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Il6pe7-Vega, CPA, PSC

Certifi ed Public AccountaDts

INDEPENDENT AUDITORS' REPORT

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

Report on the Financial Statemenls

We were engaged to audit the accompanying basic financial stalements of the governmental activities, each
major fund, and the aggregate remaining fund information of the Municipality oI yabucoa, puerto Rico, as of
and for the year ended June 30, 2013, and the related notes to lhe basic financial slatements, which collectively
comprise the l\,4unicipality's basic fnancial statements as listed in lhe table ofcontents.

iranagements Responsibility for the Financial Statements

l\4anagement is responsible for the preparation and fair presentation of these financial slatements jn accodance
with accounting principles generally accepted in the United States of America; lhis includes the design,
implementation, and maintenance of inlernal conlrol relevant to the preparation and fair presentation offinancial
statements that are free from material misstatement. v,ihelher due to fraud oreror.

Audito/s Responsibility

Our responsibility is lo express opinions on these basic fnancial stalements based on conducting the audit in
accordance with auditing standards generally accepted jn the United States of America and lhe slandards
applicable lo financial audits conhined in lhe Govemnent Audiling Sfandards, issued by the Comptroller
General of the United States. Those slandards require that we plan and perform lhe audit to obtain reasonable
assurance about whether the basic financial statemenls are free of matefial misstatement. Because of the
matterc described in the Basis of Disclaimer of Opinion paragraphs, we dere nol able to obtain sufficienl
appropriate auditevidence to provide a basis for an audit opinion.

An audil includes involves performing procedures to obtain audit evidence about the amounls and disclosures in
the financial statemenls. The procedures selected depend on the audito/s judgment, jncluding the assessment
of the risk of mateial misslatement of the basic financial statements, whether due to fraud oi error. ln making
those risk assessments, lhe auditor considers intemal control relevant to the entitls preparation and fair
presentalion of the basic fnancial stalemenls in order lo design audit procedures that are appropriate in the
circumstances, but not for ihe purpose ol expressing an opinion on lhe effectiveness of the enlity,s internal
control. Accordingly, we express no such opinion. An audit also includes evalualing the appropriateness of
accounting policies used and the reasonableness of signilicant accounting estimates made by management, as

'rell as evaluating lhe overall preseniation financial stalements.
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INDEPENDENT AUDITORS' REPORT (CONTINUED)

Basis for Disclaimer of 0pinion

The Municipality does not have adequate and effective internal controls to ensure that all the required financial
and budgetary infomalion was recognized and reported in the proper accounting period. As a result, u€ were
unable to confirm or validate by altemalive means accounts receivable, accounts payable and interfund loans
included in the balance sheel at a total amount of $3,108,930, $4,881,608 and $4,641,500, respectivety, at June
30, 2013. Also, we were not able to obtain sufficient audil evidence to support and assess the reasonableness
ofthe amounts reported in lhe "Final Budget and Actual Amounls' (Budgetary Basis)" columns ofthe Budgetary
Comparison Schedule for the fiscal year ended June 30, 2013.

ln addition, the capital assets of governmenlal activilies reported in the statement of net position at a total
amount of $44,877,305, net of accumulated depreciation of $20,418, coutd be materjally misstated since w€
were unable to ascerlain by otheraudil procedures the completeness ofthe balances repoded.

Also, the lilunicipality did nol comply with the requirements estabtished by Statement No. 18, 'Accounting for
Municipal Solid Waste Landfll Closwe and Post C/osure Care Crsls', issued by the GovernmentalAccounting
Standards Board and the regulations set fodh by the U.S. Environmenlat protection Agency(EpA). At June 30,
2013, the accompanying slatement of net position presents a liability for poslclosure care costs of lhe
Municipality's solid waste landfill of $3,563,314. However, this estimate has not been made based a study in
conformity with the regulatory requirements established by the EPA "So/id Waste Disposat Facilv Oiteia,.fhe
amount by which departure would affect the liabilities, net position and expenses of the govemmenlal activities
is nol reasonably determinable.

As a result of these matters, we were unable to detemine whether any audit adjustments might have been
found necessary in respect of recorded or unrecorded accounts receivable, accounls payable, interfund loans,
capital assets and liability for post-closure care costs, the elements making up the Statement the Statement of
Revenues, Expendilures and Changes in Fund Balance and Statement of Activities, and fnally, of the
transactions reported in the Budgetary Comparison Schedule.

Disclaimer ol Opinion

Because of the significance of the matlers described in the Easis for Disciaimet Opinion parcyaphs, we haye
not been able lo obtain sufficient appropriale audit evidence to provide a basis for our audit opinion and
accordingly, we do not express an opinion on the basic financial statements of the Municipality of yabucoa,
Puerto Rico, as of June 30, 2013, as to whether they have b€en propedy prepared, in all material respects, in
accordance with accounting pdnciples generally acc€pted in the United States ofAmerica.

Ccrtifi ed Public A.couDr

I-aipcz.Vega, CPA, PSC

ets I Manasemetrl Adviso.s
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INDEPENDENTAUDITORS' REPORT (CONTINUED)

Other Matte6

Req u ie d S u p pl e ne nta ry I nf o rm atio n

Accounting principles generally accepted in the United States of America require that the management,s
discussion and analysis and budgetary compa son information on pages 4 through 1{ and 53 be presenled to
supplement the basic financial statements. Such infomation, although not a part of the basic financial
statemenls, is required by lhe Govemmental Acmunting Standards Board, who coflsideE it to be an essential
part of financial reporling for placing the basic financial statements in an appropriate operational, economic, or
historical context. We have applied certain limiled procedures to the required supplementary infomation in
accordance with the auditing standads generally accepted in the United States of America, vrhich consisled of
inquiries of management about the methods of preparing the informalion and comparing the information for
consistency with management's responses to our inqujries, the basic financial statements, and other knowiedge
we obtained during our audit of the basic financial statemenls. We do not express an opinion or prcvide any
assurance on the infomation because the limiled procedures do not provide us with sufficient evidence to
express an opinion or provide any assurance.

dhet lnfornation

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Municipality of Yabucoa's basic financial statemenls. The accompanying supplementary
information - Schedule of Expenditures of Federal Awards shown in pages 55 and 56 is presenled for purposes
of additional analysis as required by U.S. office of l.4anagement and Budget Circular A-133, Aud,its of Slates,
Local Govenments, and Non- Prcfit Oryanizations, and is also nol a required part of lhe basic financial
statements.

The Schedule of Expendilures of FederalAwads is lhe responsibility ofmanagement and was derived from and
related directly to the underlying accounting and other records used to prepare the inancial statements. Such
information has been subjected to the auditing procedures applied in lhe audit ofthe basic linancial shtements
and cedain additional procedures, including compaing and reconciling such informatjon direcfly to the
underlying accounting and other procedures in accordance with auditing slandards generally accepted in the
United States of America. Because of the significance of the matters disclosed in the "Bas,is fol Disclainer of
Opln,ion'section of the auditols report it is inappropriate to and therefore, \,,€ do not express an opinion on the
Schedule of Expenditures of FederalAwards.

We do nol express an opinion or provide any assurance on the information because the limited procedures do
not provide us with sufficient evidence lo express an opinion of or provide us any assurance. Also, due lo the
signilcance of the matters disclosed in the "Basis for Disclainer of Oplhior, section of the auditois repod \,.€
find it inappropiate and therefore '.!e do not express an opinion on the Schedule of Expenditures of Federal
Awards.

Lipea-Veca, CPA , PSC

3Mdagemerr Adviso6
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This discussion and analysis of the Municipality o, Yabucoa,s (the Municipality) financial performance provides an
overview of the l,4unicipality's financial activities for the fscal year ended on June 30, 2013. The L4anagement
Discussaon and Analysis ([rD&A) should be Iead in conjunciion wilh the accompanying basic financial statements and
lhe accompanying noles to those fnancial slatements. This document also includes comparative data with prior year
as this information was available for the fiscal year ended on June 30, 2012. This i.4D&A is prepared in order to
comply with such prcnouncement and, among olher purposes, to provide the financial statements users with the
following maior infomation:

1. A broader basis in focusing important issues:

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

3. an evaluation of ils financialcondilion as of the end of fiscalyear 2012-2013 compared with prior year resultsj

4. identification of uses offunds in lhe fnancing of the Municipality's services, construction p.ograms and other
activitiest and

5. a basis to assess Management's ability to handle budgetary funclions.

FINANCIAL HIGHLIGHTS

During the liscal year 2012-2013, the economic environment of the Commonwealth of Puerto Rico continued to suffer
the adverse resulls of a recession that, has deeply hurt the local economy during lhe past 8 years. Considering this
emnomic reality, the financial position and resulls of operations as reflected in the fnancial statements prepared for
fscal year 2013, reflects the continued decleasing tlend ofthe lilunicipality's economic strength during the last three
years.

1. Tdal net position oflhe ltlunicipality as ofthe end of fiscatyear 2013 amounted to $16,418,528, or thirty percent
(30%)ol total assets, as restated.

2. The Municipality's tolal net position at the end of the year decreased by $4,828,632, or a 23% reduction when
compared with lhe prior fscalyear 2012, as restated. Such decrease is mainly attdbutable to the increase of total
liabilities and a decrease ofthe net investment in capilalassels.

3. As of lhe end of fscal yeat 2012-2013, the lvunicipality's Govemmental Funds Balance Sheet reflected a
combined ending fund balances of g(2,164,652) which represents a decrease of$4,705,435 when compared with
the corrcsponding figures for the previous fiscal year 2011-2012, as restated.

4. As of the end of the fiscal yeat 2012-2013, the deficit of the [,4unicipality's ceneral Fund amounted to
$(7,346,749), refecting an increase of$5,352,686 when compared lo the prioryea/s reported deficit, as restated.

COMMONWEALTH OF PUERTO RICO
MUI'IICIPALITY OF YABUCOA

Management's 0iscussion andAnalysis
Forthe FiscalYear Ended June 30,2013

5



FINANCIAL HIGHLIGHTS (CONTINUED)

Although such balanc€ is partially explained by the prevailing economic constraints, l\,4anagement is aware that in
order to improve the lvunicipality's rate of relum, drastic measures musl be implemented to increase revenues
and Ieduce culrent expenditures. Management is aware that these corrective actions will enmunter several
difficulties since further increases in statutory expenditures are expecled such as contributjons to the
Commonwealth Governmenl Pension Funds, certain limitations imposed by law in budget management and
restrictions in prolects financing due to credit dowlrgrading imposed by rating agencies.

5. As indicated in the accompanying General Fund Budgetary Comparison Schedule, as of June 30, 20.13, the
actual budgelary activilies resulted in a defrciency of revenues and other financing sources under expendilures,
encumbrances and other fnancing uses of $747,604. Such balance is mainly att bulable to a sig nificant neq ative
variance in the actual revenues derived flom municipal license taxes, lic€nses, permits and other local taxes and
miscellaneousrevenues, inlhe total amount of $4,472,389.

6. At the end offiscalye 2013, total governmenlwide liabilities amounted to $37,472,524. Outofthe said amount,
$25,563,874 coresponds to long-term liabilities of which $17,767,300 represents the outstanding batance of
bonds issued. The lvlunicipality continued to meet all debt service requirements, mosl of which were paid from
self-generated revenues.

FUNDAMENTALS OF FINANCIAL STATEMENTS PRESENTATION

The approach used in the presentation ofthe fnancial statemenls ofthe l\,lunicipality is based on a governmenl-wide
view of such statemenls as well as a presentation of individual funds behavior dudng fiscal year 2013. The
combinalion of these t\4ro perspectives provide the user the opportunity to address significant questions concerning
the conlent ofsaid linancial statements, and provide the basis for a comparable analysis offuture years perfomance.
The comparative analysis is a meaningful and useful management tool for municipal management in the decision
making process.

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

FINANCIAL STATEMENTS COMPONENTS

The basic financial statements consist of the governmenlwide financial statements, the major funds financial
slatements and the notes to the fnancial statements which provide details, disclosure and description of the most
important items included in said statements. The Statement of Net Position reflects information of the L4unicipality as
a whole on a consolidated basis and provides relevant information aboul its fnancial strength as reflected at the end
of the fiscalyear.

Such financial level is measuled as the difference between tolal assets and liabilities, with the difference between
both items reported as net position as previously mentioned. ln lhe particular case of lhe lilunicipality of Yabucoa,
as of June 30, 2013, such fgure amounted to $16,418,528, a decrease of 94,828,632 over previous year 2012, as
reslated, and represents thirty percent (30%) of the tolal assets. Such decrease is due to the reasons previously
stated, especially those relaled to limited borowing oppodunities to finance the L4unicipality's improvement program
and to the lack of General Fund contibutions to afford the cosl ofsuch program.

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YABUCOA

Management's Discussion andAna,ysis
Forlhe Fiscal Year Ended June 30,2013



FINANCIAL STATEMENTS COMPONENTS (CONTINUED)

ll is important to note that, although municipalities as govemmental public entilies were not created to operate under
a proft molive framevvork, the return on assels performance plays an important role in their financial operations.

The higher the increments achieved in net revenues, the higher lhe capacity to increase the net position figure either
through addilional borrowings or through intemally generated funds. This in turn will benefit the welfare of Yabucoa
constituents.

The Statemenl of Aclivities is focused on both gross and nel cost of the various activities of the Municipalily. lt
presents information which sho',,/s the changes in the Municipalitys net position at the most recent fiscal year. Based
on the use of the accrual basis of accounting, changes are reported as soon as the unde ying event occurs,
regardless of the timing of the related cash flows. Under said approach, revenues and expenses are repoded in the
Statement of Activities based on the theory thal it will rcsult in cash fows to be realized in future periods.

A brief review of The Statements of Activities of the Municipality at June 30, 2013, shows total expenses incuffed lo
afford the cost of all functions and programs amounted to $30,045,985. upon examining the sources of revenues for
the financing of said programs, the Statement reflects that the amounl of $9,403,982 was derived from the following
sources: $284,838 charges for services; $5,843,010 from operaling grants and contributionsi and $3,276,134 from
capital grants and contributions oblained from other sources. General revenues for the year amounted to
$15,813,371. When such figure is added to the $9,403,982 previously mentioned, lotal revenues avaibbb for the
fnancing of activities amounted to $25,217,353. There was a deficiency of revenues over expenses in the amount of
$4,828,632. The main causes ofthis deficiency have been previously explained.

The Fund Financial Statements are another important component ol the Municipality's fnancial stalements. A fund is
a grouping of relaled accounls that are used to mainlain accountability and conlrols over economic resources of lhe
[,lunicipality that have been seqregated for specific activities. The municipal fund-type accounting is used lo
demonslEte compliance with related legal requirements. lnlomation offercd through these Statements is limited lo
the Municipality most significant funds and is particularly related to the local government only, instead of the
govemment as a whole.

Govemment funds are used to account for essentially the same functions as those repoded as govemmental

activities. The funds are reported using an accounting method known as modified-accrual basis of accounting which
measures cash and all other flnancial assets that can be readily converted into cash.

The fund stalement approach gives the user a shori term view of lhe l\,lunicjpality's government operations and the
basic services it provides. Since the focus of govemment funds is narrcwer than that ofthe financial statemenls as a
whole, it also helps the user with comparable infomation presenled in the govemmental activities report. By doing so,
readers of the basic fnancial statements may understand better the long-term effect of the Municipalitfs short{erm
financial decisions.

CO!,IMONWEALTH 0F PUERTO RICO
MUNICIPALITY OF YABUCOA

Marageme 's Discussior ard Analysis
For the Fiscal Year Ended June 30, 2013
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CAPITAL ASSETS - INFMSTRUCTURE

Histo cally, capital assets such as roads, bridges, traffic signals, underground pipes not associated with utilities, have
not been recognized nor depreciated in the accounting records of the l\,lunicipality. GASB 34 requires that such type
of assets be inventoried, valued and reported under the governmental column of the government-wide Statement of
Net Position. Duing the previous fscal years, lhe Municipality repoded historical costs of infrastruclure assets of
$33,663,415, with an accumulated deprecialion of $12,158,394. This year, capilal additions totaled M53,255, of
which $232,172 corresponds to infrastructure. Total depreciation expense for the fiscal year amounled to $20,418, of
which $4,594 pertains lo this category of capital assets. The net value of infrastructure capital assets as of June 30,
20'13 amounls to $21,732,599, which represenls 48% of tolal nel capital assets.

According to the requirements of GASB 34, the govemment must elect to either (a) depreciate the aforementioned
assets ovel their estimated useful lite or (b) develop a syslem of assel management designed to maintain the service
delivery to near pepetuity. lf the govemment develops the asset management system, (the modified approach)
which pe odically (at least every three years), by calegory, measures and demonstrate its maintenance of locally
established levels of service standards, the government may record ils cost of maintenance in lieu ofdeprecialion. ln

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

FINANCIAL ANALYSIS OF THE MUNICIPALITYAS A WHOLE

Net position

The Statement of Net Position serves as an impodant indicator of the Municipality's financial position at the end of the
fiscal year. ln the case of the Municipality oI Yabucoa, primary government assels exceeded total liabilities by

$16,418,528 at the end of 2013, and, when compared with the p or year balance of $21,247,160, as restated, it
reflects a decrease of $4,828,632. The following condensed Statement of Net Position of the Primary Govemment
shows on a comparative basis the most imporlant components ol the $(4,828,632) decrease reflected in the net
position figure.

20't3
2012, as
restated

lncrease

{Decrease)

$ 998,408

1,063,545

Cunent assets
Capital assets, net

Total assets

Current liabilities
Noncurlent liabilities

Totalliabililies

Net investmenl in capilal assets
Restricted
Unrestricted defcit

Total net position

$ 53,891,052 $ 5't,829,099

$ 11,908,650 $ 5,474,556
25,563,874 25,107,383

$ 37,44,524

$ 29,715,005
5,182,097

(18,478,574)

$ 16,418,528

$ 6,434,094 1180/0

456,491 2%

$ 30,581,939 $ 6,890,585

$ 9,013,747
44,877,305

$ 8,015,339
43,813,760 2a/"

$ 33,587,188
4,534,846

116,87 4,87 4)

-$ 2VAU61

$ (3,872,183) -12%

647,251 14Yo

(1,603,700) -10y"

$ (4,828,632) -23%

COIIMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YABUCOA
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FINANCIAL ANALYSIS OF THE IiIUNICIPALITY AS AWHOLE (CONTINUED)

s50,0o0,00o
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$10,000,000

.2013

r 2012, as restat€d

ChangeE in Net Position

The Statement of Activities reflects lhat for fiscal yeat 2013, the net elfect ol the revenues derived from several
programs plus curent operating expenses, amounled to a deficit of $4,828,632. As previously stated, such amount
constiluted a decrease in lhe Municipality's net position. Approximately thirty one percent (31%) ofthe Municipality's

tolal revenue came fom taxes, while sixty six percent (66%) resulted from grants and contributions, including federal
aid. Charges for services provided one percent (1%) and interest and investment earnings represented less than one
percent (.5%) of total revenues. The Municipality's largest expenses included items such as general governmenl,

health and welfare services, public wofts, community development, public safety, and waste disposal. The following

table and graphic presenlation includes in absolute and relative lerms, the composition of revenues and expenses for
lhe fiscal years ended on June 30, 2013 and 2012, as restated. Such analysis helps the reader to evaluate the
Municipal administration performance in the administralion of its curent financial operations.

SPACE INTENTIONALLY LEFT IN BLANK.
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FINANCIAL ANALYSIS OF THE I,lUNICIPALITY AS AWHOLE (CONTINUED)

2013
2012, a6
restated

156,427

4,671,152
5,527,589

7,552,484
4,429,060

844,054

492,800

2,561,878

45,155

25,217,353 28,574,538

lncrease
(Decrease)

$ 128,411
'1,171,858

(2,251,4ss)

(4,024,355)

(1,716,488)

641,256
(492,800)

5,059,077
77,567

(1,950,256)

(3,357,185)

Program tevenues:
Charges for services

Operating grants and conlibutions
Capilal grants and contributions

Generalrevenues:
Properiy taxes
Municipal license lax
Municipalsales and use tax
Other localtaxes

Grants and contributions not reslicted to
specific programs

lnterest and investment eamings
lvliscellaneous

Total revenues

Expenses;
General govemment

Public safety
Public works

Health and welfare
Culture and recreation
Economic Development

Community development
Education

lnterest on long-term debt

Total expenses

Change in net position

Net position, beginning of year, as restated

Net position, end of year, as reslated

197v"

172"/"

-85%

-12%

11,323,600 303%
(1,735,509) -530/,

{3,347,691) -38%

(3,380,739) 44%
12,011,724) .73yo

671,428 1000k

1,202,368 100"/"

186,474 100%

235,339 41"/"

3,143,546 120/"

(6,500,731) -38970

1,672,099 -9%

$(4,828,632) -23ok

284,838

5,843,010

3,276,134

3,528,129
2,712,572
1,485,310

7,620,955

122,722

343,683

25%
-41%

-53%

39%
760/0

100%

15,062,404

1,552,748
5,481,043

4,336,308

739,839

671,428
1,202,368

186,474
813,373

30,045,985

(4,828,632)

_q.194$?8

3,738,804

3,288,257
8,828,734
7,717 ,047
2,751,563

sze,oga

26,902,439

1,672,099

19,575,06'1

$ 21,247,160
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FINANCIAL ANALYSIS OF THE MUNICIPALITYAS A WHOLE (COiITINUED)

Revenues FY 2013
a Charges for Services

r Operating Grants and
Contributioos

r Capital Grants a nd Contributions

r Municipal Licence Tar

a MunicipalLic€nse and Sales Tax

r unrestricted Grants and
Contributions

t lnterest

Expenses FY 2013

2% 4% 1% 3%

I General Government

lPublicSafety

I Health and Welfare

lCulture and Re€reation

I Economic Development

r Community Development

r Education

s lntereston tong term Debt
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FINANCIAL ANALYSIS OF THE IIUNICIPALITY'S INDIVIDUAL FUNDS

As noted earlier, the Municipality uses fund accounting to ensure and demonslrate compliance with finance related
legalrequirements.

Govemmental Funds

The focus of the l.4unicipality's govemmental funds is lo provide information on near{erm infows, outflows, and
balances of spendable resources. Such information is useful in assessing the l\4unicipalily's financing requirements.
ln particular, unreserved fund balance may serve as a useful measure of a government's nel resources available for
spending al the end of the fiscal year.

As of the end of the cu rcnt fiscal year, the Municipality's govemmental fu nds reported com bined ending fund balance
amounting to $(2,164,652), which represents a decrease of $4,705,435 when compared with the prior year, as
restated. Such decrease is mainly attribulable to the increase in total liabililies. Total restricted fund balances amounl
lo $5,182,097. This is the po(ion of fund balance thal reflects resources that are subject to extemally enforceable
legal restrictions such as the followingi 1) to pay for specifc program purposes (91,240,933); 2) to pay for capital
projects ($1,365,276); and 3) for debt service payments ($2,575,888). Assigned fund balances for current year
encumbranc€s totaled $68,025.

As ofJune 30, 2013, the General Fund, which is the main operating fund ofthe Municipality, reflecled an unassigned
tund defrcit of $17,414,774). As previously menlioned, lvlanagement is in the process of reviewing this negative
inancial situation through the design and enfolcement of those measures that will contribute to reve6e the declining
tend of the lvlunicipality's profitability. Some of these measures already implemented have produced posilive results
as reflected from the comparison of certain curent expense items for the ye a$ 2011-2012 and 2012-2013.

GENERAL FUND BUDGETARY HIGHLIGHTS

For the fiscal year ended June 30, 2013, significant negalive variances in the actual revenues of the following
revenue categories were detected: municipal license tax ($1,932,25'1); licenses, permils and local taxes ($'1,641,283);
and miscellaneous revenues ($898,855). These negative va ances were ofbet by positive vaiances in lhe following
expenditure functions: health and welfare ($1,228,939) and public works ($2,136,071). The net effect of these
vaiances was a deficiency of revenues and other financing sources under expenditures, encumbrances and other
f nancing uses of $747,604.

CAPITAL ASSETS AND DEBT ADMINISTRATION

CapitalAssets

The Municipality's inveslmenl in capital assets as of June 30, 2013, amounted to $71,816,383 which upon deduction
of accumulated depreciation in the amount of $26,939,078 produced a nel book value attributable to capital assets in
the amount of $44,877,305. Said investment includes land, construction work in progress, buildings, improvements,
equipmenl, infrastructure, fumishing, computers and vehicles. lnfrastruclure assets are composed of items such as
roads, b dges, streets and sidewalks, drainage systems, lighting systems, and similar items.
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CAPITAL ASSETS AND DEBT ADIiIINISTRATION (CONTINUED}

The total increase in the lvlunicipalily's investment in capital assels for the current fiscal year represented
approximalely two percent (2%) of net book value. This increase was due lo an aggressive construction and
improvementof public lacilities plan. Deprecialion charges for the year totaled $20,418.

The Municipality linances a significant portion of its construction activities through bond or notes issuances. The
proceeds from bond and notes issuances designated for construction activities are committed in its entirety for such
purposes and cannol be used for any other purposes. As of June 30, 2013, the Municipality had $1,365,276 of
unexpended ploceeds from bond and notes issuances and other restricted assignments thal are mainly committed to
future construction activities in the Capital Projects Fund- Local, State and Local Grants.

Debt Administration

The Puedo Rico Legislative Assembly has established a limitation for the issuance of general obligation municipal
bonds and notes for the payment of which the good faith, credit and taxing power of each municipality may be
pledged. The applicable law also requires that in order for a Municipality to be able to issue additional general

obligation bonds and notes, such l\,lunicipality must have sufficient 'payment capacity'as defned in Act No. 64 ofJuly
3, 1996, as amended, also known as Financing [,lunicipalAct. Such Act requires a Municipality must has sufficient
'payment capacit/ to incur additional general obligation debt if its deposits in the Redemption Fund and the annual
amounts collected with respect to such l\,4unicipality's Special Add itional Tax (as defined below), as projected by GDB,
is sufficienl lo seryice to malurity the l\,lunicipality's outstanding general obligation debt and the addilional proposed
general obligation debt.

Undel prevailing applicable law the l.4unicipality is required to levy a Special Additional Tax in such amounts as shall
be required for the payment of its general obljgation municipal bonds and noles. ln addition, pdncipal of and inlerest
on allgenelalobligation municipal bonds and notes and on all municipal notes issued in anticipation ofthe issuance
of general obligation bonds issued by the Municipality constitute a irsl lien on the Municipalitys basic tax revenues.
Accordingly, the Municipality's basic tax revenues would be available lo make debt service payments on general

obligation municipal bonds and noles 10 the extent that lhe Special Addilional Tax levied by the Municipality, together
with moneys on deposit in the l,4unicipality's Redemption Fund, are nol suff]cient to cover such debt service. ln the
particular case oflhe Autonomous l\rlunicipality of Yabucoa, it has never been necessary to apply basic taxes to pay
debt service on general obligation debt ofthe Municipalily.

As mentioned in the notes of the Municipalitys financial stalements attached hereto, during lhe eaflier months ofthe
present year 2014, the Puerto Rico's Legislative Assembly approved Acts number 18 and 19. Through such
legislation, the cash flow produced from collections by the Municipalilies of the uses and sales taxes is completely
reslructured to provide additional liquidily to the Puerto Rico Governmenl Development Bank (GDB) weakened cash
position. A new created affiliate to GDB will recejve lhose collections and assumed the total indebledness incured by
municipalities as of June 30, 2014. A porlion of total collections will be used for the payment of debt services
requirement. The municipalities included in the new arrangement, advances to lhe municipalities, free of financing
charges, equivalenl to the monlhly collections from the previous year. ln the meantime, tolal liabilities incuned by the
municipalities using Municipal Redemption Fund will be refinanced and GDB will recover its borrowed c€sh. lt is
anticipates that under the arrangement, the municipaliiies will recover the total 1% of uses and sales tax and will get
the assurance futule soulces offinancing either from GDB, flom new crealed affiliate or private financing instilutions.

COMMONWEALTH OF PUERTO RICO
MU}IICIPALITY OF YABUCOA

Management's Discussion ard Analysis
Forthe Fiscal Year Ended June 30, 20,3



ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND MTES

The Municipality relies primarily on property and municipal taxes as well as federal and slate grants to carry out the
govemmental activities. Historically, property and municipal taxes have been very predictable wilh increases not
generally exceeding ten percent. Stale grant revenues may vary if ne,,v grants are available, but the revenue can be
also predictable. Due to economic and budgetary constriclion being faced by lhe Federal Government, grants
available for present and future yearc could be reduced for states and terriloies. Although specifc reduclions are
unpredictable, those factorc are being considered by the Municipality in the confection of 2013-20'14 and subsequent
fscal years budgets.

FINANCIAL CONTACT

The lvunicipality's financial statements are designed to present userc (cilizens, taxpayer, customers, investors and
credilors) with a general overview of the lvlunicipaljty's finances and to demonstrate the Municipality's accountabiliv.
lf you have questions about the report or need additional financial information, contact the Municipality ofYabucoa,
Finance Departmenl, or call (787) 893-3000.
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Governmenlal
Activities

Assets
Cash and cash equivalents

C€sh with fiscal agents

Municipal sales and use tax

Others

Commonwealth Government

Federal Government

Land, improvements, and construction in progress

other capital assets, net ofdepreciation

Total capital assets

Total assets

Liabilities
Accounts paya ble and ac.rued liabilities

Oue to Commonwealth Government

lvlunacipal license tax

Duewithin one y€ar

Due in mo,e than oneyear

Total llablli es

Net Position

Net investment in c€pital assets

Total net porltlon

1,871,660

4,031,945

L241,753
61,304

a,Ta2

1,017,001

415,312

4,652,411

36,224,494
44,877.345

53,891,052

5,351,140

2,512,O35

3,745,4a6

39,270

260,119

2,136,565

23,427,309

3T,472.524

29,715,005

L,365,276

2,575,888

1,240,933

oa,47a,s74l

$ 16,418,528
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Nel (Etpen*) Rerenue and

Cha.Aes in Ner Pcitlon

lnier6.t on long-tem debt

Total gMmmental activiti6

$ 15,062,404

1,552,144

4,336304

739,439

671-424

1,20236e

413,373

274,400

2,$a
7,500

1,245.024

1Ta1

1.771,098

212,226

2 572,877

30,244

3,245a90

(13,502,976)

{1,517,745)

12.227,6531

(2,565.210)

(739,439)

t459,2O2)

1,370,509

(186,474)

(813,373)

$ 30.045,9a5 $ 2a4.838 $ 5,a43.010 $ 3.276.134 (2O,642,C03)

Municipal el6 6nd e tax

GEnts and .ontihlioN not Btli:ted io specilic progcms

l.ter61 and inGtment @hings

Net pcilion - bednnlng 6 Gtated

3,524,129

2,7!2,572

1'r45310

7,620,955

122.722

3/'3,643

\4,424,6321

21,247,164

76,414,524
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other Tolat

Governrunral

Funds Funds

cash and cash equiElents

Municipal sal6 and usetax

Common@alth gdemment

Uabilitie. and Fund Balan6

Accounls payable and amrued liabiliti6

Commonrealth gdehmdl

Toial lund bala.c6 (delicil)

Total liabiliiiB and fund balanB

540,494

119,503

1,207,753

61,304

4,712

554,911

1,723,799

2.a38,;6a
1,330,762 1,871,660

4,031,945

7,207,753

61.304

4,712

415.372

2,775,A93

137,624 320.466

a!4,372
1,O51,294

$ 4,220,880 $ 1.474.17a $ 2,575,484 $ 3,s17,a94 $ 117aa,A4O

$ 4,265,56a $

2.4!2.O35

3,745,486

!0!,202

4,441,604

39270

2,572,A35
1,629,351 2,77a,a93

3,745,496

39,270

77,567,629 104 902 2,276,961 13,953.492

64,025

1,365,276 2,575,484 1,240,933 5,182,097

64,025
(7,414,774)

12,164.652)\7,346,7491 7,365,276 2,575,844 1,240,933

$ 4,220,a80 $ 2,575,aa8 $ 3,517,a94 $ 11.78a,840
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orher Torat

Governmemal covemmentat

Funds

Municipal license lares
Municipalsal6 and use tax
Licens, pemits and ofier loal 1ax6

cuttuE 6nd re@tion
E@nomic development
Community development

Ee6s (deliciency) ot ,evenu6 over

o$d nnarclng $u'B (u*s)

P@eds fom the i$uance fo geneGl

Total other linancing sourc6 (us6)

Net chan8p rn rund barancE (deucit)

2,231,O15
2,712,572

440,795

7,620,955
2,933

!57,236

309,169

$ !,297,714

644,515

$ 3,52a,129
2,712,572
1,445310

274.400
13.943,727

2,938
7,500

157,236
2,340,249

765.332

3,233,772

2,340,209
456,163

14,156,540 6,030,144

1.507,552
272,946
156,195

1,581,4a0

677,424
1,O77,369

25,217,3533,049,000

13,895,097
1,344,924

2,691,999
523,054

2,273,3A2

97,aaa

15,402.649
L557,474
5.973,91a
4,273,479

624,942
677,428

1,077,369
146.474

s52,655
1,111,000

552,655

22,145,493 2,377,2TO 1,663,655 5,206,970

(4,029,313)

!953,443
Q42,256)

1,505,000

717 730

304,631

423,174

7,223,165
(1,953,483)

(6,210,435)

3,441679
(3,441,679)

1,505.000

(745,540)

2,676,627 (745,540) 304,631 (730,718) 1,505,000

Fu'd bdlane'dFr,, ), begrn^ nC.s estateq / ,!994,063i
Fu-d odla"le'del'cti.end ng A\e$ (7,345,749,

h'(

582,605 92,456

1,993,243 1,144,477
LE?s.Bss Tlr4o.r-3:-

(5,352,636) (27,Alaj

----f5E62r6

(4,705,435)

2,540,T43
I (r-16465a
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Total llnd Balances (Oeficlt)- Gowmnenrat Funds

Amounts repofted for Goveh mental Acuvities in the statemenr of Net Position

CapitalA$ets used rn Govemmental Activiti6 are notfinanciat reorces and therefore

a.e not reported in thetunds.lo the curient period, these amounG are:

\2,!64,652)

44477,305

(469,532)

(260,719)

(25,563474)

Non'depreciab e capital a$ets
oepreciable cap ta asseG, net oi depreciation

$ a,652,411

36,224,494

Iotal capital asets

Accounts payable related to construction in Progr6 a.e not due and palabte n the
cu reni period a nd, th erefore. are not reported in the funds.

hte.est I abilities not due and pa,€ble in the curent period and, therefoG, ae not

some liabilities are not due and pa'€ble in the curent peiod and rheefo.e, a.e not
reported in the fu.ds- Th@ iabilities consist of:

Generalbonds and notes payable

ComDensted abences
US Depa^ment or RuralDevelopment

PR oepartment of Labo/ payment plan

11,767,300

654,426
1,592,468

69,954

3,563,314

341461
1,533,751

Totat tongterm tiabititi6

Total Net P6ltlon ot GoErnmentat Actiriti* 16 418,528

The notes io lhe financral statemenls are an integral part ollh s statement. 19
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{ler cta.ge h Fund B.ran6 (oefcft) Tolal G@nmental Funds {

Amounts reponed lor govemmefta acriv(ies n the statement of Act vn 6 a@ diffeGnt beaus:

Govemment. Funds rcpon @pital oulays as expendturA. However, in the Governmentwide statenent of Mivites and

cianE* in Net Pcii on, rhe @st of ih@ 6sts s a lMted over then esr m.bd u*ful lives as depr&iario. erpense. This is the

6mount ol capital assets reoded in the curcnt period.

Deprsiat on expens on ca phal a ssets 6 repo fted in the Go@mmenfw de slale m enls ol A.livities a nd cha nge n Nel Pcilion.

butthey do not rcqune ihe u* ofcurienifinancalreurces.Iherefore, deprm ation expense s not eponed asexpendfture in

lmer6t expens on longtrm debt ras €poned n iheGovemmenlwide statemeni of Acllvin6 and change in Net Postion, bLt it
dd nor €qurc the u* of curcnt financia @eu6. ThereloG, inietest expens was nol ,epo.led as expendrureS in

Gryem mental F u n ds. Th e following amou ni Gpresented the cha nge n a@rued nterest from prior ,€a..

aonds and nores pr@eds provide curent financial r6ourc6 to Geernmental Funds. but $uing debt increas loig+rm
riabi it es n ihe Gdernmenlwide st tement of Net PGiion. Repaymeni of bonds and not6 pinc pa is an expendlture ln

GNemmental Funds, bol the repayment edu6 long .1em iabi n 6 in the G@hfrenlw de statemeni of Net P6it on. This s

rhe amount by lhich debt prd€€ds ex@ed fie debt seoie pincipsl payments.

Fepayment of rong tem pmpeny tax debt is an expendturc n tuvemfrental Funds, but lhe €payment redue long {em
popertytaxdebtintheGovernmentwidestatemeniofNetPosnion.Th6istheamoudpadinthecutenrve6r.

LonE-tem com pen sated abse nc* a re Gported in the Govem m ent w a e Stale m ent of ,.aiivit es and cha nges n Net tuston, b ui
they do not @qune the u* of curenl fnancial reurces. Therefore, ong.term mmp€nsted ab6ences were nol @poded 6s

expendirurcs in GovermeniarFunds. The following amount Epreseniihe change in onflerm @mpeneted absnces lrom prior

Repayment of rongtem debt PR Departmenl of Labor (DoL) payment pan is.n exp€nditu€ rn Governmenia Funds. but the

rcpaymeni rcduces longtem DoL in $e Governmentalwde 516tement of Nei Position but h did not €quire lhe u* of.rTPnr
financal€eurces.ThefolNnlamountrepre*ntthelhechangeinlongtemdebtDoL pavment pl6n pior vear

Repamentoflondlerm nteGsl due for accoums eE{R M s an expenditurc in GovernnentalFunds. but the repayment Gdue
long1em a@untsord. cRlM debiinthe Governmentwide statemeni of Net Posnion. Thefol@ingamounl €prent the chaige

in rong.iem interdt due for ac@unls eld.cR M lom pr or !ear.

1043,963

(20,4$)

t2@,719)

(3S4,000)

43,045

Long-rem craims and ludgments a@ report d in ihe Goehneftalwide sbtement of lativities and changB in Na Position, but

they do not requirc the ue curGntfinancial eeurc*. Thsefo€, clams andludEenents are not @ported as ap€ndirure in

Gdeh mental Fu n ds. Th e forrowing smou nt reprBent the ch.nge in long{em c a msandiudgementsfom pl or yea..

r'coums pay€ble change is Gported in the Govehmenlwide Staiement of,lativities and changes in Nel pGiilon but not Gponed

as infie GoEmmentarFunds b€€use they do not requnethe use of cureit nnancialiesour6.Ihis is ihe amounl @poned in

cnang6 in l{et Pcifion ot Go€mmenlar aclivitiB

(1,465,342)

(469,532)

$ (4,32a,632)

The notes to the fina ncia slatements are an integal part ot th is siatemenl. 20
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,I. 
ORGAI,IIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality ofYabucoa (the [.4unicipality) is a local municipal govemment constiluted in the Commonwealth of
Puerto Rico (lhe Commonwealth). The l\4unicipality has full legislative, fscal and all other governmental powers and
responsibilities expressly assigned by Public Act. 81 of August 30, 1991, as amended know as Autonomous
Iilunicipalities Act of the commonwealth of Puerlo Rico (Act No. 81). The [,tunicipalily is one of seventy€ight
municipalities legally separated from the Commonwealth's government.

The Commonweallh's Conslitution plovides for lhe separalion of po\/ers of the executive legislalive and judicial
blanches of lhe Common,,,,ealth and the municipalities. However the Municipalitys governmental system con;ists of
execulive and legislalive branches only. A l\y'ayor elected every four years by the citizens, exercises the executive
powet ofthe l\.4unicipality. The Municipal Legislature whose memberc are also elected every four years exercises the
legislative powerofthe Municipality. The GeneralJustice Court Systems ofthe Commonwealth which has jurisdiclion
over the lvlunicipalily exercises thejudiciary pou/er.

The Municipality assumes either partial or full responsibility for providing services to its citizens relaied to public
housing, welfare, public safety, health sanitation, education, culture recreation, urban development, economic
development and many other fiscal general and administrative services.

The accounting policies and financial reporting plactices ofthe [Iunicipality confom to accounting principles generally
accepted in the United States ofAmerica ('USGMP') as appticable to govemmenlal units.

ln June 1999, the Governmental Accounling Standads Boad (GASB) issued Statement No. 34, "Basic Financial
Statements and l,4anagement's and Discussion and Analysis for State and Local Governments." This Stalement,
known as the Repoding lvodel, provides for the most signifcant change in financial reporting for state and local
governments in over 20 years and affects the way lhe Municipality prepares and presenls financial information. ln
addition to lhis statement, GASB stalement No. 37, 'Basic Financial statements and l\,4anagement's Discussion and
Analysis for State and Local Govemmentst omnibus'and GASB Statement N0.38, ,Certain 

Financial Slatement
Note Disclosures" have been adopted and are reflected in these financial statements.

As pad of this Statement, lherc is a repoding requjrement regading the capitalization of local government
infrastructure (roads, bridges, traffic signals, elc.). This requirement allo,rs an optional four-yeai delay for
implementation to fiscal year ended on June 30, 2007. The Municipality elected to implement the retroactive
capitalization of infrastructure assets.

On [.,larch 2009, the l\,4unicipality adopted the provisions of GASB Statement N0.55, The Hierarctry of cenetatty
Accepted Accountng Principles for State and Locat Govemments (GASB No. 55), and GASB Statement No. 56.
cAdification of Accounting and Financial Repoting Guidance contained in ttv AtcpA statenents on Auditing
Standards rGASB No. 56J.

GASB No. 55 incorporaled the hierarchy of USGMP lor slate and local governmenls into the Govemmenlal
Accounting Standards Board's (GASB) authodtative literature. The requirements in this Statement codify all USGMP
for state and localgovemmenls so that theydedve from a single source.
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1. ORGANIZATION AND SUiTMARY OF SIGNIFICANT ACCOUNTING POLICIES (CoNTINUE0)

GASB No. 56 incoQorated into the Governmental Accounting Standards Boardl (GASB) authoritative literature

;,# ;;.;;.t^g ind financial reporting guidance presented in the Ameican tnstitute of cediied Public

n iorrtr.U'Stair*t on Auditing S1"-nd;rds. This Statement addressed three issues not included in the

auif,oiitrlir" fit","trr" tf,at establishe;accourl,ing principles-related party tlansactions, going concern considerations,

and subsequent events.

onJulyl,2009,theMunicipalityadoptedtheprovisionsofGAs.B.statementNo,,54'FundBalanceRepollingand
eoirri,ii"liunt tvpe oennli,ons lolse lo. sl;, wlicrr modified the interpetations of certain terms within the

ffii6. of in" +".i"iievenue funds ind the types of activiiies the Municipality may choose to rcport in those tunds.

ClSg No. Sl 
"fso 

,l.rited the cap1al projecdlund type deflnition for better alignment with the needs of preparers

and users. Definitions ofothel qovemmentalfund types wele also modified forclarity and consistency'

The provisions of the GASB Statement No 6\, The Financiat Repoting Entity: Omnibus' an amendment of

siate'r"nts lo 14 and 34, were considered in lhe evaluation of the potential component units. This statement

aoiin"r'a"rt i, requirements for inclusion of components unils in the financial reporling enlity and amends the

aii"ri" f"i"portitg Lrponent units as ifthey wele part ofthe primary govemment under certain circumstances'

TheGASBStatementNo'62,codificationofAcmuntingandFinancialRepodingGuidanceContainedinPre-
rlo,",ue|.:0, 1989 FASB and AICPA Pronouncements'(onss oz), incorpolates into the GASB,S authoritative

iii""iri" ."rtuin accounting and fnanciat reporting guidan;e inctuded in FASB pronouncements, which does not

conniu witn or contraaict GASB pronouncements, a-n; eliminates the crileria to apply post November 30, 1989 FASB

pronouncements that do not conflict with or contradict GASB plonouncements'

ln curent yeal, the Municipality adopted the plovisions of GASB Statement No' 63'. Financial Repoding of Delered

Ormo* o't n"ror,."r, Deferred lnilows of itesoulces, and lhe Net Position establishing a new statemenl of net

nnsirion format that reDorts seDarately all assets, deferred outflo'ds of resources, liabilities, deferred inflows of

;;;;;ilr;iilffilwrriii ii g16 net resiouatamounr of rhe other elemenrs). The srarement requires deferred

lrjlo* ori"tor*r and defened inflows of resources to be reported separately flom assets and liabilities. The

ii...l.r ,"p.,ti^g ,p*t resulting from the imptementation of GASB.63 in the L,lunicipality's fnanciat statements.lvas

il;;;;.;ii;iMt Assets" ti ,Ner positlon', inctuding changing the name of the financial statement from

'slatement of Net Assets'to "Statementof Net Position'

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

A. Component Units

ln evaluating how to define the Municipality lor financial reporting purposes' Management has considered all

iotentiat coioonent units. The decision to i;clude a polential component unit in lhe leporting entity was made by

H;# il;;ffi;;] csa iiatement l,to. 14, ai amended. The basic, but not the onty crite on for including

l',i,.i"^iri l,irr"r",:,i*iiwiinin itre reporting entity is if a primary government is nnancially accountable for the

:f,il- il;;i;;;;r;iJiiiw 
"ritit 

ii rtre primai' soveinmeniai appoints a votins majo tv or lhe enlilys

iliiii;ri,gffi; #-il;triJn" oith. rorro*ing condiiions eist the primary government can impose its will on

i,, ott 
"i"ntiti 

or fn" potential exists for the oth;r entity to (1) plovide specilic flnancial benefits to oI (2) impose

.p".ii. tinrn.iliburodns on the primary government A second criterion used in evaluating potential component

u'nlti is if tre nature ano significance oit-he relationship between the entity and a primary government ale such
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that to exclude lhe entity from the financial reporting entity would render the financial slatements misleading or
jncomplete. Based on the above criteria the Municipality does nol have componenl units to include within its
reporting entity.

B. Governmenl.wide and fund financial statements

Financial infomation ofthe Municipaljty is presented in this report as follow:

1. Management's Discussion and Analysis introduces the basic financial slatements and provides an analylical
overyiew of the l\/lunicipality's fnancial activities.

2 The govemmenlwide financlal statemenls (i.e. the statement of net position and the slatement of activities)
report infomation on all the activilies of the l,lunicipality and its component unib, if any. Governmentai
activities, which normally are supported by taxes and intergovernmental revenues, are reported separately
from business-type activities, if any, which rely to a significant extent on fees and charges for support.
lnterfund activity has been removed from these slatements to minimize the duplicating effecl on assets and
liabilities within the govemmenlal activities.

The statement of activities demonstrates the degree to which the direct expenses of a given function or
segment is offsel by program revenue. Direct expenses are those that are charges lo customers or
applicants who purchase, use, or directly benefit from goods, seryices, or pdvileges provided by a given
function or segment and grants and contributions that are reslricted to meeling the operalional or c;pital
requirements of a particular function or segment. Taxes and olher items not properly included among
program revenues are repoded inslead as generalrevenues.

3. Fund financial statements focus on information about lhe Municipality,s major govemmental funds. Major
individual governmenlal funds are reported as separate columns in the fund financial statements. Pursuant
to the provisions set forth by GASB No. 54, the tvunicipality reported the following govemmentat tunds in the
accompanying govem mental fu nds financial statements:

General Fund - is the lt unicipality main operating fund used to account for and report all financial and
reported resources and governmental activities, except for those requhed to be accounted for in another
fund. lt is presumed that the l,4unicipality's govemmental aclivities have been reported in the general fund
except for transaclions for which one of the following compelling reasons has requhed the use of another
fund: (1) legal requirements, (2) USGMP requirements or (3)the demands ofsound financial adminislration
requiring the use of a govemmental fund olher than the general fund. lts revenues consist mainly of taxes,
licenses and permits, intergovemmenlal, charges for services and other.

Capital Proiects Fund - State and local Grants- is a major governmentalfund used to account for and
repod financial resources that are lestricled or committed to expenditure for capital outlays, including the
acquisition oI construction of major capital faciliiies, including those outlays financed bythe general obligation
bond proceeds (other than those financed by proprielary funds or in trust funds for individuals, private
organizations, or olher govemments). The use of the capital projects funds has been limited to only for major

23

COIiIMONWEALTH OF PUERTO RICO
I,lUNICIPALIIY OF YABUCOA

Notes to Sasic Financial Statements
Forthe Fiscal YearJune 30, 20.13



'1. oRGANTZATtON AND SUMMARy OF StcNtFtcANT ACCOUNTTNG pOLtCtES (CONTTNUED)

capital aquisilions, construction or improvement activities that would dislort financial resources trend data if
not reporled separately from lhe olher [runicipality's operating activities. The routine purchases of minor
capitalizable assets (such as furnilure, office equipment, vehicles and olher minor capilal assets or
improvements) have been reported in the govemmentalfund from Mrich financial resources were used for
lhe payment.

Debt Service Fund -is a major governmental fund used to account for and report for the accumulation of
financial resources thal are rest cled for, and the paymenl ol principal and interest for: (l) bonds payable
for which debt service payments are legally mandated to be accounted for in a debt seruice fund and (2)
certain special longlerm obligalions for which the l\,lunicipality is been accumulating financial resources in
advance to pay principal and interest payments maturing in future years.

The other govemmental funds of the Municipality account for gmnts and other resources whose use is
restricted for a particular purpose.

The Municipality periodically undertakes a comprehensive evalualion of ils fund structure to ensure that it
complies with all aspects that aIe of importance to users of general purpose external financial reporls.
Consequently, all superfluous funds and some intemal funds currently used by the [,4unicipality in lhe day{o-
day accounting procedures have not been reported as individual governmental tunds in the accompanying
fund frnancial slatements. Accordingly, the accompanying fund fnancial statements include only the
minimum numberoffunds consistenl with legal and operating requirements and, consequenfly, certain types
of similar internal funds have been combined into single funds in the acmmpanying fund financial
statements.

4. The notes to the financial stalements provide information that is essential to a use/s understanding of the
basic f nancial statements.

5. Requjred Supplementary lnfomation such as the budgetary compaison schedule-general fund and other
types ofdata required by GASB.

6. Notes to the budgelary compa son schedule-general fund.

7. Supplemenlary informalion such as the Schedule of Expenditures of Federal Awards.

C, Financial reporting presentalion

The accounts of the Municipality are organized on lhe basis of funds, each of which is considered a separale
accounting entity. The operations ofeach tund are accounted forwilh a separate set of self-balancing accounts
thatmmprise its assets, liabilities, fund Euity, revenues, and expenditures. Fund types are as follows:

Genenl Fund. Generul Fund is the general operating fund ofthe Municipality. lt is used to account for all
financial resources not accounled for and reported in anotherfund.
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Capital Prcjects Fund - State and Local GranB. Capital Projects Funds are used lo account for all financial
resoulces restdcted, committed or assigned to expenditure for the acquisilion or conslruction oflmprovement of
major capital facilities and olherassets.

Special Revenue Fund - Stale and Fedetal Grarts - Special Revenue Funds are used to acmunt and report
the proceeds of specific revenue sources derived from state and federal grants that are restricted or committed
1o expenditure for specific purposes other than debt service or capital pro,ecls. The uses and limitations of
each special revenue fund are specified by [,4unicipality ordinances or federal and state statutes.

Debt Seruice Fund - Debl Service Funds are used to account for the accumulation of resources for and lhe
payment of, general long-term debt pdncipal, interest, and related costs.

The outstanding balance of certain general longlem obligations for which debt seNice payments do not
involve the advance accumulalion of resources (such as certain notes payable, obligations under capital
leases, accrued compensaled absences, landfill obligation, claims and judgments, net pension liability and
other long-term obligations)are only accounted for in the accompanying stalement of net position. The debt
service payments ofsuch obligations are generally accounted for in the govemmentalfund which accounted for
the financial resources used forlhe payment ofsuch debts.

D. Measurement focus, basis of accounting and financial presentation

Government.wide finarcial statements - The accompanying GWFS are prepared using the economic
tesources measurement focus and the accrual basis of accounling. Subject to the additional rules and
limitations detailed below, revenues (including inlelest on deposits and inveslments) are generally recorded
when eamed and expenses are generally recorded when a liabilily is incurred, regardless of the timing of
related cash flo\,/s.

All revenues, expenses, gains, losses, asseb and liabilitjes resulting from exchange-like lransactions are
generally recorded wfien exchange takes place. ln exchange lransactions, each party to the transaction
receives and gives up essentially equal values. An exchange]ike transaclion is one when there is an
identifiable exchange and the values exchanged, though related, may nol be quite equal. The accompanying
basic financial slatemenls include exchange-like transactions such as license fees, lines, penalties, forfeitures,
permits, charges for services, and most miscellaneous revenues, which are recorded as revenues when
collected because they are generally not measuftrble unlil actually received.

The lvlunicipality groups ils non-exchange llansactions into lhe following four (4) classes in the accompanying
basic financial statements: (a) deived tax revenues, (b) imposed non-exchange revenues, (c) go\,iernment

mandated non-exchange transactions, and (d) voluntary non-exchange transactions. ln the case of derived tax
revenue transactions, which resull from assessments that the lvlunicipality places on exchange transactions,
receivables and revenues are recorded when the undedying exchange has occured (such as municipal license
tax). ln the case of imposed non-exchange revenue transactions (such as property taxes), Mich resull from
assessments made by the l\.4unicipality on non-governmental entilies, including individuals, other than
assessments on exchange transaction, rec€ivables are generally recorded in the period wien an enforceable
legal claim has arisen. Property laxes and municipal license laxes are generally recorded as revenues (net of
amounts considered not collectible) in the fscal year when resources are required to be used for the firct fscal
yearthat the use of the resources is permitted.
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For governmenlmandated non-exchange transactions (such as intergovernmental grants and contributions),
receivables and revenues ale generally [ecorded u/hen all eligibility requiremenls imposed by the provider have
been mel. For the majority ofgrants, the l\rlunicipality must expend resources on the specifc purpose or project
before the provider reimburses any amounts. Therefore, revenue is generally recognized as qualifying
reimbuEable expenditures are incurred.

For voluntary non-exchange tlansactions (such as donations and certain grants and entitlements) receivables
and revenues are generally accounted for in the same manner as govemment-mandated non-exchange
transactions discussed above.

lnterests on deposils are recorded when eamed since these revenues are considered both measurable and
availabb at June 30, 2013. Receipts of any type of revenue sources collected in advance for use in lhe
following liscalyear are recorded as unearned revenues.

According to GASB No. 34, all general capilal assets and the unmatured long{erm liabilities are recorded only
in the accompanying statement of net position. The measurementfocus and lhe basis ofaccounting used in the
accompanying GWFS differ significantly from the measuremenl focus used in the preparation of the GFFS.
Therefore, the accompanying GFFS include reconcilialions, as detailed in lhe accompanying lable of contents,
to better identify the relationship belr.,€en the GWFS and the GFFS.

Govemment Fund Financial Statements - The accompanying GFFS are repoded using the cunent financial
resources measurements focus and the modified accrual basis of accounting. Revenues are generally
Iecognized as soon as they are both measulable and available. Revenues are mnsidered to be available when
they are collectible within the current fiscal year or soon enough thereafler to pay liabilities ofthe cunent fiscal
year. For this purpose, the Municipality generally considerc mosl revenues (municipal licenses taxes,
mnstruction excise taxes, sales and use taxes, interests on deposits, intergovernmenlal grants and
contributions and certain charges for services) to be available if collected within sixty (60) days after June 30,
2013. Al June 30, 2013, all revenues sources met this availability critedon.

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

Other levenue sources considered susceptible to accrual include municipal license taxes, sales and use taxes,
construction excise taxes, intergovernmental grants and contributions, interests on deposits and charges for
services. These principal levenue sources meet both measurabilily and availabilily criteda in the accompanying
GFFS,
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ln a manner similar to the GWFS, but subject to and limited by the availability criteria discussed above, all
revenues, expenses, gains, losses, assets and liabilities resulting from exchange, exchange-like transactions
are also generally recorded when the exchange lakes place whib all revenues, expenses;gains, losses, and
assets resulting from non€xchange lransactions ale recorded Men an enforceable legal claim arises or when
all eligibility requirements imposed by the provider have been met, applicable. lnrerests on deposits are
recorded u/hen eamed since these revenues are considered both measurable and available al June 3b, 2013.

Pu$uant to the provisions of GASB lnterpretation No.6, Recognition and Measurenent of Ceftain Liabilities
and Expenditures in Govennental Fund Financial Stalerrer,ts {GASBI No. 6), in the absence of an explicit
requirement (i.e., the absence of an applicable modifcation, discussed below) the l\runicipality gene;alu
accrues a governmenlal fund liability and expenditure {including salaries, professional services, supplies,
utilities, elc.) in the pedod in Mich the government incurs lhe liability, to the extent that these tiabjlities are
normally expecled to be liquidated in a timely manner and in full wilh curent available financial resources. The
accompanying Balance Sheet - Governmental Funds generally reflecls only assets that will be converted into
cash to satisry cunent liabilities.

Long-term assets and those assets that will not be converted into cash to satisfy current liabilities are generally
nol accounted for in the accompanying Balance Sheet - Governmental Funds. At the same time, l;ng_term
liabilities (generally, those unmalued that will not require the use of currenl financial resources to paylhem)
are nol accounted for in the accompanying Balance Sheet - Governmental Funds.

The measurement focus of the GFFS is on decreases of net linancial resourc€s (expenditures) rather than
expenses. l\,lost expenditures are measurable and are recorded when lhe related governmental fund liability is
incurred. Allocation of costs, such as depreciation and amortization, are recorded in the accompaning
Statement of Activities, but are nol recorded in the accompanying GFFS.

E. A$ets, liabilities and net position

l. Cash, cash equivalents, and cash with fiscal agent- The Municipalitys cash and cash equivalents are
considered to be cash on hand, demand deposits, and short{erm investments with original matudties of three
months or less from the date ofacquisition.

Cash with fscal agent in the debl service fund represents special addilional property tax mllections retained by
the Commonwealth of Pueno Rico and restricted for the payment of the Municjpality's debt service, a;
established by law. Also, cash with fiscal agent consists of unused proceeds of bonds and notes issued for the
acquisition ofequipment and construction of major capilal improvements.

2. Receivables and payables- Aclivity between funds that are representative of lending/bonowing anangements
outstanding at the end of lhe fiscal year are referred lo as either due to/from other funds, (i.e., the curent
portion of interfund loans) or 'advances to/from other funds' (i.e., the non-currcnt portion of interfund loans). All
other outstanding balances between funds are reporled as'due to/from otherfunds.,

Advances between funds, as repoded in the fund financial statements, if any, are offset by a fund balance
assignment account in applicable governmenlalfunds to indicale that they are not available for appropdation
and are notexpendable available financial resources.
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Receivables are stated net of estimaled allowances for uncollectible accounts, which are delemined, based
upon past colleclion expedence and currenl economic conditions. lntergovernmental teceivables in the General
Fund replesents the balance due fom the l\,4unicipal Revenue Collection Center (CRIM) resulting from the final
liquidations of advances made by cRll,i to the l\,'luniciparity coresponding to coflections from 

-propedy 
taxes

and legislative appropriations from the Commonwealth of Puerlo Rico plus final liquidation of contribuiions in
lieu of taxes payable by the Puerto Rico Electdc power Authority (pREpA) to the l\y'unicipality. Dufing the last
years, the Puerto Rico Electric Power Authority has not been financially able to afford the coat of the
Contribution in Lieu of Taxes as required by Section 22(b) of Act Number 83-1941, as amended. For those
years, the Authority has recognized a partial credit for each year and has amortized the remaining amount
owed during the three subsequent fiscal yearc. As of June 30, 2013, the Contribution in Lieu;f Taxes
corresponding to the Municipality of Yabucoa amounted to $3,139,065. l,4anagement anticipates that due to the
serious financial limitations being encountered by pREpA, the reaming non-credited balance of such amount
will be amoiized during the fscal yearc 2014, 2015 and 2016. lntergovemmental Receivables in the debt
service fund represent lhe amounls due from the cRll\rl resulting from the excess of current year property tax
collections over current year advances. lntergovemmental receivable in the special revenue or capit;l project
funds represent amounls owed to the Municipality for reimbursement of expenditures incuned pursuani to
federally funded orstate funded programs.

Dudng the beginning of fiscal ye 2008-2009, the Municipalily resolved the conlract signed wilh the secretary
of the Treasury to collect and distribute the revenues produced by the sales and use tax. As part of the new
organizational chart implemenled for the Finance Directorate, a new unit was crealed under such directorate
which has been responsible to manage lhis function at the [4unicipality's level. such decision has been
beneficialfor the l\,'lunicipality in its search for additionalincreases in cunent revenues derived from such tax.

3, lnventories- lnventories in the generalfund is recorded as expenditure and, consequently, the inventory is not
recorded in the statement of net position.

4. Capital assets- Capitalassets, which include land and land jmprovements, buildings, struclures and building
improvements, machinery and equipment (including equipment held under capital leases), furnilure and
fixtures, lic€nsed vehicles, mnstruction in prcgress, and infrastructure. The Munjcipality deines capital assel
as assels with an initial, individual cost of more than $500 and an estimated useful life in excess of one year.
Such assets are reported at historical cost or estimated hisloical cosl if purchased or constucted. Oonated
capjtal assels are remrded at estimated fak market value at the dale ofdonation.

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

It ajor outlays for capilal assets and improvemenls are capitalized as projects are construcled.
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Capital assets of lhe l\y'unicipality are depreciated using the straightline method over the following eslimated
usefullives;

Description

Land lmprovements

Buildings, structures and buildinQ impovements
lnlraslrucfure

Fu mifure and lixturcs
l\,lachinery and equipment

Equipmenl held under capita leases

lJ3efulLife

20 years

30 lo 50 years

20 io 50 yea6
5 years

5 to 20 years

5 to 20 years

3 to 5 years

5. Uneamed revenues. ln the GFFS, uneamed revenues arises when one of the following situalions occur:

a. Potential revenue does nol meet both the "measurable' and 'available' criteda for revenue recognition
in the cunent period (unavailable revenue). As previously discussed, available is defned as due (or
past due) at June 30, 2013 and collected within 60 days therealter to pay obligations due at June 30.

ln subsequent peiods, Mren both criteria are met, the liability for uneamed revenue is removed and
revenue is recognized.

b. The Municipality receives resources before it has a legal claim to them (unearned revenue). ln
subsequent periods, when lhe revenue recognition criterion is mel, the liabilityfor unearned revenue is
removed and revenue is recognized.

Uneamed revenues at the govemment-wide level arise only when the Municipality receives rcsources
before il has a legal claim to them.

6. Long.lerm obligations. The liabilities reporied in the governmenlwide linancial statements included
general and special obligation bonds and notes, and other long-term liabilities, such as vacation, sick leave,
litigation, long-tem liabilities to other govemmental entities.

ln the fund fnancial statements, governmental fund types recognize bond issuances cost, during the
cu rent pe od. The face amount of debt issued is reported as other inancing sources, while bond issuance

costs, whetheror notwithheld from the aclualdebt proceeds received, are repoded as expenditures

7. Compensated absences- Employees accumulate vacation leave at a rale of 2.5 days per month up to a
maximum of60 days. U npaid vacalion time accumulated is fully vested to the employees from the first day
of work. Allvacation pay is accrued lvhen incured in the governmenlwide financial stalements.

Employees accumulate sick leave at a rate of '1.5 days per month up to a maximum of 90 days. Upon
retirement, an employee receives compensation for allaccumulated and unpaid sick leave at the current
rate, if the employee has at least '10 years of service with the l,4unicipality. All sick leave pay and salary
related benefits are accrued when incurred in the governmentalwide frnancial statemenls when the
employee meets such criteia.
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8. Claims and iudgments. The estimated amount of the liability for claims and judgments, which is due on
demand, such as from adjudicated or settled claims, is recorded in the general fund when the liability is
incurcd.

9. Fund Balances - On July '1, 2009, the Municipality adopted the provisions of GASB Statement No. 54,
Fund Balance Repotling and Govenmental Fund fype Definilions (GASB No. 54), which enhanced the
usefulness of fund balance informalion by providing clearer fund balance classifcations that can be more
consistenlly applied. This statement establishes fund balance classifications that compdse a hierarchy
upon lhe use ofthe resources reported in govern menlal funds.

Pursuant to the provisions of GASB No. 54, the accompanying GFFS report fund balance amounts that are
considered restricted, committed, assigned and unassigned, based on the relative strength of the
constrains that control howspecific amounts can be spent, as descibed as follows:

a. Reslricted - Represent resources that can be spent only for the specific purposes stipulated by
constitutional provisions, external resource providers (e(emally imposed by creditors or granlors), or
through enabling legislation (that is, legislation that creates a new revenue source and restricts its use).
Effectively, restriclions may be changed or lifted only with the consent of resource providers.

b. Connitted - Represent resources used for specific purposes, imposed by formal action of the
Municipal's highesl level of decision making authority (l\4unicipal Legislature through resolutions and
ordinances)and can only be changed by a similar law, ordinance or resolution, no later than the end of
fscal year.

c. ,Assigned - Represent resources inlended to be used by the Municipality for specific pueoses but do
not meet the criteria to be classitled as restdcted or committed (generally executive orders approved by
the [4ayo0. lntent can be expressed by the l\,lunicipal Legislature, the lvlayor or by an official or body to
wfiich the l\,4unicipal legislature delegates authority in conformity with the Autonomous i,,lunicipalities
Act of Puerto Rico, as amended. ln govemmental funds other than the generalfund, assigned fund
balance represents the remaining amount that is not restricted or mmmitted.

d. Uoassigned - Represent the residual classification for the lllunicipalitys generalfund and includes all
spendable amounts not contained in the other classifications. ln other funds, the unassigned
classification is used only to report a deficit balance resulting from overspending for specific purposes

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

The ltlunicipality reports resources constrained to stabilization as a specified purpose (resticted or
committed fund balance in the general fund) only if: (1) such resources meet the other citeria for those
classifications, as described abo\ie and (2) the circumstances or conditions thal signal the need for
stabilization are identifed in suffcient detail and are not expected to occur routinely. However, the
Municipality has not entered into any stabilization-like arrangements, nor has set aside material fnancial
resources for emergencies and has not established formal minimum fund balances amounls as of for lhe
fiscalyear ended June 30, 20'13.
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ln situations when expenditure is made for a purpose for which amounts are avairable in murtiple fund
balance classifications, the [.4unicipality generally spends committed resources first, and then unrestdcted
resources. Within unrestricted resources, the l,4unicipalily generally spends committed resources first,
followed by assigned resources, and then unassigned resources.

10. Net position - Net position has been reported pursuant to lhe provisions of GASB Statement No. 63,
Financial Reporting of Deferred Outflows of Resources, Deferred lnfo'./s of Resources, and Net posjlion.

Net Position represents lhe difference between all assels plus deferred outflows of resources and all
liabilities plus defefied inflows of resources. The Nel Position consists of nel resources restricted by
extemal padies (such as debt covenants, creditors, grantorc, mnlributions, laws or regulations of other
governments, ect.) or net position for which constrainls are imposed by the constilutional provisions or
enabling legislation.

Enabling legislation consists of legislation that authorizes the l\y'unicipality to assess, levy, charge or
otherwise mandate payment of resources (fom external resource providers). Enabling legislation
establishes restrictions if it includes a legally enfolceable requiremenl that those resources be used only for
the specifc purposes stipulated in the legislation.

A legally enforceable enabling legislation restriction is one thal a parly exlemal to the Municipality (such as
citizens, public inleresl groups, or the judiciary) can compel the lilunicipality to honor. The l\4unicipality
periodically reevaluates the legal enforceability of an enabling legislation to detennine jf any of the
resources raised by the enabling legislation are used for a pupose not specifed by lhe enabling legislation
or ifthe l\4unicipality has othercause lor consideration.

The classification of restricted net position identifies resources that have been received or earned by lhe
Municipality with an explicit understanding bet\,,€en the [,lunicipality and lhe resource providers that the
resources would be used for speciic purposes. Grants, contibutions and donations are ofren given under
those kinds ofconditions. Bond indentures also oflen limitthe use ofbond proceeds to specific purposes.

lnternally imposed designation of resources, including earmarking, are not reported as restricted net
position. These designations consist of managements plans for the use of resources, which are subject lo
change at the discreton ofthe MunicipalLegislature.

ln the governmenlwide statements, net posilion is segregated into three categories:

a, Net inveslnent in capifal assels: Represent the component ofthe net posilion that consist ofcapital
assel balances nel of accumulated depreciation and outstanding balances of any bonds, notes and
olher borrowings that are afl butable to the acquisilion, construction, or improvement of lhose assets.
This category should not include cash that is restdcted to capilal asset acquisilion or construction
(unspent bond proceeds).

b. Restricled ,le, pos,lior: Represents lhe component of the net position that is subject to reslrictions
beyond the Municipal's mntrol. These include restrictions that are externally imposed (by creditors,
grantors, contributors, or la'r6 and regulations of other governments) or resl ctions imposed by the
law through constitutional provisions or enabling legislalion (including enabling legislation passed by
the government itselo.
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1. ORGANIZATION AND SUI'IMARY OF SIcNIFICANT ACCOUNTING POLICtES (CONTTNUED)

c, Unresticted net position: Represenl the component of the net position thal do not meet the
definilion of net posilion net invesled in capital assets or restricted. LJnrestricted assets are ofien
designated to indicate that lvanagement does not consider them to be avaibble for general
operations. These types of constraints are internal and Management can remove or modiry them.
Designations are not reported on the face ofthe statement ofnet posjtion.

11. Accounting for Pension Costs- On July 1, 2007, the Municipality adopted the provisions of GASBS No.
50, Pension D/sc/osure, Mich amended GASBS No. 27, Accounting fot pensions by State and Local
Govemnent Enployers, by requiring disclosure of how lhe contractually required contribution rate is
delemined bygovernments participating in mu lti-employer coslsharing pension plans.

The Municipality accounts for pension costs fom the standpoint of a participant in a multi-employer cosl
sharing plan. Accordingly, pension costs recognized in the accompanying basic financial statements are
equal to the statutodly required contributions, with a liability recorded for any unpaid rEuired contdbutions.

For the pueose of applying the requirements of GASBS No. 27, the state Govemment of puerlo Rico is
considered to be the sponsor ofthe Employees' Retirement Syslem ofthe Government of puerio Rico and
its lnstrumentalities (ERS)and System 2000, a m ulti-employer coslsh aring define beneft pension plan and
a hybrid deined cont bution plan, respectively, in which the employees ofthe lilunicipality participate. The
l\,4unicipality is considered a participant, and not a sponsor, of these retirement systems since the majority
of the participants in lhe aforementioned pension trust funds are employees of the Government of puerlo

Rico and the basic fnancial statements ofsuch retirement systems are part ofthe financial repoding entity
ofthe Government of Puerto Rico.

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

a. Operating Transfers- Legally requhed transfers that are reported when incured as "Operating
lransfeFin" bythe recipientfund and as'Operating transferc{ul'by the disbursing fund.

b. lntra-Enlity Transaclions- Transfers beh^reen the funds of lhe primary govemment are reported as
interfund translers with receivables and payables presented as amounls due to and due from other
funds.

'13. Risk financing. The Municipality caries commercial insurance to cover casualty, thefl, tort claims and
other losses. lnsurance policies are negoliated by the Puedo Rico Treasury Departmenl and costs are
allocated among all the l,4unicipalities of Puerto Rico. Under Act No. 63 of June 21, 2010, the Legislative
Assembly of lhe Commonwealth of Puerto Rico, authorized lhe municipalities lo procure and manage at
their own discretion all insurance policies, including those related lo health plans being provided to the
municipal employees. The Municipality obtains medical insurance from a health insurance company for ils
employees. Different health coverage and premium options are negotiated each year by the lilunicipality.
Premiums are paid on a monthly basis directly to the insurance company.

Cost of insuranc€ allocaled to the Municipality and deducted from the gross property tax collections by the
It4unicipal Revenue Collection Center ('CRl[,4') for lhe year ended June 30, 2013 amounted to $611,S59.

32

CO I/IO'{WEALTH OF PUERTO RICO
MUNICIPALITY OF YABUCOA

Notes to Basic Financial Staaements
For the FiscalYearJune 30, 2013



1. ORGANTZATTON AND SU[,tMARYOF StcNtFtCANT ACC0UNTTNG pOLtCtES (CONTTNUED)

The cunent insurance policies have nol been cancelled or terminated. The CRIM also deducted $528,810
forworkerc compensation insurance covering all municipal employees.

14. Use of Estimates. The preparation of financial slatements jn confomity wilh USGAAP requires
Management lo make estimates and assumptions thal affect the repofied amounts of assels and liabllities
and lhe disclosure of contingeflt assels and liabilities at the date of lhe financial slatements, and the
reported amounts of levenues and expenses during the repo(ed period. Actual amounls could difler hom
those estimates.

2. CASH AND CASH EOI,UALENTS

The lvunicipality maintains its deposits in various commercial banks located in Puerto Rico and Government
Development Bank for Puerto Rico (GDB). Proceeds from bonds and funds related to cedain grant awards are
required by lawto be held with GoB.

On July 1, 2005, the [4unicipality adopted the provisions of GASB Statement No. 40 (GASB No. 4O), Deposit and
lnvestnent Risk Discloswe, an Anendnent to GASB Slatement No. 3. This statement requhes lhat state and local
govemmenls disclose essential risk information about deposits and investments. The disclosure requirements
cover four main areas: (1) credit risk, (2) interest rate risk, (3) custodial credjl risk, (4) foreign exchange exposure.

Credit risk - This is the risk that an issuer or other counterparty lo an investmenl will not fulfll its obligations. ln
compliance wjth the laws and regulations ofthe Commonwealth, the Municipality has adopted, as il,s cuslodialand
credit isk poljcy, lhe Statenent of lnvestmenl Guidelkes fot the Govemnent of the Connonwealth ol pueio
Rico. Accoldingly the l\4unicipalily invesls only in obligations ofthe Commonweallh, obligations of the United Stales
of America, ce ificates of deposits, commercial paper, bankers' acceptances, or in pools of obligations of lhe
municipalities of Puerto Rico, which are managed by GDB. According to the aforementioned investment guidelines,
the l\,lunicipality does not invest in marketable securities or any types of investments for which credit risk exposure
may be signiflcant. Therefore, the [,4unicipalitfs managemenl has concluded that lhe dsk relaled to any possible
loss related to defaults by commercial banks on the Municipallty's deposits is considered low at June 30, 2013.

lnterest rale risk - This is the risk that changes in interest rates of debt inveslments will adversely affect the fair
value ofan investmenl. The Municipality manages its exposure to declines in fair values by: (1) not including debt
investments in its investment portfolio at June 30, 2013, (2) limiting the weighted average malurity of ils
investments to three months or less, and (3) keeping mosl of its bank deposits in interests bearing accounts
generating interests at prevailing market rales. At June 30,2013, the Municipality's investments in certificates of
deposits are remrded at cost, which approximales their fair value. Therefore, the Municipality's maflagement has
concluded that al June 30, 2013, the interest rate risk associaled with the Municipalilys cash and cash equivalents
is considered low.

Custodial credit risk - ln the case of deposits, lhis is the risk that in the event of a bank failure, lhe lilunicipaliiy's
deposils may not be recovered. Pursuant to the Statenent of lnvestnent Guidelines for the Government of the
Comnonweafth of Pueio Rico the balances deposited in commercial banks by the Llunicipality are insured by the
FederalDeposit lnsurance Corporation (FDIC)generally up to a maximum 0f9250,000 perdepositor.
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2. CASH AND CASH EQUTVALENTS (CONTtitUED)

ln addilion, public funds deposited in commercial banks are fully collateralized for the amounts deposit in excess of
the federal deposjtory insurance. All securities pledged as collateral are held, in lhe Municipality,s name, by the
Commonwealth's Secretary of Treasury Deposits with GDB are unassured and uncollaterdiz;d. However, no
losses related to defaults by GDB on deposil transaclions have been incurred by the Municipality through June 30,
2013. Therefore, the lvlunicipality's management has concluded that at June 30, 2013, the custodiaicredit risk
associated with the l,4unicipality's cash and cash equivalents is considered low

Foreign exchange risk - The sk that changes in exchange rates will adversely affect the value of an investment
ora deposit. According lo lhe aforemenlioned investment guidelines, the l\4unicipality is prevented from invesling in
foreign securities or any other types of investments in which foreign exchange risk exposure may be signifi;nl.
Accordingly, Management has concluded that the foreign exchange risk related to the l.4unicipalily's deposits is
considered low al June 30, 2013.

Under Common\,r,ealth of Puedo Rico slatutes public funds deposited in commercial banks must be fully
collateralized for the amount deposited in excess of federal depository insurance. All securities pledged as
collateralare held by the Secretary ofthe Tleasury of Puedo Rico. ln addition, the l\4unicipality maintains deposits
with the Govemment Development Bank forPuerto Rico (GDB).

Deposits - The Municipality's bank balances in commercial banks of approximately 9540,898 in the general fund
wele fully collatelalized at June 30, 20'13. ln the other governmental funds lhere were deposits wilh commercial
banks of approximately $'1,330,762 that were fully collateralized.

The deposits at GDB of approximately $1'19,503 that is restricted for other purposes in the general fund, the
$1,474,178 thal is restdcted principally for capital projects in the capital project tund - state and locat grants, lhe
$2,438,264 in the debl service fund are unsecured and uncollateralized, as no collateral is required to be caried by
governmental banks.

3. RECEIVABLES AND DUE FROI,l GOVERNMENTAL ENTITIES

A.

B.

Prcpedy 
'f,xes 

- Prcpedy taxes receivable recorded in the general fund amounted to $1,207,753.

Municiwl License Tax. the [,4unicipality imposes a municipal license tax on all businesses that operate wilhin
the Municipality, which are not totally or partially exempt hom the tax pursuant to the lndustrial lncentives Act of
the Commonwealth of Puerto Rico. This is a self-assessed tax based on the business volume in gross sales as
shown in the tax retum that is due on April 15 of each year. Entities with sales volume of $3,000,000 or more
must include audited financial statements together with the tax return. Duing lhe fscal year eaded June 30,
2013, the tax rates were as follows:

1. Financial business- 1.50% ofgross revenues

2. Other organizations- 0.50olo of gross revenues

This tax is due in t,,io equal installments on July 1 and January 1 of each fiscalyear. A discount of5% is allowed
when full payment is made on or before Ap l 15. Municipal license tax receivable represents filed municipal
license tax returns that were uncollected as of June 30, 2013, net of allowance for uncollectible accounts.
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3, RECEIVABLES AND DUE FROM GOVERNMENTAL ENTITIES (CONTINUED)

I/unicipal license taxes collected priorlo June 30 but perlaining to lhe next fscalyear are recorded as uneamed
revenues.

C. Municipal sales and use fax " The Municipality imposes a sales and use tax within the lerrjtorial limils of the
Iilunicipality pursuant to lhe lnternal Revenue Code of the Government of Puerto Rico. This is a self-assed tax
consisting of one and harf percenl (1.5%) on the sale price of a taxable item or on the purchase price of all
usage or consumption of a taxable item. lt is collected monthly in a lax retum that is due tlvenly calendar days
after the end of each monlh.

A portion oflhe sales tax amounting 0.270 is reslrlcted for the payment of long-term debt and is recorded in the
debt s€rvice fund. The remaining portion of the 1.5% is recorded in the general fund since is available for
general operating purposes.

Sale tax receivable represenls sales tax levied that r4€re collected subsequent to June 30, 2013, but pertaining
to current year period. At June 30, 2013, the sales and use taxes receivable amounted to $61,304.

D. Due lron Conmonwealth Covemnenl . ln the General Fund, Due from Commonwealth Govemment
replesents expenditures incurred not yet reimbursed by other govemmental entities. Following is a detail of the
intergovemmental receivable:

Due fom Commonwealth Government of $137,624 in the Debt Service Fund represents lhe amounts resulting
from the cunenl year sales and use tax collections and the additional property tax corresponding to June 2014
but not yel paid by the l\,lunicipal Revenue Colleclion Center, respectively.

Gov.mmental Entilv

Puerto Rico Treasury Deparlment

Govemmenl Developmenl Bank

Total

Govemmental Entitv

Pue o Rico Treas!ry Depadment

Government Development Bank

Total

Fedelal Proorah Description

Community oevelopment Block Grant - Stale's Program
Ch ld Care Developmenl Block crant
Disaster Grants Public Assistance

Total

Amount

$ 250,000

308.911

ll5!.E!1

Amount

$ 50,599

87.025

11t7.024

A!gu!!
$ 317,344

354,258

143_770

l ll5itz

Due from Commonwealth Government of $320,466 in oiher Governmental Funds represents the amount owed
to the Municipality from the 9-1-1 Service Government Board.

E. Due fton Federal Goyenrrer,, - ln the other Govemmental Funds, Due from Federal Government represents
expenditures incuned not yet reimbursed by the Federal Government or the passlhrough granlors. Following js

a detailofamounts included in this item:
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4. INTERFUNDTRANSACTIONS

lnlerfund receivables and payables at June 30, 2013, and interfund transfers dudng the fiscal year ended at June 30,
2013, are summarized as follows:

a. Due from/to otherfunds:

Receivable Fund

ceneral F!fld

0lher Govemmenlal Funds

General FLrfd

Total

b. Transfer in/oul to otherfunds:

Transfer out

Genelal Fund

Pavable Fund

Olher Governmenlal Funds

GeneralFund

Capital Projecls Fund Local and
Stale Grants

Pulpose

Reimbursable Expenditures

Short-tem borcwings

Reimbursable Expenditures

Trangter in

Olher Governmental Eunds

Puapo3e

Iransfer of funds for
operctional activilies

Trcnsfer of funds or
operallonal activilies

Debl Retirement

Transfer offunds or
operational activities

Amount

$1,629,351

1,M4,U0

101.202

12J11093

Amount

$ 477,625

1,953,883

304,631

745,U0

l_L{81,679

Oher Govemmental Funds General Fund

General Fond Debl SeNice Fund

Capjtal Projecls Fund - Local

0lher Govemmental Funds& Stale Grants

Total

SPACE INTENTIONALLY LEFT IN BLANK.
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5. CAPITAL ASSETS

capital assets; those with an estimated useful life of one year or more from lhe time of acquisition by the
l,lunicipality and a cost ofg500 or more, are primarily funded through the issuance of longierm bonds and loans. A
summary of capital assets and changes occuring in 2013, including lhose changes pursuant lo lhe implemenlation
ofGASB Statement No.34, follows. Land and construction in progress are notsubjectto depreciationl

Govemmental Aclivitie.:
Capital asset, not being depreciated:

tand
Constuclion in progress

Total capilal assets not beinq depreciated

Capital assets, being depreciated:

Buildings stuclures and building improvements
lnfrastructule
Vehicles machinery and equipmeot and
fumilurc and fixtures

ollice equipment under capital leases

Total capital assels being deprecialed

Less accumulated deprecialion fori

Buildings slructures and building imprc!€menls
lnlrastruclure
Vehicles, machinery and equipment and
fumiture and fixfures

Offce equipment under capital leases

Tolal accumulaled depreciaton

Total capital assels beiflg depreciated nel

Govemmental actjvities capital assets, nel

Ealance
Julv 1.2012 Addifions Retremenb

$ 8,021,703 $ -
630.708

8.021703 630.708

22,6/,8,306 90,124
33,663,415 232,112

6,257,194 130,S59
141.502

62.710717 453.255

(6,203,S43) (1,612)
(12,158,394) (4,594)

(8,488,649)
(67.668)

(26.918.660)

35.792.057

$ rE 0ljtzu

l.14,212]'

Balance
June30.20l3

$ 8,021,703

630.708

8.652.411

22,738,430

33,8S5,587

6,388,153
.141.502

63.163.972

(6,205,561)

02,162,988)

(8,502,861)
(67.668)

(26.939.078)

36.224.894

$

(24 418\

432831

9 L0!3145

Depreciation expens€ was charged to functions/programs ofthe Municipality as follows:

Govemmental aclivities:

General govemmenl

Public salety
Community development

Tolal deprecialion expeB..govemmenlal aclivities

Amount

$ 20,044

302

12
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6. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

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

Desc ption cenelalFund

Cipit!l

Siaie & Local
Gl6nts

Oher

Toial

$ 4023138

242 430

$ 4,633 178

242,4U

$ 1,881,608

$ 7,7m $ 608,340

s 1,265 $8 $ /./00 I $ 608 3.40

7. DUE TO OTHER GOVERNMENTAL ENTITIES

The amounts due to other governmental entities in lhe General Fund include the following:

Govemmental Enlitv

Poerto Rico Heallh Service ldministration
Puedo Rico Aqueduct and Sewer Aulhorily
Puerlo Rico oepartment of Labor

General Services Administraton

Total

Amount

$ 1,608,659

854,880

26,257

$2,512,035

$ 9,723

9,301

8,595

5,892

3,574
2,145

t 39,270

8. UNEARNED REVENUES

A. unicipal License Tax. The unearned revenues of $3,745,486 in lhe general fund relates to municipal license
tax collecled in fiscal year 2012-13 thal will be earned in fiscal year 2013-14.

B. Federal Govemment. The uneamed revenues presented in the other govemmental funds represent the
porlion of federal grants received for which qualifying expenditures have not been incured. lJnearned
revenues from lhe federalgovernment are as follows:

Proqram DBcriDlion

Emergency Sheller Grant

Urban Development Action Grant

Homelessness Prevenlion and Raprd Re-housing Program

Justi@ Assistance Granl
Housing Opportunities for Pe6ons with AIDS
Others

Total
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9. PROPERTY TAXES

The perconal property tax is self-assessed by lhe taxpayer on a retum which is 10 be filed by May 15 of each year
with the Municipal Revenue Collection Center ('CRll\y''), a govemmental entity created by the government of Puedo
Rico as pari of the l\runicipal Legislation approved in Augusl 1991. Real property tax is assessed by the CRI[.4 on

each piece ofrealestate and on each building.

The assessment is made as of January 1 of each year and is based on curcnt values for personal properiy and on
estimated values as of '1957 for real propedy tax. The tax on personal property must be paid in full together with lhe
return by May 15. The tax on real property may be paid in lwo installments by July 1 and January 1. The CRIM is

responsible for the billing and collections of real and personal properly taxes on behalf of all the municipalities of
Puedo Rico. Prior to the beginning of each fiscalyear, the CRlL4 informs the l\,lunicipality ofthe estimated amount of
property tax expected to be collected for the ensuing fiscal year. Throuqhout the year, the CRIM advances funds to
the Municipality based on the initial estimated colleclions.

The CRI[,i1 is requhed by law to prepare a liquidation statement on a fiscal year basis, whereby a comparison is

made between the amounts advanced to the Municipality and amounts actually collected flom taxpayers. This

settlement has to be completed on a preliminary basis not later than three months afrer fiscal year-end, and a linal

settlement made not later than six monlhs after year-end, subject to lhe verification by its lndependent Auditorc. lf
lhe CRIM remits to the Municipality prcperty tax advances, which ale less lhan the tax actually collected, a
receivable from the CRll\,1 is recorded at June 30. However, ifadvances exceed the amount actually collected by lhe
CRll\,l, a payable to the CRllVl is recorded at June 30. The CRIM issued lhe final liquidation noting that collections

exceeded advances by $437,062.

On January 26,2000, Public Law N0.42 was enacted, which authorized the CRI[,4 to oblain a loan up to
9200,000,000, and for a term not to exceeding 10 yeaE, to allow for the financing of the debt that the Municipalities

of Puerto Rico have with the CRIM aising from fnal settlements of property tax advances versus actual collections

lhrough fscal year ended June 30, 2000. The amounts that the Municipalities will collect from additional property

taxes resulting hom increases in the subsidy from the Commonwealth of Puerio Rico to the L4unicipalities are

assigned through this law to repay such loan. The increase in this subsidy was the lesult of the Public Law No. 238,

enacted on August 15, 1999. On Oclober 11, 2001, Public Law No. 146 was enacted to amend Public Law No. 42, to

extend the loan amortization peiod up to 30 yearc. The Stalement of Net Position includes an outstanding debt

balance of $492,563 atJune 30, 2013, related wilh La'fl No.42.

Also, on October 1'1, 2002, Public Law No. 172 was enacted, to provide as an option for the Municipalilies to include

the debt that the [,lunicipalities of Pue(o Rico have wilh the CRIM arising from final settlements of property tax

advances vercus actual collections for the fiscal year ended June 30, 2001 '{ilh the loan autho zed lhrough Public

Law N0.42 enacted on January 26, 2000.

On June 26, 1997, Public Law No. 21 was enacled, authorizing the CRIM, among othel things, to sell lhe property

tax receivables related to taxpayers who owned propedy taxes from 1 974 to 1 996. Such property tax leceivables

were purchased by the Public Financing Comoration, a subsidiary of the Government Development Bank of Puerto

Rico (GDB) using the proceeds of a bond issuance executed for such purposes. Said Law imposed the CRliil the

obligation to replace uncollectible propedy tax receivables with any valid property lax receivable or equivalent in

money. Subsequent to the approval of the Law and to lhe sale transaction, it was detected that a subslantial

percentage of the receivables sold',,ie[e uncollectible.
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9. PROPERTY TAXES (CONTINUED)

ln order to protect the economic damage to the financial structure of municipalilies caused by the substilution of
uncollectible tax receivables with sound collectible receivables, on October 11, 200i, public Law No. 146 was
approved and enacted. Through this Law, lhe CRIM was aulhorized to obtain a loan from any qualified financial
inslitution and pay in advance the outstanding balance of lhe bonds issued and any related cosl incuned for the
purchase by the Public Financing CoDoration (a GDB subsidiary) of the tax receivabtes. The loan is being paid by
the municipalities through a 30 year long term financing negotiated by the CR|M wilh GDB on behati of such
municipalities as aulhorized bythe indicated Law. During the first fve years ofthe note, commenced in July 1, 2003,
lhe Municipality shall pay only interest. At the end of the frct fve years of the note, the repayment terms and
condilions of the nole shall be renegotiated to allow the l\,lunicipality lo pay lhe outslanding balance of the note in
equal installments of principal plus interest, through maturity. The Stalement of Net Position includes an outslanding
debt balance of$162,263 related to Law No. 146.

The annual tax rate is 10.83% for real properly and 8.83% for persoflal property of which 1.03% of both tax rates are
for the redemption of public debt issued by the Commonwealth of Puerto Rico. The remaining percentage is
dislributed as follows: (a) 5.8% and 3.8%, respectively, represents the Municipatity's basic propeny hx rate which is
appropriated for basics and accounted for in the General Fund. A portion of such amount is deposited in an
equalization fund together with a percenlage of the nel revenues of the Puerto Rico electronic lottery and a subsidy
from the Commonwealth of Puerto Rim. From such fund, a distribulion is made to all municipalitiesj (b) 4.00%
represenls the ad valorem tax restdcted fordebt seruic€ and accounted for in the debt service fund.

Residential real property occupied by its owter is exempt by law from the payment of propedy taxes on the irst
$15,000 of the assessed value. For such exempted amounts, the Puerto Rico Treasury Department assumes
payment of the basic tax to lhe Municipalities, excepl for property assessed al less than $3,500 for which no
payment is made. As part of the lvunicipalAutonomous Lawof1991, the exempt amount to be paid bythe Puerto
Rico Treasury Department to the Municipalities was frozen as of January 1, '1992. ln addition, the law grants a tax
exemption from the paymenl of personal property taxes of up to $50,000 of lhe assessed value lo retailers having
annual net sales ol less than $150,000.

SPACE INTENTIONALLY LEFT IN BLANK.
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10. LONG.TERM LIABILITIES

Long{erm liability activily for the year ended June 30, 2013, was as fo ows:

De3cription

Beginning
Balance, as

re3tated
Ending
Balance

DueWithin
OneYear

Borowings Paymenls or
orAdditions Deductions

Bonds payable

Public Acl No. 42 January 20, m01

Arblic Acl No. 14{i of october 1 1 . 2001

U.S Departnent ol Rulal Development

Compensated absences

201 1 Repaymenl Plan Department of
Labor (467,597)

2012 Repayrn€nl Plan Departnent oI
Labor($170,321)
2012 Repayment Plan Dep lment of
Labor ($302,566)

Claims and judgments

Tolal

$ 17,3n3m
il',327
i70,803

69,S54

2,891,370

3,563,314

235,948

228,998

68,369

$ 1,505,000 ($ 1,111,000)

(12,76/-!

(8,5(])

(1,298,502)

028,69S)

(41,435)

183,272)

__-l!!t19,q7L

$ 17,767,300

492,563

162,263

69,954

1,592,868

3,563,314

107,249

128,886

145,726

1,533,751

$ 923,200

13,566

8,540

130,000

128,699

51,554

83272

797,734

__!r$f!5

170.321

1521,017

i25,107,383 t3,t95,338 $ 25,563,871

A. Legal debt margin. The lt4unicipality is subject to a legal debt margin requirement, which is equat to 10% of
the tohl assessment of propery located within the [runicipality plus balance of the ad valorem taxes in lhe debt
service fund, for bonds payable to be repaid with the prcceeds of property taxes restricted for debt service. ln
addition, before any new bonds are issued, the revenues ofthe debt service fund should be sufficient lo cover
lhe projected debt service requirement. Long-term debt, excepl for lhe bonds and notes payable, is paid with
unrestricted funds.

B. Bonds payable. The lilunicipality issues general obligalion, special obligation and public improvement bonds
to finance the acquisilion, construction and improvement of capilal assels, as \rcll as, to linance cerlain
operating needs, including the paymentto suppliers in certain circumstances.

The la,.!s and regulations ofthe Commonwealth provide that the ltlunicipality's public debt will constitute a filst
claim on the available revenue of the Municipality. Public debt is composed of bonds and notes payable. The
good faith credit and taxing po,,!er of the l\,4unicipality are irevocably pledged for the prompt payment of lhe
principaland interest of bonds.

As describe in Note I the Municipality levies an annual additional special tax of 4.00 percent of the assessed
value of personal and real property. The proceeds ofthis addilional specialtax are deposited in a sinking fund
established at GDB 'flhereby sufficient funds are set aside to redeem the bonds payable of the [4unicipality in
minimum annual or semiannual principal and interest payments. The collections of this special tax are
recorded in lhe Municipality's Debt sservice Fund.
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10. LONG.TERM LTAB|LtTtES (CONTTNUED)

For financial repoding purposes the outstanding balances of bonds represent the total principal to be repaid.
Bonds payable is composed as follows at June 30, 2013:

Deacdption
Ealance at

June30,20'13
1990 General bond obligation for mnsfuctior afld improvement of in,rastruclure assets with an original
amount$225,000 duein installments of 94,000 lo g18,000 through January 1,20j4, wlh interest ol6.0il

1993 General bond obligation Jor construction and imprcvement of inftast.uclure assets with an original
amount $135,000 due in installments ofg16,000 to 947 000 through January 1,2016, with interest ofS.0%

1994 General obligation bond for conslruction and impmvements of infraslructue with an odginat amount
ol $238,000 due in installmenls of $6,000 to 917,000 through January 1, 2016, with interest €nging ol
5.0%

1995 General obligation bond tor conshuclion and improvemenls of infrastructure wilh an original amounl
of$2,080,000 due jn installmenls ol M5,000 to $195,000lhrough July 7, 2014, wih interest ranging lrom
4.14y0b7.25%

1995 General obligalion bond for construction and improvements of inirastructure wth an original amount
of$106,00 due in inslallments of$2,0001o $8,000 through January 1, 2019, with interest ranging of4.S0%

1995 Geneml obligation bond ,or conslructon and improvemenls of infraslructure wilh an originalamoonl
of$36,000 due in installments ol$1,000 to $3,000 trmugh Jaruary 1,2019, with inteesl ranging of 4 50%.

1998 General obligalion bond for operational debls payment with an originatamount of $3,310,000 due in
installments of$75,00010 $305,000, through July 1, 2017, with inte@sl ranging f.om 1.28%to 7.81%

2001 General obllgalion bond for operational debts payment with an original amounl of 9600,000 due in
installments o, $5,000 to $50,000, hrough January 1 , 2025, wilh inlerest ranging from 1.28% to 8.00%

2002 Gene€l obligalion bond with an original amount $1,910,000 dlre in instattments ol $5,000 to
$295,000lhrough July 1, 2027, wih inte.est ranging lrom 1 .28% to 6-37%-

2003 Generalbond obligation wih an originalamount $680000 doe in inslallments 0I910,000 to $50,000
through July 1,2027, with lnteresl €nqinq hom 4.17 %to 5.31%

2003 General bond obligalion with an original amount 9230,000 due in installments o195,000 lo $20,000
lh ough July 'l , 2027 with interest ranging lrom 4.17 Toto 5.31 %

2003 General bond obligation with an original amount 9300,000 due in installments o, $5 000 to $30,000
through July 1,2027, with interest ranging from 4.17%lo 5.31%

2003 Generalbond with an origiflalamount $305,000 due in insiallmenls ol 95,000 to 925,000 through Jlly
1 , 2028, wlih interesl ranging fro'x, 4.171k lo 5 31%

2003 General obligalion bond lor operalional debts payment with an original amount of $335,000 due in
installments of $5 0001o $25 000, through July 1,2027, with inlerest ranging from 1.53% to 6.50%

18,000

135,000

49.000

375,000

41,000

13,000

1,320,000

465,000

1,860,000

525,000

180,000

235,000

245,000

260,000
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'10. LoNG.TERM LtABtLtTtES (CONTTNUED)

2003 General obligalion bond for operalional debts payment with an original amount of g1g0000 due in
installments of $5,000 to g 15 000 through Juty 1 , 2020, with interest ranging from j .S3% to 6.50%

2005 General bond obligalion with an original amount 9135,000 due in installmenls of gS,000 lo $j0,000
through July 1,2030, wilh interest Gnging from 4.23% to 5.31%

2005 Generalbond obligation with an originalamounl $540,000 due in instaflments of$10.000 to $45.000
through July 1.2030. wilh intereslranging lrom4.2306to 5 33%

2005 General bond obligation wilh an originat emount 9335,000 due in installments of gS,000 lo $30,000
lhrough July 1 , 2030 wi$ inlerest ranging trom 4.23% to 5.33%

2006 
-General 

bord oblgation th an originar amount S1.i00,000 due in instal-erts ol 570,000 to
$170.000 hrough JLly I 2020. Wlh:nterest rarghg,rom 1.53% to 6 62%

2006 General bond obligalion vuth an originat amounl g421 000 due in installments of $12,000 to $34,000
hough July 1, 2031, witl interest ranging 0f4.25%

2008 General bond obligation wilh an originat amount g1,300,000 due in installmenls of $20.000 to
5115,000 through Jrly 1 2032. whh interesl ranging lrom 1.53%to 7 50%

2008 Speoal obligatlon bond for operalionat debt paymenls with an original amount $3,155 000 due in
installments oI $40,000 to $315,000 through July 1 , 2032 wih interesl 6ngin9 from j .53% to 6.50%

2008 Special obligation bond for operational debt paymenls with an originat amolnl 9j60,000 due in
inslallments of $2 300 lo $ 15,000 lhrough July 1 , 2032 with interest ranging from 1.S3% to 7.25yo

2009 General obligation bond for operational debts payment wilh an original amount of $305,000 due jn
installmenls ol $5,000 to $30,000, through July 1,2034, with interest ranging from 4.75% lo 7.50%

2011 Special obligation bond for opealional debt payments with an original amount $3,326,000 due in
inslallmentsol$300,000tog431,000thoughJuty12035,withintercstraflgingtom6.00%to6.S0%

2012 General bond obligation wilh an odginatamount $760,000 due in instalments of $25.000 to $2j3.000
hrough July 1,2021, with interest ranging trom 6.00% to 7.00%

2013 General bond obligation with an original amounl $1,505,000 due in instaltments of $20.000 to
$110,000 through July 1,2037, with interestranging 0f6.00%

Total general obligation bonds

Balanceat
June30,20l3

145,000

100,000

455,000

200,000

1,100.000

421 000

1,190,000

2,950,000

149,300

290,000

2,126,000

735,000

1,505,000

- ! 14q7,309
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10. LONG.TERit LtABtLtTtES (CONTTNUED)

These bonds and notes, except the 1998 Series $ 3,310,000 bond, the 2003 Series $680,000, the 2003 Series
$335,000 and $190,000, and the 2009 Sedes $305,000, are payable from the special ad valorem property tax of
4 00% Mich is lestricted for debt service and retained by the Govemment Development Bank for Puerto Rico for
such purposes. The before detailed bonds are payable with General Fund resources. The series 200g amounting
$3,155,000 and $160,000, and 2011 Series $3,326,000 are payabte with the re\,/enues generaled from the coltectio;
of the .2% of the municipal sales and use tax imposed by the Llunicipality and co ectad by the common,,'/ea[h of
Puerto Rico Treasury Department.

Annualdebt service requirements lo maturity for bonds payable are as follows;

Year Ending

June30,20l3

2014
2415
2016

2017

2018
2015-2023
2424-202A

2029.2A33

203+2038

Total

Principal

$ 1,024,200

989,500

884,000

872,000

914,000

3,949,600

4,328,000

2,970,000

1,836,000

lnlerest

$ 466,176

781,649

723,912
667.525

610500
2,502,631

1,531,029

594,371

82.313

$ 7,960,106$ r7,757,300

D.

Property Taxes Debts (Law No. 146 and Law No.42). These amounts represents the balance owed to the
l\rlunicipal Revenue Collection Center ('CRIM') al June 30, 2013 as described in Note g.

U.S. Department of Rural Development - This amounl represent the balance owed to the US Department of
Rural Developmenl related with federalfunds approprialions made bylhe Municipality.

Compensated absences. The governmenfwide stalement of net position includes approximately $884,584 of
accrued sick leave benefils, and approximately $708,284 of accrued vacation benefts, representing the
L,4unicipality's commitment to fund such costs from future operations.

Post.closure care costs . State and federal laws and regulations require the Municipality lo place a final cover
on its landlill site, when it slopped accepting waste, and perform certain maintenance and monitoring funclions
at the sile for 30 years afrer closure. GASB stalement No. 18 of 'Accounling for l\jlunicipal Solid Waste Landfill
Closure and Poslclosure Care Costs,' requires the Municipality to perform a study of the activities thal need to
be implemented at the [Iunicipality's solid waste landllll facilities to guaranlee the maximum yield of avaihbb
space and to comply with applicable state and federal regulations. The Municipality has not performed such a
study but has recognized $3,563,314 as an estimaled curent cost for landfll post{losure cares costs as of June
30,2013. Aclualcosts may be different once a study has been made as perlhe required regulations and due to
inflation, changes in technology, or changes in laws and regulations. The balance of post-closure costs is
reported in the govemment-wide stalement ofnet position.

E,

F,

M
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10. LONG.TERII LtABtLtTtES (CONTTNUED)

G. Depaimert.of Labor repayment prans - Thes€ amounts represent the barance owed to the Department of
Labor related wilh unemployment compensation.

H. Claims and judgments - The estimated amount of the liability for claims and judgments, which is due on
demand' such as from adjudicated or seflred craims, is recorded in the Gener;r Fund when the riabirity is
incured.

1,I. PENSION PLAN

The Employee's Retirement system of the commonwealth and its lnstrumentalilies (lhe Retirement system) is a
coslshadng multiple defined benefit pension plan sponsored by, and reported as a component unit of the
common'r€alth of Puerto Rico. All regular employees of the Municipality under 55 years of age at the date of
employment become members ofthe Retirement System as a condition lo their employment.

The Retirement system provides retirement dealh and disability benefts pursuanl to legislation enacted by the
Legislative Assembly of the Government of Puerto Rico. Disability retiremeni benefits are available lo members for
occupational and non-occupational disabilities. Retilement benefits depend upon age at retirement and the number
of years ofcredilable service. Benefits vest afler ten years of plan parlicipation.

Members who have attained 55 years ofage and have completed at least 25 years of credilable s€rvice or members
who have attained 58 years of age and have completed len years of creditable service are entited lo a defered
annuity benefit payable monthly for life.

The amount ofthe annuily shall be one and one-half percenl ofthe average compensation, as defined, mulliplied by
the number of yearc of creditable service up to twenty years, plus two perceni of the average compensaiion, ai
defined, multiplied by the number of years ofcreditable service in excess of 20 years. ln no case will6e annuity be
less than $200 per month.

Pariicipants who have completed al least 30 years of creditable service are enlited to recejve the Merit Annuity.
Participanls Mo have not attained 55 years ofage wirr receive 6s percent ofthe average compensation, as defined;
olheruise lhey will receive 75 percent ot the average compensation, as defned. N6 beneiits are payabre if the
participant receives a refund of his/her accumulated contributions. Disability retirement benefits are ;vailable to
members for occupationar disabirity up to a maximum benefil of 50% of the avLrage sarary, as derined. However, for
non-occupationaldisability,amembermusthavea eastl0yearsofcreditableservices.'

commonw€alth regislation requires employees to conlribule 5.775% for the first $550 0f lheir monthly gross salary
and 8.275% for the excess over $ 550 of monlhry gross sarary. The Municiparity is required by the simie srature to
contribute 9.27570 ofthe participant's gross salary

0n september 24, 1999, an amendmenl to Acl No. 447 of May 15, 1951, which created the Relirement system, was
enacted with rhe pumose of establishing a new pension program (system 2000). Emproyee,s padicipition in the
curent system as of December 31, 1999, may elect 10 stay in the defned benefil plan or transfer to lhe new
program. P-elsons joining the Municipality on or after January 1, 2000, will only be allowed to become members of
system 2000. system 2000 wirr reduce the retirement age from 6s years lo 60 for those emproyees who joined the
curcnt plan on oraflerApdl '1, 1990.
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't 1. PENSTON PLAI{ (CONTINUED)

System2000iSahybriddelinedcontributionplan,alsoknownasacashbalanceplan'.Underthisnewplan,there
wirile a poot ot peirsion assets, which wilt be invested by ERsfogether with those of.the curent deined benefit

pt"n. it e'Comrrn*"atth of Puerto Rico willnot guarantee benefits at relirement age The annuity willbe based on

I ioimuta wtricn assumes that each year the employee's conl bution (with a minimum of 8.275% to the employee's

salary up to a maximum of 1O%) wilibe invested in an account wtich will either: (1) eam a fxed rate based on the

1vr6-yeai Constant Maturity Treasury Note or, (2) eam a rate equal to 750/0 of the letum of the ERS'S investment

portfolio (netof management fees), oI (3)earn a combination of both altemalives

participants will receive periodic account slatements similar to those of defined contribution plans showing their

,..ir.a ort"nr"r. Disabitity pensions will not be granted under System 2000. The employels contribution (9.2750lo

oiine emptoyee,s satary) wiil be used to tund th; current plan. lf at the time of rethement accumulated benefits

imount to$tb,OOO or tess may elecl to receive a lump sum distribution up to the accumulated benefits. Under the

new program the retirement age is reduced from 65 to 60 for those employees who joined the curcnt plan on or

after Apdl 1, 1990.

Fundiry Policy

The authority under which the tunding policy and the obligations to contribute to the ERS and System 2000 by the

plans,members, employers and olhar cont buting en11es (Slate and municipal conl bu1ons), arc established or

may be amended by law.

Contribution requirements ale established by law and ale as follo',r6:

Annual Contibution

The Municipality contributions during the year ended on June 30,2013 ale lecognized as total pension

expendituresiexpenses in the category of administralion as follows:

Municipality

Employees:
Hired on or before March 31, 1990

Hired on or before April 1, 1990

9.275% ofgross salary

5.775% of gross salary up to $6,600

8.275% of gross salary over $6,600

8.275% of gross salary

Svstem 2000

$ 137,816

Fiscalvear

2013

These amounts represented the 100% of the requircd contribution for the corresponding year, Additionally, changes

made in the types and amounts of benefits oflered by special laws and cosl of living adjustments, led to a one{ine

recommended contribution to tund the retroactive adjustment related to the changes'

Additional infomation on the Retirement system is provided in its financial statements for the year ended June 30,

2013, a copy of which can be obtained from the Retirement System, l\'linillas Stalion, PO Box 42003, San Juan, PR

00940-2003.

Law No. 447

$ 112,810
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12. RISK I'ANAGEMENT

The Property Division, attached to the l\,4unicipalily, is responsibte of assu ng lhat the Municipatity,s property is
properly insured. Annually, the properly Division compiles the infomation of all property owned and ils respeciive
market value. After evaluating this information, the Property Division submits the data regarding the lilunicipality,s
properties to the Public lnsulance Deparlment at the Department of the Treasury of the Commonwealth of iruerto
Ric! who is responsible for pulchasing all properly and casualty insurance poiicies of all municipalities. Set{ed
claims have notexceeded commercial coverage in any ofthe pasl three (3)fiscalyears.

13. COMMITMENTS AND CONTINGENCIES

The-Municipality has reported outstanding encumbrances amounting to $6g,025 in the General Fund at June 30,
2013. The L4unicipalily intends to honor these encumbrances which will continue to be liquidate under the cuneni
yeais budget during a lapse period that extends into the liscal year.

I4. FUND BALANCE (DEFICIT)

As of June 30, 2013, fund balance (deficit) is compdsed of the following:

Capitat
Project oebt

General Fund-Local& Se ice
Fund State Gnnb Fund

Other Tolal
Govemmental Govemmental

Funds Fund3

Restricted

General govemmenl

Public safety

Public rrorks

Heallh and wellare

Culfure and redealion

E@nomic development

Community development

Debt seNice

Una$igned

Total firnd balances (def icit)

1,365,276

$ 1,041,902

38,790

154,241

6,000

$ 1,1M1,902

1,404,066

'154,241

6.000

2,575,888

(7,346,749)

2.575 888

{7 346749)

i0,345,719) ir,365,276 s 2,575,888 i 'r,2().933 t t2.164.6s2t
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15. FUIURE ADOPTION OF ACCOUNTIiIG PRONOUNCEMENTS

The GASB has issued the following statements thal have effeclive dales afier June 30, 2013;

a. GASB Statemenl No. 65, /tems Previously Repofted as Assets and Uabil,ires). The requirements of this
statement are effeclive for periods beginning after December 15, 2012.

b. GASB statement No . 66, Technhal conections-21l3 - an anendnent of G/sB sfalernents No . 10 and N0.62.
The req ukements of this statement are effective for periods beg inning afler December 1 S, 2Oi 2.

c. GASB Statement No .67 , Financial Repoting for Pension plans-an anendnent of GASB Stalenent No. 25. fhe
requirements of lhis slatement are efleclive for pedods beginning afler June 15, 2013.

d. GASB Slatemenl No . 68 Accounting and Financial Repofting for pensions-an anendnent of GASB Slateflenl
/Vo. 2Z The requirements ofthis statement are effeclive for periods beginninq after June i5, 2014.

e. GASB Statement No. 69 Government Combinations and Disposals of Government. The requiremenls of this
statement are effective for periods beginning after December 15, 2013. Early application is encouraged.

i GASB Statement No. 70 Accounting and Financial Reporting for Non€xchange Financial Guarantees. The
provisions of lhis slatement are effective for repoding beginning after June 15, 2013. Early application is
encouraged.

GASB Stalement No. 71 Pension transition for Contributions Llade Subsequenl to the l\Ieasurement Date-an
amendment of GASB Stalement No. 68. The provision of this statemenl should be applied simullaneously with
the provisions of Statement 68.

The impact of these stalements on lhe Municipality's basic fnancialstatements has not yet been determined.

SPACE INTENTIONALLY LEFT IN BLANK
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,I6. 
PRIOR PERIOD ADJUSTIiIENTS

A. GOVERNMENTAL FUND FINAT,ICIAL STATEMENTS

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

Fund

Capilal Prcj€cts

State GEnts
Debl Service

Other Total

Descriotion

Fund balance (defcit), bQinnlns

Corc.lion of errols:
oveElatemenl of malured bon(h and

Oveclalemenl of due ftom olher lunds
oveGtalemenl oI accounls payable,

UndeElaiemenl of cash in Generat

Unde6lalement of cash bond unspend

oveElaiement ol liabil lies payable

Overslalemenl o, ac.ounls payable -
DOL

Unde6lalement 0l ac.ounts rece vable
-6DB

oveEtatement of accounts receivable -
PREPA

Unde.slaterent of accounls payable -

Ove6tatemenl ofcash n cenelalFund
Ove6lalement of cah ]n Spec al

Fund balance (defcit) beginnins as

$ (4,074,908) $ 1,393,086 $ (335,648)

1,3{3,780

{281,061)

1,927,000

205,883

6,629

2,421,147

1m,426

16,719

(1,9O3,043)

(536,730)
(187,186)

1227,1331

$ 2,540,783

$ 970 564

1,303 780

(281061)

$ 1,375,610

1 927,000

205,883

6 629

2 421,147

100,426

46719

(1 903,043)

(536730)

087186)

B. GOVERNMENTAL WIDE FINANCIAL STATEMENTS

The following restatements have been made in the governmental wide linancial statements, which are reported
as an adjustmentto the beginning nel position:

Descdotion

Net position - beginning

Governmentel
Activities

Coneclion of prior year payables and receivables 1 ,748!34

Net posilion beginning, as rcstated $ 4}4Uf0

1227,133\

$(r.994063) L 393 086 $ 1.993.283 S '1484n

$ 1S,499,126
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17. SUBSEQUENT EVENTS

Act. No 3 ol Apfl 4 N13

on April 4, 2013, the Govemor of Puerto Rico signed into law Act No. 3 of 2013, which represents a comprehensive
reform of the ERs. Act No.3 became effeclive on July 1,2013 and amends the provisions ofthe different benelits
structures underthe ERS, including, but not limited, to the followjng:

. For active participants of the mntributory defined benefil programs under Act No. 447 of 1951 and Act No. 1 of
1990, allrelirement benefils accrued lhrough June 30,20j3 will be frozen, and thereafrer, allfuture benefits will
accrue under lhe defned conlribution fomula used for system 2000 participanls, and will be paid at retirement
through a lifetime annuity.

. lncreases the minimum pension forcufent relirees from $400 to $500 per month.

. The retirement age for Act No. 447 pariicipants willbe gradually increased from age Sg to age 6,1.

. The retirement age forcunent System 2000 participants is increased gradually from age 60 to age 65.

. Eliminates the 'merit annuitf available to pariicipants who joined the ERS pdor to Aprit 1, 1990.

. The retirement age for new employees is increased to age 67, except for new state and municipal police ofice6,
firefighters, and custody officers, which will be age 58.

. The employee mntribution rate willincrease from8.275o to10.275yo.

. For System 2000 participants, the retirement benefts will no longer be
they willbe paid through a lifetime annuity.

paid as a lump sum distdbution, instead,

. Eliminates or reduces va ous retirement benefits previously granted by special la',,is, including Chrislmas and
summer bonuses. The Christmas bonus payable to cunent retirees is reduced fmm $600 to $200 and is
eliminated for future retirees. The summer bonus will be eliminated.

. Disability beneits willbe eliminated and substituted fora mandatory disability insurance pollcy.

. Suruivor benefts will be modified.

ln addilion, the Commonwealth has prcposed incremental annual conlributions from the General Fund of $140 milion
per year, for the next 20 years, to increase the liquidity and solvency of the ERs. An appropriation for such annual
conlribution has been included in the Commonwealth's proposed budget for the fiscal year 2014.

Based on currenl census data, expectations of ma*et conditions and other actuarial information provided by
consulting actuaries, the changes insliluted by Act No. 3, along with lhe additionalannualcontributions of$140 ml io;
to be received from the common\r€alth duing the next 20 years, will be sufficient to cover the system's currenl and
future obligalions.
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,I7. 
SUBSEQUENT EVENT (CONTINUED)

The successful implemenlation of these measures cannot be assured, as it is dependent upon future events and
circumslances whose oulcome cannot be anlicipated.

0n June 30, 20'13, the Commonyvealth of puerto Rico enacted Acts No. 40 through No. 4g (also known as the
comprehensive Tax Reform Acts), which amended lhe following Acts, Regutations ind codes: 1) lhe puerto Rico
lnsurance Code under Act No. 77 of June 19, 1957, as amended, 2) the prorerty Tax Act under Act i,lo. g3 0f1991, 3)
lhe savings and Loans cooperatives Act under Act No. 255 of 2002, as amended, 4) the puerto Rico Sales Tai
Financing coeoration (coFlNA)Act under Act No. 91 of2006, 5) severat articles ofAct i',J0. j of201j (also known as
the lntemal Revenue code for a New Puerto Rico), 6) the Fiscal Refom Act of 2006 under Act No. r03 ;f 2006, 7) Act
No. 164 of 2001, and 8)Act No. 221 of lilay 15, 1948. All these amendments are designed to achieve, among other
things, an expansion ofthe revenue base of the generalfund ol the common'.,jealth of pue o Rico, and are ex-pecled
to bring addilional and consistent tax revenue. The aforemenlioned amendments involve, among other changes, lhe
lmposition of the sales and use taxes lo certain business to business transactions, as defned, previously eicluded,
and other procedural changes (Acts No's.40 and 42).

AcL No. 18 ol 2011

On January 24,2014, was signed the Act No. 18 of 20'14, to create the "Law of lt unicipal Administration Fund", to
establish a special fund called the "l\.4unicipal Administrarion Fund', authorize municipaljties to pledge the funds
deposited in lhe Local Governmenl Fund lo which they are to secure the repayment of any loan, bond, note or olher
evidence of debt, whose repayment source are lhe funds deposited in the speclal Fund and lo meet any expenditure
budget olthe municipality and the municipality any activity or projecl, authorize the Governmenl DevelopmeniBank for
Puerto Rico to make disbursements for the purposes set out in lhis Act, amend paragraph (b) ol Section 4020.01,
amend paragraph (b) of Section 4020.02, and amend paragraph {a) and lo repeal paragraph (e) of Section 6080.14 of
the Act No. 1-2011, as amend, knom as the'lnternal Revenue Code for a New puerto Rico,, in order to reslruclure
lhe sales and use tax so that the tax rate is six (6) percent state level and one (j) percent at the municipal level.

Act. No 19 of 2011

On January, 24, 2014, the Commonwealth of Puerto Rico enacted Act No. 19 (also known as the l\,lunicipal Financing
Corporation Act), to authorize the clealion of a public coporation and instrumentality ofthe Commonwealth of puerti
Rql attached to the Government Development Bank for Puerto Rico knows as 'Municipal Financing corporation'
(CoFll,,l, by its acronyms in Spanish), with lhe power to issue and/or use other mechanisms to pay oarefnance the
debt incurred by the municipalities, Mose payment of principal and inlerest is supporled by municipal sales and use
taxes; establish that lhe frst colleclions of municipal sales and use tax of one percent (1%) will be collected by
municipalities and deposited directly lo the Redemption Fund of the Municipal Financing Corporation; establish that
bonds and obligations issued by the 'lt4unicipal Financing Corporation' will be payable and secured by the pledge of
the glealel of (i) a fxed amount of the municipal sales and municipal tax or (ii)the amount ofthe municipal salei and
use tax fixed al zero point three percent (0.3%) collecled duing the previous liscal year; and amend the paragraph (c)
ofsection 4050.06, amend paragraph (a) ofsection 4050.07, amend paragraph (a)and (b) ofsection IOSO.Og, ameni
paragraph (a) of seclion 4050.09, and amend paragraphs (b), (c) and (d), repeal paragraph (e) and renumber
paragraph (0 as (e) of section 6080.14 of the Act 1-2011, as amended, known as lhe ,lnternal 

Revenue Code for a
new Puerto Rico'.
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18. ACCOUNTING RECORDS

The"cco-unting record oJ the L4unicipality of Yabucoa does not comply with the requiremenls established by the public
Act No. 81 of August 30, 1981 as amended, known as the Autonomous l\,lunjcipalilies Act of the comm;n\ /ealth of
Puerto Rico. The records maintain relaled to assets and liabilities, revenues expendilures are not complete and
accurate. The Municipality did not provide important information requesled to perfom our examinalion.

SPACE INTENTIONALLY LEFT IN BI,,'NK.

52

COMiIONWEA'TH OF PUERTO RICO
[iUNICIPALITY OF YABUCOA

Notes to Basic Financial Statements
For the Flscal Year June 30, 2013



Odsinal
(Budselary Basis)

{seetlole1)

FinalBudgct

(ilcqalive)

$ (1,932,251)
(146,s98)

1

(1,641,283)

6,827
(141,602)

1,489
(898,855)

(17,061)

(4,769 333)

u2,611
12092o
175,263

1,228,939

37,334
2,136,471

(19,469)

4,021,729

t 174i,604)

REVENUESI

Municipal sale6 and use lax

Llc€nses, p€mib and oher local taxes

EiOEI{DITURES, El{CUilERAlrlCES r ,lD OTHER Ft A},tc[,lc USES:

Educalon

operaling lransler oul and other funds

Total exponditur!6, encumbranc€E and orher financing

E (CESS (DEf|C|ENCY) OF REVENUES OVER (UIOER)
E)(PENOITURES, EI{CUTIBRAIICES AI{O OTHER'IIIAIICING
souRcEs(usEs)

$4699,100 $4699,1m
1,000000 1,000,m0
2,231,749 2,231149
1 9n,720 1 ,9n,t208,2U,701 82U.701
304,801 301.801

1,427,167 1.427.167
20,000

19,888238 19.888238 15,118,905

11,821314 11,930,683 11,588,012493,155 598,535 4n,615297,453 360,C80 1U.817
2,452254 2,314,266 1,145,321
1,371,840 1 342,334 1,305,600
2,806072 2,7U,U6 598,315
636,150 547,354 566,823

19,888,238 19,888,238 15 866,509

$ $ 3 t/4?,601)

$2,766,84S

853,402
2,231,154
2n,$t

8,2S1,528

157,199

7,489
521,312

E4lrrrtion of DitfelEnce.:

SourE€6/infl 0$/s of rBources:
Aclual amounls (budgelary basis) 'available for appropdation'i.om lhe budgetary comparison schedule
Diflerences-budgel lD GAAP:

Non'budgebd ransfer in
Long,le,rn debt ssued
GAAP adluslnrenls lo rcvenues

Totrl twenues and olh€r financlng iourc€s as Epotud on th€ .tatemenr of rwenues, erpendituB6, and chrng€s in fund

usBroulf, ors of Esour.es:
A.1ual amounls (budgelary basisl'total charces to appropriatons'from lhe budgelary mmpadson schedute
Dillerences-budget to GMP:

Non budgeled expend tures

Prior year enonbEnces recorded as cunenr year erpendlurcs for cAAp bas s

Cunent year encumbEnc€s recorded zs expndlures for budgelary pueoces
Noo bu&eied lransler out

Total expendituE€ and olher llnrncing use6 as Bpod.d on th€ statemenr of rcv€nu€6, expenditur.6, and chrn$! in fund

$15,118,905

1,953,883

1,505,000
(962,325)

_____!.!,q].!J63

$15,866 509

5,%1,277
766,559

(68,025)

461,829

_____i4&9J4s

See nol€s lo lhe Eudqetary Comparison Schedutecenerat Fund.
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1. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

A. Budgehry Conkol

The Municipality's annuar budget is prepared on the budgetary basis ofaccounting, which is not in acmrdance
with tJSGMP, and represenls departmenlal appropriations recommended by lht[,4ayor and approved by lhe
L4unicipal Legislature pdor lo the beginning ofthe rscaryear. Amendments to the budget requiie the appiovar
ofthe Municipal Legislature. Transfers of appropdations within the budget, known as Mayois Resorulions, do
not require the approvalofthe Municipal Legislature.

The lilunicipalily prepares its annual budget including the operations of the general fund. For budgetary
purposes, encumbrance acmunting is used. The encumbrances (i.e., purchase orders, contracts) are
considered expenditures when incurred. For uscMp reporting purposes, encumbrances oulslanding at year-
end are reported as reservations offund balances and do nol constitute expenditures or liabiljties beaaus; fhe
commitments willbe honored duing the subsequent year.

The unencumbered balance of any appropriation at the end of the fiscal year will lapse at the end of such
fiscal year. other appropriations, mainly capitar project appropriations, are continuing accounls for which the
l\,4unicipal Legislature has autho zed lhal an unspent balance from the prior year be carried forward and made
available for current spending.

The annual budgel as presented in the Budgetary comparison schedure-Generar Fund is the budget
ordinance at June 30, 2013 representing the Municipality's original budget. There \,,€re no supplemenial
appropriations for the yearended June 30, 2013.
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Federal Grantor/Pass-through

lqlantor/Program or Clu8ter Tifle
FederalCFDA

Number

Pa$.through
Edity ldentifying

Number

U.S DEPARTMENT OF AGRIGULTURE

Direcl Prcgrcm:

Child and Adult Care Food Program

Total U.S. Departmenl of Agriculture

U.S, DEPARTMENT OF HOUSII{G AND URBAN
DEVELOPMENT

Direct Program:

Section I Housing Choice Vouchers

Homeless Prevenlion and Rapid Re-Houslna
Program (HPRP) (Recovery Ac1 Fund)

Passlhrough the Commonwealth of Puerlo Rico
Office of Commissioner of M unicipal AffaiE i

Communily Developmenl Block Grants - Stale,s
Prcgram

Passlhrough lhe Commonwealh lvunicipality ol San
Juan

Housing Opporlunilies for Pe6ons with
ArDS(HOPWA)

Total U.S. oepadmenl of Housing and Urban
Development

U.S DEPARTMENT OF JUSTICE

Direcl Program:

Edward Byrne l\,4emorial Prcgram

Passlhrolgh lhe Commonwealth of Puerlo Rico
Department ofJustice:

Edward Byrne Justice Assistance Grant (EBJAG)
(Recovery Acl Funded)

TotalU.S. Department of JBtice

10 558

N/A

Not Available

Nol Avallable

N/A

Expenditures

$ 8,669

8,669

14.871

14.257

680,730

16,822

14 228

14.241

16.738

1,077,174

1,n6,507

121.289

781

46,289

75,00016 803 NotAvailable
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Federal Grantor/Pass-through
Granlor/Program or Cluster Tifle

Federal CFDA
Number

Pass-lhrough
Enlity ldentifying

Number Expenditures

U,S DEPARTMENTOF HUMAN SERVICES

Direct Prcgram:

Child Care and Development Elock Gra|l

Total u.S. Departmert of Human Services

U.S DEPARTMENT OF HOMELAND SECURITY

Direct Programi

Disaster Granls - Public Assislance

Total U.S. Department of Homeland Security

TOTAL EXPENDITURES OF FEDEML AWARDS

93.575

97 036

N/A

N/A

2$.422

2$pn

168,367

168,367

$ 2,317,89

The accompanying notes are an inlegralpart oflhis schedule.
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1. BASIS OF PRESENTATION:

Tie 
.accompanying Schedule of Expenditures of Federal AMrds includes the federal grant activity of the

I'runicipality of Y€bucoa and is presented on rhe modilled accrual basis or rr"o,,rin!. inior.u ofaccounling
is the.same used to prepare the fund financiar statements. The inrormation in irris"scrredure is presented in
accordance with the requirements of oMB circular 4-133, ,4udlts of states, Local Goviiments, and Non-prcfr
Organizations.

RELATIONSHIP TO FEDERAL FINANCIAL REPORTS;

Expenditures of the federar awads as reported in the sratements of Revenues, Expenditures and changes in
Fund Balances - Govemmentar funds, are incruded within rhe other Govemmentar Funds. The reconciriation
between lhe expenditures in the basic financiar statements and expenditures in the schedure of Expenditures of
Federal Awerds is as follo\,s:

Oher
Governmental

Funds Total

Per Schedule of Expendilures of FederalAwards

Non]ederal awards expenditures

Total expenditures in lhe basic financial statements

$ 2,317,8

2,889,116

$ s,206,970

$ 2,317,854

2,889,116

$ 5,206,970
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Cerlified Public Accountants / Management Advisoni

INDEPENDEiIT AUDITOR'S REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON
COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORi'ED IN

ACCORDANCE WTH G OVERNTIENI AUDITING SIA'I'DARDS

lipez-Vega, CPA, PSC

To the Hononble Mayor
and the lilunicipal Legislaturc
Municipality of Yabucoa
Yabucoa, Puerto Rico

We were engaged to audit, in accordance with auditing standards generally accepted in the t.Jnited Stales ofAmerica
and the standards appricabre to frnanciar audits contained in Governnent Auditing standards, issueo by tre
comptroller Generalofthe united stales, the linancial sratements of the govemmental aitivities, each majorfund', and
the aggregate remaining fund informarion ofthe Municipality ot yabucol, puerro Rico, as of and for the year ended
June 30, 2013, and the related notes lo the financial slatements, which collectivety mmprise ttre l/unicipitity,s Oasic
fnancial statements and have issued our report thereon dated July 15, 2014.

lntemal Conlrol over Financial Reporting

ln planning and perfoming our audit, w€ consjdered the Municipallty o, yabucoa's internal control over financial
reporting (internal control) to determine the audit procedures that are appropriate in the circumstances for lhe purpose
of expressing our opinions on the financial siatements, but not for ihe purpose of expressing an opinion on lhe
eff€ctiveness of the Municipality ot yabucoa's inlemal mntrol. Accordingly, uie do noi express an opinion on the
effectiveness of the Municipality of yabucoa's internal control.

our consideration of inlemal conlrol was for the limited purpose described in the fEt paragraph and was not designed
to identify all deficiencies in intemal control thal might be malerial weaknesses or significant deficiencies and there'iore,
material weaknesses or significant defciencies may exisl that ,aere not identif[d. However, as descdbed in the
accompanying schedule of findings and questioned osts, we identify cerlain deficiencies in internal control that uie
consider to be material weaknesses and significant deficiencies.

A deficiency in internal control exists when the design or operation of a control does not allow management or
employees, in the normar course of perfoming lheir assigned functions, to prevent, or delect ani correct,
misstatemeflts on a timely basis. A natetial weakness is a dellciency, or a combination of deficiencies, in internai
control such that there is a reasonable possibility that a material misstalement of the entity's financial statements will
nol be prevented, or detected and corrected on a timery basis. we consider the deiciencies described in the
accompanying schedule offndings and questioned costs as ilems 13.01 thru i3.05lo be material weaknesses.
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II{DEPEI{DE}IT AUDITOR'S REPORT OI{ TERTAL COiITROL OVER FIMIANL REPOR/NIG AIID Oilco pLrAlrcE AlrD oTHER ATTERS BASE! 
-Or{ 

Ail AUO]T OF Flt{AIarii iiiniErrs penronreo nrAccoRoAr{cE wrH cow rtcrl AUDfiNG samlnoslcoiiiiueoy

Compllanco .nd Oh.r Iait r!

As parr or obtainirB reasonabre ssurance about whetef xunrcipdny o, yabucor's's fnancid shtefiEnts are rreefom mat'rial 
.misstatement, rc perbmred lesb of ib compliance'-,tf, Jn r-prrlri* of laffi, n{ulatbos,

?lEf:.:! .S:lrt agcemenb, mncompthnce wih wtricir coutd hat€ a Ai,ect ,nO' *remr eftct oo $€oe'rrnnar, or nna.c,r $atement amounts. 
,Horr,e\rer, 

povidirg an opinin on comprirnce wih lhose pmvisionsu.s not an otlieclive of our audit, and accordingry, rB do na irpresi sucrr an opiriion. irre resuns oiour Lss
disclos€d instarces of norcomprance or otrr mitte* frat arc €qui'd to be ,"poi* unoa, oo*a*nt lriiri,,g
slandards and f,hidr are d€scribed in f," ompangrB scrredure of fndrngs an[!,resn"i m* a. ie^ rme$ru lll3.

hrniclprlity o[ Yrbocot'r Rs.ponlo to Flndlngt

nnh-helrtv ol Yrbucor! re.ponse to re fndhgs ident'f.d h our ardit b descdbed in lhe accompanyrE sched'reol qndlps..ard qrf{oned- c6ts. uniciprlty ot ytbqcot,s Esponse ws noi *bJdrd ; tre ,u;if* p-;;u*
applie, in he audit of h€ fnarcial statelEnb ard, accortingly, v,; exptrss no op*li; ;n it- 

'

Pupoor d hk Roport

The puDose o, t s Eporl is solely b describe u'e scope of our bsling of inleml conlDl and compliance and heresults ot tHt lening, and rbt to Fovile an opinion on Up eftctrirpss of m enfitys inUmil ,ntof * *
n coosxEr rg rle enmys inbmar control and mmpliarce. Acmdingly, t s communbation is na sud* br anyotEr puEos€.

//

rflloz /fr<?4/2
LOPEZftGA CPA PIiC

San Juan, Puerb Rico

July 15, 2014

Stamp tlo. 267584,f of tre Pue o Rho
Soddy of Celt'fisd Public Accounbnts
s8c afixed b he Dcord copy of his r6port.

Ldwz-Yeca,CPA, PSc

C.nified PubIc A.coutalts / MaraSern€lt Advis
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Ldpez-Veea, CPA, PSC

INDEPENDENT AUDITOR'S REPORT ON COMPLIAIICE FOR EACH MAJOR PROGRAM AND ON INTERNAL
CONTROL OVER CO PLIANCE REQUIRED BY O['lB CIRCULARA.133

To the Honorable lilayor
and the Municipal Legislature
Municipality of Yabucoa
Yabucoa, Puerto Rico

Report on Compliance for Each Maior Federal Program

We have audited Municipality o, Yabucoa's compliance with the types of compliance requirements described in
lhe OMB Circular A-133 Compliance Supp/emert that could have a direct and material effect on each of
Municipality of Yabucoa's major federal programs for lhe year ended June 30, 2013. Municipality of yabucoa,s
major federal programs are identifed in the summary of auditois results section of the accompanying schedule of
fndings and questioned costs.

anagement's Responsibility

Lianagement is responsible for compliance with the requirements 0f laws, regulations, contracts, and grants
applicable to its federal programs.

Audito/s Responsibility

Our responsibility is to express an opinion on compliance for each of Municipality of yabucoa,s major federal
programs based on our audjt ofthe types ofcompliance requiremenls referred to above. We conducted our audit of
compliance in accoldance with auditing standards generally accepted in the l..Jniled States ofAmelca; the standards
applicable to financial audits contained in Govem ment Auditing Slandards, issued by the Comptroller General of the
United Statesj and 0[,48 Circular A-133, /ud,its of States, Local Govemnents, and Non-pnfit Oruan2aliors. Those
standards and oMB Circular A-133 require that \ae plan and perform the audit lo obtain reasonable assurance about
whether noncompliance with the types of compliance requirements referred to above that could have a direct and
material effect on a major federal program occurred. An audit includes examining, on a test basis, evidence about
ilunicipality of Yabucoa's compliance with lhose requirements and performing such other procedures as ,,,/e

considered necessary in the circumstances.

We believe that our audit provides a reasonable basis for our opinion on compliance foreach majorfederal program.
However, our audit does not provide a legal deteminalion of Municipality ofyabucoa,s compliance.
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE FOR EACH MAJOR PROGMM AND ON INTERNAL
CONTROL OVER COMPLIANCE REQUIRED BY OMB CIRCULAR AI33 (CONTIiIUED)

BasiE for Qualified Opinion on Community Development Block Grants _ State,s program and Section g
Choice Voucher Program

As described in 13.06 lhrul3-r2, in lhe accompanying schedure of rindings and questioned cosls, tiuniciparity of
Yabucoa did not comply with requirements regarding cash nanagene;t, davii bacon act, equipment'and'rcal
propely nanqement, ptogan income and rcportihg that are applicrble to Community Developmeni Block Grants -slate's Program (oFDA No. 14.228) in findings numbers 13-06 thru 13.i0; u h regarding erigibility and repofting rhar
is applicable to section 8 Housing choice voucher (oFDA No. 14.871) in fiiding 

-numbers 
13.1,1 and 13-12.

compliance with such requiremenls is necessary, in ouropinion, forlhe Municipraity ifyabucoa to mmpry with the
requirements applicable to those programs.

Qualified opinion on community Deveropment Brock Granh - state's program and section g choice voucher
Program

ln our opinion, excepl for the noncompriance described in the Basis for euarified opinion paragraph, lhe Municiparity
ofYabucoa complied, in allmaterial respecls, with the types ofcompliance requirements refeffed to above that could
have a dhect and material effect on community.Development Block Grants - dtate's program and section g Housing
Choice Voucher for the yearended June 30, 2013.

Other atters

The results of our auditing procedures discrosed instances of noncompriance, which are required to be reported in
accordance with oMB circurar 4-133 and \4/hich are described in ihe accompanying schedure of fndings and
questioned costs as items 13-06 and '13-13. our opinion on each major federal piogram-is not modified with iespect
to these matters

The Municipality of Yabucoa's response to lhe noncompliance fndings identifed in our audit is described in the
acxompanying schedure of findings and questioned costs. The li'runiciparity of yabucoa's response was not
subjected to the auditing procedures appried in the audil of comprianc€ anii, aimrorngty, we express no opinion on
the response.

Report on lnternal Control Over Compliance

Management of Municipality of Yabucoa is lesponsible for establishing and mainlaining effective intemal control
over compliance with the types ofcompriance requirements referred to ab;ve. rn pranning and performing our audit ol
compliance, '{e considered the ttruniciparity o, yabucoa's internar mntror over cimpriance wifi lhe rypes of
requirements thar courd have a direct and materiar effecl on each major fuderar program to aetermine tre iiraiting
procedures that are appropriate in lhe circumstances for the purpose of expresiing"an opinion on compriance foi
each major federal program and to lest and repori on internar contror ovei compri-ance in acmrdance with oMB
circular A-133, bui not for the pupose of expressing an opinion on the effectiveness of internar contror over
compliance. Accordingry, we do not express an opinion on the effectiveness of Municiparity o, yabucoa,s inlernar
control over compliance.

L6pez-Vega, CPA, PSC
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.ur consiieratbn of inremar contror or€f comrriance uras fur t," rinired rurpose descdbed in $e frsi pa*graph ofhis s€ctim and u/as ml d€6igred to uentry ar defcienci"" in iilr;;rili;#piia'ice rra mrght be matoriarrvearnesses or si{rniic€nt &foiencies d lhe'bre, matedar ucarr'sses or rigniil;ii d;foen"* may exisr thalvrBre nol kientifed. Ho*Bver, as disc*sed. belovr, !r identfied *,1 ; #;_;;.-; inhmal contol overcomdhnce that tve consirer to be mabrial u€akness€s ana .ignmcanf aetctnc*. 
- --- "

A defrcieocy in inbmar contDrover complance Bxisrs rfien lhe design or opsation or a co ror or/er comptrance doesnot atbw flanagsmsnt or erployses, in tE nomal coume of pe,brm;6 thei ;i;;rdions, to prevsnq ord€9cl a'd c1trB4 pntomptiance with a rype of cornpr*rce reqlirenrni'Ja fi-r"r"p6o, on 
" 

ri..ry basS. Imaterial vi€akness in intemal confol otnr conpli ce i!, a deicimcy, o, a*linatol- .ii oam"ncies, in intsmalcontrol o€r comdbnce, such tlat t,re is a reasonable possiU,it, i'f,a ,"t",iri *n"orptiaro wih a fyp€ olcompliance requiEmeri of a federal progran will not le prevint*_ oroetecleo-a,Jco i-ei, on a timely lasis. Weconsider the defcie'ncies io intemar contor o,r€r comprdcs descriied in u; &coflp",vi]ns-;*rh or ;noins; *,;queslion€d cosls as ibms t3{7 and 1}0E, l}t0 h, t+tZ to U" rat",i"t*eiilJse;:"" 
*

A s(niricant defcieocy in inbmd contor over conp*,',cs is a &fchncy, or a comtina[ion of d€ficierrcies, h intemarconfol over.comprisnce wih a type of ,ompiiance aquiremenr ot a'trerat pr.s;;;i r bss severe f,"n anabrhl Eakn€ss in inlemat controt owr comptiace, Ft i.port ,t 
"*,rsh 

6 ,i",i atli uy t *" ,f,rg"d *ihgo',emarce. Wb consibr the defciencies h inbmal contot 0,", o,ipft_." ies.,iiJ i,i t* 
-;r;i;il;

sdredute ot findi'ngs ad qrcstioned cost as itfls; toao, tr.o ano igfi 6 ;.d,i;;i;;hr**.
fltlpillty of Yfitcot'! esponse to tte.intBmal. contol olEr compliance findhgs dentfied in our audit isd8scribed in 0E accomparlng sdredub of fndings and quesridEd co6b. Xmf.lp.fifyi ilL.o.,, ,.poro ,*not.sutjecbd b fr arditing prccedurcs apptkd h he auOit of ompinrce arJ, ffiingry]* rpr"r, * *inbnon fi€ response.

I:,trrl= "lli,,:P1 Tlryp ?gd 9y TMance is sotety b descdbe fie 3cope of our tedins of intomat

fjgjy;1il]:p-T! I?,gq', or,tra ulirq r"r*,i u,",.q,iJ,i,r.?dil.Erc;;;',i:ffi:
tucordiirgly, his r€porl is not suitable lbr aty ofEr puDose.

4/rz.lzla
LOPB.VEOA CPA P8C-in /r" 4e.
San Juan, Alerto Rico
July 15,201,f

Stamp No. 2675845 of $e Puedo Rico
Socir{y of Cenfied Public Accountanb
E affi(ed b fE record copy oftis Ieport.

Ldpez-Vega, CPA, PSC

Cedined Public Accoullaois / Mrnagcme.r A.tqsoB
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Section l- Summary ofAuditods Results

Financial Slaternenb

Type of audito/s report issued:

lnternal conlrol over linancial reporting I

l\,4aterial weakness identif ed?
Signilicant defcjencies identilied not considered to be material
weaknesses?

Noncompliance material to financial statements noted?

Federal awads

lntemal Control over major programsj
l.4aterial weakness identif ed?
Significant defciencies identifled not considered to be material
\ ieaknesses?

Type ofaudilols report issued on compliance
for major programs:

Any audit fndings disclosed that are required
to be reporled in accordance with Circular
A-133, Section.510(a)?

ldentification of major programs:

CFDA Number

Yes X

Yes

Yes X

Yes X

0isclaimer

Yes X

No

None reported

No

No

None repoded

No

Modified

Yes X

14.228
14.871

Dollar threshold used 1o distinguish
between Type A and Type B programs
Auditee qualilled as low-risk audilee?

Community Development Block Grant- State,s program

Section 8 Housing Choice Vouchers

$300,000
Yes No X
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Requircment

St tement of Condition

Cdteda

Cause of Conditio,l

Effecl ot Condition

Section ll- Financial Shtements Findings

(Al.of the following lindings are considered to be signifcant defciencies. Those that are material weaknesses
(LlVV) as labeled as such)

FindingReference 13.0'l

operating deficit of general fund ( W)

The Municipality closed its liscal year ended on June 30, 2013 with a tund balance
deficiency in the generalfund of$7,346 749.

Anicle 8.004(b) of the Municipalities Law established the [Iunicipality cannot
obligate or spend funds in excess of the ongoing fiscal year. No amouni shall be
expended or obligated in a given fiscal year in excess budgeled or authorized
amounts bythe Municipal Legislature.

The overslatement of estimated revenues accounts in prior years caused thal the
Municipality operated with a deficit.

The continued occufence of lhis situation may result in possible signifcant fund
limilations and evenlual reduction or elimination of municipal servicei since future
revenues will need to be used to pay for accum u lated liabilities.

We recommended management to evaluate the adequacy ofthe provision for delicit
reserve accounts in the next budget. AIso, the Municipality's officers musl evaluate
the trend in the negative variance between budgeted revenues and actual revenues
lo reduce the budgeted expenditures by department (quarterly allocation process)
and to avoid future operational deficils at year-end

None

The lvunicipality have taken aggressjve actjon to increase revenues and has
implemented more efficient control over expendilures lo reduce and. in a near fulure,
eliminale the accumulaled delicit and preventfuture budget deficits.

Recommendation

Ou$tioned Co3ts

Management Respome

and Corective Aclio[

lmplementation Date:

Responsible Person:

Slill in process

Mr. Pedro A. Crespo ortiz,
Finance Department Director
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Section ll- Financial Statements Findings

Finding Refercnce

Requirement

Slatement of Condition

13.02

Financial Reporting - Accounling Records ([M)

Dlring our examination of the [,lunicipalitys accounting system, u/e detected that the
Municipality does not have adequate and effeclive intemalcontrols to ensure thatall
the required financial and budgetary informalion was recognized and reported in th;
proper accounting pedod. Also, the accounting system does nol summarize the
transactions in a formal General Ledger in order to properly record and account forthe
transactions ofallofits Governmental Funds (Local, State and Federalfunds).

Sections (a) and (b) of the Law, indicates that the accounling management system
eslablished in the Municipatity shoutd provide adequate ind eff;ctive fin;nciat
infomation for managemenl decisions and in accordance with Accounting principles
General Accepted in the United Stales of America and established by Go'vernmental
Accounting Slandard Board.

The Municjpality did not establish effective internal control over the transactions
recorded on its accounting records. Also, the accounting data is nol summarized in the
form of a double-enlry generalledger record.

The Municipality's accounting system did not provide updated and complete ,nancial
information that present the financial posilion, the resullof operations and the change
in fund balances. Such lnformation is necessary to take management decisions.

We recommend that the lilunicipality should implement lhe necessary intemal controls
and procedures in order lo maintain an accounting sllstem that co;lains information
pertaining to 

. 
authodzations, obligations, unobligated balances, assets, liabilities,

expenditures, interfund transactions, etc.

None

The [,4unicipality will reevaluate the intemal controls over linancial reporting in order to
improve their design and effectiveness. We willstrengthen our accounting-personnel,s
training in lhe proper recording of financial and budgetary transaciions so the
Municipality's manual records include all lhe required- accounting data. Monthly
monitoring and follow-up procedures will be enforced by the Financ; Department to
ensure that the new inlernalcontrols are correcfly implemented.

lmplemenlationDate; Augus ,20'14

Responsible Persons: l\rr. pedro A. Crespo Ortiz
Finance Departmenl Direclor
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Cdteria

Cause of Condition

Effectof Condition

Recommendalion

Questioned Co6t

Management Responle

and CorcctiveAdion
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stalement or cond*ion The Mu n iciparity has not maintained comprete and adeq uate records in order to obta in
sufficient, competent evidenlial maner with respect to the Capital Assels reported in
governmenlal aclivilies and, accodingly, the amount by which this deparlure \,!,ould
affect lhe assets, net position, and expenses of the governmenlal activities is not
dete.minable.

cdteda Chapter lX, Articte 9.002 of State Act Number 81 of August 30, 1991 states that the
Municipaljty should maintain updaled prope y accounting records. Also, the GASB
Statemenl No. 34 requires lhat all capital assets, jncluding infrastructure, must be
presented in the Statement of Net posilion and that these as;ets must be depreciated
during its usefullife.

cau3e of condition Competent and suffcient evidential matter related to the capital assets was nol
available to support the value, completeness and owneEhip of th;se assets.

Effectof Condition The Municipality,s Governmenlwide Financial Statements does not present fairly, the
financial position of the governmenlal aclivities, and the change in financial position of
the Municipality.

Section ll- Financial Statements Findings

FindingReference 13.03

Requjrcment

Recommendation

lmplementation Date:

Responsible Persons:

CapitalAssets and Expenditures - Subsidiary Ledger (MW)

We recommend that lhe l\,1unicipality should continue the compilation of documents to
support the value, completeness and ownership of its capital assets, necessary to
comply with the requiremenls ofthe GASB Statement No. 34.

Question.d Cost None

ilanagement Response

and corec{ive Action The Municipafity's Finance Department staff prans to continue in their effort to update
lhe capjtalassels subsidiary ledger, principally the infastructure assets.

Augusl 1, 2014

[.4r. Pedro A. Crespo Ortiz
Finance Department Director
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Section ll- Financial Statements Findings

FindingReference 13-04

Requirement

St lefient of Condilion

Accounting Records - Municipal Solid Waste Landfill post closure Care and
Maintenance Cost Determination (MW)

The Municipality.did_nol comply with the requirements established by GASB Statement
N0..16, Accounting tor i/unicipal Solid Waste LandfllClosure and iost_closure costs.
At June 30. 2013. the acmmpanying statement of net posilion prer"nf" 

" 
f,aOifitrloi

plsklosure c€re coslof the lvlunicipatity,s sotid waste l;ndfiltof$3,563.314. Ho;v;
mrs estrmale has not been made based on a sludy in conformitv with the reoulalorv
requirements established by lhe EpA -Solid 

Waste Disposal Facitiiy Criteria,. ' '

Regulations set forth by the US Environmental protection Agency (EpA) .Sotid 
Waste

Disposal Facility Criteria,' lhe Municjpality is requireO to ptaje a nnit cove, onlt; ;;
wa$e tandttll sile when it stops accepting wasle. and lo perfonn certain mainlenance
ano mon{oring tunclions at the site for 30 yearc afrer closure. GASB jg reouires the
Muncipality to perform a sludy of the activities that need to be implemented at the
[.4unicipality's solid waste tandfill facilities lo guarant"e tt" ,"rlrrr'yiefO oi"u"iLiie
space and to comply with applicable state an-d federaf reguhdns. 

- ' - - - -'-"--''

The Municipality did not maintain and adequate conlrol of the accountabilitv ol the
post- ctosure care cost of its solid waste landfill. ln addition, the Municioalit;did not
perform lhe study required by EpA and GASB 18.

The l,,lunicipality is not in crmpliance with GASB lg and lhe "Solid Waste DisDosat
Facility Criteria'issued by the US Environmentalprotection Agency.

We recommend management lo perform the study of the aclivities that need to be
rmpEmenled at lhe l,llunicipality,s solid waste landfill facilities and determine lhe
amount of the liability that should be reported in the governmental activities.

None

The l,lunicipality's Management will perform the rEuired study in order lo record a
reasonable estimate ofthe poslclosure costs of its landfill faciliiies in ord", to i;;il;
that ljability in the fiscal year 2013-2014 governmenlwide inancial statements.

lmplemenlationDate: August1,20.14

Responsible Person: Mr. pedro Crespo Oriiz
Fjnance Department oirector

Cnleda

Cause of Condition

Effect of Condilion

Recommendation

Question€d Co3IB

lranagement Response

and Comctive Action
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Section ll- Financial Statements Findings

FindingReference 13-05

Cdle a

Requiremenr Cash Receipts - Revenue, Receivable _ Collections (MW)

Statement of Condition We perfomed a cash receipt_test and examined a sample of twenty fve (2S)
collections. ln taienty fve (25) cases, lhe Treasurer OiO not inctuOe aUeqJate
evidential documenlation (custome/s remiflance data as excise tax determination
documents, and customer notifcation letters, elc.) lo support the colleclions receipts
CR01 and CR02.

Cause of Condition

Effect of Condition

The Section Four (4) of the Chapter three (3) of the Revised Regulation on Basic
Standards for Municipalities of puerlo Rico establishes that tf," 

-Om.irf 
f""ruoi

should realize a daily revision of amount collected and amounls creOited in ban*
acmunts lo assure thal the revenues has been duly accounted and processed in the
period ofcolleclion and in the conect fund.

lntemal control procedures failed to assure that daily collections are dulyaccounted for
and duly recorded in the mrect fund.

Ile Municipality.did not_comply with regutations stated in The Section Four (4) of the
cnapter three (3) of the Revised Regulations on Basic Standards for the Municipalilies
of Puerto Rico.

The Municipality should establish an adequate evaluation of office space and
document control should be_flade to safeguard important Oocumentation aOoui Oiily
transaclions and laxpaye/s files.

None

The Finance Department Direclor will strenglhen lhe inlemal controls over the
lvunicipality's Collection Office to ensure that all the supporting Oocumentation relateJ
to the daily collections is safeguarded in an accessible loiationl

lmplementation Date: August 1, 2014

Responsible Person: Mr. pedro A. Crespo Ortiz
Finance Department Dlrector

Recommendation

Que.tionedCosts

ilanagemenl Respome

And Corective Action
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Section lll- FederalAward Findings and euestioned Costs

Finding Reference

Program

Requircment

Statement of Condition

13-06

Community Devetopment Btock Granustate Grants (CFDA 14.228); U.S.
Department of Housing and Urban Development; pass.through _ State. d:ince oi
Commissioner oI li,lunicipal AffaiIs.

Cash iranagement

During our audit proc€dures, we examined a sample of nine (g) fund requisitions and
identified. two (2) cases in whjch lhe program AiO nor pay iti otrigari;il i;-ttre t;e
requrred by Federal Regulations.

21 Cfl ql]begrt C, Section 85.20 (b) (7). Cash managenent. procedures for
mrntmzrng the time elapsing between the transfer offunds from the U.S. Treasury and
disbursement by grantees and sub grantees must be follow€d *l,en"r". .Jrl"nl"
payment procedures are used. Grantees must establish reasonable procedures to
ensure lhe receipl of reports on sub granlees cash balances and cash disUursements
rn sutlcient time 1o enable them to prepare complete and accurate cash transactions
reports to the aMrding agency.

24,CFR Subpart l, Section 570.489 (c), Federal grant paynents _ 
11) 

paynent. fhe
state shall be paid in advance in accordance with ireasury Circutar tbiS 1e't Cfi oart
205).-The State sha use procedures lo minimize the time ef"prrg l.G"nih;
lransfer of grant tunds and disbursement offunds Oy ttre State to units it geneiaiio;al
govemmenl. Unitsof general local govemment shall also use procedures-to minimize
lhe time elapsing betaieen the transfer of funds by the Stale and disbursement for
CoBG activilies

The [4unicipality's disburcements procedures failed to assure that funds requested
and received from grantor be disbursed in compliance wim tne CoOe oi ieleraf
Regulations Requirements. The above conditions are the resutt of inadequate cash
forecasling proc€dures because the Municipality has requestea ana receiv'J Luerai
tunds in excess of ils immediate needs

The-I,lunicipality did not comply with lhe Ol\y'B Common Rutes. Subpart C, Section
85.20, (b)(7).

We recommend lhal management should strengthen its procedures to minimize the
time elapsed between the transfer of funds trom the feoerat agency inJ tie
disbursements made by the l\4unicipatily. Also, the lilunicipatity should;odii thec;;h
forecasting process by establishing a system Io adequaiely iorecast tne cisft neeOs
rcr me next ive days, as established by CDBG regulations. Federal funds should only
be requested when they are going to be disbursed immediately afler receipl. or withi;
five (5) business days.

Crileda

CameofCondition

Effect of Condition

Recommendation

COMMOT,IWEALTH OF PUERTO RICO
MUNICIPALITY OF YABUCOA

Schedule of Findings and euestion Costs
For the FiscalyearJune 30, 2013



Section lll- FederalAward Findings and euestioned Costs

FindingReterence 13.06(Continued)

0u6lioned Cosls None

ilanagement R*ponse
And coreclive Action The Municipality has implemented additional internal controls to ensure lhat the

disbursement voucher packag€, with all of the required supporting documentation, is
prepared when the request of funds is submitted to the agency. ihis will allow that,
once the funds are received and deposited, the disburse;ent ihecks will be issued
within the required s_day period.

lmplementation Dalei

Responsible Person;

August 1, 2014

Mr. Antonio Aponte Delgado
Federal Program Director
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Section lll- FederalAward Findings and euestioned Costs

Finding Reference

Program

Requirement

St lement of Condition

Cdteda

Cause of Condition

Effeci of Condition

Recommendation

13-07

Community Devetopment Btock GIant _ State,s program (CFDA No. .14.228) 
U.S.

Depadmert of Hou,sing and Urban Development; pais_tfrrirugh _ State :b?rce ii
ugmmtsstonea ot Uunicipal Affairs,

Davis-Bacon Act (MW)

Durjng-our Davis-Bacon Act test, ',,ie evaluated the only construction contract active
during fiscal year 2012-2013. The following wjl surm.rire tt 

" 
er.rpiions il; 

*"'"

a) The conlract did not contain the Davjs Bacon Act clause.

b) The Municipatity did not require the contractor to submit weekty payrolls.

c) We did not obtain evidence that the l\runicipatity's monitors c€rtmed the
weekly payrollsupplied by the contractors.

d) The L4unicipality did not apply adequate monitodng procedures Io reouired on_
stre vtsrts to monitor the classificalions of workers and wage rates paid.

e) The conlracl did not contain provisions for payment of prevailing wage rate.

oavis-Bacon Act, as amended DOL (40 USC 276a to 276a-7).

]1"^^Yyl:ipglil{: ""ltrots. 
and procedures faited to appty a monitoring systemproceoures devetoped lo lest applicable contractorc with respect to pa;m;nt of

prevailing wages.

Lllyllicipalily rs not in comptiance with Oavis-Bacon Act, as amended DOL (40
USC 276a to 276a-7).

We recommend that the l\,4unicipaljty should establish defned procedures to monilor
lne enbrcement of the Davis-Bacon Acl,s regulation. Those proc€dures would include
lhe following:

a) lnclude in the contract the Oavis Bacon Act clause.

b) Require to the contractor to submit weekly payrolls and
wage rate.

c) On sile visits;

comply with prevailing
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Section lll- FederalAward Findings and euestioned Costs

Finding Reference

Questioned Co3t3

ilanagement Response

and Conective Action

'13.07 (Continued)

d) Obtain conlractor's and subcontraclo/s ,,!eekly payrolls to be reviewed on a
\rieekly basis to establish the degree of compliance jnd the nature and extend oi
vtolatrons. il any. and then, communicate contraclors promplly about any failure
in the payroll process.

None

The Office of lhe Commissioner of Municipal Afiairc (OCA[il) wi provide the
conslruction conlract lo the l/unicipat Secretary Office. Th; lempt;te wiliinclude ih;
uavrs.Bacon Act clause that will be incorporated to all federal construction conlracts.
ln addition, it was eslablished that the Federal proglams Direclor, together with th;
Municipality's labor laws technician, will make the reqiireO on-sife visits-anU reviews oi
the './eekly payrolls.

lmplemenlation Date: August 28, 2014

Responsible Person: l\,1r. Antonio Aponte Delgado
Federal program Director
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Section lll- Maior Fede.alAward prognm Findings and euestioned Costs

Findihg Reference

Proglam

Requirement

Stalement of Condition

13-08

Community Development Btock crant - State's program (CFDA. No. 14.228):
US. Department of Housing and Urban Developme-nt; p;ss_through State'l
Office of Commissioner o, Iilunicipal Affairs

Equipment and Real Property Management ( W)

Section ll- Financial Slatements Findings - Finding Reference i3-03

COiIIIIONWEALTH OF PUERTO RICO
IIUNICIPALITY O' YABUCOA
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Section lll- ajor FederalAward program Findings and euestioned Costs

Finding Referen6e

Program

13.09

Community Development Block Grant - State,s proqram (CFDA. No. 14.2281:
US. Department of Housing and Urban Developme;t; piss.ttrrough StaG-'j
Office of Conmissioner of MunicipalAtrairs

Program lncome

During our audit of the program income requirements we noted that the l\.4unicipality
submitted one ofthe reports afrer its due date.

Code o, Federal Regulations 24, Subpart C, part 85.20 (b) (2) states that the grantees
and..sub granlees must mainlain records, whjch adequ#! Uentify the sou'rce and
application_ of funds, provided for financially-assisted acliviiies. These remrds musi
conlarn tntormation pertaining lo granl or sub grant awards and authorizations,
obligations, unobligated balances, assets. liabilities. outlays or expendilures, and
income-

Code of Federal Regulations 24, part 570.489 (e) (3) HUD requires vigorous state
oversight of recovered funds relained at the local tevet. Community OeveLpmentttai
the ullimate responsibility for the proper use of these funOs anj must ensure tfrai
Program lncome is used in a manner consistenl wilh requjrements. For this reason,
annual Program lncome/l\y'iscellaneous Revenue Repods are required. A grantee with
lhe..polential-of generating recapture funds must submit 

" 
r.epbrt O, tf,J ru."i ye"i

ending June 30.

The [runicipality did not maintain adequate internal conlrols in order to assure the
proper determinalion. accounling and use of program income.

The l.4-unicipality is not m mmptiance wilh Code of Federal Regulations 24, Subpart C,
Part 85.20 (b) (2), and Code of Federat Regutarions 24, part 5i0.489 (e) (3) '
We recommend managemenl to develop intemal controls and proc€dures in order to
assure that lhe handling of program lncome complies with federal and state
req u irements.

None

The Municipality has established that the submission ofthese reports will be first done
thrcugh email and subsequenfly delivered on hand by messenger in order to comply
with the required deadlines.

lmplementation Date: Augusl 1, 2014

Responsible Person: [,4r. Antonio Aponte Delgado
Federal program Director
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Requhement

Stalernent of Condition

Cdleda

Cau.e of Condilion

Efiect of Condition

Recommendation

Questioned Costs

llanagement R*ponse
and Conective Aclion

COMiIONWEALTH OF PUERTO RICO
MUNICIPALITY OF YABUCOA

Schedule of Findings ard euestion Costs
For the Fisca,year June 30,2013



Section lll- l'lajor FederalAward prcgram Findings and euestioned Costs

Finding Referehce

Prcgram

Requirement

Stalement of Condilion

13.10

Community Development Block Grant - State,s program (CFDA.
Depaiment of Housing and Urban Development; piss+trrough
Commissioner o, ilunicipal Affairs

Financial Reporting - Accounting Records (MW)

Section ll - Financial Statemenls Findings _ Finding Relerence 13-02

No. 14.228); U.S.
State - orfice of
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Section lll . Maior Federal Award program Findings and Ouestioned Costs

FindingReterence 13n.1

Progmn

Requirement

Section 8 Housing Choice Vouchers program (CFDA j4.87.1) U.S. Department oI
Housing and Urban Development

Eligibility Test (MW)

statemenr of cond*ion During our Erigibirity Test, we examined fifteen (15) participant's fres and \,,€ found the
following deficiencies:

C teda

Cause of Condition

Effect ol Condition

a. EIV lncome Report was not obtained for t!,velve (12) new admissions al the ljme of
conducting the examination ofthe famjly income and compositions.

b. One (1) participani file the pHA did not documented the reasonable rent
determinalion worksheet.

Code of Federal Regulalions 24, Sections 5.609 established that as a condition of
admission or continued occupancy, the tenant must provide all necessary infomatio;
and documenlation required and tenants authorizalion to verify income ;lioibilitv. 24
CFR Subparl K_ Section g82.St6 (a), estabtished Ina pm respons]titify tor
reexaminatjon of family income and composition at leasl annually. (2) ihe pHA'must
obtain and document in the lenant file third-party verification.

Notice PIH 2010 - 19 (HA) estabtished lhat for each new admission (form HUD_50058
action type 1).lhe PHA is required to do the following: i. Reviewthe EiV lncome Report
to confirm/validate family-reported income within 120 days of the pto submission dite;
and ii. Print and maintain a copy of the EIV tncome Riport in the tenant fite; and iij.
Resolve any income discrepancy with the family within 60 days of the EIV lncome
Repod date.

The Program's oflicers did not oblain and complete the required documentation to
validate the pa(icipant's eligibitity. ln addition, the Munjcipatjty has no effective
monitoring review process forthe program internalquality control.

The Program does nol meetcompliance with Code of Federal Regulations 24.

Recommendation The program should stengthen internal control procedures to monitor performance,
ensure compliance with these requirements and train staff on documentation and
verilication process.
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Section lll . Major FederalAward program Findings and euestioned Costs

Finding Reference

Questiohed CGts

ilanagement R*ponse
and Correctke Action

13.'l'l (Continued)

None

The. Municipality will strengthen its internal control over the management of the
partjcipant fles in order to ensure that all the required documentation in i*fuO"O ,ritnin
the fle. We will perform an inlernal audit ofour parlicipant files to verify thaitt"Vl..Uj,
allthe necessary information to evidence the parlicipanl's eligibility.

lmplementationDate; August1,2014

Responsible Persont Mr. Antonio Aponte Delgado
Federal program Director
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Section lll . Major FederalAward program Findings and questioned Costs

FindingReference 13-12

Program

Requirement

Section 8 Housing Choice Vouchers program (CFDA i4.871) U.S. Department of
Housing and Urban Development

Financial Reporting - Accounting Records (tilw)

statement of condition Section Il - Financial Slatemenls Findings _ Finding Reference 1 3-02
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Section lll- FederalAward Findings and eueslioned Costs

Finding Reference

Requirement

Statemenl of Condition

Cdteria

CaU3e ofCondition

Effect of Condition

Recohmendation

ou8tioned CGts

ilanagement R*ponse
Aod Conective Aclion

13.13

Single AuditAct

The Single Audit Report for the fiscal year ended June 30, 2013, was not issued within
nine (9) months afterthe end ofthe audil period.

The Single Audit Act of 1984, as amended, require that the audit report must be
submitted lo lhe Federal Audit Clearinghouse no later than nine (9) months after tfie enO
of Ihe audit period.

The Municipality did not compty with the estabtished regulation as prescribed in OMB
Circular A-133.

The l\,4unicipality could lose federal grants sinc€ the noncompliance with Act
requirements.

Pro€edures should be implemented to ascertajn lhat the i.4unicipality complies with the
eslablished Federal Regulation, as prescribed by O[.48 Circut A-133:

None

We concur with this fnding. The Municipaljty wi establish a Financial Reporting Task
Force composed of lhe management team of the Department of Finance ind elxternal
consultants. 

-We 
expecl that lhe Single Audit reporting package for the fscal year ended

on June 30, 2014 will be compteted on or before [,/arch 31, 20j5.

lmplementation Date: August 1, 2014

Responsible Person: Mr. Pedro A. Crespo Ortiz
Finance Departmenl Director

COIIMOiIWEALTH OF PUERTO RICO
IIUI'IICIPALITY OF YABUCOA
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original
Finding
Number CFDA No.

Current Status of Prior YearAudil FederatAward Findings - part tFindinEls
(As required by OMB Circutar A-133)

N/A During the year ended June 30, 201@
weaknesses, or instance of noncompliance were detected related to the general
purpose frnancial slatements thal \,{ere required to be reported in accordance with OlllB
Circular A-133.

11-01 14.228

Quarterly Due/Date Date Submitted
October-December January 30, 2011 February 11 , 2011

The corective action was taken. Finding was cleared as ofJune 30,2011.

The Llunicipality did not comply with lhe requiremenGipreparing=;ndllingIEGA;A
financial reports on a limely basis. During our examinalion of the Federal Financial
Reports. We noted that the Municipality did not send on lime the quarterly report for the
following period ended.

11-02 83.544
The Municipalily has not established effective cash management procedures. The
following programs were reporled with the same cash balances during the entire year:
FEMA (Georges), FElt4A (Rains), FEMA (Jeanne), FElilA (Oean) FE[.4A (Oclober Rains)

The correclive action was taken. Finding was cleared as ofJune 30, 201i.

11.03 83.544

The l\.lunicipality transfer from the grant, mentioned, above the amount oi$fg2J18 to
the operating Account.

The corective action was taken. Finding was cleared as ofJune 30,2011.
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