municipality is subiect to a legal debt margin requirement, which is equal to
10% of the total assessment ot property located within the Municipality plus the
balance of the special ad valorem taxes in the debt service fund.

ln addition, before any new bonds are issued, the revenues of the debt service
fund should be sufficient to cover the proiected debt service requirement. Long-
term, except lor the bonds payable, is paid with unrestricted funds.

b. Bonds

$9,725,000 series of 1994, payable in annual installments of
$135,000 to $850,000 untit July 2019, interest at 8%. $ S,24O,OOO

$1,670,000 series of 1994, payable in annual installments of
$25,000 to $145,000 untit July 20.tg, interest ranging from
6.15% to 8.206y". 9OO,OOO

$2,755,000 series of 1994, payable in annual installments of
$60,000 to $265,000 untit Juty 1 , 2014, interest ranging f rom
7.25o/o lo 6.58o/". 7SO,O0O

$1 ,540,000 series of 1994, payable in annual installments
of $170,000 to $240,000 untit Juty I , ZO2O, interest ranging
trom S.4yo to 6.875%. 9OS,00O

$3,530,000 series of 1998, payable in annual installments of
$145,000 to $305,000 untit Juty 1, 2012, interest ranging
lrom 6h to 7.09yo. 2,O9O,O0O

$1,500,000 series of 1998, payable in annual installments
from $44,000 to $108,000 until July 1,2019, interest at4.So/o. 66.1,106
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55,075,000 series of 1999, payable in annual installments
of $195,000 to $540,000 untit July 1 , 2015, interest ranging
from 6. 16% to I1.06%.

$3,470,000 series of 2000, payable in annual installments
of S140,000 to $355,000 untit June 2014. interest at
approximately 8%.

$655,000 series of 2000, payable in annual installments
of $25,000 to $70,000 until Juty 1,2015, interest ranging
from 5.88% to 8%.

$875,000 series of 2000, payable in annual installments
of $5,000 to $75,000 until July 2025, interest ranging
from 5.88% to 8%.

$2,062,000 series of 2001, payable in annual installments
ol $62,800 until January 1, 2021, interest at 27o.

$3,200,000 series of 20O2, payable in annual installments
of $55,000 to $245,000 untit Juty 1 , 2027 , interest ranging
lrom 5"/" to 6.5%.

$3,040,000 series of 2005, payable in annual installments
of $100,000 to $220,000 until July 1,2024, interest ranging
lrom 3.28o/" lo 5o/".

$2,515,000 series of 2005, payabte in annual installments
of $305,000 to $420,000 untit Juty 20t2, interest ranging
lrom 4.2o/" lo 4.7"/o.

$12,065,000 series of 2005, payable in annual installments
of $345,000 to $960,000 untit Juty 2025, interest ranging
trcm 4.410 to 5.3olo.

$1,555,000 series of 2006, payable in annual installments
of $180,000 to $270,000 untit July 1,2012, interest ranging
kom 6.2'h to 6.5%.

$ r,760,000

1,000,000

250,000

680,000

1,029,813

2,560,000

2,235,000

420,000

9,685,000
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$1,335,000 series of 2006, payable in annual installments
of S155,000 to $230,000 untit Juty 2012, interest ranging
lrom 6.21" to 6.5%.

$1 ,510,000 series of 2006, payable in annual installments
of $25,000 to $120,000 untit Juty 2031 , interest ranging
from 6.6% to7.25yo.

$1 ,010,000 series of 2006, payable in annual installments
of $110,000 to $175,000 untit Juty 2013, interest ranging
from 6.60% to7.25o/".

$1 ,335,000 series of 2OO7 , payable in annual installments
of $20,000 to $1 10,000 untit Juty 2031, interest ranging
from 6.60% to 7.25"/o.

$415,000 series of 2007, payable in annual installments
of $60,000 to $85,000 untit July 2012, interest ranging
from 6.60% lo7.25o/".

$1 ,340,000 series of 2OO7 , payable in annual instaflments
of $50,000 to $140,000 untit July 2021 , interest ranging
from 6.60% lo7.25o/".

$1,510,000 series of 2008, payable in annual installments
of $25,000 to $120,000 untit July 2032, interest ranging
from 3.93% lo7.25o/".

$4,200,000 series of 2008, payable in annual installments
of $60,000 to $345,000 unrit Juty I , 2032, interest ranging
f rom 3.930/" lo 7.25o/o.

$9,660,000 series of 2009, payable in annual installments
of $680,000 to $1 ,310,000 until July 201 9, interest ranging
from 5.00% to7.50"k.

$3,870,000 series of 2009, payable in annual installments
of $270,000 to $525,000 untit Juty 2019, interest ranging
f rom 5.00o/o lo 7.5O/".

$ 230,000

1,365,000

340,000

1 ,210,000

85,000

1,040,000

1,405,000

3,915,000

8,250,000
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$2,015,000 series of 2009, payable in annual installments
of $40,000 to $185,000 untit Juty 2029, interest ranging
from 5.00% to7.5}o/o.

$28,365,000 series of 201.1, payable in annual installments
of $60,000 to $2,725,000 until July 2036, interest ranging
from 6.00% to 7 .50o/o.

Subtotal bonds payable

c. Special Obligation - Notes

$460,000 series of 2008, payable in annual installments
of $55,000 to $80,000 untit Juty 1,2014, interest ranging
from 3.93% lo7.15o/o.

$4,5 18,000 series of 2008, payable in annual installments
of $530,000 to $775,000 until Juty 1,2015, interest ranging
from 3.93% to7.5o/o.

$3,715,000 series of 201 'l , payable in annual installments
of $60,000 to $310,000 untit Juty 2036, interest ranging
from 6.00% 1o7.50%.

$27,800,000 series of 2012, payable in annual installments
of $440,000 to $2,355,000 untit Juty 2037, interest ranging
from 6.00% lo 7 .50o/o.

Subtotal special obligation notes

Total bonds and notes

$ 1,925,000

28.365.000

81 .850,919

225,000

2,823,000

3,665,000

27.800.000

34.513.000

$116303p1e
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The annual debt service requirements for the bonds and notes payable at
June 30, 2012 are as follows.

Sonds and 
^rotesPrincipal

2013 $ 6.077,527
2014 5,869.65't
2015 6.156,812
20'16 5,821,019
2017 4 .812 ,269
2018-2022 23,681,641
2023-2027 20,700,000

2028-2032 21,s95,000
2033-2037 21,650,000

$ 116,363.919

$ 6,729,606
7,271,462
6,960,812
6,594.697
6,255.964

26,339,167
19,542.361

12.095.094
3,734,333

$ 95,523,496

d. Note Payable - CRIM - Law 42

Note payable of $2,343,704 represents a repayment agreement with GDB and
CRIM to repay the excess of property taxes advances from fiscal years up to
2001. The CRIM will retain the principal and interest from the property taxes
advances. The amounts retained by CRIM will be remitted to GDB on July 1 of
each year through 2032. fhe repayment agreement is payable in semi-annual
aggregate principal installments of $95,258 plus interest rate of 6.18%.

Debt service requirements in future years are as follows:

CR|M - Law 12

20't3
2014
2015
2016
2017
20't8-2022
2023-2027

2028-2032
2033-2037

Principal

s 55.473
58,958
62,662
66.s99
70.783

426,491
578.404

784.430
92.399

s 135,045

131 ,560
127 .855
123,918
119.7U
JZb,U95
333.966

168,1 52

2,859

$ 1,669,184q r4u99
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e. Note Payable - CR|M (Law 146)

On July 1, 2007, the Municipality entered into a financing agreement with the
CRIM in the amount of $1,224,300, to finance delinquent property tax accounts
sold to private investors, underthe provision of LawNo. 146of october 11,2001 .

The agreement is in the form of a no revolving line of credit bearing interest of
6.22% and is due on March 31, 2032. As described in Law No. 146, interest
payments for the first 5 years will be financed through .4g% of the net increase of
subsidy provided by the commonwealth of puerto Rico's general fund. Also,
during the first 5 years any collection from those delinquent accounts will be
credited to the loan principal.

Debt service requirements in future years are as follows:

CRIM - Law 146

2013
2014
2015
2016
2017
2018-2022
2023-2027
2028-2032

Pfincipal

$ 48,972
48.972

48,972
48.972
48,972

244.860
244,860
244,860

$ 979,2140

$ 60,922
57 ,876
54,829
51,781

48,736
197,990
121 ,840
45,690

$ 639,664

f. Note Payable - Section 108

Note payable of $12.1 million due to the U. S. Department of Housing and Urban
Development, payabre in annuar aggregate principar instailments ringing from
$464,000to$1,'l4S,000ptusinterestwhichfluctuatesfroml.l6%otoZ.AlAyI. fne
note is payable in August 2026.
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The annual debt service requirements for the note at June 30, 2012 are as
follows:

Section 1OB Loan Guarantee
Principal

$ 493.000
524.000
556,000
592,000
628,000

3,783,000
5, 1 17,000

$ 1 1,693,000

lnterest

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

Governmontal Activities:
Bonds payable
Note payable - CRIM Law 42
Note payable - CRIM Law 146
Nole payable - CRIM (LIMS)
Note payabl€ - Secton 108

Total long{erm debt

Othe. Long-t rm Liabiliti€!:
oue to cRlM
Landlill obhgation
Due lo Labor Deparlment
Due to ASES
Claims and ludgements
Compenseted absences

Total other long-term labrltres

Tolal noncunent llabrllres.
qovernmental aclivrltes

27 800,000

1.632.A20

285.430
552.762
170.000

26/.1012

s 30 441 012

Primary Government
Beginning
Belanc6

s 106.329,366
2.248,392
1.028.412

106,831
12.157.000

121.970.401

479 673
32.488.803

3 316 574
67 060

a 138 244

44 490 354

s 166 360 355

Addition3

$ 27.800.000

Ending
Balance

s r 16.363,919
2.136 199

s79.440

11 693 000

"rrar"-
1,632.820

32,488.803
285.430

3 869 336
,70 000

5 469 178

43.915.567

Due within
One Year

$ 6 077.527
55.473
4E.972

493.000

6.674.972

ur rui-

1.193104

1.861.468

2013
2014
2015
2016
20't7
2018-2022
2023-2027

$ 627 .249
601 ,619
574.294
545,1 33

514,021
2,O04.422

768,254

s 5,634,992

Payment3

$ 17.765147
52.193
48.972

106.831
464 000

1A 437 443

419 673

67.060
2 669 066

3 215 799

s 21 653 242 s 175 148 125 S 8 536.440

As described in Note 6, the Municipality levies an annual special taxol4.Oo/o of the
assessed value of real property. The proceeds of this tax are required to be
credited to the Debt Service Fund for payment of general obligation bonds and
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notes of the Municipality. The property taxes are collected and retained by the
CRIM.

FUND BALANCES

As of June 30,20'12, fund balances are comprised of the following:

Housing and Health and
urban Human

Development Services
Programs Programs

Other
Oebt Governmertal

Service Funds Total

Restricted:

General govemment $
Heallh and welfare

Capitaloutlays

Debt service

Committed:

Generalgovemment 3,304,679

Capatal outlays

Assigned:

Generalgovernment 1,507,888

Health and welfare 35 423

Unassgned (15 391,301)

$$$
514,159 49.175

4.0'10,967

4.236.473

s 116.546 $ 116,546

563,334

4,010,967

4.236.473

1,541,852 4,846,53't

2.572.436 2.572.436

570.000 2.077.888

35 423
(15,391,301)

17.

_!_u!,51!.11L _!_$?!l_?9_ _!_l9Jl5 _!_i?!9tzg_ _!__$99.99_ -q_Iqg'2gz_

FUND BALANCE DEFICIT

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

Fund Deficit

General $,1!143311

The deficit of the General fund will be covered by future budgetary appropriations.
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18. NETASSETS

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

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

Total invested in capital assets, net of related debt

RETIREMENT PLAN

$ 164,972,129
(53.848.919)

$1tL123210

19.

a. Plan Description

The Employee's Retirement System of the Government of Puerto Rico and its
lnstrumentalities (ERS) is the administrator of a cost-sharing multiple-employer
retirement system established by the Commonwealth of Puerto Rico. The
System was created under the Acl 447, approved on May 15, 1951, as
amended, and became effective on January 1,1952.

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

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

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

Members who have attained an age of at least fifty-five (55) years and have
completed at least twenty-five (25) years of creditable service or members who
have attained an age of at least fifty-eight (58) years and have completed at
least fifty-eight (58) years and have completed at least ten (10) years of
creditable service, are entitled to an annual benefit, payable monthly for life.
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The amounts of the annulty will be one and one-half percent of the average
compensation multiplied by the number of years of creditable service up to
twenty years, plus 2% of the average compensation multiplied by the number of
years of creditable service in excess of twenty years. ln no case the annuity will
be less than $200 per month.

Participants who have completed at least thirty (30) years of creditable service
are entitled to receive the Merit Annuity. Participants who have not attained fifty-
five (55) years of age will receive 65% of the average compensation or if they
have attained fifty-five (55) years of age will receive 7|o/o of the averagi
compensation. Disability retirement benefits are available to members for
occupational and non-occupational disability. However, for non-occupational
disability a member must have at least ten (10) years of service.

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

On September24,1999, anamendmenttoActNo. 447 otMay 15, 19S1,which
created ERS, was enacted with the purpose of establishing a new pension
program (System 2000). Employees participating in the current system as of
December 31, 1999, may elect to stay in the defined benefit plan ortransferto
the new program. Persons joining the Municipalityon or after January, 2000, will
only be allowed to become members of System 2000. System 2000 will reduce
the retirement age from 65 years to 60 for those employees who joined the
current plan on or after April 1, 1990.

System 2000 is a hybrid defined contribution plan, also known as a cash
balance plan. Under this new plan, there will be a pool of pension assets, which
will be invested by ERS, together with those of the current defined benefit plan.
Benefits at retirement age will not be guaranteed by the Commonwealih of
Puerto Rico. The annuity will be based on a formula which assumes that each
year the employee's contribution (with a minimum of 8.27 So/o of the employee's
salary upon to a maximum ol 10%) will be invested in an account which will be
either: (1) earn a fixed rate based on the two-year Constant Maturity Treasury
Note or, (2) earn rate equal to 7 5o/o of the return of the ERS,s investmeni
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
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pensrons will not be granted under system 2000. The employer's contribution
(10.275% of the employee's salary) will be used to fund the current plan.

b. Contribution Reguirements

commonwealth legislation requires employees to contribute s.77syo of gross
salary up to $6,600 plus B.27So/o of gross salary in excess of $6,600. The
Municipality's contributions are 10.27 5o/o of gross salary. contributions'
requirements are established by law. The actuirially determined contribution
requirement and contributions actually made for the year ended June 30, 2012
was approximately $1.7 million. The Municipality's payroll for employees
covered by ERS was approximately $16.3 million. The Municipality totai payroll
for all employees was approximately g34.5 million.

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

RISK MANAGEMENT

The Risk Management Division of the Municipality's Legal Department is responsible
of assuring that the Municipality's property is properly insured. Annually, ihe Risk
Management Division compiles the information of all property owned and its
respective market value. After evaluating this information, the Risk Management
Division submits the data regarding the Municipality's properties to the Area oi public
lnsurance at the Department of the Treasury of the commonwealth of puerto Rico
who is responsible for purchasing all property and casualty insurance policies of all
municipalities.

LEASES

Operating Leases

Leasing arrangement with the Municipality as Lessor:

a. The Municipality leases spaces in its Market place and rransportation center
under operating lease agreements with terms ranging from one to five years.
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b. Total income from leases during the year ended June 30, 2012 was approximately
$1 18,844.

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

Leasing arrangements with the Municipality as lessee:

The Municipality is obligated under no cancellable operational leases, with periods not
longer than one year.

22. LANDFILL CLOSURE AND POSTCLOSURE CARE COSTS OBLIGATIONS

Commonwealth and Federal laws and regulations require the Municipality to place a
final cover on its landfill when it stops accepting waste and perform certain
maintenance and monitoring functions at the landfill site for thirty years after closure
ln addition to the operating expenditures related to current activities of the landfill, an
expense provision and related liability are being recognized based on future closure
and post-closure care costs that will be incurred near or after the date the landfill no
longer accepts waste. The Municipality has performed a study of the activities that
need to be implemented at the Municipality's landfill to comply with applicable laws
and regulations. As a result of this study, the Municipality has recognized an
estimated liability for future closure and post-closure care costs.

The recognition of this liability is based on the amount of the landfill used during the
year. The estimated liability for landfill closure and post-closure care/costs has an
outstanding balance of $32,488,803 as of June 30,2012, which is based on an 83%
usage of the/landfill. lt is estimated that an additional $600,000 will be recognized as
closure and post-closure care expenditures between the balance sheet date and the
date the landfill is expected to be filled to capacity (June 2012). The estimated total
current costs of the landfill closure and poslclosure care (926,000,000) is based on
the amount that would be paid if all the facilities and services required/to close,
monitor and maintain the landfill were acquired as of June 30,2012. However, the
actual cost of closure and poslclosure care may be higher due to inflation, changes
in technology, or changes in landfill laws and regulations.
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23. CONTINGENCIES

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

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

24. COMMITMENTS

The Municipality of Toa Baja had several outstanding or planned construction projects
as of June 30,2012. These projects are evidenced by contractual commitments with
contractors. The construction projects are commitments of the Capital Projects'funds
that amounted to approximately $2.1 million.

25. RESTATEMENTS

The beginning fund balance ofthe Loans and Bonds fund has been presented as part
of other governmental funds because does not qualify to be presented as majorfund.

The beginning fund balance of the Health and Human Services Program fund and
other governmental funds has been restated to reclassify a federal program as
follows:

HHS Programs

$ 377.327

(1,037)

$ 376,290

Other
Governmental

Beginning fund balances, as previously recorded

Reclasif icatron of federal program

Beginning fund balance, as restated

$ 7,819,541

1,O37

-53-

$ 7,820,578



L

L

L

t

COMTONWEALTH OF PUERTO RICO
iIUNICIPALITY OF TOA BAJA

NOTES TO THE F|NANCIAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

26. SUBSEQUENTEVENTS

L
ln preparing these financial stiatements the Municipality has evaluated events and

; transactions for potential recognition or disclosure through December 28, 2012, the
L date the financial statements were available to be issued.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF TOA BAJA

SCHEOULE OF EXPENOITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENOED JUNE 30, 2012

Fedqral Grantor/Program Title Numbea Number

Federal
CFOA Entityldentifying

Fede,el
DisbursementC

Expenditu res

s 880.263

17.760

412 224

2.083.869
197.189
403,239

184.245
1,655,610

163.022

8,803
6,006,224

46.476
69.772

u.S. Oeparlrrent o, Housing and Urban Osv6lopment (HUD)
Oirect Programs:
Community Development Block Grant P.ogram. Enti ement Grants
Communily Development Block Grant ARRA Entitlement

Grants (CDBG-R) (Recovery Act Funded)
Pass{hrough Commispner Office of Municipal Atfairs

Neighborhood StabilEatDn Program (NSP)
Communily Development Block Granl Program, Section 108.

Loan Guaranlee (Nole 3)
Emergency Shelter Grant Program
Home lnveslment Partne6hip Program
Homelessness Prevention and Rapid Re-Housing

Program (HPRP) {Recovery Acl Funded)
Section I - Housing Choice Vouche6

Pass{hrough Municipality of San Juan:
Hopwa

Pass-through Departmenl of Family:
Emergency Shelter Grani Program (Preventaon)

Subtolal US Depanment of HUD

U.S. Department ol Agricultui€
Pass{hrough Education Depadment:
Child and Aduh Care Food Prog.am - Child Care
Child and Adu[ Care Food Program - Early Head Sta.t
Pass-through the Otfice of Adminislration for Children and Famities:
Child and Adult Care Food Program - Head Stad

Sublolal U.S. Department of Agnculture

U.S. Oepartment of Health and Human Services (HHS)
Direcl Prograrnr
Early Head Slari

Pass-through the Offace of Adminislration for Children and FamilEsl
Head Start and Early Head Starl
ARRA - Early Head Start
Child Care Development Block Granl
Special Program for the Aging - Title lll,
Suppo(ive Services and Senio. Center

Special Program for lhe Agang - Title lll,
Sublolal U S. Depariment of HHS

-t4 218

14 253

14.218

14 248 B-05-MC,72-0008
14 231
14.239

14.257
14 871

14 241

14 231

10 558
10.558

10 558

Parl B Grant for

Parl C. Nutrilion Services

999.389

7,955,328
205

824p20

26.900
2U.82A

10 041,570

93.600

93.600
93.709
93 575

93 0,r4
93.045

U.S. Oepartrnent ot Transportation
Direct Program:
Federal Transil - Capital lnvestment G.ants
Federal Transit - Caprtal lnvestment Granls (ARM)

Sublolal U S Oeparlment of Transportahon

U.S. Oepartment of Justace
Pass{hrough the Commonwealth of Puerlo Rico. Jusltce Departmenl
Edward Byrne MemonalJustrce Assistance Grant Program
DOJ Public Safety Parlnership and Community Policrng Grant

SubtotalU S Depariment of Jushce

20 500
20 500

16 738
16.710

90-x-530-7
96-X-007-0

144.053
315.515
459.568

104 725
55.605

160,330

s 17 672. 1

See notes to schedule of expenditures of federal awards.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF TOA BAJA

NOTES TO SCHEDULE OF EXPENOITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

1. SIGNIFICANTACCOUNTINGPOLICIES

The accompanying Schedule of Expenditures of Federal Awards is a summary of the
activity of the Municipality of Toa Baja's federal award programs presented on the
modified accrual basis of accounting in accordance with accounting principles
generally accepted in the United States of America.

2. BASIS OF PRESENTATION

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

Expenditures

Total federal expenditures per schedule $ 17.672.941

Federal expenditures per basic financial statements included
within:

Housing and Urban Development Programs $ 6,006,224

Health and Human Services Programs 10,041,570

Federal expenditures included within other
governmental funds 1.625j47

Total $_11fr2541

3. LOAN OUTSTANDING

At June 30,2012, the Municipality had an outstanding loan balance under program
Section 108 Loan Guarantee Assistance (CFDA No. 14.248), for which the grantor
does not impose continuing compliance requirements. The outstanding balance of
the Loan Guarantee Assistance was $1 'l ,693,000.
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To the Honorable Mayor
and Municipal Legislature

Municipality of Toa Baja
Toa Baja, Puerto Rico

We have audited the financial statements of the governmental activities, each major fund
and the aggregate remaining fund information of the Municipality of roa Baja, as oi and for
the year ended June 30, 2012,which collectively comprise the Municipality,j basic financial
statements and have issued our report thereon dated December 2g, 2012. we conducted
our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financialaudits contained in Govemment Auditing
Sfandards, issued by the Comptroller General of the United States.

lnternal Control over Financial Reportinq

Management of the Municipality is responslble for establishing and maintaining effective
internal control over financial reporting. ln planning and performing our ludit, we
considered Municipality of Toa Baja's internal control over financial reporting as a basis for
designing our auditing procedures for the purpose of expressing our o-pinion on the
financial statements, but not for the purpose of expressing an opinion on the effectiveness
of the Municipality's internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the Municipality's internal control over financial
reporting.

A deficiency in intemal 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 misstatements on a timely basis. A matenll ryeakness is a
control deficiency, or combination of deficiencies, in internal control, such that there rs a
reasonable possibility that a material misstatement of the entity's financial statements will
not be prevented, or detected and corrected on a timely basis.

INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORT]NG AND ON COMPLIANCE AND OTHER MATTERS

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN
ACCORDANCE WTH GOVERNMENT AUDITING STANDARDS
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San Juan, Puerto Rico
December 28, 20'12

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

Comoliance and Other Matters

As part of obtaining reasonable assurance about whether Municipality of roa Baja's
financial statements are free of material misstatement, we performed tests oi its
compliance with certain provisions of laws, regulations, contracts, and grant agreements,
noncompliance with which could have a direct and material effect on the determination of
financial statement amounts. However, providing an opinion on compliance with those
provisions was not an objective of our audit, and accordingly, we do not express such an
opinion. The results of our tests disclosed no instances of noncompliance oi other matters
that are required to be reported under Govemment Auditing Standards.

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

, /*,r, /.,* "'6
The stamp E41564 was
to the original of this
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH
REQUIREMENTS THAT COULD HAVE A DIRECT AND MATERIAL

EFFECT ON EACH MAJOR PROGRAM AND ON INTERNAL CONTROL
OVER COMPLIANCE IN ACCORDANCE wlTH OMB CIRCULAR A.133

To the Honorable Mayor
and Municipal Legislature

Municipality of Toa Baja
Toa Baja, Puerto Rico

Compliance

we have audited the compliance of Municipality of roa Baja with the types of compliance
requirements described in the u. S. offce of Management and Budget (oMB) circutar A-
133 compliance supplement that could have a direct and material effect on each
Municipality of roa Baja's major federal programs for the year ended June 30,2012.
Municipality of roa Baja's major federal programs are identified in the summary of auditor's
results section of the accompanying schedule of findings and questioned costs.
compliance with the requirements of laws, regulations, contracts and grants applicable to
each of its major federal programs is the responsibility of Municipality of roa Baja's
management. our responsibility is to express an opinion on Municipality of roa Baja'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 Govemment Auditing standards, issued by the comptroller General of the
United States; and OMB CircularA-133, Audits of States, Local Govemments, 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 federal program occurred. An audit includes examining, on a test basis,
evidence about Municipality of roa Baja's compliance with those requirements and
performing such other procedures as we considered necessary in the circumstances. we
believe that our audit provides a reasonable basis for our opinion. our audit does not
provide a legal determination on Municipality of roa Baja's compliance with those
requirements.
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ln our opinion, the Municipality of Toa Baja 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, 2012. However, the results
of our auditing procedures disclosed instances of non compliance with those requirements,
which are required to be reported in accordance with oMB circular A-133 and which is
described in the accompanying schedule of findings and questioned costs as item 12-1.

lnternal Control over Comoliance

Management of Municipality of roa Baja is responsible for establishing and maintaining
effective internal control over compliance with the requirements of laws, regulations,
contracts and grants applicable to federal programs. ln planning and performing our audit,
we considered Municipality of roa Baja's internal control over compliance with the
requirements that could have a direct and material effect on a major federal program to
determine the auditing procedures for the purpose of expressing our opinion on
compliance, and to test and report on internal control over compliance in accordance with
oMB circular A-133, but not for the purpose of expressing an opinion on effectiveness.
Accordingly, we do not express an opinion on the effectiveness of the Municipality's
internal control over compliance.

A deficiency in intemal control over compliance 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 mateia!
weakness in intemal control over compliance is a' deficiency, or combination of
deficiencies, in internal control over compliance, such that there is a reasonable possibility
that material noncompliance with a type of compliance requirement of a federal program
will not be prevented, or detected and corrected, on a timely basis.

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

Municipality's responses to the findings identified in our audit are described in the
accompanying schedule of findings and questioned costs. We did not audit Municipality's
response and, accordingly, we express no opinion on it.
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This report is intended solely for the information of the management, Commissioner Office
of Municipal Affairs, others within the entity and the federal awarding agencies and pass-
through entities and is not intended to be and should not be used by anyone other than
these specified parties.

San Juan, Puerto Rico
December 28,2012

The stamp E41565
to the original of this
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF TOA BAJA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

L SUMMARY OF AUDITOR'S RESULTS

Financial Statements

Type of auditor's report issued:

lnternal Control over financial reporting:

Material weakness (es) identified?

Significant deficiency (ies) identified?

Noncompliance material to financial statements noted?

Federal Awards

lnternal Control over major programs:

Material weakness (es) identified?

Significant deficiency (ies) identified?

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

Any audit findings disclosed that are required to be
reported in accordance with section 510 (a) of OMB
Circular A-133?

ldentification of major programs:

CFDA
Numbers I

Unqualified ooinion

Yes

Yes

Yes

XNo
XNo
XNo

Unqualified opinion

Yes X No

Yes XNo

Unqualified opinion

X Yes No

93.600
14.871
20.500

Head Start and Early Head Start
Housing Choice Vouchers
Federal Transit - Capital lnvestment Grant
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIry OF TOA BAJA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2012

Dollar threshold used to distinguish between type A and type B programs:
$467,672.

Audited qualified as low-risk auditee?

II. FIND]NGS - FINANClAL STATEMENTS AUDIT

None

X Yes No

III. FINDINGS AND QUESTIONED COSTS. MAJOR FEDERAL AWARD PROGRAM
AUDIT

a. Head Start - CFDA No. 93.600

o Condition 12-1 - Reporting

The required reports were submitted after the due date to the Agency. Those
were the following:

ram Period
Date to be Date Days in
Submitted Submitted excess

"lnforme Cierre Gastos
Acumulados Final" Head Start

March 20'11 to
FeWuaN 2012 3t2012012 3t29D0't2 o

"Petici6n
de Fondos" Head Start October 2011 't0tsDo11 10nDu1 2

Criteria

The Contract between the Municipality and the Family Department establishes
the due date of the required reports.

Cause

The Municipality does not have an schedule of the required due dates for filing

the reports.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF TOA BAJA

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2012

Effect

The Municipality in not in compliance with the requirements established in the
contract and the federal funds can be suspended.

Recommendation

The Municipality should have the due date on schedule for each required
report in order to prepare on time the reports. The information should be
prepared and revised immediately after period ended in orderto prepare and
submit the reports on time.

Questioned Costs

None
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF TOA BAJA

SCHEDULE OF STATUS OF PRIOR YEAR
AUDIT F]NDINGS AND QUESTIONED COSTS

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

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

Municipality in prior years. lt was noted that corrective action has been taken, except for

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

accompanying Schedule of Prior Year Audits Findings and Questioned Costs.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF TOA BAJA

SCHEDULE OF STATUS OF PRIOR YEAR
AUDIT FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

Proqram Fi nd i nq/Noncom pl iance Status

Early Head Start Condition 11-1
Program
CFDA No. 93.600 The Municipality internal control over Condition was

compliance with the cash management is not corrected.
effective since it is not minimizing the time
elapsed between the receipt and final
disbursements of funds.

ARRA Head Start Condition 11-2
Program
CFDA No. 93.708 The Municipality internal control over Condition was

compliance with the cash management is not corrected.
effective since it is not minimizing the time
elapsed between the receipt and final
disbursements of funds.

Child and Adult Condition 11-3
Care Food
Program The Municipality internal control over Condition was
CFDA No. 10.558 compliance with the cash management is not corrected.

effective since it is not minimizing the time
elapsed between the receipt and final
disbursements of funds.

Child Care Condition 11-,4

Development
Block Grant The Municipality did not submit some financial Condition was
Program reports on time. corrected.
CFDA No. 93.575
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF TOA BAJA

SCHEDULE OF STATUS OF PRIOR YEAR
AUDIT FINDTNGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

Proqram Findinq/Noncompliance Status

Neighborhood Conditionl'l-5
Stabilization
Program The Municipality did not submit some financial Condition was
CFDA No. 14.218 reports to the Agency. corrected.

Neighborhood Condition 116
Stabilization
Program The Municipality did not minimize the time Condition was
CFDA No. 14.218 elapsed between the receipt and the total corrected.

disbursement of funds.

Head StartARRA Condition '10-3

Program
CFDA No. 93.708 The Municipality internal control over Condition was

compliance with the cash management is not corrected'
effective since it is not minimizing the time
elapsed between the receipt and final
disbursements of funds.

Child Care Condition 10-6
CFDA No.93.575

The Municipality did not submit the request Condition was

funds reports on time. corrected.
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Estado Libre Asociado de Puerto Rico

PROGRAMA HEAD START/EARLY HEAD START Y CHILD CARE
Municipio de Toa Baja

.^nibal Vega Borges
Alcalde

CORRECTIVE ACTION PLAN

December 28,2012

Cognizant or Oversight Agency for Audit:

Municipality of Toa Baja respectfully submits the following corrective action plan for the
year ended June 30, 2012

Name and address of independent publlc accounting firm: : Ortiz, Rivera, Rivera & Co.,
Suite 152, PO Box 70250, San Juan, Puerto Rico 00936-7250.

Audit period: Fiscal year ended June 30,2012

The findings from the June 30, 2012 schedule of findings and questioned costs are
discussed below. The findings are numbered consistently with,the numbers assigned in
the schedule.

FINDINGS. FEDEML AWARD PROGRAM AUDITS

Finding 12-1 -Head Start - CFDA No.93.600

Reportable condition: See condition 12-1

Recommendation:

The Municipality should have the due date clear of each required report in order to
prepare on time the reports. The information should be prepared and revised
immediately after period ended in order to prepare and submit the reports on time.

TEI-: (7t7) 26,-0202. FAI(: (7t7) 261-7905
AP,\RT,\DO 2J96, TO,\ B,\J.-T. PR OIDsI
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Management response:

The Municipality of Toa Baja included an additional process monitoring for fiscal internal
controls. This monitoring will be undertaken by the Administration Mlnager to ensure
the delivery of documents and reports on dates determinedby the ACUDEN.

lf the cognizant or oversight Agency for Audit has questions regarding this plan, please
call I nes Mercado, at (7 87) 26 1 -0202, ext. 2390.

Cordially,


