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INOEPENOENT AUOITORS' REPORT

To the Honorable Mayor and
the Municlpal Legistature
Municipa llty of Yauco
Yauco, Puerto Rico

we have audited the accompa nying financia I statements of the governmentajactivities, each major fund, andthe aggregate remaining fund information of the Muntcipality oiyauco, puerto Rico @;nicipafity) as of and
for the year ended June 30, 2011, which colectivery comprise the Municiparity,s basic financiar statements
as risted in the tabre of contents. These financiar statements are the resp;nsibirity of the lruniciparity,s
management our responsibirity isto express opinions on these financia r statements b;sed on ouraudit,

we conducted our audit in accordance with auditing standards generaly accepted in the united states of
America and the standards appricable to financiar audits contain;d in the covernment Auditing standards,
issued bythe comptrorer Generar ofthe united states. Those standarcrs require that we pran and perform theaudit to obtain reasonabre assurance about whether the financiar siatements are tree of materiar
misstatement. An audit includes examininC, on a test basis, evidence supponing the amounts and
discrosures in the financial statements. An audit arso incrudes assessing the accountin; pnncipres used andsignificant estimates made by management, as well as evaruatin; the overal ;nanciar statementspresentation. We believethat ouraudit provides a reasonable basis for outopinions.

ln our opinion, the financial statements referred to above present fairly, in ali material respects, the
respeative financial position of the governmentar activities, each major fund, and the aggrega@ remaining
fun_d information of the lytunlcipamy of yauco, puerto Rico, as ofJuna3o, 20i1, and the respective changesin financial position, and where appticable, cash flows thereof for the year then endect in confomity with
accounting pinciples genera y accepted in the LJnitect states ofAmerica.

ln accordance with Government AuditinE standards, we have arso issued our repon dated March 16, 2012,
on our consideration of the Munrcrparity's internar control over financial reporiing ano on our tests or its
compriance with certain provisions of raws, regurations, contracts, and grant agree;enb and other matters.
The purpose of that report is to describe the scope of our testing of inaernal c;ntrol over financiar reporting
and compriance and the results of that testing and not to provide an opinion on the internar contror over
financial reponin€ or on compriance. That repon is an integral pan of an ;udit perfoimeJ in accoroance wittr
Government Auditing Standards and sholrtd be considered in assessing th" |,""u tt otori"rO,t.

_'_-'a-
Callc Parani *1686. Bl Ccrczsl. San J.sd. p.R. 00926-3144 _Tct. (787) 777_aO44 f at (1871764-9j17



INDEPENOENT AUDITORS' REPORT (CONTINUED)

Accounting pnncipres generary accepted in the united states ot America requrre that the management,sdiscussion and anallsis and budgetary comranson rntormation on pages 3 (hrough 11and 51be presented tosupplement the basic financiar statements. such information, arthouEr;;;t prn oiine-r-".i" ,n"nciar statements,is required by the cove rn mentat Accou n rinE Standards aoard, who co-nsider! it io o" 
",i!"r"nti"l 

part of financiatrepo(ing for placing the basic financtal staiements in an appropriate operational, economic, or histoical context.we trave appried certain rimited procedures to the required supprementary inrormation in accordance with theauditing standards generafly accepted in the united States ot Ameriia, *tilr,_ 
"on"i"t"a 

of inquiries ofmanagement.about the methods of preparing.the information anc, comparing ih" into^"tion fo, 
"onsistency 

withmanagement's responses to our jnquiries, the basic financial statementsl and othe; knowledge we obtainedduring our audit ofthe basic financiarstatements. we do not express an opinion oifioviae any assLrrance on theinformation because the rimited procedures do not provide us with suffi;i"ni1ru"'n"-" io 
"rpr""" 

an opinion orprovide anyassurance.

our audit was conducted for the purpose oJ forming opinions on the financiar statements that corectiverycomprise the Municipaflty of yauco's basic financiar ltaiements as a whore. rne iccompanying schedure ofexpenditures of federar awards is presented for purposes of additionar anarysis as required by u.s. office ofManagement and Budget circurar A-133, AudiG of states, Locar covernments, anu I,ton--erotit organizations, andis not a required part of the financial statements. The schedule of expenditures of tederal awards is theresponsibirity of management and were derived from and rerated direcfly to the und;rrying accounting and otherrecords used to prepare the financiar statements. The information has b;en sub;ected to $re auditing proceduresapplied in the audit of the financiar statements and cenain ac,ditionar pro""orres, in-ac"oro"nce with auditingstandards generally accepted in the united states of Amedca. tn our opi;ion, re iniormiiion is rairly stated in altmaterial respects in relation tothe financial statements as a whole.

,fu%kqk-
San Juan, Puerto Rico
Match 16,2072

Stamp No.2632043 ofthe puerto Rico
Society of Certified Public Accountants
was affixed to the record copy of thjs rcpon.

2
Ldpez-Vega, CPA, PSC

ants / Mannsenrenr Advisors
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIry OF YAUCO

MANAGEIvIENT'S DISCUSSION ANO ANALYSIS

YEAR ENDEDJUNE 30.2011

This drscussion and anarysis of the Municiparity of yauco (the Municiparity) financiar perrormance provides anoverview of the Municiparity's financiar activities for the fiscar year end;d ;; June 30, 2011. This lranagement
Discussion and Analysis (MD&A) should be read in conjunction wiih the accompanying bas;c fina nciat statements andthe accompanying notes to those financiar statements. Besides, this document in;ru;es comparative data with prioryearas this information was availabre for the fiscaryear ended on June 30, 2010. This MD&Ars prepared in orderto
comply with such pronouncement and, among other purposes, to provide the financial sEtements users with the
following ma.jor information:

1. a broader basis in focusing important issues;

2. acknowledgementof an overvtewof the Municipality,sfinanciat activities:

3. provides for an evaruation of its financiar condition as of the end of fiscar year 2o1o 2011 compared with
prior year results;

4. identification of uses offunds in the financingofthe Municipatity,s variety of activities andi

5. assess management's abilityto handle budgeta ry fu nctions,

FINANCIAI. HIGHTIGHTS

The flnancial condition and results of operations as reflected in the financial statements prepared for fiscaj year
2011 constitute factual evidence of the Municipatitys economic strength by the end of such year The fo o;ing
comments deserve special mention:

1. Total assets of the l\4uniciparity amounted to $76,151,799 which represents an increase of 20ya comparcd
to priorfiscalyear, as restated.

2. At the end of fiscalyear 2011, tota iabitities amounted to g61,474,302. Outofsaid amount, $43,268,009
corresponded to roncterm riabiritaes of which $39,202,000 represented the outstanding barance of bonds
and notes issued. The lvlunicipaiig continued to meet aI debt setuice requirements, mosl of which was paid
from self generated revenues.

3. rotal net assets of the Municipatity amounted ro $74,677,497 which represents a decrcase ot 240/a
compared to prior fisca I yea r, as restated.

4. Total revenues available forthe financing ofactivities as reflected in the Statement of Activities amounted to
$28,989,651, derived from the fo owing sources: g387.862 from charges for services; $6,495,106 from
operating grants and contributions; $3,137,613 from capjtat grants and contributions, and g1g,969,070
from general revenues.



COMIIIONWEALTH OF PUERTO RICO
IVIUNICIPAI.ITY OF YAUCO

MANAGEMENIS DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDEDIUNE 30,2011

FINANCtAL HtGHt-tcHTS (CONTTNUED)

5. Totar expenses incurred to afford the cost of a[ functions and programs as refrected in the statement of
Activities amounted to $33,568,757.

6, As reflected in the statement ofActivjties, the current fiscalyear operations contributed to a decrease in the
Net Assets figure by g(4,S79,106).

7. As oJthe crose ofthe current fiscal year, the Municiparity's Governmentar Funds reponed combined ending
fund deficit of $(1,730,743).

8. ln the fund financial statements. the governmental activities revenue
the governmental activities expenditures increased 91,697,496 (or
operation.

9. At the end of the current fiscar year, the Municiparity's gene.r fund deficit crecreased to (g5,481,866)
compared to a fund deficit of ($6,655,635)in the prior fiscatyear, as restated.

10. The actual cenerat Fund budgetary activities resutted in a favorabte batance of g2,674,4O2.

FUNDAMENTA1S OF FINANCIAL STATEIIIENTS PRESENTATION

The new approach used in the presentation of the financial statements ofthe Municipality is based on a govemment-
wide view of such statements as we as a presentation of individuat funds behavior during fiscat yea;2011. The
combination of these two pe6pectives provide the user the opportunity to address significant questions concerning
the content of said financiar statements, and provide the basis for a compara-bre anarysis of future year;
peformance. The comparative anarysis is a meaningfur and usefur management ioor for municipar managem;nt in
the decision making process.

decreased $1,047.323 (or 3%), and
4%); as compare to the prjor year

basis of accounting
yeat's revenues and

Under the aforementioned approach, assets and llabilities are recognized using the accrual
which is similar to the method used by most private enteerises. This meansihat current
expenses are accounted for regardless ofwhen cash is received or paid.

FINANCIAt STATEIvIENTS COtvlpONENTS

The basic financial statements consist of the government wide financial
statements and the notes to the financjal statements which provide details,
important items included in said statements,

statements, the major funds financial
disclosure and description of the most

The Statement of Net Assets reflects information ofthe lvunicipatity as a whole on a consotidated basis and provides
relevant information atlout its financial strength as reflected at the end of the fiscal year.

USING THISANNUAL REPORT

This annual report consists of a series of new financial statements with a change in the focus from previous financial
statements. The new focus is on both the Municiparity as a whore (government-wicre) and the majo; individuar funds.
Both perspectives (government-wide and major fund) allow the user to address relevant questions, broaden a basis
for comparison (yeartoyearorgovernment to govemment)and enhance the lvluniciparity.s accountabirity.
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COMIIIONWEAI.TH OF PUERTO RICO
IvIUNICIPALIWOF YAUCO

MANAGEMENTS DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDEDJUNE 30,2011

GOVERNMENT. wlDE FINANCIAL STATEIVENTS

The Government wide Financial Statements are designed to provide users of the financiat statements with a broad
overuiew ofthe l\4unicipality's finances in a mannersimilarto pravatesector companies_

The statement of Net Asset presents information on all ofthe lrunicipatity's assets and liabitities, with the difference
between both reported as net assets. over time, increases fi decreises in net assets may serve as a usefur
indicator ofwhetherthefinancial position ofthe lrunicipatity is improvingor deteriorating.

The statement of Activities presents information showinc how the Municipality,s net assets changed duingthe most
recent fiscar year Arr changes in net assets are reported as soon as the underrying event giving rise to the change
occurs, regardless of the timing of the related cash flows, Thus, revenues and expenses are reponed in the
statement of Activities that will only result in cash flows in future fiscat periods. fhe statement of Activities is
focused on both the gross and net cost of various activities, which are provided by the governments generaltax and
other revenues. This is intended to summarize and simpriry the user's anarysis of ;st of variou; governmentar

FUND FINANCIAL STATEMENTS

The Fund Financial statements provide detailed information about the Municipatity's most signifjcant funds, not the
M unicipa lity as a whole. The N4 unicipaljty has on ty one kind of fund wh ich is the go;ernmenta I fund.

Governmental fu nds are used to accountfor essentiallythe samefunctions reponed as governmentat actavities in the
Government wide Financial statements. However, unlike the Government wide Finan;al statements. covernment
Fund Financialstatements, focus on nearterm inflows and outflows ofspendable resources, as well as on balances
of spendable resources available at the end of the fiscal year. such information is useful in evaluating the
l\runicipality's near term financial requirements. Because the focus of governrnental funds is narrower than th;t of
the government wide financial statements, it is useful to compare the information presented for governmental funds
with similar information presented for governmental activities in the government wi;e financial statements.

By doing so, users of the basic financial statements may better understand the tongterm impact of the lvlunicipatity's
nearterm financialdecisions Both ofthe Governmental Fund Ealance Sheet and the Governmental Fund Statement
of Revenues, E\penditures and Changes in Fund Balances provide a reconciliation to facilitate this comparison
between governm enta I fu nds and governmental activities.

INFRASTRUCTURE ASSETS

Histoically, a government s rargest group of assets (infrasvucture-roads, bridges, underground pipes lunressassociated with an utilityl, etc.) have not been reported nor depreciated in government financial statements. GASB
34 requires that these assets be valued and reported within the Governmental column of the Government wide
Statements. Additionally, the government must elect to either (a) depreciate these assets over theh estimated useful
life or {b) deverop a system of asset management designed to maintain the service delivery potentiar to near
perpetuity. lfthe government devetops the asset management slstem (the modified approach)which periodica y (at
least every third year), by caiegory, measures and demonstrated its maintenance of jocally establjshed levels of
service standards, the government may record its cost of maintenance in lieu ofdepreciation. The information about
the condition and maintenance of condition of the governrnent infrastructure assets shoutd assist financiat
statement users in evaluating a localgovernment and its performance overtime.

According to the requirements of GAsB 34, the government must elect to either (a) depreciate the aforementioned
assets overtheir estimated usefullife or (b)develop a srstem of asset management designed to majntain the service
delivery to near perpetuity. lf the government devetops the asset managiment syst;, (the modified approach)
which periodically (at least every three yeals), by category, measures and demonatrate its maintenance oi tocaly
established levels of service standards, the government may record its cost of maintenance in lieu of depreciatio;.
ln this panicurar respect, the lvluniciparity has erected the use of recognizing depreciatjon under the usefur life
methocl and it contemplates to continue this treatment on said basis.

5



COMI'ONWEAITH OF PUERTO RICO
MUNICIPALIWOF YAUCO

MANAGETIIENIS DTSCUSSTON AND ANATYS|S - (CONTTNUED)

YEAR ENDED IUNE 30,2011

FINANCIAL ANALYSIS OFTHE MUNICIPALITY AS A WHOLE

Net Assets

The statement of Net Assets serves as an amportant indicator of the Municipatity's financiat position at the end ofthe
ta_ull9"l.-! the case of the Municiparity of yauco, primary government assets exceeded totar riabiritjes by
$14,677.497 €t the end of 2011, as compared with 919,256,603 which reftect a decrease of g(4,579,106) overprevious fiscal year, as restated. The following conclensed statement of Net Assets of the primary Government
shows on a comparative basis the most important components of the $(4,579,106) decrease reflected in the Net
Assets figure.

Condensed Stalement ol Net Assets

Current and other assets
Capitalassets

Total assets

Current and other liabilities
Longlerm liabilities

Totalliabilities

lnvested in capitalassets, net of related
debt
Restricted
Unreskicted

Total net assets

580,m0,000

s70,m0,000

s60,m0,000

ss0,mqoo0

s40,m0,000

s30,m0,000

s20,mo,ooo

s10,m0.000

s-

20aL 20ao Change %

$ 16,475,550
59,676,249

$ 14,038,036
56,434,2a9

$ 2,437.574 77ok
3,242.030 so,A

76,15a,799 70,472,255 5,679,544 a%

73%
23vd

74,206,293
4s,268,009

76,O72,469
35,143,183

12.133,424)
$,124,426)

67,47 4,302 57,275,652 (10,258,650) 20va

31,O05,249
11,126,315

127,454,067)

$ 74,677,497

26,666,279
3,713,097

(a\,722,7 73J

4,339,030 76%
1,4a3.218 200%

(16,331.354) (147)%

$ i4,s79,106) 124)%$ 19,256,603

.2011

r 2010

TotalLiabilities



COIVIMONWEALTH OF PUERTO RICO
IIIUNICIPAI.ITY OF YAUCO

TVIANAGEMENT'S DTSCUSSTON AND ANAt-yStS _ (CONTINUED)

YEAR ENDED JIJNE 30,2011

FINANCIAL ANALYSIS OFTHE MUNICIPALITYAS A WHOLE (CONTINUED)

Changes in Net Assets

The.Municiparity's net assets decreased by $(4,579,106). Approximatery fony percent (40%) of the Municiparity,s
total revenue came from taxes, whire fifty-seven percent (57%) resurted from grants and contributions, incruding
federal aid charges fo. services provided one percent (1%), rnterest and rnvestmlnt earnings one percent (1%) and
miscellaneous one percent (1%) of totar revenues. The Municiparity's rargest expenses incruded items such as
generar government, hearth and werfare services, public works, community deveropment and pubric safety, The
following table and graphic presentation includes in absolute and relative terms, th; composition of revenues and
expenses for the fiscal years ended on June 30, 2011 and 2010. such analysis hetps the reader to evatuate the
Municipal administration performance in the administration of its curent finan;ial operations.

Condensed Statement of Activtttes

Charges for services
Operating granls and contributions
Capital grants and contJibutions

[,lu n icipal license tax
I,lun icipa I sales and use tax
GGnts and contributions not restricted to

lnlercstand investmenrs ea rn ings

Genercl government

Public works and sanitation
Health and welfarc
Culture and rccreation
Economic development
Urban development
community development
€ducation
lnterest on longlerm debt

Net assets, begin ning of yea r (as restated)

$ 387,862
6,495,106
3,].37.6L3

6,520,16a
2,]a2368
2,754,349

7,024373
319,186
164,646

$ 324,943
6,227,460
4,62A,926

5,744,61,L
2,313,073
2,934.092

7,508,837
277,AA2
L34,644

change

s 62,919
267,646

(1,491,313)

735,557
(130,705)
\t79,743)

@ao,524)
41,,3o4
30,o42

20L!

7,542,006
3,783,303

11,151,485
3,151,363
1,663,623

986,5a2
7,347,476
2,853,266

550
1,049,103

6,a46,765
3,L44,82t

17.262,ALA
2,424,370
1,301,438
1,314,916

1,951,460
47,341

843,32a

79%
4%

132)%

t3%
(6)%
(6)%

(6)%

22%

l4)%

(10)%
(2O)%

30%
2A%
25%

(1OO)%

|46)%
9a%

(241%

(15)%

(559)%

5%

124)%

24.989,651 30,134,46a (L,L44,417)

(695,241)
(638,482)

111,333
(726,993)
(362,185)

328,334
(1,387,476)

(901,806)
46,791

(2O5,77s)

33,564,757 29,L37,257

(4,579,106) 997,271

19.256,603 !4,259,392

(4,431,500)

(5,576,317)

997,27!

$ 74,677,497 $ 19,256,603 $ (4,579,106)
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COI'MONWEATTH OF PUERIO RICO
IIIUNICIPAI.ITY OF YAUCO

IVIANAGEMENT'S DTSCUSSTON AND ANAtyStS - (CONTINUED)

YEAR ENDED JUNE 30,2011

FINANCIAL ANALYSIS OF THE rylUNtCtpALtTy AS A wHOLE (CoNnNUED)

7%

,1,

v

7/o 1%

Revenues 2011

Expenses 2011

. Culture and re.reation

, Urban developmeot

r Charges tor servi€es

r Operating grants and contibutbns

r Capital Grants a.d Contributions

r Property taxes

r Munkipalsal€s and use tax

. Municip3l license tax

. 6rants and conAibotions not
restri€ted lo specifk programs

r lnterest and investment earnings

r Ge aleral government

r Health andwelfare

. Commorjty development

r Publ;. work and sanitation

. Economic developrnent
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COI}IMONWEALIH OF PUERTO RICO
MUNICIPALITY OF YAUCO

MANAGETVIENT'S OTSCUSSTON ANO ANALYS|S - (CONTINUED)

YEAR ENOEDJUNE 30.2011

FINANCIAL ANAI.YSIS OF THE IYIUNICIPALITY'S INDIVIDUAL FUNDS

As noted earlier, the Municipality uses fund accounting to ensure and demonstrate compliance with finance related
legal requirements.

GovernmentalFunds

The focus of the Municipality's governmentar funds is to provide information on near-term infrows, oumowq and
balances of spendable resources. Such information is useful in assessing the IVunicipality's financing requirements.
ln particular, unreserved fund balance may serve as a useful measure of a government's net resources available for
spending at the end of the flscat year.

As ofthe end ofthe cu rrent fiscal yea r, the Municipality's governmentalfunds reported combined endingfund deficit
amountingto ($1,730,743), which represents a deficit decrease of $352,437 when compared with the prioryear, as
restated. of the indicated batance, $9,325,937 was ctassified as restricted for the fo owing purposes: (1)
$4,468,999 for debt service payments, (2)$1,112,795 forcapitat project and (3)$3,744,143 for ottrer purposes.

As of June 30' 2011, the cenerar Fund, which is the main operating fund of the Municipality and the other
Governmental Funds, reflected an unas,signed fund deficit of g(5,491,866) and $(11,056,680). respectivety.

GENERAL FUND BUDGETARY HIGHLIGHTS

During fiscal yeat 2o7o-2o77, the Municipal Legistature approved revisions to the operationat budget that was
prepared in accordance to the analysis of previous year's results. Despite of the balance budget, the expected
amounts of revenues were not collected, as reflected in exhibit, audgetary comparison schedule-Generai Fund
attached here to. The I\runicapality Of Yauco current year operation had a defiCiency of revenues over expenses of ig
1,730,a69).

CAPITAL ASSEIS AND DEBT ADMINISTRATION

Capital Assets

The Municipality's investment in capital assets as of June 30, 2011, amounted to $82,554,516 which upon
deduction of accumulated depreciation in the amount of 922,878,267 produced a net book vatue attributabte to
capital assets an the amount of 959,676,249. Said investment inctudes tand, constroction in progress, buitdjngs,
improvements, equipment, infrastructure, furnishing, computers and vehicres. rnfrastructure assets are composed of
items such as roads, bridges, streets and sidewalks, drainage systems, lighting systems, ancl similar items.

The total increase in the lvlunicipality's investment in capital assets for the current fiscal year represented
approximately five percent (5%) of net book vatue. Depreciation charges for the year totated g4,181,860.

9



COM IVIONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

TUANAGEIVIENT'S DTSCUSSTON AND ANALYS|S _ (CONTTNUED)

YEAR ENDEDJUNE 30,2011

Debt Admlnistration

The Pueno Rico Legislative Assembly has established a limitation for the issuance of generat obtigation municipat
bonds and notes for the payment of which the good faith, credit and taxing power o; each municipatity may bepledged. The applicable law also requires that in order for a Municipatity 6 be able to issue addition;t ge;eral
obrigation bonds and notes, such l\runiciparity must have sufficient "payment capacity, as defined in Act No.64.
such Act requires a lvlunicipality must has sufficient 'payment capacity" to incur additio;at general obtigation debt if
its deposits in the Redemption Fund and the annual amounts cottected with respect to such Ltunicipa]ity's speciat
Additional rax (as defined betow), as projected by cDB, is sufricient to servlce to maturity the l\,,lunicipality.s
outstanding general obtigation debt and the additionat proposed generat obtigatjon debt.

The lvlunicipality is required under prevailing applicable law to levy a speciat Additjonat Tax in such amounts as shatl
be required forthe payment of its general obligation municipalbonds and notes. tn addition, principalof and interest
on allgeneralobligation municipal bonds and notes and on allmunicipalnotes issued in anticipation ofthe issuance
of generalobligation bonds issued bythe Municipality constitute a first tien on the Municipatity's Basic Tax revenues.
Accordingly, the Municipality's Basic Tax revenues would be available to make debt service payments on general
obligation municjpal bonds and notes to the extent that the Speciat Additional Tax tevied by the [,4unicipatity, together
with moneys on deposit in the lvlunicipality's Redemption Fund, are not sufficient to cover such debt service, ln the
panicular case of the Muntcipality of yauco, it has never been necessary to appty Basic faxes to pay debt service on
general obligation debt ofthe Municipatity.

ECONOMIC FACTORSAND NEXT YEAF'S BUDGETS AND RATES

The Municipality relies primarily on propeny and municipal taxes as well as federal and state grants to carry out the
govemmental activities. Historically, propeny and municipal taxes have been very predictable with increases of
approximately five percent. Federal and State grant revenues may vary if new grants are available, but the revenue
can be also predictable. Those factors were considered when preparing the Municipatity,s budget for the fiscat year
2074-2072.

FINANCIAL CONTACT

The Municipality's financial statements are designed to present userc (citizens, taxpayer, customers, investors and
creditors)with a general overview ofthe Municipality's finances and to demonstrate the lvlunicipatity's accountability.
lf you have questions about the repon or need additional financiat information. contact the Municipatitys Chi;f
FinancialOfficer.
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Commonwealth of Pueno Rico
Municipality of Yauco

Statement of Net Assets
June 30.2011

Governmental
Activities

Cash and cash equivalents
Cash with fiscalagent
Accounts receivable:

Municipal license tax
lntergovernmental
Prope(y tax
Others

Capitalassets:
Land, improvements and construction in progress
Buildings, infrastruture and other capital assets,
net of depreciation
fotalcapitalassets

Total assets

Liabilities
Eank overdraft
Accounts payable and accrued liabilities
Due to oth er governmenta I entities
Deferred revenues:

Municipal lacense tax

Noncurrent liabilities:
Due within one year

Due in more than oneyear

Totalliabitaties

Net fusets
lnvested in capitalassets, net of related debt

CapitalProyect
Debt service
Other purposes

Unrestricted (deficit)

Total net assets

2,572.397
I,478,479

222,4A9
4,523.s32
2,752,650

126,O73

5,168,951

54,507,298
59,676.249

76,151,799

436,3a5
72,22!,452

856,883

1,817,A93
2,873,680

2,635,091
40,632,91a

67.47 4,302

31,OO5,249

7.112,795
4,468,999
5,544,52a

(27,454,067)

The.otes ro rhe tinanca statemenls are an nlegra panotlhrs slarement

14.6 /7 ,497
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Commonwealth of Puerto Rico

lllunicipality of Yauco

Statement of Activities
For the Year Ended June 30, 2011

Net (Elpen*s) Revenues and

changes in Net A5*ts

Op€ratinA CaD(al

Granrsand

Conhlbutions Convibutions

Community development

lnte@st on lo.gterm debt

Total governmentat actNities

$ 7,542,006

3.783,303

11.151,445

3,151,363

1,663,623

946.542

2,453,266

1.387,4?6

550

1,O49,103

$ 1945

229,549

s 1,269.539

766.523

2,436,464

1,339,290

217,936

64.951

t6,27O.442)

\2,747,2371

(5,177,004)

(1.412,073)

(1249,360)

(921,631)

(2,453.266)

11347,4761

(550)

(1.049,103)

3,137 613

156.328

5 33,56a 757 $ 387.862 $ 6.495.106 $ 3137.613 (23.544,176)

Mun.ipalsal* and use lax

Grants and conrributions not rest cted to specic progEms

lnter6t and investme.t earnings

Neiassets beg.nrngasresiaied

6,520,164

2.154.349

2.1a2.364

7,028.313

319.1a6

164,646

(4,579,106)

19,256,603

74.611,497

The note to the financialstatements are an integral pan ofthis statement. L2
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Commonwealth of Puedo Rico
Ir,lunicipality of Yauco

BalanceSheet
Govemmeniat Funds

June 30.2011

$ 4.366 $ 7934,433 $ :16.936.576

i5.441366) (1543,441t 11.730,7431

$ 2.1A3.749 $ 7.2AO.292 $ 5,063.6a1 $ 4.366 $ 7.934,4aa $ 16,9S6576

The notesroihe linanca srarements are an integratpan oflh s sraremenr. 13



Commonweatth of puerto Rico
Municipatity of yauco

Statement of Revenues, Expenditures and Changes in Fund Batances
GovernmentatFunds

June 30.2011

oebtsefoie
GEnr

Licenss,p€m'ts6ndothell@ali.B
2,18236A
1,246,559

1.945

229,449

2.30a.252

$ 2,566,423

2,78236A
1,246,55S

!945

156324

9,443.24\ 29.03a,39a

Public'fety

communiq d€€topment

oebt sefrie:

4,192,440
2,133,2L3

1.973.611

96.206

550

3.406,325

3,25A,O22

2,090,260

2.166,103 39,216,961

Er'E ldefidency) or cEnu6 o€r

oihd ilm.cing $u@ lilg)

rod orher nnancins soucs (u€)

t6,9ar-a6a) (1o,17a,563)

4,405,270

t4,105.2701
5,475,0@ 10.531.000

t2,746,3471

\242,5721

242,472 5.475000

Ndcna4e'nfundbabnE 
(s^,J".-,
lf r t 4sLs6e,\U:
. \,J

,/\l\P/

- 4J6&r$
(2033.130)

l__ll1l]1462 269

The notestothe inancial statementsarean integrat parr of thtsstatement_ 1-4



commonwealth ol Pueno Rico

Muntcipatity of yauco

Reconciliation ol lhe Batance Sheei - covetnmentat Funds
to the statement of Net Assets

For ihe Year Ended .,une 30. 2011

Total Fund Balan@s - Governmentat F(nds

Amounts reported for Govenmentat klieties r. the srarement oi Net Asets
are diffeGnt because:

CapitalAsas used in Goveh mentat Activities are nol fin.nciat resour.es and iherejo6
are not reponed in thefunds. rn the cure.t Derod. rhese amolnts are:

Non Depreciabte capial a$ets
Deprecia b e Cap tal A$els
Accum!lated oeDreciation

Toiat Cap lat Asts

Some riabilitiesare notdueand payabie in the .uireni period and thereiore, are nor

reported n the funds.lhose liabrlities consist ot

Ge.era Bonds and Notes Payable

Com pen sated Abse n ces

$ 5.16A.951
77 345,565

\22,474,267 )

(7,730.743\

59.676249

(€,26aO09)

39,202,000

1,747 342
655,701

L124.464
359,605

111,976
26,441

Tota LongTerm Labilt es

Total Net Assets of Government6l Activities

The noles to the linancial stalemenis are an nlegralpari ol this slatemenl. 15



Commonwealth of puerto Rico
Municipatity oI Yauco

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

Govelnmental Funds to the Statement of Activities
For the Year Ended June 30,2Oa!

Net Change in Fund Batances . Totat covernmentat Funds

Amounts reported for gove.nrnentat activit es n the Statement of Activities a re difierent because:

Revenues in the Statement of Activites that do not provide curent financial resources are not reported as
revenues in thefunds. Thefo lowinganrount representsthe change in this revenue from prioryear.

Governmental Funds report capitatou{ats as expenditures. However, in the covernment-wde Statement ot
Activities and Changes ir Net A$ets, the cost of thce assets is a tocated over their estimated usefull vesas
depreciation expense- This is the a mount of capita assets recorded in the currentOeriod.

Depreciation expense on capital assets is reported in the covernment Wide Statements of Activities a,rd
Change in Net Assets, butthey do not require the use of currentfinancial resources. Therefore, depreciation
expense is not repo(ed as expenditures ln GovernmentatFunds.

Bonds and notes proceens prcvide curent financiat resources to covernmenGt Funds. Repayment of bonds
and notes principal is an expenditure tn Governmentat Funds. but the repayment reduces tong te.m
liabilities in the Govemmert,Wide Statemenr of Net Assets. Thrs ts the amourt by which the debt proceeds
exceed debtseruice principal payments.

Repayment of ong tem property tax advance debt is an expenditure in Governmentat Funds, but the
repayment reduces long-term propertytax advance debt in the Government Wide Statement of Net Assets.
This is the arnount paid in the curentyear.

Repayment of ong term Land lnformatior i/anageme,rt Sysrem (Ltt'/S) debt is a,r exDenditure n

Governmerta Funds, but the repayment reduces tong term LIMS debt in the covernment Wide Statement of
NetAsseG. This istheamount paid inth€ current period.

Change in landfill accrual

Some erpenses reported in the Statement of Activit es do not require the use of current financiatresources
and, therefore, are not reported asexpenditures i,r Governmenta Funds.

tongtem Caim and Judgmertsare reponed in the Government wide Statement or Acuvities and Changes tn

Net Assets. butthey do not require the lse of curentfinancialresources, Therefore. tong-term compensated
were not repoded as expenditures in Governmenta Funds. The folowing amount represents the change in
longterm compensated absences from prior year.

Longierm compensated absencesare reported ir the Governmentwide Statement of Activities and Changes
in Net Assets, bLt they do not reqlire the use of current financal resoLrces. Theretore, rong-term
compensated were not reponed as expenditures in Governmenta Funds. The fo owing amount represents
fte change . ong.te,n, orpplsdred aoser ce5 i'on prioryear.

Change in Net Aisets or Govemmental Actlvltles

7,423,890

(4,181,a60)

{9,414.000)

,44.7 47)

5,332

50,644

762,O75

549.419

352.437

10,266

(88.606)

s (4.s79,106)

The notes to the financialstatements are an integral part ofthis staiement. 16



COMT$ONWEALTH OF PUERTO RICO
ITlUNICIPALITY OF YAUCO

NOTES TO BASIC FINANCIAL STATEMENTS
YEAR ENDED IUNE 30,2011

1. ORGANIZATION AI{O SUtvIMARy OF StGNtF|CANT ACCOUNTTNG pOt-tCtES

The Munrciparity of Yauco (the Municiparity) was founded on the year 1756. The l\runiciparity.s governmentar
system consists ofan executive and regisrature body, rt is governed by a l\rayor and a sixteen,mem;er Municipar
Legislature who are elected for a fouryearterm.

The rvruniciparity provides a ful range of services for its citizens. These services incrude pubric safety, pubric
works, culture and recreation, hearth and welfare, community deveropment, education, and other miscellaneous

The accounting poricies and financiar reponing practices of the Municiparity conform to accounting principres
generally accepted in the united States ofAmerica ("USGAAP") as applicabte to governmentat units.

ln June 1999, the covernmentar Accounting standards Board (GASB) issued statement No. 34, "Basic Financiar
statements and lranagements and Discussion and Analysjs for state and Local Governrnents.- This statement,
known as the Reporting l\rodel, provides for the most significant change in financial reponing for state and localgovernments in over 20 years and affects the way the lvlunicipality prepares and presents financial information.
The statement was adopted as of Jury 1, 2002. rn addition to this statement, cAsB statement No. 37, "Basic
Financial statements and luanagement's Discussion and Analysis for state and Local Governments: omnibus'
and GASB statement N0.38, "certain Financiar statement Note Discrosures" have been adopted and are
reflected in these financial statements.

As pan of this statement, there is a new reporting requirement regarding the capitalization of local government
infrastructure (roads, bridges, traffic signars, etc.). This requirement p;rmits an optionar fouryea; deray for
implementation to fiscar year ended on June 30, 2007. The Municiparity erected to imprement the retroactive
capitalization of infrastructure assets in the year ended June 30, 2006,

ln N4arch 2009, the rduniciparity adopted the provisions of GASB statemenr No.F,5,, rhe Hierarchy of cene/aly
Accepted Accounting Pincipies fot state and Local Gover,lments (GASB No. 55). and cAsB stat;ment No. 56-,
codification of AccountinE and Financiat Reporting cuictance contained in the Atcpa statements on Auditing
Srandards rGASA No. 56).

GASB No. 55 incorporated the hierarchy of uscAAp for state and tocal governments into the Govemmentat
Accounting standards Board's (cAsB) authoritative literature. The requirements in this statement codi, alt
USGAAP for state and local governments sothatthey derive from a single source.

GASB No. 56 inconorated into the Governmental Accounting Standards Board s (GASB) authoritative literature
cenain accounting and financial reporting guidance presented in the American tnstitute of Certified pubtic
Accountants'statements on Auditing standards. This statement addressed three issues not included in the
authoritative literature that establishes accoul,ting principles-related party transactions, going concern
considerations, and subseqUent events.

ln the current year, the lvuniciparity adopted the provisions of GASB statement No. 54, Furd Balance Reporting
ancl covernmental Fund rype Definitions (GASB No. 54), which modified the interpretations of certain terms
within the definition ofthe special revenue funds and the types of activities the [,tunicipatity may choose to report
in those funds GASB No. 54 also clarified the capital projects fund type definition for better alignment with the
needs of preparers and users. Definitions of other governmental fund types were also modified for clarity and
consistency.
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COMIVIONWEAI.TH oF PUERTo RIco
IVUNICIPALITY OF YAUCO

NOTES TO BASIC FINANC|AL STATETYIENTS (CONTTNUED)

YEAR ENDEDJUNE 30,2011

r- oRGANtZAION AND SUMMARy OF StcNtFtcANTACCOUNTtNG pOt-tCtES (coNTtNUED)

Thefollowing is a summaryofthe significant accounting policies ofthe t\runicipatity:

A. Component Units

rn evaruating how to define the N4unicrparity for financiar reporting purposes. management has considered apotentiar component units. The decision to incrude a potentiar ;omponent unit i; the reponing entity was
made by apptying the provisions of Statement No. 14, The Finan;iat Reporting Entity, of th; GAS-B, as
amended by GASB Statement No. 39, "Determining whether certain organization;re components units an
amendment of GASB Statement 14" The basic, but not the only cdterio; for inctuding a potentiat component
unit within the reporting entity is if erected officials of a primary government are financialy account;bre for
the entity. Financial accountability exists ifthe pimary govemmeniar appoints a voting majority ofthe entity's
governing body, and if either one ofthe foflowing conditions exist:the primary government can impose its wi
on the other entity or the potential exists forthe other entity to (1) provide speaific financiar benefits to or (2)
impose specific financial burdens on the p mary government. A second criterion used in evaruating potentiai
component units is if the naiure and significance of the rerationship between the entity and; primary
government are such that to exclude the entity from the financial reponing entity woutd render the financiij
statements misreading or incomprete. Based on the above criteria the Municiparity does not have component
units to inctude within its repoi(ing entity.

B. Government-wide and fund tina ncia I statements

Financialinformation ofthe Municipatity is presented in this repon asfollow:

1. Managements discussion and anarysis introduces the basic financiar statements and provides an
analltical overviewof the Municipality'sfinanciat activities.

2. The govern ment wide financial statements (i,e. the statement of net assets and the statement ofactivities)
report information on arr the activities of the Municipality and its component units, if any. covernmentar
activities, which normally are supponed by taxes and intergovernmental revenues, are reported separately
from businesstype activities, if any, which rely to a significant extent on fees and charges for support.
lnterfund activity has been removed from these statements to minimize the dupricating ;ffect on ;ssets
and liabilities within the governmental activities.

The statement of activities demonstrates the degree to which the direct expenses of a given function or
segment is offset by program revenue. Direct expenses are those that are charges to customers or
applicants who purchase, use, or direcfly benefit from goods, services, or priviteges provided by a given
function or segment and grants and contributions that are restricted to meeting the operational or c;pital
requirements of a particular function or segment. Taxes and other items not properly included among
program revenues are reponed instead as generalrevenues.

3. Fund financialstatements focus on information aboutthe l\runjcipality's major governmentalfunds. I\,lajor
individual governmentar funds are reported as separate corumns in the fund financiar statemenis.
Pursuant to the provisions set forth by cASB No. 54, the lruniciparity reported the foflowing governmental
funds in the accompanying cFFS:

eenetar FunaL is the Municiparity main operating fund used to account ror and report aI financial and
reported resources and governmental activities, except for those required to be accounted for in another
fund. lt is presumed thatthe Municipatib/'s governmentat activities have been reponed in the generatfund
except for transactions for which one of the folowing compeling reasons has required the use of another
fund: (1) legat requirements, (2) USGMP requirements or (3) the demands of sound financiat
administration requiring the use of a governmental fund other than the general fund, lts revenues consist
mainly of taxes, licenses and permits, intergovernmental, charges forservices and other.

18



COIYIMONWEALTH oF PUERTo RIco
MUNICIPALIW OF YAUCO

NOTES TO BASIC F'NANCIAL STATEMENIS (CONTINUED)

YEAR ENDED JUNE 30,2011

1. ORGANTZATTON AND SUMtVtARy OF StcNtFtCANT ACCOUNTTNG pOLtCtES (CONTTNUED)

speciar Revenue Funat - rruD Graats is a major governmentar fund used to account for and repon theproceeds of specific revenue sources dedved from federal grants, fhe uses ano timitations of each
special reven ue fund are specified by federal statutes.

oebt seMce Funar- is a fiajor governmentar fund used to account for and repon for the accumuration of
financial resources that are restricted.for, and the payment ol principaland inierest for: (1)bonds payabte
for which debt service payments are reEFry mandated to be accou;ted for in a debt service frnd a;d (2)
cenain special long_term obligations for which the L4unicjpality is been accu m ulating fina ncial resources i;
advanceto pay p ncipaland interest payments maturing in futureyears,

special oui$ation Bon& is a major governmental fund used to account for and repon financial resources
that are restricted to expenditure for payment of operationat debt. The uses are specified by Municipality
ordinances or state statutes,

fhe other governmentar funds of the Municiparity account for granG and other resources whose use is
restricted for a particular purpose.

4.The notes to the financial statements provide information that is essential to a user,s
basic financial statements.

S.Required supprementary information such as the budgetary comparison schedure-generar funcr and other
types of data required byGASS.

6. Notes tothe budgetary comparison schedule generaIfund.

C. Financial reportingpresentation

fhe accounts ofthe Municiparity are organized on the basis of funds, each of which is considered a separate
accounting entity. The operations of each fund are accounted for with a separate set of self-balancing
accounts that comprise its assets, liabilities, fund equity, revenues, and expenditures. Fund types are ai

Gerera, Fun+ General Fund is the generar operating fund of the lvunicipality. rt is used to account for a
govern mental activity, exceptthose requared to be accounted for in anotherfund,

special Revenue Fund - Federa, Grsnts - special Revenue Funds are used to account for revenues derived
from federar grants. The uses and rim itations of each specia r reven ue fu nd are specified by federa r statutes.

special Revenue Funcl - Local ancl state Granb - special Revenue Funds are used to account for revenues
derived from local funds, state grants or other restricted revenue sources. The uses and rimitations of each
special reven ue fund are specified by M unicipality ordina nces and state statutes.

special Revenue Func! - section I Housing chotce youcier - speciar Revenue Funds are used to account for
revenues_derived from section 8 Housing choice voucher program. The uses and limitations of each special
revenue fund are specified by federal statutes.

special Revenue Func! - othet Fecterat cran/6 - speciar Revenue Funds are used to account tor revenues
derived from federal grants, The uses and limitations of each special revenue fund are specified by federal
statutes,

understanding of the
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COMIIIONWEALTH OF PUERTO RICO
IT4UNICIPALITY OF YAUCO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDEDJUNE 30.2011

1. ORGANTZAIION ANO SUMMARy OF StGNtF|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

Debt se,ice Func! - Debt service Funds are used to account for the accumuiation of resources for and thepayment of, generallong-term debt principal, interest, and related costs.

D. Measu rement focus, basis of accountingand tinancialpresentailon

Government'wide financial statements - The accompanying GWFS are prepared using the economic
resources measurement focus and the accruar basis of accounting, subject to the additionar rures ancr
rimitations detaired berow, revenues (incruding interest on deposits a;d inv;stments) are generaly recorded
when earned and expenses are generaly recorded when a riability is incurred, regardress of th; timing of
related cash flows,

All revenues, expenses, gains, losses. assets and liabalities resulting from exchangelike transactions aregenerally recorded when exchange takes place. ln exchange transactions, each party to the transaction
receives and gives up essentialy equar varues. An exchange-rike transaction is one when there is an
identifiable exchange and the values exchanged, though related, may not be quite equal. The accompanying
basic financiar statements incrude e,xchange]ike transactions such as ricense tees, tines, penatiiei
forfeitures, permits, charges for services, and most miscelaneous revenues, which are recorded as revenues
when collected because they are generally not measurable until actually received.

The IMunicipality groups its non-exchange transactions into the folowing four (4) crasses in the accompanying
basic financiar statemenG: (a) derived tax revenues, (b) imposed no;,exchange revenues, (c) government
mandated non€xchange transactjons, and (d)voluntary non-excha nge tra nsactio;s.

ln the case of derived tax revenue transactions, which result from assessments that the N4unicipality places
on exchange transactions, receivables and revenues are recorded when the underlying exchange las

ln the case of imposed non-exchange revenue transactions (such as property taxes and municipar ricense
taxes), which resurt from assessments made by the Municiparity on non-governmentar entities, incruding
individuars, other than assessments on exchange transaction, receivabrea are generary recorded in th;
pedod when an enforceabre regar craim has arisen- property taxes and municipar racense taxes are generaly
recorded as revenues (net of amounts considered not co[ectibre) in the fiscar year when resources are
required to be used for the firct fiscal year that the use ofthe resources is permitted.

For government_mandated non€xchange transactions (such as intergovernmental grants and contributions),
receivables and revenues are generaly recorded when aI erigibirity requirements imposed by the provider
hav€ been met. For the majority of grants, the tvtunicipality must expend resources on the specmc pu;pose or
project before the provider reimburses any amounts, Therefore, revenue is generally recognized as qualirying
reimbursable expenditures are incurred,

For voluntary non€xchange transactions (such as donations and certain grants and entiflements) receivables
and revenues are generally accounted for an the same manner as government-mandated non€xchange
transactions discussed above.

Events that are neither exchange nor non€xchange transactions are recorded when it is probabre that a ross
has been occufied and the amount of loss is reasonably estimated,

lnterests on deposits are recorded when earned since these aevenues are considered both measurabre and
availabre at June 30, 2011, Receipts of any type of revenue sources colected in advance for use in the
following fiscal year are recorded as deferred revenUes.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENOED JUNE 30,2011

1. ORcANtZAflON AND SUMMARy OF StcNtF|CANr ACCOUNTTNG pOLtCtES (CONTTNUED)

Accordingto GASE No.34, allgeneralcapital assets and the unmatured tong-term tiabitities are recorded onty
in the accompanying statement of Net Assets. The measurement focus ano the basis of accounting used i;
the accompanying GwFs differ significanfly from the measurement focus used in the preparation orthe GFFS.
Therefore, the accompanying GFFS incrude reconciriations, as detaired in the accom panying tabre ofcontents,
to better identifythe retationship between the GWFS and the GFFS.

Government Fund Financiar statements - The accompanying cFFs are reported using the current financiar
resources measurements focus and the modified accrual basis of accounting_ Revenues are generally
recognized as soon as they are both measurabre and avairabre. Revenues are;onsidered to be avairabre
when they are collectible within the current fiscal year or soon enough thereafter to pay tiabilities of the
current fiscal year. For this purpose, the Municipality generally considers most revenues (municipal licenses
taxes, construction excise taxes, sales and use taxes, interests on deposits, intergovernmental grants and
contributions and certain charges for services)to be avairable if colected within sixtt (60) days aft;rJune 30,
2011. AtJune 30,2011, att revenues sources met this avaitabitity criterion.

Property taxes are arl considered susceptibre to accrual if commonly colected withrn sixty (60)dals folowing
the end ofthe fiscalperiod, unless unusual circumsta nces justit a greater period.

other revenue sources considered susceptible to accrual include municipal license taxes, sales and use
taxes, construction excise taxes, intergovernmental crants and contributions, interests on deposits and
charges for services. These principal revenue sources meet both measurability and availability criieria in the
accompanying GFFS.

ln a manner similar to the GWFS, but subject to and limited by the avairabirity criteria discussed above, a
revenues' expenses, gaans, losses, assets and liabilities resulting from exchange, exchange-like transactions
are also generally recorded when the exchange takes place while all revenues, expenses, gains, losses, and
assets resulting from non exchange transactions are recorded when an enforceable legal claim arises or
when alleligibility requirements imposed bythe provider have been met, appticabte.

lnterests on deposits are recorded when earned since these revenues are considered both measurable and
available at June 30,2011.

Pursuant to the provisions of GASB lnterpretation No. 6, Recogn,ron and Measurement of certajn Liabirities
and Expenditurcs in Govenmental Fund Financial Statements (GASB| No. 6), in the absence of an expticit
requirement (i.e., the absence of an appticabte modification, discussed betow) the Municipatity genera y
accrues a governmental fund liability and expenditure (including salaries, professional services, supplies,
utilities, etc.) in the period in which the government incurs the liability, to the extent that these liabitities are
normally expected to be liquidated in a timely manner and in full with current available financial resources.
The accompanying Balance Sheet Governmental Funds generally reflects only assets that will be convened
into cash to satisi/ current liabilities. Long-term assets and those assets that will not be converted into cash
to satisfy current liabitities are generafly not accounted for in the accompanying Batance sheet _
Governmental Funds. At the same time, Iongterm tiabitjties (genera y, those unmatured that wifl not require
the use ofcurrent financial resources to paythem)are not accounted for in the accompanying Balance Sheet
- Governmental Funds,

The measurement focus of the GFFS is on decreases of net financial resources (expenditures) rather than
expenses Most expenditures are measurable and are recorded when the related governmentalfund liability
is incurred. Allocation of costs, such as depreciation and amoni2ation, are recorded in the accompanyjng
Siatement ofActivities, butare not recorded in the accompanying GFFS.
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COTvIM0NwEALTH OF pUERTO RtCO
MUNICIPALIW OF YAUCO

NOTES TO BASIC FINANC|AI STATEiVTENTS (coNTtNUED)

YEAR ENDEDJUNE 30,2011

1. ORGANTZATTON AND SUtr4MARy OF StcNtF|CANT ACCOUNTTNG pO CtES (CONTTNUED)

E. Assets, liablllties and net assets

1. Cash, cash equivatents, and cash with fiscat agent- fhe Municipatity,s cash and cash equivalents are
considered to be cash on hand, demand deposits, and sho(-term investments with originai maturities of
three months or less from the date ofacquisition.

cash with fiscar agent in the debt service fund represents speciar additionar propeny tax collections
retalned by the Commonweatth of puerto Rico and restricted for the payment ofthe [,4unacipatity,s debt
service, as established by law. Also, cash with fiscal agent consists of unused proceeds of bonds and
notes issued forthe acquisition ofequipment and construction ofmajorcapital improvements.

2. Recelvables and payablesr Activity between funds that are representative of lending/borrowing
arrangements outstanding at the end of the fiscal yeat ate rclefied to as eithq "due to/from other
funds" (i.e,, the current portion of interfund loans) or "advances to/from other funds" (i,e., the non
curent ponion of intedund loans). All other outstanding balances between funds are reponed as "due
tolfrom otherfunds.'

Advances between funds, as reported in the fund financial statements, if any, are offset by a lund
balance reserve account in applicable governmental funds to indicate that they are not available for
appropriation and are not expendable availablefinancial resources.

Receivables are stated net of estimated allowances for uncollectible accounts, which are determined,
based upon past collection experience and current economic conditions, lntergovernmental receivables
in the General Fund represents the batance due from the Municipat Revenue Co ection Center {CRtM)
resulting from the final liquidations of advances made by CR|M to the Municipatity corresponding to
collections from property taxes and legislative appropriations from the Commonwealth of pueno Rico
plus final liquidation of contributions in lieu of taxes payabte by the puerto Rjco Etectric power Authority
(PREPA) to the Municipatity. tntergovernmentat Receivabtes in the debt service fund represent the
amounts due from the CRllvl resulting from the excess of current year propeny tax collections over
current year advances, lntergovernmental receivable in the special revenue or capital project funds
represent amounts owed to the Municipality for reimbursement of expenditures incurred pursuant to
federally funded or state funded programs, The Municipal sales and use tax is collected on a contract
basis with the Commonwealth of pueno Rico Depanment ofTreasury.

3. lnventoriesr lnventories in the generalfund is recorded as expenditure and, consequen y, the inventory
is not recorded in the statement of netassets.

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

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

Major outlals for capitalassets and improvements are capitalized as projects are constructed.
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NOTES TO BASIC FINANCIAL STATEIVIENTS (coNTINUED)

YEAR ENDED JTJNE 30, 2011

1. ORGANTZATTON AND SUMMARY OF StGNtF|CANT ACCOUNTTNG pOLtctES (CONTTNUED)

capital assets of the Municipality are depreciated using the straight-tine method
estimated useful lives:

Descriotion

Euildings and site improvements
lnfrastructu re

FurnitLrre and fixtures
Machinery and equipment

ljsefulLlfe

40 years
40years
10 years
5 years
5 years

3 to 5 years

over the following

Caoitalization threshotd

$1
$1
$1
$1

$25
$25

5. Defered revenues,ln the GFFS, deferred revenues arises when one ofthe following situations occur:

a. Potential revenue does not meet both the "measurable" and "available" criteria for revenue
recognition in the cu(ent period (unavailable revenue). As previously discussed, available is
defined as due (or past due) at June 30, 2011 and co ected within 60 da)s thereafter to pay
obligations due at lune 30. ln subsequent periods, when both criteria are met, the tiability for
deferred revenue ts removed and revenue is recognized.

b. The l\4unicipality receives resources before it has a legal cjaim to them (unearned revenue). ln
subsequent periods, when the revenue recognition criterion is met. the liability for deferred
revenue is removed and revenue is recognized.

Deferred revenues at the governmentwide rever arise onry when the lvuniciparity receives resources
before it has a tegatctaim to them.

6. Long_term obrigations The riabirities reported in the government-wade financiar statements incruded
general and special obligation bonds and notes, and other long,term liabilities, such as vacation, sick
leave' litigation, rong_term riabirities to other governmentar entities and landfiI crosure and post crosure
care costs.,

ln the fund financial statements, governmental fund types recognize bond issuances cost, during the
current period. The face amount of debt issued is reponed as other financinC sources, while bond
issuance costs, whether or not withheld from the actual debt proceeds received, are reported as
expenditures in the general fund.

Compensated absences, Employees accumulate vacatjon leave at a rate of 2.5 days per month up to a
maximum of 60 days. Unpaad vacation time accumutated is fu y vested to the emptoyees from the first
day ofwork. Allvacation pay is accrued when incurred in the govern ment-wide financi;l statements.

Employees accumulate sick leave at a rate of 1.5 days per month up to a maximum of 90 days. Upon
retirement, an employee receives compensation for all accumulated and unpaid sick leave at the
current rate, if the employee has at least 10 years ofservice with the Municipality. Allsick leave pay and
salary related benefits are accrued when incurred ln the governmentalwide fin;ncial statements when
the employee meets such criteria,

Claims and judgments The estimated amount of the liabitity for ctajms and judgments, which is due on
demand, such as from adjudacated or setfled ctaims, is recorded in the gene;at iund when the tiabitity is
incured.

7.

a.
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1. ORGANTZATTON AND SUMMARy OF StcNtF|CANf ACCOUNTTNG pOLtCtES (CONTTNUED)

9. Fund Barances- rn the current year, the Municiparity adopted the provisions of GASB statement No. 54,
Fund Batance Repofting ancl covernmental Fun(t Iype Definitirns (GASS No. 54), which enhanced the
usefulness of fund balance information by providjng clearer fund balance classifications that can be
more consistently applied This statement establishes fund balance classifications that comprise a
hierarchy upon the use ofthe resources reponed in govemmental funds,

Pursuant to the provisions of GASB No, 54, the accompanying GFFs report fund barance amounts that
are considered restricted, committed, assigned, and unassigned, based on the relative strength of the
constrains that control how specific amounts can be spent, as described asfollows:

at Resticted - Represent resources that can be spent only for the specific purposes stjpulated by
constitutional provisions, external resource providerc (externally imposed by credltorc or grantors), or
through enabling tegistation (that is, legistation that creates a new revenue source and restricts its
use). Effectively, restrictions may be changed or lifted only with the consent of resource providers.

,. Committecl Represent resources used for specific purposes, imposed by format action of the
I\runicipal's highest levet of decision making authority (Irunicipat Legislature through resotutions and
ordinances) and can only be changed by a sirnilar law, ordinance or resolution, noiater than the end
offiscalyear,

* Ass/gned - Represent resources intended to be used bythe t\run icipa tity for specific purposes but do
not meet the criteria to be classified as restricted or committed (generally executive orders approved
by the Mayor). lntent can be expressed by the Municipal Legistature, the Mayor or by an officiat or
body to which the Municipat tegistature detegates authority in conformity with the Autonomous
Ivlunicipalities Act of Puerto Rico. as amended. ln governmentat funds othei than the generat fund,
assigned fund balance representsthe remaining amountthat is not restricted or committed.

* Unass,gned - Represent the residuat ctassification for the Municipatity,s general fund and inctudes
all spendable amounts not contained in the other classifications. ln other funds, the unassigned
classification is used onty to report a deficit batance resutting from oveEpending for spe;ific
purposes forwhich amounts had been restricted, committed, or assigned.

Negative fund balance amounts are assigned amounts reduced to the amountthat will raise the fund
balanceto zero_ Consequently, negative residualamounts in restricted, committed and assigned fund
balance classifications have been reclassified to unassigned fund balances.

The Municipality reports resources constrained to stabilization as a specified purpose (restricted or
committed fund barance in the general fund) onry if: (11 such resources meet the other criteria for those
classifications, as described above and (2) the circumstances or conditions that signal the need for
stabilization are identified in sufficrent detair and are not expected to occur routin;ry. However, the
Municipality has not entered into any stabitizationtike arrangements, nor has set aside ;ateriar tinanciat
resources for emergencies and has not established formalminimum fund balances amounts as offorthe
fiscalyear ended lune 30, 2011.

ln situations when expenditure is made for a purpose for whach amounts are avairabre in murtipre fund
balance classifications, the lvlunicipality generally spends committed resources first, and then
unrestricted resources, Within unrestricted resources, the lvrunicipality generally spends committed
resourcesfirst, followed by asisigned resources, and then unassigned resources.
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10. Net Assets. Restricted net assets have been reported pursuant to the provisions or GASB statement No.46, Net Assets Rest cted by Enablin1 Legistation (GASB No. 46). ihose net assets consist of net
resources restricted by externar parties (such as debt covenants, creditors, grantors, contributions, rawsor regulations of other governments, etc.), or net assets for which consiraints are imposed by the
constitutjonal provisions or enabling tegistation.

Enabling legistation consists of tegislation that authorizes the Municipality to assess, levy, charee or
otherwise mandate payment of resources (from external resource providersl. Enabling legislation
establishes restrictions if it includes a legally enforceable req uirement that those resources be u;ed only
for the specific purposes stipurated in the legisration. A regafly enforceabre enabring regisratio;
restriction is one that a pany external to the Municiparity (such as citizens, public interest gioup;, or thejudiciary) can compet the Municipality to honor. The l\runicipatity periodically reevatuaies ihe legat
enforceabirity of an enabring regisration to determine if any of the resources raised by the enabring
regisration are used for a purpose not specified by the enabring legisration or ifthe Municaparity has othe;
cause for consideration,

The classification of restricted net assets identifies resources that have been received or earned by the
Municipality with an explicit understanding between the Municipality and the resource providers that the
resources wourd be used for specific purposes. Grants, contributions and donations are often given
under those kinds of conditions. Bond indentures arso often rimit the use of bond proceeds to sp;cific
purposes.

lnternally imposed designation of resources, including earmarking, are not reported as restricted net
assets. These designations consist of management's prans forthe use of resources, which are subjectto
change at the discretion ofthe Municipat Legistature.

ln the government-wide statements, net assets are segregated intothree categories:

a. lnvested in capitar assets, net ofrelated derrt consist of capitar asset barances net of accumurated
depreciation and outstanding balances of any bonds, notes and other borrowings that are
attributable to the acquisition, construction, or improvement of those assets. This category should
not incrude cash that is restricted to capitar assets acquisition or construction (unspent bond
proceeds) and any unamortazed debt issue costs,

b. Rest cted nei assets: Represent net asseG that are subject to restrictions beyond the Municipals
contror. These jncrude rest ctions that are externajry imposed (by creditors, grantors, contributors,
or laws and regulations of other Covernments) or restdctions impose; by the law through
constitutional provisions or enabting tegstation (inctuding enabting legistation passed by tie
government itself).

c. unrestrictecl net assets: Represent net assets that do not meet the definition of net assets invested
in capitar assets, net of rerated debt or restricted, lJnrestricted assets are often designated to
indicate that management does not consider them to be avairabre for generar operations. These
types of constraints are internarand management can remove or modifythem- Designations are not
reported on the face statement of net assets.

,.1. Accountingfor Pension costs Forthe purpose ofappryingthe requirements ofGASB statements No.27,
Accounting for Pensions w state and Locat covemment Empl,yErs lcAsB No. 27), the state govemmeni
of the commonwearth of puerto Rico is considered to be the sponsor of the Emproyee,sietirement
system of the Government of puerto Rico and its rnstrumentarities (ERs) and system 2000, a murti-
employer costsharing defined benefit plan and a hybrid defined contribution ptan, respectivety, in which
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1. ORGANtZAT|ON AND SUMMARy OF StcNtFtCANT ACCOUNTTNG pOLtCtES (CONTtNUED)

the emptoyees of the [4unicipality participate. The Municjpatity is considered a parucipant and not a
sponsor, ofthese retirement systems since the majority of the panicipants in the aforeme;funed pension
trust funds are employees of the Commonwealth of puerto Rico. Accordingly, no portion of the net
pension obrigation (Npo) rerated to ERs has been alocated to the Municiparity; the accompanying basic
financialstatements. The basic financialstatements ofthe commonwealih oi puerto Rico reponthe totat
amount of the net pension obtigation of ERs, inctuding any amount that may corespond to the
Municipality.

12' rnterfund and intra+nlrty transacuone The Municiparity has the folowing types of transactions among

a. operating Transfers- Legally required transfers that are reponed when incurred as "operating transfer-
in' bythe recipient fund and as "Operating transfers out" by the disbursing fund.

b. rntra_Entity Transactions- TransfeG between the funds of the primary govemment are reponed as
interfund transfers with receivabres and payabres presented as amounts due to and due from other
fuBd

1:1. Risk financing rhe Municiparity carries commerciar insurance to cover casuarty, theft, tort craims and
other rosses. rnsurance poricies are negotiated by the puerto Rico Treasury Depanmenl and costs are
arrocated among aI the l\runiciparjties of pueno Rico. cost of insurance alloaated to the lrunicipality and
deducted from the gross property tax co|ections by the rvrunicipar Revenue colection center (,cRrM")for
the year ended June 30, 2011 amounted to $363,540. The current insurance poricies have not been
cancelled or terminated.

The l\runiciparity carries insurance coverage for death and bodiry injuries caused by the automobire
accidents. The insurance is obtained through the Automobile Accidents Compensation Administration
(AACA), a component unit of the Commonwealth of puerto Rico. Thjs insurance is computsory for a
licensed vehicles used on public roads and highwals in puerto Rico. The annuat premium is $35 per
licensed motorvehicle, which is paid direcflytoMCA.

The Municipality obtains workeE' compensation insurance through the State lnsurance Fund Corporation
(SIFC), a component unit of the Commonwealth of puerto Rico. fhis insurance covers workeG against
injuries, disability or death because of work or employment-related accidents, or because of illness
suffered as a consequence of their employment. Cost of insurance allocated to the Municipality and
deducted from the gross propeny tax cotlections by the Municipat Revenue Co ection Center (CRlIr) for
the year ended June 30, 2011 amounted to $317,796.

The l\runicipality obtains unemployment compensation, non occupationat disabitity, and drjvers,
insurance coverage for its employees through various insurance programs administered by the
Commonwealth of Puerto Ricos Department of Labor and Human Resources (DOL). These insurance
programs cover workers against unemployment and provide supplementary insurance coverage for
tempoaary disability, or death because work or employment-related accidents or non_occupatjonal
disabilit)' and drivers'insurance premiums are paid direcflyto DOL on a cost reimbuBement basis.

Under Act No. 63 of June 21, 2010, the Legistative Assembty of the Commonweatth of puerto Rico.
authorized the municipalities to procure and manage at their own discretion all insurance policies.
incruding those rerated to hearth prans been provided to the municipar emproyees. The Municipirity arso
obtains medical insurance coverage from one health insurance company for its employees. Different
health coverage and premium options are negotiated each year by the Municipality. premiums are paid
on a monthly basis directly to the insurance company.
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14. lJse of Estimates

fhe preparation of financiar statefients in conformity with uscAAp requires management rc makeestimates and assumptions that affect the reported amounts of assets an; liabitities and the disclosure
of contingent assets and riabirities at the date of the financiar statements, and the reponed amounts of
revenues and expenses durlngthe reported period. Actualamounts could differ from those estimates.

2. CASH AND CASH EQUIVALENTS

The l,lunicipality maintains its deposits in various commercial banks located in pue(o Rico and Government
Development Bank for pueno Rico (GDB). proceeds from bonds and funds rerated to cenain grant awards are
required by law to be hetd with GDB.

The Municiparity adopted the provisions of GASB statement No. 40 (cAsB No. 40), Deposit and rnvestment Risk
Discrosure, an Amendment to GASB statement No. 3. This statement requires th;t state and rocar governments
disclose essential dsk information about deposits and investments. The disclosure requirements coverfour main
areas: (1)credit risk, (2) interest rate risk, (3) custodial cred it risk, (4)foreign exchange exposure.

Credit risk This is the risk that an issuer or other counterpany to an investment wi not fulfil| its obtigations. tn
compriance with the raws and regurations of the commonwearth, the Municipality has adopted, as its custodiar
anc, credit risk poticy, the statement of tnvestment Guidetines for the covernment of the commonweatth of
Puerto Rico. Accordingry the lvruniciparaty invests onry in obrigations of the commonwearth, obrigations of the
lJnited States of America, cenificates of deposits, commerclal paper, bankers, acceptances, or in pools of
obrigations of the municiparities of puerto Rico, which are managed by cDB. According to the aforementioned
investment guiderines, the Municiparity does not invest in marke;bre aecurities or any types of investments for
which credit risk exposure may be significant. Therefore, the [,1uniciparity," ,rnag"r"nt hu" 

"oncruded 
that therisk related to any possibie loss rerated to defaurts by commerciar nank" onlre fi,4uniciparitys deposrts is

considered low at June 30,2011.

lnterest rate risk This is the risk that changes in interest rates ofdebt investmenG will adversely affect the fair
varue of an investment rhe r,'runicipality manages its exposure to decrines in fair varues by: (1) not incruding
debt investments in its investment portforio at June 30, 2011, (2) rimiting the weighted average maturity of i6
investments to three months or ress, and (3) keeping most of its bank d;posits i; interests bearing acaountsgenerating inte.ests at prevaiting market rates. At June 30, 2011, the Municipality,s investments in certificates
of deposits are recorded at cost, which approximates their fair value. Therefore, th; furuniciparity,s management
has concruded that at rune 30, 2011, the interest rate risk associated with the r\,,lun icipa rity s cash a;d cash
equivalents is considered low.

custodiarcredit risk - rn the case ofdeposits, this is the risk that in the event of a bankfairure, the Municiparity,s
deposits may not be recovered Pursuant to the statement of Investment Guidelines for the covernment of thecommonwearth of Pueno Rico the barances-creposited in commerciar banks by the Municiparity are insured by
the Federal Deposit lnsurance Corporation (FDIC) genera y up to a maximum of125O,OOO per depositor.

rn addrtion, pubric funds deposited in commerciar banks by the Municiparity are fuly securities predged as
collateralare held, in the Municipality's name, bythe agents ofthe Commonweilth,s Secretary ofTreasury,
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2- CASH ANO CASH EQUIVALENTS (CONTINUED)

Deposits wlth GDB are uninsured and uncollateratized. However, no losses related to defautts by cDB on deposittransactions have been incurred by the Municiparity through June 30, 2011. Therefore, t'he tvt,nicipaiity,s
management has concluded that at lune 30, 2011the custodial credit risk associated with the t unicipa ti,s
cash and cash equivalents is considered low,

Foreign exchange rlsk _ The risk that changes in exchange rates witt adversely affect the value of an investment
ora deposit. Accordingtothe aforementioned investment gu idelines, the Municipality is prevented from investingin foreign securities or any other types of investments rn which foreign eictrange rist< exposr.rre may bJ
significant.

Accordingly, management has conctuded that the foreign exchange risk retated to the Municipatity,s deposits is
considered low at June 30,2011.

under commonwealth of Pueno Rico statutes public funds deposited in commercial banks must be fully
collaterarized for the amount deposited in excess of federar depository insurance. Ar securities predged a;
collateral are herd by the secretary of the freasury of puerto Rico. rn addition, the lruniciparity ma;tains
deposits with the Government Devetopment Bank for puerto Rico {cDB).

Deposits - The Municipatitys bank balances in commercial banks of g1,194,292 in the HUD Grant, and
$1,378,105 in the other governmentat fu nds werefuly co ateratized atJune 30,2611.

The deposits at cDB of $4,448,208 in the debt seruice fund, in $4,366 speciat obtigation fund and $5,425,90s
in the other governmental fund are unsecured and uncollateralized, as no collateraiis required to be carried bygovernmentalbanks.

3. RECEIVABLES

a. Property Tax- Ptopeny tax receivabre in the generar fund represents the barance owed from the Municipar
Revenue Coltection Center (CRllV) at June 30, 2011, as described in Note 9. AIso, part of this property iax
receivable represents the amount due from the CRIM related to delinquent debts. Fo owing is a detaitifthe
propeny tax receivables:

GovernmentalEntitv

l unicipal Revenue Collection Center (CRtM)

Total

A!Dq!!!
$ 2.152.650

$ ?152i50
B. Municipal sales an.l use tax- On .luly 29, 2007, an amended to Act N o. 7t7 of )uty 4, 2006, known as the

"Tax Fairness Act of 2006", was enacted with the purpose of estabrishing a mandaiory sares and use tax of
1.5% at the Municipal Level.

The Municipalaties of Pueno Rico are responsable to collect 1% of the corresponding tax with the same
exefiptions and rimitations that the portion coirected by the Treasury Depanment, The Act provides an
optional surtax on the un process food. This sunax must be approved bythe l\runicipal Legislature,

The Treasury Department is responsibte to create the Municipat Development Fund (.2%), the Municipat
Redemption Fund (.2%)and the lrunicipat tmprovements Fund (.1%) with the remaining 0.5%.

Municipal sales and use tax receivabte of g 222,4t9 in the other governmentat funds represenG fited
municipal sales and use tax returns that were uncoflected as of June 30, 2011, net of alowance for
uncollectible accounts.
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c. lntet€overnmental- lntergovernmental receivable in Debt Service Fund represents amounts receivable from
Municipal Revenue collection center (cRll\4) and thefreasury Department. The lntergovernmentat receivables
in the other Governmentar Funds represent mainry expenditure incurred not yet reimbursed by the Federar
Government. Following is a detail ofthe intergovernmental receivables:

Amount

$ 615,473
908.059

l-1523,532

Proqram Description

Municipal Revenue Co ection Center (Crim)
Taeasury Department

Total

4. INTERFUNDTRANSACTIONS

lnterfund receavables and payables at June 30, 2011, and interfund transfers
June 30, 2011, are summarized as follows:

a. Duefrom/to other fund and Advances from/to other funds:

during the fiscal year ended at

E!!C

HUD Grants
Specia I Obrigaiion Bond
Other Governmenta I Fund

b. Transfer inlout to other fund

Tmnsfer out

Specaa I obtigation bondfund

Total

Recelvable Fund Payabte Fund

$ 505,026 $
6,000 9.26a

670

Tl.n5fer in

501.oaa

L5aL-026

Amount

$ 4,162,69a

242.512

$=4AO521o

l lll-026

PllDesc

Transfer out to cover cenera I Fund

Ira nsfer out to cover Debt Service
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5. CAPITAI. ASSEIS

capitar assets those with an estimated usefur rife of one year or more from the time ot acquisition by theMunicipality and a cost of $25 or more, are primarilyfunded throu€lh the issuance o; t;ngterm bonds and toans.A summary of capitat assets and changes occudng jn 2O1t inctuding those changes pursuant to theimprementation of GASB statement No. 34, folows. Land and construcion in progress are not subject to
depreciation:

Balance
June 30.2011

$ 5,012,951
156.O00

5.168.951

$ 4,710,001
156.000

$ 302,950 $

Governmental Activlties:

Capital asset, not belng
depreciated:

Land
Construction in progress

Totalcapital assets not being
depreciated

Capital assets, beinEl depreciated:

Land improvements
Buildings improvements
lnfrasttucture
Equipment

Total capital assets being
deprcciated

Less accumulated depreclation for:

Land improvements
Buildings improvements
lnfrastru ctu re
Equipment

Total accumulated depreciation

Total capltal assets beinEl
depreclated, net

Governmental activitles capital
assets, net

Balance
Julv 1.2010 Addi ons Retirements

4.866.001 302.9sO

800,308
8,315,361

54,244,770 6,507,046
6.904.786 613.894

70.264.625 7.120.940

(573,651) (8,133)
12,372,271) (153,323)

(11,952,740) (3,644,277)
(3.797.805) (376.193)

(18.696.407) {4.181.860)

51.568.218 2.939.080

800,308
8,315,361

60,757,216
7.51a.680

77.385.565

(547,744)
12,525,534)

(1s,596,951)
(4.173.998)

(22.474.267\

54.507.29a

$ - $ 59.676249
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Depreciation expense was charged to functions7/programs ofthe Municipality as follows:

covernmental activities

Generalgovernment
Public safety
Public works
Health and welfare
Education

Tota I depreciation expens6,govern menla I activlties

6, ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Accounts payable and accrued tiabitities at lune 30, 2011are summarized as foltows:

A!aq!r!

$ 95,043
85,2A5

3,440,452
31,063

130.087

g4la1.860

Des.riotion I4e!

$ 46,3a5
10,1a7,358
2.034_094

$ r.2-657i37

Amount

$ 82.760

$ 82J60

Other
Housing&Ulban Governmentat

General Fund devetopment tund!
Sta!!

$ 436.385 $ $974,654 238,597 a,974,107
1.983562 4i.134

$ 3394€Ot1 $ 245.995 $ 9.011-"11

7. DUE TO OTHER GOVERNMENTAL ENTITIES

The amounts due to oth er governmenta I entities in the GeneralFund include thefollowing:

Governmental Entitv
US lnternal Revenue Service
Wolkmen's Compensation
Retirement Srstem Administration
PR Treasury Department
Pueno Rico Aqueduct and SewerAuthority
Total

The amounts dueto other govern mental entities in the Housing and Urban

GovernmentatEntitv

Housing and llrban Development Department

Total

&rc!!t
$ 62,341

472,602
65,702

167.106

$ 1-114p

Development include the fo owing:
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8. DEFERRED REVENUES

a Municipar ticense rax- The defe,ed^revenues of $1,817,893 in the generar fund rerates to municapar
license tax coltected in fiscalyear 2O1G11thatwi be earned in fiscat yea r 20 11_12.

B. Ptoperty Tax-fhe deterred revenues of approximatety $2,278,99A in the generattund and g594,682 in the
debt setuice fund rerates to the barance due from the Municipar Revenu;colection center {.RIM) at June30,2011, as describe in Note 9.

9, PROPERTYTAXES

The personar propertytax is serf-assessed by the taxpayeron a return which is to be fired by May 15 0f each year
with the Municipar Revenue colection center icRr[,1), a governmentarentity created bythe government of pu;no
Rico as part ofthe L'runiciparcovernmentarAutonomous Law of August 1!i91. Rear;ropertytax is assessed by
the CRIM on each piece of reatestate and on each buitdjng.

The assessment is made as oflanuary 1 of each year and is based on current values for personal propeny andonestimated values as of 1957 for reatproperty tax. The tax on personal property must be paid in futitog;ther
with the return byMay 15. Thetaxon rearproperty may be paid in two instalments byJury landJanuary 1-. The
cRrN4 is responsibre for the biling and colections of rear and personar prop"ny iar"" on beharf of al the
municipalities of Puerto Rico. Priortothe beginningofeach fiscatyear, the bntill informs the vunicipatityofthe
estimated amount of property tax expected to be co ect for the ensuing fiscat year. Throughout the y;ar, the
cRl[,4 advances funds to the rrunjciparity based on the initiar estimated ;Iectio;s, as modified by the quanerry
revisions of estimates required raw. The cRrM is required by raw to prepare a riquidaton statement on a fiscalyear basis, whereby a comparison is made between the amounts advanced to ihe Municiparity and amounts
actuarry corrected from taxpayers. This preriminary riquidation has to be compreted on a preriminary basis not
later than three months after fiscar yearend, and a finar riquidation made noi rater than six monthJ after year-
end' subject to the verification by its lndependent Auditors. rf the cRfl\, remits to the Municiparity propeni tax
advances, which are ress than the tax actualy colected, a receivabre frorn the cRr[,4 is recorded at Jun;30.
However' if advances exceed the amount actualy colected by the cRrM, a payabre to the cRr[,4 is recorded at
June 30.

On lanuary 26, 2000, pubtic Law No. 42 was enacted, which authorized the CR|M to obtain a toan up to
$200'000,000, and for a term not to exceeding 10 years, to ariow for the financing ot the debt that the
Municiparities of PLrerto Rico have with the cRrM arising from finar setuements of propeny tax advances versus
actual collections through fisca I yea r ended .rune 30,2OOO.

The amounts that the Municipalities will collect from additionat propeny taxes resutting from increases in the
subsidyfrom the commonwearth of puerto Rico tothe [,4uniciparities are;ssigned through this raw to repay such
loan. The increase in this subsidy was the resutt of the pubtic Law No. 238; enacted on August 15, 1999. On
october 11 2001, pubric Law No. 146 was enacted to amend pubric Law No. 42, to extend the roan amortizationperiod up to 30 years. AIso, on October 11, 2002. pLrblic Law No. 172 was enacted, to provide as an option forthe Municipalities to include the debt that the Municipalities of Pue(o Rico have with the cRtM arisingf;om finat
settlements of property tax advances versus actual collections for the fiscal year ended June 30, 2oo1 with the
loan authorized through pubtic Law No. 42 enacted on January 26, 2OOO.

On June 26 1997, pubtic Law No. 21 was enacted, which authorizing the CR|N4. among other thjngs, to se thepr.peny tax receivabres rerated to taxpayers who owed property taxes from 1974 to i996. sucriproperty tax
receivables were purchased by the pubric Financing corporation, a subsidiary of the Government oeveropment
Bank of Puerto Rico (GDB) using the proceeds of a bond issuance execuied for such purposes. Saad Law
rmposed the cRrrvr the obrigation to reprace uncorectibre propeny tax receivabres with any varid property taxreceivable o equivalent in money, subsequent to the approval of the Law ancl to the sate transaction, it wasdetected that a substantiar percentage of the receivabres sord were uncolectibre. rn order to protect the
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9. PROPERTY TAXES (CONTINUED)

economic damage to the financial structure of municipalities caused by the substitution of uncollectible taxreceivables with sound co ectibte receivabtes, on October 11,2OO1, p;blic Law No. 146 was approved andenacted Through this Law the cRl[4 was authorized to obtain a loan from any quatified financial insiitution andpay in advance the outstanding barance of the bonds issued and any rerated cost incurred for the purchase bythe Pubtic Fina ncing Corporation (a GDB subsidiary)ofthe tax receivabtes.

The roan is being paid bythe municiparities thru a 30 year rongterm financing negotiated by the cR[t4 with cDBon behalf of such municiparities as authorized by the indacated Law. As oflun;30 2011, the rerated unpaidpropeny tax advances presented in the Statement of Net Assets amounted to $ 111,976.

Residentiar rearproperty occupied by its owner is exempt by law from the payment of propeny taxes on the first $150,000 of the assessed value, For such exempted amounts, the puerto Rico Treasury Oepanment assumes
payment of the basic tax to the l\runicipatities, except for property assessed at tess than g 3,5OO for which nopayment is made. As part of the l\,4unicipat Autonomous Law of 1991, the exempt amount to be paid by the
Puerto Rico Treasury department to the Municiparities was frozen as of January t, t992. rn addition, the rawgrants a tax exemptjon from the payment of personal property taxes of up to g 5o,ooo of the assessed value to
retailerc having annual net sates of tess than $15O,OOO.

The annuar tax rate is 8.58% for rear propeny and 6.58% for pe*onal property of which 1.03% of both tax rates
are forthe redemption of pubric debt issued by the commonwearth of pueno iico. fhe remaining percentage is
diskibuted as forows: (a) 5.a% and 3.8%, respectively, represents the l/uniciparity,s oasic propeny tax-rate
which is appropriated for basics and accounted for in the general funcr. A portion of s;ch amount is deposited in
an equalization fund together with a percentage of the net revenues of the Puerto Rico electronic lottery and a
subsidvfrom the commonwearth of puerto Rico. From such fund, a distribution is madeto aI municipariiies;(b)
1.75% represents the ad valorem tax restricted for debt service and accounted for in the debt seruice fund. The
commonwearth arso contributes an annuartax rate of 0,2% of the property tax colected and such amount is
accounted for similarto item (a)above,

10. LONG.TERIYI LIABILITIES

Longterm liability activity for the year ended June 30, 2011, was as fo ows:

Descr

EeElinning
Balance as
rcstated

Boflowings
or Additlons

$10,531,000

204,166

Payments or
Deductions

Ending
Balance

Due Within
One Year

Bonds payable
Notes payable
Compensated absences
Claims andludgmenG
Landfill obligation
Property tax deb! Law 146
LII,S repayment plan
state insurance fund corp
lnteragency agreement

Total

$24,641,000
5,1.47,OOO
1,698,776

665,967
1,886,939

7L7 soa
77,769
77,652

437,372

$ 34,110,000
5,092,000
7,747,3A2

655,701
7,A24,A64

111,976
26,44L

359,605

$ 1,371,000
450,000
100,o00

199,511
5,332

26,487

477,767

$(1,062,00o)
(55,000)

(119,560)
(10,266)

(762,075)
(5,332)

(50,68a)

177,652)
147 7,767)

$!5J43J=83 qlSftsre q4ol4-?a !f!2ssBa9 $:2s24,as1

1. Legaldebt margiG The Municipatity is subjectto a tegatdebt margin requjrement, which is equatto 10% ofthe
total assessment of propeny located within the Municipality plus balance of the ad valorem taxes in the debt
service fund, for bonds payabre to be repaid with the proceeds of propeny taxes restricted ror debt service, rn
addition, before any new bonds are issued, the revenues ofthe debt service fund shourd be sufficient to cover
the projected debt service requirement, Long-term debt, except for the bonds and notes payabre (excruding
notes payableto the Land Authorityand to the pRtDCO), is paid with unrestdcted funds.
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10. roNG-TERNt LtABtLtTtES (CONINUED)

2. Bonds payable- The Municipatity issues generat and
acquisition and construction of major capitat facitities.

special obligation bonds to provide funds for the
Bonds payabte outstanding at June 30, 2011 are as

Balance at
June 30,2011

1996 Serial bond for infrastructure improvement wjth an oriCinat amount of $4,5a5,000 due
in instattments of $100,000 to $435,000 through Juty 1,2015, with interest ranging from
4.7OYo to 6.63ok

2000 General obligation bond for acquisition, construction or improvement of capital asset
with an originat amount of g857,OOO due in insta ments of g19,OOO to $S7,0dO through
,anuary '1. 2029, wilh interest ranging from 4.75%

2OO2 General obligation bond for acquasition, construction or improvement of capital asset
with an ortginat amount of $2,01b.000 due in insta ments of g3O,OOO to g165,OdO through
July 2026, with interest ranginSfrom 2.70% to 5.60%

2003 General obligation bond for acquisition, construction or improvement of capital asset
with an originat amount of 9670,000 due jn insta ments of g5,OOO to $5O,OOO through Juty
1,2027, with tnterest rangingfrom 1.53% to 6.62%

2003 General obligation bond for acquisition, construction or improvement of capital asset
with an orjginal amount of $376,000 due in insta ments of g9,OOO to $24,OOO through
January 1,2030, with interest rangingfrom 4.25%

2003 General obligation bond for acqujsition, construction or improvement of capital asset
with an originat amount of 91.O91,000 due in instaflments of g25,OO0 to $69,OdO through
January 1, 2029. wth interest ranging lrom 4.25%

2003 General obljgation bond for acquisition, construction or improvement of capital asset
with an original amount of $1,000.000 due in insta ments of g2O,OOO to gTS,OOO through
July 2027, with interest rangingttom 4.t7ya to 53\%
2003 General oblagation bond for acquisition, construction or improvement of capital asset
with an original amount of $1.385,000 due in instaltments of $2O,O0O to g1O5,OdO through
July 2027, with interest ran9in'frcm 4.77./,lo 5.37%

2003 General obligation bond for acquisitjon, construction or improvement of capital asset
with an original amount of $730,000 due in insta ments of 1O,OOO to $55,OOO through Juty
2027, with interest rangingfrcm 4.77yotoS3t%

2004 General obligation bond for acquisitjon, construction or improvement of capital asset
with an originat amount of $975,000 due in insta ments of $75,OOO to g12O,OdO through
July 1,2013, with interest .angin9frcm 2.43% to 7.SOyo

2004 General obligation bond for acquisition, construction or improvement of capital asset
with an original amount of $1,005,000 due in insta ments of g2O,OOO to $75,OdO through
July 1,2028, with interest rangingfrom 1.53% to 7.OO%

2004 General obligation bond for acquisition, construction or improvement of capital asset
with an origanal amount of $185,000 due in instaltments of g15,OOO to g25,OOO through Juty
1, 2014, with interest ranginglrcm 4-77%lo 4.73% '

$ 1,a75,000

708,000

1,635,O00

540,000

31a,000

889,000

420,000

1,155.000

605,000

235,000

820,000

85,000
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10. t-oNeTERM ABtLtTtES (CONTTNUED)

Balance at
June 30.2011

2004 General obtig;ation bond for acquisition, construction or improvement of capitat asset
with an orjginatamounr of $49S,OOO due in insta ments of$10,060 to $3S,OOO throug; Juty
1, 2028, with interest rangingfrom 2.36% to 5.31dA '
2004 General obligation bond for acquisition, construction or improvement of capital asset
with an originalamount of$410,000 due in insta ments of$1O,OOO to $3O,OOO through.tuly
1,2028, with interest rangingfrom 4.17%to 5.31% -
2005 General obligation bond for acquisition, construction or improvement of capital asset
with an originat amount of $215,000 due in instaflments of $5,OOO to g25,OOO through tuty
1,2020, with interest rangingfrom 1.S3% to 7.50%

2OO5 General obligation bond for acquisition, construction or improvement of capital asset
with an original amount of $28O,OOO due jn insta ments of g7,OOO to $19,OdO through
January 1,2030. with interest ranging from 4.5O%

2005 General obligation bond for acquisition, construction or improvement of capital asset
with an originalamountof $615,000 due in insta ments of $3O,OOO to 960,000 through Juty
1, 2019, with interest rangingfrom 2.43% to 6.62% '
2005 General obligation bond for acquisition, construction or improvement of capital asset
with an originat amount of $a5,000 due in insta ments of $5,ooo to g15,ooo through luty
2019, with jnterest rangingfrom 3.28% to 4.73%

2007 General obligation bond for acquisition, construction or improvement of capital asset
with an originat amount of $1,307,000 due in insta ments of g52,OOO to g134,060 through
July 1,2021, with interest rangingfrom 1.53% to 7.OO%

2007 General obligation bond for acquisition, construction or improvement of capital asset
with an original amount of $135,000 due in insta ments of $5,OOO to gIO,OOO through Juty
1,2031, with interest ran gin9trcm 2-43yoto 7.OO% -

2007 General obligation bond for acquisition, construction or improvement of capital asset
with an original amount of $155,000 due in instaltments of gIO,OOOto g2O,OOO through Juty
1,2027, with interest rangingfrom 1.53% to 7.OO% '
2008 General obligation bond for acquisition, construction or improvement of capital asset
with an original amount of $3,7a5,000 due in insta ments of $60,000 to $3OS,OdO through
luly 1, 2033, with interest rangingfrom 4.38%to 7.OO%

2008 General obligation bond for acquisition, construction or improvement of capital asset
with an original amount of 91,417,0OO due in insta ments of g99,OOO to g192,OOO through
July 1, 2017, with interest rangingfrom 1.53% to 7.5O%

2008 General obligation bond for acquisition, construction or improvement of capital asset
with an o ginat amount of $320,000 due in instaltmenG of $5,OOO to $3O,OOO through Juty
1,2032, with interest ranging from 1.53%to 7.50%

2009 General obligation bond for acquisition, construction or improvement of capital asset
wjth an originat amount of $295,000 due in insta ments of g5,OOO to g25,OO0 through Juty
1, 2028. with interest ranging from 1.53% to 5.40% -

420,O00

340,000

160,000

250,000

415,000

55,000

1,O75,000

115,000

105,000

3,72s,O00

1,094,000

305,000

240,000
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Description
Balance at

June 30.2011
2010 General obligation bond for acquisitaon, construction or improvement of capital asset
with an originat amount of $1,940,000 due in insta ments of $25.OOO to $155,0d0 through
July 1, 2034, with interest ranCjngfrom 4.75% to 7.OO%

2010 General obligation bond for acquisition, construction or jmprovement of capital asset
with an originat amount of $3,020,000 due in instalments of $5o,ooo,ooo to $24o,ooo
through July 1,2034, with interest rangingfrom 4 -T,ydlo 7.000,6

2010 General obligation bond for acquisition, construction or improvement of capital asset
with an origina I amount of $680,000 due in insta ments of gIO,OOO to g60,000 through Juty
1.2034, with interest rangingfrom 6.00% to 7.5O%

2011 Special obligation bond for operatjonat expenses with an originat amount of
$3,430,000 due in insta ments of $2O,OOO to $3O5,OOO through Juty 1, 2633, wi r tnterest
rangingfrom 6.00% to 7.50%

2011 Special obligation bond for operatjonat expenses with an original amount of
$4,656,000 due in insta ments of $31,ooo to $3g1,oOO through Juty 1, 2536, witn interest
ranging from 6.00% to 7.50%

2011 Special obligation bond for operational expenses with an originat amount of
$2,445,000 due in installmenrs of g15,OOO to g2O5,OOO through Juty 1. 2634, witn interest
rangingfrom 6.00% to 7.50%

Total

1,915,000

2,970,O00

670,000

3,430,000

4,656,000

2,445,OOO

$ lrlJL(XDO

These bonds are payable from the ad valorem propeny tax of 1.75% which is restricted for debt seruice and retained
by the Government Development Bank for puerto Rico for such purposes. The series 2ooa, amounting 3,78s,0oo,
the series 2011, amounting 4,656,000 and the series 2011, amounting 2,445.000 are payabre with the revenues
gen€rated from the cottection of the.002% ofthe municipatsates and use taxes redemption fund.

An n ual debt service requirements to maturityfor bonds payable are asfollows:

Year Endlng
June 30.

20!2
2073
2074
2015
20a6
2077-2027
2022 2026
2027-2037
2032 2036
Total

Princioal

$ 1,371,000
1,460,000
1,438,000
1,545,O00
1,619,000
6,459,OOO
7,239,000
7,243,OOO
5.736.000

$!44ApAq

lnterest

$ 1,649,034
2,138,531
2,200.856
2,774,229
2,O75,404
8,683,610
6.534,504
3,70a,557

939.175
$?rp!?poo
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3. Notes Payable- The proceeds of the
expenditures of a special event, such
payable as follows:

issuance of notes payables
as capital projects and reat

Maturity Originat
Dale Al[gclt

Princioal blelesl

were used principally to cover the
propeny acquisitions. The notes are

Tvoe ot noles

2008 Series
2008 Series
2008 Series
2005 Series
2010 Series
Section 108 Note
Total notes payable

Year Endlng
June 30.

2012
2013
2074
2015
2076
2077-2027
2022-2026
2027 2029
Total

lnterest rates

2Oa5 $ 35,000 2.43% to 7.50%
2Oa5 3OO,OOO 2.43,y.to 7.SO%
2013 605,000 2.43%to 7.50%
2072 73O,OOO 3.28%to 4.62%
2OAO 327,000 6.0o%to 7.5O%
2028 4,000,000 .oo2%

Range of Balance at

June 30.2011

$ 30,000
265,000
485,000

20,000
292,OOO

4.000.000
$_5i92-00a

The section 108 note is payabte from speciat Revenue Fund - Federat crants funds. The 1999 series note
is payabre from the ad valorem property tax of 1.75% which is restricted for debt service and retained bythe
Government Development Bank for pueno Rico forsuch purposes.

Annual debt service requirements to maturityfor notes payable are asfollows:

$ 36,326
35,580
34,170
25,240
16,915
41,995
40,000
24.OOO

$258229

state lnsurance Fund corporation- This amount represents the balance owed to the "CFSE that was
retained by the remittance durjngthe previous twetve (12) months. The outstanding balance owed was paid
during fiscal year 201c2O11.

Llllls Repayment Pran DLrring the fiscar year 2ooG2oo1, the Municiparity authorized the cRrM to retain the
corresponding po(ion for the financing project of Land lnformation Management System- Lll\,4S, contracted
by the CRIM. A total of $406,631 is to be retained in a ten years period;t an int;rest rate of 5.95% untit
November 28, 2011. At June 30, 2011, the outstanding debt batance is $26,481. This amount is presented
in the govern ment wide financial statements,

compensated Absences- The governmentwide statement of net assets incrudes $1,230,574 of accrued
sick ieave benefits, and $556,808 ofaccrued vacation benefits, representingthe Municipatity,s commatment
tofund such costs from future operations.

$ 450,000
446,000
527,O00
323,000
374,000

1,167,000
1,135,O00

670.000
$ 5-092-000

4.

5.

6.
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7. Landfill obllgations- state and federal laws and regulations require the l\runjcipatity to ptace a final cover on
its randfillsite, when it stopped accepting waste, and perform certaan maintenance and monitoring functions
at the site for 30 yearc after crosure. rn accordance with statement No. 18 of the GASB, "Acc;unting for
Municiparsorid waste Landfil crosure and post-closure ca.e costs", the Municiparity has performed a siudy
ofthe activitiesthat need to be implemented at the Municipatitys tandfi to gua;antee the maximum yietd oi
available space and to comply with appticabte state and federat regutations. Based on this stu;y, the
Municipality has recognized $1,124,864 as the Municipality's estimate; curent cost for tandfil ctosure and
post_closure costs as of June 30, 2011, The annual estimate of post closure costs has been assessed
approximatery to be $762,075 for a period of approximatery 1 year Actuar costs may be different due to
inflation, changes in technology, or changes in laws and regulations. The balance of closure and post-
closure costs are reported in the government-wide statement of net assets.

8. Crarms and Judgments - These amounts representthe barance rerated to regarclaims at June 30,2011, as
described in Note 16.

9. rnteragency Agreement- During fiscar year 2010-2011, the l\4uniciparity entered into an rnteragency
Agreement with Pueno Rico Aqueduct and sewer Authority and Depanment of Labor and Human Resour-rce;
for the payment of the Municipality's debt for water and sewer services and unemproyment benefrts. The
balance atJune 30, 2011ofthis agreement was $359,605.

11. PENSION PLAN

The Employee s Retirement System of the Commonwealth and its tnstrumentatities (the Retirement System) is a
costsharing multiple defined benefit pension plans sponsored by, and reponed as a component unit of the
commonwearth of Puerto Rico. Arr regurar emproyees of the Municiparity under 5s years of age at the date of
employment become members ofthe Retirem ent System as a condition to their empl;yment.

The Retirement System provides retirement, death and disability benefits pursuant to tegistation enacted by the
Government of Puerto Rico's legislature. Disability retirement benefits are available to members for occupatjonal
and non occupational disabilitjes,

Retirement benefits depend upon age at retirement and the number ofyeals of creditable service. Benefits vest
after ten years of plan participation.

l\,'lembers who have attained 55 years of age and have completed at reast 25 years of creditabre seruice or
members who have attained 58 years of age and have completed ten yeaG of creditable service are enti ed to
an annualbenefit payable monthtyfor tife.

The amount ofthe annuity sharrbe one and onehalf percent ofthe average compensation, as defined, murtipried
by the number of years of creditabre service up to twenty years, prus two percent of the average compensation,
as defined, multipried by the number of years of creditabre seruice in excess of 20 years. rn no case wifl the
annuity be less than $2O0 per month.

Particapants who have completed at least 30 years of creditable servjce are entifled to receive the Merit Annuity,
Participants who have not attained 55 years of age wil receive 65 percent of the average compensation, as
dcfined; othetuise they wi receive 75 percent ofthe average compensation, as defined. Ntbenefits are payabte
ifthe participant receives a refund of his/her accu m ulated contributions.

commonwealth legislation requires emptoyees to contdbute 5.775% for the first $550 of their monthty gross
salary and 8.275% for the excess over g 55O of monthty gross satary. The Municipatity is required by the ;me
statuteto cont bute 9.275% ofthe panjcipant,s gross salary.

On September 24, 1999 an amendment to Act No. 447 of [4ay 15, 1951, which created the Retirement System,
was enacted with the purpose ofestablshing a new pension progmm (slstem 2ooo). Emproyee,s participaiion in
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the current system as of December 31, 1ggg, may erect to stay in the defined benefit pran or transfer to the newprogram,

Persons joining the Municiparity on or afterranuary 1,2ooo, wifl onry be alowed to become members of system
2000. slstem 2000 wifl reduce the retirement age from 65 years to 60 for those emproyees who join;d the
current plan on orafterAprit 1, 1990.

System 2000 is a hybrid defined contribution ptan, also known as a cash batance plan_ Under this new ptan,
there will be a poor of pension assets, which wir be invested by ERS together with t;ose of the current deiined
benefit pran. The commonweanh of puerto Rico \{iI not guarantee benefits at retirement age. The annuity wi be
based on a fo'.ura which assumes that each year the emproyee's contribution (with a minimum of 8.275% to
the emproyee's sarary up to a maximum of 1o%) wi be invested in an account which wir either: (1) earn a fixed
rate based on the twcyear constant Maturity Treasury Note or, (2) earn a rate equarto 75% of the return ofthe
ERS s investment portforio (netof management fees), or (3) earn a combination oi both arternatives.

Panicipants will receive periodic account statements similarto those of defined contribution plans showingtheir
accrued balances. Disabirity pensions wi not be granted under system 2000. The emproyer,s contriaution
(9.275% ofthe emptoyee's satary)wi be used tofund the cunent ptan.

lf at the time of retirement accumulated benefits amount to $1o,ooo or less may elect to receive a lump sum
distribution up to the accumurated benefits. lJnder the new program the retiremeniage is reduced from 65 to 60
for those employees whojoined the current ptan on or after April 1, 1990.

Funding Policy

The authority under which the funding poricy and the obrigations to contribute to the ERS and system 2ooo bythe plans' members, emptoyers and other contributing entities (state and municipat contributions), ar;
established or may be amended by law'

Contdbution requirements are established by law and are asfollows:

9.275% of gross salary

5.775% of gross satary up to g6,600
8.275% of gross salary over $6,600
8.275% of gross satary

Municlpality
Employees:

Hired on or before March 31, 1990

Hired on or before April 1, 1990

Annual Cont bution

Fiscalvear

2047
2010

2009

The Municipality contributions during those yeals are recognized as total
category of administration as foltowsi

pension expenditures/expenses jn the

Svstem 2O0O

$ 253,919

$ 350,754

$ 702,752

Law No, 447

$ 14s,700

$ 22A,A92

$ 82,307

These amounts represented the 100% of the required contribution for the corresponding year. Additiona y,
changes made in the types and amounts of benefits offered by speciar raws and cost of riving adjustments, red io
a one-tine recommended contrabution to fund the retroactive adjustment related to the chan8es,
Additional information on the Retirement slstem is provided in its financial statemenG for the year ended June
30, 2011, a copy of which can be obtained from the Retirement system. [,4ini[as station, po Box 42003, san
Juan, PR 00940.
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COIVIMONWEALTH OF PUERTO RICO
MUNICIPALIry OF YAUCO

NOTES To BASIC FINANC|AL STATEiVTENTS (CoNTtNUED)

YEAR ENDEDJUNE 30,2011

12. FUND BALANCE (DEFICIT)

As of June 30 2011, fund batance (deficit) is compised of the fo owing:

Debt Sp&ial
senice obtigafln
Fund Bond

Total Fond Earance (Defi ctt)

$ 3,029,320
245

64,706
20,343

476.359

Totat

$ 3,033,016
245

64,706
20,343

7,738.62a
4,468,999

$ 3,696

462 269
4.464,999

(5,441866)

$ (5,4a1a66) $ a62.269 $ 4,46a,999

15.574,A1q (11056,6A0)

$ (1.5a3,a41) $ (1,730 743t$ 3,696

13. RISK IYIANAGEIVIENT

The Property Division of the Municipality is responsibte of assuring that the Municipatity,s property is property
insured Annually, the Property Division compiles the information of all property owned and its respective market
valu€. After evaluating this information, the property Division submits the data regarding the lvtunicipalitys
propefties to the Public lnsurance Department at the Depanment of the Treasury of the commonwealth of
Puerto Rico who is responsible for purchasing all property and casualty insurance policies of all municipalities.
Settled claims have not exceeded commercial coverage in any ofthe past three (3)fiscal years.

14. COMMITIIIENTS AND CONTINGENCIES

A. FederalGrants:

The Municiparity panicipates in a nomber of federal financiar assistance programs funded by the Federar
Government. Arthough the Municiparity's grant programs have been audited in ac;ordance with the provjsions of
the single Audit Act of 1996, through rune 30, 2011, these programs are stil subject to flnanciar and
compliance audits by the granting agencies and the resolution of previousty identified questioned costs. The
amount, if any, of expenditures which may be disalrowed by such audits cannot be determined at this time,
although the lvlunicipalib/ management expects such amounts, ifany, notto be mateiaL.

B. Clalms and lawsuits:

The Municipality is a defendant in a number of lawsuits arising principallyfrom ctaims against the i\,lunicipatity for
alleged improper actions, and other tegat matters that arise in the ordinary course ofthe l\runicipatib/,s activiti;s.

with respect to pending and threatened titigation, the Municipatity has reponed tiabitities of approximatety
$1,787,382 for awarded or anticipated unfavorabte judgments in the covernment-wide financiat statements.
This amount was included in the financial statements and represents the amount estimated as a probable liability
or a liability with a fixed or expected due date, which will require future avajlabte financiat resources for iti
payment.

It as management's opinion, based on the advice of the re€lar counser, that the potentiar craims against the
Municlpality not covered by insurance willnot materially affect thefinancial resources for its payment.
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COM IVIONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

NOTES TO BASIC FINANCIAL SIATEMENTS (CONTINUED)

YEAR ENDED JUNE 30,2011

15. FUTURE ADOPTION OF ACCOUNTING PRONOUNCEMENTS

The GASB has issued the following statements that have effective dates afterJune 30' 2011:

.i. GASB Statement No . 60, Accounting and Financial Reporting fot Setuice Concession Arangements (GASB

60). The requirements ofthis statement are effective forthe fiscal year commencing on July 1, 2011

.:. GASB Statement No.67,The Financial Reporting Ent ty (GASB 61).Ihe requirements of this statement are

effective forthe fiscal year commencing after lune 15, 2012.

a GASB Statement No.62, Codification ot Accountin9 and Financial Reporttng Guiclance Containecl in Pre'

November 30, 7g8g FASB and AI1PA pronouncements (GASB 62). The requirements of this statement are

effective for the fiscal yea r commencing on July 1 2012.

.:. GASB Statement No.63, Financial Repottine Deferred Oufflows of Resources, Deferred lnflovts ofResources

ancl Net Position. The requirements of this statement are effective for the fiscal year commencing on

December 15. 2011.

* GASB Statement No. 64, Derivatjve lnstuments: Application of Hedge Accounting Termination Plovision

(amendment to GASB Statement No. 53). The requirements ofthis statement are effective forthe fiscalyear

commencing on June 15, 2011.

The im pact of these siatements on the Municipality's basic financia I statements has not yet been determined.

16. PRIOR PERIOD ADJUSIMENTS

A. GOVERNIVIENTAL FUND FINANCIAL STATEIVIENTS

The following restatements have been made in the governmental fund financial statemenG, which are reported

asan adjustmenttothe beginningfund balances:

tiu0
caphal other

lmprcvenent Govemmenial
Fund. Flnds Total

Fund balarce, beginning $ (6,655.635) $

Reclasifi€t on for majo.

corections ln Accounung

Descdptlon

Net assets, be6nning

To adjustthe longterm debt liabilitvl ntelagencv Agrcement

Corrections in accou nting transactions

Net as6€ts, beginnlng as, restated

!a70,a76 $ 3,17A,552 $ 574,453 $ (4,014,092) S (5041446)

TEnsactions

Fund h.lane. tFEnnlm
as rEtaied $,6655€!51 $ L,!7o-af6 9 3$4.552

B. GOVERNMENTAL WIDE FINANCIAL STATEMENTS

The following restatements have been made in the govemmental wide financial statements which

as an adjustment tothe beginnlng net assets:

(57a,453) 574.453

_ 2.958.66!

L - $- 1476.913l

2.95a.666

$ i2,a€3ir80)

are reported

Total

$ 17,129,309

@37,372)
2.954-666

$_19256-603

'1,

4r
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COM IVIONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED IUNE 30,2011

17. SUBSEQUENT EVENTS

Act No. 94 issued on June 16,2011bythe Legislature established an incentive plan forthe payment of real and

personal propeny tax dues, beginning on July 14' 2011. This Act provides an amnesg to all property tax payers

i*guin! irr r]"nirti"", 
"nargesino 

iriterests of tne unpaid principal of passiue propertv tax liability The period

thai taipayers frave to enjo, forsuch benefit as for exactly ninety (90)days beginning-on July 14 through October

11, 2011. The unpaid property taxes covered under this Act are those related to fiscal year 200$2010 and

earlier (for real property taxes) and tor2008 and earlierfor personal propertytax'
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COMIIIONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

BUDGETARY COftIPARISON SCHEDULE. GENERAL FIJND
(SEE NOTES TO BUDGETARY COIVIPARISON SCHEDUI.E)

YEAR ENDED JUNE 30,2011

REVENUES:

Municipal license tax
Fines and ForfeitLrres
Licens€s, permits and other loml taxes
Charges for Se ices

6@ENDM'RE5, ENCU BRANCES AND OTHER

FINANCINGUSES:

Cuffent
General government

Health and wefare
cuhureand recreation
Operating transfer to other fu nd

O ginal Final (seo Note 1) (Negatlve)

$ 3,963,373 $ 3,963,373 $ 3,379,548 $ (583,785)
3.067,224 3,067,224 2,313,073 (7s4,151)

47,OOO 47,OOO 40,743 (6,257)
!.342.633 1.342,633 2,L55,282 AL2,649

2.aoo 2,800
5.5't2.942 5,572,942 5,353,555 (219,387)
201.500 201,500 241,399 79,499
30.ooo 30.000 277,aao 247,AAO

52!.67'1 52L.677 !34-646 {3a7.031)

L4.746.349 !4.'146.349 13.93a.966 lao73a3)

Bud{eted AmounG (Budgetary Basls)
Final Budget

!,oo3,762
152,t24)
(15,233)

(1,103)
(11,816)

7.5L2,494
2,a32,L47
!,562.129

611,025
L,9A5,942

7,572,494
2,A32,!87
L.562,1,29

611,025
1,985,942

8,516,256
2,780,063
1,546,896

609,922
1.974,126

242.572 242.572 242.572

Total expenditures, enc!mbrancas and oiher
financingusss 1AJA9349 14J46349 - L5'669,835

EXCESS (DEFICIETICY] OF REVEI{OES OVER (UNDER)

EXPENDITUFES, ENCUMBRAI{CES AND OIHER
flilANcrNc solRCES (USES) $ 

-l1J3O-869i
Explanailon of Differences:

Sources/lnf lows of resources:
Actualarnounis (budgetary basis)'ava ilable for appropriation" from the budgetary com patison schedule

Nonbudgeted reven'res

Operating traflsfer in from other fu nds

Totalrevenues and otherfinancing sources as reported on th€ statement of revenues, expendltures' and

changes ln fund balances

Uses/outfl ows of rcsources
Act;al amounts (budgetary basis)"total charges lo appropiations" from ihe budgetary companson

Diff erences-budget to GAAP:

Nonbudgeted exPenditures

Total €xpendltures and otherfinancing uses as rcpoded on ihe statement of rcYenu€s' expenditures' and

changes in fund bal.nces

__923-486

$1!730A69)

$ 13,938,966

a2L,682

4.162.698

$1822394

$ 1s,669,83s

L,379,742

$ 17p19r17
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COIUMONWEALTH OF PUERTO RICO

IMUNICIPALITY OF YAUCO

NOTES TO BUOGETARY COIT.IPARISON SCHEDULE. GENERAL FUND

YEAR ENDED JUNE 30,2011

1. STEWARDSHIP, COMPLIANCE ANO ACCOUNTABILITY

A. BudEetarv Control

The MunicipaliB's annual budget is prepared on the budgetary basis of accounting' which is not in

accordancewithUSGMP,andrepresentsdepartmentalappropriationslecommendedbytheMayorand
approved bythe Municipal Legislature prior to the beginning ofthe fiscalyear' Amendments to the budget

require the;pproval ofihe Municipat Legistature. Transfers of appropriations within the budget, known as

Mayoas Resolutions, do not require the approvalofthe l\'4unicipal Legislature'

The irunicipality prepares its annual budget including the operations of the general fund For budgetary

purposes,;ncu;brance accounting is used. fhe encumbrances (ie, purchase orders' contracts) are

consideredexpenditureswhenincurred.ForUSGMPreportingpurposes,encumbrancesoutstandingat
vear+naarereponedasreservationsoffundbalancesanddonotconstituteexpenditulesorliabilities
becausethe commitments will be honored duringthe subsequentyear'

Theunencumberedbalanceofanyappropriationattheenclofthefiscalyearwilllapseattheendofsuch
fiscai year. Ottrer appropriations, mainly capital project appropriations' are continuing accounts for which

the M;nicipal Legi;htuie has authoriz;d that an unspent balance from the prior year be carried forward

and made availablefor current spending.

The annual budget as presented in the Budgetary Comparison Scheduleceneral Fund is the budget

ordinance at lune 30. 2011 representing orig;at b;dget. There were no supplemental appropriations for

the year ended June 30,2011

1
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COMIIIONWEALTH OF PUERTO RICO
IUUNICIPALITY OFYAUCO

SCHEDULE OF EXPENDITURES OF FEDERAI, AWARDS

YEAR ENDED IUNE 30,2011

FedeEl Glantor/Passthrough
Grantor/Pogram or Cluster Thle

Pasethrough Entity
ldentifyingNumber Expenditures

FederalCFOA
Numtrer

U.S. DEPARTIYIENT OF AGRICULTURE:

Pass through the Commonwealth of Puerto Rico
Department ol Education:

Child and Adult Care Food Program

Total u,s. Department of Agrlculture

U.S. DEPARTMENTOF HOUSING AND URBAN
DEVELOPMENT:
Direct Programs:
CommuniB Development Block Grants Entitlement
Grants

Emergency Shelter Grants Program

Community Development Block Grants - Section 108
Loan Guarantee

Neighborhood Stabilization Program

Section I Housing Choice voucher Program

Pass-through the Commonwealth of Puerto Rico
Municipalityof San Juan:

Housing Opportunities for Persons with AIDS (HOPWA)

Pass-through the Commonwealth of Pueno Rico-

Department of Family

ARRA Homelessness Prevention and Rapid Re_Housing

10.558 NotAvailable

44.248

74.237

74.244

74.256

a4_471

$ 28,908

24.908

1,770,936

98,170

946,724

1,265,836

499,093

14.241 Not Available

Not Available

72,945

399,485Program (HPRPXRecovery Act Funded) t4.257

Total u.s. Department of Housing and urban
Development 5,093,029
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COMIIIONWEALTH OF PUERTO RICO
IT.IUNICIPALTTY OF YAUCO

SCHEOULE OF EXPENOITURES OF FEDERAL AWARDS (CONTINUED)

YEAR ENDEDJUNE 30,2011

Federal Grantor/Pasgthrough
GrEnto/Prog€m or Cluster Title

Passthrough Entity
ldentlfying Number Expenditu res

205,O17

Federal
CFDA

Number

U.S DEPAR]MENI OF JUSTICE

Pass.through the Commonwealth of Pueno Rico
Depaftment of Justice:

Community Oriented Policing Setuices

Transitional Housing Assistance for Victims of
Domestic Violence, Dating Violence, Stalking, or
SexualAssault

ARRA-Edward Byrne Justice Assistance Grant
{EBJAG) {Recovery Act Funded)

TolallJ.S Department of Justice:

U.S. DEPARTMENT OFTRANSPOFTATION:

Pass-through the Commonwealth of Puedo Rico -
Depanment of Tra nsponation:

Federal Transit lnvestment Grant

46.736

16.803

184,596

502,243

16.710 NotAvailable

Not Available

Not Available

Not Available

491,456

20.500

20.600

66.818

563,375

47,962
Pass-through the Commonwealth of Pueno Rico -
Transit Safety Commission: lncentive Grants

Total U.S. Department of Transportation 6LL,337

US ENVIRONIVIENTAL PROTECTION AGENCYOffice of
Solid Waste and Emergency Response

Direct Program:

Brownfields Assessment and Cleanup Cooperative
Agreements Recovery Act Fund

Total lJ.s. Environmental Protection Agency

U.S DEPARTMENT OF HEALIH AND HUMAN
SERVtCES:

Pass-through the Commonwealth of Pueno Rico
Administration for Children and Families {ACUDEN):

Child Care and Development Block Grant

75,496

75,496

437,577
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

SCHEDULE OF EXPENDITURES OF FEDERALAWARDS (CONTINUED)

YEAR ENDED JUNE 30,2011

Federal Grantor/Pas+through FedeEtCFOA pasetfirough Entity
- Grantor/Program or Cluster Tltle Number ldentifyin!! Number Erpenditures

U.S DEPARTIYIENT OF HEALTH ANO HIJIVIAN

_ SERVICES: (Continue)

ARRA Child Care and Devetopment Btock Grant

_ 
(RecoveryAct Funded) 93.713 NotAvaitabte 732,379

TotalU.S. Depanment of Health and Human
Senices

U.S. DEPARTMENT OF HOTvIELAND SECURITY:

Passlhrough the commonwealth of Puerto Rico-

569,436

Governo r Authorized Representative (GAR):

Disaster Grants - Public Assistance

Total t.S. Department of Homeland Security

97.036 Not Available 2,026,164

2,026,L64

TOTAL EXPENDITURES OF FEDERAL AWARDS $ 9,297,026

The accompanying notes are an integralpan ofthis schedule.
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COM IVIONWEALTH OF PUERTO RICO
IVIUNICIPALITY OF YAUCO

NOTES TOTHE SCHEDULE OF EXPENDITURES OF FEDERALAWARDS

YEAR ENDEDIUNE 30,2011

1. BASIS OF PRESENTATION:

The accompanying Schec,ule of Expenditures of Federal Awards includes the federal grant activity of the
- Municipallty of Yauco and is presented on the modified accrual basis ofaccounting. The basis of accounting

- is the same used to prepare the fund financial statements. The information in this Schedule is presented in
accordance with the requirements of Ol\i4B Circular 4133, Audits of States. Local Govenments, and Non,

_ Profit Orelanizations.

2. REIATIONSHIP TO FEDERAL FINANCIAL REPORTSI

- Amounts reported in the accompanying Schedule are included in the HIJD Grants, and Other Governmental
- Funds in the Municipalitys fund financial statements. The reconciliation between the expenditures in the

fund financial statements and the expenditures in the Schedule of Expenditures of Federal Awards is as
follows:

qnc!
lUD Govemmental

Descriotion GIaITS E!.!dS Islel

Per Schedule of Expenditu res
of FederalAwards $ 5,7LO,772 $ 4,186,854 $ 9,297,026

Non federal programs
expenditures (4.741.034\ 72.234.255 aO.457.227

Total expenditures in the
basic linancial statements $ 1129138 S ffui25;109 $----8J54247
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L6pez-Vega,CPA, PSC

{ertified Prblic Accou[tadts / Matragemcna Advisors

ll?Bber of:
. Ah€ric.n Institule ol

Certificd Ptlbli. Acconllta.ts
. Puerto Rico Socie!_ ol

Ceftified Public -{c.ourhrts

REPORT ON INTERNALCONTROI OVER FINANCIAI. REPOFNNG ANO ON COMPLIANCE ANDOTHER MATTERS BASED
ON AN AUDIT OF FINANCIAL STATEMENIS PERFORMED IN ACCORDANCE WTTH GOVERNMENTAUDITING

STANDARDS

To lh6 Hofiorable Mayor
and the Municipal Leglslature
Munlclpality of Yauco
Yauco, Puerto Rico

We have audited the financial statements of the governmentat activities, each major fund, and the aggregate
remaining fund information of the Muntctpality of yauco, puerto Rtco, as of and for the year endeO -tune SO, ZO1f,
which collectively comprise the Municipallt's basic financial statements and have issued our repon thereon dated
March L6,2012. We conducted our audlt in accordance with auditing standards generatty accepted ia the United
States of America and the standards applicable to financial audits contained in covernment Auditing Standarcts,
issued by the Comptroller Generalofthe lJnited States.

lnternal Control Over Financial Reponin o
ln planning and performing our audit, we considered the lYluflicipality of Yauco's internal control over financial
rcporting as a basis for designing our auditing procedures forthe purpose of expressing our opinions on the flnancial
statements, but not for the purpose of expres.sing an opinion on the effectiveness of the Municipa ty of yauco,s
internal control over financial reporting. Accordingly, we do not express an opinion on the effectiveness of the
luunlclpallly of Yauco! internal control overlinanciat reporting.

A deficiency in internal cortrol exists when the design or operation of a control does not allow management or
employees, in the normal corrBe of performing their assigned fitnctions, to prevent, or detect and corect
misstatements on a timely basis. A matelial weakness is a deliciency, or a combination of deflciencies, in internal
controlsuch that there is a reasonable possibilitythat a material misstatement ofthe entity's financiat statements witj
not be prevented, or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose described in the first
paragraph of this section and was not designecl to identiry all deficiencies in internal control over financial reponing
that might be deficiencies, significant deficiencies, or matedat weakness. We did not identiry any deficiencies in
internal control over financial reporting that we consider to be material weaknesses, as defined above. However, we
identifled certain deficiencies in internal control over financial reponing, described in the accompanying schedute of
findings and questioned costs that we consider to be signiflcant deficiencies in internal control over flnancial
reporting. Significant deficiencies are described in the accompanying schedute of rindings and questioned costs as
item ,.1.O1and 11.02. Asignmcant deficiency is a deflciency, ora combination of deficiencies, in inte.nal control that
is less severe than a material weakness, yet imponant enough to merit attention by those charged with Elovemance,

Cellc Paratri #1686, Bl Ccrczat, San Juan. P.R.00926-3:44
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REPORT ON INIERNAL CONTROL OVER FINANCIAL REPORIINGAND ON COMPLIANCE AND OTHER MAITERS BASED
ON AN AUDIT OF FINANCIAI. STATEMENTS PERFORMEO IN ACCORDANCE WfiH COVERNMENT AUDITING

srArvDARos (coNTTNUED)

Comoliance and Other i/atters
As part of obtaining reasonable assurance about whetherthe Munlcipality ot yauco,s financiatstatements are free of
material misstatement, we performed tests of its compliance with cerbln provisions of laws, regulations, contracts
and grant agreements, noncompliance with which could have a direct and'material effect on the determination offinancial statement amounts. However, providing an opinion on compliance with those provisions was not an objective
of our audit, and accordingly, we do not express such an opinion. ihe results of our iests disclosed no tnsta;ces of
noncompriance or other matters that are required to be reported under Gove rnment AudirnE standaftrs-

we noted certain other matters that we reported to management of the Municipaflty ot yau@ in a separate retter
dated l\4arch 16,2012.

The Municipality of Yauco's response to the findings identified in our audit is described in the accompanying schedule
offindings and questioned costs. we did not audit Municipalty of yauco! response and, accoraringry, we Jxpress no
opinion on it.

This report is intended sorery for the information and use of management and federar awarding agencies and pass-
through entities. However, this report is a matter of public record and its distrjbution is not limited.

,fu.awoffik--
San Juan, Puerto Rico
March 76,2OL2

Stamp No. 2632044 ofthe Puerto Rico
Society of Certified Public Accountants
was arlixed to the record copy of this report.

I
lipez-Vega, CPA, PSC

Cenined Public Accounlanls / Managemeni Advisors
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\lember of:
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. P*rto Rico Societ ol

t:ertified Publie -{c.ount:uts

INDEPENDENTAUOITOR'S REPORT ON COMPLIANCE NflIH REQUIREMEI{IS THAT COULD HAVE A DIRECTAND
MAIERIAL EFFECT ON EACH MAJOR PROGRAM AND ON INTERNALOONIROL OVER COMPLIANCE IN ACCORDANCE

WITH OMB CIRCULAR A.133

To the Honorable Mayor
and lhe Municipal LegXslature
Munlcipality of Yauco
Yauco, Puerto Rico

Compliance
we have audited the Municipaljly of Yauco's comptiance with the types of compliance requirements descibed in the
OMB Circular A-733 Compl,-ance Supptement that coutd have a direct and mate al effect on each of Murtclpality ol
Yauco's major federal programs for the year ended June 30, 2011. The Municipality of yauco's maior federat
programs are identified in the summary of auditor's results section of the accompanying schedule of findings and
questioned costs. Compliance with the requirements of laws, regulations, contracts, and grants applicable to each of
its major federal programs is the responsibility of the Municipality of Yauco's management. Our responsibitity is to
express an opinion on the Municlpallty oI Yauco's compliance based on ouraudit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United States
of Ameica; the standards applicable to financial audits contained i^ covemment Auditing Standardg issued by the
Comptroller General o, the United States; and Ol\,,18 Circutar A-133, Audits of Stafes, Local Govemments, and Non-
Profit Orgianizations. fhose standards and OMB Circular A-133 require that we plan and perfom the audit to obtain
reasonable assurance about whether noncompliance with the types of compliance requirements referred to above
that could have a direct and material effect on a major federal program occurred, An audit includes examining on a
test basis, evidence aboutthe Munlcipality ofYauco's compliance with those requirements and performingsuch other
procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis
for our opinion. Our audit does not provide a legal determination ofthe Municipality of Yauco's compliance with those
requirements.

ln our opinion, the Munlcipallty ofYauco complied, in all material respects, with the compliance requirements referred
to above that could have a direct and matedal effect on each of its major federal programs for the year ended June
30, 2011. However, the results of our auditing procedures disclosed instances of noncompliance with those
requirements, which are required to be reported in accordance with OI\48 Circular A,133 and which are described in
the accompanying schedule offindinCS and questioned costs as items, 11-03 and 1144.

01
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INDEPENOENTAUDITOR'S REPORT ON COMPLIANCEWIH REQUIREMENTS THAT COULD HAVE A DIRECTAND
MATERIAL EFFECT ON EACH MAJOR PROGRAM AND ON IMTERNALCONTROL OVER COMPUANCE IN ACCORDANCE

wTH ONIB CTRCULAR A-133 (CONTTNUED)

lntemal Control Over Com plia nce
Management of the Municipality ot Yauco is responsible for estabtishing and maintaining effective internat control
over compliance wjth the requirements of laws, regulations, contracts, and grants applicable to federal programs, ln
planning and performing our audit, we considered the Muntcipatity of yauco's intemaj control over compli;ce with
the requirements that could have a direct and material effect on a major federat program to determine aur auditing
procedurcs for the plrpose of expressing our opinion on compliance and to test and report on internal control over
compliance in accordance with OMB Circular A-133, but not for the purpose of expressinE an opinion on the
effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the effectiveness of
lvlunicipallty of Yauco's internal cootrol over compliance.

A deficiency in internal controlover compliance exists when the design or operation ot a control over compliance does
not allow management or employees, in the normalcourse of perform ing their assigned functions, to prevent or detect
and correct noncompliance with a type of compliance requirement of a federal program on a timely basis- A maferial
weakness in intefial contol ovet compliance is a deficiency, a combination of deliciencies, in internal contlol over
compliance, such that there is a reasonabte possibility that material noncomptiance with a type of comptiance
requirementofa federal program will not be prevented, or detected and corrected, on a timely basis,

Our consideration of internal control over compliance was Iot the limited purpose descdbed in the first paragraph of
this section and was not designed to identiry all deficiencies in internat control over compliance that ;ight be
deficiencies, significant deficiencies, or material weaknesses. we did not identiry any deficiencies in internat ;ontrot
over compliance that we consider to be material weaknesses, as defined above. However, we identmed certain
deficiencies in internal control over compliance that we consider to be significant deficiencies as described in the
accompanying schedule of findings and questioned costs as items 1143 and 11-04. A significant deficiency in
intemal conttol over compl,.ance is a deficiency, or a combination of deficjencies, in internal control over compliince
with a type of compliance requirement of a federal program that is less severe than a material weakness jn internal
control over compliance, yet important enough to merjt attentjon by those charged with governance.

The Municipality of Yauco's responses to the findings identified in our audit are described in the accompanying
schedule of findinCls and questioned costs. We did not audit l\/unicipatity of yauco,s response and, accordingty, w-
expreis no opinion on it,

T
Cerufi ed Puhlic Accounrdnty ManasemeEt Advisors
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INDEPENDENT AUDIIOR'S REPORTON COMPLIANCE WTTH REQUIREMEI.ITS IHAI COUI.D HAVE A DIRECIANO
MAIERIAI. EFFECT ON EACH MAJOR PROGRAM AND ON INTERNAL CONTNOL OVER COMPLIANCE IN ACCORDANCE

wTH OMB CTRCULAR A_133 (CONTTNUED)

We also noted other matters involving the internal control over compliance and certain immate al instance of

- noncom pliance, wh ich we have reponed to management of the Munlclpa lity ot Ya uco in a sepa rate letter dated March
- 46,2012.

- This repon js intended solely for the information and use of management and federal awarding agencies and pass,
through entities. However, this repoi is a matterofpublic record and its distribution is not limited.

- /fu^fu(A,rc
- San Juan, Pueno Rico

- March 16,2011

Stamp N0.2632045 ofthe Puerto Rico
Society of Cenified Public Accountants

- was affixed to the record copy of this report.

Ldpez-Vega, CPA, PSC
7 \ /

Cenified Public Accouatants / Management Advisots
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COIYIMONWEALIH OF PUERTO RICO

MUNICIPALITY OF YAUCO

SCHEDULE OF FINDINGS AND QUESTIONEO COSTS

YEAR ENDEDIUNE 30.2011

Secuon I - Summary of Audito/s Resuhs

_ Fitancial Statements

_ Type ofauditor's repon issued: Unqualified

lnternal control over financia I reporting:

- Materialweakness identified? Yes No X
Significant deficiencies identified not considered to be
materialweaknesses? Yes X None reported

Noncompliancematerialtofinancialstatementsnoted? Yes NoX

- Fedeftl awatds

lnternal Control over major progra ms:
l aterialweakness identified? Yes No X

- Significant deficiencies identilied not considered to be
mateaial weaknesses? yes X None reponed

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

Any auditfindings disclosed that are required
to be reported in accordance with Circular

_ A-133, Section .510(a)?

- ldentification of major progGms:

CFDA Number Name of FedeEl Program or Cluster

lJnqualified

Yes X No

Community Development Block Grant'Entitlement Grant

Neigborhood Stabilizatjon Program

Homeless Prevention & Rapid Rehousing Program

Section 8 Housing Choice Voucher

Edward Byrne Justice Assistance Grant

Federal Transit lnvestment Grant

CCDF Clusten
Child Care and Development Block crant
ARRA- Child Care and Development Block Grant
(Recovery Act funded)

Disaster Recovery

93.575

93.713

97.O36

_ Dollar threshold used to distinguish
- between Type A and Type B programs

74.21A

].4.256

14.257

a4.a71

16.803

20.500

$300,000

Auditee qualified as low-risk auditee? Yes No X
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COIVIMONWEALTH OF PUERTO RICO

MUNICIPALITY OFYAUCO

SCHEDULE OF FINDINGSAND QUESTIONED COSTS (CONTINUED)

YEAR ENDED IUNE 30,2011

Section ll - Financial Statements FindineF

Find inEI Reference

Requirement

statement of condiiion

11{1

OperatinEl deficit ot Eieneral Iu nd

As of .rune 30, 2011, the lvlunicipality closed with an accumulated deficit of
$5,4a1866 in the general fund as presented in the balance sheet-governmental
funds, decresase of $ 1,173,769 in the comparison with prior year. The current year
operation closed with an excess of revenues and other flnancing sources over actual
expenditures, Primarily, the decrease in the operatang deficit was due to an operating
loan taken by the Municipality for operational expenditures. The accumulated deficit
was caused by the overstaternent of estimated revenues andlor the incurrence of
obligations without credit available in the budgeta ry acco u nts.

Anicle 7.011, Section (a) of Autonomous [,lunicipal Act (Law 81) establishes that if
the lrunicipalclose its operations on deficit it must provide forsufficient resources to
cover it during the next fiscal year. Section (b) establishes among other things, that;
Provides that accrued deficit in The [4unicipality, by public debt, will be amonized in
a period of 40 yearc. The equivalent amonization amount will be established in an
expense account in the annual budget known as accrued deficit which will be
indicated in the chan of accounts.

Article 8.004 (b) establishes no amount shall be expended or obligated in a given
fiscal year of if exceeds its budgetecl or authorized amounts by the Municipal
Legislation.

Section 3 of the revised regulation over Basic Standards for Municipalities of Pueno
Rico (The regulation) states that it must be special care to prepare the revenues
estimates so these do not results in budget appropriations in excess of available
resources.

The overstatement of estimated tevenues and/ or the incurrence of obligations
without credits available of this approved budgetary accounts caused the
lvlunicipality to operate with a deficit for several years.

The Municipality did not comply with the Article 7.011, Section (a), Article 8.004 (b)

and Section 3 of the revised regulation over basic Standard for Municipalities of
Puerto Rico,

Criteria

Cause of Condltlon

Effect of Condiiion
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COTVIMONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

SCHEDULE OF FINDINGSAND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30,2011

Section ll - Flnancia I Slate ments FindinEis

Findlng Reference

Recommendation

Questioned Costs

Management Response
and Corrective Action

1rc1(Conrlnued)

we recommend the IVunicipality to evaluate the adequacy ofthe provision for deficit
reserye accounts in the next fiscal budget. Also, the l\,,lunicipality's officers must
evaluate the negative variances between budgeted revenues and actual revenues
trend to reduce the budgeted expenses by department (quanerly allocation process)

and to avoid future operationaldeficits at end of year.

None

The Municipality ot Yauco lacks economical resources to cover its basics necessities,
ln addition, the operational expenses such, as gasoline and utalities have had a
dramatic increase during the last flscal years. However, for our people's pride, we
have donethe biggest monumentalwork prcjects in the history of this oty. To control
the Municipal operational expenses we reduced the employees wo*ing hours, we
eliminated regular positions, we eliminated overtime pay, and we also eliminated
travel expenses including meals and cellular cost. we also limited the use of the
official vehicles and reduced the expenses for the Municipal Traditional Folklore
Celebration. ln addition, mysalary as a Mayor is the lowest island wide. Last year, the
accumulated deficit was $6,655,635 and this year is $5,481,866 we will continue
taking the necessary measures to correct this situation.

lmplementation Oate:

Responsible Person:

)Jne,2072

I\,{rs. lvayra ortiz
Finance Departrnent Director
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COIVIMONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

SCHEOULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30.2011

Section ll - Financial Statements FindinEF

Flndlng Reference

Requirement

Statement of Condltlon

LL42

Expendlturcslor Goods and Services and Accounts Payableg
Purchasing and receivinEl

We performed a cash disbursements test and examined eighteen (18) payments
which belonged to General Fund, ten (10) which belonged to Community
Development Entitlement Grants, ten (10) which belonged to Federal Transit
lnvestment Grant (FTA), fourteen (14) which belonged to [4unicipal Sales and ljse
Tax, and nine (9) which belonged to Special Funds the following will summarize
the intemal control exceptions noted:

a. ln sixteen (16) payments which belonged to General Fund, seven (7)
which belonged to Special Funds and thineen (13) which belonged to
Municipal Sales and L,se Tax, the disbursement vouchers included
severaldocuments that was not marked as paid.

b. ln three (3) payments which belonged to General Fund, eight (8)which
belonged to Special Funds and two {2) which belonged to l\4unicipal
Sales and lJse Tax, the disbursement vouchers did not include the pre-
interventor signature.

c. ln one (1) payment which belonged to General Fund, one (1) which
belonged to Special Funds and two (2) which belonged to Municipal
Sales and lJse Tax, the disbursement vouchers did not include the
certification of the municipality's employee who had knowledge of the
receiving ofthe goods or services.

"Reelamento para la Administraci6n Municipal" establish in the Chapter Four (4)that
the Finance Director will be responsible to account and prepare disbursements
through documents duly prepared and certified, including sufficient evidential matter
lo support the transactions

The [4unicipality internal control procedures failed to assure that all transactions
include allthe required documentation and approvals,

The Municipality is not in compliance with Chapter Four (4) of the 'Reglamento para

la Administraci6n Municipal'.

We recommend that the Municipality should improve ats internal control and
procedures in order to assure that the disbursement vouche6 contain all the
necessary supponing documents before making the payments and are available for
examination.

Criteria

Cause of Condition

Effect of Condltlon

Recommendation
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COMIUONWEALTH OF PUERTO RICO

IYIUNICIPAI,ITY OF YAUCO

ScHEDULE OF FTNDTNGS AND qUESTTONED COSTS (CONTTNUED)

YEAR ENDED JUNE 30,2011

lmplementationDate: )une,2072

Responsible Person: Mls. Mayra Ortiz
Finance Depanment Director

S€ction ll - Fina ncial Statements Flndings

FindinElReference 11{2(Continued)

Questioned Costs None

ManaElement Response
and Corrective Action Management will instruct the Finance Depanment staff (including the Official Payer,

the Pre-Auditor, the Department Accountant, the Depanment Secretary, etc.) to
strenEithen the procedures established in the regulation, in order to assure that the
disbursement vouchers contain all the necessary supporting documents and
approvals before making the payments. Also, the Municipality instruct its personnel
to assure that proper filing of documents are peformed so that disbursement
vouchers anc, theirjustificants are available for examination at any time.
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COMMONWEALTH OF PUERTO RICO

IvIUNICIPALITY OF YAUCO

SCHEDUI.E OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED IUNE 30,2011

Section lll - Major Federal Award Program Findings and Questioned Costs

FindinEl Reference

Program

Requirement

Statement ot60ndition

11{3

Section 8 Housing Choice VoucheE ProgEm (CFDA 14.871) U.S. Department ol
Houslng and lrrban DeYelopment

Criteria

Cause ofCondition

SpeclalTest - Selectlon from the Sectlon 8 Waiting List

ln our Waiting List test, we noted the following situation: ln a sample of fifteen (15)
applicants included in the waiting List, we observed that the PHA did not maintain
the required inlormation to assure that the selection of new tenants admitted to the
program were in accordance with the administrative plan.

Code of Federal Regulations 24, Sections 982.5 4 ld) and 982.207lhtou6h 982.207
states lhe waiting list procedures and that the selection from the waitang list
generally occurs when the PHA notifies a family, whose names reaches the top ofthe
waiting list, to come in to verily eligibilityforadmission.

The PHA'S administrative plan states that, except for special admissions, participant
will be selected from the PHA waiting list. the PHA must select participants from the
waiting list on a first-come, first-served basis, in accordance with this same plan,
which includes equal opportunity. Also, the Municipality will maintain information
that permits properselection from the waiting list,

The Municipality controls and procedures failed to assure that the panicipants were
selected from the top of the waitinC list according with the PHA'S applicant selection
policies,

fhe Municipality is not in compliance with Code of Federal Reguiations 24, sections
982.54 (d), 982.201through 982.207 and with the PHA'S administrative plan.

we recommend management to improve monitoring procedures to assure that the
participants are admifted to the program or are provided the opponunity to be
admitted tothe program according with the PHA administrative plan.

None

Effect of condltlon

Recommendallon

Questioned Costs
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COM IVIONWEALTH OF PUERTO RICO

IVIUNICIPALITY OF YAUCO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2011

Section lll - Major Federal Award ProElram Findings and Questioned Costs

- Finding Reference 1143 (Continued)

Management Response
and Correction Action Selection from the approved "Waiting List' is based on first-come first served basis,

and under federal or local preferences as a results of a well{ocumented emergency
situation, such as fire, natural disaster, etc. Nevertheless, as part of our corrective
action plan, we will document all vouchers given by emergency situations.

lmplementation Date: )rne 2012

Responsible Person: Mrs. Gisela Delgado
Federal Programs Director
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COIVIMONWEALTH OF PUERTO RICO

MUNICIPALITYOF YAUCO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30,2011

Section lll - lllajor FederalAward Program FindinEls and Questioned Costs

Flndlng Reference

Program

Requirement

Statement of Condition

LL44

Community Development Block Grants - Entitlement Pro8lram (CFOA No. 14.218);
U.S. Oepartment of Housing and ljrban Development Pass throuElh the
Commonwealth of Puerto Rico - Offlce of Comfiissioner of Municipal Affairs
(ocAM)

Cash Management

During oLrr Cash Management test, we noted that the Municipality requested funds
that were not disbursed on a reasonable lapse of time, We selected a sample of
eight (8)fund requisitions (a total of $443,813) and found the following exception:

a. ln five (5) fund requisitions (a total of $220,820), we obsetued that the
[,4unicipality did not makethe disbursements in reasonable lapse oftime.

OMB Common Rules, Subpart C, Section.2O (b) (7), requires a cash management
system; in orderto minimize the time elapsed between the transfer of funds from the
lJ.S. Treasury and disbursement bythe grantee.

The l\runicipality's disbursements procedures failed to assure that funds requested
and received from the Federal agency be disbursed in compliance with the Code of
Federal Regulations Requirements.

The Municipality is not in compliance with the O[,4B Common Rules, Subpan C,

Section.20 (b) (7).

We recommend Managementto strengthen its disbursement procedures to minimize
the time elapsed between the transfer of funds from the Federal agency and the
disbursements made by the [runicipality.

None

Criteria

Cause of Condition

Effect of conditlon

Recommendation

Questioned Costs

61



COI\'IMONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

SCHEDULE OF FINDINGSAND QUESTIONED COSTS (CONTINUED)

YEAR ENOEDJUNE 30,2011

Section lll - Major FederalAward Program FindinEls and Questioned Costs

- Find inEI Reference 11{4 {Continued)

Management Response

- and Corrective Action ,ls pan of our corrective action plan, we will instruct Program accounting staff, in
order to strengthen internal controls and procedures to assure that the conditions
observed by the auditors does not occur again. We are going to start the
disbursement process when the requisitions of funds are submitted to the U.S,
Department of Housing and Urban Development (HIJD), in orderto assure that when
the funds are transferred by this agency, the program will disburse them
immediately.

lmplementationDate: )une,2Oa2

Responsible Person: Mrs. Glsela Delgddo
Federal Programs Director
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COMMONWEALTH OF PUERTO RICO

IVIUNICIPALITY OF YAUCO

SUIIIMARY SCHEDULE OF PRIOR YEARS AUDIT FINDINGS

YEAR ENDED JUNE 30,2011

Odgnal
Finding
Number CFDA No.

curent status of Prior Year Audit FederdlAward Findings - I%rt lll Findings
(As required bv0MB Circular A-133)

10 03 a4_47 a During our verification. we noted that the fvlunicioality did nol cornDly wltLtbe
compliance reouirement of Deoositorv AEreements. The PHA is reouired to enter
into deDositarv a{reement with theirfinancial institutions in the form required bv
HUD. (Fom HUD-519991

Corrective action has been taken.

10 04 14_871 ln our WaitinE List test. we noted the followinE situation: ln a samole of flfteen
(15) applicants included in the waitin€ List. we observed that the PHA did not
maintain the reouired information to assure that the selection of new tenants
admitted to the orodram were in accordance with the administrative olan.

No corrective action has been taken. The auditors reissued the finding in the
current year. See Finding Reference 11-O3.

10-o5 74.2L4 We oerformed a housinq rehabilitation test otftten llLo) pallilllEnts les !!!l
found the followinE exceotions. ln ten {1Ol panicipant files. we noted that the
eliEibilitv approval document was not available for our examination. ln nine (9)

DarticiDant files. the Program review of documentation that the Erantee insDects
the rehabilitation work uoon completion to assure that it is carried out in
accordance with contract sDecifications was not available for our examination.

Corrective action has been iaken,

10-06 74.2r4 DurinE our Cash lvlanaEement test. we noted that the Municipalitv requested
funds that were not disbursed on a reasonable lapse of time. We selected a

samole of twenw three (23) fund requisitions (a total of $679.855) and found
the followinE exceotion. ln twelve I12) fund reouisitions la total of $324.9081. we
observed that the Municioalitv did not made the disbursements in reasonable
lapse of time.

No corrective action has been taken. The auditors reissued the finding in the
curent year. See Finding Reference 11'O4.
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COIvIVIONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

SUMT'ARY SCHEDULE OF PRIOR YEARSAUDIT FINDINGS (CONTINUED)

YEAR ENDED JUNE 30,2011

Orignal
Finding
Number CFDA No.

Curent Status of Prior Year Audit Fede€l Award Flnd lngs - Pan lll Findings
(As required by OM B Circular 4133)

09 03 a4.87a Durinq our verification of twentv {2Ol oarticioant's files, related to Section 8
Housing Choice Vouchers, we rlo@
oanicipant's files. the Form HtJD'5OO58. Familv Report (OMB No. 2577-00831.
a0olicable for the fiscal vear audited was not available for inspection: in twentv
t2O) files the Municioalitv did not have evidence about the release forms to allow
the PHAto obtain information from third parties.

Corrective action has been taken.

09{4 14.471 we performed a ReoortinE Test and dd not find evidence that the GAAP based
audited financial data were submitted electronicallv to HL,D for the fiscal vears
2007-2O0a and 2008 2009.

Corrective action has been taken.

09 05 14.871 During our veification of twentv (201 particioant's files. related to Section 8
HousinE Choice Vouchers. we noted the followind situation: eieht [8] particioant's

files did not contain evidence demonstratinE that the Municioalitv followed uo
the deficiencies noted on the unit insoection: one {11 oarticioant's file did not
contain evidence demonstratinE that the owner failed to correct the cited HoS
deficiencies identified in the insoection.

Corrective adion has been taken.

09-o6 74.47 7 ln our waitinE List test. we noted the followinE situation: in a samole of eiEhteen
{181 aoplicants included in the WaitinE List. we observed that the PHA did not
maintain the reouired information to assure that the selectior ol ner! lenatrls
admitted tothe program were in accordance with the administrative plan.

No co(ective action has been taken. The auditors reissued the finding in the
currentyear. See Finding Reference 11{3.

09{7 M.477 DurinE our verification. the Municioalitv did not oerform the reouired Housine
Ouaiitv Control re-insoections durind the fiscal vear 200&2OO9.

corrective action has been taken.

09 0a 14_47 7 DurinE our examination, the Municioalitv did not maintain record of Housine
Assistance Payment Register IHAP ReEisterl for the fiscal vear ended June 30.
2009.

Corective action has been taken.
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COIVIMONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAIJCO

SUMMARYSCHEOULE OF PRIOR YEARS AUOIT FINDINGS (CONIINUED)

YEAR ENOEDJUNE 30,2011

Original
Findlng
Number CFDA No.

Current Status of Prior Year Audit Federal Awad Flndings - lbrt lll Findings
(As required byOMB Circular A-133)

09 09 a4_2aa Durin{ our Cash ManaEement test, we noted that the Municioalitv reouested
funds that were not disbursed on a reasonable lapse of time. we selected a
sample of twentv {20) fund reouisitions Ia total of $888.932) and found the
followinE exceotaon:

No corrective action has been taken. The auditors reissued the flnding in the
currentyear. See Finding Reference 1104.

08 03 M.417 The auditor noted the followinE exceptions: a) ln six (6) cases the HOS lnsDection
failed and no evidence of re-inspection was identified: b) ln four (4) cases, no
documentation of reasonable rent determination were avaiiable: cl ln one {11

case. no document of Privacv Act Notice was found: and dl ln one {11 case. no

evidence of eliEibilitv for assistance based on citizen or eliEible alien status was

fa!!d.

The auditfinding does not warrantfufther action because two years have passed

since the audit repon in which the finding occurred was submitted to the Federal
clearinghouse.

08 04 14.A71 The auditor noted that the waitinE list was not orepared in accordance with the
administrative olan. one f1l new admission to the oroEram was not selected
from the waitinE list as reouired bv the administrative olan. No documentation in

the particioant s file was found for this determination.

The auditflnding does not warrantfurther action because two yeaas have passed

since the audit report in which the finding occurred was submitted to the Federal

clearinghouse,
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