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INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and
the Municipal Legislature
Municipality of Vega Baja
Vega Baja, Puerto Rico

Report on the Financial Statements

We have audited the accompanying financial statements of the governmental activities, each major fund, and

the aggregate remaining fund information of the Municipality of Vega Baja, Puerto Rico (Municipality), as of

and for the year ended June 30, 2013, and the related notes to the financial statemenls, which collectively

comprise the Municipality's basic financial statements, as listed in the table of contents.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in

accordance with accounting principles generally accepted in the United State of America; this includes the

design, implementation, and maintenance of internal control relevant to the preparation and fair presentation of
flnancial statements that are free from material misstatement, whether due to fraud or enor.

Auditor's Responsibility

Our responsibility is to express opinions on these financial statements based on our audit, We conducted our

audit in acmrdance with auditing standards generally accepted in the United States of America and the

standards applicable to financial audits contained in Govemment Auditing Standards, issued by the

Comptroller General of 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 involves performing procedures to obtain audit evidence about the amounts and disclosures in the

financial statements. The procedures selected depend on the auditois judgment, including the assessment of

risks of material misstatement of the financial statemenls, whether due to fraud or enor. ln making those risk

assessments, the auditor considers internal control relevant lo the entity's preparation and fair presentation of
the financial statements in order to design audit procedures that are appropriate in the circumstances, but not

for the purpose of expressing an opinion on the effectiveness of the entity's intemal control. Accordingly, we

express no such opinion. An audit also includes evaluating the appropriateness of accounting policies used

and the reasonableness of significant accounting estimates made by management, as well as evaluating the

overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficrent and appropriate to provide a basis for our
audit opinions.
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INDEPENDENT AUDITORS' REPORT (CONTINUED)

Basis for Qualified 0pinion

The Municipality's records did not have complete, update and accurate accounting records of capital assets.

Therefore, we were unable to perform audit procedures to satisfy ourselves of the amount of capital assets,

accumulated depreciation and depreciation expenses reported in the accompanying Statement of Net Position

for $97,030,735, net of accumulated depreciation of $59,045,354, for the year ended June 30, 20'13.

Qualified Opinion

ln our opinion, except for the effect of the matter described in the "Basis for Qualified Opinion' paragraph, the

financial slatements refened to above present fairly, in all material respects, the respective financial position of
the govemmental activities, each major fund, and the aggregate remaining fund information of the

Municipality of Vega Baja, Puerto Rico, as of June 30, 2013, and the respective changes in financial

position, thereof for the year then ended in accordance with accounting principles generally accepted in the

United States of America.

Other Mafters

Required Supplementary lnformation

Accounting principles generally accepted in the United States of America require that the Management's

Discussion and Analysis on pages 4 through '12 and Budgetary Comparison information on page 53, be

presented to supplement the basic financial statements. Such information, although not a part of the basic

financial statements, is required by the Governmental Accounting Standards Board, wtto considers it to be an

essential part of financial reporting for placing the basic financial statements in an appropriate operational,

economic, or historical conte(, We have applied certain limited procedures to the required supplementary

information in accordance with auditing standards generally accepted in the United States of America, wttich

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.

Othet lnfomation

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively

comprise the Municipali$ of Vega Baja's basic financial statements. The accompanying supplementary

information - Financial Data Schedules shown in pages 58 and 59 are presented for purposes of additional

analysis as required by the U.S. Department of Housing and Urban Development, Office of the lnspector

General, and is not a required part of the financial statements, The accompanying supplementary information

- Schedule of Expenditures of Federal Awards sholvn in pages 58 and 59 is presented for purposes of

additional analysis as required by U.S. Office of Management and Budget Circular A-133, Audits of States,

Local Govemments, and Non-Profit 0rganizations, and is also not a required pan of the basic financial

statements.



INDEPENDENT AUDITORS' REPORT (CONTINUED)

Aher lntormation

The Financial Data Schedules and the Schedule of Expenditures of Federal Awards are the responsibility of
management and were derived from and relate directly to the underlying accounting and other records used to
prepare the basic financial statements. Such information has been subjected to the auditing procedures

applied in the audit of the basic financial statements and certain additional procedures, including comparing

and reconciling such information directly to the underlying accounting and other records used to prepare the

basic financial statements or to the basic financial statements themselves, and other additional procedures in
accordance with auditing standards generally accepted in the United States of America. ln our opinion, the

Financial Data Schedules and the Schedule of Expenditures of Federal Awards are faidy stated in all material

respects in relation to the basic financial statements as a whole.

Oher Reporting Required by Govemment Auditing Standards

ln accordance with Govemment Auditing Standards, rre have also issued our report dated March 28,2014, on

our consideration of the Municipality's intemal control over financial reporting and on our tests of its

compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.

The purpose of that report is to describe the scope of our testing of intemal control over financial reporting and

compliance and the results of that testing, and not to provide an opinion on intemal conhol over financial

reporting or on compliance. That report is an integral part of an audit performed in accordance with

Govemment Auditing Standards in considering Municipality's internal mntrol over financial reporting and

compliance.

jae/-x.#1 z
LOPEZ.VEGA, CPA, PSC

San Juan, Puerto Rico

March28,2014

Stamp No. 2675820 of the Puerto Rico

Society of Certified Public Accountants

was affixed to the record copy of this report.
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This discussion and analysis of the Municipality of Vega Baja (Municipality) financial performance povides an

overview of the Municipality's financial activities for the fiscal year ended on June 30, 2013. The Management

Discussion and Analysis (MD&A should be read in coniunction wrth the accompanying basic linancial statements

and lhe accompanying notes to those linancial statements. The discussion and analysis includes mmparative data
for prior year as this informatbn is available for the fiscal year ended on June 30, 2012. This MD&A is prepared in

order to comply with such pronouncement and, among olher purposes, to provide the llnancial statements users with

the Iollowing major information:

L. a broader basis in focusing important issues;

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

3. provide for an evaluation of its linancial condition as of lhe end of the indicated fiscal year, mmpared with
prior year results;

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

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

FINANCIAL HIGHLIG}TTS

The following comments about the linancial condition and results of operations as rellected in the financial

statements prepared for fiscal year 2013 deserve special mention:

1. Total assets ofthe Municipality amounted to $121,497,574 which represents an increase of 1% mmpared to
prior fiscal year.

2. At the end of fiscal year 2013, total liabilities amounted to $84,687,685. out of said amount, $74,532,002
conesponded to long-term liabilities of which $45,525,000 represented lhe oulstanding balance of bonds

and notes issued. The Municipality mntinued to meet all debt service requirements, most of which was paid

from selfgenerated revenues.

3. Total net position of the Municipality amounled to $36,818,889 which represenls an increase of .6%

mmpared to prior fiscal year, as restated.

4. Total revenues available for the financing of activities as reflected in the Statement of Activities amounted to

$44,020,000 derived fmm the following sources: $463,133 from charges for services; $'17,099,039 from

operating grants and contributions; $14,300 fmm capital grants and contdbulions oblained from other

sources, and $26,t143,528 from general revenues available.

5. Total expenses incuned to afford the cost of all functions and programs as reflected in the Statement of
Activrties amounled to $46,093,765.

4



FINANCIAL HIGHLIGHTS (@NTINUED)

6. As rellected in the Slalement of Activities, the cunent liscal year operations contributed to a decrease in the

Net Position figure by $2,073,765.

7. As of the close of the cunent Iiscal year, the Municipality's Governmental Funds reported mmbined ending

fund balances of $11,650,156.

8. As of the end of the cunent fiscal year, the Municipalit/s general fund balance arnounted to $(877,860),
mmpared to a fund balance of $(1,263,'l'17) in the priorfscalyear, as restated.

9. The actual General Fund budgetary mtivities resulted in an unfavorable balance of $(2,093,320).

FUNDATENTATS OF FIMNCIAL STATEMENTS PRESEiIATION

The approach used in the presentation of the linancial statements of the Municipality is based on a govemment-wide

view of such slatements as well as a presentation of individual funds behavior during fiscal year 2013. The

mmbination of these two perspectives provide the user the opportunity to address significant questions conceming

the mntent of said financial statements, and pmvide lhe basis for a comparable analysis of future years performance,

The comparative analysis is a meaningful and useful management lool for municipal management in the decision

making process.

Under the aforementioned approach, assets and liabilities are recognized using the accrual basis of accounting

which is similar to the method used by most private enterprises. This means thal cunent yea/s revenues and

expenses arc affDunted for cgardless of when cash is received or paid.

Fl I{ANCIAL SIAIE,tIEiIIS COilPoNEl{TS

The basic financial statements consist ol the govemment wide financial statements, the major lunds financial

stalements and the notes to lhe financial statements which provide details, disdosure and description of the most

important items included in said statements.

The Stalement of Net Position reflecls information ofthe Municipality as a whole of a consolidated basis and provides

relevant information about ils fnancial strength as reflected at the end of the fiscal year. Such financial level is
measured as the difierence between total assets and liabilities, with the difierence between both items reporled as

net position. lt is important to note that although municipalities as govemmental public entities were not created to

operate under a pmfit motive frameuo*, the retum on assets performance plays an importanl role in theh financial

operations. The higher the increments achieved in net revenues, the higher the capacity to increase the net position

figure either thru additional bonowings or thru intemally generated funds. This in tum will benefit the welfare of the

Municipality of Vega Baja's constrtuents.

The Statement of Activities is focused on both gmss and net cost of the various activities of the Municipality. lt
presents informalion which shows the changes in lhe Municipalitys net position at the most recent liscal year. Based

on the use of the accrual basis of accounting, changes are reported as soon as the underlying event omlrs,
regardless of the timlng of the related cash flows. Under said approact, revenues and expenses are reported in the

Statement of Activities based on the theory that it will result in cash flows lo be realized in future periods.



A brief review of the Statements of Activities of the Municipality at June 30, 2013, shows total expenses incuned lo
afford the mst of all functions and programs amounted to $46,093,765. Upon examining the sources of revenues for
the financing of said programs, the Statement reflects that $17,576,472 was derived from the following sources:

$463,'133 charges for services; $17,099,039 from operating grants and contributions; and $14,300 from capital grants

and contributions obtained from other sources. General revenues for the year amounled to $26,t143,528. When such
figure is added to the $17,576,472 previously menlioned, total revenues available for the financing of activities
amounled to $&1,020,m0. There was a de{iciency of revenues over expenses in the amount of $2,073,765 which
contributed with a decrease to the figure of net posilion attained at the end of the fiscal year.

The Fund Financial Statement is another imporlant component of lhe Municipality's Iinancial statements. A fund is a
grouping of related accounts that are used to maintain accountability and controls over e@nomic resources of the
Municipality that have been segregated for specific activities. The Municipal fund type of acmunting is used to
demonstrate mmpliance with related legal requirements. lnformation offered thru this Statement is limiled to the
Municipality most significant funds and is particularly related to the local govemment only, instead of the government

as a vhole. Govemment funds are used lo account for essentially the same func{ions as those reported as
govemmental activities. The funds are reported using an accounting method known as modified accrual accounting
which measures cash and all olher financial assels that can be readily converted into cash,

The fund slatement approach gives the user a short term view of the Municipality's govemment operations and the
basic services it provides. Since the focus of govemment funds is nanower than that of the linancial slatements as a
whole, it also help6 the user with mmparable information presented in the govemmental activities report. By doing
so, readers of the basic financial statements may understand better the long{erm effect of the Municipality's short-
tem fi nancial decisions.

Because the focus of governmental funds is nanorrver than that of the govemment wide linancial statements, it is
useful to mmpare the informalion presented for govemmenlal funds wilh similar information prcsented for
govemmental activities in the govemment wide financial statemenls. By doing so, users of the basic financial

stalemenls may be befter understand the long-tem impacl of the Municipalit/s near lem financial decisions. The

Govemment Fund Balance Sheet and the Govemmental Fund Statement of Revenues, Expendifures and Changes
in Fund Balances (Defrcit) pmvide a reconciliation to facilitate this mmparison betuveen govemmental funds and
govemmental aclivities.

INFRASTRUCTURE ASSETS

Historically, a significant gmup of infrastructure asseb (such as roads, bridges, traffic signals, undergound pipes not
associated with utilities, etc.) have not been recognized nor depreciated in the accounting remrds ofthe Municipality.

GASB 34 requires that suc'h type of assels be inventoried, valued and reported under lhe govemmental column of
the Govemment-Wide Statement. The Municipality implemented the capitalization of infrastructure since July 1,:{,02.
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INFRASTRUCTURE ASSETS (CONTINUED)

According lo lhe requirements of GASB 34, lhe govemment must elect to either (a) depreciate the aforementioned
assets over lheir estimated useful life or (b) develop a system of asset management designed to maintain the service
delivery to near perpetuity. lf the government develops the asset management system, (the modified approach)
which periodically (at least every three years), by category, measures and demonstrate its maintenance of locally
established levels of service standards, the govemment may record its cost of maintenance in lieu of depreciation. ln

this particular rmpect, the Municipality has elected the use of recognizing depreciation under the useful life method
and it contemplates to continue this treatment on said basis.

FIMNCIAL ANALYSIS OF THE MUI'IICIPALITY AS A WHOLE

l{et Position

The Statemenl of Net Position serves as an indicator of the Municipalit/s linancial pmition at the end of the fiscal
year. ln the case of the Municipality of Vega Baja, primary government assels exceeded total liabilities by

$36,818,889 at the end of 2013, mmpared to $38,892,654 at the end of the previous year, as restated, as shorrved in

the following condensed Statement of Net Position ofthe Primary Govemment.

Condense Statement oI llet Pcition 2013

$24,466,839
97,030,735

53,030,735
12,528,016

$n,fi7,u7
97,030,735

52,210,735
't7,467,863

Change

$829,492

8n,492

820,0m
(4,939,M7)

Curenl and o$er asseb
Capital Aslets
TotalAsseb

Cur€{rl and oher liatilities
LorE-term liatilities
Total Liabiliiies

lnvested in cadtal assets, net of related debl
Resfic|ed
Unresticted (deficit)

Total nel position

121,497,574 120,668,082

4%

0%

1%

2"/"
(8%)
F%)
(57")

10,146,683 12.095,377 (1,948,694) (16%)

74,532,002 69,680,051 4,851,951 7%

84,678,685 81,n5,428 2,W3,257 4"/"

(28,739,862) (30,785,944) 2,046,082

$36,818,889 $ 38,892,654 $ (2,073,765)

150,OOO,OOO

100,ooo,ooo

50,ooo,ooo
.2073
.2072

Total Net Position



FINANCIAL ANALYSIS 0F THE rlUl'llClPALlTY AS AWHOLE (CONIINUED)

Approximately 27 percenl of the Municipality's total revenue came from laxes, while 63 percent resulted from grants

and mntributions, including federal aid. Chaqes for Services provide 10 percent of the total revenues. The

Municipality's expenses mver a range oI services. The largest expenses were for health and wetfare 34 percent, and

general governmenl 28 percenl. As follows, a comparative analysis of govemmental-wide data is presented. With this

analysis, the readers have comparative infomation wilh the percenlage of change in revenues and expenses from
prior year to cunent year.

Condense Statement of ActiMtles 2O1i 2OA Change

$(2,095,434)
't0,515,900

(861,423)

2,641,473

$471,873
(546,705)

(8,593,721) (63%)
(136,871) (11%)
(m,460) 147%l

44,020,000

Program revenues;

Charges ror seMces
operating gIanb and conlibutions
Cadtal granb aod confibutions

General revenues:

Propeiy la(es
Municipal license ta(
Munidpal sales ad use tax
Grants and mnlribuliom nol reslicted to
specifc programs

Other local taxes
lnteresi and invesfnent eamings
Miscellaneous

Total revenues

Expe0s€s:

General govemment

Public sahty
Public rorks
Hedlh afld welfare
Culture and redeation
Economic delrelopment
Community development
Uban development
Education

lnterest on long-term debt

Total expens€s

Change in nd posilion

Nel pGition, beginning, as restated

Net pGition, €nd of year

(82%)

r60%
(98%)

$463,133
17,099,039

14,300

11.8/.3,512
5,401,367
2,2n376

5,034,256
1.'t62.6N

29,605

$12,730,3s7
1,596,486

7,152,438
15,498,368

3,668,823
'109,'t38

't,205,073

m31s
50,683

3,824,084

(2,073,765].

38,892,654

$2,558,567
6,583,139

875,723

9,202,039
4,929,494
2,939,08'l

13,627,977

1,299,500

56,065

599,078
38,293,576

$'t4,246,037
2,378,539
3,233,2r5
1,753,960

10,0't6,399
3,135,m6

5,8D.,m6

2,115,16;

no/o
10%

(22%)

(1,515,680) 111%)(782,053) (33%)

3,919,223 121%
't3,744,408 7U%
(6,347,576) (63%)
(3,025,928) (97%)

r,205,073
(5,563,951) (96%)

50,683
1,708,9't9 01%

46,093,765 42,7N,647 (683,163) (1%)

2,672,843 446%

$599,078 2%

$36,818,889 $38,892,654 $(7,073,765) (5%)
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Revenues 2013

FINANCIAL AMLYSIS OF THE lrluNlClPAL|TY AS A WHOLE (CONTINUED)

! Charges for services

tOperating grants and contributions

rCapital grants and contributions

r Municipal license tax

a Municipal sales and use tax

lGrants and contributions not restricted to
specific programs

EOther localtaxes

rlnterest and investment earnings

Y Miscellaneous

IGeneralGovernment

a Public safety

r Public works

r Health and welfare

lCulture and recreation

lEconomic development

ECommunity devolpoment

EUrban development

rEducation

9lnterest on long-term debt
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FIMNCIAL AI{ALYSIS OF THE iiIUNICIPALITY'S INDMDUAL FUNDS

Govemmental Funds

The focus of the Municipality's govemmenial funds is to provide information on near-term inflows, outflows, and

balances of spendable resources. Such information is useful in assessing the Municipalit/s financing requirements.

ln parlicular, unassigned fund balance may serve as a useful measure of a govemmenfs net resources available for
spending at the end of lhe liscal year.

As of the end of the cunent fiscal year, the Municipality's govemmental funds reported mmbined ending fund

balances of $11,650,'156, a decrease of $3,968,095 in mmparison with the prior year, as restated. The combined

fund balances include restricted fund balance amountirg to $12,528,016. This is the portion of fund balance that
reflects resources that are subject to extemally enforceable legal restric{ions 1) to pay for specific program purposes

($1,44,117); 2) to pay for capilal poiecb ($5,606,132); 3)to pay debt services ($5,492,767).

Within the govemmental funds, it is included the general fund which is the 6ief operating tund ol the Municipality.

As of June 30, 2013, the generaltund has an unassigned fund balance of $(87/,m0).

GENERAL FUND BUDGETARY HIGHLIGHTS

Over the murse of the year, the Municipality Legislature revised the Municipalit/s budget in order to include

increases in revenues lhat were identified during the course of the fiscal year based on olnent developments that
psitively affected the Municipality's finances. lncreases in budgeted expenditures were also made sirce the law

mandales a balanced budget.

The actual General Fund budgetary activities resufted in an unfavorable balance of $2,093,320, caused mainly due to
unexpected variances in revenue and expendilures.

CAP]TAL ASSETS AND DEBT ADiIINISTRATION

Capital Assets

The Municipalit/s investment in capital assets as of June 30, 2013, amounts to $156,076,089, with an accumulated

depreciation of $59,045,354. This investment in capital assets indudes land, construc{ion in progress, buildings,

improvements, equipment, infraslruc'ture, fumishing, computers and vehicles. lnfraslructure assets are items that are

normally immovable and of value only to lhe state, such as mads, bridges, streets and sidewalks, drainage systems,

lighling systems, and similar items.
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CAPIAL ASSETS AND DEBT ADMII{ISTRATION (CONTINUED)

The Municipality linances a significant portion of its construclion aclivities through bond or notes issuances. The
proceeds from bond and notes issuances designated for mnstruclion activities are committed in its entirety for such
purposes and cannot be used for any other purposes. As of June 30, 2013, the Municipality has $5,658,369 of
unexpended proceeds mainly fom bonds and notes issuances that are restricted, committed and/or assigned to
fu ture mnstruction activities.

Debt Administration

The Puerto Rico Legislature has established a limilation for the issuance of general obligation municipal bonds and
notes for the payment of which the good faith, credit and taxing power of each municipality may be pledged.

The applicable law also requires lhat, in order for a Municipality to be able to issue additional general obligation

bonds and notes, such Municipality must have suflicient "payment capacitf. Act No. 8l provides that a Municipality
has sufficient 'payment capacitf to incur additional general obligation debt if the deposits in such municipality's
Redemption Fund and the annual amounb collected with respecl to such Municipalitys Special Additional Tax (as

defined below), as projecled by GDB, will be sufficient to service to maturity the Municipalitys outstanding general

obligation debt and the additional propsed general obligation debl ('Payment CapacM).

The Municipality is required under applicable law to levy the Special Additional Tax in such amounts as shall be

required for lhe payment of its general obligation municipal bonds and notes. ln addition, principal of and interest on

all general obligation municipal bonds and notes and on all municipal notes issued in anticipation ofthe issuance of
generalobligation bonds issued by the Municipality constitute a first lien on the Municipalitys Basic Tax revenues.

Acmrdingly, the Municipality's Basic Tax revenues would be available to make debt service payments on general

obligation municipal bonds and notes to the extent that the Special Addilional Tax levied by the Municipality, together
with moneys on deposit in the Municipality's Redemption Fund, are not sufficient to mver such debt service. lt has

never been necessary to apply Basic Taxes to pay debt service on general obligation debt of the Municipality.

ECONOIIIIC FACTORS AND NDO YEAR'S BUDGETS AND RATES

The Municipality relies primarily on poperty and municipal taxes as well as federal and state grants to carry out the
govemmental activities. Historically, property and municipal taxes have been very prcdictable wilh increases of
approximately live percent. Federal and State grant revenues may vary if new grants are available but lhe revenue

also is very predictable. Those faclors were considered when preparing the Municipality's budget for lhe fiscal year

201}2014.
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FIt{AL COMIIE}ITS

The Municipality's principal sources of revenues are derived fmm prope y taxes, municipal license taxes, subsidies

from the Commonwealth of Puerto Rim's General Fund and mntnbutions from the Traditional and Electronic Lottery

spnsored by said Govemment.

The Municipality's management is commilied to a mntinued improvement in the mnfection of a budget that will

response lo lhe needs of the public and private sectors in acmrdance with its permissible revenues levels. lt fu her

mntemplales to maintain or improve its curcnt levels of Net Assels as indicative of a strong financial position which

has been identified as one of the main short and long{erm objectives of the Municipality.

FIMNCIALCONTACT

The Municipality's financial statemenls are designed to present users (citizens, taxpayer, cuslomers, investors and

creditors) with a general overview of the Municipality's finances and to demonstrate the Municipality's accountability.

lf you have queslions about the report or need additional financial information, mntac,t the Municipality's Chief

Financial Officer.

t2



Govemmental

Activities

7,683,793

13,787,015

't3't,511

506,624

2,357,896

4'1,934,165

55,096,570

97,030,735

121,497,574

2,262,414

76,399

1,030,240

183,244

6,594,386

2,479,000

72,053,002

84,678,685

53,030,735

5,606,132

5,492,767

1,429,117

(28,739,862)

$ 36,818,889

Assets

Cash and cash equivalents

Cash with fscal agent

Accounls receivable:

Municipal license laxes

Consfudion Excise Tax

lntergovemmental Grants

Cadlal asseb

Land, improvemenis, and construdion in progress

Other capital assets, nel of deprecialion

Total capitd as6eb

Total assets

Liabilities

Accoonb payaue and acqued liabilities

Accrued on bonds and note payable

Accrued interest payable

Due to other govemmental entilies

Matured boods rd payaue

Defercd federal grant relenues

Noocunent liabilities:

Due rvithin one year

Due in more than one year

Total liabililies

Net position

Net investrneot in capital assets

Restic{ed ror

Capitd projeca

Debt service

Oher purposes

Unresrided (deficit)

Total net position

The notes to the financial statements are an integral part of this statement.
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Activid6

Ggleral go\€mmenl

Udan De\€loprnent

Heallh and Weltae

Public Sably

Public Wo

Cullule and Re{reaton

Economic Dewlopmenl

Community DeElopnent

fuucalirn

Debl Setuice:

lnle€st

fl2,196,5s4)

(18,354

(9,595,16'

(1,381,076)

(6,861,919)

(3,658,913)

17,48

247,44

8,7t,039

(3,824,081)

12,73n,57

258,315

15,498,368

I,596,486

7,152,4fi

3,668,84

109,138

1,2t8,073

50,683

3,824,081

320,357

12,8m

ln,90

1ir3,803

239,963

5,582,546

N2.il4

113.,m

9.870

126,594

1,452,717

I,W7,7D

r1,3m

i 16,G3,765 i 1ti:].1$ I 17,099,039 t 14,3m 1n,517,N)

Genetal €venues:

ftopedy taxes

Muniipal license lax

Municipa, sahs and uses laxes

olher local taxes

Granb and contrihrlioN not Eslrired lo srecific FDgrams

lnleGst and iflveslmenl earnings

Mis.ellaneous

Tolal general evaues

Change in nel positon

Nel positbn - beginning, as Eslabd

Net posilbn - endng

11,U3,512

5,401,367

2,a2.377

1,162,64

5,034,256

a,m5

679,782

xl43528

(2,073,765)

38,89,651

36.818,889

The notes to the financial statements are an integral part of this statements. L4
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lnbgovemllBld
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$ t,6a,784 t 7,683,793
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r3r,51;
506.621

t.907,697 2.351896

793,161 2,m,1;

I 1,4!,942 I 26,689,985

- | t 126,572

8,092,8m 5.658.369

131,511

*,:ro

.
1,423,m5

150.199

$ 8,030,695 I 8,543,m7

t 2,021,712 I

1,0$,240

183,214

1,032,556

2,020,0m

I 5,6s8,369 a 1fr,972

52,237 I 2,m2,111

76,399

1,030,210

183,21,t

2,n3,14
2,670,000

5,665,013

t 182,165 t
76,390

1,190,590

650,0m

1,1n,117

5,665,013

8,Ets,s55 3.t80,2() 52,231

1m,972 WX71 929,313

1n,972 2,301,825 15,039,829

(877,860) 5,192,767 5,606,1U

I 8,$0,m5 t 8,5$,m7 t 5,668,S

12,528,016

(8z'860)

1,123,117 11,650,156

3 126,92 I {,3$,912 I 26,@,985

s,N2,767 5,m6,132

(877,860)

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



Garlcral

Fund

IhH
SsYlce

Fund

C4*bl
Prrolc.,

Funda

tlc.d
Sf..t

Fund

Ofier Tot l
Govsmefial GoYCm crbl

Furils Frnds

Rcva[uaa

Prcpqty bxes

itunkipd fic€rEe hes
Uc€iEe ad Penib
Munidpal sdes ad l,se ta
Fine dd Fdbitres
Chales hrs€rviEs
lntsgotrrrynstd

to.J
Fedrd

R€ht of Fop€ily
lntered

Mscdla|€ors

Totd la/sues

ExDrditltl
Cuflst
G€n€rd goErnnEnt

Rtlic satuty

Pljlic wqks

Hedh atd ldf,e
Cdfure, rEcreafun ad educdill

Econo0*: deralopmq{

Collrunity &t dognstt

Utgl ad Ecqul* der'dopilslt

Edrcdih
Debl s€rvice:

Pr ripd
lnfiered

Totd erp€ndit es

Ecess (defaiery) of rEv€rues ore(

(ud€r) ery€ndit res

otEr ftEEing sorraEs (raes)

Procee(b fiom bood issued

TraEJds in

Trdsbsod

Totd otEafnaxirg souraes (r6es)

Nd dlange in turd bdaEes (d€ficit)

6,18S,714 t 5,353,798 t
5,401,fil /
1,162,629

2,292,376

,2,806

11,715

5,034,256

1't0,8&)

a,6G
614,3311 104,305 718,638

2374,036

5,768,509

'I,843,512

5,101,367

1,162,629

2,a.2376

12,806

14;t15

7,Wm
14,525,150

110,880

a,m5

55r,676 $ 12,516,687

165,625 1,55,486

11,f,838 1;152,1N

5,921,78 15,198,368

21,167 3,668,823

tm,r38 109,138

1,a)5,073 1,205,073

258,315 258,3't5

50,683 50,m3

3,718,0m

3,824,084

8,756,0t1

21,162,711 5,353,796 8,756,011 8,716,8$ 4,t,020,000

I ,11,962,01,1 
3

1,130,861

3,560,810

813,959

3,8r7,656

3,{46,7@

8,756,61'l

3,718,000

3,824,m4

21,115,327 7,542,N1 3,146,7m 8,756,641 8,4:17,283 49.598,005

(252,616)

$0,0m
28,fi5

(m,7621

637,873

(2,'r88,2€6) (3.1,16,7m)

980,000

- r/,873) 
',6'r0,0q)

309.567 (5,578,mO

301,694 (3,968,0S5)

- 1,610,000

w,8N 356,455

(335,&93) (3s6,455)

s80,000

Furd bdrE (d.ficiD, beglnnln$ a! iEi.bd.) (1,263,114 7,68,,ffi3 8,072,N2 1,127,1n 15,618,25',1

Futd b6rarc. {d.fic areid of var^J-\f( I (8r/,860) 3 5,19.767 I5,606,1323-a1,48,117tll,6$,156

385,2rl (2,188,286) (2,466.7m)

The notes to the financial statements are an integral part of this statement.
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Total Ftlnd Balanc€s - Govemmental Funds

Amounts reported for Govemmental Actjvities in $e statement of Net Position

are ditferent because:

CapitalAs.s€ts used in Governmental Activities are not financial resources and therefore,

are not reported in the funds. ln the current period, these amounts are:

$ 1i"65O,156

97,030,735

2,670,000

Total c€phal Assets

Matured bonds pafable was acc{mulated as payable on llle Governmental Fund

Financial Statements. and for Governmental Wide Financial Statement was included as

part of Nonaurrent liabilities. This is the amount by rflhich the debt setuice accrual
change:

Some liabilities are not due and payable in the curreni ped)d and therefore, ale not

reporied in the funds. T}lose liabilities consist ot

Non Depreciable Capital Assets

Depreciable Capital Assets

Accumulated Depreciation

General Bonds and Notes Payable

Compensated Ab6ences

claims and .rudgments

l"andfill Obli9tion

Total Long-Term Liabilities

Total l{€t Posttlon ol Go{emrnental Acth/ities

$ 41,934,165

Ll4,a41-924
(59,045,354)

45,525,000

2,943,990

2,674,479

23,344,133

174,532,0002)

$ 36,a1a,8a9

The notes to the financial statemenb are an integral patt of this statement !7



Net Change ln Fund Balances - Total Govemmenial Funds

Amounts reported for governmental activities in the Statement of Activities are ctifferent because:

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

tiabitities in the Governmentwide Statement of Net Position. Repaynem of bonds and notes principal is an expenditure in

Governmental Funds, but lhe repayment reduces long'term liabilities in the Government-Wide Statement of Net Po6ition. This

is tlle amount by which the debt proceeds exceed debt service pnncipal payments.

Long-tem compensated abs€n@s arc reponed in the Govemment-wrde Statement of Adivities and Changes in Net Posruon,

bt l tfiey do not require the use of curent financial resources. Therefore, long-term compensated ab6ences were not reported

as expenditurcs in Govermental Funcls. The following amount represent the chan8p in long-term compensated abGeoces from

Prior )ieat

Long-term claims and ,udftnents are reported in the Govemriental-Wide Statement ot Activ(ies and ChanEes in Net Position,

but they do not require the use o, current financial resources. Therefore, claims and judgments are not reported as

expenditures in Government Funds. The following amount repres€nt the cnange in long{erm claims and judgments from prior

year.

Long,term tandfill obligation is reported in the Governlnental-l /ide Statement o, Activities and Changes in Net Position, but

they do not require tlle lrs€ of current financial resour@s. Therefoae, landfill obligation is not rcported as expenditules in

covernment Funds. The following amount represent the change in long term landfill obligation from pnor year.

(3,968,095)

1,060,000

1474,6741

539,004

(1,900,0oo)

Bonds and notes mature are recognized in the fuvernmental Fund Financial statements, btjt they do not require the use of

curent financia I resources. The follovring amount represents the change in long-term bonds and notes mature from prior year. 2,670,000

change in llet Po6ltlon of Govemmental Aciivllles $ (2,073,765)

The notes to the financial statements are an integral part of this statement. 1a



1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUiITITIG POLICIES

The Municipality of Vega Baja (Municipality) was founded on the year 1776. The Municipality's
govemmental system consists of an executive and legislature body. lt is govemed by a Mayor and a
sixteen-member Municipal Legislature who are elected for four-year terms.

The Municipality provides public safety, public rrvorks, culture and recreation, health and lvelfare, urban

development, education, economic development, and other miscellaneous services.

The basic linancial statements of the Municipalig have been prepared in conformity with Generally
Accepted Accounting Principles as applied to local govemmental units in the United States of America (US

GAAP).

The Municipality's basic financial statements consist of govemment-wide statements, including a

statement of net position and a statement of activities, and fund financial statements, which provide a

more detailed level of financial information.

ln June 1999, the Govemmental Accounting Standads Board (GASB) issued Statement No. 34, "Basic

Financial Statements and Management's and Discussion and Analysis for State and Local Gorremments."

This Statement, known as the Reporting Model, provides for the most significant change in financial

reporting for state and local govemments in over 20 years and affects the way the Municipality prepares

and presents financial information. The Statement was adopted as of July 1, 2003. ln addition to this

Statement, GASB Statement No. 37, 'Basic Financial Statements and Management's Discussion and

Analysis for State.and Local Govemments: Omnibus' and GASB Statement No. 38, "Certain Financial

Statement Note Disclosures' have been adopted and are reflected in these financial statements.

As part of this Statement, there is a reporting requirement regarding the capitalization of local govemment

infrastructure (roads, bridges, traffc signals, etc.).The Municipality implemented the capitalization of
infrastructure since July 1, 2004.

The Municipality adopted the provisions of GASB Statement No. 55, The Hienrclry of Genenlly Auepted
Accounting Pincipbs for State and Local Govemments (GASB No. 55), and GASB Statement No. 56,

hdificatbn of Amunting and Financial Repofting Guidance ?,ontained in the AICPA Statenents on

Auditing Standards (GASB IVo. 56).

GASB No. 55 incorporated the hierarchy of USGMP for state and local govemments into the

Govemmental Accounting Standards Board's (GASB) authoritative literature. The requirements in this

Statement mdify all USGMP for state and local govemments so that they derive from a single source.

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

literature certain acmunting and financial reporting guidance presented in the American lnstitute of

Certified Public Accountants' Statements on Auditing Standards. This Statement addressed three issues

not included in the authoritative literature that establishes accounting principles-related party transactions,

going concem considerations, and subsequent events.
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1. ORGANTZATTON AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

The Municipalig adopted the proMsions of GASB Statement No. 54, Fund Balance Repofing and

Govemmental Fund Type Definitions (GASB No. 54), which modified the interpretations of certain terms

within the definition of the special revenue funds and the t1pes of activities the Municipality may choose to

report in those funds. GASB No. 54 also clarified the capital prolects fund type definition for better

alignment with the needs of preparers and users. Definitions of other govemmental fund types uere also

modified for clarity and consistency.

The provisions of the GASB Statement No. 61, Ihe Financial Repofing Entity: Omnibus, an amendment

of Statements No. 14 and 34, were considered in the evaluation of the potential component units. This

statement modifies certain requirements for inclusion of components units in the financial reporting entity

and amends the criteria for reporting component units as if they u/ere part of the primary govemment

under certain circumstances.

The GASB Statement No. 62, C,odificafion of Accounting and Financial Reporting Guidance Contained in

Pre-November 30, 1989 FASB and AICPA Pronounenents (GASB 62), incorporates into he GASB's

authoritative literature certain accounting and financial reporting guidance included in FASB

pronouncements, which does not mnflict with or mntradict GASB pronouncements, and eliminates the

criteria to apply poslNovember 30, 1989 FASB pronouncements that do not mnflict with or contradict

GASB pronouncements.

ln cunent year, the Municipality adopted the pmvisions of GASB Statement N0.63, Financial Reporting of
Defened Outflows of Resources, Defened lnflows of Resources, and Net Position establishing a new

statement of net position format that reports separately all assets, defened outflour of resources,

liabilities, defuned inflows of resour@s, and net position (which is the net residual amount of the other

elements). The Statement requires defened outflows of resources and defened inflows of resources to be

reported separately from assets and liabilities. The financial reponing impact resulting fiom the

implementation of GASB 63 in the Municipalit/s financial statements was the renaming of "Net Asseb' to
"Net Position', including changing the name of the financial statement from "Statement of Net Assets" to

"Statement of Net Position".

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

A. Component Units

ln evaluating how to define the Municipality for financial reporting purposes, management has

considered all potential @mponent units. The decision to include a potenlial component unit in the

reporting entity was made by applying he provisions of GASB Statement No. 14, as amended The

basic, but not the only criterion for including a potential component unit within the reporting entity is if a

primary govemment is financially accountable for the entity. Financial accountability exists if the

primary govemmental appoints a voting ma.lority of the entity's goveming body, and if either one of the

following conditions exist: the primary govemment can impose its will on the other entity or the

potential exists for the other entity to (1) provide specific financial benefits to or (2) impose specific

financial burdens on the primary govemment. A second criterion used in evaluating potential



1. ORGANTZATTON AND SUMilARY OF StGiltFtCANT ACCOUNT|IIG POL|C|ES (CONTTNUED)

component units is if the nature and significance of the relationship behrrcen the entily and a primary
govemment are such that to exclude the entity from the financial reporting entity would render the
Iinancial statements misleading or incomplete. Based on the above criteria, the Municipality does not

have component units to include within its reporting entity.

B. Govemment-wide and fund financial statements

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

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

analytical overview of the Municipalit/s financial activities.

2. The govemmenlwide financial statements (i.e. the statement of net position and the statement of
activities) report information on all the activities of the Municipality. Govemmental activities, which

normally are supported by taxes and intergovemmental revenues, are reported separately from

business-typed activities, if any, which rely to a significant extent on fees and charges for support.

lnterfund activity has been removed ftom these statements to minimize the duplicating effect on

assets and liabilities within the govemmental activities.

The statemenl of activities demonstrates the degree to wttich the direct expenses of a given

function or segment is ofbet by program revenue. Direct expenses are those that are charges to

customers or applicants wtro purchase, use, or directly benefit from goods, services, or privileges

provided by a given function or segment and grants and contributions that are restricted to meeting

the operational or capital requirements of a particular function or segment. Taxes and other items

not properly included among progmm revenues are reported instead as general rcr/enues.

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

Major individual govemmental funds are reported as separate columns in the fund financial

statements. Pursuant to the provisions set forth by GASB No. 34 and GASB No. 54, the

Municipalig reported the following ma.jor govemmental funds in the accompanying GFFS:

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

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

Sp*ial Revenue Fund - Head Sfad- Special Revenue Funds are used to account for revenues

derived from Head Start and child and adull care food program funds. The uses and limitations of

each special revenue fund are specified by Municipality ordinances or federal and state statutes.

Capital Projecb Fund - State & Local Gnnb - Capital Proiect Funds are used to acc,ount for

financial resources used for the acquisition or construction of major capital fucilities.
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1. ORGANIZATION AND SUITIMARY OF SlGillFlCANT ACCOUNTING PoLICIES (CONTINUED)

Capital Projerlb Fund - Federal Gnnts - Capital Project Fund are used to account for revenues

derived from federal grants related to capital projects. The uses and limitations of each special

revenue fund are specified by Municipality ordinances or federal and state stafutes.

D&t Seruice Fund - Debt Service Fund are used to account for the accumulation of resources for

and the payment of, general long-term debt principal, interest, and related costs.

The Municipality periodically undertakes a comprehensive evaluation of its fund structure to ensure

that it complies with all aspects that are of importance to users of general purpose extemal
financial reports. Consequently, all superfluous funds and some intemal funds cunently used by

the Municipality in the day-to{ay accounting procedures have not been reported as individual

govemmental funds in the accompanying fund financial statements. Accordingly, the

accompanying fund financial statements include only the minimum number of funds consistent with

legal and operating requirements and, consequently, certain types of similar intemal funds have

been combined into single funds in the accompanying fund fnancial statements.

The other govemmental funds of the Municipality account for grants and other resources whose

use is restricted to a particular purpose.

4. The notes to the financial statements provide information that is essentialto a useds understanding

of the basic financial statements.

5. Required supplementary information such as the budgetary comparison schedule- general fund

and other types of data required by GASB.

6. Notes to the budgetary mmparison schedulegeneral fund.

C. Financial reporting presentation

The accounts of the Municipality are organized on the basis of funds, each of wltich is considered a

separate accounting entity. The operations of each fund are accounted for with a separate set of self-

balancing accounts that comprise its assets, liabilities, fund equity, revenues, and expenditures. Fund

types are as follows:

General Fund - is the Municipality main operating fund used to account for and report all financial

and reported resources and govemmental activities, except for those required to be accounted for in

another fund. lt is presumed that the Municipalitys govemmental activities have been reported in the

general fund except for transactions for which one of the following compelling reasons has required

the use of another fund: (1) legal requirements, (2) USGMP requirements or (3) the demands of

sound financial administration requiring the use of a govemmental fund other than the general fund.
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1. ORGANIZATTON At{D SUMMARY OF S|GN|F|CANT ACCOUNTING POL|C|ES (COiITTNUED)

Its revenues mnsist mainly of taxes, licenses and permits, intergovemmental, charges for services
and other.

Special Revenue Funds - is a govemmental fund used to account for and report the proceeds of
specific revenue sources (other than trusts for individuals, private organizations, or other govemments

or for major capital projects) that are legally restricted or committed to expenditure for specified
purposes other than debt seMce or capital projects. Resources restricted or committed to expenditure
for purposes normally financed from the general fund are generally accounted for in the general fund
provided that all applicable legal requirements can be appropriately satisfied and the use of special

revenue funds is not required unless they are legally mandated.

Capital Projects Funds - is a major govemmental fund used to account for and report financial
resources that are restricted or committed to expenditure for capital outlays, including the acquisition

or construction of maior capital facilities, including those outlays financed by the general obligation

bond proceeds (other than those financed by proprietary funds or in trust funds for individuals, private

organizations, or oft er govemments).

The use of the capital projects funds has been limited to only for major capital acquisitions,

construction or improvement activities that lvould distort financial resources trend data if not reported

separately from the other Municipalitys operating activities. The routine purchases of minor

capitalizable assets (such as fumiture, offce equipment, vehicles and other minor capital assets or
improvements) have been reported in the govemmental fund from which financial resources r/r/ere

used for the payment.

Debt Seryice Fund - is a maior govemmental fund used to account for and report for the

accumulation of financial resources that are restricted for, and the payment ol principal and interest

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

debt service fund and (2) certain special long-term obligations for which the Municipality is been

accumulating financial resources in advance to pay principal and interest payments maturing in future
years.

The outstanding balance of certain general long{erm obligations for which debt service payments do

not involve the advance accumulation of resources (such as certain notes payable, obligations under

capital leases, accrued compensated absences, landfill obligation, claims and ludgments, net pension

liability and other long-term obligations) are only accounted for in the accompanying statement of net

assets. The debt service payments of such obligations are generally accounted for in the
govemmental fund which accounted for the financial resoutces used for the paynent of such debts.

Principal and interest due on July 1 of the following fiscal year are accounted for as a fund liability, if
resources are available as of June 30 for its payment.

D. Measurement focus, basis of accounting and financial presentation

Govemment-wide financial statements - The accompanying GWFS are prepared using the

economic resources measurement focus and the accrual basis of accounting. Subject to the additional
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1. ORGANIZAT|Oi{ AND SUMiTARY OF S|GN|F|CANT ACCOUNTTNG POL|C|ES (CONTTNUED)

rules and limitations detailed below, revenues (including interest on deposits and investments) are
generally recorded when eamed and expenses are generally recorded when a liability is incuned,
regardless of the timing of related cash flou6.

All revenues, expenses, gains, losses, assets and liabilities resulting from exchange-like transactions
are generally recorded when exchange takes place. ln exchange kansactions, each party to the

transaction receives and gives up essentially equal values. An exchange-like transaction is one when

there is an identifiable exchange and the values exchanged, though related, may not be quite equal.

The accompanying basic financial statements include exchange-like transactions such as license

fees, fines, penalties, forfeitures, permits, charges for services, and most miscellaneous revenues,

which are recorded as rerrcnues when collected because they are generally not measurable until

actually received.

The Municipality groups its noncxchange transactions into the following four (4) classes in the

accompanying basic financial statements: (a) derived tax revenues, (b) imposed non-exchange

revenues, (c) govemment mandated nonexchange transactions, and (d) rroluntary non+xchange

transactions.

ln the case of derived tax revenue transactions, which result from assessments that the Municipality

places on exchange transactions, receivables and revenues are recorded when the underlying

exchange has occuned.

ln the case of imposed non-exchange revenue transactions (such as property taxes and municipal

license taxes), which result from assessments made by the Municipality on nonnovemmental

entities, including individuals, other than assessments on exchange transaction, receivables are

generally recorded in the period when an enforceable legal claim has arisen. Property taxes and

municipal license taxes are generally recorded as revenues (net of amounts considered not

collectible) in the fiscal year when resources are required to be used for the first fiscal year that the

use of the resources is permifted.

For govemmentmandated-non-exchange transactions (such as intergovemmental grants and

contributions) receivables and revenues are generally recorded when all eligibility requirements

imposed by the provider have been met. For the majority of grants, the Municipality must epend
resources on the specific purpose or project before the provider reimburses any amounts. Therefore,

revenue is generally recognized as qualifying reimbunsable expenditures are incuned. For voluntary

non+xchange transactions (such as donations and certain grants and entitlements) receivables and

revenues are generally accounted for in the same manner as govemmenlmandated nonexchange

transactions discussed above.

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

a loss has been occuned and ffp amount of loss is reasonably estimated.

25



1. ORGANTZATTON AND SUMMARY OF S|GNIF|CANT ACCOUNTTNG POL|C|ES (COiIT|NUED)

lnterests on deposits are recorded when eamed since these revenues are considered both
measurable and available at June 30, 2013. Receipts of any type of revenue sources collected in

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

According to GASB No. 34, all general capital assets and the unmatured long-term liabilities are
recorded only in the accompanying Statement of Net Position. The measurement focus and the basis

of accounting used in the accompanying GWFS differ significantly from the measuremenl focus used
in the preparation of the GFFS. Therefore, the accompanying GFFS include remnciliations, as
detailed in the accompanying table of contents, to better identify the relationship between the GWFS

and the GFFS.

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

liabilities of the cunent fiscal year. For this purpose, the Municipality generally considers most

revenues (municipal licenses taxes, construction excise taxes, sales and use taxes, interests on
deposits, intergovemmental grants and contributions and certain charges for services) to be available

if collected within sixty (60) days after June 30, 2013. At June 30, 2013, all revenues sources met this

availability criterion.

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

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

use taxes, construction excise taxes, intergovemmental grants and contributions, interests on deposits

and charges for services. These principal revenue sources meet both measurability and availability
criteria in the accompanying GFFS.

ln a manner similar to the GWFS, but sublect to and limited by the availability criteria discussed

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

exchange-like transactions are also generally recorded when the exchange takes place while all

revenues, expenses, gains, losses, and assets resulting from non+xchange transactions are recorded

when an enforceable legal claim arises or when all eligibility requirements imposed by the provider

have been met, applicable.

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

measurable and available at June 30, 2013.

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

Liabilifies md Expenditures in Govemmental Fund Financial Statemerfs (GASBI No. 6), in the
absence of an explicit requirement (i.e., the absence of an applicable modification, discussed below)

the Municipality generally accrues a govemrrental fund liability and expenditure (including salaries,
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professional services, supplies, utilities, etc.) in the period in which the govemment incurs the liability,

to the extent that these liabilities are normally expected to be liquitiated in a timely manner and in full
with cunent available financial resources. The accompanying Balance Sheet - Govemmental Funds
generally reflects only assets that will be mnverted into cash to safisry cunent liabilities.

Long{erm assets and those assets that will not be converted into cash to satisfo cunent liabilities are
generally not acmunted for in the accompanying Balance Sheet - Govemmental Funds. At the same

time, long-term liabilities (generally, those unmatured that will not require the use of cunent financial
resources to pay them) are not acmunted for in the accompanying Balance Sheet - Govemmental
Funds.

The measurement focus of the GFFS is on decreases of net financial resources (expenditures) rather
than expenses. Most expenditures are measurable and are recorded when the related govemmental

fund liability is incuned. Allocation of costs, such as depreciation and amortization, are recorded in the

accompanying Statement of Activities, but are not recorded in the accompanying GFFS.

E. Assets, liabilities and net position

1. Cash and cash equivalents, and cash with fiscal agent- The Municipality's cash and cash

equivalents are considered to be cash on hand, demand deposits, and short-term investments with

original maturities of three months or less from the date of aquisition.

Cash with fiscal agent in the debt service fund represents special additional property tax collections

retained by the Commonwealth of Puerto Rico and restricted for the payment of the Municipality's

debt service, as established by law. Also, cash with fiscal agent consists of unused proceeds of
bonds and notes issued for the acquisition of equipment and construction of maior capital

improvements.

2. Receivables and payables- Activity between funds that are representative of lending/bonowing

anangements outstanding at the end of the liscal year are refened to as either "due to/ftom other
funds" (i.e., the cunent portion of interfund loans) or "advances to/from other funds" (i.e., the non-
cunent portion of interfund loans). All other outstanding balances betrrrreen funds are reported as
'due to/from other funds."

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

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

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

determined, based upon past collection experience and cunent economic conditions.

lntergovemmental receivable in general fund represents the balance owed from the Municipal

Revenue Collection Center (CRIM), related to preliminary liquidation. lntergovemmental and
federal grant receivable in the special revenue or capital project funds represent amounts olr,ed to
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the Municipality for reimbursement of expenditures incuned pursuant to federally funded or state
founded programs. lntergovemmental receivable in the debt service fund represent the distribution
of propefi tax collected by the CRIM which is restricted for the debt seMce.

3. lnventories- lnventories in the general fund is recorded as expenditure and, consequently, the
inventory is not recorded in the Statement of Net Position.

4. Gapital asseb- Capital assets, which include property, equipment and infrastructure assets (e.9.,
roads, bridges, sidewalks and similar items), are reported in the govemmental activities column in
the govemmental-wide financial statements. The Municipality defines capital asset as assets with
an initial, individual cost of more than $25 and an estimated useful life in excess ofone year. Such
assets are reported at historical cost or estimated historical cost if purchased or constructed.
Donated capital assets are recorded at estimated fair market value at the date ofdonation.

The cost of normal maintenance and repairs that do not add to the value of the asset or materially
extend assets lives are not capitalized.

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

Capital assets of the Municipality are depreciated using the straightline method over the following
estimated useful lives:

Caoitalization threshold

5. Uneamed revenues- ln the GFFS, uneamed revenues arises when one of the following situations

occur:

Potential revenue does not meet both the 'measurable' and "available" criteria for revenue

recognilion in the cunent period (unavailable revenue). As previously discussed, available is

defined as due (or past due) at June 30, 2013 and collected within 60 days thereafler to pay

obligations due at June 30. ln subsequent periods, when both criteria are met, the liability for
uneamed revenue is removed and revenue is remgnized.

The Municipality receives resources before it has a legal claim to them (uneamed revenue). ln
subsequent periods, when the revenue recognition criterion is met, the liability for uneamed
revenue is removed and revenue is recognized.

Descriotion

Buildings and site improvements

lnfrastructure
Works of art
Vehicles

Fumiture and fixtures

Machinery and equipment

Useful Life

40 years

40 years
'10 years

5 years

5 years

3 to 5 years

$1

$1

$1

$1

$25

$25

b.
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Uneamed revenues at the govemmentwide level arise only when lhe Municipality receives
resources before it has a legal claim to them.

6. Long-tem obligations- The liabilities reported in the govemmenlwide financlal statements
include the general and special obligation bonds and notes, and other long-term liabilities, such as
vacation, sick leave, litigation, long-term liabilities to other govemmental entities and landfill closure
and post closure care costs.

ln the fund financial statements, govemmental fund g/pes recognize bond issuances cost, during
the cunent period. The face amount of debt issued is reported as other financing sources, while
bond issuance costs, whether or not withheld from the actual debt proceeds received, are reported
as expenditures in the general fund.

7. Compensated absences- Employees accumulate vacation leave at a rate of 2.5 days per month
up to a maximum of 60 days. Unpaid vacation time accumulated is fully vested to the employees
from the first day of rrlork. All vacation pay it is accrued when incuned in the govemment-wide

financial statements.

Employees accumulate sick leave at a rate of 1.5 days per month up to a maximum of 90 days.

Upon retirement, an employee receives compensation for all accumulated and unpaid sick leave at
the cunent rate, if the employee has at least 10 years of seMce with the Municipality. All sick leave
pay and salary related benefits are accrued when incuned in the govemmental-wide financial
statemenls when the employee meets such criteria.

8. Claims and judgments- The estimated amount of the liability for claims and judgments, which is

due on demand, such as from adjudicated or settled claims, is recorded in the general fund when
the liability is incuned.

9. Fund balances-The Municipality adopted the provisions of GASB Statement No. 54, Fund
Balance Repoling and Govemmental Fund Type Definifions (GASB No. 54), wtrich enhanced the
usefulness of fund balance information by providing clearer fund balance classifications that can be
more consistently applied. This statement establishes fund balance classifications that comprise a
hierarchy upon the use ofthe resources reported in govemmental funds.

Pursuant to the provisions of GASB No. 54, the accompanying GFFS report fund balance amounts
that are considered restricted, committed, assigned, and unassigned, based on the relalive
strength ofthe conskains that control how specific amounts can be spent, as described as follows:

a. Resficfed - Represent resources hat can be spent only for the specific purposes stipulated
by constitutional provisions, extemal resource providers (extemally imposed by creditors or
grantors), orthrough enabling legislation (that is, legislation that creates a new revenue source
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and restricts its use). Effectively, restrictions may be changed or lifled only with the consent of
resource providers.

b. Unassigned - Represent the residual classification for the Municipality's genenal fund and
includes all spendable amounts not contained in the other classifications. ln other funds, the
unassigned classification is used only to report a deficit balance resulting from overspending
for specific purposes for which amounts had been restricted, committed, or assigned.

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

The Municipality reports resources constmined to stabilization as a specified purpose (restricted or
committed fund balance in the genenal 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 stabilizationJike anangements, nor has set
aside material financial resources for emergencies and has nol established formal minimum fund
balances amounts as of for the fiscal year ended June 30, 2013.

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

10. Net Position

Net Position has been reported pursuant to the provisions of GASB Statement No. 63, Financial
Repofting of Detened Out Tows of Resources, Defened lnflows of Resources, aN Net Position.
Net Position represents the difference between all assets plus defened outflows of resources and
all liabilities plus defened inflours of resources. The Net Position consists of net resources
restricled by extemal parties (such as debt covenants, creditors, grantom, contributions, laws or
regulations of other govemments, etc.), or net position for which constraints are imposed by the
constitutional provisions orenabling legislation.

Enabling legislation consists of legislation that authorizes the Municipality to assess, levy, charge
or otheruise mandate payment of resources (from e(emal resource providers). Enabling
legislation establishes restrictions if it includes a legally enforceable requirement that those
resources be used only for the specific purposes stipulated in the legislation.

A legally enforceable enabling legislation restriction is one that a party extemal to the Municipality
(such as citizens, public interest groups, or the judiciary) can compel the Municipality to honor. The
Municipality periodically reevaluates the legal enforceability of an enabling legislation to determine



l. ORGANIZATION AND SUIilMARY OF SIGNIFICAi'IT ACCOUNTING POLICIES (COtlTlt{UED)

if any of the resources raised by the enabling legislation are used for a purpose not specified by the
enabling legislation or if the Municipality has other cause for consideration.

The classification of restricted net position identifies resources that have been received or eamed
by the Municipality with an explicit understanding betrrrcen the Municipality and the resource
providers that the resources would be used for specific purposes. Grants, contributbns and
donations are often given under those kinds of conditions. Bond indentures also often limit the use
of bond proceeds to specmc purposes.

lntemally imposed designation of resources, including earmarking, are not reported as restricted
net position. These designations consist of management's plans for the use of resources, which
are subject to change at the discretion of the Municipal Legislature.

ln the govemmenlwide statements, net position is segregated into three categories:

a. Net lnvestnent in capital asse6: Represent the component of the net position that consist
of capital asset balances net of accumulated depreciation and amortization reduced by the
outstanding balances of any bonds, notes and other bonowings that are attributable to he
acquisition, construction, or improvement of those assets. This category should not includp

cash that is restricted to capital assets acquisition or construction (unspent bond proceedi)
and any unamortized debt issue costs. '

b, Resfichd net position: Represents the component of the net position that is subiect to
restrictions beyond the Municipal's control. These include restrictions that are e(emally
imposed (by creditors, grantors, contributors, or laws and regulations of other govemments) or
restrictions imposed by the law through constitutional provisions or enabling legislation
(including enabling legislation passed by the govemment itself).

c. Unr*ticted net pcition: Represents the component of the net position that do not meet

the definition of net position invested in capital assets, net of related debt or restricted.

Unrestricted assets are often designated to indicate that management does not consider
them to be available for general operations. These types of constraints are intemal and

management can remove or modify them. Designations are not reported on the face of fte
Statement of Net Position.

ll.Accounting for Pension Costs-The Municipality adopted the provisions of GASBS No. 50,
Pensbn Disclosure, which amended GASBS No.27, Accounting for Pensions by State and Local

Govemnent Employers, by requiring disclosure of how the contractually required contribution rate
is determined by govemments participating in multi+mployer costsharing pension plans.

The Municipality accounts for pension costs fiom the standpoint of a participant in a multi-
employer cost-sharing plan. Accordingly, pension costs remgnized in the accompanying basic
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financial statements are equal to the statutorily required contributions, with a liability recorded for
any unpaid required contributions.

For the purpose of applying the requirements of GASBS No. 27, the state Govemment of Puerto
Rico is considered to be the sponsor of the Employees' Retirement System of the Govemment of
Puerto Rico and its lnstrumentalities (ERS) and System 2000, a multi.employer cosfsharing
define benefit pension plan and a hybrid defined contribution plan, respectively, in which the
employees of the Municipality participate. The Municipality is considered a participant, and not a
sponsor, of these retirement systems since the maiority of the participants in the aforementioned
pension trust funds are employees of the Govemment of Puerto Rico and the basic financial
statements of such retirement systems are part of the financial reporting entity of the Govemment
of Puerto Rico.

12.lnterfund and intra-entity transactions- The Municipality has the following types of transactions
among funds:

a. Operating Transfens- Legally required transfers that are reported when incuned as 'Operating
transfer-in" by the recipient fund and as "Operating transfers-ouf by the disbursing fund.

b. lntra-Entity Transaction+ Transfers betueen the funds of the primary govemment are reported
as inierfund kansfers with receivables and payables presented as amounts due to and due fiom
other funds.

1!1. Risk financing

The Municipality canies commercial insurance to cover casualty, theft, tort claims and other losses.
Since 2012, the municipalities rvere allowed to negotiate fieir insurance policies directly with the
insurance providers. During fiscal year 2012-2013, he annual insunance cost was retained from the
monthly remittances of the property tax collections by the CRIM for the amount of $51 1,588. The
cunent insurance policies have not been cancelled or terminated.

As of June 30, 2013, 46 of the 78 municipalities u,ere negotiating the insurance with private
insurance providers

The Municipality canies insurance coverage for death and bodily injuries caused by the automobile
accidents. The insurance is obtained through the Automobile Accidents Compensation
Administration (MCA), a component unit of the Commonrrrrealth of Puerto Rico. This insurance is
compulsory for all licensed vehicles used on public roads and highways in Puerto Rico. The annual
premium is $35 per licensed motor vehicle, which is paid directly to MCA.

The Municipality obtains lrcrkers' compensation insurance through the State lnsurance Fund
Corporation (SIFC), a component unit of the Commonwealth of Puerto Rim. This insurance coves
r,rcrkers against injuries, disability or death because of work or employment-related accidents, or
because of illness suffered as a consequence of their employment. Cost of insurance allocated to
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the Municipality and deducted from the gross property tax mllections by the Municipal Revenue
Collection Center (CRIM) for the year ended June 30, 2013 amounted to $227,961.

The Municipality obtains unemployment compensation, nonoccupational disability, and drivers'
insurance coverage for its employees lhrough various insurance programs administered by the
Commonweallh of Puerto Rico's Department of Labor and Human Resources (DOL). These
insurance programs cover workers against unemployment and provide supplementary insurance
coverage for temporary disability, or death because uo* or employmenlrelated accidents or non-
occupational disability and drivers' insurance premiums are paid directly to DOL on a cost
reimbursement basis.

UnderAct No. 63 ofJune 21, 2010, the Legislative Assembly ofthe Commonnealth of Puerto Rico,

authorized the municipalities to procure and manage at their own discretion all insurance policies,

including those related to health plans been provided to the municipal employees. The Municipality
also obtains medical insurance coverage from one health insurance company for its employees.

Different health coverage and premium options are negotiated each year by fie Municipality.

Premiums are paid on a monthly basis directly to the insurance company. The Municipality is

managing all its insurance policies beginning on july 1, 2013.

14.ljse of Estimates

The preparation of financial slatements in conformity with USGMP requires management io make
estimates and assumptions that affect the reported amounts of assets and liabilities and the
disclosure of contingent assets and liabilities at ihe date of the financial statements, and the
reported amounts of revenues and expenses during the reported period. Aclual amounts could

differ fom those estimates.

CASH AND CASH EQU]VALENTS

The Municipality maintains its deposits in various commercial banks located in Puerto Rico and
Govemment Development Bank for Puerto Rico (GDB). Proceeds from bonds and funds related to certain
grant awards are required by law to be held with GDB.

The Municipality adopted the provisions of GASB Statement No. 40 (GASB No. 40), Deposd and
/nvestment Risk Drsclosure, an Amerfrnent lo GASB Slalement No. 3. This statement requires that state
and local govemments disclose essential risk information about deposits and investments. The disclosure

requirements cover four main areas: (1) credit risk, (2) interest rate risk, (3) custodial credit risk, (4) foreign

exchange exposure.

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

adopted, as its custodial and credit risk policy, the Slatement of lnvestnent Guidelines for tlre
Govemnent of the Conmonweafth of Puefto Rico. Accordingly the Municipality invests only in obligations
of the Commonrrealth, obligations of the United States of America, certificates of deposits, commercial
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paper, bankers' acceptances, or in pools of obligations of the municipalities of Puerto Rico, which are
managed by GDB. According to the aforementioned investment guidelines, the Municipality does not
invest in marketable securities or any types of investments for which credit risk exposure may be
significant. Therefore, the Municipality's management has concluded that the risk related to any possible

loss related to defaults by commercial banks on the Municipality's deposits is considered low at June 30,
2013.

lnterest rate risk - This is the risk that changes in interest rates of debt investments will adversely affect
the fair value of an investment. The Municipality manages its exposure to declines in fair values by: (1)

not including debt investments in its investment portfolio at June 30,2013, (2) limiting the weighted

average maturity of its investments to three months or less, and (3) keeping most of its bank deposits in
interests bearing accounts generating interests at prevailing market rates. At June 30, 2013, the
Municipalit/s investments in certificates of deposits are recorded at cost, which approximates their fair
value.

Therefore, the Municipality's management has concluded that at June 30,2013, the interest rate risk

associated with the Municipality's cash and cash equivalents is considered low.

Custodial credit risk - ln the case of deposits, this is the risk that in the event of a bank failure, the
Municipality's deposits may not be recovered. Pursuant to the Statement of lnvestnent Guidelines for the
Govemnent of the Commonwealth of Puefto Rico the balances deposited in commercial banks by the
Municipality are insured bythe Federal Deposit lnsurance Corporation (FDIC) generally up to a maximum

of $250,000 per depositor.

ln addition, public funds deposited in commercial banks by the Municipality are fully securities pledged as
collateral are held, in the Municipality's name, by the agents of the Commonvrealth's Secretary of
Treasury. Deposits with GDB are uninsured and uncollateralized. However, no losses related to defaults
by GDB on deposit transactions have been incuned by the Municipality thnough June 30, 2013.

Therefore, the Municipality's management has concluded that at June 30, 2013, the custodial credit risk

associated with the Municipality's cash and cash equivalents is considered lou

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

investment or a deposit. According to the aforementioned investment guidelines, the Municipality is

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

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

related to the Municipality's deposits is considered low at June 30, 2013.

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

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

collateral are held by the Secretary of the Treasury of Puerto Rico. ln addition, the Municipality maintains

deposits with the Govemment Development Bank for Puerto Rico (GDB).

34



CASH AND CASH EQUTVALENTS (CONTTNUED)

Deposits - The Municipality's bank balances in commercial banks of $5,927,037 , $126,972 in the general

fund and special revenue fund- Head Start, respectively, were fully collateralized at June 30, 2013. ln the
other govemmental funds deposits with commercial banks of approximately $1,629,784 were fully
collateralized.

The deposits at GDB of $35,838 that is restricted for other purposes in the general fund, the $5,927,037
that is restricted principally for capital projects in the capital project fund, and the $8,092,808 in the debt
service fund are unsecured and unmllateralized, as no collateral is required to be canied by govemmental

banks.

RECEIVABLES

a. Municipal Licerce Tax- The Municipality imposes a municipal license tax on all businesses that
operate within the Municipality, which are not totally or partially exempt from the tax pursuant to the
lndustrial lncentives Acts of the Commonwealth of Puerto Rico. This is a self-assessed tax based on

the business volume in gross sales as shown in the tax retum that is due on April 15 ofeach year.

Entities with sales volume of $ 3,000,000 or more must include audited financial statements together
with the tax retum. During the fiscal year ended June 30, 2013, the tax rates uere as follows:

1,. Financial business- 1.50% ofgross revenues

2. Other organizations- 0.50% of gross revenues

This tax is due in two equal installments on July 1 and January 1 of each fiscal year. A discount of 5%

is allor,ried when full payment is made on or before April 15. Municipal license tax receivable of

$131,51 1 represents filed municipal license tax retums hat vlere unmllected as of June 30, 2013, net

of allowance for uncollectible accounts.

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

uneamed revenues.

b. lnbrgovemmenhl Receivables

lntergovemmental receivable in the debt service fund represents property tax receivable at June 30,

2013. Following is a detail of the intergovemmental receivables:

lntergovemmental receivable in the debt seMce fund represents expenditures incuned not yet

reimbursed by other govemmental entities. Following is a detail of the intergovemmental receivables:

Govemmental Entitv

Municipal Revenue Collection Center (CRIM)

Total

Amount

$ 450.199

E__45q1!p
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3. RECETVABLES(CONTINUED)

lntergovemmental receivable in the other govemmental funds represents expenditures incuned not

yet reimbursed by other governmental entities. Following is a detail of the intergovemmental

Amount

$178.106
5.000

167.176
43.179
23.895

1.020.81 1

7.403

462.127

$1J02.092

receivables:

Govemmental Entitv

Child Care and Development Block Grant

Revolving Business Loan

Disasters Grants - Public Assistance

Supportive Housing

Special Program for the Aging Title lll
Section '108

Cops

Special Revenue State Local

Total

4. INTERFUNDTRANSACTIONS

lnterfund receivables and payables at June 30, 2013, and interfund transfers during the fiscal year ended

at June 30, 2013, are summarized as follourc:

a. Due fromfto other fund:

Fund

General Fund

Capital Projects Funds

Special Revenue Fund - Head Star

Other Governmental Funds

Total

Transfer in/out to other fund:

Transfer in

General Fund

Other Govemmental Funds

Total

Receivable Fund

$ 1,429,685

$ 793.461

$ 2.223.146

PurDose

Transfer offunds for special purpose

Transfer of funds for speclal purpose

Pavable Fund

$ 1,032,556

1.'190.590

$-22)146

Amount

$ 28,635

327,820

$35tu155
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Transiler out

General Fund

Offier Govemmental Funds

Total

Rrroooe

Transftr of fuirds fu special putpose

Transbr of ftmds fur special purpose

Antount

I m,762

335.693

1350.{55
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5. CAPITALASSETS

Capital assets; those with an estimated useful live of one year or more from the time of acquisition by the

Municipality and a cost of $25 or more, are primarily funded through the issuance of long-term bonds and

loans. A summary of capital assets and changes occuning in 2013, including those changes pursuant to

the implementation of GASB Statement No. 34, follows. Land and construction in progress are not subject

to depreciation:

Govemmental Activities:

Capital asset, not being depreciated:

Land
Construction in progress

Total capital assets not being

depreciated

Capital assets, being deprecialed:

Buildings and buildings
improvements

Equipment
lnfrastructure and infrastructure

improvemenls
Work of art
Vehicles

Total capital assets being depreciated

Less accumulaled depreciation for:

Buildings and buildings

improvemenls
Equipment

lnfrastructure and infrastructure

impmvemenls
Wo* of art
Vehicles

Total accumulated depreciation

Total capital assets being

depreciated, net

Govemmental activities capital

assets, net

Balance

Additions Retirements June 30.2013
Balance

Julv 1.2012

$ 10,455,899
31.478.266

41.934.165

45,215,511
5,160,709

55,027,799

8.737.905

114.141.924

(15,755,156)
(4,157,744\

(30,947,045)

(8.185.409)

(59.045.354)

55.096.570

$97-030J35

-$ $ 10,455,899
31.478.266

41.934.165

45,215,511
5,160,709

55,027,799

8.737.905

114.141.924

(15,755,156)
(4,157,744\

(30,947,045)

(8.'185.409)

(59.045,354)

55.096,570

$9ZO30J35
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6. ACCOUiITS PAYABLE AiID ACCRUED LIABILITIES

Accounts payable and accrued liabilities at June 30, 2013 are summarized as follows:

52,237 $ - $ 182,465 $1,924,909

Accrued

liabilities 337.505 337.505

DUE TO OTHER GOVERNilIEiITAL ENTITIES

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

Govemmental Entitv Amount

Special

General Revenue
Description Fund Fund-

Head

Start

Accounts
payable $1,690,207 $ -$

Puerto Rico Aqueduct and Seurer Authority
Puerto Rico Telephone Company

Puerto Rico General SeMces Administration

Total

CDBG

Revolving Business Loans

Revolving Loan Funds

Others
Tohl

OtherCapital Debt GovernmeProjects Service ntal Fund TotalFund Fund

$150,050
33,1M

50

$183,214

The Municipality reached agreements with other govemmental entities for the payment of debts on a long-

term basis. These liabilities are presented in the Statement of Net Assets as non- cunent liabilities.

UiIEARilED REVENUES

a. Municipal License Tax- The uneamed revenues of $ 5,665,043 in the general fund relates to municipal

license tax collected in fiscal year 2012-2013 that will be eamed in fiscal year 20112014.

b. Federal Grants- The uneamed revenues amounting $126,972 presented in special fund - Head Star
represent the portion of federal grants received for which qualifying expenditures have not been

incuned. Uneamed revenues from the federal govemment or the pass{hmugh grantors are as

follours:

Oher qovemmental funds Proqram Description Amount
$ 320,076

169,U7
110,356

202592
$802321,
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10. PROPERTYTAXES

The pensonal property tax is self assessed by the taxpayer on a retum which is lo be filed by May 15 of
each year with the Municipal Revenue Collection Center (CRIM), a govemmental entity created by the
govemment of Puerlo Rico as part of the Municipal Govemmental Autonomous Laws of August 1991.
Real property tax is assessed by the CRIM on each piece of real estate and on each building.

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

The CRIM is required by law to prepare a settlement statement on a flscal year basis, whereby a
comparison is made beturcen 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 yearcnd, and a final settlement made not later than six months after year-end. lf the CRIM
remits to the Municipality property tax advances, which are less than the hx actually collected, a
receivable ftom the CRIM is recorded at June 30. Horirever, if advances exceed the amount actually
collected by the CRIM, a payable to the CRIM is recorded at June 30.

On January 26,2000, Public Law No. 42 was enacted, which authorized the CRIM to obtain a loan up to
$200,000,000, and for a term not to exceeding 10 years, to allow for the financing of the debt that the
Municipalities of Puerto Rico have with the CRIM arising from final settlements of pmperty tax advances
versus actual collections through fiscal year ended June 30, 2000. The amounts that the Municipalities will
collect fiom additional property taxes resulting from increases in the subsidy fom the Commonrrrrealth of
Puerto Rico to the Municipalities are assigned hrough this law to repay such loan. The increase in this
subsidy was the result of the Public Law No. 238, enacted on August 15, 1999. On October 11, 2001,
Public Law No. 146 was enacted to arnend Public Law No.42, to extend the loan amortization period up to
30 years.

Also, on October 'll, 2002, Public Law No. 172 was enacted, to provide as an option for the Municipalities
to include the debt that the Municipalities of Puerto Rico have with the CRIM arising from final settlements
of property tax advances versus actual collections for the fiscal year ended June 30, 200'l with the loan
authorized through Public Law No. 42 enacted on January 26,2000.

On June 26, 1997, Public Law No. 21 was enacted authorizing the CRIM, among other things, to sell the
property tax receivables related to taxpayers who owned property taxes from 1974 to 1996. Such property

tax receivables were purchased by the Public Financing Corporation, a subsidiary of the Govemment
Development Bank of Puerto Rico (GDB) using the proceeds of a bond issuance executed for such
purposes. Said Law imposed the CRIM the obligation to replace uncollectible property tax receivables
with any valid property tax receivable o equivalent in money.



10. PROPERTYTAXES (CONTTilUED)

Subsequent to the approval of the Law and to the sale transaction, it was detecied that a substantial

percentage of the receivables sold were uncollectible. ln order to protect the eonomic damage to the

financial structure of municipalities caused by the substitution of uncollectible tax receivables with sound

collectible receivables, on October 11, 2001, Public Law No. 146 was approved and enacted. Through this

Law, the CRIM was authorized to obtain a loan from any qualified financial institution and pay in advance

the outstanding balance of the bonds issued and any related cost incuned for the purchase by the Public

Financing Corporation (a GDB subsidiary) of the tax receivables.

The loan is being paid by the municipalities thru a 30 year long term financing negotiated by the CRIM with

GDB on behalf of such municipalities as authorized by the indicated Law.

Residential real property occupied by its oumer is exempt by law from the payment of property taxes on

the first $ 15,000 of the assessed value. For such exempted amounts, the Puerto Rico Treasury

Department assumes payment of the basic tax to the Municipalities, except for property assessed at less

than $ 3,500 for which no payment is made. As part of the Municipal Autonomous Law of 1991, the

exempt amount to be paid by the Puerto Rico Treasury department to the Municipalities was frozen as of

January 1, 1992. ln addition, the law grants a tax exemption from the payment of personal property taxes

of up to $50,000 ofthe assessed value to retailers having annual net sales of less than $150,000.

The annual tax rate is 9.33% for real properg and 7.33% for personal property of which 1.03% of both tax

rates are for the redemption of public debt issued by the Commonlrrcalth of Puerto Rim. The remaining

percentage is distributed as follows: (a) 5.8% and 3.8%, respectively, represents the Municipalitt's basic

property tax rate which is appropriated for basics and accounted for in the general fund. A portion of such

amount is deposited in an equalization fund together with a percentage of the net revenues of the Puerto

Rico electronic lottery and a subsidy from the Commonuealth of Puerto Rico. From such fund, a

distribution is made to all municipalities; (b) 2.50% represents the ad valorem tax restricted for debt

service and accounted for in the debt service fund. The Commonwealth also contributes an annual tax

rate of 0.2% of the property tax collected and such amount is accounted for similar to item (a) above.
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11. LONG.TERII LIABILITIES

Long{erm liability activity for the year ended June 30, 2013, was as follours:

Description

Beginning
Balance, as

restated

Bonds Payable $36,690,000
Notes Payable 9,895,000

CompensatedAbsences 2,509,316

Claims and Judgments 3,217,883
Landfill Obligation 21,444,133

Total

Bonowings Paymenb or
orAdditions Deductions

- 1,535,000

1,6'10,000 1,135,000

474,674
- 539,004

Ending
Balance

35,155,000

10,370,000

2,983,990

2,678,879
23,U4,133

$zt 5:2.002

Due t{ithin
One Year

1,615,000

514,000
350,000

$23J56,332

1,900,000

$:1984-0Zt $3209.004 $2!29n00

Legal debt margin-The Municipality is subject to a legal debt margin requirement, which is equal to
10% of the total assessment if property located within the Municipality plus balance of the ad valorem

taxes in the debt seMce fund, for bonds payable to be repaid with the pmceeds of property taxes
restricted for debt service. ln addition, before any new bonds are issued, the revenues if the debt
seMce fund should be sufficient to cover the projected debt service requirement. Long{erm debt,
except for the bonds payable, is paid with unreslricted funds.

Bonds Payable -The Municipality issues general and special obligation bonds to provide funds for the
aquisition of equipment and construction of major capital facilities. During the cunent year, the
Municipality issued bonds for $685,000. Bonds payable outstanding at June 30, 2013 are as follows:

Descdption

Series of 1994, $1,635,000 payable in annual installments of $55,000 to $160,000
until2014; with interest ranging from 6.5% to 7.706%

Series of 1997, $4,340,000 payable in annual installments of$75,000 to $375,000
unlil2022: with interest ranging fiom 6.69% to 6.56%

Balance at
June 311,2013

160,000

2,540,000
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11. LONG-TERM L|AB|L|TIES (CONTTNUED)

Description

Series of 1999, $3,115,000 payable in annual installments of $70,000 to $290,000 until

2019; with interest ranging from 5.6970 to 6.51%

Series of 2002, $1,410,000 payable in annual installments of $20,000 to $'120,000 until
2026; with interest ranging ftom 5.0% to 5.67o

Series of 2002, $310,000 payable in annual installments of $5,000 to $25,000 until

2026; with interest ranging from 5.0% to 5.6%

Series of 2003, $2.900,000 payable in annual installments of $50,000 to $230,000 until

2027; wrth interest ranging fiom 2.70/o lo 5.6o/o

Series of 2003, $215,000 payable in annual installments of $5,000 to $15,000 until

2027; with interest ranging from 5.00/o to 6.5%

Series of 20M, $1,760,000 payable in annual installments of $30,000 to $130,000 until

2028; with interest ranging from 2.36% to 6.0%

Series of 2003, $545,000 payable in annual installments of $10,000 to $45,000 until

2027;uirth interest ranging from 5.0% to 6.5%

Series of 2006, $8'15,000 payable in annual installments of $10,000 to $65,000 until

2030; with interest ranging from 4.230/o lo 5.310/o

Series of 2006, $3,530,000 payable in annual installments of $65,000 to $26,000 until

2030; with interest ranging from 5.9o/o lo 7 .25o/o

Series of 2005, $1,375,000 payable in annual installments of $65,000 to $125,000 until

2019; with interest ranging from 6.0% to 5.0%

Series of 2007, $290,000 payable in annual installments of $5,000 to $25,000 until

2032; with interest ranging from 3.93% to 7.5%

Series of 2009, $1,530,000 payable in annual installments of $20,000 to $130,000
until 2033; with interest ranging from 2 .43o/o lo 7 .SYo

Series of 2009, $1,460,000 payable in annual installments of $35,000 to $135,000
until 2028; with interest ranging fiom 4.75o/olo7.5o/o

Balance at
June 30,2013

1,435,000

1,015,000

225,000

2,155,000

160,000

1,335,000

405,000

685,000

2,895,000

675,000

260,000

1,400,000

1,265,000
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11. LONG-TERM LtABtLtTtES (CONTTNUED)

Description

Series of 2009, $1,390,000 payable in annual installments of $20,000 to $120,000
until 2033; with interest rangin g fiom 4.7 1ok lo 7 .5o/o

Series of 2010, $505,000 payable in annual installments of $20,000 to $55,000 until

2024;valh interest ranging from 4.75o/o lo7 ,50/o

Series of 2010, $4,110,000 payable in annual installments of $60,000 to $350,000
until 2034; with interest ranging fiom 6.0% to 5.00/o

Series of 20'10, $2,1'10,000 payable in annual installments of $80,000 to $225,000
unlil2024; with interest ranging from 6.0% to 7.5%

Series of 2010, $2,315,000 payable in annual installments of $35,000 to $200,000
until 2035; with interest ranging from 6.0% to 7.0%

Series of 2011, $4,575,000 payable in annual installrnents of $125,000 to $500,000
until 2028; with interest ranging ftom 6.0% to 7.0%

Series of 2010, $2,520,000 payable in annual installments of $35,000 to $215,000 until

2035; with interest ranging from 6.0% to 7.5%

Series of 2010, $780,000 payable in annual installments of $10,000 to $70,000 until

2035; with interest ranging from 6.0% to 7.0%

Series of 2012, $1,810,000 payable in annual installments of $45,000 to $175,000 until

2029; with interest ranging ftom 6.0% to 7.5%

Total

Balance at
June 30,2013

1,275,000

420,000

3,840,000

1,750,000

2,205,000

4,200,000

2,400,000

745,000

1,710,000

$35J55.000
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1r. LOilG-TERM LTABTLTTTES (CONTTNUED)

These bonds, except the 2005 Series $1,698,000 bond, are payable from the special ad valorem property

lax of 2.50o/o which is restricted for debt service and retained by the Gorremment Development Bank for
Puerto Rim for such purposes. The 2005 Series $1,698,000 bond is payable with General Fund resources.

The Series 2011 and 2012, amounting $6,030,000 and $505,000, respectively, are payable with the
rcvenues generated from the collection of the .30/o of the municipal sales and use tax imposed by the
Municipality and collected by the Commonueafth of Puerto Rico Treasury Department.

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

Year Ending
June 30.

2014
2015
2016
2017

2018
2019-2023
2024-2028
2029-2033
2034-2038

Total

Princioal lnterest

$ 1,64s,000.00 $ 1,8u,474.82
1,580,000.00 2,332,960.55

1,685,000.00 2,226,891.50

1,805,000.00 2,118,820.00

1,925,000.00 2,001/7425
9,770,000.00 8,037,051.50

10,355,000.00 4,670,150.50

5,110,000.00 1,775,76',t.50

1.280.000.00 216.937.s0

S-35;155.00000 $--252il,AU2

Notes Payable- The proceeds of the issuance of notes payables uere used principally to pay debt
incuned in prior years and to cover the expenditures of a special e\rent. The notes are payable as
follotrrc:

Maturity Original
Tvpe of notes Date Amount

2008 Series
2008 Series
2009 Series
2009 Series
2009 Series

Section 108 - 2010

Series

Section '108 - 2010

Series

Section 108 - 2010
Series

360,000

4,390,000

131,000
150,000

454,000

1,905,000

1,245,000

3,200,000

Range of
lnterest rates

3.930/o to 7.50%

6.5% to 7.0%

2.43o/olo7.5o/o

2.43Y"to7.SYo

2.43Yo lo 7.5olo

5.26Yo1o7.660/o

7 .06oh lo 7 .95o/o

2.41o/o lo 5.690/o

Balance at
June 30.2013

$ 210,000

3,965,000

44,000
50,000

236,000

1,205,000

995,000

'1,975,000
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11. LOIIG-TERM LtABtLTTtES (CONTTNUED)

2010 Series
2010 Series

2013 Series
2013 Series

Total notes payable

170,000

355,000

980,000
630,000

5.0Yo lo 7 .50/,

5.0% to 7.5%

6.0% to 7.5%

6.0% to 7.5%

85,000
'175,000

870,000
560,000

$ 10.370.000

Except for the Section 108 notes, which are payable with Cnmmunity Development Block Grant -
Entitlement Program and General Fund sources of revenues, these notes are payable fiom the
special ad valorem property tax of 2.50% which is restricted for debt service and retained by the
Govemment Development Bank for Puerto Rico for such puryoses. During the cunent year, the
Municipality issued notes for $1,610,000.

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

Year Ending
June 30.

2014
2015
2016
2017

2018
2019-2023

Total

Principal lntercst

$ 1,135,000.00 $ 356,816.98

1,214,000.00 535,353.25
1,320,000.00 476,060.75

M1,000.00 437,053.25

785,000.00 386,552.00

2.665.000.00 1.330.738.50

____10.855.000 _______4,il1.s40

Landfill Obligation- State and federal laur and regulations require the Municipality to place a final

cover on its landfill site, wten it stopped accepting waste, and perform certain maintenance and

monitoring functions at the site for 30 years after closure. ln accordance with Statement No. 18 of the

GASB, "Accounting for Municipal Solid Waste Landfill Closure and Postrlosure Care Costs', the

Municipality has performed a study of the activities that need to be implemented at the Municipality's
landfill to guarantee the maximum yield of available space and to comply with applicable state and

federal regulations. Based on this study, the Municipality has recognized $23,344,133 as the
Municipality's estimated cunent cost for landlill closure and post+losure msls as of June 30, 2013.

The annual estimate of post closure costs has been assessed approximately to be $ 13,254,000 for a
period of approximately 30 years. Actual costs may be different due to inflation, changes in

technology, or changes in laun and regulations. The balance of closure and post+losure costs are

reported in fte govemment-wide statement of net assets.



e. Compensated Absences- The govemment-wide statement of net assets includes approximately $
1,964,304 of accrued sick leave benefits, and approximately $1,0'19,686 of accrued vacation benefits,
representing the Municipality's mmmitment to fund such costs from future operations.

f. Claims and judgments- The estimated amount of the liability for claims and judgments, which is due
on demand, such as from adjudicated or seftled claims, is recorded in the general fund when the
liability is incuned. At June 30, 2013, the outstanding balance is $2,678,879. This amount is presented

in the govemment-wide financial statement.

.I2. PE}ISION PLAN

The Emplope's Relirement System of the Commonwealth and its lnstrumentalities (the Retirement

System) is a coslsharing multiple defined benefit pension plan sponsored by, and reported as a
component unit of the Commonrrrcalth of Puerto Rico. All regular employees of the Municipality under 55
years of age at the date of employment bemme membens of the Retirement System as a condition to their
employment.

The Retirement System provides retirement, death and disability benefits pursuant to legislation enacted

by the Commonwealth's legislature. Disability retirement benefits are avaihbb to members for
occupational and nonoccupational disabilities. Retirement benefits depend upon age at retirement and

the number of years of creditable service. Benefits vest after ten years of plan participation.

Members who have attained 55 years ofage and have completed at least 25 years of creditable service or
members who have attained 58 years of age and have completed ten years of creditable service are

entitled to an annual benefit payable monthly for life.

The amount of the annuig shall be one and one-hatf percent of the average compensation, as defined,

multiplied by the number of yeans of creditable seMce up to twenty years, plus two percent of the average

compensation, as defined, multiplied by the number of years of creditable service in excess of 20 years. ln
no case will the annuity be less than $200 per month.

Participants who have completed at least 30 years of creditable service are entitled to receive the Merit
Annuity. Participants who have not attained 55 yeas of age will receive 65 percent of the average

compensation, as defined; otheruise they will receive 75 percent of the average compensation, as
defined. No benefits are payable if he participant receives a refund of his/her accumulated contributions.

Disability retirement benefits are available to members for occupational disability up to a maximum benefit

of 50% of the average salary, as defined. However, for nonoccupational disability, a member must have

at least 10 years of creditable services.

Commonuealth legislation requires employees to contribute 5.775o/o for the first $550 of their monthly

gross salary and 8.2750/o for the excess over $550 of monthly gross salary. The Municipality is required

by the same statute to contribute 9.275% ofthe participant's gross salary.
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0n September 24, 1999, an amendment to Act No. 447 of May 15, 1951, which created the Retirement

System, was enacted with the purpose of establishing a new pension program (System 2000).

Employee's participation in the cunent system as of December 31, '1999, may elect lo stay in the defined

12. PENSION PLAN (CONTINUED)

benefit plan or transfer to the new program. Persons joining the Municipality on or afler January 1, 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 wtro joined the cunent 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

cunent defined beneft plan. The Commonrrrrealth of Puerto Rico will not guarantee benefits at retirement

age. The annuity will be based on a formula which assumes that each year the employee's contribution
(with a minimum oI 8.275o/o to the employee's salary up to a maximum of 107d will be invested in an

acmunt wtrich will either: (1) eam a fixed rate based on the two-year Constant Maturity Treasury Note or,

(2) eam a rate equal to 75% of the retum of the ERS's investment portfolio (net of management fees), or
(3) eam a combination of both altematives.

Participants will receive periodic account statements similar to those of defined contribution plans showing

their accrued balances. Disability pensions will not be granled under System 2000. The employe/s
contribution (9.275"/" ot the employee's salary) will be used to fund the cunent plan. lf at the time of
retirement accumulated benefits amount to $'10,000 or less may elect to receive a lump sum distribution

up to the accumulated benefits. Under the new program the retirement age is reduced ftom 65 to 60 for
those employees who joined the cunent plan on or after April 1, 1990.

Funding Polby

The authority under which the funding policy and the obligations to contribute to the ERS and System

2000 by the plans'membes, employers and other contributing entities (state and municipal contributions),

are established or may be amended by law.

Contribution requirements are established by law and are as follows:

Municipality

Employees:

Hired on or before March 31, 1990

Hired on or before April '1, 1990

9.275% of gross salary

5.7750lo of gross salary up to $6,600
8.275% of gross salary over $6,600
8.275% of gross salary
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12. PENSION PLAN (COITTTNUED)

Annual Contribution

During the fiscal years ended June 30, 2013, the Municipalig contributed at least 100% of the required
contributions to ERS and System 2000 The annual pension cost and combined actual contributions made
to ERS and System 2000 amounted $594,087 forthe fiscal years ended June 30,2013.

Additional information on the Retirement System is provide in its financial statements for the year ended

June 30, 2013, a copy of which can be obtained from the Retirement System, Minillas Station, PO Box

42004, San Juan, PR 00940.

13. SUBSEQUENTEVEiITS

Act No 3 of Apil 4 2013

On April 4, 2013, the Govemor of Puerto Rico signed into law Act No. 3 of 2013, which represents a

comprehensive reform ofthe ERS. Act No. 3 became effective on July 1, 2013 and amends the provisions of
the different benefits structures under the ERS, including, but not limited, to the following:

o For active participants of the contributory defined benefit programs underAct No. tl47 of 1951 and Act No.
'l of 1990, all retirement benefits accrued through June 30, 2013 will be frozen, and thereafter, all future
benefits will accrue under the defined contribution formula used for System 2000 participants, and will be
paid at retirement through a lifetime annuity.

o lncreases the minimum pension for cunent retirees fom $400 to $500 per month.

o The retirement age forAct No.447 participants will be gradually increased ftom age 58 to age 61.

. The retirement age for cunent System 2000 participants is increased gradually from age 60 ti age 65.

r Eliminates the "merit annuitf available to participants wlro joined the ERS prior to April 1, 1990.

. The retirement age for new employees is increased to age 67, except for new state and municipal police

officers, firefighters, and custody officers, which will be age 58.

. The employee contribution rate will increase from 8.275Yolo 10Yo.

. For System 2000 participants, the retirement benefits will no longer be paid as a lump sum distribution,

instead, they will be paid through a lifetime annuity.

o Eliminates or reduces various retirement benefits previously granted by special laws, including Christmas

and summer bonuses. The Christmas bonus payable to cunent retirees is reduced from $600 to $200 and

is eliminated for future retirees. The summer bonus will be eliminated.
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13. SUBSEQUENTEVENTS(COi{TTNUED)

. Disability benefits will be eliminated and substituted for a mandatory disability insurance policy.

o Survivor benefits will be modified.

ln addition, the Commonrrvealth has proposed incremental annual contributions from the General Fund of$140
million per year, for the next 20 years, to increase the liquidity and solvency of the ERS. An appropriation for
such annual contribution has been included in the Commonwealth's proposed budget for the fiscal par 2014.

Based on curent census data, expectations of market conditions and other acfuarial information provided by
mnsulting actuaries, the changes instituted by Act No. 3, along with the additional annual contributions of
$140 million to be received from the Commonlvealth during the next 20 years, will be suffcient to cover the

System's cunent and future obligations

The successful implementation of these measures cannot be assurcd, as it is dependent upon future events
and circumstances whose outcome cannot be anticipated.

On June 30, 2013, the Commonwealth of Puerto Rico enacted Acts No. 40 through No. 48 (also known as the
Comprehensive Tax Reform Acts), wlrich amended the following Acts, Regulations and Codes: 1) the Puerto Rim
lnsurance Code under Act No. 7 of June 19, 1957, as amended, 2) the Property Tax Act under Act No. 83 of '1991, 3)
the Savings and Loans Cooperatives Act under Act No. 255 of 2002, as amended, 4) the Puerto Rim Sales Tax
Financing Corporation (COFINA) Act under Act No. 91 of 2006, 5) several articles of Act No. 'l of 2011 (also known as
the lntemal Revenue Code for a New Puerto Rico), 6) the Fiscal Reform Act of 2006 under Act No. 103 of 2006, 7) Act

No. 1M of 2001, and 8) Act No. 221 of May 15, 1948. All lhese amendments are designed to achieve, among other

things, an expansion of the revenue base of tre general fund of the Commonwealth of Pue o Rico, and are expecled to

bring additional and consistent tax revenue. The aforementioned amendments involve, among other changes, the

imposilion of the sales and use taxes to certain business to business transaclions, as delined, previously excluded, and

other procedural changes (Acts No's. 40 and 42).

Act. No. 18 of 2011

On January 24,2014, was signed the Act No. 18 oI 2014, to create the 'Law of Municipal Administration

Fund", to establish a special fund called the Municipal Administration, authorize municipalities to pledge the

funds deposited in the Local Govemment Fund to wtrich they are to secure the repayment of any loan, bond,

note or other evidence of debt, whose repayment source are the funds deposited in the Special Fund and to
meet any expenditure budget of the municipality and the municipality any activity or project, authorize the

Govemment Development Bank for Puerto Rico to make disbursements for the purposes set out in this Act,

amend paragraph (b) of Section 4020.01, amend paragraph (b) of Section 4020.02, and amend paragraph (a)

and to repeal paragraph (e) of Section 6080.'14 of the Act No. 1-2011, as amend, known as the "lntemal

Revenue Code for a New Puerto Rico', in order to restructure the sales and use tax so that the tax rate is six
(6) percent state level and one (1) percent at the municipal level.
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13. SUBSEQUENTEVEI{TS(COilTINUED)

Act. No 19 of Nll

On January, 24,2014, the Commonrrrcalth of Puerto Rico enacted Act No. 19 (also known as the Municipal

Financing Corporation Act), to authorize the creation of a public corpoE ion and instrumentality of the
Commonwealth of Puerto Rico, attached to the Govemment Development Bank for Puerto Rico knorltrs as
"Municipal Financing Corporation" (COFIM, by its acronyms in Spanish), with the power to issue and/or use

other mechanisms to pay or refinance the debt incuned by the municipalities, whose payment of principal and

interest is supported by municipal sales and use taxes; establish that the finst collections of municipal sales
and use tax of one percent 0%) will be collected by municipalities and deposited directly to the Redemption

Fund of the Municipal Financing Corporation; establish that bonds and obligations issued by the "Municipal

Financing Corporation" will be payable and secured by the pledge of the greater of (i) a fixed amount of the
municipal sales and municipal tax or (ii) the amount ofthe municipal sales and use tax fixed at zero point three
percent (0.3%) collected during the previous fiscal year; and amend the paragraph (c) of section 4050.06,

amend paragraph (a) of section 4050.07, amend paragraph (a) and (b) of section 4050.08, amend paragraph

(a) of section 4050.09, and amend paragraphs (b), (c) and (d), repeal paragraph (e) and renumber paragraph

(f) as (e) of section 6080.'14 of the Act 1-201 1, as amended, known as the 'lntemal Revenue Code for a new
Puerto Rico".

IH'S SPACE HAS BEEN INTENrIONALLY LEFI BI/.NK

51



al el

El 
-El

l;l

l:l

tl
tBl

tq
JJ
-@l lol

t-t

q!

I

lF-l6-
_st
et

I

_t
Pel Ki

-t(,l
I

I

-t

-l
I,t

3el

I

-l!tl

.E el
ot

I

I

(rl
I

'a
o

-9 !PEEeE s

*,fi8=€ct*E=g e €xE--GE(/)==;9 q! .?
E a; 

=s P.!2.!2p 3"J A 
=6E=6-E='d=6 6 St

E(9(-)IrUe(L(-)rUO > l:

E
@

o,c'=
-9E
o)E

o
E
o,'-
o-
Eoo
-2
It,
c,
-g(ll
o
E
5
<.t
o

F<!

= 
.i,

Lt-r!Yo=o3
=o
=a

a.t

c{
lro



14. RISK IIANAGEMENT

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

COiI ]il IT]iI ENTS AND CONTI NG E NCI ES

a. Federal Grants:

The Municipality participates in a number of federal financial assistance programs funded by the Federal
Govemment. Although the Municipality's grant programs have been audited in accordance with the
provisions of the Single Audit Act of 1996, through June 30, 2013, these programs are still subject to
financial and compliance audits by the gnanting agencies and the resolution of previously identified
questioned costs. The amount, if any, of expenditures wtrich may be disallorrrcd by such audits cannot be
determined at this time, alhough the Municipality management expects such amounts, if any, not to be
material.

b. Claims and lawsuits:

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

With respect to pending and threatened litigation, the Municipality has reported liabilities of apprcximately
$2,678,879 for awarded or anticipated unfavorable judgments in the Govemment-Wide financial
statements. Thls amount was included in the financial statements and represents the amount estimated
as a probable liability or a liability with a fixed or expected due date, wtrich will require future available
financial resources for its payment.

It is managements opinion, based on the advice of the legal counsel, that the potential claims against the
Municipality not covered by insurance will not materially affect the financial resources for its payment.

c. Other Commitments:

At June 30, 2013, the general fund had commitments of approximately $6,093,559 for executory purchase

orders or contracts that will be honored during the subsequent year.

15.
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16. FUTURE ADOPTION OF ACCOUNTIiIG PRO}IOUNCEMET{TS

The GASB has issued the following statements that have effective dates after June 30, 2013:

a. GASB Statement No. 65, /lems Prevrb usly Repoled as Assets and Liabilities). The requirements of
this stalement are effective for periods beginning afier December 15, 2012.

b. GASB Statement No. 66, Technical nnections-2l12 - an anendment of GASB Statements No. 10

and No.62. The requirements of this statement are effective for periods beginning after December
15,2012.

c. GASB Statement No. 67 , Financial Repofting for Pension Plans-an anendnent of GASB Slatemenl
No. 25. The requirements of this statement are effective for periods beginning afrer June 15, 2013.

d. GASB Statement No. 68 Accountitg and Financial Repoiing for Pensions-an anendnent of GASB
Statement No.2Z The requirements of this statement are effective for periods beginning after June
15,2014.

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

17. PRIORPERIODADJUSTMENTS

A. GOVERNIIENTAL FUND FIilA}ICIAL STATEiIENTS

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

Description General
Fund

Debt
Service
Fund

Capital
Projec'ts

Fund

(Xher

Govemmental
Fund

Head
Start
Fund

Total

Fund balance,

beginning

Prior Year
Adjustments

Fund balance,

beginning as restated

$(1,849,612) $ 4,228,60'r $ 8,061,176 $ $ 1,101,805 $11,541,970

586,495 3,452,452 11,716 25,618 4,076,281

$ff6!111z) $_1691053 $_&022392 S_______-= $_112L421 $15.010251
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B. GOVERNiIENTAL WDE FINAilCIAL STATEMENTS

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

Descriotion

Net position, beginning

Prior Years Coneclion

Net position, beginning as restated

18. SUBSEQUEI{TEVEI{TS

AcL No 3 of Apfl 4 2013

Total

$34,816,654

4,076,000

$_38-892.0!!

On April 4, 2013, the Govemor of Puerto Rico signed into law Act No. 3 of 20'13, which represents a
comprehensive reform of fte ERS. Act No. 3 became effectirrc on July 1, 2013 and amends lhe provisions of
the different benefits structures underthe ERS, including, but not limited, to the following:

r For active participants of the contributory defined benefit programs under Act No. 447 of 1951 and Act No.
1 of 1990, all retirement benefts accrued though June 30, 2013 will be fmzen, and thereaftel all future
benefits will accrue under the defined contribution formula used for System 2000 participants, and will be
paid at retirement firough a lifetime annuity.

. lncreases the minimum pension for cunent retirees from $400 to $500 per month.

. The retirement age for Act No. 447 participants will be gradually increased from age 58 to age 61.

o The retirement age for cunent System 2000 participants is increased gradually from age 60 ti age 65.

. Eliminates the 'merit annuit/ available to participants who joined the ERS prior to April 1, 1990.

o The retirement age for new employees is increased to age 67, except for new state and municipal police

officers, firefighters, and custody offcers, wtrich will be age 58.

. The employee contribution rate will increase fiom 8-275Yoto 10%.

. For System 2000 participants, the retirement benefits will no longer be paid as a lump sum distribution,
instead, they will be paid through a lifetime annuity.

o Eliminates or reduces various retirement benefits previously granted by special laws, including Christmas
and summer bonuses. The Christmas bonus payable to cunent retirees is reduced from $600 to $200 and
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r8. SUBSEQUENTEVENTS(COilT|NUED)

. is eliminated for future retirees. The summer bonus will be eliminated.

. Disability benefits will be eliminated and substituted for a mandatory disability insurance policy.

o Survivor benefits will be modified.

ln addition, the Commonu/ealth has proposed incremental annual contributions fiom the General Fund of $140
million per year, for the next 20 years, to increase the liquidity and solvency of the ERS. An appropriation for
such annual contribution has been included in the Commonwealth's proposed budget for the fiscal year 2014.

Based on cunent census data, expectations of market conditions and other actuarial information provided by
consulting actuaries, the changes instituted by Act No. 3, along with the additional annual contributions of
$140 million to be received from the Commonwealth during the next 20 years, will be sufficient to cover the
System's cunent and future obligations.

The successful implementation of these measures cannot be assured, as it is dependent upon future events
and circumstances whose outcome cannot be anticipated.

On June 30, 2013, the Commonwealth of Puerto Rico enacted Acts No. 40 through No. 48 (also known as the
Comprehensive Tax Reform Acts), which amended the following Acts, Regulations and Codes: 'l) the Puerto Rim
lnsurance Code under Act No. Tl ol June'19, 1957, as amended, 2) the Pmpe(y Tax Act under Act No. 83 of 1991, 3)
the Savings and Loans Cooperatives Act under Act No. 255 ol 2002, as amended, 4) the Puerto Rico Sales Tax
Financing Corporation (COFINA) Act under Act No. 91 of 2006, 5) several articles of Act No. 'l of 2011 (also known as
the lntemal Revenue Code for a New Puerto Rim), 6) the Fiscal Reform Act of 2006 under Acl No. 103 of 2006, 7) Act
No. 1&l of 200'1, and 8) Act No. 221 of May 15, 1948. All these amendments are designed to achieve, among ofter
things, an expansion of lhe revenue base of the general fund of the Commonu,ealth of Pueno Rico, and are expected to
bring additional and consistent tax revenue. The aforementioned amendments involve, among other changes, the
imposition of the sales and use taxes to certain business to business lransactions, as defined, previously excluded, and
other procedural changes (Acts No's. 40 and 42).

Act No.18 of20l1

On January 24,2014, was signed the Act No. 18 ol 2014, to create the "Law of Municipal Adminishation
Fund", to establish a special fund called the Municipal Administration, authorize municipalities to pledge the
funds deposited in the Local Govemment Fund to which they are to secure the repayment of any loan, bond,
note or other evidence of debt, wtrose repayment source are the funds deposited in lhe Special Fund and to
meet any expenditure budget of the municipality and the municipality any activity or project, authorize tte
Govemment Development Bank for Puerto Rim to make disbursements for the purposes set out in this Act,
amend paragraph (b) of Section 4020.01, amend paragraph (b) of Section 4020.02, and amend paragraph (a)
and to repeal paragraph (e) of Section 6080.'14 of the Act No. 1-2011, as amend, known as the "lntemal
Revenue Code for a New Puerto Rico", in order to restructure the sales and use tax so that the tax rate is six
(6) percent state level and one (1) percent at the municipal level.
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18. SUBSEQUENTEVENTS(CONTTNUED)

Act No 19 of 2014

On January, 24,2014, the Commonwealth of Puerto Rico enacted Act No. 19 (also known as the Municipal
Financing Corporation Act), to authorize the creation of a public corporation and instrumentality of the
Commontrrcalth of Puerto Rico, attached to the Govemment Development Bank for Puerto Rico knolvs as
'Municipal Financing Corporation' (COFIM, by its acronyms in Spanish), with the porrver to issue and/or use
other mechanisms to pay or refinance the debt incuned by the municipalities, whose payment of principal and
interest is supported by municipal sales and use taxes; establish that the first collections of municipal sales
and use tax of one percent (1%) will be mllected by municipalities and deposited directly to the Redemption
Fund of the Municipal Financing Corporation; establish that bonds and obligations issued by the "Municipal

Financing Corporation" will be payable and secured by the pledge of the greater of (i) a fixed amount of the
municipal sales and municipal tax or (ii) the amount ofthe municipal sales and use tax fixed at zero point three
percent (0.3%) collected during the previous fiscal year; and amend the paragraph (c) of section 4050.06,
amend paragraph (a) of section 4050.07, amend paragraph (a) and (b) of section 4050.08, amend paragraph

(a) of section 4050.09, and amend paragraphs (b), (c) and (d), repeal paragraph (e) and renumber paragraph

(f) as (e) of section 6080.14 of the Act 'l-2011, as amended, known as the 'lntemal Revenue Code for a new
Puerto Rico".

It,,S SPACE f'AS BEEN INTENTIONALLY LEFr BL,.NK
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Original Odginal

Budgeted Amounts

Variance with
ActualAmounb FinalBudget

Budgeted Positiye
Amounts

(See Note 11 0{esative)
REVEilUES:
Property taxes
Municipal license tax
Licenses, permits and other local taxes
lntergovemmental

Charges for services
Fines and forfeitures
lnterest
Rent of property

Miscellaneous

Total revenues

Budget carryover (1 )

Tolal revenues after carryover

EXPEl{DITURES, EilCUTBRANCES
AND OTHER FINANCING USES
Cunent:
General govemment

Public safety
Public wo*s
Culture and recreation
Health and lvelfare

Total expenditures, encumbrances and
other financing uses

EXCESS (DEF|C|EI{CY} OF REVET{UES

OVER (U}IDER) EXPENDIIURES,

EI{CUTBRATICES AND OI}IER
FrllAt{ctilG souRcEs (usEs)

20.297.221 20.297.221 173/6260 (2.950.961)

$ 8,705,470
4,901,603

3,116,U7
2,775,253

1,2N
30,000
35,000

107,348
625.000

20,n7,221

$ 8,705,470
4,90'r,603
3,116,U7
2,775,253

1,200
30,000
35,000

107,348
625.000

20,257,21

$ 8,705,469,
5,050,402

410,041

2,764,597

432
12,806

29,605
110,880
262.028

17,346,260

$ (1)

148,799
(2,706,306))

(10,656)

(768)
(17,194)

(5,395)

3,532
{.362.9721

(2,9s0,961)

12,824,052
1,570,379
'1,166,795

3,726,658
'1.009.337

20,297,221

12,824,052
1,570,379

1,166,795
3,726,658
1.009.337

20,297,221

12,485,723
1,430,861

1,017,202
3,M7,656

858.138

'r9.439.580

338,329
139,5,18

149,593
79,002

151.199

857.641

$__12-093320 $__rn$i20)
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Explanation of Dilferences:

Sourceslinfl ows of resource8:
Actual amounts (budgelary basis)"available for appropriation' from the budgetary comparison
schedule
Differences-budget to GMP:
Budget carryover
GMP adjustments to revenues
Non-budgeted revenues

Total revenues and other financing sources as repo(ed on the statement of revenues, expenditures,
and changes in fund balances

Uses/outfl ows of resources:

Actual amounts (budgetary basis)"total charges to appropriations" from the budgetary comparison
schedule
Differences-budget to GAAP:

Non-budgeted expenditures
Prior year encumbrances recorded as cunent year expenditures for GAAP basis
Cunent year encumbrances recorded as expenditures for budgetary puposes

GAAP Adjustments to Expenditures
Total expenditures and other financing uses as reported on the statement of revenues, expenditures,
and changes in fund balances

(1) Represenb fund balance canied over from pnor year

See notes to the Budgetary Cqnparison Schedule-General Fund.

7T"S SPACET'AS BEEN INTENTIONALLY LEFT BIr'.NK

$ 17,346,260

1,524,075
2,292,376

$ats2ilL

$ 19,439,580

988,771

1,434,145

(447.169)

3_21-415,U
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I. STEWARDSHIP, COMPLIA}ICE AND ACCOUNTABILIW

a. gcdshreeEle!

The Municipality's annual budget is prepared on the budgetary basis of accounting, wtrich is not in
accordance with USGMP, and represents departmental appropriations recommended by the Mayor

and approved by the Municipal Legislature prior to the beginning of the fiscal year. Amendments to
the budget require the approval of the Municipal Legislature. Transfers of appropriations within the
budget, known as Map/s Resolutions, do not require the approval ofthe Municipal Legislature.

The Municipality prepares its annual budget including the operations of the general fund. For
budgetary purposes, encumbrance accounting is used. The encumbrances (i.e., purchase orders,
contracts) are considered expenditures when incuned. For USGMP reporting purposes,

encumbrances outstanding at year+nd 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

canied forward and made available for cunent spending.

The annual budget as presented in the Budgetary Comparison Schedule-General Fund is the budget

ordinance at June 30, 2013 representing he original budget. There were no supplemental

appropriations for the year ended June 30, 2013.

r,,S SPICE T'AS BEEN NTENIIONALLY LEFT BI/.NK
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Assets

Cunent assets cash

Cash -unrestricted

Cash other restricted

Receivable

Account Receimble - Miscellaneous

Account Receivabel - Other Govemment

Fraud Remvery

Total cunent assets

Capital assets

Fumiture, equipment & machinery-Administration

Less: Accumulated depreciation

Total capital assets, net of accumulated depreciation

Total assets

Liabilities and Net position

Liabilities

Cunent liabilities

Accounts payable -O(her govemment

Total liabilities

Net position

Net investment in capital assets

Restricted net position

U nrestricted net position

Total net position

Total liabilities and net position

$ 32,575

71,038

3,259

28,652

33,066

168,590

69,822
(30,750)

39,072

$ 207,662

$ 58,047

3,671

61,718

39,072

71,038

35,834

145,994

$ 207,662

See notes to the Financial Data Schedule.
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Revenues

Housing assistance payments

Ongoing administrative fee eamed

Total HUD PHA operating revenues

lnvestment lncome U n restricted

Fraud recovery

Other revenues

Total revenues

Expenses

Operating - administrative expenses

Administrative salaries

Auditing Fees

Employee-benefit contributions - administrative

Offce Expense

Travel Expense

Other general expenses

Total operating expenses

Housing Assistance Payments

HAP Portability-in

Depreciation

Total expenses

other financing uses

Transfer out

Excess (Deficiency) of total revenue over (under) total expenses

Total net position, beginning

Prior period adjustments, equity Transfers and Conection of enors

Total net position, ending

See notes to the Financial Data Schedule.

$ 1,308,541

188,751

1,497,292

737

6,922

92,561

1,597,512

111,616

2,000

43,790

13,894

595

18,376

190,271

1,480,864

90,228

10,562

1,771,925

(174,413)

281,285

39,072

145,944
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I. BASISOFPRESENTATION

The accompanying Financial Data Schedule (FDS) presents the financial position of the Section 8 Housing

Choice Voucher Program, administered by the Municipality. The FDS was created in order to standardize the
financial information reported by the Public Housing Authorities (PHA) to the Real Estate Assessment Center
(REAC) as required by the Uniform Financial Reporting Standards (UFRS). REAC is the US Department of
Housing and Urban Development (HUD) national management center created to assess the mndition of HUD

owned and assisted propedies. The UFRS are rules to implement requirements of 24 CFR, Part 5, Subpart H,

for the electronic filing of financial information to HUD.

2. SU]iIMARY OF SIGNIFICANT ACCOUNTING POLICIES

ln accordance with the guidelines for reporting and attestation requirements of UFRS, the accompanying FDS

is included as information supplementary to the financial statements. lt was prepared using the accrual basis

of accounting, as required by REAC regulations.

T'{'S SPACE T'AS BEEN INTENTIONALLY LEFT HANK
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Federal Pass-through

Federal GrantorrPass-through CFDA Number

GrantorrProqram or Cluster Title Number Expenditures

U.S. DEPARIiIENT OF HOUSIT{G At{D URBAN DEVELOPTE]iIT

Direct Programs:
Community Development Block Grants/State's Program

Seclion I Housing Choice Vouchers

Supporlive Housing Program

Emergency Shelter Grants Program

Community Development Block Grants Section 108 Loan

Guarantees

Passlhrough the Municipality of Vega Baja:

Housing Opportunities for Persons wilh AIDS (HOPWA)

Total US Department of Housing and Urban Development

U.S. DEPARTMEI{T OF HEALTH A}.ID HUTAN SERVICES

Direct Programs:
Adm Edificio Suarez Sandin

Pass{hrough fmm Commonv'rcalth of Puerto Rico Govemo/s
ffice:
Special Program for lhe Aging-Title lll, Part C. Nutrition Services

Pass-through the Commonwealth of Puerto Rico and Child

Administration:
Child Care and Development Block Grant

Head Start

Total U.S. Depailment of Heahh and Human Services

U.S. DEPARTTENT OF AGRICULTURE

Pass{hrough from Commonwealth of Puerto Rico Department of
Education

Child and Adult Care Food Program

Passthrough Rural Business Cooperalive Services

Rural Economic Development Loans and Grants

FEDERAL TRAI.ISPORTATIOT{ ADTIiIISTRATION

Pass{hrough Commonwealth of Puerto Rico Department of
Transportation and Public Works

Formula Grants for Other Than Urbanized Areas

US DEPARTTIENT OF HOTELAI{D SECURITY

Public Assistance Grant (FEttlA)

93.000

14.228
14.871
14.235
14.231

14.248

14.241

93.045

93.575

96.300

10.558

10.854

20.509

97.036

Nol Available

$ 1,402,U2
1,497,292

287,667
37,U9

76,406

40,806

3,342,662

1'15,555

280,591

477,039

8,758,436

9,631,621

633,503

89,939

239,963

111,U5
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I

US DEPARTIIE}'IT OF JUSTICE

coPS 2006

TOTAL FEDERAL FINANCIAL ASSISTANCE

16.710

II,,S SPACE HAS BEEN INTENIIONALLY LEFT BLANK

52,142

$ 14,101,175

The acmmpanying notes are an integral part of this schedule.
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A. BASIS OF PRESET{TATION:

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant activity of the

Municipality of Vega Baja and is presented on the modified accrual basis of accounting. The basis of

accounting is the same used to prepare the fund financial statements. The information in this Schedule is
presented in accordance with the requirements of OMB Circular A-133, Audits of Sfafeg Local

Govemments, and Non-P rofit Organizafions.

RELATIOilSHIP TO FEDERAL FINANCIAL REPORTS:

Amounts reported in the accompanying Schedule are included in the Special Revenue - Head Start,

Capital Projects Fund-Federal Grants, Debt SeMce Fund, and in the Other Govemmental Funds in the
Municipality's fund financial statements. The reconciliation between the expenditures in the funds financial

statements and expenditures in the Schedule of Expenditures of Federal Awards is as follows:

B.

Special Debt Capital

Revenue Fund Service Projec{s Fund-
Head Start Fund Federalcrants

Other

Govemmental
Funds TotalDescdption

Per Schedule of Expenditures of
Federal Awards

Non fuderal programs expenditures

and ou|er adjustments

Total expenditures in fie fund

financial stalements

$ 8,756,641 $

: 7.542.0U

$__8J56.04.1 LLt8Zt00 $_____L440J00

$ 3,446,760 $ 5,342,739 $ 17,546,'140

3.430.237 10.972.321

t____8JZ2tZ0 $_26363.82
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON

COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS

PERFORMED IN ACCORDANCE WITH GOYER'VMEiJT AUDITING SIATVDARDS

To the Honorable lilayor
and the Municipal Legislature
Municipality of Vega Baja
Vega Baja, Puerto Rico

We have audited, in accordance with the auditing standards generally accepted in the United States of
America and the standards applicable to linancial audits contained in Government Auditing Standards issued

by the Comptroller General of the United States, the financial statements of the governmental activities, each

major fund, and the aggregate remaining fund information of Municipality of Vega Baja, as of and for the
year ended June 30, 2013, and the related notes to the financial statements, which collectively comprise

Municipality of Vega Baja's basic financial statements and have issued our report thereon dated June 30,

2013.

lnternal Control over Financial Reporting

ln planning and performing our audit of the financial statements, we considered Municipality of Vega Baja's
internal control over financial repoftng (internal control) to determine the audit procedures that are appropriate

in the circumstances for the purpose of expressing our opinions on the financial statements, but not for the
purpose of expressing an opinion on the effectiveness of Municipality of Vega Baja's internal control.

Accordingly, we do not express an opinion on the effectiveness of Municipality of Vega Baja's internal

control,

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normal course of performing their assigned functions, to prevent, or detect and conect,

misstatements on a timely basis. A material rr'reakness is a deficiency, or a combination of deficiencies, in

intemal control such that there is a reasonable possibility that a material misstatement of the entitys financial

statements will not be prevented, or detected and conected on a timely basis. A significant deficiency is a

deficiency, or a combination of deficiencies, in internal control that is less severe than a material weakness,

yet important enough to merit attention by those charged with govemance.

Our consideration of internal control was for the limited purpose described in the first paragraph of this section

and was not designed to identify all deflciencies in internal control that might be material weaknesses or

significant deficiencies and therefore, material weaknesses or significant deficiencies may exist that were not

identified. Given these limitations, during our audit we did not identify any deficiencies in internal control that

we consider to be material weaknesses. However, material weaknesses may exist that have not been

identified. We did identify certain deficiencies in internal control, described in the accompanying schedule of

llndings and questioned costs, as item 13-0'1, that rrt/e consider to be significant deficiencies.
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INDEPENDENT AUDITOR'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON

COIJIPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS

PERFORMED IN ACCORDANCE WITH GOYER,Y[,EI',T AUDITING STANDARDS (CONTINUED)

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Municipality of Vega Baja's financial statements are

free from material misstatement, we performed tests of its compliance with certain provisions of laws,

regulations, conkacts, and grant agreements, noncompliance wrth which muld 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 or other matterc that are required to be reported

under Government Auditing Standards.

Municipality of Vega Baja's Response to Findings

Municipality of Vega Baja's response to the lindings identified in our audit is described in the accompanying

schedule of findings and questioned msts. Municipality of Vega Baja's response was not subjected to the

auditing procedures applied in the audit of the financial statements and, accordingly, we express no opinion on

it.

Purpose of this Report

The purpose of this report is solely to describe the scope of our testing of intemal control and compliance and

the results of that testing, and not to provide an opinion on the effectiveness of the entity's internal conkol or
on compliance. This report is an integral part of an audit performed in accordance with Govemment Auditing

Standards in considering the entity's intemal conkol and compliance. Accordingly, this communication is not

suitable for any other purpose.

/y*"a*
LOPEZ.VEGA, CPA, PSC

San Juan, Puerto Rico

October 28, 2013

Stamp N0.2675762 of the Puerto Rico

Society of Certified Public Accountants

was affixed to the record copy of this report.
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE FOR EACH MAJOR PROGMM
AND ON INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY

OMB CIRCULAR A.133

To the Honorable Mayor
and the Municipal Legislature
Municipality of Vega Baja
Vega Baja, Puerto Rico

Report on Compliance for Each Major Federal Program

We have audited Municipality of Vega Baja compliance with the types of compliance requirements described

in the OMB Circular A-133 Compliance Supplement lhat could have a direct and material effect on each of
Municipality of Vega Baja major federal programs for the year ended June 30, 2013. Municipality of Vega
Baja major federal programs are identified in the summary of auditois results section of the accompanying

schedule of findings and questioned costs.

Management's Responsibility

Management is responsible for compliance with the requirements of laws, regulations, contracts, and grants

applicable to its federal programs.

Audito/s Responsibility

Our responsibility is to express an opinion on compliance for each of Municipality of Vega Baja major federal
programs based on our audit of the types of compliance requirements referred to above. We conducted our

audit of compliance in accordance with auditing standards generally accepted in the United States of America;

the standards applicable to financial audits contained in Government Auditing Standards, issued by the

Comptroller General of the United States; and OMB Circular A-133, Audls of States, Local Governments, 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 Municipalig of Vega Baja 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 on compliance for each major federal

program. However, our audit does not provide a legal determination of Municipality of Vega Baja

compliance.

{ irtr:-1'rgit.1 Ji-1 . ['\l
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE FOR EACH MAJOR
PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE REQUIRED BY

oMB CTRCULAR A-133 (CONTTNUED)

Opinion on Each illaior Federal Proqram

ln our opinion, Municipality of Vega Baja complied, in all material respects, with the types of compliance

requirements refened to above that could have a direct and material effect on each of its major federal
programs for the year ended June 30, 2013.

Municipality of Vega Baja's response to the noncompliance findings identified in our audit is described in the

accompanying schedule of findings and questioned costs. Municipalig of Vega Baja's response was not

subjected to the auditing procedures applied in the audit of compliance and, accordingly, ue express no

opinion on the response.

Report on lntemal Control Over Compliance

Management of Vega Baja is responsible for establishing and maintaining effective internal control over
compliance with the types of compliance requirements referred to above. ln planning and performing our audit

of compliance, we considered ilunicipalig of Vega Baja internal conhol over compliance with the types of
requirements that could have a direct and material effect on each major federal program to determine the

auditing procedures that are appropriate in the circumstances for the purpose of expressing an opinion on

compliance for each major federal program and to test and report on intemal control over compliance in

accordance with OMB Circular A-133, but not for the purpose of expressing an opinion on the effectiveness of
intemal control over compliance. Accordingly, u,e do not exprcss an opinion on the effectiveness of

Municipalig of Vega Baja intemal 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 corect, noncompliance with a type of mmpliance requirement of a federal

program on a timely basis. A material weakness in intemal control over compliance is a deficiency, or
combination of deficiencies, in intemal conkol 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 conected, on a timely basis. A significant deficiency in intemal control over compliance is a

deficiency, or a combination of deficiencies, in intemal control over compliance with a type of compliance

requirement of a federal program that is less severe than a material weakness in intemal control over

compliance, yet important enough to merit attention by those charged with govemance.

Our consideration of intemal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all defciencies in intemal control over compliance

that might be material weaknesses or significant deficiencies. We did not identify any deficiencies in internal

control over compliance that we consider to be material rleaknesses. However, material weaknesses may

exist that have not been identified.

I tlpe:-1?za, {.'r?'l . P.q('

,rI. \1.rs.t,:i tr,:llt \.jr i:,:,rri . rIrar'r.1 I',ri'lr. \-r,,rJnr

70



IIIDEPENDENT AUDITOR'S REPORT Oil COilPLIANCE FOR EAGH MAJOR
PROGRAiI A}ID Ot{ INTERilAL CO}ITROL OVER COMPLIANCE REQUIRED BY

oitB ctRcuLAR A-133 (CONTTNUED)

The purpose of this report on intemal control orrer compliance is solely to describe the scope of our testing of
intemal control over compliance and the results of that testing based on the requirement of OMB Circular A-
133. Accordingly, this report is not suitable for any other purpose

/yd*a*
,- LOPEZ-VEGA, CPA, PSC

San Juan, Puerto Ricor- October28,2013

Stamp No. 2675763 of the Puerto RicoYs Society of Certified Public Accountants
was affixed to the record copy ofthis report.

I-iipct-Vega,CPA, PSC

Cenilird Prhllc.{.count!r1l.:' lleoagcmcnt r\dvisrrr:
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Section I - Summary of Audito/s Results

Financial Staternents

Type of audito/s report issued:

lntemal mntrol over financial reporting:

Material weakness identffi ed?

Signilicant deficiencies identified not considered to be

material weaknesses?

Noncompliance material to financial statemenb noted?

Fedenl awards

lntemal Control over major programs:

Material weakness identifi ed?

Significant deficiencies identified not considered to be material
trcaknesSes?

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

Any audit findings disclosed that are required to be reported in

accordance with Circular A-133, Section .5'10(a)?

ldentification of maior proqnns:

CFDA Number Name of Federal Prooram or Cluster

Unmodified

Yes

Yes

Unmodified

Yes

NoX

None reported

NoX

NoX

None reported

Yes

Yes X

Yes

14.228

14.871

93.600

97.036

Dollar threshold used to distinguish bet\ieen
Type A and Type B programs

Auditee qualified as low-risk auditee?

NoX

Community Development Block Grants/State's Program

Section 8 Housing Choice Voucher Program

Head Start Program

Disaster Grants-Public Assistance

$421035

Yes No X
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Section ll- Financial Statements Findings

Finding Reference

Requirsnent

SiaGment of Condition

CritEria

Cause of Condition

Effec't of Condition

Recommendation

Suertioned CGt3

llanagement Respome

and Corec'tive Action

13-01

Operating deficit of General Fund

The Municipality closed its fiscal year ended on June, 30, 2013 with a fund balance
deficiency in the general fund of $877,860.

ln accordance with the "Reglamento para la Administraci6n de Municipios" Chapter
lV, Section 19, the Finance Director has the responsibility of overseeing financial
operations to pre\rent deficib in any municipal fund.

The overstatement of estimated revenues accounts in prior years caused that the
Municipality operated with a deficit.

The continued occuflence of this situation may result in possible significant fund
limitations and eventual reduction or elimination of municipal services since future
revenues will need to be used to pay for accumulated liabilities.

The Municipality should continue its effort by revising and amending the budget as
cunent information related to collections of budgeted revenues bemmes available

resources.

None

The Municipalit/s Management concurs with the audito/s recommendation.

lmplementation Date: July, 2013

Responsible Penson: Mrs. Waleska Rirrera Coira

Finance Department Director
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0riginal
Finding

Number
CFDA

No.

Current Status of Prior Year Audit Federal Award Findings - Part lll Findings
(As required by OMB Circular A-133)

12-02 14.218 Dudns the audit pro@ss, we noied that the accountinq records were not
maintained on a timely basis as follow: General Fund 1) The Municipality had
unreconciled differences in the bank account conciliations. 2) The qeneral

ledqer of the Municipality shovied $475,000 in certificate of deposits. which
rtele lot sonnrmed by bank. Therefore, no suffcient evidential matter in

connection with to above certificate of deposit was orovided for examination. 3)
The Municipality does not have procedures in place for the oresentation of
standard financial reportino. 4) Durinq our auditinq procedures we noted that
some adiustments and reclassifications were made decreasinq the beoinnino
fund deficit without any supportino documents. Therefore, no sufficient

evidential matter in connection with the prior period adiustments was provided

for examination. 5) Durinq our audit procedures we selected various
disbursements for which the Municioality could not Drovide us suooortino

documents for examination. Other Gorremmental Funds 6) The Municipalitv

had in the Citizen Participation Fund ("Aportaci6n Ciudadana') a certificate of
deposit amountinq to $50,000 that was enoneously deposited to a HUD-V bank

account, which is a federal fund. 7) The Municioality has acmunh receivable,

that comes from Drior yeaB to 2009, wtrich represenb transfers befuveen fund
totalizinq $726.919 for which there are no suooortinq documents available for
examination. 8) The Municioality has account payable totalizinq $639,041 that
comes from prior yeans to 2009 which represents transfers from funds for which

there are no supportinq documents available for examination. 9) Durinq our
disbursement test lrre noted that a disbursement was made without the

aooroval of the or+intervention deoartment the Municioalitv. 10) The accounts

oayable detail provided did not ha\re a check number, invoice number, or
reference that identifo the transactions. 11) There is a debit balance in one of
the revenues detail for $23,436 for which no supportinq documents were

available for our examination. 12) The Municioalitv had unreconciled

differences in the bank account conciliations amountinq $14,354.85 and a
certificate of deoosil for $200.000 for which no suooortinq documents were

available for examination. Capital Proiect Fund 13) Durino our disbuEemenl
test Drocess !rc selected various disbursements for examination and found the
followinq: a. There u/ere no supportinq documents for a disbuoemenl
amountinq to $14.048.58. b. There rrvere various disbursements supportinq

documents without the aooroval sionature of the reoresentative of the

Municioalitv. General 14) The Municioality does not make periodical ioumal.
Therefore, no ioumal entries were available for our examintions. 15) The

Municipality does not have a financial or reportinq closinq orocedures in place.

16) The Municioality does not perfom ohysical inventories oftheir caDital assets
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Original

Finding

Number
CFDA

No.

Cunent Status of Prior Year Audit Federal Award Findings - Part lll Findings
(As required by OMB Circular A-133)

on annual basis.

Conective action was taken. A similar situation uras not identified during fiscal
year ended June 30, 2013.

12-03 14.871 The Municioalitrhas deficiencies in the execution of property manaqement
paeedues-Duflu our thesl of real property and equipment manaqement, ue
noted that the MunicioalMs eouioment acouired durino the year is not oroDedv
and timelv labeled and ftlentified.

Conective action was taken. A similar situation uas not identified during fiscal
year ended June 30, 2013.

11-02 14.871 U.S. Department of Homeland Security CFDA: 97.036 Grant no. Disaster Grant
Public Assistance Year ended June 30, 201 '1.

Conective action has been taken for this Condition.

!,l 7s
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