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INDEPENDENT AUDITOR'S REPORT

The Honorable Mayor, Members ofthe
Municipal Legislature and People of
the Municipality of Yabucoa
Yabucoa, Puerto Rico

We were engaged to audit the accompanying financial statements ofthe govemmental activities,
each major fund, and the aggregate remaining fund information of the Municipality of Yabucoa
ofthe Commonwealth of Puerto Rico (the "Municipality"), as of and for the year ended lune 30.
2012, which collectively comprise the Municipality's basic financial statements as listed in the
t4ble of contents. These financial statements are the responsibiliry_ of the Municipality's
management.

As discussed in Note 6, the Municipality did not have complete and accurate accounting records,
and did not perform a complete and accurate physical inventory and a valuation of its capital
assets of govemmental activities as Jun€ 30, 2012. The capilal assets of govemmental activities
recorded in the accompanying statement of net assets for $43,813,760 net of accumulated
depreciation of $26,91 8,660 could be materially misstated.

Also as discussed in Note 9, to the Financial Statements, the Municipality did not comply with all
requirements accordance with GASB Statement No. 18, "Accounting for Municipal Solid Waste
Landfill Closure and Post Closure Care Costs". Accounting principles generally accepted in the
United States of America require that provision for liability ofclosure and post closure care costs
be estirMted based on and study and recorded to comply rvith the applicable state and federal
regulations. This amount by which this departure would affect the liabilities, net assets, and
expenses ofthe govemmental activities is not reasonable determinable.

As discused in note 12 to the financial statements. wer are unable to obtain a discussion or
evaluation from the. Municipality's management nor its outside legal counsel of pending
threatened litigation. We werb unable to obtain sulficient appropiate audit evidence by
performing other audit procedures. The financial statements do not reflect any contingency or
possible losses related to any existing p€nding threatened liligalion.

As discussed irl note 14 ofthe financial statements, the Municipality does not maintain adequate
accounting record to provide sufficient information for the preparation of the basic financial
statements, because ofthe inadequacies in the Municipality's accounting records during the fiscal
year €nded June 30, 2012. It was not practicable to extend our auditing procedures to the
necessary to enable us to obtain certain evidential matter as it relates to accounts payable,
accounts receivable, interfund trasactions, capital outlays and budget transactions.

Mailing A&€6s 8ox 757, Dorado, PR 006,15



Because the inadequancie of the Municipality accounting records we were unable to satisry

ourselves corceming capital assets valuation and amount of acccounts payable, accounts

receivable, interfund transaction, fiscal year capital oudays and budget transactions as explained

in the pr€ceding paragraph, the scope ofour work was not sufficient to enable us to express and

we don not express and opinon on the financial statement refered to, in the first paragraph

In accordance with Gover ent Audit Sta dara, we have also issued our report dated March 23'

2013 on our consideration ofthe Govemment's internal control over financial reporting and our

tests of its compliance with certain provisions of laws, regulations, contracts and grant agreement

and other matters. The purpose of that report is to describe the scope of our testing of intemal

contol over a financial reporting and compliance and the rcsults of that testin& and not to

provide and op'nion on the intemal control over financial reporting compliance. That report is an

integral part of an andit performed in accordance with 6ovem e t Audit Sta dards and should

be considered in assessing the results ofour audit.

'fhe Management s Discussion and Anallsis and Lhe Budgetary Conpotison Schedule on page 3

through 16 and 71 through 72 are not required parts of the basic financial statements but are

supplementary information required by accounting principles generally accepted in the United

States of America. We have applied certain limited procedures, which consisted principally oI
inquiries ofmanagement regarding the rlethods of measurement and presentation ofthe required

suiplementa.y iniormation. Howiver, we did not audit the information and express no opinion

on it-

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

collectively comprise the Municipal;t) of Yabucoa of the Commonwealth of Puerto Rico basic

financial statements. The introductory section, combining and individual non-major fund

financial statements, and statistical section are presented for purposes ofadditional analysis and

are not a required part of the basic financial statements. The accompanying schedule of

expenditures olfedeml awards is presented for purposes ofadditional analysis as required by U'S'

Oifice of Management and Budged Circular A-133, lrdis of Stales, Local Gorernments, and

Non-Pratfl Orgdiizatiors, and is also not a required part of the basic financial statements of

Municip;lity o1 Yabucoa of the Commonwealth of Puerto Rico, the combining and individual

non-major ir,nd financial statements and the schedule of expenditures of federal awards have

been subjected to the auditing procedure applied in the engage audit of the basic financial

statements and in our opinion, a.e fairly stated in all material respects in relation to the basic

financial statements takin as a whole. The introductory and statistical sections have not been

subjected to the engage auditing procedures applied in the audit of thaEg!:c financial statements

and accordingly we express no opinion on them.

March 23,2013
Toa Baja, Puerto Rico

Stamp No. 266971{ of Puerto Rico Society ofcertified Public Accountants was aflixed to the iecord copy

ofthis report.

License 2214

LlC !:2214
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COIUMONWEALTH OF PUI'RTO RICO

MUNICTPAIITY OF YAAUCOA

Management's Discussion and Analysis
une 30. 2012

As management of the Municipaliry of Yabucoa (the Municipalitv), we offer readers the

iolloring"dir"u..ion and arralyiis ;f the Municipality's financial activities- r€ported in the

accompa-nying basic financial statements for the fiscal year ended June 30' 20I1 . We encourage

readers to con-sider the information presented here in conjunction with additional information that

is fumished in the accompanying financial statements, which lollow this narmtive-

FTNANCI-AL HIGHLIGHTS

Goee ment-Wide Highlighls:

. The Municipality's assets amounted to $53,891,480 at June 30, 2012. ofwhich $43,813,760

consist ofcapital assets (net of accumulated depreciation and amortization of $26,918,660),

$4,01 4,2 I 8 c;osist of cash, and $5,3 94,9 I I consist of accounts receivable'

. The Municipality's liabilities amounted to $34.392,364 at June 30, 2012, of which

$18,551,272 con;ist of bonds and notes payable, $7,261,328 consist ofaccounts payable and

accrued liabilities, $2,891,370 consist of accrued compensated absences, $3,563,314 consist

of estimated liability for municipal solid waste landfill closure and post_closure care costs'

and $2,125,080 consisl ofuneamed revenues.

. The Municipality's assets exceeded its liabilities (net assets/sutplus) by $19,499,126 at June

30,20t2.

. The Municipality's revenues amounted lo $21.875'324 for the fiscal year ended June 30'

2012, of which i13,318,398 arose fiom taDies, $12,760,619 arose from interglvemmental

gran; and contributions, $45,155 arose from interests on deposits, $1,594'725 arose from

iriscellaneous revenue streams and $j 56,427 arose from charges from services'

. The Municipality's expenses amounted to $2'?,951,259 for the fiscal year ended June 30,

2012, of which 
-$23,4e6,610 

where incurrcJ in providing di'ect sei''rices and henefits to

citizens in relation to urban and economic development, health and sanitation, public safety'

public housing and welfare, culture, recreation and education ln addition, the Municipality

incurred $599,010 of its total expenses, in interests related to its long_term obligations' and

$3,885,639 in general govemm;nt activities to support the Municipality's functions aod

programs. The-Munici;ality's expenses include depreciation in the amount of $l'550'222

for lhe fiscal year ended June 30. 2012.

. The Municipality's net assets decreased by $75,935 during the fiscal year ended June 30'

2012.

Gover ncrtol Fund.t' Highlights:

. The total fund ba,ance deficit ofgovemmental funds amounted to $335,647 at June 30' 2012'

of which $4.774,334 represent fund balances committed, restricted, assigrcd or

nonspendabte, * hile $5, I 09,98 I represents an unrestricted deficit'

. The total fund balance of govemmental funds decreased by $1,591,188 during the fiscal year

ended June 10, 2012.



COMMON},EALTtl Of PUERTO fuCO

MUNICIPALITY OF YABUCOA

Management's Discussion an{ Analysis
June 10, 2012

OVERVIEW OF THE BASIC FINANCIAL STATEMtrNTS

The Dumose of financial reporting is ro provide exlemal users ofbasic financial statements \lith

informaiion that will help ihem io make decisions or draw conclusions about the Municipality'

There are many extemal parties that use the basic financial statements of the Municipality;

however, these iarties do not always have the same sp€cific objectives ln order to arldress the

needs ofas many parties as reasonably possible, the Municipality, in accordance with required

financial report;;g standards, presents this Management's Discussion and Analysis (MD&A) as

an introduction ti the accompanying basic financial statements' This narrative represents an

overview and analysis ofth€ financial activities ofthe Municipality for the fiscal year ended June

10, 2012. Because this MD&A is designed to focus on the current year activities, resultjng

changes and curently known facts, we encourage readers to considerthe information presented in

this D&A in coniunction with the additional information fumished in the accompanying basic

financial stalement\

The Municipality's basic financial statements include three componentsi (l) govemmenrwide

financial statem;nB (GWFS), (2) govemmental fund financial statements (GFFS), and (3) notes

tothebasicfinancialstatements(NBFS).Thisreportalsocontainsadditionalrequiredandother
supplementary information in addition to the basic financial slatements themselves These

components are described trelow.

The basic financial statements focus on: (l) the Municipality as a whole (govemment-wide

financial repo(ing) and, (2) the Muoicipality's major individual govemmental funds Both

perspectives allow- the users to address relevant questions' broaden a tasis for comparison (year

io y'"* o. gou"--"nt to govemment) and enhance the Municipality's accountability The

components of the basic financial statements are described below

O Aot'emngnl-tiifu Financial Slaleriants

The GWFS are composed of: (1) the statements of net assets (SNA) and (2) the sl'tement of
activities (SA). Theie financial statements can be found immediately following this MD&A'

GWFS aie iesigned to Provide readers with a broad overview of the Municipality's

operations as u ithol" in , manner similar to Private_sector business -Ihese statements

p;ovide short-term and lonS_term information about the Municipality's financial position'

ivhich assist the Municipatit!'s management to determino the economic condition at June 30'

2012. The GWFS are irepaied using methods that are similar to those us€d by most private

businesses. 
_

l. Sla{emeDt oJ Net Assets

The purpose ofSNA is to attempt to report all assets owned and all liabilities owed by the

N,tun'icipality-TheMunicipalityreportsofallofitsassetswhenilacquiresownership
ou". tf,i,s..t und."pordall;f its liabililies nhen they are incurred For example' the

Municipality reports 
_buildings 

and infrastructure as assets, even though they are not

"".if"UL 
,J p"y the obligatiins incurred by the Municipality On the other hand' th€

Municipality'reports liabiiities, such as claims and jodgments, bonds and notes payable'

obligations under capital leases, compensated absences and ce(ain accounts payable and

,1
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COM]\ION\IEALTH OF PUERTO RICO

MUNICTPALIIY OF YABUCOA

Management's Discussion and Analys;s
June 10.2012

accru€d liabilities, even though these Iiabilities might not be paid until several fiscalyears

into the future.

The difference b€$\'een the Municipality's total assets and total liabilities reported in

SNA is presented as ,ret.rssers, which is similar to the total owners' equity reponed by a

commeriirl enterprise in its financial statements- Although the purpose of the

Municipality is not to accumulate net assets, as this amount increases or decreases over

dme, s;ch amount represents a uselirl indicator of whether the financial position of the

Mun'cipality is either improving or deteriorating, respectivel).

2. Statement of Activiti€s

The SA presents information shoNing how the Municipality's net assets changed during

the fiscai year ended June 10, 2012, by presenting all ofthe Municipality's revenues and

expenses. As previously discussed, the items reported in SA are measured in a manner

similar to the approach used by a commercial enterprise in that revenues are recognized

when eamed ;r establish€d criteria are satisfied, and expenses are recorded when

incuned by the Municipality. Consequently, revenues are reported even when they may

not be coilected 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'

Although SA looks different from a commercial enterprise's income statement, the

diflerence is only in format, not substance. Whereas the bottom line in a commercial

enterprise represents its net income, the Municipality reports an amount described as 
'e'

cha ge in net assets. which is essentially the same concept.

The focus of SA is on the /,e, cot of various activities provided by the Municipality The

statement begins with a column that identifies the cost of each of the MuniciPality's

major functions. Another column identifies the revenues that are specifically related to

thjchssified govemmental functions. The difference between the expenses and revenues

related to spe;ific functions/programs identifies the extent to which each function ofthe

Municipality draws from general ievenues or is self-financing through f€es,

intergovemmental aid, and other sources ofresources.

This statement also presents a comparison between direct expeDses and program revenues

for each function ofthe Municipality.

GWFS and GFFS present atl of the -Municipality's 
govemmental act;vities, which are

supported mostly by taxes and intergov;mmental revenues (such as federal and state glants

and contributions). All services normally associated \r'ith the MuniciPaliry fall into thh

calegory, including culture, recreation and education; general governmen! health and

saniltion; public safety; public housing and welfare; and economic and urban developnent-

Gotemrranlal Fu d Financial SlaletEnls

The Municipality's GFFS consist of: (l) the balance sheet - govemmental tunds and (2) the

statement oi re;enues, expenditures and changes in fund balances govemmental funds'

These financiat statements report the financial position and results of operations of th€



COMMONWEALTH Of PIlERTO RICO

MUNICIPALITY OF YABUCOA

Manag€men1's Discussion and Analysis
June 10. 2012

Municipality's govemmental funds, with an

govemmental funds.

emphasis on the Municipality's major

A fund is a grouping of related accounts that is used to maintain control over resources that

haue been se-gregate-d for specific activities or objectives. The Municipality, like most other

state and loc;l !ou"rnln.nt., uses fund accounting to ensure and demonstrate compliance

with finance-rela-ted legal requirements. Each fund is considered an independent fiscal entity

accounted for within a-set of self'balanc ing accounts that comprise its assets, liabilities, fund

equity, revenue, and expenditures. Fund accounting segregates funds according to their

inLna"a putpos. and is used to aid management in demonstrating compliance with legal,

fi nancial and contractual provisions.

Govemmental funds are used to account for all ofthe services provided by the Municipality'

These funds are used to account for essentially the same functions reported as govemmental

activities in the GWFS. Unlike GWFS, the focus ofGFFS is directed to specific activities of
the Municipality rather than the Municipality as a whole: therefore, GFFS report the

Municipality's op€rations in more detail than the GWFS.

GFFS provide a detailed short-term view of the Municipality's finances that assist in

determining whether there will be adequate financial resources available to meet the current

needs of ihe Municipality, which is, evaluating the Municipality's near-term financing

requirements. For financial reporting purposes, the Municipality classifies its govemmental

fu;ds within the following tvpes: (l) generat fund, (2) debt service fund, (3) special revenue

funds, (4) capital projects funds and (5) permanent tunds.

CFFS are prepared on an accounting basis that is significantly different liom 
^that 

used to

p."prt" CWFS. In general, GFFS focus on near-term inflows and outflov/s of expendable

hnancial resources, ionsequently, generally measure and account tor cash and other asseLs

that can easily be converted to cash. For example' amounts reported on the balanc€ sheet

include capital assets within a very sho( period oftime, but do not incfude capital assets such

as land and buildings. Govemmentat firnd liabilities generally include amounts that-normally

are going to be paiJ within a very short period after the end ofthe 6scal year' The difference

betieen"a fundjs total assets and total liabilities is reported as the fund balance, and generally

indicatestheamountthatcanbeusedtofinancethenextfiscalyear'sactivitiesLikewise'
the operating statement for govemmental funds reports only those revenues andexpenditures

that ivere cibcted in cash 
-or 

paid with cash, resp€c1ively, during the curent fiscal year or

very shortly after the end of the fiscal year.

Because the focus of CFFS is narrower than that of the GWFS, it is useful to compare the

fund information presented for govemmental funds with similar information presented for

go"";"ntuf 
""tiuiti". 

in the GWFS By doing so, readem may bett€r und€rstand the long-

ierm impact of the MuniciPality's near'term financial decisions Both the govemmental

funds' balance sheet and the govemmental funda' stat€ment of revenues, expenditures and

changes in fund balances pivide a reconciliation to facilitate the comparison betw€en

jou"_-rn""t"f funds and tire govemmental activities reported in the govemment-wide

financial statements.

6



COMMON\ IALTH OF PUERTO RICO

MUNICIPALIIY OF YABUCOA

Management's Disclrssion and Analysis
June 30.2012

The Municipality has four major govemmental funds. Each major fund is pres€nted in a

separate coiumn in the govemmental funds' balance sheet and the govemmental funds'

statement of revenues, expenditures and changes in fund baiances- The three major

govemmental funds are: (l) generat fund, (2) debt service fund' and (3) capital improvements

bonds lund

Noles lo Bc/'ic Financial Stotement!

The NBFS provide additienal information that is essential for a full understanding ofthe data

provided in the GWFS and GFFS. The NBFS can be found immediately followiog the hasic

financial statements.

Aher Supplementary I fotmaliol

The basic financial statements are followed by a section ofother suPplementary information

consisting of: (1) budgetary comparison schedule general fund and the Schedule of
Expenditures of
FedemlAwards.

This Space Eas Beel lttte tionally Lel Blon*

d)
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF YABUCOA

Management's Discussion and Analysis
June 30, 2012

FINANCIAL AI\ALYSIS OT GOVERNMENT-WIDE FINAI[CIAL STATEMENTS

The Municipality s overall financial position and operations for the prior and the current fiscal

year are summarized as follows, based on the information included in the accompanying GWFS:

Comparative Statemenl of Net Asets
Gov€rnmental Activities (Condensed)

June 30.2012 and 20ll

Assels:
Current assets

Non-current assets:

Capital assets, net

Other non{urrent assets

Tolal assets

Liabilities:
Current liabilities
I ong-lerm oblrgalrons due rvttnln one year

Long-term obligations due after one )€ar
Total liabiliti€s

Nct 6sets:

lnvested in capital assets, net ofrelated debt

Restricted for debt servic€ and others

Unresaicted
Total net assets

$ 51,891,480 52,895,370

2012 20t t
$ 10,046,582

43,8 r3,760

31,I3E

q q4q 714

42,E97,787 _

4',7,849

9,386,408

1,692,593

23,1t3,363

'7,492,220

1,441,010

24,387,079

34,192,364 33,320,109

$ 13,587.188

2.315,898
( 16,423,960)

$ 19,499,126 $ 19,575,061

At June 30, 2012, the Municipality's current assets, amounting to $10,046,582, are mainly

composed ofcash ($4,651,671),ind accounts receivable ($5,394,91l)' net of reserve for doubtful

accounts.

'fhe restr;cted cash represents resources legally designated for: (l) the payment of debt service'

(2) the acquisition, co;struction and improvement of major capital assets, and (3) the operations

olfederally and state funded grant programs. Restricted cash also consisls ofunspent proceeds of
bonds issued for acquisition,-construCtion and improvement ofmajor capita-l assets Restricted

properry uxes receiv;ble reprcsent resources set aside to redeem the bonds ofthe Municipality in

minimum annual or biannual principal and inter€st payments-

The Municipatity's non-cunent assets! amounting to $41,813,?60 at June 30,2012, are

substantially composed ofcapital assets, with a cost basis of$70'732,420. which are reported net

of accumulated depreciation and amortization of $26.918,660.

s 32,023,670

1,270,354

(t 1,718,963)
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CoMMoNwEALTH oF PUERTo RICo
MUNTcIPALITY ot YABUCoA

Management's Discussion and Analysis
June 10,2012

At June 30, 2012, the Municipality s current liabilities amounting to $l'1,079.001 are mainly

composed ofuneamed revenues $2,125,080, accounts payable and accrued liabilities $7,261,328

and ihe ponions due within one year $1,692,593 of bonds and notes payable, obligslion under

capital leases and compensated absences. Uneamed revenues principally consist of uneamed

revenues associated with municipal license taxes and intergovemmental gmnts and contributions

related to state and federally funded gant pro$ams,

The Municipality's non-current liabilities, amounting to $23,1t3,363 at June 30, 2012, are mainly

composed of portions due after one year of bonds and noted payable $17,455,927, estimated

liabiliry for municipal solid waste landfill $3,563,314 and compensated absences $2,294,122.

As noted earlier, net assets may serve over time as a usefu, indicator of the Municipality's

financial position. The assets ofthe Municipality exceeded liabiliti€s by $19,499,126 at June 30,

2012. The most significant portion of net assets ($13,587,1EE) reflects the Municipality's

investment in capital assets (e.g. land, buildings, machinery, equipment' fumiture, fixtures,

infrastructure, etc.), net ofall related debt still outstanding that was issued to acquire, construct or

improv€ those assets. The Municipality uses these capital assets to provide serrr'ices 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 thal debt must be provided by other sources. since capital alsets cannot

be used ro Iiquidale lhese liabilitie'.

Another significant portion ofnet assets ($963,791) at June 30, 2012, represents resources that

are resrricted for deh service payments.

The remaining component of total net assets consists of unrestricted net liabilities amounting to

$16,423,960 ;t Jun;30, 2012. These unrestricted net liabilities are the consequence of previous

budgets that did not provide sufficient funding for incurred long{erm obliSations, such as bonds

and-notes payable, compensated abs€nces, claims and j udgments, certain obligations under capital

leases, etc. Historically, a significant portion of such obligations has been budgeted on a pay-as_

you-go basis.

The total net assets ofthe Municipality decreased by $75,935 for the fiscal year ended June 30.

20t2.

This Space Ht s Been Intenlionau! LeIl Blank
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COMMON\YEALTH OT PUERTO RICO
. MUNICIPALITY OF YAAUCOA

Management's Discussion and Analysis
J,me 30,2012

The following is a condensed presentation ofthe Municipality's results of operations as reported

in the GWFS:

Comparative Statement of Activities

Governmental Activitiea (Condensed)

Fiscal Years Ended June 30,2012 atrd 20ll

2012 2011

Program revenues:

Program-specific operating grants and contributions

Program-specilic capital granls and conE;butions

Charges for services

Total program revenues

Ceneral revenues:

Property taies

Municipal license taxes

Construction excise taxes

Sales and use taxes

Unrestricted grants and contributions

Other general revenues

Total general revenues

Total revenues

Program expenses:

General govemment

Urbaa and economic development

Public safety

Health and sanitation
' Culture. recreation and education

Public hoosing and welfare

Interest on long-term obligations

Total expenses

Net decrease in tret ass€ts

Net assets, ,t begioDing of fiscal year

Net sssets, at end of fiscal year

t'7,520,1s6 1s,456,649

4,671,152

5,52',/,589

ts6.427

4,366,891

2,580,047

226,547

10,1s5,168 '7,t'73,485

'7,552,444

.4,429,060
492,800

8.14,054

2,561,878
t,639,8E0

7,484,085

3,692,556

384,021

730,497

2,099,213
I,066,217

27,8',t5,324 22,630,t34

3,885,639

9,174,845

3,414,115

4,70).265

2,856,446

3,3t',7,940

599,010

2,249,669
3,507,6',78

2,502,947

6,259,826
2,8t0,257
3,672,061

539,902

27,951,259
(75,935)

19,575,061

2t,542,340
t,08'7,794

18,487,267

_!__12.4ee126_ 19,575,061

As previously mentioned, the Municipality's net assets decreased by $75,915 during the c$rent

fiscal yeu.. ippror.imately 4E% ofthe Municipality's total revenues for the current fiscal year

came 
-frotn 

property. municipal license, consfuuction excise ta\es and sales and use taxes

($13,318i98). 
_Grants 

contributions and charges for services (program revenues), amounting to

i12,917,046, provided 467o ofthe tolal revenues for the cunent fiscal year. Interests on deposits

and miscellaneous revenues provided the remaining 60% of total revenues'

10



COMMONWEALTH Of PUERTO ITCO
MUNICIPALITY OF YABUCOA

ManagerDent's Discussion and Analysis

. June 30,2012

The Municipality's expenses cover a wide mn8e of sen'ices. The largesl expenses of the

Municipalily for the fiscal year ended June 10,2012 were related to: (l) urban and e'onomic

development ($9,174,845), (2) health and sanitation ($4,703,265), (l) geneml administmting and

operating costs ($3,885,639), (4) public safeq ($3,414,115), (5) public housing and welfare

(i1.317,939), (6) culrurc, recreation and education ($2,856,445)' and (7) interest on long-term

obligations ($599,010). These expenses include depreciation and amortization of capital assets

and 
-<lefened 

charges in the amounts of $ I,i50,222 for the fiscal year ended June 30, 2012'

FINAT{CIAL ANALYSIS OF GOVERNMENTAL FIJNDS

Analysis of Financial Posilioa of Gotenmefial Funds

As discussed earlier, the Municipality uses fund accounting to ensure and demonstrate

compliance with finance-related legal requirements. Ihe focus of the Municipality's

gore*..ntul fuods is to provide information on near-term inflows, outflows, and balances of
fxpendable resources. Such information is useful in assessing the Municipality's compliance

wiih finance-related legal requirements. Specifically, unresened fund balance may serve as a

useful measure ofthe liunicipality's net resources available for spending at the end ofthe fiscal

yeaf.

At June 30, 2012, the total assets of Sovemmeotal funds amounted to $13,052,444, which

consisted principaity oi (l) cash of $4,651,671 (2) accounts receivable, $5,394,911, net of
....-" toi doubttui accounts, and (3) inter-fund receivables of $1,005,862 such assets are

restricted for debt service, capital projects, encumbmnces and other specific purpos€s'

At June 30, 2012, the total liabilities of govemmental funds amounted to $13,3E8'091' which

"onsi.t 
a pln"ipuily of: (l) deferred revenues of $2,125'080, (2) accounts payable and accrued

iiotititi", of Se,Ssi,:os, (31 inter-fund pavables of $3,005,862 and (4) matured bonds and

interests due and payable of$1,303,780.

The fund balances of govemmental funds decreased by $l'591,18E during the fiscal year ended

June 30.2012.

This Space Hos Been lfiterlliondll! Left Blank
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CoMMoNWEALTH oF PUf, RTo RICo
MUNICIPALITY oF YABUCoA

Management's Discussion and Analysts
June 30,2012

Condensed Balance Sheet - Governmental Funds
June 30,2012 and 20ll

Total assets - rnajor governmenral tunds $ 9,386,860 $ 9,&3,240

,lssets:

Total assets - other govemmental funds 3,665,584 2,084,969

2012 2011

Combined lotal assets

Liabihies:
Total liabilities - major govemmental funds I 1,098,1 l7 8,E44,379

12

t3,052,444 11,728,209

Total liabilities - other govemmental funds 2,2E9,974 1.628,289
Combined total liabilities 13,188,091 10,412.668

Fund balances:

Reserved - major govemmental funds 3,398,724 3.008,793
Reserved - other governmental funds 1,375,610 456.604
Unreserved - all governmenrat tunds (5,109,98t) (2,209,856,

Combined totaf fund balances (335,647) 1,255,541

Total liahilities ondfund balahces $ 13,052,444 $ I I,728,209

Major Goyertrmental Furds

General futrd (cI) TheCF isthe principal operating fund ofthe Municipalify. The CF's roral
assets amounted to $5,712.558 ar June 30, 2012. Such assers consist principally of: (t) cash
($753,570), (2) property, municipal license, construction excise tax, and sales and use tax
receivables ($1,300,412), and (3) short-term and long-term amounts due from other funds
($r,607,609).

The GF's rotal liabilities amounted to $9,78?,466 at June lO,20l2. Such trabilities are composed
mainly of: (l) defened revenues ($2,010,975), (2) short-term and long-term amounts du€ to other
tunds ($1,391,499), and (3) accounts payable and accnied liabilities ($6.384,992).

At the end ofthe current fiscal year, unreserved fund deficit ofthe GF amounted to $3,193,845,
while total fund deficit amounted to $2,158,772.

Debt service fund (DSn- The DSF'S total assets arnounted to $2,2'74,375 at June 30, 2012,
which consist mainly of restricted cash in fiscal agent ($1,E34,213), amounts due from general
fund ($281,061) and restricted property taxes rec€ivable, net of reserve for doubtful accounts
($125,492). The DSF'S total liabilities amounted to $1,303.811 at June 10,2012, lvhich are
mainly composed of: (l) matured bonds due and payable ($1,018,000), and (2) matured interest
due and payable ($285,780). At the end ofthe current fiscal year, DSF'S total reserved fund
balance reached $970.564.



CoMMoNwf, ALTH or PUf, RTo RIco
MUNICIPALITY oF YABUC0A

Management's Discussion and Analysis
June 30- 2012

Caoital improv€ments bond fund (CIBF) - The CIBF,S roral assets amounted to g1,399,927 at
June 30, 2012, which consisr mainly of restricted cash in fiscal agent ($1,396,590). The CIBF,s
total liabilities amounted to $6,840 at June 30. 2012, which are composed ofshort{erm and long_
term amounts due to other funds. At the end ofthe current fiscal year, CIBF'S total and reserved
fund balance reached $ 1,193,067.

Other eov€rnmenlal fulds (OGF)- The OGF'S total assets amounted to $3,665,584 at June 30.
2012, which consist mainly of resrricted cash ($667,298) and receivables from inrergovemmental
grants and contributioos ($1,881,094). The OGF'S rotal liabiliries amounted ro $2,289,9?4 ar
June 30, 2012, which are mainly composed of deferred revenues ($l14,105), accounts payable
and accrued liabilities (9568,377) and short{erm and long{erm amounts due to other funds
($i,607,492). Atthe end of the current fiscal year, OGF'S total reserved fund balance reached
$ I,J75,o 10.

This Space Hts Been Intentionally Left Blank
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Coulromvr,lr-rH or puERTo tuco
MUNTCIPALITY oF YABUcoA

Management s Discussion and AnalJ sis
June i0.20t2

Analysis of Operating Resalls of Governnentol Fu ds

Condcnsed Statement of Reveou€s, Expelditures atrd
Changes in Fund Balenc€s - Goverom€ntal Funds (Condensed)

Fiscal Yea.s Ended June 30,2012 and 20ll

2012. 20tt

Total revenues - major govemmental funds

Total revenues - other govemmental firnds

Combined total revenues

Expenditures:

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

Combined total expenditurcs

Excess oJ @tpendilures oyet tever,ues

Other findnciig souaces, net:

Proc€eds from issuance ofbonds
Other financing uses, net- major

govemmental funds

Other financing sources, net other
govemmental funds

Combined other financing sources (uses), net

Deftcienc! of revenues and other Jinancing
under experrditu.es and othetlinonci g tul,es

Fand balances, at begirrhing offtscal yeat
Fund balances, at end off.scal yeat

2,962,818 5r 5,874

(2,962,818) (5ts,874)
760,000 3,326,000

$ 17,820,499

t0,203,404
2E,023.903

$ 16,065,707

6,s85.109

22,650,816

21,161,228 18,583,254

9,213,863 5,963,393

30.375,091 24,546.647

(2,351,188) (1,895,831)

760,000 3,326,000

(1,591,188) 1,430,169

1,255,54t (t7 4,62E)

$ (335,647) $ r,255,541

Meior Govertrmental Funds

Gen€ral fund - The total fund balance of the GF decreased by $1,E58,399 during current fiscal
year.

Approximately 82% ($12,423,553) of the GF's total revenues for the current fiscal vear came
trom propeq. municipai license. construction e\cise tares and sales and use tai.es, while
($2,1 42,204) resulted from intergovemmental grants and contribulioDs.
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CoMMoNWEALTIT of PUERTo RICo
MuNIcrPALrrY or YABUCOA

Managemeot's Discussion and Analysis
June 10.2012

The largest expenses ofthe GF for the fiscal year ended June 10, 2012 were related to: (1) general
administrating and operating costs ($3,554.229), \r'hich were classified as "general govemment",
(2) health and sanitation ($3.330,951), (3) public safery ($2,718.123), (4) urban and economic
development ($2,627,674), (5) culture, recreation and education ($1264,509), (6) public housing
and welfare ($1,723,918), and, (7) principal and interest on long-term obligations ($140,900).

Debt se!'vice furd (DSF) - The total fuod balance of the DSF increased by $128,906 during
current fiscal year. Approximately $894,845 of DSF'S total revenues for the curent fiscal year

came from-restricted property taxes. DSF'S total expendilures for the current fiscal year came

from principal and interests on bonds payable ($2,404,209).

Capital improvements bolrd futrd (CIBF) - The total fund balance of the CIBF decreased by

$43?,745 during current fiscal year. CIBF'5 total revenues for the current fiscal year came from
interests on deposits revenues amounting to $26,219 and miscellaneous revenues amounting to
$1,170,503. CIBF'S total expenditures for the current fiscal year came principally from capital
outlays ($1.177,795) and urbaa and economic development expenses zunounting to $l,l90,453.

Other qovernmental funds (OGF) - The total fund balance of the OCF increa-sed by $576,050
during current fiscal year. Substantially all ofOGFls revenues for the cufient fiscal year came

from intergovemmental grants and contributions of$10,198.741. Total expenditures were mainly
related to the operating costs of state and fed€ral funded programs.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

The Municipality has invested $70,732,420 in capital assets used in govemmental activities,
which have an accumulated depreciation and amortization of $26,91E,660 at June 30, 2012.

'The net capital assets increased during the current fiscal y€ar due to the current fiscal year's
capital additions ($915,973), which were partially offset by the depreciation and amortization

Debt Administration

The Municipality finances a significant portion ofits construction activities through bond and

note issuances. and through state and federal grants. The proce€ds fiom bond issuances

designated for construction activities are committed in its entirery for such purposes and

cannot be used lorary other purposes.

At June 30,2012, the Municipaliq's btal bonded debt amounted to $17,373,300, consisting
ofbo.ds payable. Such debt is backed bythe full faith and credit ofthe Municipality. The
Municipality has also certain outstanding notes pa)able. Such notes payable also decresed
during the current fiscal year mainlv due to the principal payments made during the same

period-

a)

b)
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CoMMoNry[ALTH oF PUERTo RICO
MUNICIPALITY Of YAEUCOA

Management's Discussion and Analysis
June 30- 2012

REQUEST FOR INFORMATION

Tfiis financial report is designed to provide a geneml overvie\r ofthc Municipaliry's finances for
all ofthe Municipaliry's citizens, taxpayeN, customers, investors and creditors. This financial
report seeks to demonstrate the Municipality's accountability fo. the money it receir,es.
Questions conceming any of the information provided in this report or requests for additional
information should be addressed toi Municipalily ofYabucoa, Depaflment ofFinance.

This spacc was intentionally left in blank
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CoMMoNwf, ALTH oP PUERTo RICO
MUNICIPALITY oF YABUC0A

Statement ofNet Assets
June 10,2012

Assets

Governmental
activities

Current assets:

Cash in commercial banks

Account receivable, net ofallowance for doubtlul
accounts:

Taxes:

Property taxes

Mun;cipal license ta\es
Construclion e\ci5e taxes

Sales and use taxes

Intergovemmental grants and contributions
Accrued interests on deposits

Oth€r receivables

Total accounts receivable

Rertri.Jerl a\.et.
Cash in commercial banks

Cash in fiscal agent

Property taxes receivable, net ofallowance for
doubtful accounts

Total restricted assets

Total current assets

Noa-curr€nt aesetr:

Capital. assets, at cost:

Depreciable capital assets

Non-deprec iable capital assets

Total capital assets, at cost

[€ss: accumulated depreciation and amortization
Total capital assets, net

De:Fened charges, net of ac.umulated amortization of $109,054
Total non-current assets

Total assets

$ I,t39,0t4
54,278

33,188

73.912

3,955,422

3,421

10,164

$ 410,153

4.014,218

$ . 227,100

43,813,760

31,138

s,269,4t9

4,550,063

10,046,582

$ 62,710,717

8,021,',703
'70,732,420

(26,918,660)

43,844,89E

$ 53,891,480

The accompanying notes to the b.$ic financial skttemen,s are an integral part ofthis statement-
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CoMMoa$vEALTH oF pu[RTo Rrco
MUNICIPALITY OF YAAUCOA

Statement of Net Assets (concluded)
June 30,2012

Liabilities atrd net assets

Current liabilities (due sithin one )-ear):
Accounts payable and accrued liabilities:
Trade payable and accrued Iiabilities
lntergovemmental payables

Accrued interests on bonds and notes payable

Total accounts payable and accrued liabilities
[ineamed revenues

Currenl ponion of long-term obligarions:
Bonds payable

Notes payable

Compensated absences

Total curent ponion of long{erm obligations
Toral currenl Iiabililies

Non-currelt liabilities, excluditrg current portion
(due in more tha[ otre year) :

Non-current portion ofliabilities related to restricted assets:
Bonds payable

Notes payable

Compensated absences

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

Total non-cunent liabilities
Total liabilities

Net ass€ts:

lnvested in capital assets, net ofrelaied debt
R€stricted for:

Debt sewice

Capital projects

Orher purpose

Total restricted net assets

Unrestricred
Total net assets

$ 4,327,244

2,630,67 t

Gov€rnmental
activilies

7,261,328

2,125,080

t $92,s93
I 1,079,001

303.,113

$ 1,018,000

77,345

597.248

16,355,300

1,t00,627

2,294,122

3,563,3 t4

963,791
'101,625

670,482

23,313,363

34,392,364

33,587 188

2,335,89a
(16,423,960)

$ 19,494,126

The accompahying notes lo the basic lnarrcial statements arc an i tegralpa ofthis statement.
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CoMMoNw[ALTH OF PUf, RTO TIICO
MUNICIPALITY oF YABUCoA

Statement of Activities
Fiscal Year Ended June l0- 2012

Functions/r,roerams

Expenses,

including
dcpr€.iation

$ t550,222

$ 3,885,639

9.174,845

4,',to326s

3,414.1l5
3,317,919

2.856445
599,010

$ 27,9st,259

Program:
specific

operating
grrnts and

Program -
specific
capiial

gratrts aod

Net

(expense,Charges
lor

G ow. nne ntal act iv it ie s :
Ceneml govemment

Urban and economic developmenl

Health and sanitation

Public safety

Public housing and welfare

Culture, recreation and €duca.ion

Interest on long-term obligations
Total govemmental activities

$ (3,733,875)

(2,143,',797\

(3,642,128)
(3,049,s34)
(r,995,455)

(2,432,29t)
(599,010)

151.',764

2.557,459

7,137

364.581

1,3I7,821

424.t54

4,471,589

t,054,000

4,663-

t56.427 4,67 t.152 5,527,589 $ (17,596,091)

Generalrevenues:

Taxes:

Mun;cipal license taxes

Construction excise laxcs

Sales and use laxes

Totaltax revenues

lntergovernmental grants and conaibutions,

not restrict€d to specific Progrms
' lnterests on dePosits

T:1""::::,-***
Ner]ncrease in net assets

Net assets, al beginning offiscalyear
Net assets, at end offiscal yea.

The accompa4,ng notes to the basic Jinancial statenents are an integal pdn 4 thts statemeni

$ 7,552,484

4A29,060
492.800

844,054

13,3 t8.398

2.561,878

45,155

I,594.725

17.520.156

(7s,93s)

t9,575,061

s 19,499,126

l9



CoilMoNT EALTH oT PUERT0 RICo
MUNICIPALITY oF YABUCoA

Balance Sheet Covemmental Funds
June 30. 2012

Maior sovernmental tunds

Ceneral
fund

Debt

furd

Capit!l

bond fund

Other Total
governm€ntal

fundsAssets

Cash in commercial ba.ks
Account receivable. nei of allowance

for doubtful accounts:

Property taxes

Municipal license taxes

Construction excise taxes

Sales and use taxes

Accrued interests on deposit
Inlergovemmental gmnts and contriburions
Due from olher funds

O.her recei\ables
Restricted assets:

Cash in corn nercial banks

Cash in fiscal agent

Property ta-res receivable, net ofreserv€
for doubtlir I accounts

Total assets

Liabilities
Accounts payable and accrued liabilities
Inlergovemmental payables

Due to other funds

Matured bonds due and payable

Matured interests due and payable

Total liabilities
Fund balances (deficits)

Nonspendable

Restricted
Assigned

Unassigned

Total fimd balances (deficits)
Total liabilities and tund balances

s 227,100

1.r9,034
54.278
i3,188
'73,9t2

2.040,803

1,607,609

r0,r64

526,470

8;
33,52s

281,061

1.834.213

3I

1.018,000

285,780

1,396.590

l,ssl,09;
t,117,192_

410,353

256,945

s 227, r00

r,t39,034
54,278

33,t88

3,421
3,955,422

3,005,862

t0,164

410,351

4,014,218

s 3,754,121

2.630.6',71

1,391,499

2,0ro,975

568,177 $

1.607.492
I I4,105

4,322,698
2,630,671

3,005,862

2,125,080
r,018,000

285,780

6,84;

9.',]8',7.466 1,303,81I 6,840 2,289.974 13,388.091

531

I,034,542
(5,r09,981)

q70,56;- t,393,0S; r,i75,6r; 3,',739.792

I,034,s42
(5,109,98 r)

1,393,087 (33s.641)(4,074,908) 9 70.564 I,375,610

The accompanying notes to the basicJinancial statenents a,e an integral part ofthis statemenl.
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CoMMoNwf,ALTH oF PUERTo IIco
MTNICIPALITY oF YABUcoA

Statement of Revenues, Expenditures and Changes in Fund Balances (Deficits) - Govemmental Funds
Fiscal Year Ended June 30.2012

Maior soicrnmental funds

Ceneral
fuDd

Othei
governmental

funds

TotalDebl Capital
s€rvice improvemerts
tund bond fund

Taxes:

Municipal license taxes -
Crnstruction excise taxes

Sales and use laxes -
Total tax revenues

lntergove.nmental g.ants and connibulions
Interests on deposits

Charses for services

Total revenues

f,xpenditores:
Current:

General govemme.t
Urban and economic developnent
Health and sanitation
Public safety

Public housing and welfare
Culture, recrea.iofl and education

Debt service:
Principal

Capital outlays
Total expenditures

Revenues over (under) expenditur€s

Oth€r finrncing sou.ce! (uses):

Proceeds from issuance ofbonds
Tmnsfers frorn olher funds
Tmsfen to other tunds

Total other financing sou.c€s (uses), net
Net d€cr€ase in
tund balnces (deficits)

6,65t,619
4,429,060

492.800
8U,054

894,845 $ 7,552,48
4.429,04

492,8C.

844,05
894,845 13.318.39

2.142,204
17,387

151,764

424,222

568,253
r,549

10,198,741

4.663

12,909,r I
45,15

156,42

t.t70,503 - t,594;72
15,159,130 t,464,647 1.196.722 10.203.404 28,023,90

3,554.229

2.627.674
3,330,951
2,7t8,123
1,723,918

2,264,509

81,&72

59,028

28,467

I,t90,453 5,0i5,308
1,040,904

39,58t
1,262,6|

260,526

3.554,22

8,843,43
4,37t,85
3,Oa2,7C

2,986.52

1,943,8J

601,23
2,466,19

1,862,000

542.209-
1.177.795 1.259.933

16,388,77 | 2,404,209 2,368,248 9,213.863 30,375,09
(1,229.641) (939,562) (1,t7r.526) 989,541 (2.351.18

1,167,03;
(1,795,788)

r,067,9r;
553

760,000

(26.219)

- 760,00
727,873 2.962,81

(1,141,364) (2,962,81
(628,158) 1.068,468 733.78t (4t3,49t) 760,00

(1.858,399) t28-906 (437,74s) s76,050 0,591,18

rund balance (delicil) at begintring
of nscal year

Fund balance (deficit), rt eDd ofyear

The occonponying notes are on integrat pa

(2.2t6,509) 841,658 1,830,832 799,560 1,255.51
(4,074,908) 970,564 t,393,087 r,375,610 $ (335,64

21



CoMMoI$VEALTH oT PUERTo RICo
MUNICIPALITY oF YABUCoA

Reconciliation ofthe Balance Sheet- Govemmental Funds to Statement ofNet Assets
FiscalYe3r Ended June 30.20i2

The amounts of govemmental activities reported in the statemeot ofnet assets and the batanca sheet-govemmental firnds are

Total firnd balances (deficits) reported in the balance sheet-govemmenlal fulds (335.647)

Add (Deduct):

Capital assets used in govemmental activities are not considered available financid r6sources at
fiscal year-end. therefore, are not repo(ed in the govemmental funds. This is the carrying
amount of capital assets, net of accumulated depreciation of$26,918,660. 43,813,760

Debt issued by the Municipality has associated costs (debt issuance costs) that are paid from
current available financial resources in the govemmental firnds. However these cosls are
deferred in the statement ofnet;sets ard r€ported net ofaccumulated amortization ofg109,054.

The following liabilities are not dire (mature) in the current fiscal year, therefore, arc not
reported in the governmental funds at June 30, 2012:.

Bonds payable

Compensated absences

Estimated liability for municipal solid waste landfill closure and posGclosure care cost
Noles payable

Accounts payable

Accrued interest on bonds payable

Net assets-govemmental activities, as reported in the statement of net assets

Xhe accomrynying notes to th. basic fuancial statements are an integral part oflhis sLltement-

31,I38

(16,355,300)

(2,891,370)

(3,563,314)

(1,t71,962)
(4,s46)

(17,633)

19,499.t26
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COMMON'IVEALTII OF PUERTO RICO
MUNIcIPALITY oF YAaucoA

Reconciliation ofthe Statement ofRevenues, Expendilures and Changes in Fund Balances
(Defi cits)-Govemmental Funds to Siatement of Activities

Fiscal Year Ended June 30. 2012

The amounts of governmental activities reported in lhe accompanying statement ofacrivities and thc statemenr of
revenues, expenditu.es and changes in fund balances - govemmental funds, are different forthe following reasons:

Total net increase in fund balances reported in the accompanying statement of revenues,

expenditures and changes in fund balances govemmenlal funds

Add (Deduct):

Govemmental funds report capital outlays as expenditures. Ho$,ever in the stalement of
activities the cost ofthose assets is capitalized and allocated over their estimated useful lives

as depreciation and amotization expense. This is the amount by which capital outlay

expenditures ($2,466,195) exceeded depreciation and amortization expense ($1,550,222) for
the fiscal )ear ended June J0. 2012.

Net change in deferred revenues of unavailable intergov€mmental grants and contributions

lor lhe fiscalyear ended June 10.2012.

The issuance of bonds payable is reported as other financing sources in the governmental

funds, however, such issuances ofbonds increase the long-term liabilify in the statement of
net assets.

(l,s9l, r 88)

915'9',73

(r48,579)

(760,000)

Repayment of principal of long term obligation is reported as an expenditure
govemmental funds, however, the repayment reduces the long term liabilities
statement of net assets. 1,943,872

in the
in the

The foliowing operating expenses reported in the statement of activities do not require the

use of current financial resources, therefore, are not reported as expenditurcs in the
govemmental funds:

Net change in accrued interests on bonds payable

Amortization ofdebt issue costs

Net change in accured compensated absences

Net increase in net assets, as reported in th€ accompanying statement ofactivities

The accompanying notes to lhe basiclnancial statements are an integral part oJlhis slalemenl.

(16,711)
(42t,529\

(75,935)
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CoMMoNwEALTH oF PUf, RTo RICo
MUNICTPALITY or YaBUcoA
Notes to Financial Statements

June 30,2012

l. Summary ofSignificant Accounting Polici€s

The Municipality ofYabucoa (the Municipality) is a local municipal govemmenr constituted
in the Commonwealth of Puerro Rico (the Commonwealth). The Municipality has full
Iegislative, fiscal and all other govemmental powers and responsitrilities expressly assigned
by Public Act No. 8l ofAugust 30, 1991, as amended, known as Autonornous Municipalities
Act of the Commonr,,ealth o.f Puefio Rico ( Act No. 8l ). The Municipality is one of seventy-
eight municipalities ]egally separated from the Commonwealth's govemment.

' The Commonwealth's Constitution provides for the separation of powers of the executive,
legislative andjudicial branches ofthe Commonwealth and the municipalities. llowever, the
Municipality's govemmental system consists of executive and legislative branches only. A
Mayor, elected every four years by the citizens, exercises the executive power of the
Municipality. The Municipal Legislature, whose members are also elected every four years,
exercises the legislative power ofthe Municipality. The GeneralJustice Court System ofthe
Commonwealth, which hasjurisdiction over the Municipality, exercises thejudiciary power.

The Municipality assumes either paftial or full responsibility for providing iervices ro its
citizens related to public housing, welfare, public safety, health, sanitation, education, culturc,
rccreation, education, urban development, economic development, and many other 6scal,
general and administrative services.

a) Fihancial Repo.ting Model

The accompanying basic financial statements present the financial position and the
results of operations ofthe Muflicipality as a whole, and its various govemmental funds
as of and for the fiscal year endad June 30,2012, in conformity with Accounting
Principles Generally Accept€d in the Unjted States ofAmerica (GAAP), as prescribed by
the Govemmental Accounting Standards Boad (CASB).

According lo the financial reporting model established by GASB StatementNo.34, Basi.
Financial Stdtements a d Mrrndgement's Discussion and Analysis - fot State and Local
Govenments (GASB No. 34), the requircd basic financial statement presentation
applicable to the Municipality is composed of the following elements: (1) govemment-
wide financial statements (GWFS), (2) govemmental fund financial statements (GFFS),
(3) notes to basic financial statements, and (4) required supplemenlary information (RSI).

LS1 consists of: (l) a Management's Discussion and Analysis (MD&A) and (2) a
budgetary comparison schedule - general fund. RSI is information presented along with,
but separate from, the Municipality's basic financial statements.

MD&A is a n riative r.port that introduces the accompanying basic financial statements
and provides an anal),tical overview of the Municipality's financial activities for the
fiscal year ended June 30, 2012, based on the Municipality's knowledge of rhe
transactions, events and conditions reflected in the basic financial statements. The
MD&A also highlights certain key fiscal policies that conhol the Municipality's
operations.
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Other supplementary information presented in this report for purposes of additional
analysis consists ofa budgetary comparison schedule - debt service fund_

On March 2009, the Municipalib, adopted the provisions ofGASB Sratemenr No. 55. fre
Hierarchy ofGenerally Accepted Accounting Principles Jor Stcte and Local coternments
(GASB 55), and GASB Staternent No.56, Codilcation ol Accounting and Financidl
Reporting Guidance Contained in the AICPA Statements on Auditing Stdndards (GASB
56).

GASB 55 incorpomted the hiemrchy ofgenerally accepted accounting principles (GAAP)
for state and local govemments into the Govemmental Accounting Standards Board's
(CASB) authoritative literature. The requiremenls in this Staremenr codi8 all GAAP for
state and local governments so that they derive from a single source-

GASB 56 incor?orated into the Covemmental Accounting Standards Board's (GASB)
authoritative literature certain accounting and financial reporting guidance presented in
the American Institute of Certified Public Accountants' Statements on Auditing
Standards. This Statement addressed three issues not included in the authoritative
literature that establishes accounting principles-related panl- transactions, going

. concem considemtions, and subsequent events.

The adoption of GASB 55 and GASB 56 did not have retroactive cumulative effecrs
affecting the accompanying financial statements as ofJuly l, 200E, and have not affected
th€ financial positions and the results ofoperations reported as of and for the fiscal year
ended June 30,2012. Accordingly, the accompanying CFFS have not reported any
retroaclive restatements or reclassifications of fund equities as oF J u ly I , 20 I L

b) Fihancial Repo ing E iq)

The accompanying basic financial statements include all departments, agencies and
municipal operational units that are under the legal and administrative control of the
Mayor, and whose financial resources are under the legal custody and control of the
Municipality's Director of Finance and Budget, as prescribed by Act No. 81.

The Municipality's management has considered all F,otential component units (whether
govemmental, not-for-profi! or profit-oriented) for which it may be financially
accountable and other legally sepamte organizations for which the nature and
significaoce of their relationship with the Municipality may be such that exclusion of
their basic financial statements from those of the Municapality would cause the
Municipality's basic financial stalements to b€ misleading or incomplete.

GASB Statement No. 14, The Fiha cial Reporlr"g ,r,rr), (GASB No. 14), as amended,
has set forth criteria to be considered in determining financial accountability for financial
reporting purposes. These criteria include appointing a voting majority of an
organization's goveming body and: (l) the ability ofthe Municipaliq to impose its will
on that organizalion or (2) the potential for the oBanization to provide specific financial
benefits to. or impose specific financial burdens on, the Municipality.
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On July 1, 2004, the Municipality edopted the provisions of GASB Starement No. 39,
Determining Whether Certain Aganiza,iotts arc Component Units - an A e dme t of
GASB Statenent No. 1.1(GASB No. l9). GASB No. 39 states that certain organizarions
for which a primary govemment is not financially accountable nevertheless warrant
inclusion as part of$e financial reporting entity because ofthe nature and significance of
their relationship w;th the primary govemment, including th€ir ongoing financial support
ofthe primary govemment and its other component units.

According to GASB No.39, a legally separate, ta-\-exempt organization should be
reported as a discretely presented component unit of a reponing entity if all of the
following criteria are met:

The economic resources received or held by the separate organ;zation are entirely or
almost entirely for the direct benefit of the primary govemmen! its componenr uni6, or
its constituents.

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

The economic resources received or held by an individual organization that the specific
primary govemment, or its component units, is entitled to, or has the ability to otherwise
access, are significant to that primary govemment.

In addition, GASB No. l9 states that other organizations should be evaluated as potential
component units if they are closely related to, or financially integrated with, the primary
govemment. Such O?es of entiiies may be pres€nted as either blended or discretely
presented component units, depending upon how they meet the cdteria for each specified

. in GASB No. 14.

The Municipality's management has concluded that, based on the aforementioned
criteri4 there are no legally sepamte entities or organizatioRs that should be reported as

component units ofthe Municipality for the fiscal year ended June 30,2012.

c) Govemment-wida Financiil Stclemenls

The accompanying GWFS are composed ol (l) the statement of net assets and (2) the
statement ofactivities. These financial statements report information ofallgovemmental
activities of the Municipality as a whole. These statements are aimed at presenting a
broad overview of the Municipality's finances by reporting its financial position and
results of operations using methods that are similar to those used by most private
businesses.

The focus of GWFS is on the operalional accountability of the Municipality as a single
economic unit and not on compliance with budgets, regulatory requirements or on the use
of available or currently expendable financial resourc€s (r€ferred to as fiscal
accountabilitv). Operational accountabiliry is the Municipality's responsibility to report
to the extent to which it has met its operating objectives efficiently and effect;vely, using
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all resources available for that purpose. It focuses on the Municipality's principal
operating objective, which is to provide services to its citizens.

The accompanying statement of net assets provides short-term and long{erm information
about the Municipal;ty's financial position by pr€senting all ofthe Municipality's assets
and liabilities, with the difference between these two items reported as "net assets"
(equity) and/or accumulated de{icit. This statement assists management in assessing the
level of services that can be provided by the Municipality in the future and its ability to
meet its obligations as they become due. ln addition, this statement reports the extent to
which the Municipality has invested in capital asses and discloses legal and contractua!
restrictions on resources.

Net assets arc classified in the accompanying stalement ofnet assets within the following
thre€ categories:

. Invested in capital assets, net of related debt - Th;s net asset category consists of
capital assets, net of accumulated depreciation and amortization, reduced by the
outstanding bala.ces of bonds payable, notes payable aqd other debts thal arc
attribute.d to the acquisition, consffuclion or improvement of rhose assets. For the
purposes of determining the outstanding debt attributed to capital assets, the total
long-term debt related to the acquisilion, construction or improvement of capital
assets has been reduced by any related unspent debt prmeeds and any related
unamortized debt issuance costs,

. Restricted ret assets This net asset category consists ofnet resources restricted by
extemal pafiies (such as creditors, grantors, contributors, laws or regulations ofother
govemments, etc.), or net assets for which consraints are imposed by constitutional
provisions or enabling legislation. Enabling legislation consists of legislatiofl that
autho zes the Municipality to assess, le\y, charge or otherwise mandate payment of
resources (from extemal resource providers). Enabling legislation establishes

restrictions if it includes a legally enforceable requirement that drose resources 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 Municipality with an explicit understanding between the
Municipality and the resource providers that the resources would be used for specific
purposes. Grants, contributions and donations are often given under those kinds of
conditions. Bond indentures also often limit the use of bond proceeds to specific
purposes.

Intematly imposed designations of resources, including earmarking are not reported
as restricted net assets. These designations consist ofmanagement's plans for the use

of resources, which are subject to change at the discretion of the Municipal
LeSislature.

The Municipality has reported the following lvpes of restricted net assets in the
accompanying stalement of net assets:
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(l) Debt service Represent net -resources available to cover future debt service
payments ofbonds and notes payable.

(2) Grants and contdb[tions - Represent net resources available from certain
federal and state grants, which have been set aside to carry out several progmms.

. Unrestricted lret liabilities - This category consists ofthe excess of liabilities over
related assets (accumulated deficit) that are neither extemally nor legalty restricted,
neither invested in capital assets. However, assets reported within unrestricted net
Iiabilities often are designated to indicate that management do€s not consider them to
be available for geneml operations. Assets reported within this category often have
constraints that are imposed by management but can be removed or modified.

When both restricted and unrestricted resources are available for use, it is the
Municipality's policy to generally use restricted 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 Municipaliq,'s net assets or Iiabilities cha-nged during the
fiscal year ended June 10,2012, using a net (expense) revenue format. This statement
presents the cost of each function/program as well as the extent to which each of the
MunicipaliB's functions, programs or other services either contributes to or draws from
the Municipality's general revenues (such as property taxes, municipal licens€ ta-xes,
construction excise taxes, etc.).

A function/program describes a group of activities that are aimed at accomplishing a
major service or regulatory responsibility- The functions/programs repo(ed in the
accompanying basic financial statements are: (l) general govemmen! (2) urban and
economic development, (3) public safety, (4) health and sanitation, (5) culture, recreation
and education and (6) public housing and welfare. The govemmental operations of the
Municipaliry's departments and opemtional units are classified within the following
functions/programs'n the accompanying basic fi nancial statements:

Getreral governmelrt:
Municipal legislature
Mayor's oflice
Department offinance
Department of human resources
Department of municipal secretary
Department of intemal audit
Department of public relations

Urban and economic developmetrt:
Department of publ jc *'orks
Department of building consen'ation
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Public safety:
Debarlmen! of eme.gency management civil defense
Deparrment of municipal police

Heallh and sanitatiotr:
Department of health

Cullure, recrealion add educelion:
Department of sports and recreation
Department oftourism
Department of education

Public housing and welfare:
Depanment of cili./en affair:

The statement of activities demonstrates the degree to which program revenues offset
direct expenses of a given function/program or segments. Direct exp€nses are thole that
are clearly identifiable with a specific function, segment or operational unit. This
statement reports revenues in three broad categories: (l) program revenues, (2) general

revenues and (3) special items.

Progron re\)enues are genemted directly from a program itselfor may come from parties
outside the Municipality's taxpayers or citizens. [n the statement ofactivities, program
revenues reduce the costs (expenses) ofthe functior/program to arrive at: (l) the net cost
of the function/program that must be financ€d from the Municipaliry's general revenues

or (2) the net program revenue that contributes to the Municipality's geneml revenues.
The accompanying statement of activities sepamtely reports the following categories of
program revenues:

. Charg6 for services - These revenues generally consist of exchange or exchange.
like transactions involving charges to customers or applicants who purchase, use or
dire€tly benefit from the goods, services or privileges provided, or are otherwise
directly affected by the servic€s. These revenues include fees charged for specific
services, charges for licenses and permitq and fioes and forfeitures, among others.

. Program-specific operating and capital gr5lrts atrd contributions - These
revenues consist of transactions that are either mandatory or voluntaty non-exchaige
transactions with other govemments, organizations, or individuals that restrict the
resources for use in a particular prcgram. Operating grants and contributions consist
of resourc€s that are required to be used to finance the costs of operating a specific
progmm or can be used either for opemting or capital purpos€s of a specific progmm-
Capital grants and contributions consist of revenues or resources that are restricted
for capital purposes - to purchas€, construct or renovate capital assets asso€iated with
a specific program. Restricted operaling and capital gmnts and contributions are
program revenues because they are specifically attributable to a program and reduce
the net expens€ of that program to the Municipality. They are reported net of
estimated uncollectible amounts.

29



C0MMoNWIALTH oF PUERTO RICo
MUNICIPALITY oT YABUCoA
Notes to Financial Statements

June 30,2012

ce eral rerenues are the default category for re\enues. It includes all revenues and
gains that do not meet the definition of program revenues. Property taxes, municipal
license taxes and construction excise taxes are reported as general revenues. All other
non-tax revenues (including unrestricted interest on deposits, grants and contributions not
restricted for specific programs and miscellaneous revenues) that do not meet the
definition of progam revenues are classified as general revenues. Resources that are
dedicated intemally by the Municipality are reported as general revenues rather than as
program revenues. All general revenues are reported net of estimated uncollectible
amounts, which are recorded as reduction ofrevenues rather than as exp€nses.

Special items consist of revenues arising from significant transactions or other events
within the control of management that are either unusual in nature or infrequent in

The general gowr r erl functiorl/program reported in the accompanying statemen! of
activities includes expenses that are, in essence, indirect oa 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 allocalions permifted under some
federal programs, the Municipality has reported these indirect costs as direct expenses of
the general govemmenl function. Accordingly, the Municipality generally does not
allocate geneml govemment (indirect) costs to other ftrnctions.

'l-he eltbcts of all inter-firnd govemmental acrivities (revenues. e\penditures and other
financing sources/uses arnong govemmental funds) have been removed from the
accompanying statements ofnet assets and activities.

The Municipality classifies all of its activities as govemmental activities in the
accompanying GWFS. These are activities generally financed through taxes,
intergovemmental revenues and otler non-exchalge revenues that can be used to support
the Municipality's programs or services. These govemmental activities are also generally
reported in the GFFS.

The Municipality has no fiduciary activities, which are those in which the Municipality
would be holding or managing net assets for specific individuals or other extemal parttes
in accordance with tIust ageements or other custodial arrangements. In addition, the
Municipality has no opemtions or activities that are financed and operated in a manner
similar to private business enterprises, where the costs of providing goods or services to
the general public (expenses, including depreciation) is financed primarily through user
charges,. or where the goveming body has decided that periodic determination of
reveoues eamed, expenses incur€d, and/or net income is appropriate for capital
maintenance, publia policy, management control, accountabiliry, or other purposes-
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d) Gowmmental F nd Fino\dal State t?fits

A fund is a fiscal and accounting entity consisting ofa self-balancing set ofaccounts used

to record assets. liabitities and residual equities, deficits or balances, and changes therein,

which are segregated for rhe purpose of carrying on specific activities or attaining certain

objectives in accordance with CAAP and/or special regulations, restrictions or

limitalions.

The accompanying GFFS aae composed of: (l) the balance sheet govemmental funds,

and (2) the statement of revenues, cxpenditures and changes in fund balances

govemmental funds-

These financial statements report the financia! position and results operations of the

Municipality's govemmental funds by presenting sources, uses and balances of current

financiil reiouries. Some of these financial statements have a budgetary orientation and

focus primarily on: (i) the Municipality's maior govemmental funds, as defined below,

(2) tire fiscai accountability and (l) the individual parts of the Municipality's

gor".nr"nr. Fiscal accountaLility represents the Municipality\-responsibility to justiry

;hat its actions in the current fiscal year have complied with public decisions conceming

the raising and spending ofpublic moneys in the short term (generally one fiscal year)'

The accompanying GFFS segregate govemmental funds according to their intended

pr.po.. uni 
".. 

uJ"d in demonstrating compliance with legal, ffl-lancial and c;ntractual

provisions. The minimum number ofgovemmental funds is maintained.consistent v/ith

iegal and self-imposed managerial requirements established by the Municipahy On July

l, 2009, the Municipality tdopted the provisions of GASB Statement No 54' F''?d

Balaace Reporting atd Govemnental Fund Tlpe Dep"lio'r (GASB 54), which

modified the interpretations of certain terms, within the definition ofthe special revenue

funds and the ryp;s of activities the Municipality may choose to report in those funds'

CASB 54 also;larified the capital projects fund typ€ definition for better alignment with

the needs of preparers and use.s. Definitions ofother govemmental fund types also were

also modified for clarity and consistency.

Pursuant to the provisions set forth by CASB 54' the Municipality reported the following

govemmental funds in the accompanying GFFS:

. Ge\eral fund - The geneml fund is the Municipality's main operaling fxnd and a

major givemmental fuird, as defined below, used to account for all financial

."Jorrds 
"ttd 

govemmental activities, €xcept for financial resources rcquired to be

accounted for in another fund. lt is presumed that the Municipality's govemmental

activities have been reported in the general fund except for transactionsfor which one

of the following compelling reasons has required the use of another fund: (l ) leg:l

requirements, 121 GAAI requirements or (3) the demands of sound financial

administration requiring the use ofa govemmental fund other than the general fund'

. Debl $enice lund The debt service fund is a major govemmental fund, as defined

below, used by the Municipality to account for the accumulation ofresources for, and

the paymcnt of, principal and interest fori (l) bonds payable for which debt service
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Debl senice furrd (continued) payments are legally nandated to be accounted
for in a debt service fund and,/or (2) bonds payable or any general long-term debt

for wh;ch the Municipaliry is being accumulating financial resources in advance to
pay principal and interest payments maturing in future years. During the fiscal year
ended June 30, 201 l, the financial aclivity accounted for in the debt service fund was
specificatly related to bonds and notes payable.

The outstanding balance ofgeneral long-term debts for which debt service payments
do not involve the advance accumulation of resources (such as notes payable,
obligations under capita, leases, accrued compensated absences, accrued legal claims
and judgments and the federal cost disallowances) are only accounted for in the
accompanying statement of net assets. The debt service payments of such debts are
generally accounted for as debt service - principal and debt service - interest
exp€nditures in the general fund.

Special revenue Junds - The special revenue funds are non-major govemmental
funds, as defined below, used by the Municipality to account for revenues derived
from g1ants, contributions or other revenue sources that are either self-restricted by
the Municipality or legally restricted by outside parties for use in sp€cific purposes
(except for revenues that are earmarked for expenditures in major capital projects
which are accounted foi 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 general 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 oftransactions will be used only
iflegally mandated.

. Capital prujecls funds - Capital projects funds is a major govemmental funds, as

defined below, used to account for the financial resources used for the acquisition,
construction or improvement of major capital facilities and other assets. Significant
capital outlays financed from proceeds of general obligation, public improvement or
special obligation bonds accounted for also in the capital projects firnds.

The use of the capital projects funds has been reserved only for major capital
acquisitions, construction or improvement activities that would distort financial
resources trend data if not reported separately from the other Municipality's
operating activities. The routine purchases of minor capitalize assets (such as

fumiture, office equipment, vehicles and other minor capital assets or improvements)
have been reported in the govemmental fund from which financial res6urces were
used for rhe palmenl.

The focus of the GFFS is on major govemmental funds, whi6h genemlly represent the
Municipaliry's most important linds. Accordingly, the Municipality is required to segregate
govemmental funds between major and non-major categories within the GFFS. Major
individual govemmental funds are repo(ed individually as separate columns in the
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. Capital projecls fufids - (continued) GFFS, while data from all non-major
go\emmental funds are aggregated into a single column, regardless offund type.

B) definition. the Municipalitl . general fund is alua5s considered a major
govemmental fund for financial reporting purposes. In addition, any other
govemmental fund is classified as a major govemmental fund in the GFFS if its roal
assets, liabilities, revenues or expenditures of that individual govemmental fund are at
least l0 percent of the corresponding element total (assets, liabilities, revenues or
expenditures) for all govemmental funds. For the purposes of applying the
aforement'oned major fund criteria, no eliminations of inter-fund balances have been

made. Total revenues for these purposes means all rcvenues, including operating and
non-operating revenues (net of allowances for uncollectible accounts), except for other
financing sources. Total expenditures for these purposes mean all expenditures,
including opemting and non-operating expenditures, except for other financing uses.

Based on the aforementioned criteri4 the Municipality's major govemmental funds
reported in the accompanying GFFS are: (l) the general fund, (2) the debt service fund,
and (3) the capilal improvemenls bond fund.

The capital improvements bond fund is a major capilal projects fund used to accouni for
the receipts and disbursements of the proce€ds arising from the issuance of general

obligation and permanent improvement serial bonds used in the acquisition, construction
or improvement ofmajorcapital facilities and assets.

The accompanying GFFS are accompanied by other statements and schedules required by
GAAP: (l) the reconciliation ofthe balanc€ sheet govemmental funds to the statement
of net assets. and (2) the reconciliation of the stalement of revenues, expenditures and
changes in fund balances - govemmental fuods to the statement ofactivities.

e) Measwemenl Foct s and Basis ofAccou ing

Governmert-wide financial statemeots- The accompanying GWFS are prepared using
the economic resources measurement focus and dle accrual basis ofaccounting. Subject
to the additional rules and limitations detailed below, revenues (including interest on
deposits) are generally recorded when eamed ard expenses are genemlly recorded when a
liability is incurred, regardless ofthe timing ofrelated cash flows.

All revenues, expenses, gains, Iosses, assets and liabilities resulting from exchange and
exchange-like transactions are generally recorded when ttre exchange takes place. ln
exchange transactions, each party to the transaction receives and gives up essentially
equal values. An exchangeJike transaction is one in which there is an identifiable
exchange and the values exchanged, though related, may not be quite equal-
Nevertheless, the exchange characteristics of the exchangelike transaction are strong
enough to justiry reating it as an exchange for accounting purposes (examples include
certain charges for services and miscellaneous revenues, which are recorded as revenues
when collected because they are generally not measurable until actually received).
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e) Measurefienl Foc.ts and Bosis of Accounting-(continued)

All revenues, expenses, gains, Iosses and assets resulting frotu non+xchangc transactions
are recorded using the criteria set forth by GASB Statement No- 33- Accounting dnd
Financial Reporting lor Non-exchallge Trdnsactions (GASB No. 33). GASB No. 33
established accounting and reporting standards for non-exchange transactions involving
cash and financial or capital resources (for example. most taxes, grants and private
donations). ln a non-exchange transaction, the Municipality gives (or receives) value
$,ithout directly receiving (or giving) equal value in retum. This is different from an
exchange transaction, in which each parB receives and gives up essenttally equal \alues.
According to GASB No.33, the Municipality groups i1s non-exchange transactions inro
the following four classes in the accompanying basic financial statements: (a) derived tax
revenues, (b) imposed non-exchange revenues, (c) govemment mandated non-exchange
transactions, and (d) voluntary non-exchange transactions.

In the case of derived tax revenue transactions, which result from assessments the
Municipality places on exchange transactions, receivabl€s and revenues are recorded
when the underlying exchalge has occurred.

ln lhe case of imposed non-exchange revenue transact;ons (such as property !a\es and
municipal licens€ ta\es), which result liom assessments made by ihe Municipality on
nongovemmental entities, including individMls, other than assessments on exchange
transactions, receivables are generally reco.ded in the period when an enforceable legal
claim has arisen. Property taxes and municipal Iicense are generally recorded as re.i/enues
(net ofamounts considered not collectible) in the fiscal year when resources are required
to be used or the first fiscal year that the use of the resources is p€rmifted.

Govemment-mandated non-exchange transactions (such as grants and contributions)
result when a govemment at one level (such as the fedei'al or state govemment) provides
.esources to the Municipality and the provider govemment requires the Municipality to
use those resources for a specific purpose or purposes established in the provider's
enabling legislation. In these type oftransactions, receivables and revenues are generally
recorded when all eligibility requirements imposed by the provider have b€en met. For
the majority of grants, the Municipality must expend resources on the specific purpose or
project before the provider reimburses any arnounts. Revenue is, therefore, generally
recognized as qualifuing reimbursable expenditures are incufiEd.

Voluntary non-€xchange hansactions (such as donations and certain grants and
entitlements) result from legislative or confactual agrcements, other than exchanges,
willingly entered into by two or more parties. In these qpes oftansactions, receivables
and revenues are generally accounted for in the same manner as govemment-mandated

' non-exchange transactions discussed above. Events that are neither exchange nor non-
exchange lmnsactions are reco.ded when it is probable that a loss has b€en incurred and
the amount ofloss is reasonably estimable.

Receipts of any type of revenue sources collected in advance for use in the following
fiscal year are recorded as deferred (uneamed) revenues.
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e) Measurement Focus dnd Bttsk of Accoahlirrg-(continued)

According to GASB No. 34, all general capital assets and the un-matured long-term
liabilities are recorded only in the accompanying statement of net assets. The
measurement focus and the basis of accounting used in the accompanying GWFS differ
significaotly from the m€asurement focus and basis ofaccounting used in the preparation
ofthe acconpanying GFFS. Therefore, the accompanying GFFS include reconciliations,
as detailed ,n the accompanying table of contents, to better identiry lhe relationship
betraeen lhe CWFS and rhe Cl fS.

Govenmental fund linancial stat€ments The accompanying GF_FS are reported using
the current financial resources measurgment focus (flow of current financial resources)
and the modified accrual basis ofaccounting. Accordingly, the accompanling statement
of revenues, expenditures and changes in fund balances governmental funds, reports
changes in the amount of financial resources available in the near future as a result of
transactions and events of the fiscal year reported. Thgrefore, revenues are generally
rccognized as soon as they are both measurable and available. Revenues are considered to
be available when they are collectible within the current fiscal year or soon enough
thereafter to pay liabilities ofthe current fiscal year. For this purpose, the Municipality
considers most revenues to be available if collected wilhin 90 days after June 30, 2012,
except for property taxes for which the availability period is 60 days. Revenue sources
not meeting this availabiliS, criterion or collect€d in advance are recorded as defered
(unavailable) revenues at June 30, 2012.

The principal revenue sources considered susceptible to accrual include property taxes,
municipal license taxes, construction excise taxes, intergovemmental gants and
contributions, interest on deposits and charges for services. These principal revenue
sources meet both measurability and availability c.iteria in the accompanying GFFS,
except foramounts record€d as deferred (unavailable) revenues.

, In a manner similar to the GWFS, but subject to and limited by the availability criteria
discussed previously, all.evenues, expenses, gains, losses, assets and liabilities resulting
from exchange and exchange-like tmnsactions are also generally recorded when the
exchange takes place. Accordingly, certain charges for services and miscellaneous
revenues are recorded as revenues when collected because they are generally not
measurable until actually received.

All revenues, expenses, gains, losses and assets resulting from non-exchange tmnsactions
are recorded in a similar manner to the GWFS, using the previously discussed criteria set
forth by GASB No. 33 for non-exchange transactions, but subject to and limited by the
availability criteria discussed above. Accordingly, property tax and municipal license tax
receivables are also generally recorded in the fiscal year when an enforceable legal claim
has ariseri while property tax afld municipal license tax revenues (net of amounts
considered not collectible) are also generally recorded in the fiscal year when resources
are required to be used or rhe first fiscal year that the use ofthe resources is permitted.
Receivables and revenues fiom fedeml and state grants and contributions, donations and
entitlements are also generally recorded when all eligibility requirements imposed by the
provider have been met (generally, as qudirying reimbursable expenditures are incurred).
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Governmental fupd litrancial statements- (continued) lnterest oD deposits is r€corded
when eamed only if collected within 90 days after the fiscal year-end since these
revenues would be considered both measurable and available.

Pursuant to the provisions ofGASB Interpretation No. 6, Recogttition and Meatteme\l
of Certain Liabilities and Expenditures in Goremmental F d Ffuancidl Statements
(GASBI No. 6), in th€ absence of an explicit requirement (i.€., tho absenc€ of an
applicable modification, discussed below) the Municipality generally accrues a
govemmental fund liability and an expenditure (including salaries, professional services,
supplies, utilities, etc.) in the period in which the govemment incuN the liability, to the
extent that these liabilities are normally expected to be liquidated in a timely manner and
in firll with current available finarcial resources. GASBI No. 6 modified the recognition
criteria for certain expenditures and liabilities repoted under the modified accrual basis

of accounting prior to GASB No. 34, and clarified a number of situations in which the
Municipality should distinguish between govemmbntal fund liabilities and general long-
term liabilities. Therefore, the accompanying balance sheet - govemmental funds
generally reflecls assets that will b€ converted into cash to satisry cunent liabilities.
Long-term assets and thos€ assets that will not be converted into cash to sadsry current
liabilities are generally not accounted for in the accompanying balance steet
govemmental funds. At the same time, long-term liabilities (generally, those un-matured
that will not require the use of current financial resources to pay them) ar€ not accounted
for in the accompanying balance sheet - governmental funds.

Modifications to the accrual basis ofaccounting in accordance with GASB No. 6 include:

o Principal and interest on bonds payable are recorded when they mature (when
payment is due), except for principal and interest due on July 1,2012, which have
been recorded as govemmental fund liabilities ar lrne 30,2012, which is the date

when resources are available in the debt service funds (generally, June 30).

. Notes payable, obligations under capital leases, and compensated absences are

recorded only when they mature (when payment is due).

Certain accounts payable, inrergovemmental payables and other accrued liabilities
not due and palable or not normally expected to be liquidated in full and in a timely
manner with available and expendable financial resources are recorded in the
accompanying statemeDt of net assets. Such liabilities are recorded in the
govemmental funds when they mature.

Executor purchase orders and contmcts are recorded as a rcservation of fund balance
in the GFFS.

The measurement focus of the GFFS is on decreases of net financial resources
(expenditures) rather than expenses. Most expenditures are measurable and are recorded
when the related govemmental fund liability is incurred- Allocation of costs, such as

depreciation and amortization, are recorded in the accompanying statement of activities,
but are not recorded in the accompanying GFFS.
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f) Slewadship, Compliance and Accountahililt

Budeetan Control

According to Act No. 81, the Mayor and its Administrative Cabinet prepare annual
. budgets each fiscal l,ear for the Municipality's general fund and debt service fund. Such

legally adopted budgets are based on expected expenditures by program and €stimated
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 resources for the ensuing fiscal year under laws and regulations existing at the
lime the budger. are prepared.

The Mayor must submit, for each fiscal year commencing on July 1, an annual budgetary
resolution project (the Project) to the Commissioner of Municipal Affairs of the
Commonwealth (the Commissioner) and the Municipal Legislature no later than the
immediately preceding May l0 and May 15, respectively. The Commissioner
preliminarily verifies that the Project complies with all the applicable laws and
regulations and may provide comments aod suggestions to the Mayor on or before the
immedralel) preceding June I 1.

The Municipal Legislature has 10 business days, up to the immediately preceding June
13, to discuss and approve the Project with modifications. The Municipal Legislature
may amend the budgets submitted by the Mayor but may llot increase any items so far to
cause a deficit wirhout imposing taxes or identirying other sources of revenue to cover
such deficit. After the Municipal Legislature modifies and preliminarily approves the
Project, the modified Project is seflt back to the Mayor lor his approval or rejection
within 6 days. The Mayor may decrease or eliminate any 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 tagislature with his objections. If the Mayor
rejects the Project, the Municipal Legislature will have up to 8 days to adopt or reject the
recommendations 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 lhe 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 ensui.g fiscal year until the Municipal
Legislaturc and the Mayor approve new budgets. This regulation permits the
Municipality to continue doing payments for its op€mtions and other purposes until the
new budgets are approved.

The annual budgets may be updated for any estimate revisions as well as fiscal yearrnd
encumbrances, and may include any additional information requested by the Mmicipal
L€gislature. The Mayor may request subsequent amendments to th€ approved budgets,
which are subject to the approvalofthe Municipal L€gislature.

The Municipalitv's Department of Finance and Budget has th€ responsibility to ensure
that budgetary spending control is maintained- For day-to-day managemelt control
purposes, exp€nditures plus encumbranc€s may not exceed budgeted amounts at the
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l) Steutadship, Conpliance and Accountabiliry

Expenditure'typ€ level ofeach cost center (activity within a program within a fund). The
Mayor may transfer unencumbered appropriations within programs within funds- The
Municipal trgislature may transfer amounts among programs within and among funds-

The Iegal level of budgetary control (i.e., the tevel at which e\penditures may not legally
exceed appropriation) is at the functior/program level (gene.al go\remmentl urban and
economic development, public safety, health and sanitation, culturc, recreation and
education, and public housing and welfare) within a fund.

Under the laws and regulations of the Commonwealth, the appropriations made for a;y
fiscal year shall not exceed the total rcvenue, including available sur?lus, estimated for
said fiscal year unless the imposition of taxes suflci€nt to cover said appropriations is
provided.

Budqet rv Accouotins

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

According to the budgetary basis ofaccounting, revenue is generally recorded when cash
is received. Short{erm and long-term borrowings may be used to finance budgetary
excess of expendilures orer revenues.

The Municipality uses encumbEmce accounting to record the full amount of purchase

orders, contmcts and other commitments of appropriated resources as deductions from
the appropriation prior to actual expenditure. In the govemmental funds, encumbrance
accounting is a significant aspect of budgetary control. Accordingly, expenditures are
generally recorded when the related expenditure is incurred or encumbered- Available
appropriations and encumbrances are established to lapse one fiscal year after the end of
the fiscal year. Amounts required settling claims andjudgments against the Municipality,
and certain other liabilitieE are not recognized until they are encumbered or otherwile
processed for payment. Unencumbered appropriations and encumbrances lapse at fiscal
year-end. Other appropriations, mainly capital projects appropriations, are continuing
accounts for which the Municipal t egislature has authorized that an unspent balance
from the prior year be caried forward aad made available for current spending.

The acc.ompanying budgetary comparison schedule - general fund and the budgetary
comparison schedule - debt service fund provide information about the general and debt
service funds' original budgets, its afiendments, and the actual results of operations of
such majo. govemmental funds under the budgetary basis of accounting for the fiscal
year ended June 30, 2012. Further details of the Municipality's budgelary control at the
legal level may be obtained from the Budgetary Liquidation Report for the fiscal year

ended June 30, 2012, which is prepared by the Municipality's Department of Finance.
Copies of that rcport may be obtained by writing to the Municipality's Director of
Finance.
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Budsetarv Accountine- (continued)

Because accounting principles applied for the purposes of the developing data on a
budgetary basis differ significantly from those used to presenl the govemmental fund
financial slatements in conformity with CAAP, a reconciliation of the differences
bet\reen the general and debt sen,ice funds' budgetar-v bases and GAAP actual amounts
are presented at the bottom ofthe respective budgetary comparison schedules.

Unrcstticled arrd Restricled Deposits

The Municipaliqr's deposits are composed ol (l) cash on hand, (2) demand deposits in
commercial banks, and (3) demand deposits in the Govemment Development Bank for
Puerlo Rico (fi.cal agenl).

Under the Iaws and regulations of the Commonwealth, public funds deposited by the
Municipality in commercial banks must be fully collateralized for the amounts deposited
ir excess ofthe federal depository insurance generally provided by the Federal Deposits
lnsurance Corporation (FDIC). Agents designated by the Commonwealth's Secretary of
the Treasury, but not in the Municipality's name hold all securities pledged as collateral.

Cash in fiscal agent in the general fund, amounting to $526,470 consists of unspent
proceeds ofbonds, which are restricted for the payment ofaccounts payable to suppliers.
Cash in fiscal agent in the debt service fund consists of cash related to prop€rty tax
collections amounting to $1,834,213, which is restricted for the payment of the
Municipality's debt service, as required by law. Cash in fiscal agent in th€ capital
improvements bond fund, amounting to $1,196,590 consists of unspent proceeds of
bonds, which are restricted for the acquisition, construction or improvement of major
capital assets.

Restricted cash in commercial banks in other govemmental funds, amounting to
$256,945 represents mainly the balance of interest and non-interest bearing accounts
restricted to finance the operations ofcertain federal and state funded progiams.

Cash equivalents consist of certificates ofdeposit with original maturities ofthree months
or less that are available to finance general operating expenses, including the acquisition,
construction or improvement ofmajor capital assets.

Unreslricted and Reslricled AccoanS Receitable

Accounts receivable consist of all revenues eamed but not collected at June 30. 2012.
These accounts receivables are stated net of estimated reseraed for doubtfirl accounts.
which are detemined based upon past collection experience, historical trends, current
e{onomic conditions and the periodic aging ofaccounts receivable.

h)
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h) Ilnreslricted and Reslricted Acco nls Receivable_ (contiiue.!)

Acli\irie. among goremmenrar funds rhaL 
-are 

reprejentari\e of rend ingAorrou ingarrangemenls oulrlandine at lhe end o[^!he ll.cal .ear are."f..."J,o ur.ir-J,o,f.o*
:::::Ji*- jj:. ,,T:fu", ponion or inrer-funj r.,".i 

",. 
..J,"""* ,Jill, ,r,",roro\ 1.e.. rhe non-cunenl ooninn oI inter-fund loanst. as applicable. ;ll otherourrranding balalnces berueen lunds are reponeO 

^ 
-au. roif.om oiiJ, firnj,.. '

i) Inventories odd Othet Cu.ren, Assels

Inventories consist ofconstruction materials and inventories ofomce supplies, food andmedicines, which are held for consumption. 
_ 
Other currenl u.."t. "oii.i li p."puiaexpenses. Generally, inventories are capitalizea lconsumption mertroaiurJ a,rr.a 

", ".r,using rhe firsl-in, first-out method (FIFO) in the GWFS a;d CFFij) Delened Charyes

P^""t":L*t:: in rhr accompanling statement of ner assers consist of bond issuanceaccumutateo amontzation. Deferred charges are amortized over the term oi
:T^:,:j.l- l:r usine. rhe 

.srraishr_tine method. rn th; ciia, ;;;;;;;";';.,,. *"recor.ed rn the currenr period as erpenditures, whether or nol witrheta from rrre actuatdebt proceeds received.

k) Capital AssetT

Capital assets used in gove;mental activities rnclude land and land improvements.buildings. 
'rructure. and building improremenls. machiner) and equiprneni lincludingequrpmenr held under cap;lal leasest- fumirure *a 1"r",.'lil""*a ''""r,i"f",.

consfuction in progrcss, and infrastructure. These asses are *pioiii"Juna ."oon"a .the accornpan).inp .raremenl ofnel assers. tnrru.r*.ru.e u,..rJil e";." ii; ,,"i[r"r] r,nature and include roads. brid6res. sneets and 5ide$all,(. j"lr"i. ,i.i..,r rri rf,",similar assets.

For tinancial reporting purposes, the Municiparity defines capitar assets a5 ass€ts with anindi\iduat cost basis. of 9500 or more at thi date of i"qriS,i.r,l*#i"ii", 
".tmprovement, and rvith useful lives extending beyond one'y"*. 'eii-"r*" 

,rtf,individuat costs under 9500 or with usefut rrve-s ""i;^;;il;;; ,;, ;,;L.*"0directl, to expense in the govemment-*rde sratemen! of activities. rn rhe govemmentar
fund). alt capital assers are recorded u, 

"upirrr 
or,ru5,,.rp.n;il;;):';fih;;i;..",,

with individual costs under $500 are recorded u, 
"^p"nait*.. 

in 
-ti. 

"or""r*Oirgfunclion/program identified \rith lhe asser.

In the .*rement of net ass€ts.?r capitar assets are recorded at cost or estimated historicalco\l tl acrual cosl uas unarailable. except for donated capilal a\*,r. 
"f,i"f, "" r"a*a"aat their.estimated fair value at the dare oI dona,i.r. Erri;;;J;l;;r;"ri'"".,, i"i", ondeflared current cosrs were used ro value a sipificani p."1"" 

'"'i 
,i""i"i.".i.'r"*"conslruoed or acquired priorto June 10,2003 anJ..nrin farar-lrifaing, #r*... *Obuilding improvements.
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k) Calrilal Assets- (continued)

The method used to deflate the current costs with an approximate price index was used

only in the case of certain items for which the historical cost documentation was not

,vailahte- Actual historical costs were used to value the infrastructure acquired or

constructed after June 30. 2003 as well as, construction in pro$ess, machinery and

equipment and licensed vehicles acquired prior or after such date.

Major outlays for capital assets and improvements are capitalized in the statem€nt of net

assets as projects are constructed. I he costs of normal maintenance and repairs th't do

not add value to the asset ormaterially extend capital asset lives are not capitaliTed'

Depreciation and amortization expense is recorded only in the govemmencwide

statement of activities- However, there is no depreciation or amortization recorded for

land and construction in progress. Depreciable capital assets are generally depreciated or

amortized over their estimated uselil lives under the straightline method, except for

machinery and equipment held under capital leases which is depreciated over the shorter

of its estimated uselirl life or the lease term. The estimated useful lives of major capital

asiel calegories are:

Years

Land improvements

Buildings, stflrctures and building improvements

Motor vehicl€s

Fumiture, fixtures. machinery and equipment,

excluding those held under capital leases

Equipment held under capital leases .

20

30 to 50

20 to 50

5

5to20
3to5

Depreciation and amortization expense ofcapital issets is recorded as a direct.expense of
the function/program 

- 
sp€cifically identified with the asset. Depreciation and

amortization ;f infrashrciure is not allocated to various functionvprograms but reported

as direct expenses ofthe urban and economic development function.

Dekrred Reve aes

In the GFFS, deferred revenue arises *hen one ofthe following situations occur:

. Potential revenue does not meet both the "measurable" and "available" criteria for
revenue recognition in the curent period (reported as 'eamed bul wQvailable

revenue" in the accompanying balance sheelgovemmental funds) As previously

discussed. available is defined as due (or past due) at June 30,2012 and collected

within 90 days (60 days for prop€rty taxes) thereafter to pay obligations due at June

30. In subsequent periods, when both criteria (measurable and available) are me! the

liability for deferred revenue is rcmoved and revenue is recognized.

. The Municipality receives resources before it has a lega! claim to them (reported as

"wlearned rerenue in the accompanying balance sheet-govemmental funds).

.{t
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l) Deferrcd Revenues- (continued)

In subsequenl periods, when the revenue recognition criterion is met, the liability for
deferred revenue is removed and revenue is recognized.

Deferred revenues at the govemment-wide level arise only when the Municipality
.eceives resources before it has a legal claim to them (reported as "unearned reyenue" in

. the accompanying statement of net assets)- No "earned but unarailable reye ue" ;s
accounted for in the accompanying statement ofnet assets.

m)' Compe nsated A bie aces

gompensated absences are accounted for under the provisions of Statement No. 16,
Accounting for Compensated Absences, issued by GASB (GASB No. 16). Compensated
absences inc,ude paid time off made available to employees in connection with vacation,
sick leave and compensatory time. The liabil'ty for compensated absences recorded in the
accompanying statement of net ass€ts is limited to leave that: (l) is attributable to
sen,ic€s already rendered on or before June 30,2012 

^nd 
(2) is not contingent 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 or are contingent on a
specific event outside the control of the employer or the employee are accounted for in.
lhe period \ahen those s€rvices are rendered or tho5e a\ ents lale place.

The l;ability for compensated absences includes salary-related costs, which are directly
and incrementally related to the amount of salary paid to the employee (such as

employer's share ofsocial security taxes and Medicare taxes).

The vacation policy of the Municipality provides for the accumulation of regular
vacations at a rate of 2-5 days per month (30 days per fiscal year) per employee.
Employees accumulate regular sick leave at a mte of l-5 days per month (18 days per
fiscal year). Employees accumulate compensatory time at a mt€ of 1.5 times the
overtime worked. All vacation and sick leave days accumulated by employees in excess
of 30 days and 90 days, resp€ctively, are paid to employees cach fiscal yeat if not
consumed, as required by law- In the case of compensatory time, the excess of 240 hours
is paid to employees each fiscal year, ifnot consumed.

Upo! termination of employment, an employee receives comp€nsation for all
accumulated unpaid regular vacation leave at the cunent rate. In the case of regular sick
leave, if the employee terminates his or her employment before reaching l0 years of
services, such regular sick leave is not paid to the employee, ifnot consumed. In addition
upon termination of €mploymen! an employee does not rec€ive compensation for
compensatory time, ifnot consumed previously.

After l0 years of services, any regular sick leave balance is paid to the employee-
Accumulated vacation time is fully vested to the employee at any time.
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Compensated Abse ces- (continued)

The liability for compensated absences is reported in the statement of net assets. A
liability for compensated absences is reported in the CFFS only when matu.ed (when
payment is due), for example, as a result ofemployee resignations or retirements_

Longlem Debl

The long-term liabilities reported in the accompanying statements of net assets include
the Municipality's bonds payable; notes payable, obligations under capital leases, accrued
compensated absences and accrued legal claims qndjudgments.

All long-term debt to be repaid from govemmental resources is reported as liabilities in
the accompanying statement ofne! assets. Principal and interest pavments on tlonds due
on July 1,2012 have been recorded as govetrmental fund liabilities in the GFFS when
resources were available in the d€bt service fund (June 30, 2012). ln the CFFS, the face
amount of debt issued (gross debt reported) ;s reported as other financing sources when
issued.

ln the GWFS debt issuance costs have been capitalized and reported as defered charges,
which are being amortized under the straighFline method over the life ofthe debt. ln the
GFFS, such costs are recorded as expenditures as incurred.

For non-interest bearing notes payable the Municipaliry has recorded such notes at
present value with an imputed interest rate that approximates the .ate that would have
been used, using the sarne terms and conditions, if it had be€n negotiated by an
iodependent lender. In the accompanying statement of net assrts, such notes payable are
reported net ofthe applicable unamodz€d discount, which is the difference between the
present value and the face amount ofthe notes. The discount is amortized over the life of
the notes_ using the effective interest method. Amortization of the notes discount is
recorded as part of interest expense in the statement of activities. ln the GFFS, notes
discou.t is recognized as other financing uses during the current period.

o) Leases

The Municipality classifies its lease agreements either as operating or capital leases
obligations according to Statement No.l3, Accounting for Leoses, issued by Financial
Accounting Standards Board (FASB No. 13). Capital lease agreements are generally
non-cancelable and involve substance over [orm, the tmnsfer of substantially all benefits
and risks inherent in the ownership of the leased property, while operating Ieases do not
involve such transfer. Accordingly, a capital leas€ involves the recording ofan asset and
a related lease obligation at the inception of the lease. According to FASB No. 13, the
Municipality classifies a lease agreement as a capital lease if at its inception the lease
meets one or more ofdre follo$,ing four criteria:

. By the end ofthe lease term, ownership of the leased property is transferred to the
Municipality.
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o) Leases- (continued)

The lease agrcement contains a bargain purchase option.

The l€ase term is substantially equal (75 percent or more) to the estimated useful life
ofthe leased property.

. At the inception ofthe leas€, the present value ofthe minimum lease payrnents, with
certain adjustments. is 90 percent or more of the estimated fair value of the leased
property.

Although the Municipality is prevented legally from entering into obligations extending
beyond one fiscal year, most capital lease agreements entered by the Municipality contain
fiscal funding clauses or cancellation claus€s that make the continuation of the
agreements subject to future appropriations. Leases that meet at least one of the
aforementioned four criteria, and have a fiscal ftrnding or a cancellation clause, have been
accounred for as capital leases in lhe accompanying

CWFS, since the likelihood of invoking the provision is considered remote. The
Mu icipality's lease agreements do not include contingent rental payments or escalation
clauses.

In the GWFS, the obligation under capital leases is recorded at the lesser ofthe estimated
fair value of the leased property or the present value of the minimum lease payments,
excluding any portion representing executor costs and profit thereon to be paid by the
lesser. A portion ofeach minimum lease payment is allocated to interest expense and the
balance is applied to reduce the lease obligation using the effective interest method.

In the GFFS, the net present value ofthe minimum lease payments at th€ inception ofthe
capital lease, ifapplicable, is recorded simultaneously as: (1) expenditures and (2) other
financing sources- Minimum lease payments are recorded as expenditures in the GFFS.

p) Accounting lor Pension Cosls

For the purpose ofapplying the requirements of CASB Statement No. 27. Acco@tingfor
Pensions by State and Local Gowmment Employers (GASB No. 27), the Commonwealth
is considered to be the sponsor ofthe Employees' Retirement System.ofthe Govemment
of the Commonwealth of Puerto Rico (formerly Employees' Retirement 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 defined contribution
plan, respectively, in which the employees of the Municipality participate. The
Municipality is considered a participant, and not a sponsor, of these retirement systems
since the majoriry of the participants in the aforementioned pension trust funds are
employees of the Commonwealth and the basic financial statements of such retirement
systems are part ofthe financial reporting entity ofthe Commonwealth. Accordingly, no
portion of the net pension obligation (NPO) related to ERS has been allocated to the
Municipality in the accompanying basic financial statements. The basic financial
statements of the Commonweakh report the total amount ofthe net pension obligarion of

COMMON}VEALTH of PUERTO RICo
MUNICIPALITY oF YABUCoA
Notes to Financial Statements

June 30. 2012
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Accounling lot Pension Cosls- (continued)

ERS, indluding any amount lhat may correspond 1o the Municipalily. 'Ihe Municipalit)
accounts for pension costs from the standpoint of a pa(icipant in a muhiple-employer
cost-sharing plan. Accordingly, pension costs recognized in the accompanying basic
financial statements are equal to the statutorily required contributions, with a liabiliry
recorded for any unpaid required contributions.

Rkk Mafiageneht

The Municipality carries commercial insumnce covering casualty, theft, tort claims and
other losses. Insurance policies are negotiated by the Comm6nwealth's Department of
Treasury (lhe Depa(ment ofTreasury) on behalfofall municipalities ofPuerto Rico. The
Department of Treasury pays the insurance prcmiums on behalf ofthe Municipaliry and

then is reimbursed each fiscal year through monthly equal payments deducted from the
Municipality's gross prope(y ta-\ collections made by the Municipal Revenue Collection
Center ("CRIM", by its Spanish acronyms), a governmental entity responsible for billing
and collecting property taxes on behalfofall municipalities of Puerto Rico.

The Municipality carries insurance coverage for death and bodily injuries caused by
automobile accidents. This insurance is obtained through th€ Automobile Accidents
Compensation Administration (ACAA), a component unit olthe Commonwealth. 'l'his

insumnce is compulsory for all licensed vehicles used on public roads and highways in
Puerto Rico. The annual premium applicable at June 30, 2012 is $35 per licensed motor
vehicle, which is paid directly to ACAA.

The Municipality obtains workers' compensation insurance covemge through the State
Insurance Fund Corporation (SIFC), a component unit of the Commonwealth. This
insurance covers workers against injuries, disabiliq or death because of work 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 from &e Municipality's gross prop€rry tax collections.

The Municipality obtains unemployment compensation, non-occupational disability, and
drilers' insurance coverage for its employees through various insumoc€ progmms

administered by the Commonwealth's Department of Labor and Human Resources
(DOL). These insurarce programs coler workers against unemployment and provide
supplementary insurance coverage for tempoml disability, or death tecause of work or
employment-relaled accidents or because of illness suffered as a cons€quence of their
employment. Unemployment comp€nsation, non-occupational disability and drivers'
insurance premiunrs are paid directly to DoL on a cost reimbursement basis.

The Municipality also obtains medical insurance coverage from several health insurence
companies for its employees. Different health insumnce covemge and premium options
are negotiated each year by the Departme;i of TreasuD on behalf of the Municipality.
The current insurance policies have not been canceled or terminated at June 30,2012-
Premiums are paid on a monthly basis directly to the insurance company. In. the past

thre€ years, the Municipality has not seftled claims that exceeded insurance coverage.
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Notes to Financial Statements

June 30- 2012

t) Fund Bala ces

On July I, 2009, the Municipality adopted the provisions of GASB Statemenl No_ 54,
F tul Balance Reporting @7d Governmental Fu d Twe Derrlronr (GASB 54), which
enhanced the usefulness of fund balance information by providing clearer fund balance
classifications that can be more consistently applied. This statement establishes fund
balance classifications that comprise a hierarchy based primarily on the extent to which
the Municipality is bound to obseNe constraints imposed upon the use ofthe resources
reponed in go!emmen12l fund\.

Pursuant to the provisions of GASB 54, lhe accompanying GFFS report fund balance
amounts rhat are considered nonspendable, such as Fund balance associated with
inveotories. Other fund balances have been reported as restricted, committed, assigned,
and unassigned, based on,the relative strength ofthe constraiots that control how specific
amounts can be sp€nt! as described as follows:

Nonspendable - Represent resources that cannot be spent readily with
cash or are legally or contractually required not to be'spent, including
but not Iimited to inventories, prepaid items, and Iong term balances of
interfund loans and accounts receivable-

Resrrtred - Represent resources that can be spent only for the specific
purposes stipulated by constitutional provisions, extemal resource
providers (erlemally imposed by creditors or grantors), or through
enabling legislation (that is, legislation that cr€ates a new revenue
source and restricts ils use). Effectively, restrictions may b€ changed or
lifted only with the consent of resource providers.

Coilmitled - Represenl rcsources used for specific purposes, imposed by
formal action of the Municipal's highest level ol decision making
authority (Municipal Legislature through resolutions and ordinances)
and can only be changed by a similar law, ordinance or resolution.

l$iEzel Represent resources intended to be used by the Municipality
for specific purposes but do not meet the criteria to be classified as

restricted or committed (generally executive orders approved by the
Mayor). Intent can be expressed by the Municipal Ifgislature, the
Mayor or by an omcial or body to which the Municipal Legislature
delegales alrthority in conformity with the Autonomous Municipalities
Act of Puerto Rico, as arnended. In govemmental funds other than the
general fund, assigne-d fund balance represents the remaiqing amount
that is not resaicted or committed.

b.

d.
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Fu d Bolances- (conliaued)

e- U dssigled - Represent th€ residual classification for the Municipal;ty's
general fund and includes all spendable amounts not contained in the

other classifications. ln other funds, the unassigned classification is used

ooly to report a deficit balance resulting from overspending for sPecific
purposes for which amounts had been restricted, committed, or ass;gned

Negative fund balance amounts are assigned amounts reduced to dre

amount that will mise the fund balance to zero. Consequently, negative

residual amounts in restricted, committed and assigned fund balance

classifications have been reclassified to unassigned fund balances.

The Municipality reports resources constrained to stabilization as a specifi€d purpose

(r€stricted or committed fund balance in the general fund) only if: (l) such resoqrces me€t

rhe olher criteria for those classifications, as described above and (2) the circumstances or
conditions that signal the need for stabilization are identified in sufficient detail and are

not expected to occur routinely. However, the Municipa,ity has not eotered into any

stabiliztionlike arangements, nor has set aside material finarcial resources for
emergencies and has not established formal minimum fund balance amounts as ofand for
the fiscal year ended June30,20)2.

ln situations when expendit;re is made for a purpose for which amounts are available in

multiple firnd balance classifications, the Municipaliry uses restricted resources Iirst, and

then unrestricted resources. Within unrestricted resources, the Municipality generatly

spends committed resources first. lollowed by assigned resources, and then unassign€d

resources when expenditures.

The ctassification of the Municipality's individual govemmental funds among general,

debt service, special revenue and capital project fund O?es used in prior fiscal years for
financial reporting purposes was not affected by the implementation of CASE54. In

addition, the financial positions afld the results of operations reported in the

accompanying CFFS as of and for the fiscal year ended June 30, 2012 have not been

affected for this cliange in accounting principle. Accordingly, the accompanying GFFS

have not reported any retroactive restatements or reclassifications of fund equities as of
July 1, 201l.

I n I e t -fu nd A c lit) iti e s

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

. Irrtet--fund loans - Represent resources (assets) Provided by one Sovemmental fund

to other govemmental fund with a rEquirement and commitment for repayment

(reimbursement), which arc recorded as "due lrom in the lender govemmental filnd
. and "due to' in the borrower govemmental fund- lnter_fund receivables, which are

not considered to be currently available financial resources, are reported as

s)
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, Inter-fund Activilies- (coitin ued)

Inter-fund loans- (conlifiled/ -For amounts not expecled to be collected, inter,fund
receivables/payables are reduced to their estimated realizable (seftlement) value, and
the portion of the inter-fund loan that is not €xpected to be repaid is reported as a
''transJer-in ' fromthe goyemmenlal fund that provided the loan.

lnkr-fund trunsfers (lruntl?rs-in4outD Represent flou. of asser5 (permanenl
reallocation of financial resources among govemmental funds) without equivalent
flows of assets in retum and without a requirement lor repayment. Transfers are
rcported as otherlna cirg res" in the govemmcntal fund making transfers and as
"otherJinancing sources " in the governmental fund receiv ing tmnsfers.

lrrter-fund rcimbutsemerls - Represent repayments (reimbursements) from the
govemmental fund responsible for particular expenditures or expenses to the
govemmental fund that initially paid for them-

In the CFFS. inter-t'und activity has not been eliminated, as permift€d by GAAP.

Use of Estirrrates

'lhe preparation of the accompanying basic financial staremenls in conformity with
GAAP requires management to make significant estimates and assumptions that affect
the reported amounts of assets and liabilities, the disclosure of contingent assets and
liabilities at the date of the basic financial statements, and the reported amounts of
revenue and expenses during the reporting period- Actual results could differ from those
estimates.

u) Fulurc Adoption of Accoutting P.onouncemenls

The GASB has issued the following statements that have effective dates after June 30,
2012:

. GASB Statement No. 62, Codircation of Accoutlting and Financial
Repoihg Gniddnce Contdined in Pre-November 30, 1989 FASB and AICPA
Pronou cemenls (GASB 62). The requirements of this Statement are

' ellective for the fiscal year commencing on July l, 2012.

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

2. Deposits

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

On July 1, 2005, the Municipality adopted the provisions ofGASB Statement No. 40 (GASB
No.40\, Deposit and hNestnent Risk Disclosute, an Afiendme t toGASB Statement No. 3.
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2. Deposite (contirued)

This statement requires that state and local govemments disclose essential risk information
about deposits and investrnents. The disclosure requirements cover lour main areas: (l)
credit risk, (2) interest rate risk, (3) custodial credit risk. and (4) foreign exchange exposure.

. Credit risk This is the risk that an issuer or other counterparq/ to an investrfient
will nol fulfill ils obligations. In complianc€ with the laws and regulations of the
Commonwealth, the Municipalit) has adopted, as its custodial and credit risk policy,
the Statement of lnwsl ent Guidelines for the Gorernment of the Commonweahh of
Puerto Rico- Acmrdingly, the Municipality invests only in obligations of the
Commonwealth, obligations ofthe United States of America, certificates of deposi!
commercial paper, bankers' acceptancesl or in pools of obligations of the
municipalities of Puerto Rico, which arc manag€d by GDB. According to the
aforementioned investment guidelines, the Municipality does not invest in
marketable secuiities or any other rypes ofinvestments for which credit risk exposure
may be significant. 'fherefore, the Municipality's management has concluded that
the credit risk related to any possible loss related to defaults by commercial banks on

the Municipalit"v's deposits are considered low at June 30, 2012.

lnterest rate risk This is the risk that changes in interest rates ofdebt investments
$ill adversely aflect the fair.value ofan investment. The Municipality manages its
exposure to declines in fair values by: (l) not including debt investments in its

investment portfolio at June 30, 2012, (2) Iim;ting the weighted average maturity of
its investments to three months or less, and (3) keeping most of its bank deposits in

interests bearing accounts generating interests at prevailing market mtes. At June 30,

2012, the Municipality's investmeots in certificates of deposit are recorded at cos!
which approximates their fair value. Therefore, the Municipality's management has

concluded lhal al June JO, )012, lhe inleresl mle risk associaled $ilh lhe
Municipality's cash and cash equivalents is considered low.

Custodial cr€dit risk - In the case ofdeposits, this is the risk that in the event ofa
bank failure, the Municipality's deposits may not be recovered. Pursuant to the

Statefient of Investment G idelines for the Goverument of the Con onwealh of
Puerto Rico the balances deposited in commercial banks by the Municipality are

insured by the Federal Deposit Insumnce Corporation (FDIC) generally up to a

maximum of $100,000 per depositor. In addition, public firnds deposit€d in
commercial banks by the Municipality are fully collateralized for the amounts

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

collateral are held, in the MunicipaliB's name, by the agents ofthe Commonwealth's
Secretary of Treasury. Deposits with GDB are uninsured and uncollatemlized.
However, no losses related to defaults by GDB on deposit transactions have been

incuned by the Municipality through June 30,2012. Therefore, the Municipality's
management has concluded that at June 30, 2012, the custodial credit risk associated

with the Municipality's cash and cash equivalents is considered low.
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2. Deposits- (continucd)

. Foreiqn exchanqe risk The risk that changes iD exchange rates will adve.sely
affect the value of an investment or a deposit. According to the aforementioned
investment guidelines, the Municipality is prevented from investing in foreign
securities or any other qpes ofinvestments for which fo.eign exchange risk exposure
may be significant. Accordingly, management has concluded that the foreign
exchange risk related to the Municipality's deposits is considered low at June 30,
2012.

Municipal LicenseTares

The MunicipaliS is authorized by Act No. 81 1o impose and collect municipal license taxes

to any natural or legal person having trade or business activities within the territory of
Yabucoa. This is a self-assessed tax genemlly based on the business volume of taxpayers,
measured by gross revenues. The Municipality establishes the applicable tax mt€s. At June

30, 2012, the municipal license tax rates imposed by the Municipality were I.50 percent for
financial institutions and 0.50 percent for other types of taxpayers- Any ta-xpayerc that have
been granted with a partial tax exemption under any of the tax incenti\e acts of the
Commonwealth ultimatell pay municipal license ta.xes at reduced lax rates, generally
between 60 percent and 90 perc€nt under standard rates.

Each taxpayer must asses the coresponding municipal license tax by declaring the volume of
business through a tax return filed every April 15, based on the actual volume of business
(revenues) eamed in the preceding calendar year. Taxpayers with a sales volume of $l
million or more must include audited financial statements with their tax retum filings. The tax
can be paid by the taxpayer in two equal installments due on July 15 and January 15,

subsequent to the filing ofthe declamtion on April 15. The first installment ofthe tax covers

the six-month period ended December 31, subsequent to the filing date of the deciamtion,
while the second installment of the tr\ covers the six'month period ended June J0 of the

subsequent calendar year. Ifa taxpayer elects to pay the tax in fxll on the filing date ofthe
declaration (generally Apri I I 5), a 5 percent discount is granted automatically on the total tax
amounl duc.

Any municipal license taxes collected in advance (that is, pertaining to a future fiscal year)
are recorded as unearned revenues in the GWIS and the CFPS- Total municipal license tax
receivable amounted to $54,278 at June 30,2012. Defened municipal license tax revenues

recorded in the accompanying GWFS and GFPS amounted to $2.125,080 at June 30, 2012

Property Taxes

The Municipality is authorized by Act No. 8l to impose and collect property taxes from any
natural or legal person that, at Januar]' I of each calendar year: (1) is engag€d in trade or
business and is the orvner ofpersonal or real property used in trade or business or (2) oulrs
residential real property with a value in excess of$I5,000 (at 1957 estimated market prices)-

1.
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4. Property Taxes - (cotrtinued)

CRIM is responsible fbr 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

Municipaliry the estimated amount of property ta,\ expected to be collected for the cnsuing

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 s€ttlement statement on a fiscal year basis, whereby a comparison is made between

the amounts advanced to the Municipality and the prop€rty tax amounts actually collected
from taxpayers on behalfofthe Municipality duriilg the fiscal year. This settlemenl has to be

completed on a prel im inary basis not later than December I I lol lowing the fiscal year end.

Personal property taxes are self-assessed by ta-xpayers every year using the book value of
personal property assets owned by the taxpayer at January I (assessment date) and reporting
such ta.\able value th.ough a personal property ta.x retum filed on May l5 subsequent to the

assessment date. The total personal property ta,x mte in force at June 30, 2012 u'as 7.01

percent (of *,hich toipayers pay 6.63 percent and the remaining 0.20 percent is paid by the

Department of Treasury, as a subsidy).

Real prop€rty taxes are assessed by CRIM. The assessment on real propert) is made every

January I and is based on estimated curent values ofthe property, deflated to 1957 market
prices. The total real property tax mte in force at June 10, 2012 was 9.03 percent (ofwhich
8.83 percent is paid by taipayers and the remaining 0.20 percent is also paid by the

Deparrmenl of Treasury. as a subsidy ).

Residential real property 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 amoints. the Department ofTreasury assumes the paymenl ofthe 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 of Treasury.

According to Act No. 81, included within the total personal and real propert) ta-\ rates of6.83
percent and 8.8J percen! respective,y, there is a le\y ofan annual special tax of 1.03 percent

of the assessed value ofall real and personal prope(y not exonerated from taxation. This
specialtax is levied by the Commonw€alth but is collected by CRIM- Collections of this

special tax are directly remifted by CRIM to the Commonwealth's debt service fund, for the

payment ofthe general long-term debt ofthe Commonwealth.

ln addition, included within the total personal and real property tax rates of6.83 percent and

8.83 percent, respectively, there is a portion ofthe tax rate in the amount of2.00 Percent that
is restricted for the Mmicipality's debt service requirements on bonds. Such amounts are

recorded in the Municipality's debl service fund.
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Property Taxes - (cortinued)

Furthermore, included within the total personal and real property tax rates of6.83 p€rcent and

8.81 percent. respectively, there is a portion of the tax rates that is recorded in the
Municipality's general fund, of which a po(ion is restricted for the payment oF: (l) the
insurance premiums acquired through the Department of lreasury, (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 Senices
Administration (PRHSA), as the Municipality's share of the cost of the public health
insurance coverage provided to qualirying low-income citizens, (5) certain notes payable to
CRIM and, (6) certain amounts due !o certain agencies and component units of the
Commonwealth, which are recorded within intergovernmental payables in the accompan) ing
CWFS and CFFS. The 0.20 percent of unrestricted personal and real propeny taxes paid by
the Department of Treasury as a subsidy is recorded in the Municipality's general fund.

The Additional Lottery System of th€ Commonwealth (the Addilional t ottery) is an

operational unit reported as an enterprise fund in the Commonwealth's basic financial
statements, which currently operates several betting altematives to the citizens of Puerto

Rico- The Additional Lottery is required ev€ry fiscalyear to distribute a pofiion ofits excess

ofrevenues over expenses as follows:

. Thirry 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

Program for the Low-lncome Qualirying Elderly) is earmarked to the municipalities of
the Commonwealth, of which a maximum of $26 million, on an annual basis, is

distributed to the Municipal Equalization Fund held by CRIM to cover operating
expenses and pefinanent improvem€nts of the municipalities.

. An additional amount not exceeding $ 16 million, on an annual basis, is distributed to the

Municipal Equalization Fun4 provided it is within the thirty-five percent corresponding
to the municipalities of the Commonwealth. When the accumulated municipal
appropriations from the municipalities' Puerto Rico Health Reform are covered up to
June 30, 1997, these resources will be assigned to PRHSA.

At June 30,2012, property taxes receivable reborded in the general and debt service fund
amounted to $1,139,034 and $125,492 respectively, net ofa reserve for doubtful accounts.

Sales aDd Use Taxes

The Municipalit-v imposes a sales and usage tax within the territotial limits of the
Municipality pursuant to the lntemal Revenue Code of the Govemment 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, stomge or consumption of a taxable item. ltis
collected mon[hly in a tax retum that is due twenty calendar days after th€ €nd ofeach month.

A portion ofthe sales tax amounting 0.270 is restricted for the payment of long-term debt and

is recorded in the debt service fund. The remaining portion of l-3% is recorded in the
general find since is available for generalop€mting purposes.

5.
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5. Sales and Use Tares - (coltinued)

Sale ta-\ receivable iepresents sales tax levied that \!ere collected subsequent to June 30,

2011, but pertaining to current year period. At June 30, 2012, the sales and use taxes

receivable amounted to $73,912.

Constroction Excise Taxes

The Municipalily imposes and collccts municipal construction excise taxes to most natuml

and legal persons and any govemmental instrumentality that carry out activities related to
construction, expansion, major repairs, relocations, alteralions and other types of permanent

improvements to residential, commercial and industrial buildings and structures within the

territorial area ofthe Municipality. The tax is also applicable to infrastructure projects, the

installation of machinery, equipment and fixtures, and other types of construction-related

The construction excise ta.\ generally is a self-assessed ta.x imposed over the cost of the

project, net of certain exemptions such as the costs associated with the acquisition oi land,

project design and other engineering fees, licenses and permits, legal and accounting fees,

and most marketing and advertising costs. The tax is paid by the taxpayer at the beginning of
the project.

AII single-family residential construction projects not related to housing development
projects. condominiums. or any similar projects, are partially exempt from construction

excise taxes. ln addition, a po(ion ofall single-family residential improvement projects are

exempt from construction excise ta\es. All projects carried out on buildings and structures

classified as historical treasures by the Pue(o Rico PlanninS Board have an in the th.\ mte

applicable to construction excise taxes.

Construction excise tax receivable represents taxes that were collected subsequent to June 30,

201l, but perraining to current year period. At June 30, 2012, the constuction excise ta(es

receivable amounted to $33.188.

This Space Has Beeh lntentionally LeIl Blnnk
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Due/advances to:

Debt
Genenl sen'ic€
Iirnd fund

Total
governmental

funds

7. Inter-FundTransflctions

'The composition ofinter-fund balances at June 30, 2012 and for the fiscal year then ended is
as follows:

Due/advances from:
Capital

improvements Other
bond governmental

fund funds
Major governmental funds:

General fund

Debt senice fund
Capital improvements bond fund

Other governmental funds

Total $ r,607,609 28 r,06r

$-
3l

6,840

1,600,738

281 ,061 1,1 10,438 $

6,75;

t,19t,499
3l

6,840

1,60'7,492

l,r 17,r92 $ 3,005,862

Transf€rs from:

Transfers tor
General

fund

Debt

tund

Total
governmental

funds

Capital
improvements Oiher

bond goverrmetrtal
fund {unds

Major govemmental fu nds:

General fund

Debt service fund

Capital improvements bond fund

Other governmental fu nds

Total $ 1,167,030 t,067,915

$
(s5l)

26,219

1,141,364

1,067,915 229,685 $

498,18;

1.297,600

(553)

26,219
1.639,s52

72'7,873 2,962,818

Thk Space Has Been I te tiondll! Lefi Blank
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E. Capit{l Assets

Capital assets activity for the fiscal year ended June 30, 2012:

Con bais ofcapilalasels. nol subjecl

ro depreciarion and amorlizalion:

Consruction in progress
'tolal con ba-sis of.apital NelS. not

subjed ro depreciarion dd amortiation

con basis of caoilal assels. snbiftt to
deprecialion and amortizzlion:

Building- n.uclures and building imp.ovemenls

Venicles, machinery and equipment and

furniturc and fixlures

office equipDent under capiiallqs
Total cost basis of capital 6*13 subjecl

to depeciation and mortization
lolal cosl b.sis ofcapnal assets subject

s 8.021.703 s 8.02t,701

8.021.703 8.021.701

21.459.619

l2_4E6.605

6.154.796

141,502

1. r 88.687
l.l74.El0

r02.698

22.644306
33.661-4r5

6.257.494

!41,502

60,144.522 2.466.195 4.710.111

s 68,26.225 2,466.t95 $ 70J32,120

depre.i.tion/ Depreciation
amortiaiion and

albeginning amortiztio(
offiselyer expense

Accumulaled deprccial;on:

Building. stroctuEs and building amprovements

vehiclcs. mehinery and equipmmt ud
furniture od fixtures

Offce equipmenl unde. capital l€ases

Total accumulated depr@iation

Capital assets. net

s 5,786,250

I1.58,565

8,000.955

67,668

417.699 S 6,203,949

644,A29 12,t58.394

4a7.694 8,488,649

- 67.64
l-550-222 26.9t8.660

5 42.897.787 915-971 $ 43,813.760

25.168.4,18

Depreciation and amortization expense for dle fiscal year ended June J0, 2012 was charged

to functions/programs in the accompanying statement ofactivities as follows:

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

Total depreciation and amortization expense

2s8,370
258,370
258,370
258,370
258,3'70

1.550,222
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9. Long-TermObligations

l he geneml long-term debt aclivity for the fiscal year ended June 10,2012 is as follows:

Balance at Balance

end of due within

Bonds payable

Puerto Rico Health Senies Admini$ration

Municipal Rev€nue Collection Cetuer:

Public ActNo- 42 ofJanuary 26,2000

Public ActNo. I46 ofoctob€r I1.2001

U.S- Departmeot of Rural Dev€lopment

Compe.sated absences

Estimated liability for olid waste landfill

closure aod post closu€ care cosls

Total

28r,935

510,307

344,888

t22,704

2,469,841 2.891.370

1t2,764)
(16,358)

\52,750)

12.469,841)

497.543

328.530

69,954

2.89t,370

3,563,3t4

17373,300 $ 1,018,000

281,935

60.987

r6,358

597.248

3,563,314

$ 25,828.089 r.65r.370 (4,47i,5r3) 25,005,946 $ r,692,593

Historically, the general fund has been used to liqllidate certain notes payable, compensated

absences, federal cost disallowances, obligaiions under capital leases and any other long-term

liabilities other than bonds.

a) Debt Limilatio

The Municipal trgislature is legally authorized to aPprove the contracting ofdebts ofthe
Municipality. Nevertheless, the laws and regulations ofthe Commonwealth also provid€

that:

. Direct obligations of the Municipality (evidenced principally by bonds and bond

anticipation notes) are backed by the full faith, credit and taxing power of the

Municipality; and

r Direct obligations are not to be issued by the Mun;cipality il the amount of the

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 fiscal 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 of the

total assessed value ofthe property ,ocated within thc Municipality plus the balance

of the ad valorem taxes in the debt servic€ fund. Ior bonds Payable and bond

anticipation notes to be repaid lvith the proceeds ofprop€rty taxes restricted for debt
' service.

b€ginringof

$ t8,535,t00 ( 1,92r,800)
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b) Bonds Pa|able

The Municipality issues general obligalion, special obligation and public improvement
bonds to finance the acquisition, construction and improvement of capital. assets, as well
as, to finance certain operating [eeds, including the payment to suppliers in certain

circumstances.

The laws and regulations of the Commonwealth provide that the Municipality's public

debt will constitute a fiist claim on the available revenue ofthe Municipa,ity. Public debt

is composed of bonds payable- The good faith, credit and ta.xing power of the

Municipality are irrevocably pledged for the prompt payment ofthe principal a.d interest

of bonds.

As described in Note 4, the Municipaliry le\ies an annual additional special ta,\ of2.00
percent of the assessed value of personal and real property. The pmce€ds of this

additional special tax are deposited in a sinking fund established at CDB whereby

sufficient funds arc set aside to redeem the bonds payable of the Municipality in

minimum annual or semiannual principal and inierest payments. Tha collections ofthis
specialtax are recorded in the Muoicipality's debt service.firnd.

For financial reportlng purpoles, the outstanding balances of bonds repres€nt the total

principal to be repaid. Bonds payable is composed as followsatJune 30,2012:

Outstallding
Amount

2011-2012 serial bonds (face amount of $3,326,000) due in annual

principal installments ranging from $300,000 to $431,000; plus

interests due in semiannually installments at variable rates (6.00% at

June 30, 2012) through January. l, 2035

1990-1991 serial bonds (face arnount of $225,000) due in annual

principal installments mnging from $4,000 to $18,000; plus interests

due in semiannually iosallments at variable rates (6.00% at June 30,

2012) through January l, 2014

1993-1994 serial bonds (face amount $657,000) due in annual

principal installments ranging from $16,000 to $47,000; plus interests

due in semiaonually installments at variable rates (5.00% at June 30,

2012) lhrough JanuaD l. 2016

1994-1995 serial bonds (face amount of $238,000) due in annual

principal installments ranging fiom $6.000 to $17,000; plus interests

due in semiannually installments at variable rates (5.00% at June 30,

2012) through January I, 2016

$ 3,026,000

34,000

175,000
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b) Bonds Payable - continued

1994-1995 serial bonds (face amount of 92,0E0,000) due in annual
principal installments ranging ftom $45,000 to $195,000; plus inre.ests
due in semiannually installments at variable rates (6.28% at June 30.
2012),through July l, 2014

1995-1996 serial bonds (face amount of $106,000) due in annua,
principal installm€nls ranging from $2,000 to $8,000; plus interests
due in semiannually installments at variable rates (4.50% at June 30.
2012) through July 1,2019

1994-1995 serial bonds (face amount of $36,000) due in annual
principal installments ranging from $1,000 to $3,000; plus interesti
due in semiannually installmenls at variable rates (4.50% at June 30,
2012) through January l, 20i 9

2001-2002 serial bonds (face amount of $1,910,000) due in annual
principal installments ranging from $5,000 to $295,000; plus inaerests

due in semiannually installments at variable rates (1.47% at June 30,
2012) through July l, 2027

2003-2004 serial bonds (face amount of $680,000) due in annual
principal installments ranging from $10,000 to $50,000; plus interests
due in semiannually installments at variable rates (4.7J% at June 30,
2012) through July 1,2027

2003-2004 serial bonds (face amount of $230,000) due in aanual
principal installments ranging from $5,000 to $20,000; plus interests
due in semiannually installments at variable rates (4.73% at June 30,
2012) through July 1,2027

2003-2004 serial bonds (face amount of $300,000) due in annual
principal installments ranging from $5,000 to $30,000; plus interesls
due in semiaanually installments at variable rates (4.73% at June 30,
2012) through July 1.2027

2003-2004 serial Unas lface amount of $305,000) due in annual
principal installments ranging from $5,000 to $25,000; plus interests
due in semiannually installments at variable rates (4.73% at June 30,
2012) through July l, 2028

2005-2006 serial bonds (face amounl of $135,000) due in annual
principal installments ranging from $5,000 to $10,000; plus interests
due in semiannually installments at variable rates (4.73% at June 30.
2012) through July 1,2010

Outstandine
Amount

545,000

46,000

15,000

1,865,000

545,000

185,000

245,000

255,000
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b. Bonds Pavable - continued
2005-2006 serial bonds (face amount of $540,000) due in annual
principal installments ranging from $10,000 to $45,000: plus interests
due in semiannually installments at variable rates (4.730% at June 30.
2012) lhrough Jul) 1.20.]0

2005-2006 serial bonds (face amount of $1i5,000) due in annual
principal installments ranging from $5,000 to $30,000; plus interests
due in semiannually installments al variable rates (4.7304 at June 30,

2012) through July l. 2010

2005-2006 serial bonds (face amount of $1,700,000) due in annual
principal installments ranging from $70,000 to $170,000; plus interests

due in semiannually installments at variable rat€s (1.72% at June 30,

2012) through July l, 2020

1997-1998 serial bonds (face amount of $3,310,000) due in annual
principal installments ranging from $75,000 to $105,000; plus interests

due in semiannually installments at variable rates (1.47% at June J0,
2012 ) rhruup.h Jull 1.2017

2001-2002 serial bonds (face amount of $600,000) due in annual
principal installments ranging from $5,000 to $50,000; plus interess
due in semiannualll installments at variable rates (1.47% at June 30,

2012) through July i,2026

2002-2003 serial bonds (face amount of $135,000) du€ in annual
pr;ncipal installments ranging from $5.000 to $25,000; plus interests

due in semiannually installments at variable rates ().72o/n 
^t 

!M. 30,
2012) through July l,2027

2006-2007 serial bonds (face amouDt of $517,000) due in annual

principal installments ranging from $12.000 to $34,000; plus interests

due in semiannually installments at variable rates (4.25%o at June 30,

2012) through July l, 2031

2007-200q serial bonds (face amounl of $1.100.000) due in annual
principal installments ranging from $5,000 to $15,000r plus interests

due in semiannually installments at variable rates (1.72% at June 30,

2012) through Jul) 1,2032

2007-2008 serial bonds (face amount of $3,155.000) due in annral
principal installments ranging from $5,000 to $15,000; plus interests

due in semiannually installments al variable rates (1.72% at Jun€ 30,

20 l2 ) through .luly I,2012

OutrtaIldins
AmouIlt

,170,000

290.000

1,205,000

1,530,000

48s,000

270,000

436,000

r,2r5,000
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b. Bonds PaYable - Cortinued)
2007-2008 serial bonds (face amount of $160,000) due in annual
principal installments ranging from $5,000 to $15,000; plus interests

due in semiannually installments at variable rates (1.72% at June 30,
2012) through July l, 2032

2003-200,1 serial bonds (face amount of $190,000) due in annual
principal inslallments.anging from $5,000 to $15,000i plus interests
due in semiannually installments at variable rales (1.72% at June 30,

2012) through July 1, 2028

200E-2009 serial bonds (face amount of $ 305,000) due in annual
principal installments ranging from $ 5,000 to $ 30,000; plus interests

due in semiannually installments at variable rates (4.75 % at June 30.
2012) through July 1, 2034

20ll-2012 serial bonds (face amount of $760,000) due in amount
installments from $25,000 to 5213,000; plus inErest due in

semiannually insiallments at variable rates (6.00 % at June 30, 2012)

through July 1,2021

Outstandine
Anrount

152,300

r50,000

295,000

760.000

Total bonds payable $r 7,3?3,300

Variable interest rates on serial bonds are reviewed periodically by GDB and are based

on the fluctuation of CDB'S weighted average rate for its commercial paper program

Under this progmm, GDB ;ssues commercial paper: (l) in the l&xable and tax-exempt
markets of the United States of America, (2) in the Eurodollar market, and (3) to
corpomtions having tax exemptiors under the Commonwealth's Industrial Incentives
Acts and, which qualiry for benefits provided by the fonner Section 936 ofthe U.S.

(This space was inlentionally left in blank)
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Intemal Revenue Code. Annual debt service requirements of maturiq for bonds payable
are as follows:

Fiscal year

ending

June 30,. Principal ltrterest Total
2013 r,0r8,000 831,317 1.849,317

201.1 865,200 ',7',7E.456 1.643.656

2015 950,400 722.656 I,673,056

2016 li00l,235 698.',/6s 1,700,000

201',7 876,023 528,116 1,404,199

20t8-2022 3,900.000 2,701,080 6,60r,080

2023-2027 3.900,000 2.251.266 6,151,266

2028-2012 3,900,000 1,199.705 s,099,705

2033-20f',7 962,442 366,822 1.329,264

Totals $17,373,300 )0.018,243 $27,451,543

At June 30, 2012, accrued interest payable on bonds amounted to $285.780.

c) Notes Payable to CRIM

The Municipality had the following notes pa)ables to CRIM at June 30, 2012i

. Public Act No. 146 - On September 24. 2002, CRIM, on behalf of the

municipalities of Puerto Rico, entered into a financing agreement with GDB
pursuant to the provisions of Public Act No. 146 of October 11, 2001, as amended
(Act No. 146). The purpose of this financing agreement \a'as to extinguish in
advance certain bonds payable issued by Public Financ€ Corporation (PFC), a

subsidiary of GDB, which were originally issued to pay certain property tax
receivables owned by the municipalities of Pueno Rico through 1996, which wer€

acquired by PFC with recourse.

The original face amount ofthe note allocated by CRIM to the Municipality was for
a term not exceeding 30 years. Ihe note bears interest at 6.50 percent during its first
five years. Subsequently, from years 6 through 30, the loan shall bear variable
interest at a rate of 125 points over the s-year LIBOR rate. which will be adjusted

every five years. During the first five years of the note, commenced on July I,
2003, the Municipality shall pay onll interest. At the end of the first five years of
the note, the repa),ment tenns and conditions of the note shall be renegotiated to
allow the Municipality 10 pa)' the outstanding balance of the note in equal

installments of principal plus interest, through maturiry. Interest payments on this
financing agreement are accounted fbr in the geneml fund.
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The outstandhg principal of rhe note payable to CRIM amounted to gJ28,530,
June30,20l2. The principal and interest maturities are as follotvs:

Fiscal year
enditrg

June 30, Principxl Interest Total
20t3
2014

201 5

2016

2017

2018-2022
2023-2027

2028 2032

2033-2037

Totals

16,358

16,358

16.358

16,358

t6,358
65,432

81,'190

8 r,790

l7,'728

18,556

17,656

16,784

15,996

15,996

7 t,825
56,793

16,644

34,914
34,014

33.142

32,354

32,354
137,257

138,583

9E,434

22,9425.214
$ 328,530 235,464 $563,994

Public Ac( No. 42 The Commonuealth s Pubic Act \o. 42 of January 2o. 2000
(Act No. 42) \\as enacted Io authorize CRIM to enter into a financing agreement of
up to $200 million, for a term not exceeding 30 years. The financing agreement
authorized CRIM to finance a debt that the municipalities of Puerto Rico had with
such entity, which arose from the difference betwe€n the yearly final settlements of
iroperty tax advances made by CRIM to the municipalities and the actual property
tax collections received by CRIM from taxpayers through fiscal year 2000. The
amounts that the municipalities will collect from the additional properry taxes
resulting from the increases in the subsidy from the Commonwealth are assigned
through Act No. 42 to repay such note. The increase in this subsidy was the result
ofPublic ActNo.238 ofAugust 15. 1999.

In addition, on December 16,2002 the Municipality entered into a repayment
agreement with CDB and CRIM to pay offthe remaining of excess of property tax
advances from fiscal years 2000, 2001 and other previous fiscal yean. CRIM
retains the priocipal and interest liom the property tax advances of the Municipality.
The amounts retained by CRIM are remitted to GDB on July I of each fiscal year
through July l, 2032. The repayment agreement bears intrest at variable mtes
determined by CDB (6.19 percent at June 30, 201l) but not exceeding E.00 perc€nt.
Principal and interest payments on this financing agreement are accounted for in the
general fund.
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The principal and interest maturities are as follows:

triscal year

€nding
.lune J0. PrinciDal ltrlerest Total

20t3 60,987 142,2'14 203,261

20t4 70.567 136.564 207,131

20r5 82.141 130.E54 213. is5

2016 88,249 121,564 2ls,8l3
2ot7 2L,426 16,7a3 38'209

2018-2022 84,E97 '13,195 158,092

2023-202'7 84.89? 77,841 162.738

2028-2032 4,179 127 4'306

Totals $ 497.543

d) Noles Palable to Puerlo Rico Heatth Services Adminislration

Notes payable to the Pue(o Rico Health Services Administration is related to the

"ont 
iUlii'on au" tV tf," Municipality to the public health insurance of the Commonwealth

oip"".r. ni"o. t"tre batance oi $z8l,g:5 covers the period from August I 
'- 

1996 to June

ii,, isr8. ihrt note *itl be paid from future increases in the Municipalitv's share of

;;;tribuiions to be received from the Additional Lottery System of the Commonwealth of

iu".to nl.o ttft" aaaitional Loftery), an operalional unit reponed as an enterPrise fund in

the Commonwealth of Puerto Rico's basic financial statemenls The Addjtional t'ttery

;;;;;; 
""",y 

fiscal year to distribute to the municipalities a portion of its exc€ss of

revenues over expenses as follows:

. Thirty five percent of its net eamings (defined as the excess- of revenues over

"rp"i.". 
I.., ", amount earmarked for the Fund for Rent and Home lmprovement

ir'U.iJv p..g."- for the Lowlncome Qualifoing Elderly) is 
-earmark€d 

to the

municipalitiei of the Commonwealth, of which a ma-ximum of $26 million' on an

"rr""iU".i., 
is distributed to the Municipat Equalization Fund.held,b) CRIM to

cover operalinB expenses and permaoenl improvemenls ol lhe munlclpalllles'

. An additional amount not exceeding $16 miltion' on an aanual basis' is distribnted to

the Municlpat Equalization Fund, provided it is within the thirty-five Percent

;;.pondilf;ih" .uniciPalities ;f the commonwealth when the accumulated

,rr]"ifJ-"p'p.p.i",i..s from the municipalities' Puerto Rico-Ilea^lth Reform are

"orui ,p a fun. :0, 1997, these tesources will be assigned to PRHSA'

705.202 $ 1.202.745
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10. Employees' Retirement Systems

i) Plan Descripliol

The Municipality's employees participate in the Employees' Retirement System of the

Govemment of Puerto Rico and its lnstrumentalities (ERS), a coscsharing multi-
employer (as related to the Municipality's repo(ing entit)) defined pension plan

established by the Commonwealth. Substantially all full-time employees of the

Commonwealth and substantially all municipalities are covered by ERS under the terms

of Public ActNo.447 of May 15, 1951, as amended (Act No.447). All regular and

temporary employees of the Municipality become plan members of ERS al the date of
emptoyment, while it is optional for officers appointed.

ERS members, other than those joining it after March Jl, 1990, are eligiblc for the

benefi ts described belo$:

Retiterfent Annuio

ERS members are eligible for a retirement annuity upon reaching the following a8e:

Policemen and firemen:
50 with 25 years ofcredited service
58 with l0 years ofcredited service

Other employees:
55 with 25 years ofcredited service

5E with l0 years ofcredited service

ERS members are eligible for monthty benefit payments determined by the

application of the stipulated benefit ratios to the member's avemge compensation.

Average compensation is computed based on the highest 16 months of compensation

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 perc€nt of the average

compensation.

Merit Anaui$'

ERS members are eligible for merit annuity with a niinimum of l0 years or more of
credited service. The annuity for which the plan member is eligible is limited to a

minimum of65 percent and a maximum of 75 percent ofthe average compensation-

Deferred Retirerrra fi I A muiE

A participati.g employee who ceases to be an employee of the Municipality after

having accumulated a minimum of ten years of credited service qualifies lor
retir€ment benefits provided hiyher contributions are lefi in ERS until reaching 58

years of age.
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Coo inotel Plan

On the coordinated plan, by the time the employee reaches 65 years old and begins to

receive social security beilefits, the pension benefits are reduced by the following:

(a) $ 165 per month, ifretired \r'ith 55 years ofage and 30 years ofcredited service.

(b) $l l0 per month, if retired with less than 55 years ofage and 30 years of credited

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

(d) Disabiliry annuitie. under lhe coordinaled plan are at\o adju\led al age o5 and in

some cases can b€ rcduced over $165 per month.

Non-Coordinated Plar

On the non-coordinated plan the participat'ng employee and does not have any

change on the pension benefits upon receiving social sectrrity benefits.

R?te/lionary A nuil!

An ERS member, upon retirement, could elecl to receive a reduced retirement

annuity giving one or more benefit payments to hiyher depend€nts' The lif€ annuity

payments wo;ld start after the death of the retiree for an amount not less than $240

pe, year or g.eater than the annuity payments being received by the retiree-

Occ uparional Disab iliy Ann uiq'

A participating employee, who as a direct result of the performance of hiVher

occ,rpation is totatly and permanently disabled, is eligible for a disability annuity of
50 pircent ofthe compensation received at the time ofthe disability'

N o rr- occ upa! i o n al D is a b i I ily A n n uity

A participating employee, totally and p€rmanentty disabled for causes not.related to

hijhe.,*"rpuiion *d *ith no less than l0 yeals ofcredited service, is eliSible for an

annuity of 1.50 percent ofthe avemge compensation offie first 20 years of credited

servicis, increasid by 2 percent for every additional year ofcredited ser""ice in excess

of20 years.

Death Benelils

ociupaional:

(a) Survivins spouse - arnuity equal to 50 pcrcent ofthe participating employee's

salary at the date ofthe death.
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(b) Children - $10 per month for each child, minor or srudent, up to a maximum
benefit per family ofg 100.

Non-eccupationnl:

&ggEgi3ry - the contributions and interest accumulated as ofthe date of the death
plus an amount equal lo the anDual compensation at the time of the death.

Beneficiary with surviving spouse age 60 or over and a child, 18 or under, up to 30
percent (60 percent, if not covered under Title II of the Social Security Act)
(increased to 50 percent effectivc January l, 2005) of retiree,s pension or otherwise
the excess, ifany, of the accumulated contributions at the time ofretirement over the
total annuiq, benefits received before death, limited to a minimum of$750.

Ref ndt

A participating employee who ceases hiMrcr employmert with the Municipality
without the .ight to a r€tirement annuity has the right to a refund ofthe contributions
to ERS pluSany interest eamed thereon.

Cost of Lbing Adjuttmerrl fot Pension Benefits

PublicAclNo. l0of Ma) 21. l9a2{Act No. lO)provided for increases ofJ percent
every throe or more years of retirement. Act No. l0 requires further legislation to
gmnt this increase every three years subject to the presentation of actuarial studies
regarding its costs and the source of financing. To protect the financial health of
ERS, the increase granted during 2001 and the one granted on January l,2005 are
being financ€d by the Municipality and the other participating employers.

To avoid any economic impact on ERS, the employers are responsible for
contributing to ERS the amounts to cover the benefit payments and the employer and
employee contributions with respect to the participants covercd unfil the participants
reach rhe normal retirement age.

Amerrdrrreht lo Act No. 447 ellective January l, 2000 to crca1e a Delhed
Contrihutioa Pla

On September 24, 1999, Public Act No. 305, an amendment to Act No.447, was
enacted to establish a defined contribution plan, known as System 2000, to cover
employeesjoining ERS on or afier JanuaD l-2000.

Employees that participated in the original plan as of December 31, 1999, had the
opportuniq_ to elect to either stay in the defined benefit plan or transfer to System
2000. Employees that joined the Municipality on or after January l, 2000, were only
allowed to become members of System 2000.
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Amendment lo Acl No. 147 effecth,e lanuary 1,2000 lo create 4 Defrned

Conttibulion Plan - (cofilinued)

S)stem 2000 is a hybrid defined contribution plan. also kno*n as a cash balance

pla.l. Under this new plan, there is a pool of plan assets, which is invested by the

Sysiem, togbther with those ofthe cost-sharing multi-employer defined benefit plan.

Neither the Commonwealth nor the Municipality guarantee benefits at retirement age.

The annuiq is based on a formula which assumes tiat each fiscal year th€

employee's contribution (with a minimum of 8.28 percent of the employee's salary
'up to a maximum of l0 percent) is invested as instructed by the employe€ in an

account which either: (l) eams a fixed rate based on the t\Yo-year Constant Maturity

Treasury Notes, (2) eams a mte equal to 75 percent of the retum of the ERS'

i.vestment portfolio (net of management fees), or (J) eams a combination of both

altematives, Participants receive pe odic account statements similar to those of
defined contribution plans showing their accrued halances. Disability benefits are

not ganted under System 2000, rather are provided to those participants that

voluntarily elect to padcipate in a private insurance long-term disability program'

The employers' contributions (9.28 percent ofthe employee's salary) with respect to

employees under System 2000 will continue and will be used to fund the cost-sharing

multi-emptoyer defi ned benefi I plan.

System 2000 reduced the retircm€nt age from 65 years to 60 for those employees

whojoined the current plan on or after January l, 2000.

Historically, the Commonwealth has reported ERS and System 2000 in its basic

financial itaiements as pension rust funds. Accordingly, the Commonwealth is

currently assuming any actuarial deficiency that may exist or arise related to the

Municipality's participating emPloyees because ERS does not allocate to the

Municipaliry any actuarial deficiencies pertaining to participating municipal

employees. The MuniciPality is only required by law to make statutory contibutions

at the rales detailed belo\r.

Recent Anendments to Act No. 117

In June and July 2003, the Govemor ofthe Commonwealth signed three Public Acts

that provided the following certain benefits to retirees:

(a) Increase in minimum monthly pension payments to $J00, effective January l,
2005.

(b) Triennial 3 percent increase in all pensions, effective January 1, 2005.

(c) lncrease in wido\ and/or beneficjaries to 50 P€rcenr of lhe benefil received b)

the deceased pensioner, eflective January 1,2005.

All lhe benefils granred $ill be lunded drough budgetar) assignmenls in lhe

Municipality's general fund with respect to its retired employees.
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. Receht Amendments lo Act No.447

The Board of Truste€s ofERS approved, effective November 17. 2003, an increase in
the amount granted on personal Ioans to participating emplo),ees from g3,000 to
$5.000.

b) Fundirrg Polict

The conlribution requirement to ERS is established by law and is not actuarially
determined. These contributions are as followsi

Municipality and other employers
Emplovees:
Coordination plan:

Supplementation plan:

9-28 perceni ofappl;cable payroll

5.78 percent of gross salary up to $6,600 per year,
plus 8.28 percent grosses.salary in excess of$6,600.
8.28 p€rcent of gross salary. This is the only choice
available to policemen, firemen and majors

11. Solid Waste Landlill Closure and Post-Closure Care Costs

State and federal laws and regulations require ihe Municipaliq ro carD out a certain closure
work on th€ Municipality's landfill site when it stops accepting waste and to perform c€rtain
ma;rtenance and monitoring functions at the site in the following years.

In accordance with CASB Statement No. 18, "Accounting lor N{unicipal Solid Wast€
Landfill Closure and Post Closure Care Costs" (GASB No. l8). the Municipality has
performed a study ofthe closing and post-closing costs in order to recognize a provisipn for
those future estimated costs. Based on this study, the Municipality re€ognized $3,563,314 as
the Municipality's estimated current costs for landfill closure as ofJune 30,2012. Actual
costs may differ due to inflation, changes in technology, or changes in laws and regulations-
The Municipality expects to finance this obligation with an assignment of the central
govemment and.federal finds. ln addition, the Solid Waste Disposal Administration of
Puerto Rico approved to the Municipality the amounl of $1,000,000 to be used on the
disposition of municipal solid wast€ landfill closing costs.

This Space Hds Been Intentiohall!- Lelt Bknt*
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12.

COMMO\ryf,ALTH Of PUERTO RICO
MUNICIPALITY OFYABUCOA
Notes to Financial Statemenls

June 10. 2012

Commitments and Cotrthgencies

The Municipaliry is defendant in various legal proceedings pertaining to matters incidental to

the performance of routine govemmental operations. Under Act No. 104 ofjune 25, 1955,

as amended, persons are authorized to sue the Municipality only for causes of actions set

forrh in said Act to a maximum amount of $75,000 or $150,000 if it involves actions for
damages to more than one person or where a single injured pary is entitled to several causes

of action. Under certain circumstances, as provided in Act No. 9 ofNovember 26, 1975, as

amended, the Municipality may provide its officers and employees rvith legal representation,

as well as assume the payment of any judgment that may be entered against them. There is

no limitation on the payment ofsuchjudgment.

The Municipality is, at present, a defendanl in a nurnber of legal matters that arise in ih€

ordinary course olthe Municipa,io's activities. There are cases uherehy the Municipality is

a defendant or codefendant that will be covered by insurance but actual legal counsel has

advice the Municipal Management that based in his limited knowledge of cases stanrs he

cannot offer an opinion as the probable outcome of them. Because the Municipality cannot

estimate the outcome of thes€ events, no provision for any estimated loss is reflected in the

accompanying fi nancial statements.

The Municipality has reported, outstanding encumbrances amouDting lo $1,034,542 in the

general fund at June 30, 2012. The Municipality intends to honor these encumbrances,

which will continue to be liquidated under the current year's budget during a lapse period

that extends into the subsequent fiscal year.

Fund Balances

As ofJune 30 2012, fund baldnce is comprised ofthe fol'owing:

lJ.

Debt

fund

Crpital
improvements Olher

bond governmeD(al

furd furdsfu4.!s!!!@!

Geneal govemment

Capital prcj€ds

Fed€ral funded p.o8ms
General govmment

G€neml golemme.t

Total lund balanes

970.564 970,564

1.393,087

1,375,6t0

531

1,014.542

(5,10998r )

I.19i.087
l_375.610

531

1934,542
(5,,10q98t)

$ (4,074,908) 970.561
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COMMOIYWEALTE OT PUINTO NTCO
MI'IUCIPAI;ITY OF YABUCOA

NOTES TO FINANCIAL STATEMENTS
JUNE 30,2012

, NOTI] 1+ ACCOUNTING RECORDS

The accounting record ofthe Municipality of Yabucoa does not comply with the
requirement establish by the Public Act No. 8l ofAugust 30, 1981, as amendei. Know as

. Autonomous Municipalities Act ofthe Commonwealth ofPuerto Rico. The records
- maintain related to ass€ts alld liabilities, revenues expenditures aie not complete and

, accumte. The municipality does not provide important information requested to perform
oure)taminalion

(This space was intentionally left in blank)
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CoMMoNWEALTH oF PUf,RTo RICo
MUNICIPALITY oF YABUCoA

Budgetary Comparison Schedule General Fund
Year Ended June 30. 2012
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, COMMOIMEALTH OT PUERTO RICO
MUNICIPALITY OF YAIIUCOA

BUDGETARY COMPARISON SCHtrDULE NOTI S
YEAR f,NDED JI]NE 30,20I2

I. STEWARDSHIP, COMPLIANCE AT[D ACCOTJNTABILIry

A. Budeelarv Cotrtrol

The Municipality's annual budget is prepared on the budgetary basis ofaccounting, which is not
in accordance with GAAP, and represents depa(mental appropriations recommended by the
Mayor and approved by the Municipal tagislature prior to the beginning of ge fiscal -year.
Amendments to lhe budget require the approval of the Municipal Legislature. Transfers of
appropriations within the budget, known as Mayor's Resolutions, do not require the approval of
the Municipal kgislature.

The Municipality prepares its annual budget including the opemtions ofthe general fund.

For budgetary purposes, encumbrance accounting is used. The encumbrances (i.e., purchase
orders, confacts) are considercd expenditures when incurred- For GAAP reporting purposes,
encumbrances outstanding at year-€nd are reported as reservations of,fund balances aod do nol
constitute expeoditures or liabilities because the commitments will be honored during thg
subsequent year.
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CoMMoNwEALTH oF PUERTo RICo
MUNICIPALITY OF YABUCOA

Schedule of Expenditure of Federal Awards
June 30, 2012

FFDFRAT. (:RANTOR

U.S. DETARTMENT OF HOUSTNG AN URBAN DEVELOPMENT

Direct Programs:

5ecrion 8 Vouchers and Po(abiliry

Passed through PR ofiice of Municipal Affairs:
State Block Grant Program (SBGP)

Homeless Prevention Rapid Re-Housing Program (HPRP)

Subtot,l

U.S. DEPARTMtrNT OF AGRICULTURE
Direct Program:

Child and Adult Care Food Progam

U.S. DtrPARTMENT OF HEALTH AND HUMAN SERVICES
Direct Progrdm:

Chrld Care and Delelopment Block Gmnr

U.S. DEPARTMEI{T OF JUSTICE
Direct Program:

Jusiic€ Assistance Gra

U.S. DEPARTMf,NT OF HOMELAND StrCURITY
Direct Programi

Federal Emergency Management Agency

Total Federal Financial Assistame

Fed€rrlCFDA
Numher E-x-oetrditues

t4.871

14.228

t4.729

$ 682.693

I,272,574

!9!p
s2,149,4.)6

MP

MP

10.558

93.575

l6_7i8

97.036

37,209

267.952

20,567

455ll4

slJ:tl.4ill

MP - Maior Prosram
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CoMMoN\ryf, ALTH of PUf, RTo RICo
MUNICIPALITY of YABUCoA

Notes to Schedule of Expenditure ofFederal Awards
June 30.2012

General

The accompanying Schedule of Expenditures of Federal Awards includes the federal
grant activity ofthe Municipality ofYabucoa ofthe Commonw.ealth of Puerto Rico and
is presented on the apcrual basis of accounting- lhe Municipality of Yabucoa reporting
entity is defined in Note I to the Municipalil_v's general purpose financial statements. The
information in this schedule is presented in accordance with the requirements of OMB
Circular ,{-133, Audits of States, Local Govemments, and Non Profit Organizations,
therefore, some amounts presented in this schedule may differ from amounts presented in
our used in the preparation ofthe basic financial statements.

Relationship to Gcoerrl Purpose Fitradcial Stateinents

Expenditures ofthe federal awards as reported in the Statement ofRevenues,
Expenditures and Changes in Fund Balances Covernmental funds. are included within
the Non-major Govemmental Funds. The reconcilialion between the expenditures in the
basic financial statements and expenditures in the Schedule ofExpenditures of Federal
Auards is as follous:

2.

Expenditures in the Basis Financial Statements

Major govemmental funds
l,€ss: Non-Major expenditures

Total expenditures in the
Schedule of Federal Awards

This spac€ $as int€trlionalll let in blank.

$ 1.955,267
1.t16.226

$ 3,llLr19l
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-REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING ANT)
ON COMPLIANCtr AND OTHER MATTERS BAStrD ON AN AUDIT OF FINANCIA'STATEMENTS

Pf,RFORMf,D IN ACCORDANCE WITH COVf,RNMENT AUDITINC STANDARDS

To the Honorable Mayor and
the Municipal Assembly
Municipality of Yabucoa
Yabucoa, Puerto Rico

We have audited the financial statements of the govemmental activities. the aggregate discretely

fleTnled..com!9l9nt unit, each major fund, and the aggregate remaining fund information of the
Municipality of Yabucoa as of and for the year ended June 30, 2012, which' mllectively comprise the
Municipality of Yabuco4 basic financial statements and have issued our report thereon dated M;rch 23,
2013. we conducted our audit in accordance with auditing standards geniraly accepted in the united
states of America and the staodards appricable to financiar audits co-ntained 

"in 
Govemment Audiring

Sraz"/arzl.r. issued by the Comptroller General ofihe Un,ted Srale5.

Intenral Control Over Financial Reportitrs

In planning and performiig our audit, we considered the Municipality of yabucoa intemal control over
financial reporting as.a_basis for designing our auditing procedures'for the purFrose of expressing our
opinions on the financial statements, but not for the purpose ofexpressing an opinion on the effectiveness
ofthe Municipality of Yabucoa intemal control over financial reporting. Accoidingly, we do not express
an opinion on the effectiveness of the Municipality of yabucoa in;mal ;ontrol over-fj;ancial reporti.g.
our considemtion ofintemal contror over financiar reporting was for the rimited purpose described in the
preceding paragraph and would not necessarily identiE/ all deficiencies in intemal control over financial
reporting that might be significant deficiencies or material weaknesses. However, as discussed below, we
identified certain deficiencies in intemal control over financial reporting that we consider to be significant
deficiencies.

A control deficiency exists when the design or operation of a conhol does not allow management or
employees, in the normal course of performing rheir assigned firnctions, to prevent or detect
missBlemenls on a rimely basis. A significant deficiencl is a control deficiency. or combination of
control deficiencies, that adveBely afrects the Muricipality of yabucoa ability io initiate, authorize,
record, process, or report financial data reliably in accordance with general'ly accepted accounting
principles such that there is more than a remote likelihood that a miss6temeniof the Municipaliry o1
Yabucoa financial statements that is more than inconsequential will not be prcvented or detected by the
Municipality of Yabucoa intemar conrror. \r'e consider the conditions i2-0r and t2-02 deficiency
described in the accompanying schedule offindings and questiooed costs to be significart deficienci€s in
intemal control o!er fi nancial repofl ing.

A material rveakness is a significant deficiency, or combination ofsignificant deficiencies, that results in
more than a remote Iikelihood that a material misstatement of th; financial statements will not be
prevented or detected by the Municipality ofyabucoa intemal control.
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Our consideration ofthe intemal contlol over fioancial reporiing was for the limited purpose described in
the first paragraph ofthis section and would not necessarily identiS, all deficiencies in the intemal control
that might be significant deficiencies and, accordingly, would not necessarily disclose all significanr
deficiencies that are also considered to be material weaknesses. However, we believe that none of the
significant deficiencies described above is a material weakness.

Compliance and Other Maners

As part ofobtaining reasonable assurance about whether the Municipality ofYabucoa financial statements
are free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts, and gmnt agreements, noncompliance with which could have a direct and material
effect on the determination offinancial statement amounts- However, providing an opinion on compliance
with those provisions was not an objective of our audit, and accordingly, we do not express such an
opinion. The results of our tests disclosed instances ofnoncompliance or other mafters that are required to
be reported under Go}ernment Auditing Standards and which are described in the accompanying schedule
offindings and questioned costs as conditions l2-01- and 12-02-

We noted certain matters that we reported to management ofthe Municipality of Yabum4 in a separate
Ieter dated March 23,2013.

The Municipality of Yabucoa 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 Yabrcoa
response and. accordingll. $e express noopinion on it.

This report is intended solely for the information and use of management, audit committee, the
Municipality Management, and fedeml ayarding agencies and pass-through entities and is not intended to
be and should not be used by anyone other than these specified parties.

March 23.2013
Toa Baj4 Puerto Rico

Stamp No. 2669715 of Puerto Rico Society of Certified Public Accountants was aflixed to the record copy ofthis
reporl.

Llc.4 22t4
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REPORT ON COMPLIANCE WITH REQUIREMINTS APPLICABLf,
TO EACH MAJOR PROCRAM AND ON INTERNAL CONTROL OVER

COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A-I]3

To the Honorable Mayor and
the Municipal Assembly
Municipaliry ofYabucoa
Yabucoa Puerto Rico

Compliance

We have audited the compliance of the Municipality of Yabucoa- with the q,pes of compliance
requirements described in the U. S. Office of Management and Budget (OMB) Circular A-133
Compliance Supplement that are applicable to each ofits major federal progams for the year ended June
30, 2012. The Municipality ofYabucoa major lederal programs are identified in rhe summary ofauditor's
results section of the accompanying schedule of findings and questioned costs. Compliance with the
requirements oflaws, regulations, cootracts, and grants applicablc to each ofits major federal programs is
the responsibility ofthe Municipality of Yabucoa management. Our responsibility is to express an opinion
on Municipality ofYabucoa compliance based on our audil.

We conductbd ouI audit ofcompliance in accordance with auditing standards gen€rally accepted'in the
United States ofAmerica; the standards applicable to financial audits conlained in Go'remme t Auditing
Sfirdards, issued by the Comptroller General of the United States; and OMB Circular A,133,,4lldtus o/
States, Local Goyem e ts, dnd Non-Proftt Organizdtions. Those standards and OMB Circular A 133
require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance
with the types ofcompliance requirements referred to above that could have a direct and material effect
on a major federal prograrn occured. An audit includes examining, on a test basis, evidence about the
Municipality of Yabuc.a compliance with those requirements and p€rforming such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our
opinion. Our audit does not provide a legal determination of Municipality of Yabucoa compliance witll
those requirements.

As described in item conditions 12-01 and 12-02 in the accompanying schedule of findings and
questioned costs, Municipality of Municipality of YabucoA did not comply with requirements regarding to
the bala{ce of accounts that the Municipa,ity is not complying with the criteria established by ihe
Standards of Financial Management Systems for Regulations for Municipal Administration and with
GASB codifications 1700, with requirements strited in OMB Circular A-133 and the accounting rccords
maintained by the Federal progiams Oflice are not rcconcile with the accounting records maintained by
the Municipality's central accounting department records and has not established pmcedures for the
reconciliation ofthe tmnsactions recorded in the Program's accounting records with those recorded in the
central accounting department, applicable to its Public Assistance Gmnt. Compliance with such
requirements is n€cessary, in our opinion, for Municipality ofMunicipality ofYabuco4 to comply with the
requirements applicable to that program-

ln our opinion, except for the noncompliaflce described in rhe preceding paragraph, Municipality of
Municipality of Yabuco4 complied, in all material respects, \lith the requi.ements referred to above that
are applicable to each ofits major federal programs for the ycar ended June 30, 2012.

Mailing Addess aox 757, Oorado, PR 00646
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Itrlernal Conlrol Over Compliance

The management of the Municipality of Municipality of Yabucoa is responsible for establishing and
maintaining effective intemal control over compliance with the requirements ol laws, regulations,
contracts, and grants applicable lo federal pmgrams. ln planning and performing our audit, we considered
the Municipality of Municipality of Yabucoa intemal cofltrol over compliance with the requirements that
could have a direct and material effect on a major f€deral program in order to determine our auditing
procedures for the purpose ofexpressing.our opinion on compliance, but not for the purpose ofexpressing
an opinion on the effectiveness of intemal control over compliance. Accordingly, we do not €xpress an
opinion on the effectiveness of the Municipality of Municipality of Yabucoa intemal control over
compllance.

Our consideration of intemal control over complrance was for the lrmited purpose described in the
preceding paragraph and would not necessarily identiry all deficiencies in the entity's intemal control that
might be significant deficiencies or material weaknesses as defined below. However. es discussed below,
we identified certain deficiencies in intemal control over compliance that we consider to b€ significant
deficiencies and others that we consider to be material weaknesses.

A contol deJiciency in an entity's intemal control over compliance exists when the design or operation of
a control does not allow management or employees, in the normal course of performing their assigned
functions, to prevent or detect noncompliance with a type ofcompliance rcquirement ofa federal program

on a timely basis. A rrEzificant deficiency is a control deficiency, or combination ofcontrol deficiencies,
that adversely affects the entity's ability to administer a federal program such that there is more than a
remote likelihood that noncompliance with a type ofcompliance requirement ofa federal progmm that is
more than inconsequential will not be prevented or detected by the entity's intemal control. We consider
the deficiencies in internal control over compliance described in the accompanying schedule of findings
and questioned costs as items conditions l2-01 and l2-02 to be significant deficiencies.

A marerial weakness is a significant deficiency, or combination ofsignificant deficiencies, that results in
more than a remote Iikelihood that material noncompliance with a type of compl;ance requirement of a
federal program will not be prevented or detected by the entity's intemal control.
The Municipality of Municipality of Yabucoa 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 fedeml awarding agencies and pass-through entities and is not intended to
be and should not be used by anyone other than these specified parties-

March 23, 2013
Toa Baja, Puerto Rico

Stamp No. 2669716 of Puerto Rico Society ofcertified Public Accounlants
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COMMONWEATTH OF PUERTO RICO
MT]NICIPALITY OF YABUCOA

SCHEDULE OF FINDINGS AND QUESTIONED COST
FOR THE YEAR ENDED JT]NE 30,2012

Section I: Summary ofAuditors' Results

Type ofauditors'report issued: Qualified opinion

lntemal conrrol orer finan.ial reporting'
Material weakness (ies) ide'rtified? _ Yes x No
Control deficiency (ies) idenlified?

Not considered to be material waakness? X Yes None rcpoftcd

Noncomplianc€ material to financial statements noted? Yes _L No

Federal Awards:

lntemal control over major program\'
Material weakness (es) identified? Yes X No
Control deficiency (ies) identified?

Not considered to be material weakness? X Yes None reported

Type ofauditor's report issued on compliance
For major programs: Qualified opinion

Any audit findings disclosed that are required
To be reported in accordance with Circular
A-lll. Section .510 (aX

Dollar threshold used to distinguish
Betwee type a and U-pe B Progmms

Audited qualifies as low-risk auditee?

X Yes No

$100-000

Yes __-LNo
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COMMONWEALTH OF PUERTO RICO
MfNICIPALITY OF YABUCOA

SCI]EDULE OF FINDINGS AND QUESTIONED COST
YEAR ENDED JUNE ]0, 2O] 2

Section II: Federal Award findilgs and Questioned Costs

My examination of compliance with federal requirements of the
ended June 30, 2012 disclosed that grants firnds were administered
following situation:

Ret No. Finding /Noncompliance

Municipality of Yabucoa, for the year
in a satisfactory manner, except for the

Questioned Cost

r2-01 Statement of Condition and Criteria 0

lt was noted in my test of balance of accounts that the Municipaliry is not
complying with the criieria established by the Standards of Financial
Management Systems for Regulations for fr4unicipal Administration and with
GASB codifications 1700. with requirements stated in OMB Circular A- 133.

Cause
The Municipality has some deficiencies in its financial management systems, and
financial reporting pmctices as related to the General Fund.

Effecr
The lack of deficiency in the financial management systems does not permit the
Municipality:

a) To provide services to citizens without affecting them.
b) To determine compliance with finance related legal and contmctual

provisions.

Auditors Recommendation
The Municipality should revise and evaluate in a monthly basis revenues and
disbursements to adjust disbursements to the revenues receipts to comply with
the Standards of Financial Management Systems for Regulations for Municipal
Administration; and with GASB codificalions 1700 with requirements stated in
OMB Circular A-133. Implement measures to reduce the Municipal deficit.
Evaluate the impact in the revenues of the change in construction tax and the
increase ofthe real and personal taxes. Evaluate the impact in the disbursement
to approve only necessary professional senices and consolidate services.

Municipalin Response
The Municipality management took serious and mdical measures to minimize the
impact ofthis condition and expects to co.rect them in the near firture.
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Ref. No.

t2-0,

COMMONWEALTH OF PUIRTO RJCO
MUNICIPALITY OF YABUCOA

SCHEDUI-E OF FINDINGS AND QUESTIONED COST
YEAR ENDED JUNE 30.20]2

Filrding / Noncompliance Questioned Cost

Condition 12-02 Accounting System

The accounting records maintained by the Federal Programs Otlce are not
reconciled with the accounting records maintained by the Municipality's central
ac.counting depadment records. The Municipality has not established procedues
for the reconciliation ofthe transactions recorded in the Program's accounting
records with those recorded in the Municipality's central accounting department
records. As a result, this condition may lead to inaccurate reporting ofprograms
supported activities.

Criteria:
OMB Circular A- 102, 20 (b) (2) requires recipient offedenl funds to have a
financial management system that provides for the maintelance of accur?te,
curent and complete records ofthe financial result offederally assisted activities
in accordance with the financial reporting requirements ofthe Federal program.

Cause and EIIecti
The lack ofa reconciliatiofl proc€ss in the accounting system may increase the
dsk of fraudulent financial reporting and may increase the risks of
misappropriation of assets and rmdetected errors and irregularities, including
those related to federal hnancially assisted programs. This situation may lead to
incorrecl or fraudulent budgelary reponing.

Recommendation:
The Municipality must prepare federal financial reports asked on the Programs
underlying accounting records.

During the current examination, follow-up was given to the findings informed to
the Municipality in prior years. It was noted that corective action has been taken,
except for certain conditions that still exist and require further action. These are
included in the accompanlng Schedule ofPrior Year Audits Findings and

Questioned Costs.

Audite€ Response:

The municipality management expects to solve this situation before next audit.
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MUNICIPALITY OF YABUCOA
COMMONWEALTH OF PUERTO RJCO

SCHEDUI L OI' PRI( IR YtAR I-I\DINCS
FOR THE YEAR ENDED JUNE 3(],20I2

Iitrdines/Comoliance Status
Pogram

@
CFDAiili.,,,T',#ili.#*,ii',;1#PlX;:,iffI:'ffil:llffiffiflf:i',1:

tederal hnan.ial Repods' qe nored thal lhe MuniciPalil) did nor rnd on ttme

the queterlv r€port for the follosing period ended conected

Ouarr.rlr Due/Date Date Subnitted

October- December_ January 30,2012 'Feb ary112012

hEMA Publi.

CFDA No. E3.44

-c".am"" 

t t-oz c,

The Municipalir) has nol established effeclive

Drocedures. lhe follo*ing program' \ ere

lame cash balance during the entire year:

FEMA (Ceorge)

FEMA (Rains)

FEMA (Jeanne)

FEMA (Dean)

FEMA (October Rains)

cash management
report€d with the

FEMA PUbIiC

CIDA No. 8.1.5421

Condition l1-03

The Municipaliry transfer from the grant, mentioned'

above the amount of$332,1I8 to the operational account'
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