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L|RR LEWTOWN, 1a18 DEL UALLE AW 7,OA BAJA, pR OOg4ga

The Honorable Mayor, Members ofthe
Municipal Legislahrre and people of
the Municipaliry of yabucoa
Yabucoa, Puerto Rico

}V":j:;:#i::r.li""T::?:ilI!.f,.^-:i"r.,1*ments of rrle sovemmenrar activities, each,.iqrw, ,q,ru, d,,u urc aggreqare remarntns tirnd informatjon ofthe MuniclpaliD ofyabucoa ofthecommonweatLi of pueno R ico r the ..vin icipati,y .,. 
,,. 

"r 
_l fi. ,i" y"l, .,ioll .jr.""Jro. ,o , ,,which collectively comprise ihe Municinalrry.s b*i. nn*.iui ,t^rir",no'^'i",.0'il'i. ,rr. ,contenls. These 6nancial statements are rhe responsibility oflhe Municipaliq.s managemenr.our rcsponsibiliry is ro express opinions on thes" fi**ii ;;;;;;;; ;;!;j'j":fl;:,,

We coDducred our audir in accordance wirh auditing standards generally accepted in rhe LniledSiates of America and rhe slandard( a^olicabte lo finan.ial audit. contarned in t;overnment
!!:i,:.t-,o**o: issued b1 rhe comprroler c.*,r 

"i:,i" u,ii"a'li'"'il1,]"r,i"* 
"_o**reqrrre rhat we plan and perfonD rhe audit to oUtain reasonabie- asJu."i"" uOo"i *fr"rfr". ,t 

"
lrnanctal siatemenls are fiee oI materialb^i..,.,id.,:;,;;;;;"; ;"ilffi :;I;..:rffl :Jl,Ll.":-*1"'J:il,;:.ft"Jilff ;l i #rncludes assessing the accountins orincintcs us.a -a .ignit,cuni..ii,,iunliri.'o, ir*r"r*,.as well as evaluating the overa'll firrancial shtements presen,arion. We be,ieve thar our audrrprovides a reasonable basis for our opinion.

As discussed in Note 6, the MuniciDalirv did.not.have complete and accurate accounting records,and did not perform a comolete ,nd ,-,,.u," pty.;"rt lnu"nro.y 
"ij-. 

'r"ir",i#'li 
*, *pi*fascers, of govemmenta I acriviries asJune to.^:.ri. rr,. 

"upiirir,.."i. "i 
g",#;]i;I, *,;"i,i..recorded in lhe accompanving stalemenr.of n.r_ *..t. fo. Sl:.sqi."gi. *,";i,i""rrrr","ddepreciation of$25.j6g.41g could be matena y mrssrated.

A lso 
_asdiscussed 

in Note 9, to the Financial Statements, the Municipality did not comply with allrequrrements accordance witl CASB SLaremen_t Iro. ft. -nc.ornr;ig io,, fr4rri.ioJ'j",,0 W**Landfill Closure and posr Closure Ca.e c.
unir.a s,,t". oia,"l,ii,';;;::;r:ff;:l'j;,.f,"iilll[-"ilHl,,j:ff].jfl,l,j,:",".,::X.':J[
0e esrrmared based on and srudy and recorded ," 

""rpri "i,i, ,i. ^iou.:Jri".rlil,l,. """,regutations. This amount by which this d
erpenses orthe govemi,i,iJr 

".ij,iir* r. 
"""",p*::,tiJ:1,:ffiJ^*: 

,,,biriries. ner asse.'. and

In our opinion, the financial statements refi
the respective financial posilion or ,rr" ;1!9 

to ubol" present fairly, in ali material respects,

,gg."gut. ,."^"rni ,g r,nai;;;;;il; ;i ,,:""1;,Tli,i5fTlrVlli:#l?,[d:J*t#r*l?
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Pueno Rico. as of June j0. 2011. for the year then ended in conformiry wirh accountingprrncrples generally accepted in the United Sute, of ,C^".i"u_

ln accordance with Govemmeht A dit Standards, we have also issued our report dated March 21,2012 on our consideration of th€ Governmenr." ir,._"1""ri."i 
"r". lr_il]'.""#*r* *o "*Lesls of ils compliance wirh cenain nrovisions of f""r. ,"9l"ii"r,i'-"o"lo 

",,.a 
$"*, ^gr""*"",and other maners. The purpose ofihat repon ts to describe rhe scope of our testing of inlemalconkol over a.findncial reporting and compliance and rle resulis'of that-,Jrg und 

"o, 
,oprovide and opinion on the irrremal conrrol ove, nnrn.iat 1"poni"f"o.pfiin.""ff,l, ,.pon o uninlegral pan ofan audit performed in accordance \\ith Oovemnpnt Atlt)it Standarti\ and shouldbe considered in assessing the resulis ofour audrt.

The Management's Discursion and Analvsit and $e Budgedry Comparison Schedute on p^ge 3lhrough I8 and 08 lhrouBh oq are nor ;equred parrs of the basic financiar starerrlenrs bul are

:i!:-ll.T:"lal informarion required by accounr.;g principtes g.n"*t5 
^...i JJi; ,h. Unit.d

,"j]l)L,^111-lr^-I" 
nave apptied cenain timired procedures. whictr consisted principa l orI'19urr r(s or maDagemenl repardtnB rhe melhods of measurement and presenrarion oi the iequiredsupplemenlary informarion. However. $e did nol 

",,air 
rrr. irio#",io""r"J"*pr.r, * 

"pir;""

9-li i-10'l 
*^ conducted {or the purpose of forming opjnjons oo the financiaj statements that

::'l::l]e,y compnse the Municipaliry of yabucoa of the Commonwealth of puerto Rico basicrrnarlclal slatements. lhe introdrcrnru section, combining and individual non_ma.jor fundfinancial statements, and statistical sectiln are presented for pur?oses of additional analysis andare nol a required pan of the basic financial staternents. Tie u""o_ruorin* schedule ofexpenditures oflederal awards is Dresenr..t.for prrrposes ofaaairionat anatyri. rl r"ilrir.a a U.SOfrice ol Managemenr and Budged Circular A-l.ll. Audits o/ States. Local Goyefiments, andNon-Profi, organizatiorr, and is arso not a required part oithe oasic rinuo"i"r ,tut"*"nt, otMunicipality of Yabucoa of the Commonwealth of pueno Rico, tfr" 
"o*U;inf urJ aa;riau"tnon-major fund financia! statements and rhe schedule of .*p."li;*.-;f i;"?ui u-**a. flur"been subjecred to th€.axditing procedure appried in tho audit oithe basi" nn"n"rrr1,.l,"."n* unaln our oprnlon, are rairly stated in all material respects in relation to the basic finaDcial statements

taken as a whole. The introductory and statistical'se.tion" f,"v" noiU""" iri.;"irJ,o'rfr" uroiringprccedures apptied in rhe audit of the basic financjat statemenrs anJ;;;;;;t ; 
"rp..r, ""opinion on them.

l*":,ilu
License 2214 

/ 
\

March21,2012
Toa Baja, Puerto Rico

Ltc, n 2214

ffi
Slamp No. 263388I ofPuerto Rico Societu ofcerrified pubiic Accountanrs was affixed to the record copyofthis report.



Coulto1ry6a11, o" puERTo IUco
MuNtctpALITy oF yABUcoa

Management,s Discussion and Analysis
June 30, 2011

l: -Tllit.,T*, 
of the.Municipatrty of yabucoa (the Municipality), we offer readers therollowtng 0rscusstoll and analysis of the Municipaliry.s financial acrivities reporled rn rheaccompanying basjc financiar statements for the fiscaryiar ended Jun.:0, i'0tt. 

-iV"e 

"n"or.ug"I_elders 
to consider rhe information presented he.e in conlunction with aJjit"r"i i"i"*",i"" *",s ,uuir5neo ln rne accompanyrng tinancial staleme0ts. u hich follo\ this narrative.

FINANCIAL MGIILIGHTS

Gove mme nt-lY ide Hig h I ighls :

. The Municipality's assets amounted to g52,895,370 at June 30, 201 t, of which $42,897,787consisr ofcapital assets (net of accumulated depr""i"tion 
"na 

u.o.tirJ"r-oilii,rur,o:tl,
$5,772,246 consist ofcash, and 94,177,488 consisr ofaccounts receivable 

-- ---

. The Municipality,s liabilities amounred to $33,320,309 at June 30, 2011, of which
$19,794,934 consist ofbonds and nores payable, g5,74g,718 consist ofaccounts payaUte andaccrued liabilities, $2,469,841 consisi ofaccrued compensated ab.en..., g:,iOlif+ coo.ist

:l^".Jii,",:0.1,j91,", 
for^rnunbipal 

"otid wasre randfiit 
"ro.,r." 

;;J ;;,i;-to;;,.-"u,. 
"o,o,ano ) t, /4J.)UZ consist of unearned revenues.

. The Municipality,s assets exceeded its liabilities (ner assets/surplus) by $19,j75,061 at June30,2011.

The Municipality,s revenues amounted to $24,416,101 for the fiscal year ended June 30,2011, of which $18,544,421 arose from ta-xes, g4,882,748 arose f-i j-",".*"**n.r*uf
graots.and contributions, $111,021 arose from interests on a.porit, S+OS,ii7r.o." fio.miscellaneous revenue streams and g469,194 aro"" f.o. 

"f,*g"J 
f.o_'r"*i"1 . 

' ----'

The. Municipalityt expenses amounted to $21,542,340 for the fiscal year ended June 10,2011, of which $18,752,'76j where incurred in pioviding ai."", ."*i"", 
"rJ-t"#" acitizens in relation to urban and economic dev.top-"nt, tiltt ,na,un;t i.", p"il"'r"f"ty,

public ho-using and welfare, culrure, recrearion and educatjon. I" 
"oaiti"rlii.'frarrlipainyincurr^ed $539 902 of irs roral expenses. in in@resis related ,o io fong_,"..-oifigri;r., una)1.rqy.669 rn general govemment activiries ro suppon rhe Municipaliw.s fuictions and

l]:f-"T: I" Municipatiq s-expenses inctude depreciarion ;" tn. lroi"i oii'i,aiO,ZZZror rhe tlscat year ended June .}0. 20l L

. The Municipality's net assets incrcased by $1,087,794 dr_rring the fiscal year ended June 30,2011.

Governmental Fu ds' Eigh\ighls:

. TP:"fl lad balance of govemmental firnds amounted to g1 ,255,541 at lrne 30,2oll, ofwhich $3,808,27? represent firnd balances committed, restrict;d, assignea oi nonspenOalte,\Niile $2,552,736 reprcsents an unrestricted deficit.

. The total tund balance ofgovernmental funds increased by $1,430,169 during the f.iscal year
ended June 30, 2011.
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CoMMoNWEALTH oF PUERTo RICO
MT,MCIPALITY oF YABUCoA

Management's Discussion and Analysis
June 30, 201I

OWRVIEW OF TIIE BASIC FINANCIAL STATEMENTS

The purpose offmancial reporting is to provide extemal users ofbasic financial statements with
information that will help them to make decisions or draw conclusions about the Municipality.
There are many extemal parties that use the basic financial statements of the Mu[icipality:
how€ver, these parties do not always have the same specific objectives. In order to address the
needs of as many parties as reasonably possible, the Municipality, in accordance with required
financial reporting standards, preserts this Management's Discussion aod Analys;s (MD&A) as
an introduction to the accompanying basic financial statements. This narrative represents a,
overview and analysis ofthe financial activities ofthe Municipality for the fiscai year ended June
30,2011. Because this MD&A is designed to focus on the curent year activities, resulting
changes and currently known facts, we encourage readers to consider the information presented in
this MD&A in conjunction wilh the additional information furnished in the accompanying basic
financial statements.

The Municipality's basic financial statements include three components: (1) govemment-wide
financial statements (GWFS), (2) governmental firnd financial statements (GFFS), ard (3) notes
to the basic financial statements Q'IBFS). This report also contains additional required and other
supplementary information in addition to the basic financ;al statements themselves_ These
components are described below.

The basic financial statements focus on: (1) the Municipality as a whole (governmenlwide
financial reporting) and, (2) the Municipality's major individual govemmental funds. Both
perspectives allow th€ users to address relevant questions, broadeu a basis for comparison (year
to year or govemment to govemment) and enhance the Municipality's accoultability. The
components ofthe basic financial statements are described below.

n) Covemmentaeide FinancialStutements

The GWFS are composed oi (1) the statements ofnet assets (SNA) and (2) the sratenent of
activities (SA). These financial statements can be found imnediate,y following this MD&A.
GWFS are design€d to provide readers with a b.oad overview of the Municipality,s
operations as a whole in a manner sirnilar to private-sector business. These statements
provide short-term and longlerm information about the Municipality's financial position,
which assist the Municipality's maragement to determine the economic condition at June 30,
2011. The GWFS are prepared using merhods that are similar to those used by most private
businesses.

I. Statem€nt of Net Assets

The purpose of SNA is to attempt to report all assets owned and all liabilities owed by the
Municipality. The Municipality reports ol ali of its assets when it acquires ownership
over the assets and reports all ofits liabiliti€s when they are iDcur.ed. For example, the
Municipality reports buildings and infrastructure as assets, even though they are not
available to pay the obligations incuned by the Municipality. On the other hand, the
Municipality reports liabilities, such as claims and judgments, bonds and notes payable,
obligations under capital leases, compensated absences and certain accounts payable and
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June 30,2011

accrued liabilities, even though these liabilities m,ght not be paid until several fiscal years
into the future.

The difference between the Muricipality's total assets and total liabilities reported in
SNA is prcsented as ,el assert which is similar to the total o*,Ders' equity reported by a
commercial enterprise in its financial statements. Although the purpose of the
Municipality is not to accumulate net assets, as this amount increases or decreases over
time, such amount represents a useful indicator ofwhether the financial posjtion ofthe
Municipality is either improving or deteriorating, respectively.

2. Statement of ActiYities

The SA presents information showing how the Municipality's net assets changed during
the fiscal year ended June 30, 201l, by presenting all ofthe Municipality's revenues and
expenses. As previously discussed, the items reported in SA arc measured in a manner
similar to the approach used by a commercial enterprise in that revenues arc recognized
when eamed or established criteria are satisfied, and expenses arc recorded when
incurred by the Municipality. Consequently, revenues are .eported even when they may
not be collected for several months after the end of the fiscal year and expenses are
recorded even though they may not have used cash during the current year.

Altholtgh SA iooks different from a commercial enterprise's income statement, the
difference is only h format, not substance. Whereas the bottom line in a commerciai
enterprise represents its net income, the Municipality reports an amount described as ?t
change in et assets,which is essentially the same concept.

The focus of SA is on the ,e/ cosl of various activities provided by the Municipality. The
statement begins with a column that identifies the cost of each of the Municipality's
major ,iuations. Another column identifies the revenues that are specifically related to
the classified governmental functions. The d;fference between the expenses and revenues
related to specific functionvprograms identifies the extent to which each function ofthe
Municipality draws frorn general revenues or is self-financing through fees,
intergovemmental aid, and other sources of resources.

This statement also presents a comparison between direct expenses and program revenues
for each function ofthe Municipality,

GWFS and GFFS present all of the Municipality's governmental activities, which are
supported mostly by ta'res and intergovemmental revenues (such as federal and state grants
and contributions). All services normally associated with the Municipality fall into this
category, including culture, recreation and education: general government; health and
sanitation; public safety; public housing and welfarc; and economic and urban development.

Goyernmental Furld Fifiahcial Stutements

The Municipality's GFFS consist of: (1) the balance sheet - govemmental funds and (2) rhe
statem€nt of revenues, expenditures and changes in fund balances - govemmental funds.
These financial statements report the financial position and results of operations of the



CoMMoNWIALTH oT PUxRTo ITC0
MIJNICIPALITY OT YABUCOA

Management,s Discussion and Analysis
June 30,2011

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

A fund is a grouping of related accounis that is used to maintain control over resources that
have beea segregated for specilic activities or objectives. The Municipalify, like most other
state and local govemments, uses ftlnd accounting to ensure aDd demonstrate compliance
rrith finance-related legal requirements. Each fundls considered an independent fiscal entity
accounted for within a set of self-balancing accounts that comprise its as;ets, liabilities, fund
equity, revenue, and expenditures. Fund accounting segregates funds according to their
intended pupose and is used to aid management in demonslrating compliance vr'ith legal,
fi nancial and contractual provisions.

Covemmental funds are used to account for all ofthe sewices provided by the Municipality.
These funds are used to account for essentially the same functions repoft;d as governmenial
altivities in the GWIS. Unlike GWFS, the focus ofcFFS is direcredto specid activities of
the Municipality rarher than the Municipaliry as a whole; therefore, GFFS report the
Municjpality's operations in more detail than the GWFS.

GFFS provide a detailed short{erm view of the Municipality,s finances that assist in
dete.mining whether there will be adequate financial resourcis available to meet the curent
Reeds of the Municipality, which is, evaluating the Municipality,s near-term financjng
requirements. 

_ 
Io-r financial reporting purposes, the Municipality classifies its govemmental

funds wirhin the following t)?es: (l ) general fund, (2) debt service ftrnd, (3) special revenue
turds, (4) capital pro.jecrs funds and (5) permanent funds.

GFFS are prepared on an accounring basis that is significantly different from that used to
qrepar€ GWFS. ln general, CFFS focus on near-tem inflows and oudlows of expendable
financial resources, consequently, generally measure and account for cash and oth;r assets
that can easily be converted to cash. For example, amounts reported on the balance sheet
include capital assets within a very sho period oftime, but do n;t include capital assets such
as land and buildings. Govemmertal fund l;abilities geDerally include amou;s that normally
are going to be paid within a very short period after the end ofthe fiscal year. The difference
between a fund's total assets and total liabitities is reported as the fund balance, and generally
indicates the amount that can be used to finance th; next fiscal year,s activities. iikewise,
the operatiog statement for governmental fnnds reports only tbose revenues and expenditures
that were collected in cash or paid with cash, respectively, during the current fiscal year or
very shortly after the end ofthe fiscal year.

Because the focus of GFFS is narrower than that ofthe GWFS, it is useful to compare the
fund information presented fol govemmentai funds with similar inlomation p."."nt"d fo.
govemmeltal activities in the GWFS. By doing so, readers may bener underst;nd the long-

1".T 1.p1"t of the Municipality,s near-term financial decisions. Both tlrc governmental
fllnds' balarrce sheet and the governmental fi]nds, statement of revenues, expJnditures and
changes in fund balances provide a reconciliation to facilitate the comparison between
govemmental funds and the govemmental activities reported in the govemment_wide
financial statements.

6
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The Municipality has four major govemmental funds. Each major fund is presented in a
separate column in the govemmental funds, balance sheet and the govemmental firnds,
statement of revenues, expenditures aad changes in fund balancesl The three major
governmental funds are: (1) general fund, (2) debt service fund, and (3) capital improvements
bonds flrnd.

Noles lo Bosic Fi6ancial Statements

The NBIS provide additional information that is essential for a full understanding ofthe dara
provided in the GWIS and GFFS. The NBFS can be found immediately following the basic
financial statements.

Olher S upplemerrtary Inforrnation

The basic financial statements are followed by a section ofother supplementary info.mation
consisting of: (I) budgetary comparison schedule _ general fund and the-Schedule of
Expenditures of Federal Awards.

This Space Has Been Intentionall! Lefi Bta k
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FINAI{CIAL ANAIYSIS OF GOI'ERNMf,NT-WIDE FINANCIAL STATEMENTS

The Municipality's overall financial position and operations lor the prior and the current fiscal
year are summarized as follows, based on the information included in the accompanying GWIS:

Comparative Statement of Net Assets

Governmental Actiyities (Condensed)

June 30,2011 and 2010

Assett:
Curent assets

Non-current assets:

Capital assets, net
Other non-current assets

Total assets

Liabilities:
Cunent liabilities
Long-term obligations due within one year

Long-term obligations due after one year

Total liabiliti€s

Net dssets:

Invested in capital assets, net of related debt

Restricted for deb! service and others

Unrestricted

Total net assets

2011 2010

$ 9,949,'734

42,891,781

47,849

8,347,098

4t,6'/9,661

52,044

$ 52,895,370 50,078,809

1,492,220

1,441,010

't,615,548

1,546,157

22,429,83',724,38',7,079

33,320,309 3 r,591,542

$ 32,023,610 $

t,2'70,354
(r 3,718,963)

32,t72,403
1,t 78,952

( r4,864,088)

18,4E7,26',7

At June 30, 2011, the Municipality's current assets, arnounting to $9,949,734, are mainly
composed ofcash ($5,7'12,246), 

^nd 
acco]unE receivable ($4,177,488), net ofreserye for doubtful

accounts.

The restricted cash represents resources legally designated for: (l) the payment of debt service,
(2) the acquisitioD, construction and improvement ofmajor capital assets, and (3) the operations
offederally and state funded grant programs. Restricted cash also consists ofunspent proceeds of
bonds issued for acquisition, construction and imprcvement of major capital assets. Reshicted
property taxes receivable represent resources set aside to redeem the bonds ofthe Municipality in
minimum annual or biannual principal and interest payments.

The Municipality's non-current assets, amounting to $42,945,636 at June 30, 2011, are
substantially composed ofcapital assets, with a cost basis of968,266,225, which are repofted net
of accumulated depreciation and amortization of $25,368,438.

$ 19,575,061

8
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At June 30, 2011, the Municipality's cuffent liabilities amounting to $8,9233,230 are mainly
composed ofuneamed revenues $1,743,502, accounts payable and accrued Iiabilities $5,748,718,
and the portions due within one year $1,441,010, of bonds and notes payable, obligation under
capital leases and compensated absences. Uneamed revenues principally consist of uneamed
revenues associated with municipal license taxes and intergovemmental grants and coniributions
related to state and federally funded grant programs.

The Municipality's non-curent liabilities, amounting to $24,38?,079 at June 30, 2011, are mainly
composed of portions due after one year of bonds and noted payable g1g,951,172, estimated
liability for municipal solid waste landfill $3,563,314 and compensated absences $1,872,59.].

As noted earlier, net assets may serve over time as a useful indicator of the Municipality,s
financial position. The assets ofthe Municipality exceeded liabilities by $19,575,061 at June 30,
2011. The most significant portion of net assets ($32,023,670) reflects the Municipaliiy,s
investment in capital assets (e.g. land, buildings, machinery, equipment, furniture, fixtures,
infrastrucNre, etc.), net ofall reiated debt still outstanding that was issued to acquir€, construct or
improve those assets. The Municipality uses these capital assets to provide services to its
citizens; consequently, these assets are not available for future spending. Although the
Municipality's investment in capital assets is reported net of the outstanding related debt, the
resources needed to repay that debt must be provided by other sources, since capital assets cannot
be used to liquidate these liabilities.

Another significant potion of net assers ($81?,252) at June 30, 2011, rep.esents resources that
are rcslricted fordebt service payments.

The remaining component of total net assets consists of umestricted net liabilities amounting to
$13,718,963 at June 30, 2011. These unresrricted net liabilities are the consequence of previ-ous
budgets tbat did not provide sufficient fuoding for incuned long-term obligati;ns, such as bonils
and notes payable, compensated absences, claims andjudgments, certain obligations under capital
Ieases, etc. Historically, a significant portion ofsuch obligations has been budgeted orr a pay-as-
you-go basis.

The total net assets ofthe Municipality ircreased by $1,087,794 for the fiscal year ended June 30,
201 l

This Spdce Has Been Intentionall! Lel Bldnk
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CoMMoNwf, ALTH oF PUERTo ITco
MI]NICIPAIITY oF YABUCoA

Management,s Discussion and Anatysis
June 30,2011

The follosing h a condensed presentation ofthe Municipality,s results ofoperations as reported
in the GWFS:

Comparative Statement of Activities
Governmenlal Activities (Condensed)

Fiscal Years Ended June 30,2011 atrd 2010

20ll 2010
Program revenues:

Progm-specifi c operating grants and contributions
Progam-specific capital gnnts and contributions
Charges for services

Total prograrn revenues

General revenues:
Property tLxes

Munjcipal license taxes

Construction excise taxes
Saies and use taxes

Unrestricted grants and cont butions
Other general revenues

Total general revenues

Total revenues

Progmm exp€nses:

Geueral govemment

Urban and economic development
Public safe!
Health and sanitatioo
Culiule, recreation and education
Public housing and welfare
Interest on long-term obligations

Total expenses

Net increase in net assets

Net assets, at beginning offiscal year
Net assets, at end offiscal year

'7,1',73,185 3,9',t3,971

15,4s6,649 20,442,130

26,764,4s7

4,366,89t
2,580,047

226,547

2,339,460

1,t65,317
469,t94

'7,484,085

3,692,556

384,021

730,49'7

2,099,213
t,066,277

'7,848,942

9,543,t70
429,',7 46
722,563

1,377,9',7I

519,738

22.614,131 21,416,10t

2,260,43 |
3,507,6'78

2502,941

6,259.826

2,8t0,25'7

3,661,299
s39,902

16,560,210

3,158,087

1,544,10I

1,176,607

1,'763,395

1,'770,90',7

79 r,150
21,542,340

t,08'7,'794

18,487,26',1

(2,348,356)

20,835,623

t9,515,061 _q___]!l!1zfl

As previously mentiofled, the Municipality,s oet assets increased by $1,0g7,794 during the
current fiscal year. Approximately 54% ofthe Municipality's total revenues for the curent fiscal
year came from property, municipal license, construction excise ta_xes and sales and use taxes
($12,291,159). Grants contributions and charg€s for services (program revenues), amounting to
$7,173,485, provided 32% of the total revenues for the current fiscal year. Interests on deposits
and miscellaneous revenues provided lhe remaining l4oo of rotal rerenues.
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CoMMoNWEALTH oF PUERTO RICO
MUNICIPALITY oF YABUCoA

Management's Discussion and Analysis
June 10,201l

The Municipality's expenses cover a wide range of services. The largest expenses of the
Municipality for the fiscal year ended June 30, 2011 were related to: (l) health and sanitation
($6,259,826), (2) public housing and welfare ($3,661,299), (3) urban and economic development
(93,507,678), (4) culture, recreation and educarion (92,810,25?), (5) public safety ($2,502,947),
(6) general administrating and operating costs ($2,260,431), and (7) interest on long-term
obligations ($539,902). These expenses include depreciation and amortization of capital assets
and deferred charges in the amounts of$1,450,222 for the fiscal year ended June 30, 2011.

FINANCIAL ANALYSIS OF GO}TRNMENTAL FUNDS

Analysis of Financial Position of Gowht ental Funds

As discussed earlier, the Municipality uses fund accounting to ensure and demonstrate
compliance with finance-related legal requirements. The focus of the Municipalify,s
govemmental funds is to provide information on near-term inflows, outflo.rs, and balances of
expendable rEsources. Such information is useful in assessing the Municipality,s compliance
with finance-related legal requirements. Specifically, unreserved fund balance may serve as a
useful measure ofthe Municipality's net resources available for speDding at the end ofthe fiscal
yea..

At June 30, 2011, the total assets of governmental funds amounted to $12,049,565, which
consisted principally ol (l) cash of $5,'1'12,216 (2) accounrs receivable, $4,17?,488, net of
reserv€ for doubtful accounts, and (3) inter-fund r€ceivables ol 92,099,831. Such assets are
restricted for debt service, capitalprojects, encumbrances and other specific purposes.

At June 30, 2011, the total liabilities of governmental fuods amounted to $10,794,024, which
consisted principally oi (l) deferred revenues of $1,892,08I, (2) accounts payable and accrued
tiabilities of $5,480,600, (3) inter-tund payables of $2,099,831 and (4) matured bonds and
interests due and payable of$1,321,512.

The fiind balances of govemmental funds increased by $1,255,541 durjng the fiscal year ended
June 30, 2011.

Thb Space Has Been Inle iohally Left Blank
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COMMONIyEALTH oF PT]ERTo RIco
MT]NICIPALITY oT YABUCoA

Management's Discussion and Analysis
June 30,201 I

Condensed Balance Sheet - Coveromental Funds

Jutre 30,2011 and 2010

2011

Assels:

Total assets - major govemmental furds
Total assets - other govemmental funds

Combined total assets

Liabililies:

Total liabilities - major govemmental funds

Total liabilities - other governmental firnds

Combined total liabilities

Fahd bolances:

Reserved - major govemmental funds

Reserved - other govemmental funds

Umeserved - all govemmental funds

Combined total fund balances

Tolal liabilitia andfa d balances

2010

$ 9,632,478 $ ',|,891,220

2,4t1,081 1,381,892

___!r,04e;65 ___228rn

9,)76,497

1,6t1,527

8,122,686

10,794,024 9.459,',l 40

3,008,793

199,484

(2,552;736)

3,698,549

350,838

(4,224,01s)

(174,628)

$ 9,285,112$ 12,049,565

Major Governmental Funds

General fund (GF) - The CF is the principal operating fund ofthe Municipality. The GF's total
assets amounted to $5,633,353 at June 30,2011. Such assets consisr principally ot (l) cash
($1,120,739), (2) propeny, municipal license, consinrction excise tax, and iales and use ta"x
receivables ($1,278,180), and (3) short-term and long-term amounts dBe from other funds
($1,189,824).

The GF's total liabilities amounted to $?,849,862 at June 30,201I. Such liabiliries are composed
mainly of: (1) deferred revenues ($1,820,219), (2) short-term and long-rerm amounts due to other
tunds ($903,253), and (3) accounrs payabte and accrued tiabilities ($5,126,390).

At the end of the cunent fiscal year, unreserved fund deficit of the GF amounted to g2,552,g12,
while total fund deficit amounted to $2,216,509.

Debt service fund (DSF)- The DSF'S total assets amounted to $2,163,191 ai Jufle 30,2011,
which consist maiDly of restricted cash in fiscal agent ($1,597,134), amounts due liom general
fund ($411,976) and restricted property taxes receivable, net of reserve for doubtful accounts
($122,492). The DSF'S total liabilities amounted to $i,321,533 at June 30,2011, which are
mainly composed of: (1) matured bonds due and payable ($1,077,800), and (2) matured interest
due and payable ($243,712). At the end of the cunent fiscal year, DSF,S total reserved tund
balance reached $841,658.
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CoMMoNnvEALTH oF Pu[RTo fuco
MIIMCTPALTTY OF YABUCOA

Management's Discussion and Analysis
June 30,2011

Caoital improvements Llond fund (CIBEI - The CIBF'S total assets amounted to $1,835,934 at
June 30, 2011, which consist mainly olrestricted cash in fiscal agent ($1,834,134). The CIBF'S
total liabilities amounted to $5,102 at June 30, 2011, which are composed of short-term and long-
term amounts due to other funds. Al the end ofthe current fiscal year, CIBF'S total and reserved
firnd balaace reached $1,830,812.

Other eoverrmental funds (OGF)- The OCF's total assets amounted to $2,417,087 at June 30,
2011, which consist mainly of restricted cash ($1,220,038) and receivables from
intergov€mmental grants and contributions ($696,633). The OGF'S total liabilities amounted to
$1,617,527 at June 30, 2011, which are mainly composed of deferred revenues ($71,862),
accoDnts payable and accrued liabilities ($354,210) and short-term and long+erm amoults due to
other funds ($I,19I,455). Atthe end ofthe cunent fiscal year, OGF'S total reserved tund balance
reached $799,560

This Space Has Been Intentionally Left Blank
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COIA'ON\trEALTH OF PUERTO RICO
MUNICIPALITY oF YABUCoA

Management's Discussion and Analysis
Jure 30,2011

Arrausis of Opetuting Resuks of covenmerrtal Fuftds

Condensed Statement of Rev€nues, Expenditures atrd
ChangeJ in Fund Balarces - Governmental Funds (Condensed)

Fiscal Yeals EDded JuDe 30, 2011 and 2010

Revenues:

Totalrevenues - major governmental fuods

Total revenues - other governmeltal funds
Combined total revenues

ExpenditLres:

Total expenditures - major governmental funds
Total expenditures - other governmental funds

Combined total expenditures

Excess oJ etpenditurcs oyer revenuet

Othe r rtrra hcing s o urces, net:

Proceeds from issuance ofbonds
Other fmncing uses, net - major

gov€rnmental funds
Other ftnancing sourc€s, net - other

governrnental funds
Combined otber financing sources (uses), net

Dertcie hc! of reyen ues and other linancing
arrdet expenditures and othet linancing utes

Funl balances, dt begirrnifig olfltcal leat
Fuhtl bilances, dt end offiscal year

I,430,169 (1,063,444)

(r74,628) 888,816

$ t,255,54I $ t1i4,o-28)

$ r6,065,707 $20,899,074
6,585,109 3,539,85 i

22,650,8t6 24,438,925

r8,594,016 23,299,',761

5,952,631 3,187,608

70t1 2010

24,546,64'/ 26,487,369

(1,895,831) (2,048,444)

3,326,000 985,000

832,380 368,910

(832,380)

3,326,000

(368,910)

985,000

Maior GovernmentalFunds

General fund - The total fund balance ofthe cF increased by $i,410,283 during currenr iscal
year.

ApFoximately 18% ($\1,439,192\ of the cF,s total revenues for the curent fiscal vear came
fiom propeny. municipal license. consmrction excise raxes and sales and use t;es. while
($2, I 1 9,895) resulted from int€rgovernmental grants and contributions.
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CoMMoNVEALTH oE PUIRTO RICo
MUNICIPALTTY oF YABUCoA

Management's Discussion afld Analysis
June 30, 2011

The largest expenses ofthe GF for the fiscal year ended June 30, 201 I wer€ related to: ( l) health
and sanitation ($5,607,889), (2) public safety ($2,327,986), (3) culture, recreation and education
($2,242,815), (4) urban and economic development ($2,203,135), (5) general administrating and
operating costs ($2,097,989), which were classified as "general govemment', (6) public housing
and welfare ($1,718,508), and (7) principal and interest on long-term obligations ($200,5s1).

Debt service fund (DSF) - The total fund balance of the DSF increased ty $10,041 during
cuffent fiscal year. Approximately $851,367 ofDSF'S total revenLres for the current fiscal year
came from restricted property taxes. DSF'S total expenditures for the current fiscal year came
from prjncipal aod interests on bonds payable ($1,712,521).

Capital improvements bond fund (CIBF) - The total fund balaoce of the CIBF decreased by
$438,877 during cunent fiscal year. CIBF'S total rcvenues for the cunent fiscal year came ftom
interests on deposits revenues amounting to $66,013 and intergovemmeniai grants and
contributions amounting to $4,486. CIBF's total expenditures for the current fiscal year came
principally from capital outlays ($443,365).

Other eovernmental futrds (OGF) - The total fund balance of rhe OGF increased by $448,722
during curent fiscal year. Substantially all ofOGF'S revenues for the curent fiscal ysar calxE
from int€rgovernrnental grants and contributions of$6,532,391. Total experditures were mainly
related to the operating costs ofstate and federal funded programs.

CAPITAL ASSETS AND DEBT ADMINISTRATION

a)

b)

Capital Assets

The Municipality has invested $68,266,225 in capital assets used in governmental activities,
which have an accumulated depreciation and amortization of $25,368,438 at June 30, 201l.
The net capital assets increased during the current fiscal year due to the current fiscal year's
capital additions ($2,668,342), which were partially offset by the depreciation and
amortization expense.

Debt Administratiotr

The Municipality finances a significant portion of its consauction activities through bond and
note issuances, and through state and federal grants. The proceeds from bond issuances
desjgnated fo. construction activities are committed in its efltirety for such purposes and
cannot be used for any other purposes.

At June 30, 2011, the Municipality's total borded debt amounted to $18,535,100, coosisiing
ofbonds payable. Such debt is backed by the full faith and credit ofthe Municipality. The
Municipalit/ has also certain outsianding notes payable. Such notes payable also decreased
during the cment fiscal year mainly due to the principal paymeDts made during the same
period.
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CoMMoNwf,ALTH OF PUERTO ITCO
MTTNICIPALITY oF YABUcoA

Management's Discussion and Analysis
June 30,2011

RXQI'EST FOR INFORMATION

This financial report is designed to provide a general overview ofthe Muoicipality's finances for
all of the Municipaliry's cilizens, ta.xpayers, customers, investors and creditors. This finaficial
report seeks to demonstrate the Municipality's accountability for the money ii rcceives.

- Questions conceming any of the information provided in this report or rcquests for additional
information should be addressed to: Municipality ofYabuco4 Depart'nent oflinalce.

This space teas ihtentiona|! left in blahk.
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COMMoN.IVIALTH oF PUERTo RIC0
MTIMCIPALITY oF YABUCoA

Statement ofNet Assets
June 30, 2011

Assets

Current sssets:

Cash in commercial banks

Account receivable, net of allowance for doubtlul
accounts:

Taxes:

Proprty taxes

Municipal license taxes

Construction excise taxes

Sales and use taxes

Iltergovemmental grants and contributions
Accrued interests on d€posits

Other receivables

Total accounts receivable

Restricted assets:

Cash in commercial banks

Cash in fiscal agent

Property taxes receivable, net ofallowance for
doubtful accounts

Total restricted assets

Total current assets

Non-current assert!:

Capital assets, at cost:

Depreciable capital ass€ts

Non-depreciable capital assets

Total capital assets, at cost

Less: accumulated depreciation and amortizaiion
Total capital assets, rlet

Deferred charges, net of accumulated amoftization of$92,343
Total non-current assets

Total assets

Governmental
activities

$ 16,4s9

$ 1,103,721

9'7,853

6,349

70,25'7

2,74t,925
t,663

33,228

$ 1,215,182

4,480,605

1) ) AO)

4,054,996

5,818,279

9,949,134

$ 60,244,522

8,021,703

68,266,225
(25,368,438)

42,897,78',7

4'.7,849

42,945,636

52,895,370

The accompanylng nores to the basicrtnancial statements are an integral part ofthis statemenL
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CoMMoNWEALTH oF PUf,RTo fuCo
MUNICIPALITY OF YABUCOA

Statement of Net Assets (concluded)
June 30, 2011

Liabilities and net assets

Current liabilities (due rpithir one year):
Accounts payable and accrued liabilities:
Trade payable and accrued liabilities
lntergovemmental payables

Accrued interests on bonds and notes payable

Total accounts payable and accrued liabilities
Unearned revenues

Cunent portion of long-term obligations:
Bonds payable

Notes payable

Compensaied absences

Total cuffent portion of loog-term obligations
Total cunent liabilities

Non-curreot Iiabiliti€s, excludiIlg curretrt portion
(du€ in more than one year) :

Non-curent portion ofliabilities related to restricted assets:

Bonds payable

Notes payable

Compensated absences

Estimated liability for municipal solid waste landfill
closure and post-closurc care cost

Total non-curent liabilities
Total liabilities

Net assels:

Invested in capital assets, net of related debt

Restricted for:
Debt service

Capital projects

Other purpose

Total rcstricted net assets

UIrestricted
Total net assets

$ 2,761,705

2,'723,44t

263,5',72

$ 761,800

81,962

59',7,248

8t7,252
r74,701
2't8,401.

Governmental
activities

$ s,748,718

1,743,502

1,441,010

8,933,210

t'7 ,7',73 ,300
1,1'77,8'72

1,812,593

1,563,3t4
24,38',7,079

31,320,309

32,023,670

1,2'70,354

(13 ,1 18,963)

$ 19,5?5,061

The accompanying notes to the basiclnancial statements are an integral part ofthis state en!-
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COMMONWtrALTH OF PUERTO RICO

MUNICPALITY OF YABUCOA
Statement of Activities

Fiscal Year Ended June 30,201 I

Expenses,

including
depreciation

expense of
$ 1,430,222

2,260,431

3,501,678
6,259,826

2,502,941

3,661,299

2,810,251

539,902

Program -
specific

oPerating
grants and

contributions

Program -
specific
capital

grants and

contributions

Net

(expenses)

ard changes

in net assets

Charg€s
for

Functions/proqrams

G o! er nnent a I ac t iv i t i es :

General govemm€nt

Urban and economic development

Health and sanitatioD

Public safety

Public housing and welfare

Culture, recreation and education

Interest on long-term obligations

Total governmental activities

n3,829-

52,11;

t,494,431
424,489

4,846

2,050,644
392,481

1268,200
22,948

I0?,791

715,830

55,21',7

410,06 r

Q,086,602)
(745,047)

(5,8r2,389)
(2,390,310)

(842,107)
(?,362,ssg\

(129,841)

(14,368,8s5)$ 21,542,340 226,541 4,366.891

Genoml revenues:

Taxes:

Propeny taxes

Municipal license taxes

Conslrucliorl excis€ taxes

Total tax reverues

Intergovemmental gran6 and contdbutions,

not restiicted to specific programs

Inlerests on deposits

Mhcellaneous

Total geneml revenues

Net increase in net assets

Nei assets, at beginning of liscal year

Net assets, at end of fiscal Year

The acconp,nyng notes to the basic fi ancial statenentt are ak idegral pa of &k statenent'

2,580,047

t-

s 7.484,085

3,692,ss6
384,02t
'730,497

't229r,1s9

2,099,2r3
164,201

902,076

15,456,649

\,081,794

18,481,26',1

s 19,s75,061

)
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CoMMONWEALTH OT PUERTO RJCO

MUNICIPALITY OF YABUCOA
Balance Sheet - Govemmental Funds

J'rne 30, 2011

Majorgovemmental funds

GeIIeral

tund

Debt

tund

Capital

improveBents

bond tund

Other
govemmental

funds

Total
govemmentrl

fundsAssets

Cash in commerchl banks

Account receivable, net of albwance

for doubtfu I accoxnts:

Taxes:

Properry taxes

Municipal license taxes

Consiruction excbe taxes

Sales and use ta,Yes

Accaied interesls on deposit

Intergovem,'nental gmnts and contribuiions

Due from other funds

Other receivabhs

Other assets

Restrbted assets:

Cash in commercial banla

Cash in f6cal agent

Prop€rty taxes recei!"able, net of reserve

for doubtful accounts

Totalassets

Liabilities

Accounts payable and accrued labililies

lntergovernmental payables

Due to other funds

Deferred relenles

Matured bonds due and payable

Matured interests due and payabb

Total liabilitbs

Futrd balanc€s (de fcits)
Nonspeodabh

Restricted

Assigned

Unassigned

Total tund balances (deficits)

Total liabilities and fund bahnces

$ 5,633,353 2,163,191 1,835,934 2,417,087 $ 12,049,s6s

i,597,134

122,4y)

s)02-

- 213,112

1,849,862 t,32r,533 5,i02 l,6t'7,97 10,794924

?6,459

1,044?80

1,103,721

97,8s3

6,349

102s7

2.0t3,767

1,r 89,824

17,r84

13,659

&
3),525

411,976

1,s99

696,6L

498,031

2,385

1215,181

4,857

l
1,834134

- $ 16!59

t,103:721

97,8s3

6,349

70257

1,663

2,14t 92s
2,099,831

19,569

13,6s9

12t5,182

4y'80,605

122,492

2,4t2949

2;rBA41

903253

r,820?r 9

21

1.077.800

243:t12

3s42t0

r,191355

'n,862

2J57,t59

2123,44t

2,099,83 r

1,89,081

1,077,800

r3,659

511 81r,658

322,1t3

1,830,832 ?99,484

13,659

3,172,s05

322,1I3

(2,552,812) ?6 (2 s52.716)

0116.509) 841.658 I,830,832 799,560 I255,54r

$ 5.633,3s3 2,163,191 1,835934 2!11981 $

The accompanying notes to the basic frna cial statenents are an integral part of lhis slalenenl.

20

12,049,565

I

I



CoMMoNwf,ALTH oF puERTo Rrco
MUNICIPALTTY oF YABUCoA

Statemerrt ofReveoues, Expenditues and Changes in Fund Balances (Deficits) - Govemmental
Funds

Fiscal Year Ended June 30. 201 I

Major governm€ntal funds

tund

Debt Capital
seryice impmyements
tund bond fund

Oth€r

tunds

Total

6,632,718

3.692,556

3U,02r

'7 !U985
3.692,5s6

384,O21

730t9',7

85)367

730497 -
r,439:792 85t,367 12.291.159

Municipal license iaxes

Construction excise taxes

Sahs and use raxes

Total tax r€venues

Intergovemmental granls and contriburions
Interests on deposits

Charges for servbes

Miscenaneous

Total revenues

Expenditures:

General govemnenr
Urban and economic devebpment
Heahh and sann"tim
Public safery

Pub[c housing and wefare
CuhEe, r€creation and €ducafion

Principal

Capkal outlays

Total expenditues

Reverues over (under) ep€ndihnes

other nnadcing sources (us€s):
ProceeG fi.om issuance ofhlds
Transfers fiom other firnds
TraBfers io orher fiDds

Total other financing sources (uses), ner
Net decrease in

tund bahnces (defrirs)

Fund balance (delicit) at begidning

Fund balance (defcit), at end ofyear

14,7325\9 1262,5a9 6,s85,109 22,650,at6

2, 9,895

91,m1
t73,829

942,016

4t 0,061

1,161

,1,,186

66,013

6)32391

52;718

9,066,833

164201

226,541

902,076
70499

1,t2gj8;
476976

t:t67,830
392181

1235,800

476;721

lql 15 - 443,3b5 2,\85.70 2.66a342
16,418,130 l;712.521 .l43jo5 5.952611 24 a466a1
1,705,5r r 449,932) (312,8Q6\ 632A78 (1,89s.811

3326,000 - 3,326,000
311,087 460,a4 l 60,868

2,091,989

2203,135

5507,889

2.327,986

1,7r8,508

2,242,at5

t33J08
67285

2,09'7 989
3,332.711

6,084,865

2,327,986

3386,338

2,635296

1,369,108

544,006

832,380
(!.)rla j (e<, ,oo.0l4, 

' 4j.o2ai ,812.180,
j.ll<.-44 d5o.o71 rbo.o,,r ,t8J.-<o. r..-()000

*et
t/
,626,

10,041

2269;109

444,122 r69

- T'ne accohpanying nates arc an integrat part of thb statene t. )1



C0MMoNWEALTH or PUERTo luco
MT,,NICTPALITY oF YABUCoA

Reconciliation ofthe Balance Sheet - Govemm€ntal Funds to Statement ofNet Assets
Fiscal Year Ended June 30- 2011

The amounts oagovemmental activities reported in the statemeni ofnet assets and ihe balance sheet-gove[unental firnds are
different for the following reasons:

Totalfund balances (deficits) reported in the balance sheeFgovemmental funds

Add (Deduco:

Capitsl assets used in govemmental acliviti€s are not considered available financial resources at
fiscal year-end, therefore, are not reported in the govemmental firnds. This is ihe carying amount
of capital assets, net ofaccumulated depreciation of$25,368,438 42,897,'19:,

Certain defened revenues in the govemmental funds are recogniz€d as rcvenues i:r the stal€meni
of aclivities. This is the amount of revenues measurable but not available at Jufle 3 0- 201 I for
iniergovernmental g.ants and contributions. 148,579

Debt issued by the Municipaliry has associated costs (debt issuance cosis) that are paid fiom
cwent available flnancial resources in the governmental funds. However these costs are deferred

in ths statement of net assets and reported net of accumulated amortization of $92,343. 41 .849

The following liabilities are not due (maturg in the cunent fiscal year, therefore, are not rcported

in the govemmental ftnds at June 30,201l:

Bondspayable (17,457,300)

Compeosated absences Q,469,841)
Estimated liability for municipal solid waste landfi ll closxrc and post-closure care cost (3,563 ,314)
Notes payable (1,259,834)

Accounts payable {4,546)
Accrued interest on bonds payable (19,860)

$ 1,255,541

$ 19,575,061Net assets-govemmenta, activities, as .eported ;n ihe statemera of net assets

fhe accanpanyin| notes b the basi,lruncial srctenens ore an inreg,al pat oI !hi, 5ta@npn!
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YABUCOA

Reconciliation of the Statement of Revenues, Expenditures, and
Changes in Fund Balances to the Statement ofActivities

Fiscal Year Ended June 30, 2011

Total net increase in fund balances reported in the ao 22 nying staiement ofrevenues,

- expenditures and changes in fund balances - govemmenral funds S 1,430,169

Add (Deduct):

- Governmental funds reporl capital outlays as expenditures. However in the statement ol
activities the cost ofthose assets is capitalized and allocated over their estimated useful
lives as depreciation and amortization expense. This is the amount by which capital outlay

- expendilures ($2,668,342) exceeded depreciation and amortization expense ($ I ,4 50,222)
for the fiscal year ended June 30,2011. 1,218,120

- Net change in delered revenues ofunavailable intergovemmental gmnts and contibutiofls
for the fiscal year ended June 30,2011. (20,682)

- The issrance ofbonds payable is reported as other financing sources in ihe governmental

funds, however, such issuances of bonds increase the long-term Iiability in the statement of
net assets. (3,326,000)

Repayment ofprincipal ofbonds payable is reported as an expenditure in the govemmental

funds, however, the repayment reduces the bonds payable liability in the statement ofnet
assets. 1,369,108

- The following op€rating expenses reported in the statement ofaclivities do not require the

use of current financial resources, iherefore, are not reported as expenditures in the
govemmenial funds:

- Net change in accrued interests on bonds payable 4,104

Amortization ol debt issue costs (4, I 9,

..- 
Net change in accured compensated abse.ces 41'7,1"10

Net increase in net assets, as reponed in the accompanying statemenl ofactivities $ 1,087,794
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CoMMor\r f,ALTH oF puERTo IUco
MUNICPALITY oT YABUCOA
Notes to Financial Statements

June 30,2011

1. Summary ofSignificant Accounting policies

The Municipality of yabucoa (the Municipality) is a locai municipal govemment constituted in the
Com.monwealrh ofPuerro Rico frh-e Comm;nw;alth). The Municlp'alitit u"irti l.gistutiue, A""a uoaa[ orher govemmental powers and responsibilitiesexpressly assigned by public Ac]t No. gL ofAugustJu. l9yl. as amended, known as A tonomous Municipalities Act of the Conmonwealth oJ pirto
nlco (Act No. 81). The Mun jcipatity is one ofseventy_iight municipitities Llaliy separatea tom theCommonwealth's govemment.

The Commonwealth s Constitution provides 
_ 

for the separation ofpowers ofthe executive, iegislative
and _judicial branches of the Commonwealth and the'municipaliiies. Ho\r"u"., th" Munici-pality,s
governmental system consists of executive and legislative branches only. A Mayor, elected everyfour years by the citizens, exercises the .*""rti* po*", of rf," U'r"i.ipafif. Ihe Municipal
Legislature, \rhose members are also elected every foui years, exercises tne tlgisl'ative powe. ofileMunicipality. The General Justice Court System olth€ aommonwealth, which- has j urisdiction over
the Muricipality, exercises the judiciary power.

The Municipaliry assumes either panial or full responsibility for providing services ro ils cirizens

:iliry,l: prlli" housing. welfare, pubtic safetl. heajrh. sanilarion. educaiion. rutrure. recrearion,
e0uc?tton. urban development, economic development, and many other fiscal, general anj
adminiskative services.

a) Financial Repo ing Modet

The accompanying basic financial statements prcsent the financial position and the results of
operations ofthe Municipality as a whole, and its various governmefltal funds as of and for the
fiscal year ended June 30, 2011, in conlormity with Accouniing principles cenerally Accepted in
the Unit€d States ofAmerica (GAAp), as prescribed by the Go"vemmental Accounting Standards
Board (GASB).

According 10 the financial reporting modet established by GASB Statement No. 34, Bartc
FinMcial Stotements and Management,s Dbcussion and Analqis _ for State and Local
Covernments {CASB No. l4). the required basic financial siatelne;r pres;nrarion applicable to
the Municipality is composed of the fo owing elements: (t) gJvernment-wide financial
statements (GWFS), (2) govemmental fund financial statements (bFFS), (3) notes to basic
financial statements, add (4) required supplementary infomation (RSi).

,4S1 consisis of: (l) a ManagemeDt,s Discussion and Analysis (MD&A) and (2) a budgetary
comparison schedule general fund. RSI is information presinted along wit}, but separate from,
the Municipality's basic fi nancial statemenrs.

MDM is a narrative rcport that introduces the accompanying basic financial statements and
provides aD analltical overview ofthe Municipality,s financial ictivities for the fiscal year ended
June 10, 2011. based on rhe Municipality,s knowl;dge ofthe transactions, events and conditions
reflecreo tn tne bas,c ttnancial srarements. The MD&A also highlights certain key fiscal policies
thal control lhe N,lunicipality s operation:.
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CoMMoNWEALTH oF PUERTo fuCo
MUNICIPALITY OF YABUCOA
Notes to Financial Statements

June 30,201i

Fihahcial Reporting Model (corrt)

Other supplementary information presented in this report for purposes of additional analysis
consists ofa budgetary comparison schedule - debt service fund.

On March 2009, the Municipality adopted the provisions of GASB Statement No. 55, Ifre
Hierarclry o/ Generally Accepted Accounting Ptinciples fot State cnd Local Gowmmenx (GASB
55), and CASB Stateme\tNo. 56, Codilcation ofAcco nting and Financial Reporting Gltidance
Contained in the AICPA Statements on Auditing.9ardardr (GASB 56).

CASB 55 incorporated the hierarchy of generally accepted accounting principles (GAAP) for
state and local govemments into the Govemmental Accounting Standards Board's (GASB)
authoritative literature. The requirements in this Statement codiry atl GAAP for state and local
govemments so that they derive from a single source.

GASB 56 incorporated into the Govemmental Accounting Standards Board's (GASB)
a[thoritative literature cerlain accounting and financial reporting guidance presented io the
American Institute of Certified Public Accountants' Statements on Auditing Standards. This
Statement addressed thrce issues not included in the authoritative literature that establishes
accounting ptinciples-telated party transactions, goiDg concern considerations, and subsequent

The adoption ofGASB 55 and GASB 56 did not have retroactive cumulative effects affecting rhe
accompanying financial statements as of July l, 2008, aod have not affected the financial
positions and th€ results ofoperations reported as ofand for the fiscal year ended June 30, 201l.
Accordingly, the accompanyi g GFFS have not reported any retroactive restatements or
reclassifications offund equities as ofJuly 1, 20t0.

Financ ial Reporl ifig E ntiy

The accompanying basic financial statements include all departments, agencies and municipal
operational units that are under the legal and admifiistrative control of the Mayor, and whose
financial resources are under the legal custody and control of the Municipality's Di.ector of
Finance and Budg€t, as prescribed by Act No. 8 I .

The Municipality's management has considered all potential component units (whether
govemmental, not-for-profit, or profit-oriented) for which it may be financially accountable and
other legally separate organizations for wh;ch the nature and significaDce of their relationship
with the Municipality may be such that exclusion oftheir basic financjal statements from those of
the Municipality would cause the Municipality's basic finaocial stat€ments to be misleading or
incomplete.

GASB Statement No. 14, The Financial Repoting Entity (GASB No. 14), as amended, has set
forth criteria to be considered in determining financial accountability for financial reporting
purposes. These criteria include appoiniing a voting majority of an organizatiolt's goveming
body a[d: (1) the ability of the Municipality to impose ils will on that organization or (2) the
potentiai for the organization to provide specific financial beoefits to, or impose specific financial
burdens on, the Municipality.

b)
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b)

CoMMoNWEALTH oF PUERTo RICo
MI]NICIPALITY oF YABUCoA
Notes to Financial Statements

June 30,2011

F inanc ial Reporlih g E nfi qt ko nt)

On July 1, 2004, the Municipality adopied the provisions of GASB Statement No. 39,
Detemining lyhether Certain Organizafiorls are Compotent llnits an Amendnent of GASB
Statement No.74 (GASB No. 39). GASB No. 39 states that certain organizations for which a
primary govemment is not financially accountable nevertheless warrant inclusion as part of ihe
financial repofting entity because of the nature and significalce of their relationship with the
primary govenrment, including their ongoing financial suppon ofthe primary govemment afld its
other component units.

According to GASB No. 39, a legally separate, tar-exempt organization should be reported as a
discretely presented component unit ofa repofting entity jfalJ ofthe following cnteria are met:

The economic resources received or held by the separate organizztion are entirely or almost
ertirely for the dir€ct benefit ofthe primary government, its component uniis, or its constituents.

The primary govemment! or its component units, is entitled to, or has the ability to otherwise
access, a majority ofthe ecooomic resources received or held by the separate organization.

The economic resources received or held by an individual organiztion that the specific primary
goveflrmeat, or its compooent units, is entitled to, or has the ability to otherwise aocess, are
s;gnificant to that primary govemment.

In addiiion, GASB No.39 states that other organizations should be evaluated as potential
component units if they are closely related to, or financially integrated with, the primary
government. Such types of entities may be presented as either blended or discretely presented
component units, depending upon how they meet the c teria for each specified in GASB No. 14.

The Municipality's management has concluded that, based on the aforementioned criteria, there
are no legally separate entities or organizations that should be reported as component units ofthe
Municipality for the fiscalyear ended June 30, 201l.

G ov er hme nl-tt ide F inanc ial S t ale rnzrllt

The accompanying GWFS are composed of: (1) the staiement ofnet assets and (2) the statement
ofactivities. These financial statemeots report information ofall govemmental activities of the
Municipality as a whole. These statements are aimed at presenting a broad overview of the
Municipality's finances by reporiing its financial position and results oaoperations using methods
that are similarto those used by most private businesses.

The focus of CWIS is on the operational accountability ofthe Municipality as a single ecooomic
unit and not on compliaDce with budgets, regulatory requirements or on the use of available or
currently expendable financial resources (refered to as fiscal accountability). Operatjonal
accountability is the Municipality's responsibility to report to the exrent to which it has met its
operating objectives elTiciently and effectively, using all .esources available for ihat prrpose. It
focuses on the Municipaiity's principal operating objective, which is to provide services to its
citizens.

c)
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CoMMoN.\trEALTH oF PUER?o RICo
MTINICIPALTTY oF YABUCOA
Notes to Financial Statements

June 30,2011

c) GolJemrnent- rifu Financial Statemehts (coftt)

The accompanying statement of net assets provides short-term and long-te.m information about
the Municipality's financial position by presenting all ofthe Municipality's assets and liabilities,
rrith the difference between these two items reported as <'net assets" (equity) anal/or accumulated
deficit. This statement assists management in assessing the level ofservices that can be provided
by the Municipality in the futurc and its abilify to m€et its obligatioos as they become due. In
addition, this statement reports the extent to which the Municipality has invested in capital assets
and discloses legal and contractual restrictions on resources-

Net assets are classified in the accompanying statement of net assets withia the following three
categories:

Invested in capital assets, net of r€lated debt - This net asset category consists of capital
assets, net olaccumulated depreciation and amortization, reduced by the outstanding balances
of bonds payable, notes payable and other debts ihat are attributed to the acquisition,
conshuction or improvement ofthose assets. For the purposes ofdete.mining the outstanding
debt attributed to capital assets, the total Iong-term debt related to the acquisition,
construction or improvement of capital assets has been reduced by any related unspent debt
proceeds and any related unamortized debt issuance costs.

Restricted net assets This net asset category consists ofnet resources restricted by extemal
parties (such as creditors, grantors, contributors, laws or regulatioLls of other govemments,
etc.), or net assets for which constraints are imposed by constitutional provisions or enabling
legislation. Enabling legislation consists of legislation that authorizes the Municipality to
assess, levy, charge or otherwise mandate payment of resources (from externai resource
providers). EnabliDg legislation establishes restrictions if it includes a legally enforceable
requirement that those ,esources be used only for the specific purposes stipulated in the
legislation.

The classification of restricted net assets identifies resources that have been received or
eamed by the Municipalit/ with all explicit understanding between the Municipality and the
rcsouce prcviders that the resources would be used for specific purposes. Grants,
contributions and donations are often given under those kinds ofconditions. Bond indentures
also often limit the use ofbond proceeds to specific purposes-

Irtemally imposed designations of resources, including earmarking, are not reported as

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

The Municipality has reported the following types of restricted net assets ii the
accompanying statement of net assets:

(1) Debt service Represent net resources available to cover future debt service payments of
bonds and notes payable.

(2) Grants ,nd contributioas - Represent net resources available from certain federal and
state grants, which have been set aside io can) out several programs-
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CoMMoNWEALTH oF PUERTO RTCo
MUMCIPALITY OTYABUCOA
Notes to FinaDcial Statements

June 30, 2011

c) Govemmenl-wide Fi aicial Slalemerrls (cont)

. Unrestricted Det lirbilities - This category consists of the excess of liabilities over related
assets (accumulated deficit) that are neither extemally nor legally restricted, neither invested
in capital assets- However, assets reported \vithin unrestricted net liabilities often are
designated to indicate that management does nol consider them to be available for general

opemtions. Assets reported within this category often have constraints that are imposed by
management but can be removed or modified.

When both restdcted and unrestricted resources are available for use, it is the Municipality's
policy to generally use reshicted resources first, and then unrestricted resources as they are
needed.

The accompanying statement of activities presents the Municipality's results of operations by
showing, how the Municipatify's net assets or liabilities changed during the fiscal year ended

June 30, 201l, using a net (expense) revenue format. This statement presents the cost ofeach
functiorl/program as well as the extent to which each oflhe Municipality's functions, programs or
other services either contributes to or d.aws from the Municipal;ty's geneml revenues (such as

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

A functior/progam desc bes a group of activities that are aimed at accomplishing a major
service or regulatory responsibility. The functions/p.ograms teported in the accompanying basic
financial statements are: (1) general governmeot, (2) urban and economic development, (3) public
safery, (4) health and sanitation, (5) culture, recreation and education and (6) public housing and
welfare. The governmeotal operations of the Muoicipality's depa(ments and operational units
a.e classified withjn the following functions/programs in the accompanying basic financial
statements:

General government:
Municipal legislature
Mayo/s office
Department offinaflce
Departnent ofplanning and budget
Depaltment of humal resources
Department of municipal secretary
Department of intemal audit
Department of public relations

Urban and economic development:
Department of public works
Department of tenitorial ordering
Department of building conservation

Public safety:
Department of emergency management civil defense

Departrnent of municipal police



COMMON$TALTH OF PUERTO IUCO
MUNICPALITY oTYABUCoA
Notes to Financial Statemeflts

June 30, 2011

Eealth and sanitation:
Department of health

Culture, recrestio[ and educatio[:
Department of sports and recreation
Departrnent oftoxrism
Depafiment ofeducation

Public housing and welfare:
Department of public housing
Department of federal programs
Department of citizen affairs

The statement of activities demonstates the degree to which program revenues offset direct
expenses of a given function/program or segments. Direct expenses are those that are clearly
identifiable witb a specific function, segment or operational unit. This statement reports revenues
in three broad categori€s: (1) program revenues, (2) general revenues and (3) special items.

Ptogfttm retrem)ei are generated directly from a progran itself or may come from parties outsid€
the MuDicipality's taxpayers or citizens. In the statement ofactivities, program revenues reduce
the costs (expenses) ofthe functioryprogram to arrive ati (l) the rlet cost ofthe function/program
that must be financed from the Municipality's general revenues or (2) the net program rev€nu€
that contribules to the Municipality's general revenues. The accompanying statement ofactivities
separately reports the following categories ofprogram revenues:

. Charges for services - These revenues generally consist of exchange or exchangeJike
transactions involving charges to customers or applicants who purchase, use or directly
benefit from the goods, services or privileges provided, or are otherwise directly affected by
the seflices. These revenues include fees charged for specific services, charges for licenses
and permits, and fines and forfeitures, among others.

. Progmm-specific operating and capital grants and contributions - These revenues
consist of transactions that are either mandatory or voluntary non-exchange transactions with
other govemments, organizations, or iidividuals that restrict the resources for use iu a
particular program. Operating grants and contributions consist of resources that are required
to be used to finance the costs of operating a specific program or can be used either for
opemting or capital purposes of a specific progmm. Capital grants and contributions consist
of revenues or resources that are restricted for capital purposes - to purchase, construct or
renovate capital assets associated with a specific program. Restricted operatiflg and capital
grants and contributions are progEm revenues because they are specifically attributable to a
progmm and reduce tbe net expense of thai program to the Municipality. They are reporled
net of estimated uncollectible amounts.

Genetal revenues arc lhe default category for reveflues. It includes all revenues and gains that do
not meet the d€finitiol of program revenues. Property taxes, municipal license taxes ard
construction excise ta-\es are reported as general rcvenues, All other non-tax revenues (inclading
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Notes to Financial StatemeDts

June 30, 201I

c) Covemmefil-\tide Finnrcial Stdernents (corrl)

unrestricted interest on deposits, grants and contributions not restncted for specific programs and

miscellaneous revenues) that do not meet the definition of progmm revenues are classified as

general revenues. Resources that are dedicated intemally by the Municipality are reported as

general revenu€s rather than as program revenues. A1l general revenues are reported net of
estimated uncollectible amounts, which are recorded as reduction of revenues rather than as

expenses.

Specral irezrr consist ofrcvenues arising lrom siglificant uansactions or other events lvithin ihe

cottrol ofmanagement that are either unusual in nature or infrequent in occurlence.

Tbe general govenmer, functioi/program rcported in the accompanying statement ol activities
includes expenses that are, in essence, indirect or costs of other functions/programs of the

Municipality. Even though some of these costs have been charged to certain funds in the GFFS

as indirect cost allocations permitted under some federal programs, the Municipality has reported

these indirect costs as direct expenses of the general govemment function. Accordingly, the

Mullicipality generally does not allocate general governmeDt (indirect) costs to other firnctions.

The effects of all inter-fund govemmental activities (revenues, expenditures and other financing

souraes/uses among govemmental funds) have been removed from the accompanying statements

ofnet assets and activities.

The Municipality classifies all of its activities as govenrmental activities in the accompanying

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

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

These governmental activities are also genemlly reported in the GFFS.

The Municipality has no fiduciary activities, which are those in which the Municipalily would be

holding or managing net assets for specific individuals or other external parties in accordance

with trust agreements or other custodial arrangements. ln addition, the Mun;cipality has no

operations o. activities that arc financed and ope.ated in a manner similar to private business

enterprises, where the costs of providing goods or services to the general public (expenses,

ircluding depreciation) is fimnced primarily through user charges; or where the goveming body

has decided that periodic determination ofrevenues eamed, expenses incurred, and/or net income

is appropriate for capital maiotenance, public policy, management control, accountability, or
other purposes.

d) Gotemmental Fund Financial Statemehts

A fund is a fiscal and accounting entity consisting of a self_balancing set of accounts used to

record assets, liabiliti€s and resjdual equities, deficits or balances, and chaoges therein, which are

segregated for the purpose of carrying on specific activities or attaining certain objectives in

accordance with GAAP and/or special regulations, restrictions or limitatioDs

The accompanying GFFS are composed ol (1) th€ balance sheet - govemmentai funds, and (2)

the statemetrt ofrevenues, expenditures and chalges iD fund balances governmental aunds

)
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d) Govemmeatal Fund Financial Stalements (cont)

Tiese financial statements report the financial position and results operations of theMunicipality's govemmental funds by presenting souices, uses and barances oi'current financial
resources. Some of these financial statements have a budgetary orientation and focus primarily
on: (l) .tl: Municipalityt major govemmental funds, as defined below, (2) the fiscalaccountability and (3) the iDdividual parts of rhe Munic;pality.s gor"*In"nt. fjscal
accountability rcpresents t[e Municipality,s responsibility tojustii that itiactions in the cunent
h,cal )ear have complied with public decisions conceming rhe raising and spend;ng of public
mofleys in the shon rerm (generally one fiscal ]ear).
The accompanyi.g GFFS segregate govemmental funds according to their intended purpose and
are rsed in demonstrating compliance with legal. financial anJ contracrual provisions. The
mrnrmum number of govemmenral funds is maintained con5istent with legal and self-imposed
ma-nagerial requiremenrs^established by the Municipality. On July 1, 20-09, the Municipality
adoptedlhepro\isionsofCASBStatementNo.54-tundBalonc?i?eportinpandCovernmenol
Fund rype Delnitions (GASB 54), which modified the inre rpreratioDs'of c ertain terms within the
definition ofthe special revenue funds and the types ofactivities the Municipality may choose to
report in those furds. GASB 54 also clarified tbe capital projects lund type deirnition for better
alignment with the need^s of preparers and L,sers. Difinitions ot ott,e. go;".nn;;trt funa ryp".also rere also modified for clarity and consistenc).

Pursuart to the provisions set forth by GASB 54, the Municipality reported the folloyr'ing
gov€rnmental funds in the accompanyirrg GFFSI

t Genercl fund - The general fund is rhe Municipality.s main operating fund and a major
govemmental fund, as defined below, used ro account for ail finaiclat resources and
govemmental activities, except for financial resources required to be accounted for in another
fund. It is presumed that the Municipality,s govemmental activities have been reported iD the
general fund except for transactions for which one ofthe following compelling reasons has
r€qlrired the use of another fund: (1) legal requirements, 121 CAei .equirements or (3) the
demands of sound financial administration requiring the uie of a govdmmental fund other
than the general fund.

. Debl service lund The debt service fund js a major governmental fund, as defined below,
used by the Mur cipality to account for the accumulattn of resorrrces for, ancl the payment
of, principal and interesr for: (l) bonds payable for which debt service paymeuts ari legally
mandated to be accounted for in a debt service fund and./or 12) bonds payable or any general
long-rerm debl for which lhe Municipal;ry is being accumulating financial resources in
advance to pay principal and interest payments matu;ing in future lears. During the fiscal
year ended June 30,2010, the financial activity accoun;d for in the debt service fund was
specifically related to bonds and notes payable.

The outstaflding bala[ce ofgeneral ]ong-term debts for whjch debt service paymerts do not
i,rvolve the advance accumulation of resources (such as uotes payable, otligations under
capitai leases, accrued compensated absences. accrued tegal claims and judgrients and the
federal_cost.disallowances) are olrly accounted for in thi accompanyini sf,tement of net
assets. The debt service payments ofsuch debts are generally accountei fo"r as debt service _
principal and debt service - interest expenditures in t-he geneia] fund.
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d) Govemmentd Fund Financi.ol Stalemenls (cont)

. Special rerehue landr - The special revenue funds are non-major govemmental funds, as
defined below, used by the Municipality to account for revenues derived fiom grants,
cofltributions or other revenue sources that are either self-restricted by the Municipaiity or
leeally restricted by outside padies for use in specific purposes (excepi for revenues that are
earmarked for expenditures in major capital projects which arc accounted for in the capital
project funds). The uses and limitations of each special revenue fund are specified by
municipal ordinances or federal and state statutes. However, resources restricted to
expenditure for purposes normally financed from the gereral fund are reported in the
Municipality's general fund provided that all applicable legal requirements are appropriately
satisfied. In this case, a special revenue fund to account for such kind oft.ansactions will be
used only iflegally mandated.

. Capital projeclt fundJ - Capital projects firnds is a major governmental funds, as defined
below, used to account for the financial resources used for the acquisition, const uclion or
improvement of major capital facilitjes and othe. assets. Significant capital outlays financed
from proceeds of general obligation, public improvement or special obligation bonds
accouoted for also in the capital projects funds.

The use of the capital projects funds has been reserved only for major capital acquisitions,
constuction or improvement activities that would distort financial resources trend data ifnot
repoded separately from the other Municipality,s operatiag activities. The routine purchases
oI rninor capitalize assers (such as furniture, office equipment, vehicles and other minor
capital assets or improvements) have been roported in the govertunental fund from which
financial resources were used for the payment.

The focus of the GFFS is on major govemmental funds, which generally represent the
Municipality's most important firnds. Accordingly, the Municipality is required to segregate
governmental funds between major and non-major categories within the GFFS. Major individual
goverlnental funds are repo(ed individually as separate columns in the GFFS, while data from
all non-major govemmental funds are aggregated into a single column, regardless offund type.

By definitiorL the Municipali8's general fund is always considercd a major govemmental filnd
for financial reporting purposes- In addition, any other governmental fund is classified as amajor
governme tal fund in the GFFS if its total assets, Iiabilities, revenues or expenditures of that
individual govemmental fund are at least l0 percent ofthe corresponding eleme[t total (assets,
liabilities, revenues or expenditures) for all governmental funds. For the purposes ofappLying the
aforementioned major fuad criteria, no eliminations of inter-fund balances have been made.
Total revenues for these purposes means all revenues, including operating and non-operating
reveDues (net ofallowances for uncollectible accounts), except for other finaocing sources. Total
expenditures for these purposes mean all expenditures, including operating and noo-operating
expenditlr.es, excepi for other financing uses_

Based o[ the aforementioned criteri4 the Municipaiity,s major govemmental funds reported in
the accompanying GFFS are: (1) the general fund, (2) the debt service fund, and (3) the capital
improvements bond fund.

32



CoMMoNwEALTtI oF PUERTo fIICo
MUNICIPALITY oF YABUCoA
Notes to FiMncial Statements

June 30,201I

d) Gover merrlol Fuhd Financidl Stalements (cont)

The capital improvements bond fund is a
receipts and disbursements of the proceeds
permanent improvement serial bonds used
major capital facilities and assets.

major capital projects fund used to account for the
arising from the issuance of general obligation and
in the acquisition, construction or improvement of

The acoompanying GFFS are accompanied by other statements and schedules required by GAAP:
(1) the reconciliation ofthe balance sheet - govemmental funds to the statement ofnet assets, and
(2) the reconciliation of the statement of revenues, expenditurcs and changes in fund balarces -
governmental funds to the statement ofactivities.

e) Measurehent Focus and Basis ofAccounting

Government-wide financial statemetrts The accompanying CWFS are prepared usi.g the
economic resources measurement focus and the accrual basis of accounting. Subject to the
additional rules and limitations detailed below, revenues (including interest on deposits) are
generally recorded when eamed and expenses are generally recorded when a liability is incuned,
regardless ofthe timing of related cash flows.

All revenues, expenses, gains, losses, assets and liabilities resulting from exchange and exchange-
like transactions are generally recorded when the exchange takes place. In exchange transactions,
each parly to the transactioo receives and gives up essentially equal values. An exchange-like
transaction is one in which there is an identifiable exchange and the values exchanged, though
related, may not be quite equal. Nev€rtheless, the exchange characteristics ofthe exchange-like
tunsaction are strong enough to justify treating it as an exchange for accounting purposes
(examples include certain charges for services and miscellaneous revenues, which are record€d as
revenues when collected because they are generally not measurable until actually received).

All revenues, expenses, gains, losses and assets resulting from non-exchange transactions are
recorded using the criteria set forth by GASB Statenent No. 33, Accounting and Financial
Reportingfor Non-exchange Tratsactions (GASBNo. 33). GASB No. 33 estabiished accounring
and reporting standards for non-exchange transactions involving cash and financial or capital
resources (for example, most taxes, gants and private donations). In a non-exchange transaction,
the Municipality gives (or receives) value without directly receiving (or giving) equai value in
r€tum. This is different from an exchaDge kansaction, in which each party receives and gives up
essentially equal values. Accordiry to GASB No. 33, the Municipality groups its non-exchange
faDsactjons into the following four classes in the accompanying basic financial statements: (a)
derived tax revenu€s, (b) imposed non-exchange revenues, (c) govemment mandated non-
exchaDge transactions, and (d) voluntary non-exchange transactions.

ln the case of derived tax revenue transactions! which result from assessments the Municipality
places on exchange transactions, receivables and revenues are rccorded when the underlying
oxchange has occuned.

ln the case ofimposed non-exchange revenue transactions (such as property taxes and municipal
license taxes), which result from assessments made by the Municipality on nongoveromental
entities, including individuals, other than assessm€nts on exchange transactions, receivables are
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e) Measurcment Focus ahd Basb ofAccounting (coht)

genenlly recorded in the period when an €nforceable legal claim has arisen. property taxes and
municipal license are genemlly recorded as revenues (n;t of amounts considered not collectible)
in the fiscal year when resources are required to be used or the first fiscal year that ttre use of the
resources is permitted.

Gov€rnment-mandated non-exchange transactions (such as grants and contributions) rcsult when
a government at one level (such as the federal or state govemment) provides resources to the
Municipality and the provider govemment requires the Municipality to use thos€ resources lbr a
specific purpose or purposes established in the provider,s enailing legislation. In these type of
faDsactions, receivables and revenues are generally recorded wtrin at etigibitity.equiremeflts
imposed by the provid€r have been met. Forihe majority ofgrants, the Muniiipality must expend
resources on the specific pupose or project before the provider reimbuises any amounts.
Revenue is, therefore, generally recognized as qualifying reim_bursable expenditures are incurred.

Vohntary non,exchange transactions (such as donations and certa;n grants and entitlements)
result f.om legislative or contractual agreements, other than exchanges, ;illingly entered into by
two or more parties. In these types of transactions, receivables and revenues are generally
accounted for in the same manner as government-matdated non-exchange transactions discussed
above- Events that are neither exchange nor non-exchange transactionJare recorded when it is
probable that a loss has been incurred and the amount ofloss is reasonably estimable.

Receipts ofany type ofrevenue soMces collected in advance fo. use in the following fiscal year
are recoded as deferred (unearned) revenues.

According to GASB No. 34, all general capital assets and the un_matured long_term liabilities are
rccorded only in the accompanying statement of net assets. The measuremen;focus and the basis
ofaccounting used in the accompanying GWIS differ significantly from the measurcment focus
and basis of accouoting used in the preparation of thi accompanying GFFS. Therefore, the
accompanying GFFS include reconciliations, as detailed in the accompanying table ofcontents, to
better identii, the relationship between the GWFS and the GFFS.

Governmental fund financial statements - The accompanying GFFS are reported usiflg the
curent financial resources measurement focus (flow of current financial resourcesy and the
nodified accrual basis of accounting. Accordingly, the accompanying statement of revenues,
expenditures and changes in fund balances govemmental funds, reporL changes in the amount
of financial resources available in the near luture as a result of tr;sactions ind events of the
fiscal year reported. Therefore, revenues are generally recognized as soon as they are both
measurable and available. Revenues are considered to be available when they are collectible
withio the cuffent fiscal year or soon enough thereafter to pay liabilities ofthe c;rent fiscal year.
For this purpose, the Municipality considers most revenues io be available ifcollected wirh;90
days after June 30, 2011, excepr for property taxes for which the availability period is 60 days.
Revenue sources not meeting this availability criterion or collected in advance are recorded as
deferred (uravailable) r€venues at June 30,201i.

The principal revenue sources considered susceptible to accrual include property taxes, municipal
license ta-res, constrlrction excise taxes, intergovemmental grants and contriLutions, interest on
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e) Measururnent Focus Md Bosis oJAccounring (cont)

deposits and charges for services. These principal revenue sources meet both measurability and
availabiliry criteria in rhe accompanying GFFS, except for amounts recorded as deierred
(unavatlabie) revenues,

In a manner similar to the GWIS, but subjecr to and limited by the availability criteria discussed
previously, all revenues, expenses, gains, losses, assets and iiabilities resultiDg frorn exchange
and exchange-like transactions are also generally recorded when the excha-nge takes place.
Accordiugly, certain charges for services and miscellaneous revenues are recorJed as revenues
when collected because they are generally not measurable until actually received.

All revenues, expenses, gains, losses and assets resulting from non_exchange transactions are
recorded in a similar manner to the CWFS, using the previously discussed ciiteria set forrh by
GASB No. 33 for non-exchange tra$adions, but subjeci to and limited by the availability criteria
discussed above. Accordingly, property ta.x and municipal license tax receivables are also
generally rccorded in the fiscal year when an enforceable legal claim has arisen while property
tax and ffunicipal license tax revenues (net of amounis considered not collectible) are also
generally recorded in the fiscal year when resources are required to be used or the first iscal year
that the use ofthe resources is permitted. Receivables and reyenues f.om federal and state gmnts
and contributions, donations and entitlements are also generally recorded when all eligibility
r€quirements imposed by the provider have b€en met (generally, as qualifying reimbursable
expenditures are incurred).

Interest on deposits is recorded when earned only ifcollected within 90 days after the fiscal year_
end since these revenues would be considered both measurable and avaihble.

Pursuant to dre provisions of GASB I[terpretation No. 6, Recognition and Medsurement of
Certain Liabilities and Expenditures in Govemmental Fund Fina;cial Statements (GASBI N;_
6), in the absence of an explicit requirement (i.e., the absence of an applicable modification,
discussed below) the Mun;cipality generally accrues a governmental irnd liabilify and an
expenditure (including salaries, professional services, supplies, utiiities, etc.) in the period jn
whichlhe govemment incurs the liability, to the extent thai ihese liabilities are normally expected
to be liquidated in a timely manner and in lull with cunent available financial resources. GASBI
No. 6 rnodified the recogoitiort criteia for certain expenditu.es and liabilities reported under the
modified accrual basis of accounting prior to GASB No. 34, and clarified a number of situations
in which the Municipality should disringuish between governmental fund liabiliries and general
long-tem1 liabilities. Therefore, the accompanying balance sheel - governm€ntal funds ge;erally
reflects assets that will be converted into cash to satisfy current liabiities. Long-term assets and
those assets that will not be converted into cash to satisi/ cunent liabitities are generally not
accounied 1or in the accompanying balance sheet - governmental funds. At the sam; time, long_
term liabilities (gererally, those un,matured that will not require the use of current financiil
resources 10 pay tltem) are not accounted for in the accompanying balance sheet _ governmental
funds.

Modificatiolls to tlre accrual basis ofaccounting in accordance with GASB No. 6 include:
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PriDcipal aDd interest on bonds payable are recorded when they mature (when payment is
due), except for principal and interest due or July l, 2011, wlich have'been recorded as
govemmental fund liabilities at June 30, 2011, which is the date when resources are available
iil the debt service funds (generally, June 30).

Not€s payable, obligations under capital leases, and compensated absences are recordeal only
when they mature (when payment is due).

Certain accounts payable, intergovemmental payables and other accrued liabilitjes not due
and payable or not normally expected to be liquidated in full and in a timely manner with
available and expendable financial resources are recorded in the accompanyi;g statement of
net assets. Such liabilities are recorded in the governmental funds when they m;ture.

Executor purchase orders and contracts are rccorded as a reservation of fund balance in the
GFFS,

The measurement focus of the GFFS is on decreases of net financial resowc€s (expenditures)
mther than expenses. Most expenditures are measurable and are recorded when the related
govem.dental lund liability is incurred. Allocation of costs, such as depreciation anal
amortization, are recorded in ihe accompanying statement ofactivities, but are not recorded in the
accompaoying GFFS.

J) Stewdrdship, Conpliance a tl Accoufttabilitt)

Budgetary Control

According to Act No. 81, the Mayor and its Administrative Cabinet prepare annual budgets each
fiscal year for the Municipality's general furd and debt service funi. Sucl legally adopted
budgets are based on expected expenditures by program and estimated resources by source. The
annual budgets are developed using elements ofperformance-based program budgeting and zero_
based budgeting, and include estimates of revenues and other resou;s ior the ensuing fiscal year
under laws and regulations existing at the time the budgets are prepared.

The Mayor must submit, for each fiscal yeai commencing on July l, an annual budgetary
resolution project (the Project) to the Commissioner ofMunicipal Affairs of the Commonwealth
(the Commissioneo and the Municipal Legislature no later than the immediately preceding May
19 atrd May i5, respectively. The Commissioner preliminarily verifies that the project complies
with all the applicable laws and regulations and may provide commeats and sugg;sdons t; the
Mayor on or before the immediately preceding June 13.

TIe Municipal Legislature has l0 business days, up to the immediately preceding June 13, to
discuss and approve the Project with modifications. TIle Municipat Legisiature may amend the
budgets submitted by the Mayor but may not increase any items so far to cause a deficit without
imposing taxes or identit/ing otlier sources of revenue to cover such deficiL After the Municipal
Legislature modifies and preliminarily approves the project, the modified project is sent back to
the Mayor for his approval or rejection within 6 days. Tlre Mayor may decreasi or elimilate any

e)
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A Sk,a ship, Cornpliance and Acco untabili't (cont)

line item but may not increase or insert any new line item in the budgets. The Mayor may also
veto the budgets in their entirety and retum it to the Municipal Legislature with his objections. If
the Mayor rejects the Project, &e Municipal Legislature will have up to 8 days to adopt or reject
the recommenalations or objections of the Mayor. The approved Project is sent again to the
Mayor, which then would have 3 days to sign and approve it.

If the budgets are not adopted prior to the end of the deadlines referred to above, the annual
budgets for the preceding fiscal year, as approved by the Legislature and the Mayor, are
automatically renewed for the ensuing fiscal year until the Municipal Legislature and the Mayor
approve new budgets. This regulation permits the Municipality to continue doing payments for its
operations and other purposes until the new budgets are approved.

The annual budgets may be updated for any estimate revisions as well as fiscal year-end
encumbrances, and may include any additional information requested by the Municipal
Legislature. The Mayor may request subsequent amendments to the approved budgets, which are
subject to the approval ofthe Munic;pal Legislature.

The Municipality's Department of Finance and Budget has the responsibility to ensure that
budgetary spending control is maintained. For day-to-day management contlol purposes,
expenditures plus encumbrances may not exceed budgeted amo0nts at the expenditure-type level
of each cost center (activity within a program within a fund). The Mayor may kansfer
unencumbered appropriations within programs within funds. The Municipal Legislature may
transfer amounts among programs within and among funds.

The legal level of budgetary control (i.e., the ievel at which expenditures may not legally exceed
appropriation) is at the firnctioi/progmm level (general govemment, urban and €conomic
developmenE public safety, health and sanitation, culture, recreation and education, and public
housing and welfare) within a fund.

Under the laws and regulations of the Commonwealth, the appropriations made for any fiscal
year shall not exceed the total revenue, including available surplus, estimated for said fiscal year
unless the imposition oftaxes sufficientto cover said apprcpriations is provided.

Budeetary Accountins

The Municipality's annual budgets are prepared using the budgetary (statutory) basis of
accounting, which is not in accordance with GAAP.

According to tle budgetary basis of accountiDg, revenue is generally recorded when cash
rcceived. Short-term and long-tem borrowings may be used to fmance budgetary excess
expendifu res over rcvenues.

The Municipality uses ellcumbrance accounting to record the full amount ol purchase orde$,
contracts and other commitments of appropriated resources as deductions from the appropriation
prior to achral expenditure. In the govemmental funds, encumbrance accounting is a significant
aspect ofbudgetary control. Accordingly, expenditures are generally recorded when the related
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expenditure is incurred or encumbered. Available appropriations and encumbrances are
established to lapse olle fiscal year al]er the end of the fiscal year. Amounts required settling
claims and judgments against the Municipality, and certain other liabilities, are not recognizei
until they are encumbered or otherwise processed for pa)ment. Unencumbered appropri-ations
and encumbrances lapse at fiscal year-end. Other appropriations, mainty caiiLl'projects
appropriations, are continuing accounts for which the M;;icipal Legislature has authorized that
an unspent balance from the prior year be carried forward ard made availabre for cunent
spending.

The accompanying budgetary comparison schedule - general fund and the budgetary comparison
schedule - debt serrice fund provide information abolt the general and dJbt service funds,
original budgets, its amendments, and the actual results ofoperations ofsuch major govemmental
funds wder the budgetary basis of accounting for the fiscai year ended June 3-0, Z0 I I . Further
details of the Municipality,s budgetary control at the legal level may be obtained from the
Budgetary Liquidation Report for the fiscal year ended Jun; 30, 2011, which is prepared by the
Municipality's Department of Finance. Copies of that report may be obtained Uy wrlting to ttre
Municipality's Director of Finance.

Because,,accounting principles applied for the purposes of the developing data on a budgeiary
basis dilrer significantly f.om those used to presentihe govemmental fu;d-financiai statements in
confonnity with GAAP, a reconciliation ofthe differen;es between the general and debt service
funds' budgetary bases and GAAP actual amounts are presented at the iottom of the respective
budgetary comparison schedules.

g) Unresticted and Reslricte{l Depotils

The Municipality's deposits are composed oa (1) cash on hand, (2) demand deposits in
commercial banks, and (3) demand deposits in the Govemment Development Bank for puerto
Rico (fiscal agent).

Under the laws and regulations of the Commonwealth, public firnds deposited by the
Municipality in commercial banks must be fully collateraliz;d for the amounts deposiied in
excess ofthe federal depository insurance generally provided by the Federal Deposits Insurance
Corporation (FDIC). Agents designated by the Commonwealth,s Secretary ofthe Treasury, but
not in tlle Mmicipality's name hold all secu ties pledged as collateral.

Cash in fiscal agent in the geneml fund, amounting to g 1,044,2g0 consjsts ofunspent proceeds of
bonds, which are restricted for the payment ofaccounts payable to suppliers.
Cash in fiscal agent in the debt service fund consisls of cash related to property tax collections
amounting to 91,597,134, which is restricted for the payment ofthe Municipality's debt service,
as required by law. Cash in fiscal agent in the capital improvements bond fund, amounting to $
1,834,334 consists of unspent proceeds of bonds, which are restdcted for the acquisition,
construction or improvemelt of major capital assets.
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Unrestricted and Retticted Deposits (coht)

Restricted cash in commercial bank in other govemmental funds, amounting to $l,2l5,lgl
reprcsents mainly the balance of interest and non-interest bearing accounts .estricted ao finance
the operations of certain federal and state funded programs.

Cash equivalents coosist of certificates ofdeposit with original mafurities ofthree months or l€ss
that are available to fnance generai operating expenses, including the acquisition, construction or
improvement of major capital assets.

Ufirest cred and Restricte.l Accounts Receivable

Accounts receivable consist ofall r€venues eained but not coll€cted at June 30,2011. These
accou s receivables are stated net of estimated reserved for doubtful accounts, which are
determined based upon past collection experience, historical trends, current economic conditions
and the periodic aging ofaccounts receivable.

Activities among goverflmental funds that are representative of lending/borrorring arrangements
outsta[ding at the end of the fiscal year are referred to as .due to/fr-om other iunds,, (i.e. the
curent portion of inter-fund Ioans) or..advances to/from other funds,, (i.e., the non-current
portion of inter-fund loans), as applicable. All other outstanding balances between funds are
reported as "due to/from other funds."

Invenlories dnd Other Cu ent Astets

lnventories consist of construction materials anal inventories of office sopplies, food and
medicines, which are held for coosumption. Other curent assets consist of piepaid expenses.
Generally, inventories are capitalized (consumption method) and stated at cost_us;g the firsFin,
fiNtout method (FIFO) in rhe GWIS and GFFS
Defened Charges

D-eferred charges in the accompanying statement of net assets consist ofbond issuanc€ costs, net
of accu&ulated amortizatiolr. Deferred charges are amortizeal over the t€rm of the related debt
using the straight-line method. In the GFFS, bond issuance costs are recorded in the current
period as expenditures, whether or not withheld from the actual debt proceeds received.

Capital Assels

Capital assets used in goverffnental activities include land and land improvements, buildings,
skuctu.es aod building improvements, machiDery and equipment (including equipment held
under capital leases), fumiture and fixtures, ijcensed vehicles, constructio; in pr;gess, and
infrastructure. These assets are capitalized and reported in the accompanying staiemenr ofnet
assets. Infrashucture asseb are generally stationary in nature and include roads, bridges, streets
and sidewalks, drainage systems and other similar asse6.

For financial reporting purposes, the Municipality defines capital assets as assets with an
individual cost basis of$500 or more at the date ofacquisition, construcaion or improvemen! and
with us€tuI lives extending beyond one year. All asseis with individual costs undei g500 or with

h)

)

k)
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useful lives not exceeding one year, are charged directly to expense in the govemmenlwide
statement of activities. In th€ govemmental funds, all capital assets are recorded as capital
outlays (expenditures), while all assets with individual costs under $500 are recorded as
expenditures in the corresponding function/progam identified with the asset.

In the statement ofnet assets, all capital assets are recorded at cost o. estimated historicar cost if
actual cost was unavailable, except for donated capital assets, which are recorded at their
estimated fair value at the date ofdonation. Estimated historical costs based on deflated current
costs were used to vaiue a significant portion ofthe inftasiructure constructed or acquired prior to
June 30,2003 and certain lands, buildings, structures and building improvements. The method
used to deflate the current costs with an approximate price inder was used only in the case of
certain items for which the historical cost documentatio[ was not available. Acual historical
costs were used to value the infrastructure acquired or constructed after June 30, 2003 as wel as,
construction in progress, machinery and equipment and licensed vehicles acquired prior or after
such date.

Major outlays for capital assets and improvements are capitalized in the statement ofnet assets as
projects are constructed. The costs of normal maintena;ce and repairs that do not add value to
the asset or materially extend capital asset lives are not capitalized.

Depreciation and amortization expense is recorded only in the govemmerlt-wide statement of
activities. However, there is Do depreciation or amortization recorded for land and construction
in p.ogrcss. Depreciable capital assets are generally depreciated or amortized over their
estimated useful lives under the straight-line method, except for machinery and equipment held
uoder capital leases which is depreciated over the shorter of its estimated useful liie or the lease
term. The estimated useful lives ofmajor capital asset catego esare:

Land improvements
Buildings, structures and building improvements
Infrastructure
Motor vehicles
Fumiture, fixtures, machinery and equipment,

excluding those held under capital leases
Equipment held under capital leases

Years
20

30 to 50

20 to 50

5

5to20
3to5

Depreciation and amortization expense of capital assets is recorded as a direct expense of the
functior/progmm specifically identified with the asset. Depreciation and amortization of
infrastructure is not allocated to various functionyprogams but reported as dircct expenses ofthe
urban and economic development function.
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l) Defened Revenues

In the GFFS, defeffed revenue arises ]vhen one ofthe following sihrations occur:

. Potential rcvenue does not meet both the ..measumble,, 
and ,,available,, cdteria for reven'e

recognition in the curent period (reported as .earned but unavailable revenue,, ln lhe
accompanying balance sheet-govemmental funds). As previously discussed, available is
defifled as due (or past due) at June 30,2011 and collicted wirhin 90 days (60 days for
prTerty taxe9 thereafter to pay obligations due ar June 30. In subsequeni periods, when
both criteria (measurable ard available) are met, the liability for deferred revenue is rcmoved
and revenue is recognized,

. The Municipality receives resources before it has a legal claim to them (.eported as
"unearned.reyenue'in the accompanying balance sheet_go-vemmental funds;. In subsequent
periods, when the revenue recognitlon criterion is met, the ljabilify for defered revenue is
removed and re!enue is recognized.

Deferred r€venues at the govemment-wide levol arise only when the Municipality receives
r€sources before it has a legal claim to them (reported as ,1neatned reyenue,, in the
accompanying statenent ofnet assets). No "earnetr but utlavailable revenue" is accornted fot in
the accompanying statement ofnet assets.

,n) Co mp ens a:t ed Abs ences

Compensated absences arc accounted fot unaler the provisions of Stat emert No. 16i Accounting
for. Compensated Absences, issued by GASB (GASB No. 16). CompeDsated abs€nces include
paid time off made available to employees in connection with vacation, sick leave and
compensatory time. The liability for compensated absences recorded in the accompanying
statement ofnet assets is limited to leave that (i) is attributable to services already rendirerl oi
o_r b€fore June 30, 2011 and (2) is not contingetrt on a specific event that is outside the control of
the Municipality and the employee (such as illness). Compensated absences that relate to future
services o. ar€ contingent on a specific event outside the control ofthe employer or the empioyee
are accounted for in the period wheo those services are rendered or those events take place.' 

'

The liability for compensated absences includes salary-related costs, which are directly and
incrementally related to the amount ofsalary paid to thi employee (such as employer,s share of
socialsecurity taxes and Medicare taxes).

The vacation policy ol the Municipality provides for the accumulation of regular vacations at a
rate of 2.5 da)s per month 110 days per fiscal year) per employee. Employees-accumulate regular
srck leave al a rate of L5 days per month (18 days per fiscal year). Employees accumulate
compensatory time at a rate of 1.5 times the overtime worked. All vacation anj sick leave davs
accumxlated by employees in excess of30 days and 90 days, respectively, are paid to employe'es
each fiscal year, if not consumed, as required by law. In the case of'compensatory time, the
excess of240 hours is paid to employees each fiscal year, ifnot consumed.

Upon temination ofemployment, an employee receives compensation for all accumulated unpaid
regular vacation leave at the cufent rate. In the case ofregular sick leave, ifthe employee
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m) Compensated Absences (cont)

terminates his or her employment before reaching 10 years ofservices, such regular sick leave is
not paid to the employee, if not consumed. In addition upon temination of employment, an
employee does not receive compensation for compensatory time, if not consumed previously.

Afier 10 years of services, any regulat sick leave balance is pa;d to the employee. Accumulated
vacation time is fully vested to the employee at any time.

The liability for compensated absences is reported in rhe statement ofnet assets. A liability for
compensated absences is reported in the GFFS oDly when matured (when payment is due), for
example, as a resuli ofemployee resignations or redrements,

n) Long-terrn Debt

The lorlg-term l;abilities reported in the accornpanying statements of net asseis include the
Municipality's bonds payable; notes payable, obljgations under capital leases, accrued
compensated absences and accrued legal claims andjudgments.

All long-term debt to be repaid from govemmental resources is reported as liabilities in the
accompanying statement ofnet assets. Principal and interost payments on bonds due on July 1,
2011 have been recorded as govemmental fund liabiliiies in the GFFS when rcsources were
available in the debt service fund (June 30, 201l). In the CFFS, the face amount ofdebt issued
(goss debt reported) is reported as other financing sources when issued.

In the GWFS debt issuance costs have been capitalized and reported as deferred charges, which
are being amortized under the straight-line method over the life ofthe debt. In the GFFS, such
costs are recorded as expendifures as incurred.

For non-interest bear;ng notes payable the Municipality has rccorded such notes at presenl value
with an imputed interest mte that approximates the rate that would have been used, using the
same terns and conditions, if it had been negotiated by an indep€ndent lender. In the
accompanying statement of net assets, such notes payable are reported net of the applicable
unamortized discount, which is the difference between the present value afld the face amount of
the noaes. The discount is amortized over the life ofthe notes using the effective interest method.
Amortization ofthe notes discount is rccorded as part of interest expense in the statement of
activities. In the GFFS, notes discount is rccognized as other financing uses during the curent
period.

o) Leases

The Municipality classifies its lease agreements either as operating or capital leasgs obligatioN
according to Statement No.l3, Accounting Jor Leases, issued by linancial Accou ing Standards
Board (FASB No. i3). Capital lease agreements are generaliy non-cancelable and involve
substance over form, the fansfer of substantially all b€nefits and risk inherent in the ownership
ofthe leased property, while operating leases do not involve such hansfer. Accodingly, a capital
lease involves the recording ofan asset and a related lease obligation at the inception ofthe lease.
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o) LeLtes (cont)

Accordirg to FASB No. 13, the Municipality classifies a leas€ agreement as a capital lease if at
its inception the lease meets one or more ofthe following foLrr criteria:

. By the end of the lease telm, owne.ship of the Ieased property is transfered to the
Municipality.

The lease agreement contains a bargain purchase option.

Th€ lease term is substantially equal (75 percent or more) to the estimated useful life of the
leased property.

. At ihe inc€ption ofthe lease, the present value ofthe minimum lease payments, with ceftain
adjustments, is 90 percent or more ofthe estimated fair value ofthe leased property.

Although the Municipality is prevented legally fiom entering into obligations extending beyond
one fiscal year, most capital lease agreements entered by the Municipality contain fiscal funding
clauses or cancellation clauses that make the contiauation of the agreemeflts subject to future
appropriations. Leases that meet at least one ofthe aforementioned four criteria, and have a fiscal
funding or a cancellation clause, have be€n accounted for as capital leases in the accompanling

GWFS, sinc€ the likelihood of invoking the provision is considered remote. The Muricipality,s
leas€ agreemeBts do not iBclude contingent rental paymeDts or escalation clauses.

IIl the GWIS, the obligation under capital leases is recorded at the lesser of the estirnated fair
value ofthe leased property or the pres€nt vaiue ofthe minimum lease payments, exciuding any
potion representing executor costs and profit thereon to be paid by the l€ss€r. A portion of each
minimum lease payment is allocated to interest expense and the balance is applied to reduce the
lease obligatior using the effective interest method.

In the GFFS, the net present value ofthe minimum iease payments at the inception ofthe capital
lease, if applicable, is recorded simultaneously as: (l) expenditures and (2) other financing
sources. Minimum lease payments are recorded as expenditures in the CFFS.

p) Accou tingfot Pe sion Costt

For the purpose of applying the requirements ol GASB Statement No. 27, Accounti g for
Pensions by State and Local Coyernment EnploFts (CASB No. 27), the Commonwealth is
consid€red to be the sponsor of the Employees' Retirement System of the Govemment of the
Commonwealth of Puerto Rico (formerly Employees' Relirement System of the Govemment of
Puerto Rico and Its Instrumentalities) (ERS) and System 2000, a multi-employer cost-sharing
defined benefit pension plan and a hybrid deflned contribution plan, respectively, in \rhich the
employees ofthe Municipalibi participate. The Municipality is consjdered a participant, and not a
sponsor, of these rct ement systems since the majority ofthe participants in th€ aforementioned
pension trust funds are employees of the Commonwealth and the basic financial statements of
such retir€ment systems are part of the financial rcporiing entity of the Commonwealth.
Accordingly, no portion ofthe net pension obligadon CNPO) related to ERS has been allocated to
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p) Accoanling for Pension Coslt (cont)

th_e_Muiicipality in the accompanying basic financial statements. The basic financiar statements
ot the L ommonwealth report the total amount ofthe n€t pension obligation ofERS, including any
amount that may correspond to the Municipality. The Municipditf accounts for pension_costs
from the standpoint of a participaot in a muliiple_employer 

"o.t+ha.ing fian_ accoraingty,
pension costs recognized in the accompanying basij financial statemJtt's are equal to the
slatutorily required contributions, with a liability recorded for any unpaid required contributions.

q) Risk M.tnager ent

The Municipality caries commercial insurance covering casualty, theft, tort ciaims and other
losses. Insurance poiicies are negotiated by the Commo-nwealth,i-Department of Treasury (the
Departrnent of Treasury) on behalf of all municipalities of ?uerto i.ico. The Departmini of
Treasury pays the insD.ance premiums on behalf ofthe Municipality and then is reimbursed each
fiscal year throu€h monthly equal payments deducted from the Mu;icipality,s gl-oss properry ra-x
collections made by the Municipal Revenue Collection C"rt". fCRfM,i by lb"Sp;nish
agronyms), a govemmental entity responsible for billing and collecting property taxes on behalf
ofall municipalities of Puerto Rico.

The Municipaliq, caries insura0ce coverage for death and bodily i,rjuries caused by automobile
accidents. This insurance is obtained through the Autom;bil; Accidents Compensation
Administration (ACAA), a component unit of the Commonwealth. This insurance is colnpulsory
for all licensed vehicles used on public roads and hjghways in puerto Rico. The annual piemium
applicable at June 30, 2011 is $35 per licensed motoi vehicle, which is paid directly to ACAA.

The Municipality obtains worke6, compensation insurance coverage through the State lnsurance
Fund Corporation (SIFC), a componenr unit of the Commonwialth. T]ris insu.oo"" covers
workers against injuries, disability or death because ofwork or employment_related accidents, or
because of illness suffered as a consequence of their employment. Workers, compensation
insurance premiums are also paid through monthly deductions made by CRIM fron the
Municipaliry's gross propeny ux collecrions.

The Municipality obtains unemployment compensation, non-occupational disability, and drivers,
insuance coverage for its employees through vadous insurance progmms administered by the
Commonwealth's Department of Labor and Human Resources (DOi).-These insurance programs
cover workers against unemployment and provide supplementary insurance covemge for
temporary disability, or death because of work or employmentrclated accidents or because of
illness suffered as a consequence of their employment_ Unempioyment compensation, non_
occupational disabiliry and drivers, insurance premiums are paid directly to DOL on a cost
reimbursement basis.

The Municipali6, also obtains medical insurance coverage from several health insurance
companies for its employees. Different health insurance coverage and premium options are
negotiated each year by the Department of Treasury on behalf of the Municipality. The cunent
insurance policies have not been canceled or terminated at June 30,2011. primiums are paid olr
a monthly basis directly to the insurance company. In the past three years, the Municipa]ity has
not settled claims that €xceeded insrrance coverage.
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r) Fand Balances

On July 1, 2009, the Municipality adopted the provisions of GASB Stat€ment No. 54, Fr.zd
Balance Reporting and Goyernmental FLnd Type DefnitiotLs (GASB 54), which enhanced the
usefulness of fund balance information by providing clearer firnd balance classifications that can
be more consistently applied. This statement establishes fund balalce classificatioos that
comprise a hierarchy based primarily on the exteot to which the Municipality is bound to observe
constraints imposed upon the use ofth€ resources reported in govemmental funds.

Pursuant to the provisions of GASB 54, the accompanying GFIS report fund balance amounts
that are considered nonspendable, such as fund balance associated with inventories. Other ftnd
balances have been reporled as restricted, cornmitted, assigned, and unassigned, based on the
relative strength ofthe constraints that control how specific amounts can be spent, as described as
follows:

Nonspendable - ReprEseni resources that cannot be spent readily with cash or
are legally or contractualiy required not to be spent, including but not limited to
inventories, prepaid items, and long term balances of interfund loans and
accounts receivable.

-Re.rficled - Represent resources that can be spent only for the specific purposes
stipulated by constitutional provisioas, external resource providers (extemally
imposed by creditors or grantors), or through €nabling legislation (that is,
legislation that creates a new revenue source and restricts its use). Effectively,
restrictions may be changed or lifted only with the consent of resource
providers.

Co mitted - Represent resources used ior specific purposes, imposed by formal
action ofthe Municipal's highest level ofdecision making authority (Municipal
Legislature through resolutions and ordinarces) and can only be changed by a
similar law, ordinance or resolution.

Assigned - Represent resources intended to be used by the Municipaiity for
specific purposes but do not meet the cdaeda to be classilied as resticted or
commifted (generally executive oiders approved by the Mayor). Intent can be
expressed by the Municipal Legislature, the Mayor or by an ofiicial or body to
which the Municipal Legislature delegates authority in conformity with the
Autonornous Municipalities Aci of Puefto Rico, as amended- [n govemmental
funds olher than ihe general fund, assigned fund balance represents the
remaining amount that is not restricted or committed.

Unassigned - Represeat the residual classification for the Municipaliry's general
fund and includes all spendable amounts not contained in the other
classifications. [n other funds, the unassigned c]assification is used only to
report a deficit balance rcsulting fiom overspending for specific purposes for
which amounts had been restricted, committed, or assigned.

a.

b.

d.
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Fund Balarrces (cont)

Negative fund balance amounts are assigned amounts rcduced to the amount
that will raise the firnd 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 consEained to stabilization as a specified purpose (restricted
or committed fund balance in the general fund) only if: (1) such resources meet the other criteria
for those classifications, as descibed above and (2) the circumstances or conditions that signal
the need for stabilization are identified in sufficient detail and are not expected to occur routin;ly.
Howeve., the Municipality has not eniered into any stabilizationlike affangements, nor has set
aside material financial resources for emergencies and has not established formal minimum fund
balance amounts as of and for the fiscal year ended June 30, 20l l.

In situations wten an expenditure is made for a purpose fo. which amounts are available in
multiple fund balance classifications, the Municipality uses rcstricted resources first, and then
uuestricted resources. Witfiin unrestricted resources, the Municipality generally spends
committed resources first, followed by assigned resources, aud then unassigDed resources when
expenditures.

The classification of the Municipality's individual goverrunental firnds among general, debt
service, special revenue and capital project fund q?es used in prior fiscal years for financial
reporting purposes was not affected by the implementation of GASB 54. In addition, the
financial positions and the results ofoperations reported in the accompanying GFFS as ofaBd for
the fiscal year ended June 30, 201 t have not been affected for this change in accounting principle.
Accordingly, the accompaaying GFFS have not reported any retroactive restatemenis or
reclassifications offund equities as ofJuly 1, 2010.

It ter-fund Activities

The Municipality has the following types of reciprocal and non-reciprocal inter-fund activities
recorded among govemmental funds in the accompanying GFFS:

. Inlerfund loans - Represent resources (assets) provided by one govemmental fund to other
goverfnental firnd with a rcquircment and comrnitment for repayment (reimbursement),
which are recorded as "due from" in the lender govemmental fund and ..dte lo,,in the
borrower govemmental firnd. lnter-iund receivables, which are not considered to be
currently available financial resources, are repofted as "adyances", For amounis no1
expecied to be collected, inter-fund receivables/payables are reduced to their estimated
realizable (settlement) value, and the portion ofthe inter-fund loan that is not expected to be
repaid is reported as a "transfe*in" fromthe govemmental fund that pmvided the loan.

. Intet-fuhd trunslers (trunsJed-in/(out)) Represent flows of assets (permanent rcallocation
of financial resources arnong govenrmental funds) without equivalent flows of assets in
retum and w;thout a requirement for repayment. Transfers are rcported as "other lnancing
us?.r " in the govenmental fund making transfers and as "othet lnancing sorrces,, in the
governmental fund receiving transfers.

,
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hter-Jlut d Activilies (cont)

. Irrter-fund ruirnbutsemenls -
govemmental fund responsible for
fund that initially paid for them.

Represent repa),rnents (reimburcements) from the
particular expelditues or expenses to the govemmental

ln the GFFS, inter-firnd activity has not been eliminated, as permitted by GAAP.

t) Use of Estimales

The preparation of the accompanying basic financial statements in conformity with GAAP
requires management to make significant estimates and assumptions that affect the reported
amounts of assets and liabilities, the disclosure of conting€nt assets and liabilities at the date of
the basic financial statements, and the reported amounts of rcvenue and expenses during the
reporting period. Actual results could differ from those estimates.

u) Fuluru Adoption oJAceounting Pronouncemenls

The GASB has issued th€ following statemeDts that have effective dates after J ne 30,201l:

. GASB Statement No. 60, Accounting and Financial Reporting for Seryice
Concession Anangemenls (GASB 60). The requirements of this Statement are

effective for the fiscal year commencing on July I, 2011.

. GASB Statemert No. 62, Codilcation of Accounting and Financial Repo ing
Guidance Contained h Pre-November 30, 1989 FASB and AICPA Pronouncements
(GASB 62). The requirements of this Statement are effective for the fiscal year

commencing on JulY I, 2012.

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

2. Deposits

The Municipality maintains its d€posits in various commercial banks located in Puerto Rico and the
Govemment Development Bank for Puerto Rico (GDB). Proceeds liom bonds and funds related to
certai[ grant awards are required by law to be held wiih CDB.

On July 1, 2005, the Municipality adopted the provisions of GASB Statement No. 40 (GASB No.
40), Deposit and Investment Risk Disclosure, dn Amendment to GASB Statement ]r'o. J. This
statement requires that state aDd local govemments disclose essential risk information about deposits
and investments. fl1e disciosure requirements cover foul main areas: (1) credit risk, (2) intercst rate
risk, (3) custodial credit risk, and (4) foreign exchange exposure.

. Cr€dit risk - This is the risk that an issuer or other counterparty to an iflvestment will not
fulfill its obligations. In compliance $r'ith the laws and regulations ofthe Commonwealth, the
Municipality has adopted, as its custodial and credit risk policy, the Slatement of Investment
G idelines Jor the Goretnnent of lhe Commonwealth of Puerto Rico. Accordingly, the
Municipality invests only in obligations ofthe Commonwealth, obiigations ofthe United

,
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2. Deposits (coot)

. States of America, certificaies of deposit, commercial paper, bankers, acceptances, or in
pools of obligations of the municipaliti€s ol puerto Rico, which are managed by GDB.
According to the aforementioned investment guideliles, the Municipality does not invest in
marketable securities or any other types of investmens for which credit *k exposure may be
significant. Therefore, the Municipality,s management has concluded that ihe credit risk
related to any possible loss rclated to defaults by commercial banks on the Municipality,s
deposits are considercd low at June 30, 2011.

' rnterest rate risk - This is the risk that changes in interest rates ofdebt investments w l
adversely affect the fair value of an investmeDt. The Municipality manages its exposure to
declines in fair values by: (l) not inclding debt investment; in its investment portfolio at
June 30,2011, (2) lirniting the weighred average maturity of its investments to throe months
or less, and (3) keeping most of its bank deposits in interests bearing accounts generating
ilterests at prevailirg market rates. At June 30,2011, the Municip;lity,s inveitments ii
ce(ificates ofdeposit are recorded at cost, v,/hich approximates their fair value. Therefore,
the Municipality's management has coDcluded that at lune 30, 2Ol l, the iflterest rate risk
associated with the Municipatity,s cash and cash equivalents is considered low.

. Custodial credit risk In the case of deposits, this is the risk that in the event ofa bank
failure, the Municjpaliry's deposits may not be recovercd. pursuant to tlle Statement of
lnyestment Guideli es lor the Goyernment of the Conmomaeabh of puerto Rr?o the balance's
deposited in commercial banks by the Municipality are insured by the lederal Deposit
Insumnce Corporation (FDIC) generally up to a maximum of $t00,000 per depositor. In
addition, public tunds deposited in commercial banks by the Muni;ipality are fully
collateralized for the amounts deposited in excess ofth€ federal depository insurance. Ail
securities pledged as collateral are held, in the Municipality,s nu*i, by ihe agents of the
Commonwealth's Secretary of Treasury. Deposits with GDB are uninsured and
uncollateralized. However, no losses related to defaults by GDB on deposit transactions have
been incured by the Municipality through June 30, 2011. Therefore, the Municipality,s
ma[agement h:!s concluded that at June 30, 2011, the custodjal credit risk associated with t]le
Municipality's cash and cash equivale[ts is considered low.

. Foreign exchanee risk - The risk that changes in exchange rates wiil adversely affect the
value olaj} investment or a deposit. According to the aforementiooed investment guidelines,
the Municipality is prevented fiom investing in foreign securities or any othe; types oi
investments fo. which foreign exchange risk exposurc may be significant_ accordingly,
managerrent has concluded that the foreig! exchange risk ,elated to the Municipality,s
deposits is considered low at June 30. 2011.

3. Municipal License Tax€s

The Municipality is authorized by Act No. 8l to impose afld collect municipal license t&\es to any
natural or legal person having tade or business activities within ihe territory of yabucoa. This is a
seif-assessed tax genemlly based on the business volume of taxpayers, measured by gross revenues.
The Municipalis, establishes the applicable rax rates. At June 30,20i1, the munic-ipal license tax
rales imposed by the Municipaliry were 1.50 percent for financial institutions and 0.50 percent for
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Municipal Licetrse Tares (cont)

other types of taxpayers. Any taxpayers that have been granted with a partial tax exemption under
any ofthe tax incentive acts oithe Commonwealth ultimately pay municipal license taxes at realuced
t&x rates, generally between 60 percent and 90 percent under standard rates.

Each taxpayer must asses the corresponding municipal license ta\ by declarilg the volume of
business through a tax refum filed every April 15, based on the actual voiume ofbuiiness (revenues)
eamed in the preceding calendar year. Ta-xpayers with a sales volume of $1 million or more must
include audited financial statemeDts with their tax return filings. The tax can be paid by the ta-xpayer
in two equal installments due on July 15 and January 15, subsequent to the filing ofthe declaration on
April 15. The first installment ofthe tax covers the six-month period ended December31, subsequent
to the filing date of the declaration, while the second installment of the tax coven the six-month
period ended June 30 ofthe subsequent calendar year. Ifa taxpayer elects to pay the tax in full on the
filing date ofthe declaration (generally April 15), a 5 percent discount is gmnted automatically on the
total tax amount due.

Any municipal license taxes collected in advance (that is, pertaining to a future fiscal year) are
recorded as uneamed revenues in the GWFS and the GFFS. Total municipal license tax receivable
amounted to $97,853 at June 30,2011. Defened municipal license tax revetues recorded in the
accompanying GWFS and GFFS amounted to 9t,671.640 at June 30. 2011.

Property Taxes

Th€ Mon'cipality is authorized by Act No. 81 to impose and collect prope.q/ taxes f.om any natural
or legal person that, at January I of each calendar year: (1) is engaged in trade or business and is the
owner ofpersonal or real property used in trade or business or (2) owns residential real property with
avalue in excess of915,000 (at 1957 estimated market prices).

CRIM is responsible for the billings and collections of real and personal property taxes on behalf of
the Municipality. Prior to the beginning of each fiscal year, CRIM informs to the Municipality the
estimated amount ofproperty tax expected to be collected fo. the ensuing fiscal year_ Throughout the
fiscal year, CRIM advances funds to the Municipality based on the initial estimated collection
amounts for the fiscal year. CRIM is required by law to prepare a settlement statement on a fiscal
year basis, whereby a comparison is made between the amounts advanced to the Municipality and the
property tax amounts actually collected ftom taxpayers on behalfofthe Municipaliry during the fiscal
year. This s€ttlement has to be completed on a preliminary basis not lat€r than December 31
following the fiscal year end.

Personal property taxes are self-assessed by taxpayers every year using the book value of personal
property assets owned by the taxpayer at Janualy I (ass€ssment date) and reporting such taxable value
through a personal propety tax return filed on May 15 subsequent to the assessment date. The total
personal property tax rate in force at June 30, 2011 was 7.03 percent (ofwhich taxpayers pay 6.83
percent a d the remaining 0.20 percent is paid by tle Department ofTreasury, as a subsidy).

Real property taxes are assessed by CRIM. The assessment on rcal property is made every January 1

and is based on estimated current values ofthe property, deflated to 1957 ma-rket prices. The total

1.
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4. Property Ta-xes

real property te\ rate in force at June 30, 2011 was 9_03 percent (of which 8.83 percent is paid by
taxpayers and the remaining 0.20 percent is also paid by the Deparhnent ofTreasury, as a subsidy).

Residential real propefy occupied by its owner (not engaged in trade or business) is exempt from
property taxes only on the first $15,000 ofthe assessed value (at 1957 market prices). For exempt
amounts, the Department of Treasury assumes the payment of the basic tax (4.00 percent and 6.00
percent for personal and real property, respectively), except for property assessed for less than $3,500
(at 1957 market prices), for which no payment is made by the Department ofTreasury.

Acco.ding to Act No. 81, included within the total personal and real property tax rates of6.g3 percent
and 8.83 percent, respectively, there is a lely ofan anDual special tax of 1.03 percent ofthe assessed
value ofall real and personal property not exonerated fiom taxation. This spe;ial tax is levied by the
Common\,,,ealth but is collected by CRM. Collections of this special tax are directly remittei by
CRIM to the Commonwealtl's debt service fuod, for the payment ofihe general long-term debt of:he
Commonwealth.

h addition, included within the total personal and real property ta,x rates of 6.81 percent and g.g3
percent, respectively, there is a portion ofthe tax rate in the amount of2.OO percent that is restricred
for the Municipality's debt service rcquirements on bonds. Such amounts are recorded in the
Municipality's debt service fund.
Furrhermore, included within the total persoflal and rcal prcperty tax rates of 6.8j percent and g.g3
percent, respectively, the.e is a portion ofthe tax rates that is recorded in the Municipality,s general
fund, ofwhich a portion is restricted for the payment of: (l) the insurance premiums acquired tihrough
the Department ofTreasury, (2) the monthly contributions to CRIM, which are statutorily required as
the Municipality's share of CRIM operating expenses, (4) statutory contributions to the puerto Rico
Health Services Administration (PRHSA), as the Municipality,s share ofthe cost of rhe public health
insurance coverage provided to qualirying low-income citiz€ns, (5) certain notes payable to CRIM
and, (6) certain amounts due to certain agencies and component units of the Commonwealth, which
are recorded withi intergovernmental payables in the accompanying GWFS and GFFS. Tte 0.20
percent of unresiricted personal and real property taxes paid by the Department of Treasury as a
subsidy is recorded in the Municipality's general fund.

The Additioml Lottery System ofthe Commonwealrh (the Additional Lottery) is an opemtional unit
reported as an enterprise fund itl the Commonwealth's basic financial statemenis, which cu.renily
operates several betting altematives to the citizens ofPuerto Rico. The Additional Lottery is required
every fiscal year to distribute a portion of its excess ofreveDues over expenses as follows:

. Thify five percent of its net eamings (defined as the excess of revenues over expenses less an
amount earmarked for the Fund for Rent and Home Improvement Subsidy pro$am for the Low-
Income Qualirying Elderly) is earmarked to the municipatities ofthe Commonwealth, ofwhich a
maximurn of $26 million, on an annual basis, is distributed to the Municipal Equalization Fund
held by CRIM to cover opemting expenses and permanent improvements ofthe municipalities.

. An additional amount not exceeding $16 million, on an annual basis, is distributed to the
Municipal Equalization Fund, provided ii is within rhe thirty-fiv€ percent corresponding to the
municipalities of the Commonwealth. When the accumulated municipal appropriations from the

50



COWTONWEALTH OF PUERTO ITCO
MTAICIPALITY oF YABUCoA
Notes to Iinancial Statements

June 30,2011

4. Property Taxes (cont)

. municipalities' Puerto Rico Health Refom a.e covered up to June 30, 1997, these resources will
be assigned to PRHSA.

At June 30, 2011, properqT taxes receivable recorded b the generul and debt service fund amounted to
$1,103,?21 and $122,492 respectively, net ofa reserve for doubtful accounts.

Sales and Us€ Taxes

The Municipality imposes a sales and usage tax within the tenitorial limits of the Municipality
pursuant to the Intemal Revenue Code of the Government of Puerto Rico. This is a self-assessed tax
consisting ofone and a halfpercent (1.5%) on the sale price ofa taxable item or on the purchase price
of all usage, storage or consumptio of a taxable item- [t is coiiected monthly in a tax retum that is
due twenty caiendar days after the end ofeach month.

A poriion of the sales tax amounting 0.2% is restr;cted for the payment of long-term debt and is
recorded in the debt service fund. The remaining portion of 1.3% is recorded in the general fund
since is available for general operating purposes-

Sale tax receivable represents sales tax levied that were collected subsequent to June 30, 2010, but
pertainiDg to current year period. At June 30, 2011, the sales and use iaxes receivable amoufited to
$10,251.

Construction Excise Taxes

The Municipality imposes and collects municipal construction excise taxes to most natural and legal
persons and any governmental instrumentality that carry out activities related to construction,
expansion, major repairs, relocations, alterations and other types of permanent improvements to
residential, commercial and industrial buildings and structures within the terdtorial area of th€
Municipality. The tax is also applicable to infrastructure projects, the installation of machinery,
equipment and fixtures, and other types ofconstruction-related activities.

The construction excise tax generally is a self-assessed tax imposed over the cost of the project, net of
ceftain exemptions such as the costs associated with the acquisition of land, project design and other
engineering fees, licenses ard permits, legal and accomting fees, and rtost marketing and advertising
costs. The tax is paid by the taxpayer at the beg;nning ofthe p.oject.

AII single-family rcsidential construction projects not related to housing developmeflt projects,
condominiums, or any similar projects, are partially exempt from construction exc;se taxes. In
addition, a portion ofall single-family residential imprcvement projects are exempt from construction
excise taxes. All projects ca.ried out on buildings and st.uctures classified as historical treasures by
the Puerto Rico Planning Board have an in the tax rale applicable to construction excise taxes.

Cosstruction excise tax receivable represents taxes that were collected subsequent to June 30, 20i0,
but pertaining to curent year period. At June 30, 2011, the construction excise taxes receivable
amounted to $6,349.

6.
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7. Itrter-FundTraasactiotrs

The composition of inter-fund balances at June 30, 2011 and for the fiscal year then ended is as
foilows:

Du€/advances from:

General
fund

Capital

bond

fund

Other
governmental

futrds

Tolal
govelomental

funds

Debr

lund
Major governnental fu nds:

General fund
Debt service tund
Capital improvemenrs bond flmd

Other govemmental funds
Total

2;
5,102

411,9 ;6

411,916

498,03r $ 910,007

2l
5,r02

1,184,7011,t 81.701

$ r,189.824 498,03r $ 2,099,831

Transiers to:
General

fund

Capital
improvements

bond

Iund

Debt

fund

Other Total
governmertal gov€rnmental

funds
- Major governmeatal tunds:

General lund
Debt service fund

- Capital irnprovements bond ftlnd
Other goverrunental tuods

_ 
Total

I 60,868 $$-
45t

66,012

460,424- 521,293

451

66,Ot2
244,624 _ 244_624

s 31r,087 460,424 i ;q

Thk Space Has Been lhtentionalb LeJt Bldnk
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8. C.pital Assets

Capital assets activity for the fiscal year ended Jure 30, 201 1:

Balance at
beginning of
fiscal year Additions

Balance at
end of

fiscal year
Cost basis:

Cost basis ofcapital assets, not subj€ct

to depreciation and arnortization:
Land

Construction in progress

Total cost basis ofcapital assets, not

subject to depreciation and amortization

Cost basis of capital assets, subject to
depreciation and amortiztion:

Building, structures and building improvemeots

Infrastnrcture
Vehicles, machinery and equipment and

fumihrre and fixtures
Office equipment under capital leases

Total cost basis ofcapital assets subject
to depreciation and amortization

Totai cost basis ofcapital assets subject

Accumulated depreciation:

Building, structures and building improvemens
Inlrastructure
Vehicles, machinery and equipment and

fumiture and fixtures
Office equipment under capital leases

Total accumulated depreciation

57,576,180 2,668,342 60,244,522

$ 65,597,883 ?,668,342 S 68,266,225

$ 8,021,703 $ 8,02i,703

8,021,703 8,021,703

20,524,637

30,926,021

5,984,020

141,502

934,982

r,562,584

t'l0,116

21,459,619

32,488,60s

6,154,796
t41,502

Accumulated
depr€cialion/
amortization
at beginning
oflhcd year

Depreciation
and

amortization
expense

Accumulated
depreciatior/
amortization

at end

of liscal year

$ 5,417,551

t0,9t7,'736

1,5t5,26r
6',7,668

368,699

595,829

485,694

$ 5,786,2s0

I r,513,s65

8,000,95s

6'7,668

23,918,216 25,368,438

Capital assets, net
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Notes to Financial Statements

June 30,201I

8. Capilal Assets

Depreciation and amorhzation expense for the fiscal year ended June 30, 2011 was charged to
functions/programs in the accompanying statement of activities as follows:

Govemmental activities:
General govemment
Public safety
Economic and urban development
Health and sanitation
Public housing and welfare
Culture, recreation, and education

$ 241,104
241,704
24t,704
24t,704
24t,704
241;704

Total depreciation and amortization expense $ 1,450,222

9. Iong-TermObligations

Tho general longterm debt activity for the fiscal year eoded June 30,2011 is as follows:

Bonds payable

Notes payable:

Brl.nce at Borrowitrgs Payments Brlanc. at Balance

beeinning ol .nd other or end of due within
fiscal year Increases deductioDs fiscrl yenr otreyear

$ 16,134,701 3,326,000 (925,60t) 18,535,100 $ ?61,800

Pueno Rico Health Services Administ.ation 28I,915 - 281,935

Municipal Revenue Colleclion Cenrer:

- Plblic AclNo.42 of Ja aty 26,200A
Public Ac!No. 146 of October 11, 2001

Puerlo Rjco Depaltment ofTreasury
Lernl q.rtl.m.nl

U.sloepanmenr of Rural oeveloprerL
Obligat;on lnder capital lease

compensated absences

Estimated liability for olid waste landfill
closure and post closure care msts

522,3t6 - (12,009) 510,30? r2J64
361,246 - (16,358) 344,888 16,358

21.682 - (21.682)

l'75.544 - (52,S40) 122,?04 52,840

30.4 19 (30,4191

2,887,011 2,469,841 (2,887,01r) 2,469,841 597,248

3,563,314 - 3,563,314

$ 23,978,168 s,79s,841 (3,945,920) 25,828,089 $ 1,441,010

Historically, the general fufld has been used to liquidate certain notes payable, compensated absences,
fedeEl cost disallowances, obligations under capital leases and any other long-terln liabilities other
than bonds-

a) Debt Limiraion

The Municipal Legislature is legally authorized to approve the contracting of debts of the
Municipality. Nevertheless, the laws afid regulations ofthe Common\Health also provide that:
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Notes to Financial Statements

June 30,2011

9, Long-Term Obligations (cont)

. Direct obligations of the Municipaliry (evidenced principally by bonds and bond anticipation
notes) are backed by the full faitl! c.edit and taxing power ofthe Municipality; and

. Diect obligations are not to be issued by the Municipality if the amount ofthe principal of,
and the interest on, such bonds and bond anticipation notes (and on all bonds and notes issued

thereafter) which are payable in any Iiscal year, together with any amount paid by the
Municipality in the preceding fiscal year on account of bonds or bond anticipation notes
guaranteed by the Municipality, exceed l0 percent ofthe total assessed value ofthe prope(y
located within the Municipality plus the balance ofthe ad valorem taxes in the debt service
fund, for bonds payable and bond anticipation notes to be repaid with the proceeds of
property taxei restricled for debt service.

b) Bo ds Payable

The Municipality issues general obligation, special obligation aod public improvement bonds to
finance ihe acquisition, construction and improvement of capital assets, as well as, to finance
certain operating needs, including the paymeni to suppliers in certain circumstances.

The laws and regulations ofthe Commonwealth provide that the Municipality's public debt will
constitute a first claim on the available revenue ofthe Municipality. Public debt is cornposed of
bonds payable. The good faith, credit and taxing power of tbe Municipality are irrevocably
pledged for the prompt payment ofthe principal and interest ofbonds.

As described in Note 4, the Municipality levies an annual additiooal special tax of2.00 percent of
the ass€ssed value of personal and real property. The proceeds ofthis additional special tax are
deposited in a sinking fund established at GDB whereby suffrcient funds are set aside to redeem
the bonds payable of the Municipality in minimum annual or semiannual principal and interest
payments. The collections ofthis special tax are record€d in the Municipality's debt servic€ fund.

For financial reporting purposes, the outstanding balances of bonds represent fie total principal to
be rcpaid. Bonds payable is composed as follows at June 30,20I l:

Ontstanding
Amount

2011-2035 serial bords (face arnount of $3,326,000) due in annual
principal installments raoging from $300,000 to $431,000; plus

interests due in semiannually insiallmeots at variable rates (6.00% at
June 30, 2011) through January, l, 2035

1990-1991 serial bonds (face amount of $225,000) due in annual
principal installments ranging from $4,000 to $18,000; plus interests
due in semiaturually installments at variable rates (6.00% at June 30,
20i 1) through January 1, 2014

$ 3,326,000

55

49,000
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1993-1994 serial bonds (face amount $657,000) due in annual
p ncipal irlstallments ranging from $16,000 to $47,000; plus interests
due in semiannually installments at variable rates (5.00% at June 30,
2011) through January 1,2016

1994-1995 serial bonds (face amount of $238,000) due in a rual
principal installments mnging from $6,000 to $17,000; plus interests
due in semiannually installments at variable rates (5.00% at June 30,
2011) tbrough January 1,2016

1994-1995 serial bonds (face amount of $2,080,000) due in amual
p ncipal installments ranging ftom $45,000 to $195,000; plus interests
due ia semiannually installments at variable rates (6.30% at June 30,
2011) thrcugh July 1,2014

1995-1996 serial bonds (face amount of 9106,000) due in annual
principal installments ranging from $2,000 to $8,000; plus interests
due in semiannually installments at va able rates (4.50% at June 30,
2011) through July t, 2019

1994-1995 serial bonds (face amount of $36,000) due in anmral
p.incipal installrnents raDging ftom $1,000 to $3,000; plus inter€sts
due in semiannually installments at variable rates (4.50% at June 30,
2011) through January 1,2019

2001-2002 serial bonds (face amount of $1,910,000) due in annual
principal installments ranging fiom $5,000 to $295,000; plus interests
due in semiarurually installments at variable rates (1.29% at June 30.
2011) thmugh July 1,2027

2003-2004 serial bonds (face amount of $680,000) due in annual
principal installments rangirg fiom $10,000 to S50,000; plus interests
due in semiannually installnents at variable mtes (4.50% at Jun€ 30,
2011) through July l, 2027

2003-2004 serial bonds (face amount of $230,000) due in annual
principal installments ranging fiom $5,000 ro $20,000; plus interests
due in semiannually installments at variable rates (4.50% at June 30,
201 1) through July 1,2027

2003-2004 serial bonds (face amount of $300,000) due ia annual
principal installrnents ranging fiom $5,000 to $30,000; plus interests
due in semiannually irstallments at variable rates (4.50% at June 30,
201 1) through July 1,2027

Outstanding
Amount

213,000

78,000

700,000

51,000

17,000

1,870,000

565,000

r90,000

56
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2003-2004 serial bonds (face amount of $305,000) due in annual
pdncipal installnents ranging from $5,000 to $25,000; plus interests
due in semiannually installments at variable rates (4.50% at June 30,
2011) tlrough July 1, 2028

2005-2006 serial bonds (face amount of $135,000) due in amual
pdncipal installments ranging from $5,000 to $10,000; plus interests
due in semiannually installnents at variable rates (4.50% at June 30,
2011) through July 1,2030

2005-2006 serial bonds (face aaount of 9540,000) due in annual
principal installments ranging from $10,000 to $45,000; plus interests
due in semiannually installments at variable rates (4.50% at June 30,
2011) through July 1, 2030

2005-2006 serial bonds (face amount of $335,000) due in annual
principal installments ranging from $5,000 to g30,000; plus interests
due in semiarurually installment at variable mtes (4.50% at June 30,
2011) through July 1, 2030

2005-2006 serial bonds (face amount of $1,700,000) due in anaual
principal instalirnents ranging from $70,000 ro $170,000; plus interests
due in semianaually installments at variable rates (1.54% at Jun€ 30,
2011) through July l, 2020

1996-1997 serial bonds (face amount of $120,000) due in annual
principal installments ranging from $5,000 to $15,000; plus inrerests
due in semiamually installments at variable rates (1.54% at June 30,
2011) through July 1,2011

1997-1998 serial bonds (face amormt of $3,310,000) due in annual
principal installments ranging ftom $75,000 to $305,000; plus interests
due in semiarmually installments at variable mtes (6.35% at June 30,
201 1) through July 1, 2017

2001-2002 serial bonds (face amount of $600,000) due in annual
principal installnents ranging from $5,000 to $50,000; plus interests
due in semiannually installnents at variable mtes (1.29% at June 30,
2011) through July 1, 2026

2002-2003 serial bonds (face amount of $335,000) due in annual
principal installments ranging from $5,000 to $25,000; plus interests
due in semiannually installments at variable rates (2.E0% at Jun€ 30,
2011) tkough July 1,202?

Outstanding
Amount

265,000

1r0,000

,185,000

300,000

r,100,000

15,000

1,725,000

500,000

5'.7

280,000
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Outstatrding
Amourt

2006-2007 setial bonds (face amount of $517,000) due in annual
prircipal installments rarging fiom $12,000 to $34,000; plus interests
due in semiannually installments at vaiable rates (4.25% at June 30,
2011) tbrough July 1, 2027 451,000

2007-2009 serial bonds (face amount of $1,300,000) due in annual
pdncipal installments ranging from $5,000 to $15,000; plus interests
due in semiannually installments at va able rates (6.60% at June 30,
2011) through July 1, 2028 1,240,000

2007-2008 serial bonds (face amount of 93,155,000) due in annual
principal irstallments mnging from $5,000 to $15,000; plus interests
due in semiannually installnents at variable rates (1.54% at June 30,
2011) through July 1, 2028 3,065,000

2007-2008 serial bonds (face amount of $160,000) due in annual
pdncipal installments ranging from $5,000 to $15,000; plus interests
due in semiannually installments at vadable rates (1.54% at June 30,
2011) through July 1,2028 155,t00

2003-2004 serial bonds (face amount of $190,000) due in annual
principal imtallnents ranging from $5,000 to $15,000; plus interests
due in semiannually installments at variable rates (1.54% at June 30,
2011)through July 1,2028 155,000

2009-2010 serial bonds (face amount of$985,000) due in amount
installments from $110,000 to $ 175,000; plus interest due in
semiannually installnents at vatiable Iates (1.5yo Jurle30,20tI)
through July 30, 2016 875,000

2008-2009 serial bonds (face amount of g 305,000) due in annual
principal installments rangirg from $ 5,000 to $ 30,000; plus interests
due in semiantrually instalirents at variable rates (4.15 yo at J]une 30,
2011) through July 1,2034 300,000

Total bonds payable $18,535,100

Variable irterest rates on serial bonds are reviewed periodically by GDB and are based on the
fluctuation of GDB'S weighted average rate for its commercial pap€r progam. Under this
progarn, GDB issues commercial paper: (1) in the taxable and tax-exempt markets ofthe United
States of Americ4 (2) in the Elllodollar market, arld (3) to corporations having tax exemptions
under the Commonwealth's IDdustrial Incentives Acts and, which qualiry for benefits p.ovided by
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9. Lorg-Term Obligrtions (coDt)

the former Section 936 ofthe U.S. Intemal Revenue Code. Annual debt service requiements of
mafurity for bonds payable are as follows:

triscal year
ending

June 30, Principal Interest Total
)nl )

20t3
2014

20t5
20t6

20t7-2021
2022-2026

202'7 -2031

2032-2036

Totals

761,800

806,000

865,200

950,400

1,001,235

4,293,465

4,2t9,600
4,953,000

884,178 $

831,3 r7
'778,456

't22,656

698,',765

2,701,080

2,25t,266
t,199,70s

r,753,838

1,645,978

1,631,3t'7

1,643,656

t,673,056

7,178,545

s,470,866

5,152,10s
684,400 366,822 t,0s7,222

$ r8,53s,100 10,43

At June 30, 2011, accrued interest payable on bonds amounted to $263,572.

c) Noles Payable lo CRIM

The Municipality had the following notes payables to CRM at June 30, 2011:

. Public Act No. 146 On September 24, 2002, CRIM, on b€half of rhe municipalities of
Puerto Rico, ealtered into a financing agreement with CDB pursuant to the provisions of
Public ActNo. 146 of October 11,2001, as amended (Act No. 146). The purpose of this
financing agreement was to extinguish in advance certain bonds payable issued by Public
Finance Corporation (PFC), a subsidiary of cDB, which were originally issued to pay
certain propefiy tax receivables owned by the municipalities of Puerto fuco thrcugh 1996,
which wer€ acquired by PFC with recourse.

The original face amount of the note allocated by CRIM to the Municipality was for a teIm
not exceeding 30 years. The note bears interest at 6.50 F,ercent during itl first five years.
Subsequently, from years 6 through 30, the loan shall bear variable interest at a mte of 125
points over the s-year LIBOR rate, which will be adjusted every five yea.s. During the first
five years ofthe note, commenced on July 1, 2001, the Municipality shall pay only interest.
At the efld ofthe first five years ofthe note, the repaynent tenns and conditions ofthe note
shall be renegotiated to allow the Municipality to pay the outstanding balance ofthe note in
equal installments of principal plus interest, through maturity. Interest pa,.rnents on this
financing agreement are accounted for in the general fund.

The outstanding principal of the note payable to CRIM amounted to $344,888, at June 30,
201l. The priflcipal and interest maturities are as follows:
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9. Irng-Term Obligatiotrs (coDt)

Fiscal year
eDding

June 30, Pritrcipal Interest Total
2012

2013
2014

20t 5

20t6
20t7:2021
2022-2026

2027 -203t
2032-2036

Totals

16,358

16,358

16,358

16,358

16,358

81,790

81,790

81,?90

19,456 $

18,556

r7,656
t6,784
15,996

79,284

56,'793

16,644

35,814

34,914

34,014

33,142
32,354

t6t,074
138,583

98,434
17,728 5,214

$ 344,888 246,383 $ 591,27t

Public Act No. 42 - The Commonwealth's Pubic Act No. 42 ofJanuary 26, 2000 (Act No.
42) was enacted to authorize CRM to €nter into a financing ageement of up to $200
million, for a t€m not exceeding 30 y€ars. The financing agreement authorized CRIM to
fmance a debi that the municipalities of Puerto Rico had with such entity, which arose fiom
the difference behveen the yearly final settlements ofproperty tax advances made by CRIM
to the municipalities and the actual property tax collections received by CRIM liom
taxpayers through fiscal year 2000. The amounts that the municipalities will collect fiom
the additional prop€rty taxes resulting ftom the i[creases in the subsidy from the
Commonwealth are assigned through Act No.42 to rcpay such note. The increase in this
subsidy was the result ofPublic Act No. 23 8 of August 15, 1999.

In addition, on December 16,2002 rJrle Municipality entercd into a repayment agreement
with GDB and CRIM to pay off the remaining of excess of property tax advances from
fiscal years 2000, 2001 and other prcvious fiscal years. CRIM retains the principal and
interest from the property tax advances ofthe Mrmicipality. The amounts retained by CRIM
are remitted to GDB on July I of each fiscal year through htly 1,2032. Th€ repayment
agreement bears interest at variable rates determined by GDB (6.19 percent at June 30,

2011) but not exceeding 8.00 perceot. Principal and hterest payments otr this financing
agreement are accounted for in the general firnd. The principal and interest maturities are as

follows:

60



CoMMoNIyEALTH oT PIJERTO RIC0
MUNICPALTY oT YABUCoA
Notes to Financial Statements

June 30, 201 I

9. Long-Term ObligatioDs (cont)

Fiscsl year
etrding

June 30, Principal Interest Total

20L3

20t4
2015

2016
20t'7-2021

2022-2026
2021203t

Totals

t2,764
60,9E7

70,s67
82,34t
84,249

100,876

4,t78

31,071 $

t42,274
t36,564
130,854

t27,564
89,978
'1',7,841

t2'7

43,8t5
203,261

207,t3t
213,195

2 r 5,813

180,323

t78,',7 t7
4,30s

510.30? '736.2'13 $ 1,246,580

d) Noles Pq)able to Puerto Rico Heabh Senices Adrrrinisrratiorl

Notes payable to the Puerto fuco Health Services Administration is related to the cont bution due
by the Municipatity to the public health insuraice of the Commonwealth of Puerro fuco. The
balance of$281,935 covers the period fiom August 1, 1996 to June 30, 1998. This note will be
paid from future increases in the Muicipality's share of contributions to be teceived fiom the
Additional l4ttery Systed of the Commonwealth of Pu€rto fuco (the Additional Lottery), an
operational unit reported as an enterp se fund in the Commonwealth of Puerto fuco's basic
financial statements. The Additional Lottery is required ev€ry fiscal year to distribute to the
municipalities a portion of its excess ofrevenues over expenses as follows:

. Thfty fwe percent ofits net eamings (defined as the excess ofrevenues over expenses less an
amount eamarked for the Fund lor Rent and Hom€ knprovement Subsidy Prograrn for the
Low-Iocome Qualifuing Elderly) is earmarked to the municipalities ofthe Commonrr,,ealth, of
which a maimum of $26 million, on an annual basis, is distributed to the MuDicipal
Equalization Fund held by CRM to cover operatiog exp€nses arld permatrent improvements
ofthe municipalities.

. An additional amount not exceeding $16 million, on an annual basis, is distributed to the
Mtmicipal Equalization Fund, provided it is within the thfty-five p€rcent conesponding to
the municipalities of the Commonwealth. When the accumulated municipal appropriations
from the municipalities' Puerto fuco Health Reform are covered up to June 30, 1997, these
resources will be assigred to PRHSA.
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10. Employe€s' Retirement Systems

a) Plan Desctiplion

The Municipality's employees participate in the Employees' Retircment System of the
Govemment of Puerto Rico and its Instrumentalities (ERS), a cost-sharing multi-employff (as

related to the Municipality's reporting entity) defined pension plan established by the
Commonwealth. Substantially all full-tim€ employees of the Coninonwealth and substantially
all municipalities are covered by ERS under the terms ofPublic Act No. 447 ofMay 15, 1951, as
amended (Act No. 447). All regular and temporary employees of the Municipality become plao
members ofERS at the date of emplo),rnent, while it is optional for officers appointed.

ERS members, other than those joining it after March 31, 1990, are eligible for the benefits
described below:

. Retiremenl Annuily

ERS members are eligible for a rctirement annuity upon reachhg the following age:

Policemen and firemen:
50 with 25 years ofcredited service
58 with 10 years ofcredited service

Other employees:
55 with 25 years ofcredited service
58 with 10 years ofcredited service

ERS members are eligible for monthly benefit palments determined by the application ofthe
stipulated benefit ratios to the member's average compensaiion. Average compensation is
computed based on the highest 36 months ofcompensation recognized by ERS. The annuity,
for which a member is eligible, is limited to a minimum of $300 per month and a maximum
of 75 p€rcent ofthe avemge compensation.

Meri, Anrrvity

ERS members are eligible for merit annuity with a minimum of 30 years o. mor6 ofcr€dited
s€rvice. The aDnuity for which the plan member is eligible is limited to a minimum of 65
percent and a maximum of 75 percent ofthe average compensation.

Delerred Retbe errt Annuiry

A participating employee who ceases to be a$ employee of the Municipality after having
accumulated a minimum of ten years of credited service qualifies foi rctirement benefits
provided his,&er conhibutions are l€ft in ERS until reaching 58 years ofage.

Coordinated Plan

On the coordinated pla4 by the time the employee reaches 65 yea$ old and begins to receile
social secudty benefitJ, the pension benefils are reduced by the following:

(a) $165 per motrth, ifretired with 55 yeals ofage and 30 years ofcredited service.
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10. Employees' Retiremert Systems (cotrt)

(b) $ I 10 per month, if retired with less than 5 5 years of age and 3 0 years of credited service.

(c) A1l other between $82 and $100 per month.

(d) Disabilify annuities uflder the coordinated plan are also adjusted at age 65 and in some
cases can be reduced over $165 per month.

. Non-CoordinaledPlart

On the non-coordinated plan th€ participating employee and does not have any change on the
pension benefits upon receiving social security benefits.

. Reversiona4) Annuitl

Al1 ERS member, upon retirement, could elect to receive a reduced rctirement an uity giving
one or more benefit payments to his,trcr dependents. The life annuity payments would start
after the death of the retirce for an amount not less than $240 per year or greater than the
annuity paymetrts being received by the retiree.

. Occupotiondl Ditabiliry Anrruiq

A participating employee, who as a direct result of the performance of his/her occupation is
totally and permanently disabld is eligible fo. a disability amuity of 50 percelt of the
compensation received at the time ofthe disability.

. Non-occupational Dirobilit! Annuit!

A participatiog employee, totally and permanently disabled for causes not relat€d to his4ler
occupation and with no less than 10 years of credited service, is eligible for an annuity of
1,50 percerfi of the average compensation ofthe fust 20 years ofcredited services, itrcreased
by 2 percent for every additional year of credited seflice in excess of 20 years.

. Death Benertts

Occupotioaal:

(a) SurvMnq spouse - annuity equal to 50 percetrt ofthe participating employee's salary at
the date ofthe death.

(b) Children $10 per month for each child, minor or student, up to a ma\imum benefit per
family of$100.

Nonacc paliahal:

!999[9i4ry - the contributions aird intercst accumulated as of the date ofthe death plus an
amount equal to the antrual compensation at the time ofthe death.
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Post-tdiremcnt

Beneficiary with surviving spouse age 60 or over and a child, l8 or under, up to 30 perc€nt
(60 perctfi, if not covered under Title Il ofthe Social Security Act) (increased to 50 percent
effective January 1, 2005) of retiree's pension or otherwise the excess, if any, of the
accumulated contributions at the time of retirement over the total annuity benefits received
befor€ death, limited to a minimum of$750.

. Refunds

A participating employee who ceases his/her employment with the Municipality without the
right to a retirement annuity has th€ right to a rcfund of the contributions to ERS plus any
interest eamed thereon.

Cost of Living Adjusfinentfor Pension Beneftls

Public Act No. l0 of May 21, 1992 (Act No. l0) provided for increases of3 percent every
three or more years of retirement. Act No. 10 requires furthff legislation to $ant this
iDcrease every three years subject to the presentation of actuarial studies regardhg its costs
and the source of financing. To protect the financial health of ERS, the increase grant€d
dudng 2001 and the one gatrted on January I, 2005 are being financed by the Municipality
and the other participating employers.

To avoid any economic impact on ERS, the employers are responsibl€ for cotrtributinS to
ERS the amounts to cover the benefit payments and the employer and employee contributions
with respect to the participants covercd untilthe participants reach the normal rctircmetrt age.

Arrrehilr e l lo Acl No. 447 eflective Jonaary 1 , 2000 to create a Dellned Corrtribulion Plan

On September 24, t999, Public Act No. 305, atr amendmeni to Act No. 447, was enacted to
establish a defined contribution plan, knol}m as System 2000, to cover employees joining
ERS on or after January I , 2000.

Employees that participated in the original plan as of December 3 I , 1999, had the opportunity
to elect to either stay in the defmed benefit plan or hansf€r to System 2000. Employees that
joined the Municipality on or affer January 1, 2000, were only allowed to become memb€rs

of System 2000.

Systern 2000 is a hybrid defined conhibution plan, also known as a cash balance Plan. Under
this new plarl there is a pool of plan ass€ts, which is invested by the System, together with
those of the cost-sharing multi-employer defined b€nefit plan- Neither the Commonwealth
nor the Municipality guarantee benefits at rctirement age. The annuity is based on a formula
which assumes that each fiscal year th€ employ€e's contribution (with a minimum of 8.28
percent ofthe employee's salary up to a maximum of 10 percent) is invested as inshucted by
the employee in an accouot which either: (1) eams a fixed rate based on the two-year
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10. Employees' Retirement Systems (coDt)

- Constart Maturity Trcasury Notes, (2) earns a rate equal to 75 perceot of the retum of the
ERS' investmetrt portfolio (net of management fees), or (3) eams a combination of both
altematives. Participants receive periodic account statements similar to those of defined
ontribution plars showing their accrued balances. Disability benefits aie not gralted under

System 2000, rather are provided to those participants that voluntarily elect to participate in a
private insurance long-term disability progam. The employers' conhibutions (9.28 percent

E of the employee's salary) with respect to employees under System 2000 will continue and
will be used to fund the cost-shariig multi-employer defined benefit plan.

- System 2000 reduced the retiremetrt age from 65 years to 60 for those employees who joined
the current plan on or after Janua.ry I , 2000.

_ Historically, the Commonwealth has reported ERS and System 2000 in its basic financial
statements as pension trust funds. Accordingly, the Commonwealth is currently assuming
any actuarial deficiency that may exist or arise.elated to the Municipality's participating
employees because ERS does not allocate to the Municipality any actua al deficiencies
pertaining to participating municipal employees. The Municipality is only required by law to
make statutory contributions at ihe rates detail€d below.

Recent Ahenalmenls to Act No. 447

h June and July 2003, the Govemor of the Commonwealth signed thre€ Public Acts that

- provided the followhg certain benefits to retirees:
Increase in minimum monthly pension palments to $300, effective January 1, 2005.
(a) Triennial 3 percent increase in all pensions, effective January 1, 2005.

0) fncrease in widow and/or beneficiaries to 50 percent of the benefit received by the
deceased pensioneq effective January I , 2005 .

All the benefits granted will be funded through budgetaiy assigrments in the Municipality's
general fund with rcspect to its retired employees.

- The Board of Trustees oF ERS approved, effective November 11, 2003, nn increase in the
amount gmrted on pe$onal loans to participating employees from $3,000 to $5,000.

- b) Fulrding Poliay

The contribution requircment to ERS is estsblished by law and is not actlrarially determined.

- These conaibutions are as follows:

Municipality and other employers 9.28 percent ofapplicable paroll

- Employees:
Coordination plan: 5.78 percent of gross salary up to $6,600 per year,

plus 8.28 percent gross salary in excess of$6,600.

- Supplementation plan: 8.28 percent of gross salary. This is the only choice
available to policemen, firemen and rnajo.s
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11. Solid Wrste Landlill Closur€ alrd Post-Closure Crre Costs

State and federal laws and regulations require the Municipality to carry out a certail closue work on
the Municipality's landfill site when it stops accepting waste and to perform certain maintenance and
monitoritg functions at the site in th€ following years.

In accordance with GASB Statement No. 18, "Accounting for Municipal Solid Waste Landfill
Closure and Post Closure Care Costs" (GASB No. 18), the Muricipality has performed a study ofthe
closing and post-closing costs in order to recognize a provision for those futule estimated costs_
Based on this study, the Municipality recognized $ 3,563,314 as the Municipality's estimated curent
costs for landfill closure as ofJune 30, 2011. Actual costs may differ due to i!flation, changes in
technology, or changes in laws and regulations. The Municipality expects to finance this obligation
with an assignment of the ceDtral govemment arld federal funds. In addition, the Solid Waste
Disposal Adminishation ofPuerto Rico approved to the Municipality the amount of$1,000,000 to be
used on the disposition ofmunicipal solid waste landfill closing costs.

12. Commitmenls and CoDtingencies

The Municipality is defendant in various legal proceedings pertaining to matters incidental to the
performance of routine goverDmental operations. Under Act No. 104 ofJune 25, 1955, as arnetded,
persons are authorized to sue the Mmicipality only for causes ofactions set forth in said Act to a
rnaximum amount of$75,000 or $150,000 if it involves actions for damages to more than one peaon
or where a single injured party is entitled to several causes ofaction. Under c€rtain circumstances, as
provided io Act No. 9 ofNovember 26, 1975, as amended, the Municipality may provide its officers
and employees with legal representation, as well as assume the palment of any judgment that may be
entered against them. There is no limitatiofl on the palqnent of such judgment.

With respects to pending or thrcatened litigatiorl the Municipality has not reported liabilities for
awarded or anticipated unfavorable judgments as of June 30, 201 l. Management believes that any
unfavorable outcome in relation to pending or threatened litigation would not be sigaificant, if any.

The Municipality has reported, outstanding encumbrances amounting to $322,1 13 in the general fund
at June 30, 201 1. The Municipality ifltends to honor these encumbralces, which will continue to be
liquidated under the curIent year's budgel during a lapse period that extends into the subsequent
fiscal year.

This Space Has Been InlentionalbJ Left Blank
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13. Funal Bahnces

- As ofJune 30 2011, fund balance is comprised ofthe following:

Fund balanees:

C.Pital
D€bt improvements Other

Ceneral servic€ bond govemm€ntal

fund fund fund lunds Total

Nonspendrble:

Ceneral governrnent $ 13,659 $ 13,659

- R6trictedr
D€bt service - 841,658 841,658

_ Capital projects 1,830,832 - 1,830,832

Federal fimded p.ograms - 799,484 799,484

Genemlgovemment 531 - 53t

_ Assigtred [or:

General govenunent 322,113 - 322,113

Unassigned Q,552,812) ' 76 Q,552.736\

- Total ftnd balances $ (2,216,509) 841,658 t,830.832 '799,s60 $ 1,255,541

This Swrce Has Beel Intzntional! LeJt Bla k
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CoMMoNwEArrH oF PUERTo Rrco
MUNICIPALITY O[ YABUCOA

Budgetary Comparison Schedule-Ge[eral Fund

Year Ended Jrme 30, 20 1 I

Actual Variance

amounts wirh final
(budgetary budgel-

O,,st,*t Ft,,,l basis) oler(und.o

Municipal license taxes

Constrxction excise laxes

Cheges for services

Intergovemme al granls and coniributions

Other fimcing sources

Total revenues

Ceneral govemment

Urbe and economic deYelopment

Pubiic safery

Heallh atd welfee
Culture, Ecreation and eduerion
Public housins md welfare

Other tinacing uses

Toial expenditures

521,722 $

3,141,9t9
760,633
910,9t6

76,350
a,265,499

572,000

521,722 $
3,147,919

760,633
910,916
?8,350

8.265,499
572,000

626,616 $

2,961,516
715,644
4',18,076

toa,497
6,26t,554

906.505

104,894
(r80,403)

(44,989',j

(492,840)

30,147
(2.003,94'

334,505

$ l4.Jl'.014 lr,.ll-,014 12,06.1408 S (1,252.6JI,

8.862,742
2,6a5,092
1,007,51i

156,010
840,060
165,653

8,862,102
2.685,092
r,007.511

756,024
840,060
165,653

5,643,401
2,580,6r9

749,750
664,611
650,840
125,009

(3,2r9,30r)
(104,473)
(251,761)

(91,403)

1189.22t)
(40,644)

Note: The Muicipality's m.naAement did not prcaide thc rcconciliation wilh actualcos! r€quned lo'
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NOTE TO BLIDGETARY COMPARISON SCMDULE
TOR THE \GAR ENDED JLINE 30, 20 1 1

NOTE T. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

A. Budgetary CoDtrol

The Municipality's annual budget is prepared on the budgetary basis of
accounting, which is not in accordance with GAAP, and represents departmental

appropriations recommended by the Mayor and approved by the Municipal

Legisiature prior to the beginning ofth€ fiscai 'year. Amendments to the budget

require the approval of the Municipat Legislature. Tmnsfers of approprlations

wiihin tle Oudget, known as Mayor's Resolutions' do not require the aPproval of

the Municipal Legjslature.

The Municipality prepares its annualbudget including the operations ofthe
general fund.

For budgetary purposes, encumbrance accounting is used' The encumbrances

(i.e., purihase orders, contracts) are considered expenditures when incurred For

dAAi' reporting purposesr encumbrances outstanding at year-end are reported as

resewations of f,rnd balances and do not constitute expenditurcs or liabilities

because the commitments will be honored during the subsequent year'

The unencumbered balance of any appropriation at the end ofthe fiscal year will

laDse at tLe end ofsucll fiscal year. Other approprialions. mainly cap;lal proje't

aooropriations, are continuing accounts lor which the Municipal trgislature has

ur,toiir"a tnut an unspenl bilance from the prior year be carried forward and

made available for current sPending.
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_ I'F.DERAT GRAI\{TOR/ PA Ee{terrltCEDA
Nlr-nhi[ Expetditues

U.S. DEPARTMENT OFHOUSING AN URBAN DEVELOPMENT

- Direct Progmms:

Sectjon 8 Vouchers and Portability 14.8j1 S 727,518

- Housing Opportun;ties for Persons with AIDS (HOPWA) 1424\ 21,915

Passed through PR OIIice of Municipal Affairsl

_ Staie Block cranr Progran (SBGP\ 14.228 ttp t,432.889

Homeless Prevention Rapid Re-Housing Prograrn (HPRP) 14.129 205.216

- S btotal $2r93,s98

U.S. DEPARTMENT OF AGRICIJLTURE
Direc!hogram:

- Child and Adult Care Food Progrdtr 10.558 16,316

U.S. DEPARTMENT OF IIEALTH AND HIMAN SERVICES

- Direct Progam:
Chitd Care ad Development Block Gra,rt 93-515 454,086

U.S. DEPARTMf,NT OF JUSTICE* Direct Programi
Justi€€ Assisance Grant 16.13A 10'1.'191

- U.S. DEPARTMENT OFENERCY
Direct Program:

Emciency Conservation (ARRA) 81.128 Ll-71&1

- Total Feders I Financi.l Assistance $3JlE9r35

* Major programs
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CoMMoNVEALTH oF PUf,RTo RIco
MIINICIPALITY OF YABUCOA

Notes to Schedule ofExpenditure ofFederal Awards
June 30,2011

G€{eral

The accompanying Schedule of Expenditures of Federal Awards includes the federal
grant activity ofthe Municipality of yabLrcoa of the Commonwealth of puerto Rico and
is presented on the accrual basis of accouniing. The Municipality ofyabucoa reportirg
entity is defined in Note I to the Muoicipality,s general purprose financial statements. The
information in this schedule is presented in accordanci with the requirements of OMB
Cicular 4-133, Audits of States, Local Govemments, aad Non profit Organizatiors,
thercforc, some arnounts presented in this scheduie may differ flom amounts presented in
our used in the preparation ofthe basic financial statements.

Relalionship to General Purpose Financial Slatements

Expeflditures ofthe federal awards as reported in the Statement ofRevenues,
Expenditures and Changes in Fund Balances Covemmeotal funds, are included within
the Non-major Govemmental Funds. The reconciliation between the expenditures in the
basic financial stat€ments and expenditures iD the Scbedule ofExpenditures ofFederal
Awards is as follows:

Expenditures in the Basis Financial Statements

Major govemmental funds
Less: Non-Major expenditures

Total expenditur€s in the
Schedule of Federal Awards

$ 1,432,839
1.656.396

$ 3-0!9135

This space $a! intentionall) left in blank.
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REPORT ON INTf,RNAL CONTROL O\'ER FINANCIAL REPORTING AND

ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS

PERFORMED IN ACCORDANCE WITH GOVERNMENT AIJDITING STANDARDS

To the Honomble Mayor and

the Municipal Assembly
Municipality of Yabucoa
Yabuco4 Puerto fuco

We have aualited the financial statements of the govemmental activities, the aggregate discretely

prcsented component unit, each major fund, and the aggregate remaining fund information of the

Municipality oi Y"bu"ou as of and for the year ended June 30, 2011, which collectively comprise the

Municipality of Yabucoa, basic financial statements and have issued our report thereon dated March 21,

2012. \ir'e conducted our audit in accordance with auditi,lg standards generally accePted in the United

states of America and the standards applicable to financial audits contained in Goyemment AuditinS

Srar?dalds, issued by the Comptroller General ofthe United States.

Ilrternal Control Over Filqncial Reportinq

ln planning and performing our audit, we coosidered the Municipality of Yabucoa internal control over

financial riporting as a basis for alesigling our auditing procedures for the purpose of expressing our

opioions on the fiia,rcial statements, but not for the purpose ofexpressing an opinion on the effectiveness

oithe Mur cipality of Yabucoa internal control over financial reporting. Accordingly, we do not express

an opinion on-the ;ffectiveness ofthe Municipality ofYabucoa intemal conkol over financial reporting

Our consideration ofinternal cofltrol over financial reportiig was for the limited purpose described in the

preceding paragraph anal would not necessarily identily all deficiencies in intemal control over financial

i"po.tinit|.ut ,i:girt U" significant defic;encies or matedal weaknesses However, as discussed below' we

identifiei certail-deficieniies in intemaL control over financial reporting that we consider to be significant

deficiencies.

A control deficiency exists when the design or operation of a control does not allow management or

employees, in the nomal course ol pirforming their assigned functions, to prevent or detect

*li#"."". on a timely basis. A significant deficiency is a control deficiency, or combination of

control Oeficiencies, that aalversely affects the MuDicipaiity of Yabucoa ability to initiate, authorize'

record, process, or report financi;l dala reliably in accordance with generally accepted accounting

pii"",pfJ. .r"-fr',fr", ,f,!re is more than a remote likelihood that a misstatement of the Municipality of

Yabucoa financial statements that is more than inconsequential wiLl not be preve.ted or detected by the

ftA*i"+ufity .f V"t*"a intemal control. We consider the conditions I l-01, I l-02 and 11-03 deficiency

a".".it'"a ii tt 
" 

**-panying schedule offindings and questioned costs io be significant deficiencies in

internal control over financial reporting

A material weakness is a significant deficiency, or combination of significant deficienci es' that results ir
more than a remote likeli;ood that a material misstatement of the financial statements will not be

prevented or deiect€d by the Municipaliry ofYabucoa intemal control'

l,la]iing Add€ss Aox757. Oorado PR 00646



Our consideratio0 ofthe intemal control over financial reporting was for the limited purpose described in
the first paragraph ofthis section and would not necessarily identiry all deficiencies in the intemal control
that might be significant deflciencies ard, accordingly, would not necessarily disclose all significant
deficiencies that are also considered to be material weaktesses. However, we believe that none of the
signifrcant deliciencies described above is amaterial weakness.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether the Municipality of Yabucoa financial statements
are free of material misstatement, we performed tests ol its compliance with certain provisions of laws,
regulations, contracts, and gmnt agreemerts, noncompliance with which could have a direct and material
effect on the determination offinancial statement afiounts. 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 ofour tests disclosed instances olnoncompliance or other matters that are required to
be reported under Govemment Auditing Standards and which are described in the accompanying schedule
offindings and questioned costs as conditioDs l1-01, 1i-02 and 11-03.

We noted certain matters that we repofted to management ofthe Municipality ofYabucoa, in a separate
letter dated March 21, 2012.

The Municipality of Yabucoa rcsponse to the findiogs identified in our audit is described in the
accompanyirg schedule offindings and qu€stioned costs. We did not audit the Municipality ofYabucoa
response and, accordingly. we express no opinion on ir.

This report is int€nded sol€ly for the information and use of management, audit commjttee, the
Municipality Management, and federal awarding agencies and pass-through entities and js not illtended to
be and should not be used by anyone other than these specified pa*ies.

Lic. #2214

Ma.ch 21,2012
Toa Baj4 Puerto Rico

Stamp No. 2633882 ofPuerto Rico Society of Certified Public Accounants was affixed to the record copy ofthis
rcport-

Ltc.r 2?14
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for establishing and
of laws, regulaiions,

REPORT ON COMPLIANCtr 
,WITE RJQUIREMENTS A}PLICABLEro f,ACH MAroR pRoc^RAM AND oN i\-r-E;i;; i-oilr"t" ow*coMpLTANCE rN Acconoarvcr wriu o-riii EriEiiiii 

"-rs:
To the Honorable Mayor and
the Municipal Assemblv
Municipatiiy of yabucJa
Yabucoa, puerto Rico

Comoliance

We have audited rhe compliance of rhe^ Municipality of yabucoa, with ihe types of compliancerequxemenrs described in the u. s oSlce 
"I ii4;;s;r.;;";;;*e ri;", 

, 

bMBr Circutar A-t3'Conpliance supptemenl rhar are aoDricphte ro"er"r. 
"ii,. i^i",. r.i",.r i.l*ilirlYo'. ,n. ,"", 

""0"a 
,rr.J0. 20 i L The Municipalirv of yabucoa major. tederat programs are ideni,l,e?;; ;,;;rrlnr,] ot audiror.sresutrs secrion 

_of 
rhe accompanyins ,"r,ia,r.,or n,iain!, 

-unJ;;;;.;;;;: 
; 

"mpliance 
wirh rherequrrernentl oflaws. regulations. contracts. and grrnt. a p_pti.ubl. 

,to.u"f, 
o_f ifi#r;o, fta"ruf progrur, i.rhe respo,,sibiriry or ihe tr,runicioatirv nr yabuco, ;rr"s..;;r;;;;";niiuliirr,"iiio 

"^pr"r" 
un op,nionon MulicipaiitJ ofyabucoa compliance baseo on ouraudir_

'We condficted our audit ofcomoliance in accordance with audiring srandards penerall) accepred in theUnited stares of America: the srandards lpptic"tr. . r,,*"i"rlrli. i.iZ),iio":*'Z*"*.*, oror*r.s/a,ddlds. issued bv rhe conprrol€r cenemr of the unired il"1;;Ji;Nfi;;;; bt A_133, Audits ofstates rocar oovernments, ond Non-profrt orerr.*i"ir. ii"""'riralra. 
"iJiirrr" circurar A_r33require that we plan and perform the au,lit to^ouain ."*oruut" u.,rr^nJ" JUoiiiri"rr,", non"orpt;rr""with the.rvpes.of compriance requirements refe."a. 

^u"""1i"i ""riJ;;#;;;:: -a mareriar effecron a major fedeml prosram occurred. ,qn.audit inctrLoes exam;];;; ;;il ffi;, 
"vidence 

abour theMrrnicipality of yabucoa compliance with rhose requiremenrs and pe-r{o*;g ,u";ii., p.o..au.", * *.cons,dered necessary i, rhe circumsrances. we beiieve rr,ar;;;;;;i;;;;;;;* ;';.;*bb basis for ouropinion. our aud* does nor provide u r.n,r a.,",,;nu,ioi'Ji;;:,fi;; i;;;:* compt,ance wilhthose requirements.

As described in irem conditions I l-0. I l_02 and. I l.-01 iI rhe accompanying schedute of findings andquestioned costs, Mm;cipality of Municin;

::!*li"ii:i;i:; i:,iil:#uffilI;:"H,';.:i,t,ff,J:['J|:li#llffffif 
L.J,"i,flla

il'::;"li;,',"',,"iiij;,"Jli:X""",;il;ffH":ffi'*:;;:;#;Xru**.$#, ro'uuni"ipai;tvoi

In our opinion, except for the noncomDliance. described in the preceding para$aph, Municipalily of\4unicipaliry ofYabucoa. comDlied. ir ati material re,pecr, with rhe requ,rements'reierred to abo\e rhrtare applicabte lo each oI iE m;jor l'ederal progrrr. f"i,". ,"r'. 
""].i',1r'1," 

:li'':0, i"'

Internal Control Over Compliance

fhe nanagemenl ol rhe Municipaliry ol- M(nicipa,iry of yabucoa i. re,oon"ibteIraUrLalntng enectlve tnlemal control over compliance with rhe requiremenls
Mailing AddEss Box 757, Do.ado, pR 0064O



contracts, and gnnts applicable to federal prcgrams. In planning and performing our audit, we considered
the Municipality of Municipality ol Yabucoa intemal control over compliance ;ith the requirements that
could have a direct and material effect on a major federal program in order to delermine our auditing
procedures for the purpose of expressing our opinioo on compliance, but rlot for the purpose of expressing
an opinion on the effectiveness of internal control over compliance. Accordingly, we do not express an
opinion on the effectiveness of the Municipality oa Municipality of yabucoa intemal control over
compliance.

Ou. consideration of intemal control over compliance was for the limited purpos€ described in the
precedirg pamgraph and would not necessarily identiry all deficiencies in the entity,s jntemal control that
might be significant deficiencies or material weaknesses as defined below. However, as discussed belo\r,
we identified certail deficiencies in intemal control over compliance that we consider to be significant
deficiencies and others that \,r'e consider to be material weakness€s.

A control deJiciency in an entity's intemal control over compliance exists when the design or operation of
a control does Dot allow management or employees, in the nonnal cou6e of perlorming their assigned
fuDctions, to prevent or detect noncornpliance with a type ofcompliaDce requirement ofa federal program
or1 a timely basis. A s€nifrcdnt deJiciency is 

^conkol 
deficiency, or combination ofcontrol deficiencies,

that adversely affects the enrity's abiliry to administe. a federal program such that there is ore than a
remote likelihood ihat noncompliance with a type ofcompliance requirement of a federal program that is
more than inconsequential will not be prevented or detected by the entity,s internal control. We consider
the deficiencies in intemal control over compliance described in the accompanying schedule of findings
and questioned costs as items conditions 11-01, I l -02 and 1 1-03 to be significant deficiencies.

A material weaktless is a significant deficiency, or combination ofsignificant deficiencies, that results in
more ihan a remote likelihood that material nonconpliance with a type of compliance requircment of a
fede.al prog_am will not be prevented or detected by the entiq/'s intemal control.
The Municipality of Municipality ofYabucoa response to the findings identified in our audit is described
in the accompanying schedule of findings and questioned costs. We did not audit the Municipality of
Municipality ofYabucoa response and, accordingly, we express no opinion on it.
This report is intended solely for the information and use of management, audit committee, the
Municipality Management, and federal awarding ageflcies and pass-through entities and is noi intended to
be and should not b€ used by anyone other than these specified paties.

March21,2012
Toa Baja, Puerto Rjco

Stamp No. 2633883 ofPuerto Rico Soci€ty ofcedified Public Accountanis was affixed to the record copy ofthis
reporl.
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MI]MCIPALITY OF YABUCOA
COMMONWEAITH OF PL,IERTO RICO

SHEDULE OI FINDINGS AND QT]ESNONED COSTS
FOR TIIE YEAR ENDED JLNE 30, 20] I

Section I: Summary of Audilors' ReJults

Control deficiency (ies) identified?
Not considered to be material weakness? _X_ Yes None reported

Noncompiiance material to financial statements noted? _Yes _L No

Federal Awerds:

Financial statements:

TJ?e of auditors' rcport issued:

Intemal control over financial reporting:
Material weakness (ies) identified?

Type olaudjtor's report issued on compliance
For major pro$ams:

Any audit findings disclosed that are required
To be reported in accordance with Circular
A-133, Section .5i0 (a)?

Dollar threshold used to distinguish
Botween type a and q?e B Programs

Audited qualifies as low-risk auditee?

Qualified opinion

_Yes X No

Intemal control over major programs:
Material weakness (es) identifred?
Conkol deficieocy (ies) id€ntified?

Not considered to be material weakness? _X_ Yes None reported

Yes _X_ No

X Yes No

Qdalified opinion

Yes _LNo

16
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MINICIPALITY OF YABUCOA
COMMONWEALTII OF PTIERTO RICO

SHEDULE OF FINDINGS AND QTIESTIONED COSTS
FOR TIIE YEAR ENDED JI]NE 30, 201 1

Section II: Federal Award findings and Questioned Cosls

My examination ofcompliance with federal requi.ements ofthe Municipality ofYabucoa, for the
year ended June 30, 201I disclosed that grants firnds were administered in a satisfactory manner,
except for the lollowing situation:

CBGP - CFDA No. 14.228

Co[dition 11-01 - Ouarterly Report

The Municipality did not comply with the requirement ofpreparing and filling its federal
financial reports on a timely basis. Duing our examination of the Federal FimDcial
Reports, we noted that the Municipality did not send or time the quarterly report for the

following pe od ended.

Ouarterlv Due/Date Date Submitted
October- December

Criteriar

The Municipality is not in compliance with 24 CFR 85.40 (b) (1) which rcquires federal
fund recipients to periodically mo[itor the perfomance of $ant-supported
activities to ensure that time schedules are being met, projected work units by time
periods are being accomplished, and other performance goals are being achieved by the
preparation offederal financial reports. To achieve these goals, program management

should prepare accumle and timely federal financial reports. The Municipality should

submit quarterly or semi-annual reports 30 days after the reporting pedod. The office
of Municipal Affairs granted ten days to this reporting requirement.

Cause:

The above situation occured because the Municipality did not ensure to verify and

undersland iis reponing requirelnents for lhis program.

Effect:

The continued failure to file the required reports may result in sanctions by the Federal

grantor, such as grant payment withholdings.

Recomm€ndation:

The Municipatity should verifu and become familiar with all administrative
requirements applicable to each federal financial assistance program, especially when

new grants are received. This can be achieved by obtaining the information

applicable to the program from the pass-thru grantor, federal grantor, or the Catalog of
Federal Domestic Assistance ("CIDA"), which is available from federal gov€mment.

January 30, 201 I February I l, 201 1

11



MI]MCIPALITY OF YABUCOA

COMMONWf,ALTH OF PIJ'ERTO RICO
SMDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE YEAR ENDED JT-INE 30, 20 I 1

CBGP - CrDA No. 14,228

Conditiotr 11-l)l - Ouarterly Report (cost)

Auditee Respotrse:

See auditee response attached

FEMA Public Assistance Grant CFDA No. 83.544

Conditiotr ll-02 Cash Mauasement System

The Municipaliry has not established effective cash management proc€dures. The following pro$ams
were aepo(ed with the same cash balance during the entire year:

FEMA (George)

FEMA (Rains)
FEMA (Jeanne)

FEMA (Dean)
FEMA (October Rains)

Criteria:

Federal Regulation requires that grantees shall conform to the standards applicable to advances

{iom Federal Agencies- Amounts requested should be limited to the Program's immediate cash

needs.

Cause and Effect:

This condition occurred because the Municipality has not analyzed and closed inactive funds and

bank accounls when the fund's or bank accounts; objective have been met or are no longer
relevant. The continued maintenance ofth€se funds and accounts exposes the Munic;palily to the
unauthorized use of funds- From inactive accounts for activities not intended to be fiflanced with
these funds. The aforementioned conditions represent a material weakness in the Municipality's
internal co[trols over financial reporting.

- R€comrnendation:

ln accordance with Federal Regulations, the Municipatity should estimate drawdown of Federal

ftmds as closely as possible to the actual disbursemeflts.

Auditee Response:

See auditee response attached
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MI]NICIPAIJTY OF YABUCOA
COMMOITWf,ALTII OF PUERTO RICO

SCIIEDIJLE OF FINDINGS & QI'ESTIONED COSTS
FOR T}IE YEAR ENDED J[]NE 3 1 . 20 1 ]

FEMA Pnblic Assistauce Grart CFDA No. 83.544

Cotrditior 11-03

- The Municipalify transfer from the grant, meotioned, above tle amount of$332,1 18 to the
operational account.

Criteria:

Federal Graot Regulations requires the grantee shall received the authorization ofthe
agency, mentioned above, to release the remained ofaoy Grant Fund Balance

Cause and Effect:

The condition occurred because the Municipality has not maintained appropriated records
ofFEMA Projects Grants; this condition exposes the Municipality to an inappropriate
used ofthe Federal Funds.

Recommendation:

The Municipality must re evaluaie all the amounts transferred to Operational Funds and
retum to Federal Funds any unsupported amount.

Audite€ Response:

See auditee response attached
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MUMCIPAIITY OF YABUCOA
COMMONWEALTH OF PUERTO RICO

SCIIEDULE OF PRIOR YEARS FINDINGS & OUESTIONED COSTS
FOR T]{E YE AR E\D[D JTNI f]. 20I I

Program

FEi\.trA.

Public Assistance
Grant
CFDA
No.83.544

Housing Voucher
CIDA
No. 14.871

FEMA Georye
FEMA Rains
FEMA Jane
FEMA Dean
October Rains

Firding/Compliauce

Condition 09-02; 10-01 - Cash Management System

The Municipality has not established effective cash
mfiragement procedures. The following progmns were
reported with the same cash balance during the entire year.

Status

Still Prevails

Corrected

$38,482
9,4',11

18,227
9,864

71,5 75

Condilion 09-01 - Eligibilify for Individuals

As part of our eligibility test for pafticipants, we selected 12
participant's files. The following deficiencies were noted
during our €xamination.

1. Missing social secudty cards.
2. Missing birth certificates.
3. Without annual reexamination.
4. Without evidence ofincome.
5. Without evidence ofreasonable rent.
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MT]NICIPAIITY OF YABUCOA
COMMONWEALTH OF PIJ'ERTO RICO

SCHEDULE OF PRIOR YEARS FINDINGS & QI]ESTIONED COSTS
FOR THE YEAR ENDED JUNE 3 1 . 20 I 1

AUDITEE RESPONSE
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EsrADo LrBRE AsocrAoo DE puERro Rrco
Admini.tr.ci6n Muiri?al d. Yab!.oa
aFdno r y.bu.e, tucdo Rid D7r/ . rr. (r!, aqjooo . r* rt4 sq1!0

oFrcrr{A dr"HffiXffirrs

Municipalil, of Y-atucoa, rerpectfuuy submirs lhe folowi.g corecrive acrion plan
a.cordance with OMB A-l lt, fo. rhe yea.e{ded June 10,201 I:

Narne &d addrels of indep€ndent public accounling firm I

JUAN A, RIVERA, CPA
Cedifi ed Public Accoun6nr
P.O. Box 757
Doado, P.R.006a6

Audit period: Yed ended June l0,20ll

The findings froh the June 10,2011 schedule otfinding dd qtrestioneit cosr are discussed
beiow. The findings de numbcred consisrently with nunbe.s asigned in the schedute.

AN"SWER FINDII"C AND QUESTION COST FOR YEAR ENDED JLNE 10.20t l.

riding No.ll 3 Ac.ou n r Tr.nsfers

The re,evalution olihe tlansfers io esrablish loans are bing prccess and will be deposired in
the respectjve accounr.

Anti.ipat.d Completion date:

lfyoo havequesrions abour lhisplan, please ca ed at (787) 891 t000 exr.4t4
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OFICiN,A DE FTNANZAS

Muni.ipality of Yalrfra, rcspectfuUy submits the following corrective ac{on pls
accodtuce with OMB A- 133, fo. tne yeaisded J,jnc j020 t I :

Nemc and addr.ss of indep.ndelt pubtic accounrins firml

JUAN A. RIVEM, CPA
Certifi €d Public Accoun.ant
P.O. Box 757
Do.ado, P.R. 00646

Audir pcriod: Year ended Junc 30,20 I I

Tlte findings f.om rhe Jutre 30,2011 s.iedule offindi.g and quesrioned cosl a.e discusscd
below- Tne findings are rumbercd corsistentty wirh nrmbels assigned in the schedul6.

ANSWER FINDING ANDQUEST]ON COST FOR YEAR ENDED JUNE ]O,2OI].

Fiuding No. ll{l Qu.rterty Report

The Muicipality did not comply witi the rcquiremcflt ofprepding ad filing irs fedcral
finan.ial re!'orts m a timely basis. Dudng ou. cxaminarion oi thc Fcderal Fi;cjal Repo.rs,
ne noted itta! the Municipaliry did nor send on time the quade.ly rcpod fo! rhe followi;g

oua,ie.lv DuJDde D"r" SuhiudOctobcr-December January3o,2ol r"U.ra.y ll,ZOr r

We gave ifftrucnoos lhe officc of federal pmg.ans to compty wirh thc rerms and conditions
udcr thc provisioB oflaw.

Arlicipat d Completion a!t.:
During the fiscal yca!

lfyou have quesiions about this plan, p lease called at (787) 893-3000 ext.4l4
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niiblidIiq.T;'i,"iii,fi;:.,..,-,,,.*., xl
DEPARTA-.\4E1.ITO D E F]NANZIiS

Mmicipatiry ofYabucoa, respectnrly submns ihe fotlowins corcctive action pran
accordance with OMB 4.-131, lor the year endcd June 10, 2011:

Name and address ofindep.ndent public accounlingfim:

ruAN A RIVERA. CPA
Certifi ed Public Accounran!
P.O. Box ?57
Dorado, P.R. 00646

Audit period: Yea. ended June 30, 201I

The findings ftom the June 30,2011 schedule of findins and quesrioned cosr are
discusscd below. The findings are numbered consistently wirh numbers assigned inlhe

ANSWERS FINDING ANDQUESTION COST FOR I-HE YEAR ENDED JUNE 3A,20]}.

FindiugNo. 11-0r Cish Mrn.gcment System

The Municipalily has nor esrablished effective cash managemenr procedures- The
followi.S prog"ms were reponed wilh lhe same cash batuce du.ing the enir€ yea!.

)

FEMA Geo.ge
FEMA Rains

$18,482

FEMA Jane 18,227
FEMA Dean 9,864
OctobtrRains 7 |,575

InsEucrion hav€ been given to establish rhe ne.essary procedu€ to.orecr rhis situations
and reaike (he nccessary adjustmenl in rhis accounr.

Aniicipalcd Complet'oD dale:
Drring the fiscal year

Iflou hav€ qlesrions about rhis plan. pLease called ar (?87)393-1000 ext.4l4.
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