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INDTPENDENT AUDITORS' REPORT

To the Honorable lvlayor and
the Municipal Leglslature
Municipality ol Yauco
Yauco, Puerto Rico

We have auc,ited the accom panying fina ncial statements ofthe governmentalactivities, each maiorfund, and
the aggregate remaining fund informataon of the Autonomous lvlunlclpality of Yauco, Puerto Rlco
(Municipality), as of and for the year ended lune 30, 2012, which collectively comprise the lvlunicipality's
basic financial statements as listed in the table of contents. These financial statements are the responsibility
of the Municipalitys management. Our responsibility is to express opinions on these financial statements
based on ouraudit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicableto financialaudits contained in Government Auditing Standa rds, issued
by the Comptroller General of the United States. Those standards require that we plan and perform the audit
to obtain reasonable assurance about whetherthe financial statements are free of material misstatement. An

audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and the significant estimates
made by management, as wellas evaluatingthe overa ll financia I statement presentation. We believe that our
audrt provdes a reasonable basisfor our opiniors.

As discussed in Note 12 the financial statements, the Municipality did not comply the requirements
established by Statement No. 18, Accounting for Municipal Solid Waste Landfill closure and Post Closure
Care Costs, issued by the GovernmentalAccounting Standards Eoard and the regulations setforth bythe tl.S-

Environmental Protection Agency. AtJune 30,2012, the accompanying statement of net assets does present

a liability for closure and post closure care costs of the Municipality's solid waste landfill of $925,353, but
this estimate has not been update based on a study ofthe actuallandfillcapacity used atJune 30,2012. The

amount by which depanure would affect the liabilities, net assets and expenses ofthe governmental activities
is not reasonably determinable.

ln our opinion, because of the effects of the matters discussed in the third paragraph, the financial
statements reterred to previously do not present fairly, in all mateial respects, the respective financial
position of the governmental activities of the Municipality of Yauco, Puerto Rico, as June 30, 2072,Ihe
changes in the financial position, thereof for the year then ended in conformity with accounting principles
genera lly acce pted rn the tlnited States of America.

Funher, in our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of each major fund and the aggregate remaining fund information for the aggregated

remainingfund information of Municlpality of Yauco, as oflune 30, 2012, and the respective changes in the
financial position forthe year ended in conformity with accounting pinciples generally accepted in the llnited
States ofAmerica.

ln accordance with Government Aud iting Standards. we have also issued our report dated March 20,2013 on

our consideration of the Municipality's internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts and grant agreements and other matters.
The purpose of that repon is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance, That report is an integral part of an audit performed in accordance with

Government Auditing Sta ndards and should be considered in assessingthe results of our audit.

c6llc Parrr, *1686, El ccrezel, San Juan, P.R. 009X6-3144 - Tcl. (787) 777'ao44 t Fax (187\ 761-9317
L



INDEPENDENT AUDITORS' REPORT (CONTINUEDJ

Accounting principles generally accepted jn the United States of America requare that the management's

discussion and analysis and budgetary comparison information on pages 3 through 11and 43 be presented to

supplement the basic financial statements. such information, although not a pan of the basic financial

statements, is required bythe GovernmentalAccounting standards Board, who considers itto be an essential part

of financial reponing for placing the basic financial statements in an appropriate operational economic' or

historical conteK. we have applied certain limited procedures to the required supplementary information in
accordance with the auditing standards generally accepted in the United States of America. which consisted of
inquiries of management about the methods of preparing the information and comparing the information for
consistency with managements responses to our inquiries, the basic financial statements, and other knowledge

we obtaaned during our audit of the basic financial statements. We do not express an opinion or provide any

assurance on the information because the limited procedures do not provide us with sufficient evidence to

express an opinion or provide anyassurance,

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

the Municipality of Yauco's financial statements as a whole. The accompanying schedule of expenditures of
federal awards, as required by lJ.S. Office of lvlanagement and Budget Circular A_133' Audits of States Local

Governments, and Non Profit Organizations, is presented for purposes of additional analysis and is not a required

part ofthe financial statements. such information is the responsibility of management and was derived from and

relates direc y to the underlying accounting and other records used to prepare the financial statements. The

information has been subjected to the auditing procedures applied in the audit of the financial statements and

cenain additional procedures, including comparing and reconciling such information directly to the underlying

accounting and others records used to prepare the financial statements or the financaal statements themselves,

and other;dditionat procedures in accordance with auditing standards generally accepted in the lJnited States of

America. ln our opinion, the schedule of federal awards is fairly stated in all material respects in relation to the
financialstatements as a whole,

,il*&*,Cm,E
f/ Lo*z-uta^, cP{,Psc

San Juan, Puerto Rico
March 20,2013

Stamp No.2632135 ofthe Pueto Rico

Society of Certified Public Accountants
was affixed to the record copy ofthis repon.

I.6Fqi-VeEq, C PA, PS(
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

MANAGEMENT'S DISCUSSION AND ANALYSIS

YEAR ENDED JUNE 30, 2012

This discussion and analysis of the Municipality of Yauco (the Municipality) financial performance

provides an overview of the Municipality's financial activities for the fiscal year ended on June 30,
2012. This Management Discussion and Analysis (lMD&A) should be read in conjunction with the
accompanying basic financial statements and the accompanying notes to those financial

statements, Besides, this document includes comparative data with prior year as this information

was available for the fiscal year ended on June 30, 2011. This lvlD&A is prepared in order to
comply with such pronouncement and, among other purposes, to provide the financial

statements users with the following major information:

1. a broader basis in focusing important issues;

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

3. provides for an evaluation of its financial condition asofthe end of fiscal year 2Oll-2O72
compared with Prior Year results;

4. identification of uses of funds in the financing of the l,runicipality's variety of activities and;

5. assess management's abilityto handle budgetary fu nctions.

FINANCIAL HIGHLIGHTS

The fo owing comments about the financial condition and results of operations as reflected in the

financial statements prepared for fiscal year 2012 deserve special mention:

1. Total assets of the l\4unicipality amounted to $80,260.235 which represents an increase

of 6% compared to prior fiscal year, as restated.

2. At the end of flscal year 2OL2, lolal liabilities amounted to $65,641,516 Out of said

amount, $48,806,106 corresponded to long'term Iiabilities of which $43'629'0O0
represented the outstanding balance of bonds and notes issued The Municipality

continued to meet atl debt service requirements, most of which was paid from self-

generated revenues.

3. Total net assets of the Municipality amounted to $14,618,719 which represents an

increase of 38% compared to prior fiscal year, as restated'

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

Activities amounted lo $37,347 ,A24, derived from the following sources: 5246,428 ttom

charges for services; $5,057,899 from operating grants and contributions; $71'606'774
from;apital grants and contributions, and $2o,436,723 fto'f. general revenues'
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2012

FINANCIAL HIGHLIGHTS (CONTINUED)

5. Total expenses incurred to afford the cost of all functions and programs as reflected in the
Statement of Activities amounted to $33,381,602.

6. As reflected in the Statement of Activities, the current fiscal year operations contributed to
an increase in the Net Assets figure by $3,966,222.

7. As of the close of the current fiscal year, the lMunicipality's Governmental Funds reported

combined endingfund deficit of $(4,300,938).

8. ln the fund financial statements, the governmental activities revenue increased

$8,309,426 lo( 29o/ol, and the governmental activities expenditures increased

$a342,722 (ot 22A); as compare to the prior year operation.

9. At the end of the current fiscal year, the l\4unicipality's general fund deficit increased to
($5,049,263) compared to a fund deficit of ($4,365,557) in the prior fiscal year, as

restated.

1O.The actual General Fund budgetary activities resulted in an unfavorable balance of

$(2,092,580).

FUNDAMENTA6 OF FINANCIAL STATEMENTS PRESENTATION

The new approach used in the presentation of the financial statements of the Municipality is

based on a government-wide view of such statements as well as a presentation of individual

funds behavior during fiscal yea( 2O!2, The combination of these two perspectives provide the

user the opportunity to address significant questions concerning the content of said financial

statements, and provide the basis for a comparable analysis of future years performance' The

comparative analysis is a meaningful and useful management tool for municipal management in

the decision making process.

under the aforementioned approach, assets and liabilities are recognized using the accrual basis

of accounting which is similar to the method used by most private enterprises This means that

current year'i revenues and expenses are accounted for regardless of when cash is received or

paid.

FINANCIAL STATEMENTS COMPONENTS

The basic financial statements consist of the government wide financial statements, the major

funds financial statements and the notes to the financial statements which provide details,

disclosure and description of the most important items included in said statements'

The statement of Net Assets reflects information of the Municipality as a whole on a consolidated

basis and provides relevant information about its financial strength as reflected at the end of the

fiscalyear.
4



COMMONWEALTH OF PUERTO RICO

MUNICIPALIW OF YAUCO

MANAGEMENTS DTSCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENOED JUNE 30. 2012

USING THIS ANNUAL 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 lvunicipality as a whole

(government-wide) and the major individual funds. Both perspectives (government-wide and

major fund) allow the user to address relevant questions, broaden a basis for comparison (year to
year or government to government) and enhance the Municipality's accountability.

GOVERNMENT - wlDE FINANCIAL STATEMENTS

The Government-Wide Financial statements are designed to provide users of the financial

statements with a broad overview of the Municipality's finances in a manner similar to private-

sector companies.

The statement of Net Asset presents information on all of the Municipality's assets and liabilities,

with the difference between both reported as net assets. over time, increases or decreases in

net assets may serve as a useful indicator of whether the financial position of the Municipality is

improving or deteriorating.

The statement of Activities presents information showing how the Municipality's net assets

changed duringthe most recentfiscal year. All changes in net assets are reported as soon as the

undeilying event giving rise to the change occurs, regardless of the timing of the related cash

flows. Thus, revenues and expenses are reported in the statement of Activities that will only

result in cash flows in future fiscal periods. The statement of Activities is focused on both the
gross and net cost of various activities, which are provided by the government's general tax and

6ther revenues. This is intended to summarize and simplify the user's analysis of cost of various

governmental services.

FUND FINANCIAL STATEMENTS

The Fund Financial Statements provide detailed information about the lvunicipality's most

significant funds, not the N,lunicipality as a whole. The Municipality has only one kind of fund

which is the governmental fund.

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

governmental activities in the Government Wide Financial Statements However, unlike the

dovernment wide Financial statements, Government Fund Financial statements, focus on near

term inflows and outflows of spendable resources, as well as on balances of spendable resources

available at the end of the fiscal year. such information is useful in evaluating the lMunicipality's

near term financial requirements. Because the focus of governmental funds is narrower than that

of the government wide financial statements, it is useful to compare the information presented

for gov-ernmental funds with similar information presented for governmental activities in the
government wide financial slatements.

5



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2012

FUND FINANCIAL STATEMENTS (CONTINUED)

By doing so, users of the basic financial statements may better understand the long-term impact
of the Municipality's near term financial decisions. Both of the Governmental Fund Balance

Sheet and the Governmental Fund Statement of Revenues, Expenditures and Changes in Fund

Balances provide a reconciliation to facilitate this comparison between governmental funds and
governmenta I activities.

INFRASTRUCTURE ASSETS

Historically, a government's largest group of assets (infrastructure-roads, bridges, underground
pipes lunless associated with an utility], 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 their estimated useful life or (b)

develop a system of asset management designed to maintain the service delivery potential to
near perpetuity. lf the government develops the asset management system (the modified

approach) which periodically (at least every third year), by category, measures and demonstrated
its maintenance of locally established levels of service standards, the government may record its

cost of maintenance in lieu of depreciation. The information about the condition and

maintenance of condition of the government infrastructure assets should assist financial

statement users in evaluating a local government and its performance over time

According to the requirements of GASB 34, the government must elect to either (a) depreciate the
aforementioned assets over their estimated useful life or (b) develop a system of asset

management designed to maintain the service delivery to near perpetuity. lf the government

develops the asset management system, (the modified approach) which periodically (at least

every three years), by category, measures and demonstrate its maintenance of locally established

levels of service standards, the government may record its cost of maintenance in lieu of
depreciation. In this particular respect, the Municipality has elected the use of recognizing

depreciation under the useful life method and it contemplates to continue this treatment on said

basis.

FINANCIAL ANALYSIS OF THE MUNICIPALITYAS A WHOLE

Net Assets

The statement of Net Assets seryes as an important indicator of the lvunicipality's financial

position at the end of the fiscal year. ln the case of the Municipality of Yauco, primary

government assets exceeded total liabilities by $14,618,719 at the end of 2012, as compared

*ith $lO,OSZ,+gZ which reflect an increase of $3,966,222 over previous fiscal year, as restated'

The following condensed Statement of Net Assets of the Primary Government shows on a

comparative basis the most important components of the $3,966,222 increase reflected in the
Net Assets figure.

6



COMMONWEALTH OF PUERTO RICO

IVUNICIPALITY OF YAUCO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2012

FINANCIAL ANALYSIS OF THE MUNICIPALITYAS A WHOLE (CONTINUED)

Condensed Statement of Net Assets

Current and other assets
Capitalassets

Total assets

Current and other liabilities
Long-term liabilities

Totalliabilaties

lnvested in capital assets, net of related
debt
Restricted

Total net assets

$1oo,ooo,ooo

s80,000,000

560,000,000

540,000,000

s20,000,000

2012 change %

$ 16,475,550 $ (3,941,078) (24)%

59,676,249 8,049,514 a4%

20La

$ 72,534,472
67,725,763

80,260,235 76,151,799 4,108,436 6%

8%
1%

16,A35,410
4a.ao6,106

77,OA7,628
4a,47a,674

(1,37O,883)
394,432

65,641.516 65,499,302 r42,274

24.701,763
4,687,016

(14,170,060)

$ 14,618,719

26,9AO,249
\1,126,375

\27,454,067)

$ 10,6s2,497

(2,A7a,4a6], (L1)%
(6,439,299) (54)%
13,2A4,OO7 49%

$ 3,966,222 34./.

.2012

.2011

s

7
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

MANAGEMENTS DTSCUSSTON AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2012

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE (CONTINUED)

Changes in Net Assets

The Municipality's net assets increased by $3,966,222. Approximately thirty two percent (32%) of
the lvunicipality's total revenue came from taxes, while sixty six percent (66%) resulted from
grants and contributions, including federal aid. Charges for Services provided one percent (1%),

lnterest and lnvestment earnings one percent (1%) and miscellaneous two percent (2%) of total
revenues. The Municipality's largest expenses included items such as general government, health
and welfare services, public works, community development and public safety. The following
table and graphic presentation includes in absolute and relative terms, the composition of
revenues and expenses for the fiscal years ended on June 30,2012 and 2011. Such analysis
helps the reader to evaluate the lvlunicipal administration performance in the administration of its
current financial operations.

Condensed Statement of Actlvltles

Ciarges for services
Operating grants and contributions
Capital grants and contributions

lvlunacipal license tax
Municipalsales and use tax
GGnts and contribuiions not restracted to

lnterest and investmenG earnings

General government

Public works and santation
Health andwelfare
Culture and recreation
Economic development
Urban development
Comm'inity del/elopment
Education
lnterest on long'term debt

Net assets, beginning of year (as restated)

2012

$ 3A7,a62
6,495,106
3,137,613

6,520,168
2,!a2364
2,754,349

7,024,313
319,186
164,646

Change

$ (141,434)
11,437,207)
4,469,161

23,660
193,209
(30,580)

989.516
(103,797)

395,645

$ 246,42A
5,057,a99

77.606,774

6,543,824
2,375,577
2,723,769

8,017,829
215349
560,331

6,657,343
8,001,719
4,034,376
2,531,732
1,430,843

970,136
432,269

7,720,476
1,861

3,196,407

7,542,006
3,743,303

t1,,o21,485
3,151,363
1,663,623

946,582
7,387,476
2,A53,266

550
1,049,103

(884,663)
4,218,476

(2,983,109)
(619,631)

1,67,260
(16,446)

(955,207)
(1,132,390)

!,3!!
2.147,304

\37',)%
Q3)TA
270%

L4%

24L%

29%

(t2l%
LL2%
t21t%
(2O)%

10%
l2)%

(69)%
(40)%
239%
205%

(1)%

190%

(30)%

38%

a%
9%

t2)%

37,347,424 2a,989,651 8,354,173

33,341,602 33,434,757 (57,155)

3,966,222 (4,449,106)

15,101,603

a,415,328

1o,652,497

-9_1@19_

(4,449,106)

I

$ 10,652,497 $ 3,966,222



COIVMONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2012

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE (CONTINUED)

Revenues 2012

Expenses 2012

r CharCesfor services

t Operating grants and contributions

r capital Grants and contributions

. Municipalsales and use tax

r Municipa I li€ense tax

. Grants and €ontributions not
restricted to specific programs

.lnterest and investment earnings

r General Coverflm ent

r Health and welfare

t Community development

t Public safety

r Culture and recreation

. Urban development

r Publicworks and sanitation

r Economic development

9



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

MANAGEMENTS DISCUSSION AND ANALYSIS . (CONTINUED)

YEAR ENDED JUNE 30, 2012

FINANCIAL ANALYSIS OF THE MUNICIPALIW'S INDIVIDUAL FUNDS

As noted earlier, the lvunicipality uses fund accounting to ensure and demonstrate compliance

with finance related legal requirements.

covernmental Funds

The focus ofthe lMunicipality's governmental funds is to provide information on near-term inflows,

outflows, and balances of spendable resources. Such information is useful in assessing the
N,lunicipality'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 fiscal
year.

As of the end of the current fiscal year, the Municipality's governmental funds reported combined

endingfund deficit amountingto ($5,049,263), which represents a deficit increase of $(683,706)
when;ompared with the prior year, as restated. Of the indicated balance, $6,071,684 was

classified as restricted for the following purposes: (1) $4,676,809 for debt service payments' (2)

$1,394,875 for other purposes.

As of June 30, 2012, the General Fund, which is the main operating fund of the Municipality and

the other Governmental Funds, reflected an unassigned fund deficit of $(5,049'263) and

$(5,323,359), respectively.

GENERAL FUND BUDGETARY HIGHLIGHTS

During fiscal year 2o!l-2o72, the Municipal Legislature approved revisions to the operational

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,

Budgetary Comparison Schedule'General Fund attached here to. The l\4unicipality of Yauco

current year operation had a deficiency of revenues over expenses of ($ 2,092,580).

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

The Municipality's investment in capital assets as of .iune 30, 2012, amounted to $95'728,833
which upon deduction of accumulated depreciation in the amount of $28'003,070 produced a

net book value attributable to capital assets in the amount oI $67,725,763. Said investment
includes land, construction in progress, buildings, improvements, equipment, infrastructure,
furnishing, computers and vehicles. lnfrastructure assets are composed of items such as roads,

bridges, streets and sidewalks, drainage systems, Iighting systems, and similar items.

10



COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF YAUCO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2012

CAPITAL ASSETS AND DEBT ADMINISTRATION (CONTINUED)

The total increase in the Nlunicipality's investment in capital assets for the current fiscal year

represented approximately twelve percent (12%) of net book value. Depreciation charges for the
year totaled $5,180,979.

Debt Administration

The Puerto Rico Legislative Assembly has established a limitation for the issuance of general

obligation municipal bonds and notes for the payment of which the good faith, credit and taxing
power of each municipality may be pledged. The applicable law also requires that in order for a
lvlunicipality to be able to issue additional general obligation bonds and notes, such Municipality

must have sufficient "payment capacity' as defined in Act No. 64. Such Act requires a

Nlunicipality must has sufficient "payment capacity" to incur additional general obligation debt if
its deposits in the Redemption Fund and the annual amounts collected with respect to such

l\,lunicipality's Special Additional Tax (as defined below), as projected by GDB, is sufficient to
service to maturity the Municipality's outstanding general obligation debt and the additional
proposed general obligation debt.

The l\,|unicipality is required under prevailing applicable law to lew a Special Additional Tax in

such amounts as shall be required for the payment of its general obligation municipal bonds and

notes. ln addition, principal of and interest on all general obligation municipal bonds and notes

and on all municipal notes issued in anticipation of the issuance of general obligation bonds

issued by the Municipality constitute a first lien on the Municipality's Basic Tax revenues-

Accordingly, the lMunicipality's Basic Tax revenues would be available to make debt service
payments on general obligation municipal bonds and notes to the extent that the Special
Additional Tax levied by the N4unicipality, together with moneys on deposit in the Municipality's
Redemption Fund, are not sufficient to cover such debt service. ln the particular case of the
Municipality of Yauco, it has never been necessary to apply Basic Taxes to pay debt service on
general obligation debt of the lvlunicipality.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

The Municipality relies primarily on property and municipal taxes as well as federal and state
grants to carry out the governmental activities. Historically, property 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 lVunicipality's budget for the fiscal yea t 2O72-2Oa3.

FINANCIAL CONTACT

The Municipality's financial statements are designed to present users (citizens, taxpayer,
customers, investors and creditors) with a general overview of the Municipality's finances and to
demonstrate the Municipality's accountability. lf you have questions about the report or need

additional financial information, contact the Municipality's Chief Financial Officer.

LT



Commonwealth of Puerto Rico

Nlunicipality oI Yauco

Statement of Net Assets
)une 30,2OL2

Governmental
Activities

Assets
Cash and cash equivalents
Cash wath fiscalagent
Accounts receivable:

l\4unicipal license tax

lntergovernmental
Propertytax
Others

Capitalassets:
Land, improvements and construction in progress

Buildings, infrastruture and other capital assets,

net ofdepreciation
Totalcapital assets

Total assets

Liabilities
Accounts payable and accrued liabilities
Due to other governmental entities
Deferred revenues:

ldunicipal license tar
Propertytax

Noncufient liabilities:
Due within one year

Due in more than one year

Total liabilities

Net Assets
lnvested in capitalassets, net of related debl

Restricted for:
Debt service
Other purposes

Unrestricted (def icit)

Total net assets

6,011,178
\944,222

184,503
1-,L47,4L6
2,990,755

276,394

5,170,951

62,554,812
67,725,763

80,260,235

10,680,994
1,310,151

1,970,585
2,473,640

2,247,438
46,558,668

65,641,516

24,LOt,763

4,676,809
70,207

(14,17O,06O)

$

The nores ro rhe linancial statements are an integral pari oi this statement.

14,618,719
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Commonwealth of Puerto Rico

Municipality ot Yauco

Statement of Activities
For the Year Ended June 30, 2012

Net (E&ei*s) Revenues and

Changes in Nel Aa*ts

Ope6lang Crpil.l

cr.nts and Grantsand

conrnbunons co.r.iburions

Community development

lnterest on long term debt

Total governmenta acti! ti6

$ 6,657,343

8,001,719

4,034376

2,531.732

1,430,443

970,136

1,720,476

432,269

1,461

3,196,407

$ 1,660

205,546

$ 1,0a6,524

5a0,ago

2,1o2,335

1,066,079

171,492

50,579

(5,569,159)

17,215,243)

5,670,733

(1,46s,653)

(1,620,209)

(919,557)

17,720,476)

1432,2691

(1.861)

(3,196,407)

17,606.774

39,1a2

$ 33341.602 l--:i!:11 l-:!:t:1 l11lo6i1 (16,470,501)

Mln cipalsales and use tax

G.ants and contibuions not restr cted to specific proEems

lnterest and in!6tment earnings

Net a$ets - begioning as rBtated

6,543,428

2,723,769

2,375,577

a,o7T,a29

215349

560,331

24,436,723

3,966222

70,652.497

14,614,719

The note to the financialstatements are an integral part ofthis statement. 13
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Commonwealth of Puerto Rico

Municipality of Yauco

Balance Sheet

Govehmental Funds

June 30,2O1i1

HUD

Uablllties and Fund Balances

Due io other Ed€hmenbl enrities

Iobr ru.d bara.@s (('efico

rdl [.b]liti6 and rund balances (deficii)

Thenotestothelinanclarstatementsarean ntegra partof thsstatement.

t4



Commonwealth ol Puerto Rlco

Municip.lity of Yauco

Statement ol Revenues, E4enditur6and changes in Fund Balancei
Gor€rnmental Funds

Forlhe Year Endedlune 30. 2012

HUD

orhd Taral

Governmental GoErnmental
Funds Funds

Licensepemns and otner r@r ta6

E6ldefdency) or Bm6 @er

other financing $urces (us)

r@r orher li.ancr.g $u.6 (u*s)

Net chanB6 in fu.d bala.es

\q

The noies ro the linancial siaremenrs are an integralpart ol rhis sratemenr. 15

Fund ba ance (deic r). begii'ng. as



Commonwealth of Puerto Rico

Munlclpallty ofYauco
Reconciliation or the Balance Sheet - Govemmental Funds

to the statement of Net assets

June30.2012

Total Fund Bal.nes- Gove.nme.tal Funds

Amounts repofted for G@ernmentat Activ ns in the $alement of Net Assets

are different be€use:

CapitalAsts used i. Govern m enta I Activities are notfinanc al.esourcesand therefore,

a.e not reponed in theflnds. ln the.urent period, these amounts are:

(4,300,93a)

67.725,763

(4a,a06,106)

Non Depreciable Capital lssets
Depre.rable Capital Assets

Acc!mulated oepreciation

Total Capltal A$e1s

Some liabilities a.e not due a.d payabie in the curent peiod 6nd therefore, are not

reporled in thefunds.li6e labilities consist oi:

$ 5,170,951

90,557,442
(24,003,070)

Genera Bonds and Notes Payable

compensted Ab6enc6

Department of LaborEmployment

Ret rement System Adminidration
Gene6t seto ce Admintrarion

43,629,000

2,741,914

692.253
925,353

106.645

19.260

669.725

337,O25

Tota Long-Term Lrabiln es

Toial Net A*ts ol Govehmental A.tititi€s 1461a,719

The nolesto the financial slatements are an inlegralparl of lhis statement. 16



Commonwealth of Puerto Rico

lVunicipality of Yauco

Reconciliation ol theStatement of Revenues,

Erpenditures, 6nd Changes in Fund Balances of
Governmental Funds to the Statemenr ofActivities

For theYear Ended June 30.2012

Ner Change ln Fund B.rances - Tot.r GwernmenLt Funds

Amounts @ported for governmentalactivt es in the$alement of Activities are d iierent because:

GovernmentalFunds report capita outlavs as exDe.dt!res. However, in the Governmentwide statemeni of
Activities and Changes n Nel Isets. the c6t ofth6e a$ets s atlocated over the r etimated usefuttiv6as
deprecration expense. Tnis is the amount of capitala$ets re@ded in the.urent period-

Depreciatior expense on caprtal asets is reponed rn the Government.Wide Statements of Activities and

Change in Net A.sets, but ihey do not requnethe use of current financia rsourc6. Therefore, depreciation
expense is not reporied asexpenditur6 in Governfremal Funds.

Bonds and notes proceeds plo! de curent financial r6ourcs to Governmenta Funds. Repaym ent ol bon ds

and notes pnncipal is an expenditure in Governmental Funds, but the repayme.t .educ6 o.g term
liabilities in the Gove/.meni-Wide Statement of Net Assets.Ihis sthe amount by whch the debt p.oceeds

exceed debteru ce pri.cipal payments.

Repaynent ol long term p@peny tax adlance debt is an expenditu.e i. Governmental Fu.ds, but the
epayment /educes long '1em properly tax advance debt I the Government-wde statement of Net Assets.

This sthe amounl pa d nthecurentyea..

Fepayment of ong term Land nfo.mation Management System (Ll[rS) debt is an expenditure n

Governmental Funds, but the repayment reduces longlerm L MS debt in the Gove.nme.t-Wide Stalement of
Net A$els. This sthe amount paid in the curent period

change in randfilr accrlar

some expens6 repofted in lhe statement of Acilvit es do not requ re the use of cu(ent financ alresource
and, therefore, are notrepofted aserpendtur6 inGovernmenta Funds.

Repayment0fongtemoepanmentofLaborunemploymentisa.expendt!reinGovernmentaFunds,but
the repayment reduces long lerm oepanment of LaborlJ.employment in the Governme.t-wide Statement of
Net Assets. Tne lollow ng amount represen the change n ong tem Oepa^menl of Laborunemployment

Repaymenl or lonEtem Relirement System Adminstation (RSA) s an expendnure in Gole.nmentalFunds,
b!1lhe repaymenl reducs ong term RSA in the Government-Wde Statement or Net Asts. Ihe follow ng

dmoL. L repr*nL Lhe -han8e in lorg term esA debL rioa pnorvear

Repayment of long tem General Seryie Admininration is a. expenditure in Govemmenta Funds, but the
repayment reduces o.g term GeneEl Seryie Admini{Enon in the Gove.nmenrwide Statement oi Net

Longrerm Cla m a.d Judgments are repofted in the Gove.nmerrwide Statement of Activ nes and Changes

in Net Asets, bui they do not require the use of cutrent financia r6o!rcs. Therefore, long-term

Nmpensated were not reported as eipenditures n Governmenial Furds. The tollowinE amoum represenis

the change in long-term compensated absence from prioryear.

Longtem compensted absen.es are reponed in the Gover.mentwde Staiemen ot ActNities ard
Chang6 in t,let Assets, but they do not require the use of curent f.a.cialresourc6. Therefore, ongtem
compensated werc .o1 reported as expenditur6 in Governmental Funds. The iollow ng amount represents
the change in longlerm compeneted abse.c6 from prlor yea..

Ch.nge i. Net Asers ot Governmental Adrvnles

(3,6aa,460)

13,230,493

(5,140,979)

(402,00o)

5.332

26,48!

199,511

134,674

(79,260)

29,tta

82,797

(36,553)

(354,532)

The notesto ihe f nancial statements are an ntegralpadofthlsstatemert.

3.966,222
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OFYAUCO

NOTES TO BASIC FINANCIAL STATEMENTS

YEAR ENDED JUNE 30,2012

1. ORGANIZATION ANO SUIV!MARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Yauco (the l/lunicipality) was founded on the year 1756 The lvlunicipality's governmental

.Vrt". 
"o"!Jt 

of un 
"*"cr-riive 

ana tegistaiure Oody lt is governed by a Mayor and a sixteen-member l\'lunicipal

Legislature who are elected for a four_yearterm'

The l\runicipality provides a full range of services for its citizens These services include public safety' public

*oit<s, cutture ano recreation, health and welfare, community development, education. and other miscellaneous

TheaccountingpoliciesandfinancialreportingpracticesoftheMunicipalityconformtoaccountingprinciples
g"Li" rrv ii""itia i" tn" united states of America ("usGMP") as applicable to governmental units'

In June 1999, the covernmentat Accounting Standards Board (GASB) issued Statement No. 34. "Basic Fanancial

Stai"r*t, 
"na 

u"n"gument s and Discusiion and Anallsis for State and Local Governments ' This Statement'

known as the Reponing Model, provldes for the most sig;iflcant change in financial reportingfor state and local

i"""i".""t" i" ,ir* zo vears and affeas the way the liunicipality fiepares and presents financial information'

?n" iui"r"nt *u" 
"ao;ted 

as of JLrly 1, 2oO2 ln addition to this Statement' GASB statement No' 37 "Basic

ii^un"i"iSt"t".""t 
"rid 

Management's Discussion and Anallsis for State and Local Governments: Omnibus'

anJ OaSe Stuter"nt No. 38' tertain Financial Statement Note DisclosLrres' have been adopted and are

reflected in these financial statements.

As part of this Statement, there is a new repoting requirement regarding the. capitalization of local government

iniiastiucture (oads, bridges, traffic signais, eti; ihis reqr'rirement permits an.optional four_vear delay for

irpi"."ntution to tii""f y6ar ended on-June 30' 2oOT The Municipality elecled to implement the retroactive

capitalization of infrastructure assets in the year ended lune 30, 2006'

ln March 2009, the Municipality aclopted the provisions of GASB Statemenl No'-55' The Hieratchv ot Generally
'iiiii.ai"iointne principtes'tor sitati ina tocal Governments (GASB No 55)' and GASB statement No 56'

aiiiication ot ncciunting anc! Financial Reporttne) cuidance contained in the AI3PA Statements on Aucliting

Standards fGASB No. 56).

GASB No. 55 incorporated the hierarchv oI LSGMP for state and local governments into the Governmental

i""*nting stuno"rd" Board,s (GASB) ;uthoritative titerature. The reqllirements in this statement codit all

IJSGMP f; state and localgovernments so thattheyde ve from a single source'

GASB No. 56 incorporated into the covernmentat Accounting standards Board's (GASB) authoritative literature

cenainaccountingandfinancialreponingguidanceprese;tedintheAmericanlnstituteofCertifiedPublic
l"""r"J"iy Siatlments on Auditing sta;d;rds This statement addressed three is_sues not 

'ncluded 
in the

authoitative literature that establishes accountinEl principles-related pany transactions, going concern

considerations. and subsequent events.

ln fiscal year 2011, the Municipality adopted the provisions of GASB StaGm e.nl No- E4' Fund Balance Reportin4

"na 
Coi"rr*"ral Funcl Type Definitions (GASB No 54)' which modified the rnierpretations of certain terms

within the definition ofthe specialrevenue funds and the types of activrties the Munlcipality may chooseto report

in it,o"" irna.. eASe No. 54 atso ctarified the capital projects fund type definition for better alignment with the

n""oior popur",. ,no users. Definrtio;s of other go;er;mental fund types werc also modified for claritv and

consistency.

18



COMI'ONWEALTH OF PUER]O RICO
IVIUNICIPALITY OF YAUCO

NOTES TO BASTC FtNANC|AL STATEMENIS (CONINUEO)

YEAR ENDED IUNE 30,2012

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

The following is a summary ofthe significant accounting policies ofthe [4unicipality:

A. Component Units

ln evaluating how to define the lvlunicipality for financial reponing purposes, managemenl has considered all
potential component units. The decision to include a potential component unit in the reponing entity was
made by applying the provisions of Statement No. 14. The Financial Reponing Entity, of the GASB, as
amended by GASB Statement No. 39, 'Determining whether Certain Organizations Are Components lJnits an
amendment of GASB Statement 14". The basic, but not the only criterion for including a potential component
unit within the reporting entity is if elected officials of a primary government are financially accountable for
the entity. Financial accountability exists ifthe primary governmentalappoints a voting majority ofthe entity's
goveming body, and if either one ofthe following conditions exist:the primary government can impose its will
on the other entity orthe potential exists forthe other entity to (1) provide specific financial benefits to or (2)
impose specific financial burdens on the primary govemment. A second criterion used in evaluating potential
component units is if the nature and significance of the relataonshap between the entaty and a primary
government are such that to exclude the entity from the financial reponing entity would render the financial
statements misleading or incomplete. Based on the above criteria the Municipality does not have component
units to include within its reporting entity.

8. Government-wide and fund fina ncia I statements

Financial information ofthe Municipality is presented in this repon as follow:

1, L,lanagements discussaon and anallsis introduces the basic financial statements and provides an
analltical overview of the [4unicipality's f inancial activities.

2. The government-wide financia, statements (i.e. the statement of net assets and the statement ofactivities)
repon information on all the activities of the [4unicipality and its component units. if any. Governmental
activities, which normally are supponed by taxes and intergovernmental revenues, are reponed 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 duplicating effect on assets
and liabilitaes 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 directly benefit from goods, sewices, or privileges provided by a given

function or segment and grants and contributions that are restricted to meeting the operataonal or capital
requirements of a panicular function or segment, Taxes and other items not properly included among
program revenues are reported instead as generalrevenues.

3, Fund financial statements focus on information about the Munacipality's major governrnental funds. lvlajor

individual governmental funds are reported as separate columns in the fund financial statements.
Pursuant to the provisions set forth by GASB No. 54, the [,4unicipality reponed the following governmental

funds an the accompanying GFFS:

Generct Fund- is lhe Municipality main operating fund used to account for and report all financial and
reponed resources and governmental activities, except for those requared to be accounted for in another
fund, lt is presumed that the Municipality's governmental activities have been reponed in the general fund
except for transactions for which one of the following compelling reasons has requared the use of another
fund: (1) legal requirements, (2) USGMP requirements or (3) the demands of sound financial
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.

19



COMIMONWEALTH OF PUERTO RICO
IvIUNICIPALITY OFYAUCO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDEDJUNE 30,2OI2

1. ORGANIZATION AND SUMIVIARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Special Revenue Funal - HUD Ghnts - is a nrajor governmental fund used to account for and report the
proceeds of specific revenue sources derived from federal grants. The uses and limitations of each
special revenue fund are specified by federal statutes.

Debt Service Fu,d- is a major governmental fund used to account for and report for the accumulation of
financial resources that are restricted for, and the payment of, principal and interest for: (1) bonds payable
for which debt seruice payments are legally mandated to be accounted for in a debt service fund and (2)
cenain special long-term obligations for which the N,4unicipality is been accum ulating fina ncial resources in
advanceto pay principaland interest payments maturing in future yearc.

The other governmental funds of the l\runicipality account for grants and other resources whose use is
restricted for a panicular purpose.

4.The notes to the financial statements provide information that is essential to a user's understandang of the
basic f inancial statements,

5.Required supplementary information such as the budgetary comparison schedule-general fund and other
types of data required byGASB.

6.Notes to the budgetary corrparison schedu legenera I fu nd.

C. Financial reporting presentation

The accounts ofthe [,4unicipality are organized on the basis offunds, each of which is considered a separate
accounting entity, The operations of each fund are accounted for with a separate set of selibalancing
accounts that comprise its assets, liabilities, fund equig, revenues, and expenditures. Fund types are as

General Fund- General Fund is the general operating fund of the Municipality. lt js used to account for all
govemmentalactivity, exceptthose required to be accounted for in anotherfund,

Special Revenue Fund - Federal Grants - Special Revenue Funds are used to account for revenues derived
from federalgrants. The uses and limitations ofeach specialrevenue fund are specified by federalstatutes,

Speclal Reyenue Fund - loca, ard State Grants - Special Revenue Funds are used to account for revenues
derived from local funds, state grants or other residcted revenue sources. The uses and limitations of each
special revenue fund are specified by Municipality ordinances and state statutes.

Special Rerenue Funal - Section I Housing Choice youcher - Special 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 federalstatutes.

Special Revenue Fund - Othet Fedetal Grcnts - Special Revenue Funds are used to account for revenues
derived from lederal grants. The uses and limitations of each special revenue fund are specified by federal
statutes.
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COMIVIONWEALTH OF PUERTO RICO
IlIUNICIPALITY OF YAUCO

NOTES TO BASIC FINANCIAI. STATEIVIENTS (CONTINUED)

YEAR ENDED IUNE 30,2012

1. ORGANTZATTON AND SUtvtMARy OF StGNtFtCANT ACCOUNTTNG pOLtCtES (CONTTNUED)

Debt Servrce Fund - Debt Seruice Funds are used to account for the accumulation of resources for and the
payment of, general long{erm debt principal, interest, and related costs.

D. Measurementtocus, basis of accountingand financial presentation

Govemment-wide financial statements - The accompanying GWFS are prepared using the economic
resources measurement focus and the accrual basis of accounting. Subject to the additional rules and
limitations detailed below, revenues (including interest on deposits and investments) are generally recorded
when earned and expenses are generally recorded when a liability is incurred, regardless of the timing of
related cash flows,

All revenues. expenses, gains, losses, assets and liabilities resulting from exchange]ike transactions are
generally recorded when exchange takes place. ln exchange transactions, each pany to the transaction
receives and gives up essentially equal values, An exchange-like transaction is one when there is an
identifiable exchange and the values exchanged, though related, may not be quite equal. The accompanying
basic financial statements include exchange-like transactions such as license fees, fines, penalties,
forfeitures, permits, charges for sewices, and most miscellaneous revenues, which are recorded as revenues
when collected because they are generally not measurable until actually received,

The L,lunicipality groups its non€xchange transactaons into the following four (4) classes in the accompanying
basic financial statements: (a) derived tax revenues, (b) imposed non€xchange revenues, {c) government
mandated non€xchange transactions, and (d)voluntary non€xchange transactions.

ln the case of derived tax revenue transactions, whach result from assessments that the Municipality places
on exchange transactions, receivables and revenues are recorded when the underlying exchange has

ln the case of imposed non€xchange revenue transactions (such as property taxes and municipal license
taxes), which result from assessments made by the Municipality on non-governmental entities, including
individuals, other than assessments on exchange transadion, receivables are generally recorded in the
period when an enforceable legal claim has arisen. Property taxes and municipal license taxes are generally
recorded as revenues (net of amounts considered not collectible) in the fiscal year when resources are
required to be used forthefirst fiscalyear that the use ofthe resources is permitted-

For government-mandated non-exchange lransactions (such as intergovernmental grants and contributions),
receivables and revenues are generally recorded when all eligibility requirements imposed by the provider
have been met. Forthe majority ofgrants, the Municipality must expend resources on the specific purpose or
project before the provider reimburses any amounts. Therefore, revenue is generally recognized as qualifying
reimbursable expenditures are incurred,

For voluntary non exchange transactions (such as donations and certain grants and entitlements) receivables
and revenues are generally accounted for in 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 probable that a loss
has been occurred and the amount of loss is reasonably estamated,

lnterests on deposits are recorded when earned since these revenues are considered both measurable and
available at June 30, 2012. Receipts of any type of revenue sources collected in advance for use in the
following fiscal year are recorded as deferred revenues.
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COII,!MONWEALTH OF PUERTO RICO
MUNICIPALITY OF YAUCO

NOTES TO BASIC FINANCIAT STATET'ENTS (CONTINUED)

YEAR ENDED JUNE 30,2012

1. ORGANIZATION AND SUIvIMARY oF slcNlFlcANT ACCOUNIING POLICIES (CONTINUEO)

Accordingto GASB N0.34, allgeneral capital assets and the unmatured long-term liabilities are recorded only
in the accompanying Statement of Net Assets. The measurement focus and the basis of accounting used in
the accompanying GWFS differ significantly from the measurement focus used in the preparation of the GFFS.
Therefore, the accompanying GFFS include reconciliations, as detailed in the accompanying table ofcontents,
to better identirthe relationship between the GWFS and the GFFS.

Government Fund Financlal Statements - The accompanying GFFS are reponed using the current financial
resources measurements focus and the modified accrual basis of accounting. Revenues are generally
recognized as soon as they are both measurable and avaalable, Revenues are considered to be available
when they are collectible within the current fiscal year or soon enough thereafter to pay liabilities 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 cenain charges for services)to be available if collected within sixty (60)days afterJune 30,
2072. At )une 30,2072, all revenues sources met this availability criterion.

Propeny taxes are all considered susceptible to accrual if commonly collected within sixty (60) days following
the end of the fiscal period, unless unusual circu msta nces justi, a greater peiod.

Other revenue sources considered susceptible to accrual include municipal license taxes, sales and use
taxes, construction excise taxes, intergovernmental grants and contributions, interests on deposits and
charges for services. These principal revenue sources meet both measurability and availability criteraa in the
accom pa nying G FFS.

ln a manner similar to the GWFS, but subject t0 and limited by the availability criteria discussed above, all
revenues, expenses, gains, losses, assets and liabilities resulting from exchange, exchangg.like transactions
are also generally recorded when the exchange takes place whale 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, applicable.

lnterests on deposits are recorded when earned since these revenues are considered both measurable and
available at June 30.2012.

Pursuant to the provisions of GASB lnterpretation No. 6, Recognition and Measurement of Certain Liabilities
ancl Expenditures in Governmental Fund Financial Statements (GASBI No.6), in the absence of an explicit
requirement (i.e., the absence of an applicable modification, discuss€d below) the Municipality generally
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 liabilities are
normally expected to be liqLridated 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 satisfy current liabilities. Long-term assets and those assets that will not be converted into cash
to satisry current liabilities are generally not accounted for in the accompanying Balance Sheet
Governmental Funds. At the same time, long-term liabilities (generally, those unmatured that will not require
the use of cunent 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. fi,lost expenditures are measurable and are recorded when the related governmentalfund liability
is incurred. Allocation of costs, such as depreciation and amortization, are recorded in the accompanying
Statement ofActivities. but are not recorded in the accom panying G FFS.
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COIVIVIONWEALTH OF PUERTO RICO
lvtUNlClPALlTY OF YAUCO

NOTES TO BAS|C FTNANCTAL STATETVIENTS (CONTTNUED)

YEAR ENDEDJUNE 30,2012

1. ORGANTZATTON AND SUMMARY OF StcNtFtCANT ACCOUNTTNG pOLtCtES {CONnNUED)

E. Assets, liabilltles and net assets

1. Cash, cash equjvalents, and cash wlth fiscal agent- The l\runicipality's cash and cash equivalents are
considered to be cash on hand. demand deposits, and short-term investments with original maturities of
three months or lessfrom the date of acquisition.

Cash with fiscal agent in the debt service fund represents special additional propeny tax collections
retained by the Commonwealth of Pueno Rico and restricted for the payment of the Municipality's debt
service, as established by law. Also, cash with fiscal agent consists of unused proceeds of bonds and
notes issued forthe acquisition of equipmentand construction of major capitalimprovements,

2, Receivables and payableg Activity between funds that are representative of lending/borrowing
arrangements outstanding at the end of the fiscal yeat aae rcfeted to as either "due to/from other
funds'(i.e., the current ponion of intefrrnd loans) or "advances tolrom other funds'(i.e., the non-
current portion of interfund loans), All other outstanding balances between funds are reponed as "due
tofrom otherfunds.'

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

3.

Receivables are stated net of estimated allowances tor uncollectible accounts. which are determined,
based upon past collection experience and current economic conditions. lntergovernmental receivables
in the General Fund represents the balance due from the Municipal Revenue Collection Center (CRIM)
resulting from the final liquidations of advances made by CRIM to the Municipality corresponding to
collections from property taxes and legislative appropriations from the Commonwealth of Puerto Rico
plus final liquidation of contributions in lieu of taxes payable by the Pueno Rico Electric PowerAuthority
(PREPA) to the Municipality, lntergovernmental Receivables in the debt service fund represent the
amounts due from the CRIM resulting from the excess of current year property tax collections over
current year advances. lntergovernmental receivable in the special revenue or capital project funds
represent amounts owed to the Municipality for reimburcement of expenditures incufied pursuant to
federally funded or state funded programs, The Municipal sales and use tax is collected on a contract
basis with the Commonwealth of Puerto Rico Department ofTreasury.

lnventories- lnventories in the generalflrnd is recorded as expenditure and, consequently, the inventory
is not recorded rn the statement ol net assets.

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

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

Major outlals for ca pital assets and improvements are capitalized as projects are constructed,

4.
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Capital assets of the lvunicipality are depreciated using the straight line method over the following
estimated usef ul lives:

Descdotion

Buildings and site iarprovements
lnfrastructure

Fumiture and fixtures
Machineryand equipment

5. Deferred revenues" ln the GFFS, deferred

lJsefulLife

40 years
40 years
10 years
5 yearc
5 years

3 to 5 years

Capitalization threshold

$1
$1
$1
$1

$25
$25

rcvenues arises when one of the following situations occuri

a. Potential revenue does not meet both the "measurable" and "available" criteria for revenue
recognition in the current period (unavailable revenue). As previously discussed, available is
defined as due (or past due) at lune 30, 2012 and collected within 60 dals thereafter to pay
obligations due at June 30. ln subsequent periods, when both criteria are met, the liability for
deferred revenue is removed and revenue is recognized.

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

Deferred revenues at the government-wide level arise only when the N,lunicipality receives resources
before it has a legalclaim to them,

6. Long{erm obligations- The liabilities repoded in the government-wide financial statements included
general and special obligation bonds and notes, and other long-term liabilities, such as vacation, sick
leave, litigation, longterm laabilities to other governmental entities and landfill closure and post closure

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 financing sources, while bond
issuance costs, whether or not withheld from the actual debt proceeds receaved, are reported as
expenditures in the generalfund-

7. Crmpensated absenceg Employees accumulate vacation leave at a rate of 2.5 days per month up to a
maximum of 60 days. lJnpaid vacation time accumulated is fully vested to the employees from the first
dayofwork. Allvacation pay is accrued when incurred in the government-wide financialstatements.

Employees accumulate sick leave at a rate of 1,5 da,s per month up to a maximum of 90 days. lJpon
retirement, an employee receives compensation for all accumulated and unpaid sick leave at the
current rate, af the employee has at least 10 years of service with the Irunicipality. Allsick leave payand
salary related benefits are accrued when incurred in the governmentalwide financaal statements when
the employee meets such criteria,

Claims and judgments'The estimated amount ofthe liabilityfor claims and judgments, which is due on
demand, such as from adjudicated orsettled claims, is recorded in the generalflrnd when the liability is
incurred.

8.
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9. Fund Balances ln fiscal year 2011, the Municipality adopted the provisions of GASB Statement No. 54,
Fund Balance Repoftin! and Governmental Fund Iype Defnitions (GASB No. 54), which enhanced the
usefulness of fund balance information by providing clearer fund balance classifications that can be
more consistently applied. This statement establishes fund balance classifications that comprise a
hierarchy upon the use ofthe resources reported in govern mental fu nds.

Pursuant to the provisions of GASB No, 54, the accompanying GFFS repon fund balance 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:

.:. Restricted - Represent resources that can be spent only for the specific purposes stipulated by
constitutional provisions, external resource providers (externally imposed by creditors or grantors), or
through enabling legislation (that is, legislatjon that creates a new revenue source and restricts its
use). Effectavely, restrictions may be changed or lifted only with the consent of resource providers,

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

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 unassiCned fund balances.

The Municipality repons resources constrained to stabilization as a specified purpose (restricted or
committed fund balance in the general fund) only if: (1) such resources meet the other criteria for those
classifications, as described above and (2) the circumstances or conditions that signal the need for
stabilization are identified in sufficient detail and are not expected to occur routinely. However, the
lvlunicipality has not entered into any stabilization like arrangements, nor has set aside material financial
resources for emergencaes and has not established formal minimum fund balances amounts as offorthe
fiscalyear ended June 30, 2012.

ln situations when expenditure as made for a purpose for which amounts are available in multiple flrnd
balance classifications, the Municipality generally spends committed resources first, and then
unrestricted resources. within unrestricted resources, the fu4unicipality generally spends commatted
resources first, followed byassigned resources, and then unassigned resources,
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10. Net Asset9 Restricted net assets have been reported pu rsuant to the provisions of GASB Statement N o.
46, Net Assets Restricted by Enabling LeEislation (GASB No. 46). Those net assets consist of net
resources restricted by external panies (such as debt covenants, creditors, grantors, contributions, laws
or regulations of other governments, etc.l, or net assets for which constraints are imposed by the
constitutional provisionsorenablinglegislation.

Enabling legaslation consists of legislation that authoizes the Municipality to assess, levy, charge or
otherwise mandate payment of resources (from external resource providerc). Enabling legislation
establishes restrictions if it includes a lega lly enforcea ble requirement thatthose resources be used only
for the specific purposes stipulated in the legislation. A legally enforceable enabling legislation
restriction is one that a pady external to the l\4unicipality (such as citizens, public interest groups, or the
judiciary) can compel the Municipality to honor. The lvlunicipality periodically reevaluates the legal
enforceability of an enabling legislation to determine if any of the resources raised by the enabling
legislation are used for a purpose notspecified bythe enabling legislation or ifthe Municipality has other
cause for consideratio n.

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

lnternally imposed designation of resources, including earmarking, are not reponed as restricted net
assets. These designations consist of management's plans forthe use of resources, which are subject to
change at the discretion of the Municipal Legislature.

ln the government wide statements, net assets are segregated into three categories:

a. lnvestecl in capital assets, net of related debl Consist of capital asset balances net of accumulated
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 include cash that is restricted to capital assels acquisition or construction (unspent bond
proceeds)and any unamonized debt issue costs,

b. Restricted ret assets: Represent net assets that are subject to restrictions beyond the lrunicipal's
control. These include restrictions that are externally imposed (by creditors, grantors, contributors,
or laws and regulations of other governments) or restrictions imposed by the law through
constitutional provisions or enabling legaslation (including enabling legislation passed by the
government itself).

c. Unrestricted netassets: Represent net assets that do not meet the definition of net assets invested
in capital assets, net of related debt or restricted. unrest cted assets are often designated to
indicate that management does not consider them to be available for general operataons, These
types of constraints are internaland management can remove or modifythem. Designations are not
reported on theface statement of net assets.

11. Accounting for Pension Costs- Forthe purpose of applyangthe requirements of GASB Statements No. 27,
Accountingfot Pensions by State and Local Government Employers (GASB No. 27), the state government
of the Commonwealth of Pueno Rico is considered to be the sponsor of the Employee s Retirement
System of the Government of Puerto Rico and its lnstrumentalities (ERS) and System 2000, a multi-
employer cost-sharing defined benefit plan and a hybrid defined contribution plan, respectively, in which
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the employees of the l\,4unicipality pa(icipate. The l\runicipality is considered a panicipant and not a
sponsor, ofthese retirement slstems since the majority of the participants in the aforementioned pension
trust funds are employees of the Commonwealth of Puerto Rico. Accordingly, no portion of the net
pension obligation (NP0) related to ERS has been allocated to the Municipality in the accompanying basic
financialstatements. The basic financialstatements ofthe Commonwealth of Puerto Rico report the total
amount of the net pension obligation of ERS, includine any amount that may correspond to the
l\runicipality.

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

a. Operating Tra nsfers- Legally required transfers that are reponed when incurred as "Operating transfer
in" by the recipient fund and as "Operating transfers out" by the disbursingfund.

b. lntra-Entity Transactions- Transfers between the funds of the primary government are reponed as
interfund transfers with receivables and payables presented as amounts clue to and due from other
fund

13. Risk financing The N4unicipality carries commercial insurance to cover casualty. theft, tort claims and
other losses. lnsurance policies are negotiated by the Pueno Rico Treasury Depanment and costs are
allocated among all the Municipalities of Puerto Rico. Cost of insurance allocated to the lvlunicipality and
deducted from the gross property tax collections bythe Municipal Revenue Collection Center ('CRllvl")for
the year ended lune 30. 2012 amounted to $158.o9o. The current insurance policies have not been
cancelled orterminated.

The Municipality caries insurance coverage for death and bodily injlllies caused by the automobile
accidents. The insurance is obtained through the Automobile Accidents Compensation Administration
(MCA), a component unit of the C,ommonwealth of Pueno Rico. This insurance is compulsory for all
licensed vehicles used on public roads and highwa)s in Puerto Rico. The annual premium is $35 per
licensed motorvehicle, which is paid directlyto AACA.

The [,4unicipalig obtains workers' compensation insurance through the State lnsurance Fund Corporation
(SIFC), a component unit of the Commonwealth of Puerto Rico. This insurance covers workers aeainst
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 collections by the IUunicipal Revenue Collection Center {CRIM) for
the yearended.lune 30, 2012 amounted to $357,787

The Municipality obtains unemployment compensation, non{ccupational disability, and drivers'
insurance coverage for its employees through vaious insurance ptograms administered by the
Commonwealth of Puerto Rico s Department of Labor and Human Resources (DOL), These insurance
programs cover workers against unemployment and provide supplementary insurance coverage for
temporary disability, or death because work or employment-related accidents or non{ccupational
disabilityand driverc'insurance premiums are paid directly to DOL on a cost reimbursement basis.

Under Act No. 63 of June 21, 2010, the Legislative Assembly of the Commonwealth of Pueno Rico,
authorized the municipalities to procure and manage at their own discretion all insurance policies,
including those related to health plans been provided to the municipal employees. The l\,4unicipality also
obtains medical insurance coverage from one health insurance company for its employees. Different
health coverage and premium options are negotaated each year by the Municipality, Premiums are paid
on a monthly basis directlytothe insurance company.
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14. Use ol Estimates

The preparation of financial statements in conformity with USGMP requires management to make
estimates and arsumptions that affect the reponed amounts of assets and liabilities and the disclosure
of contingent assets and liabilities at the date of the financial statements, and the reponed amounts of
revenues and expenses duringthe reported period. Actualamounts could differ from those estimates,

2. CASH AND CASH EQUIVALENTS

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

the Municipality adopted the provisions of GASB Statement No. 40 (GASB No. 40), Deposit and tnvestment Risk
Disclosure, an Amendment to GASB Statement No. 3. This statement requires that state and local governments
disclose essential risk information about deposits and investments. The disclosure requirements coverfour main
areas: (1) credit risk, {2) interest rate risk, (3) custodial credit risk, (4)foreign exchange exposure-

Credlt rlsk - This is the risk that an issuer or other counterpartyto an investment will not fulfill its obligataons. ln
compliance with the laws and regulations of the Commonwealth, the [,4unicipality has adopted, as it's custodial
and credit risk policy, the Statement of lnvestment Guidelines for the Government of the Commonwealth of
Puerto Rico. Accordingly the lrunicipality invests only in obligations of the Commonwealth, obligations of the
Ljnited States of America, certificates of deposits, commercial paper, bankers'acceptances, or in pools of
obligations of the municipalities of Puerto Rico, which are managed by GDB. According to the aforementioned
investment guidelines, the Municipality does not invest in ma etable securities or any types of investments for
which credit risk exposure may be significant, Therefore, the [4unicipality's management has concluded that the
risk related to any possible loss related to defaults by commercial banks on the Municipality's deposits is
considered low atJune 30.2012.

lnterest rate risk - This isthe risk that changes in interest rates of debt investments wall adversely affect the fair
value of an investment. The l,4unicipality manages its exposure to declines in fair values by: (1) not including
debt investments in its investment portfolio at June 30, 2012, (2) limiting the weighted average maturity of its
investments to three months or less, and (3) keeping most of its bank deposits in interests bearing accounts
generating interests at prevailing market rates. At June 30, 2012, the lvlunicipalaty s investments in cenificates
of deposits are recorded at cost, which approximates their fair value. Therefore, the Municipalitys management
has concluded that at.lune 30, 2012, the interest rate risk associated with the l\runicipatity's cash and cash
equivalents is considered low.

CuEtodlal credit rbk - ln the case ofdeposits, this is the isk that in the event of a bankfailure, the I\,lunicipality's
deposits may not be recovered. Pursuant to the Statement of lnvestment Guidelines for the Government of the
Commonwealth of Puerto Rico the balances deposited in commercial banks by the Municipality are insured by
the Federal Deposit lnsurance Corporation {FDIC) generally up to a maximum of $250,000 per depositor.

ln addition, public funds deposited in commercial banks by the Municipality are fully securities pledged as
collateralare held, in the [,,lunicipality's narne, bythe agents ofthe Commonwealth's Secretaryof Treasury.
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oeposits with GDB are uninsured and uncollateralized, However, no losses relaied to defaults by GDB on deposit
transactions have been incurred by the lMunicipality through June 30, 2012. Therefore, the Municipatity's
management has concluded that at June 30. 2012 the custodial credit risk associated with the [,4unicipality's
cash and cash equivalents is considered low.

Forelgn exchange risk The risk that changes in exchange rates will adversely affect the value of an investment
or a deposit. Accordingto the aforementioned investment gu idelines, the lvlunicipality is prevented from investing
in foreign securities or any other types of investments in which foreign exchange risk exposure may be
significant.

Accordingly, management has concluded that the foreign exchange risk related to the [,,lunicipatitys deposiG is
considered low at June 30.2012.

lJnder Commonwealth of Puerto Rico statutes publac funds deposited in commercial banks must be fully
collateralized for the amount deposited in excess of federal depository insurance, All securities pledged as
collateral are held by the Secretary of the Treasury of Puerto Rico. ln addition, the l\,4unicipality maintains
deposits with the Government Development Bankfor Puerto Rico (GDB).

Deposits - The l\,4unicipality's bank balances in commercial banks of $21,690 in the general fund, $229,1.91-ir,
the HUD Grant, jn $4,656,018 in Debt Service Fund and $1,104,279 in the other governmental funds were fully
collateralized at June 30,2012.

The deposits at G0B of $1,984,222 in the other governmental fund are unsecured and uncollateralized, as no
collateral is required to be carried by governmentalbanks.

3. RECEIVABLES

Prcperty Tax Propeny tax receivable in the general fund represents the balance owed from the lvlunicipal
Revenue Collection Center (CRIM) at June 30, 2012, as described in Note 9. Also, pan of this property tax
receivable rcpresents the amount due from the CRllvl related to delinquent debts. Following is a detailofthe
propeny tax receivables:

GovernmentalEntity

Municipal Revenue Collection Center (CRllU)

Total

4. INTERFUNDTRANSACTIONS

Euld

HUD Glants
other Govern menta I Fund

Total

lnterfund receivables and payables at June 30, 2012, and interfund transfers during the fiscal year ended at
June 30,2012, are summarized asfollows:

a. Due lromlto other fund:

General Fund

$2.375.282

$23152A2

Debt Sewice Fund

$ 615.473

$ 615.423

Pavable Fund

$

294.674
$ 294.67A

Receivable Fund

$ 254,546
40,L32

$ J94$7a
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b. Transfer inlout to other fund

Transfur out

Other GovenmentalFund

Debt Service

other Governmental Fund

Total

Transfer ln Puroose

DebtSeryice

HUD Transfer ouito cover cenerar Fund

Transfer outto cover General Fund
GeneralFund interest

Amount

$ 240,729

11,950

2,356

656_696

$ 111J31

5. CAPITAL ASSEIS

Capital assets those with an estimated useful life of one year or more from the time of acquisition by the
Municipalig and a cost of $25 or more, are primarilyfunded through the issuance of long,term bonds and loans.
A summary of capital assets and changes occudng in 2012, inctuding those changes purcuant to the
implementation of GASB Statement No. 34. follows. Land and construction in progress are not subject to
depreciation:

Balance
Retirements lune 30. 2012

Balance
Julv 1.2011 Additions

$ 5,012,951 $ -
156.000 2.000

Transferoutto cover Debt Seruice

2.O00

Goveanmental Activities:

Capital asset, not being
depreciated:

Land
Construction in progress

Total capital assets not being
depreciated

Capital assets, belng depreclated:

Land improvements
Buildings improvements
lnfrastructure
Equipment

Total capital assets belng
depreciated

Less accumulated depreciation Ior:

Land improvements
Buildings improvements
lnfrastructu re
Equipment

Total accumulated depreciation

Total capital assets belng
depreciated, net

Governmental activities capital
assets, net

5.168.951

800,308
8,315,361

60,751,276
7.518.680

77.385.565

(581,784)
(2,525,534)

(15,596,951)
(4.173.998)

(22.47 A.267).

203,400
72,574,!04

446.985

13.228.493

(8,133)
(155,766)

(4,597,156)
1419.924\

{5.180.979)

56.176

56.176

56.176

56.176

$ 5,012,951
158.000

5.170.951

aoo,30a
8,518,761

73,329,324
7.909.489

90.557.882

(589,917)
(2,681,3OO)

l2o ,794,7O7)
4.537.7 46\

(24,oo3,o70)

62.554.a1254.507.294 4.047.5L4

$59-6762r!9 q 8,019,514 $ $ aubta3
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Depreciation expense was charged to functions/programs ofthe Municipality asfollows:

Governmental activities

Generalgovernment
Public safety
Public works
Health and welfare
Education

Total depreclalion expens6,govemmental activities

6. ACCOUNTS PAYABLE AND ACCRUED LIASILITIES

Accounts payable and accrued liabilities at June 30, 2012 are summarized as fottows:

Al[pc.n!

$ 123,137
720,772

4,782,306

119.533

$ llaa.gzg

Descriotion General Fund

$ a11,4A2
1.445.963

$ 2157-445

EUsGle!!
s 163,199

$ ?69313

furlg
$ 1,555,493

6.498.733

$ 8-0!1,226

Ielel
$ 2,230'774
_______-8i54320
$ fos8a.994

7. DUE TO OTHER GOVERNMENTAL ENTITIES

The amounts dueto other governmentalentities an the General Fund include the followingi

GovernmentalEntitv Amount
lnternal Revenue Service $ 52,257
State lnsurance Fund Corporation 7,977
Retirement System Administration 450,006
PR Treasury Department 19,518
Puerto Rico Aqueduct and SewerAuthority 7aO.465
Total $ 1.310_151

A. DEFERRED REVENUES

Municipal License lax The deferred revenues of $1,970,5a5 in the general fund retates to municipat
license tax collected in fiscalyear 2011-12 that witt be earned in fiscalyear 2012-13.

Property Tax-fhe defeied revenues of approximately $2,278,998 in the generat fund and 9594,682 in the
debt service fund relates to the balance due from the Municipal Revenue Cottection Center (CRIM) at lune
30,2012, as describe in Note 9.
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9. PROPERTY TAXES

The pelsonal property tax is self€ssessed by thetaxpayer on a retum which js to be fited by [4ay 15 of each year
with the Municipal Revenue Collection Center (CRtM), a governmentat entity created by the government of puerto
Rico as part ofthe MunicipalcovemmentalAutonomous Law ofAugust 1991. Real property tax is assessed by
the CRllll on each piece of reat estate and on each buitding.

The assessment is made as ofJanuary 1of each year and is based on cunent values for personal propeny and
on estimated values as of 1957 for real property tax, The tax on personal propeny must be paid in full together
withthe return by lvlay 15. Thetaxon realproperty may be paid in two insta ments byluty land January 1. The
CRIM is responsible for the billing and collections of reat and perconat property taxes on behatf of a the
municipalities of Puerto Rico. Priortothe beginningofeach fiscalyear, the CRIM informs the Municipatityofthe
estimated amount of property tax expected to be collect for the ensuing fiscal year. ThrouChout the year, the
CRIM advances funds to the Municipality based on the initial estimated collections, as modified bythe quanerty
revisions of estimates required law. The CRIM is requared by law to prepare a liquidation statement on a fiscal
year basis, whereby a comparison is made between the amounts advanced to the Municipality and amounts
actually collected from taxpayers. This preliminary liquidation has to be completed on a preliminary basis not
later than three months after fiscal year€nd, and a final liquidation made not later than six months after year
end, subject to the verification by its lndependent Auditors. tf the CRt[,4 remits to the [4unicipatity property tax
advances, which are less than the tax actually collected, a receivable from the CRIM as recorded at June 30.
However, if advances exceed the amount actually collected by the CR|N4, a payabte to the CRIIV is recorded at
June 30.

On )anuary 26,2000, Public Law No. 42 was enacted, which authorized the CRI[r1 to obtain a toan up to
$200,OOO,OOO, and for a term not to exceeding 10 years, to attow for the financing of the debt that the
Municipalities of Pueno Rico have with the CRIM arising from final settlemenG of propeny tax advances versus
actual collectionsthrough fiscalyearended June30, 2000.

The amounts that the Municipalities will collect from additional propeny taxes resulting from increases in the
subsidyfrom the Commonwealth of Puerto Rico to the Municipalities are assigned through this law to.epaysuch
loan. The increase in this subsidy was the result of the Public Law No. 238, enacted on August 15, 1999. On
october 11, 2001, Public Law No. 146 was enacted to amend Pubtic Law No. 42. to extend the loan amonization
period up to 30 years. Also, on October 11, 2OO2, Pubtic Law No. 172 was enacted, to provide as an option for
the Municipalities to include the debt thatthe Municipalities of Puerto Rico have with the CRI[,4 arisingfrom finat
settlements of propeny tax advances versus actual collections for the fiscal year ended June 30, 2OO1 with the
loan authorized through Public Law No. 42 enacted on January 26, 2OOO.

On June 26 1997, Public Law No. 21 was enacted, which authorizing the CRtM, among other things, to se the
property tax receivables related to taxpayers who owed property taxes from 1974 to 1996. Such propeny tax
receivables were purchased by the Public Financing Corporation, a subsidiary of the Government Development
Bank of Puerto Rico (GDB) using the proceeds of a bond issuance executed for such purposes. Said Law
imposed the CRIM the obligation to replace uncollectible property t ( receivabtes with any vatid propeny tax
receivable o equivalent in money. Subsequent to the approval of the Law and to the sale transaction, it was
detected that a substantial percentage of the receivables sold were uncollectible. ln order to protect the
economic damage to the financial structure of municipalities caused by the substitution of uncollectible tax
receivables with sound collectible receivables, on october 11, 2001, Pubtic Law No. 146 was approved and
enacted. Through this Law, the CRIM was authorized to obtain a loan from any qualified financial institution and
pay in advance the outstanding balance of the bonds issued and any related cost incurred for the purchase by
the Public Financing Corporation (a cDB subsidiary) ofthe tax receivabtes.

The loan is being paid by the municipatities thru a 30 year tong term financing negotiated by the CRIM wath GDB
on behalf of such municipalities as authorized by the indicated Law. As of lune 30 2012, the retated unpaid
propenytax advances presented in the statementof Net Assets amounted to $106,645
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YEAR ENDEDJUNE 30.2OI2

9. PROPERTY TAXES (CONTINUED)

Residential realpropeny occupied by its owner is exempt by taw from the payment of propeny taxes on the first $
15O,O00 of the assessed value. For such exempted amounts, the puerto Rico Treasury Depanment assumes
payment of the basic tax to the Municipatities, except for propeny assersed at tess than $ 3,500 for which no
payment is made. As part of the fi,4unicipat Autonomous Law of 1991, the exempt amount to be paid by the
Pueno Rico Treasury department to the Municipalities was frozen as of January \, a992- tn addition, the taw
Crants a tax exemption from the payment of personal propenytaxes of up to $ 5O,OOO ofthe assessed value to
retailers having annual net sales of less than $150,000.

The annual tax rate is 8.58% for reat propeny and 6.58% for personat propeny of which 1.O3yo of both tax rates
are forthe redemption of public debt issued by the Commonweatth of Puerto Rico. The remaining percentage is
disvibuted as follows: (a) 5.8% and 3.8%, respectively, represents the Municipatitys basic propedy tax rate
which is appropriated for basics and accounted for in the general fund- A portion of such amount is deposited in
an equalization fund together with a percentaee of the net revenues of the Puerto Rico electronic lottery and a
subsidy from the Commonwealth of Pueno Rico. From such fund, a distribution is made to all municipalities; (b)
1.75% represents the ad valorem tax restricted for debt service and accounted for in the debt service fund, The
Commonwealth also contributes an annual tax rate of O.2% of the property tax collected and such amount is
accounted for similarto item (a)above.

10. MUNICIPALSALES AND USE TAX.
On July 29, 2007, an amended to Act No. 717 ot )uty 4,2006, known as the "Tax Fairness Act of 2006", was
enacted with the purpose of establishinga mandatory sates and use tax of 1.5% atthe Municipal Level.

The l\runicipalities of Puerto Rico are responsible to collect 1% of the corresponding tax with the same
exemptions and limitations that the portion collected by the Treasury Depanment. The Act provides an optionat
surtaxon the un-process food, This surtax must be approved bythe [/unicipal Legislature.

The Treasury Department is responsible to create the Municapal Devetopment Fund (.2%), the [4unicipal
Redemption Fund (.2%)and the lvlunicipal lmprovements Fund (.10,6)with the remaining 0.5%.

l\,,lunicipal sales and use tax revenues in debt service fund and in other funds amounted to of $ 732,295 and
$1,991,474, respectively.

11. LONG.IERM LIABILITIES

Long-term liability activityforthe year ended June 30,2012, was as follows:

Desc ption

Beglnnlng
Balance as BorowinEF
restated or Additions

Payments or Ending
Deductions Balance

Due Within
one Year

Bonds payable

Compensated absences
Claims and judgmenls
Landfillobligation
Propefty tax debt Law 146
Lll\,1S repayment plan
lnteragency agreement
Department of Labor
Employment

Retirement Slstem

General Services Administration

Total

$38,265,000
4,962,000
7,747 342

655,700
1,124,A64

171,977
26,441

359,605

$6,393,O00

505,214
36,553

$(5s31O00)
(460,O00)
(150,682)

(199,511)
(5,332)

Q6.447)
i.134,674)

(68,5O5)

(29,118)
@2,797 )

$ 39,127,00O
4,502,000
2,147,974

692,253
925,353
106,645

224,931

75,260

669,725
337,O25

$ L244,OOO
521,O00
100,ooo

199,511
5,332

434,674

3,491

29,774
9,972

747,165

698,843
479,a22

$ 48J!06;106 $ 224L4i8
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COMIVIONWEALTH OF PUERTO RICO
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NOTES TO BASIC F|NANC|AL STATET ENTS (CONTTNUEO)

YEAR ENDEDJUNE 30.2OJ2

11. LONGTERM TIABILITIES (CONTINUED)

1. Legaldebt margin- The lrunicipatity is subject to a tegatdebt margin requirement, which is equatto 10% ofthe
total assessment of property located within the lvlunicipality plus balance of the ad vatorem taxes in the debt
service fund, for bonds payable to be repaid with the proceeds of property taxes restricted for debt service, ln
addition, before any new bonds are issued, the revenues ofthe debt service fund should be sufficient to cover
the projected debt service requirement. Longterm debt, except for the bonds and notes payabte (exctudinC
notes payable tothe Land Authority and tothe pRtDCO), is paid with unrestricted funds.

2. Bonds payable- The N4unicipatity issues generat and speciat obligation bonds to provide funds for the
acquisition and construction of major capital facilities. Bonds payabte outstanding at lune 30, 2012 are as

Description
Balance at

June 30,2012

$ 1.555,000

1996 Serial bond for infrastructure improvement with an originat amount of $4,585,000 due
in installments of $1OO,O00 to $435,000 through July 1, 2015, with interest ranging from
4.7O%to 6.63Yo

2000 General obligation bond for acquisition, construction or improvement of capital asset
with an original amount of $857,000 due in installments of $19,000 to 957,000 through
January 1, 2029, with interest rangingfrom 4.75%

2002 General obligation bond for acquisition, construction or improvement of capital asset
with an original amount of $2,015,000 due in instattments of 930,000 to $165,O0O through
July 2026, with interest rangingfrom 2.70% to 5.60%

2003 General obligation bond for acquisition, construction or improvement of capital asset
with an original amount of $670,000 due in installments of $5,000 to $5O,O00 through Juty
1,2027, with interest ranCit\Efrcrn 7.53%lo 6.62%

2003 General obligation bond for acquisition, construction or improvement of capital asset
with an original amount of $376,000 due in instatlments of $9,000 to $24,000 through
January 1, 2030, with interest rangingfrom 4.25%

2OO3 General obligation bond for acquisition, construction or improvement of capital asset
with an original amount of $1.091,000 due in instattments of g25,OOO to $69,000 through
January 1,2029, with interest rangingfrom 4.25%

2003 General obligation bond for acquisition, construction or improvement of capital asset
with an original amount of $1,000,000 due in installments of $2O,O0O to 975,000 through
July 202 7, with interest ra n$ing frcm 4.77% to 5.37%

2003 General obligation bond for acquisition, construction or improvement of capital asset
with an original amount of $1,385,OOO due in instattments of $2O,OOO to $105,000 through
July 2027, with interest ranglr\Clrcm 4.llyo lo 537%

2003 General obligation bond for acquisitaon, construction or improvement of capital asset
with an originalamount of $73O,OO0 due in instattments of 1O,OOO to $55,000 through Juty
2027, with interest ranginefrcm 4.17o/a to 537%

2OO4 General obligation bond for acquisition, construction or improvement of capital asset
with an original amount of $975,OO0 due in instattments of g75,OOO to $120,000 through
July 1,2013, with interest rangingfrom 2.43%to 7.50%

682,000

1,575,000

520,000

307,000

855,000

790,000

1,115.OOO

585,000

125,000
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11. LONG-TERM LTABtLtTtES (CONINUED)

Description
Balance at

lune 30,2012

2004 General obligation bond for acquisition, construction or improvement of capital asset
with an originalamount of$495,000 due in installments of $10,OOO to $35,000 through July
1,2028, with interest rangingfrom 2.36%to 5.31%

2004 General obligation bond for acquisition, construction or improvement of capital asset
with an originalamount of $410,000 due in installments of $10,000 to $3O,O0O through July
1.2028, with interest ran gingfrcm 4.A7%lo53a%

2OO5 General obligation bond for acquisition, construction or improvement of capital asset
with an original amount of $215,ooo due in installments of $5,000 to $25,000 through luty
1,2020, with interest rangingfrom 1.53%to 7.50.,6

2005 General obligation bond for acquisition, construction or improvement of capital asset
with an original amount of $280,000 due in installments of $7,OOO to $19,000 through
January 1,2030, with interest rangingfrom 4.50%

2005 General obligation bond for acquisition, construction or improvement of capital asset
with an origjnalamount of$615,O0O due in installments of $30,000 to $60,000 through luly
1, 2019, with interest rangingfrcm 2.43% to 6.62yo

2005 General obligation bond for acquisition, construction or improvement of capital asset
with an odginal amount of $85,000 due in installments of $5,OOO to $15,000 through luly
2019, with interest ra nginqlrcm 3.28% to 4.7 3oA

2007 General obligation bond for acquisition, constructaon or improvement of capital asset
wjth an original amount of $1,307,OOO due in installments of $52,000 to $134,000 through
July 1, 2021, with interest rangingfrom 1.53% to 7.00%

2007 General obligation bond for acquisition, construction or improvement of capital asset
with an original amount of $135,000 due in installments of $5,O0O to $10,000 through July
1, 2031, with interest ranCinqtrcm 2.43yoto 7.OOya

2007 General obligation bond for acquisition, construction or improvement of capital asset
with an originalamount of $155,000 due in installments of$10,OOOto $2O,OOO through July
1,2027, with interest rangingfrom 1.53% to 7.00%

2008 General obligation bond for acquisition, construction or improvement of capital arset
with an original amount of $3,785,000 due in installments of $60,000 to $3O5,OOO through
.ruly 1,2033, with interest rangingfrom 4.38% to 7.OO%

2OO8 General obligation bond for acquisition, construction or improvement of capitat asset
with an original amount of $1,417,OOO due in installments of $99,000 to $192,000 through
luly 1,2017, with interest rangingfrom 1.53% to 7.5O%

2008 General obligation bond for acquisation, construction or improvement of capital asset
with an origanal amount of $320,000 due in installments of $5,000 to $3O,OOO through luly
1,2032, with interest rangingfrom 1-53% to 7.50%

2OOg General obligation bond for acquisition, construction or improvement of capital asset
with an original amount of $295,000 due in anstallments of $5,OO0 to $25,000 through .luty
1, 2028, wath interest rangingfrom 1.53% to 5.40%

405,000

330,OOO

150,000

242,OOO

375,OOO

50,000

1,OO7,OOO

110,000

90,000

3,650,OOO

970,000

300,000

270,000
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YEAR ENOED JUNE 30, 2O1.iI

11. I.ONGTERM LIABII.ITIES(CONTINUED)

Balance at
lune 30,2oi2Description

2O1O General obligation bond for acquisition, construction or improvement of capital asset

with an original amount of $1,940,000 due in installments of $25,000 to $155,0oo through

July 1, 2034, with interest rangingfrom 4.75% to 7.00%

2010 General obliCation bond for acquisition, construction or improvement of capital asset

with an original amount of $3,O2O,Ooo due in installments of $50,000,000 to $240,ooo
through luly 1, 2034, v/ith interest ranginC from 4.75%1o 7 -OO'4

2O1O General obligation bond for acquisition, construction or improvement of capital asset

with an originalamount of $680,000 due in installments of $10,0ooto $60,000 through July

1. 2034, with interest rangingfrom 6.00%to 7.50%

2011 Special obligation bond for operational expenses with an original amount of

$3,430.000 due in installments of $20,000 to $305,000 through Julv 1, 2033, with interest

rangingfrom 6.00% to 7.50%

2011 Special obligation bond for operational expenses with an oiginal amount of

$4,656,000 due in instatlments of $31,OOO to $391,000 through Julv 1 2036, with interest

rangingfrom 6.00% to 7.50%

2011 Special obligation bond for operational expenses with an original amount of

$2,445,0oo due in installments of $15,000 to $2o5,000 through Julv 1. 2034, with interest

rangingfrom 6.00% to 7.50%

2011 Special obligation bond for operational expenses with an original amount of $1'005
due in installments of $2o,OOO to $75,000 through July 1. 2o2a, with interest ranging from

5.00% to 7.o0%

2Oll Special obligation bond for operational expenses with an o ginal amount of $975,0oo
due in installments of $75,OOO to $12O,OOO through luly 1. 2013, with interest rangingfrom

1.34% to 6.50%

2012 special obligataon bond for operational expenses with an oraginal amount of

$5,753,000 due in installments of $10,000 to $498,000 through Julv 1. 2036, with interest

rangingfrom 6.00% to 6.50%

2012 Special obligation bond for operataonal expenses with an original amount of $640'000
due in installments of $15,OOO to $55,OOO through July 1. 2031, with interest ranging from

6.00% to 6.50%

2OO4 General obligation bond for acquisition. construction or improvement of capital asset

with an original amount of $1,005,000 due in installments of $20,000 to $75.000 through

luly 1,2028, with interest rangingfrom 1.53% to 7.OO%

2OO4 General obligataon bond for acquisition, construction or improvement of capital asset

with an original amount of $185,0OO due in installments of $15,o00 to $25,oo0 through July

1, 2014, with interest ran$ingfrcm 4.77% to 4.73%

Total

These bonds are payable from the ad valorem propeny tax of 1,75% which is restricted for debt service and retained

by the Government bevelopment Eank for Pueno Rico for such purposes. The Se es 2008, amounting 3 785,000

theSeries20ll,amounting4,656,000andtheSeries20ll,amounting2,445.000arepayablewiththerevenues
generated from the collection ofthe.OO2% ofthe municapalsales and use taxes redemption fund'

1,880,000

2,920,OOO

660,O00

3,365,000

4,591,000

2,410,000

790,O00

120,000

5,753,000

640,000

790,OOO

65,000

- $ 3s-,127Poo
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11. LONGTERIVI LIABILITIES (CONTINUED)

Annualdebt service requirementsto maturityfor bonds payable are as follows:

Year Ending
June 30.

20L3
20t4
2075
2076
2077
20aa-2022
2023-2027
202a-2032
2033-2037
Total

Princioal

$ 1.244,000
1,473,000
1,580,000
1,665,000
1,314,OOO
7,297,OOO
9,006,ooo
8,920,000
6.634.O00

$ 39:!27.000

$ 35,000
300,000
605,000
327,OOO

4,O00,000

lntelest

$ 1,911,536
2,051,810
2,164,756
2,O95,434
2,006,946
9,009,087
6,a76,952
3,883,296

922.745
$_30€26532

3. Notes Paya ble The proceed s of the issua nce of notes payables were used principally to cover the expenditures

ofaspecralevent,suchascapitalprojectsandrealpropenyacquisitions.Thenotesarepayableasfollows:

Tvoe of notes
Maturity Original

Dale Amount
Range of

lnterest rates

2.43Y0 Io 7 .5OYa

2.43% to 7 .5O%
2.43% to 7 -5O%

6.0070 to 7.50%
-oo2%

Balance at
June 30.2012

$ 25,OOO
225,OOO
215,000
252,OOO

3.785.000
$ 4502-000

2ooa Series 2075
2008 Series 2ol5
2008 Series 2073
2010 Series 2O1O

Section 108 Note 2O2a
Total notes payable

Year Ending
lune 30.

2013
20L4
2075
2046
2017
20!8-2022
2023-2027
2024,2032
Total

The Section 108 note is payable from Special Revenue Fund - Federal Grants funds. The 1999 Series

payable from the ad valorem property tax of 1.75% which is restricted for debt service and retained

Government Development Bank for Pueno Ricoforsuch purposes.

Annualdebt service requirementsto maturitylor notes payable are as follows:

note is
by the

Principal lnterest

$ 521,000
312,OOO
323,OO0
374,000
374,O00

1,115,000
1,140,000

440.OO0
$ 4502J00

$ 27,279
24,300
24,465
16,915
9,995

40,oo0
40,000
16.O00

$ 19&894
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4.

5.

6.

11. LONG.TERIVI LIABILITIES (CONTINUED)

Compensated Absence+ The government-wide statement of net assets includes $637,640 of accrued sick
leave benefits, and $1,504,274 ol acctued vacation benefits, representing the Municipality's commitment to
fund such costs from future operations.

Clalms and Judgments - These amounts represent the balance related to legal claims at June 30, 2012, as
described in Note 16.

Landfill ObliEatione State and federallaws and regulations require the Municipalityto place a finalcoveron its
landfill srte, when it stopped accepting waste, and perform certain maintenance and monitoring functions at
the site for 30 yeals after closure. ln accordance with Statement No. 18 of the GASB, "Accountang for
lMunicipal Solid waste Landfill Closure and Posttlosure Care Costs", the Municipality has performed a study of
the activities that need to be implemented at the Municipality's landfill to guarantee the maximum yield of
available space and to comply with applicable state and federal regulations. Based on this study. the
L4unicipality has recognized $925,353 as the lvlunicipalitys estimated curent cost for landfill closure and
postrlosure costs as of June 30, 2012. The annual estimate of post closure costs has been assessed

approximately to be $762,075 for a period of approximately 1 year. Actual costs may be different due to
inflation, changes in technoloA/, or changes in laws and regulations, Ihe balance of closure and posttlosure
costs are reported in the government-wide statement of net assets.

Lllils Repayment Plan- Du ng the fiscal year 2OOG2O01, the Municipality authorized the CRIM to retain the
corresponding ponion for the financing project of Land lnformation [4anagement System_ LIMS, contracted by

the CRII,. A total of $406,631 is to be retained in a ten years period at an interest rate of 5.95% until
November 28, 2011. At June 30.2012, the outstanding debt balance was totally paid bythe Municipality.

lnteragency Agreement- During fiscal yeat 2011-2072, the Municipality entered into an lnteragency

Agreement with Pueno Rico Aqueduct and Sewer Authority and Depanment of Labor and Human Resources,

for the payment of the lrunicipality's debt for water and sewer services and unemployment benefits. The

balance atJune 30,2012 ofthis agreement was $224,931.

Department of Labor Employment -This amount represents the balance owed tothe Department of Laborthat
was retained by the remittance during the previous twelve (12) months. The balance at June 30, 2012 of this
agreement was $79,260.

7.

a.

9.

10. Relkement System Admlnlstration This amount represents the balance owed to the Retirement System

Administration that was retained by the remattance during the previous twelve (12) months. The balance at
June 30, 2012 of this agreement was $669.725.

11. General Service administration - This amount represents the balance owed to the General Services

Administration that was retained by the remittance du ng the previous twelve (12) months. The balance at
June 30,2012 ofthis agreementwas $337,O25.
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COIVIMONWEALTH OF PUERTO RICO

TVIUNICIPALITY OF YAUCO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30,2012

12. LANDFILL OBLIGATION

According to the regulations set fonh by the lJ.S. Environment Protection Agency (EPA) in its "Solid Waste

Disposallacility CriGria", issued on octoLer 9, 1991, the l\'4unicipality is required to place a final cover on the

tvtunicipality,s t;ndfill site when it stops accepting waste, and to perform certain maintenance and monitoring

functions aithe site for 30 years after ctosure. ln accordance with GASB No. 18, the Municipality has to perform

a study of the activities thai need available space and to comply with applicable state and federal regulations'

The M;nicipality has recorded an estimate liability of $925,353 in the accompanying GWFS' using estimated

cunent cosis atiocated, based on an estimate ofthe actual landfill capacity used atJune 30, 2012. Actualcosts

maybedifferenttotherecordedestimatedliabilityduetoinflation'changesintechnology,orchangesinActs
an; regutations. At June 30, 2012, the Municipatity.s has not updated the study ofthe activities that need to be

irpr".1nt"O at the lvtunicipality's sotid waste tandfill facilities and has not adjusted and estimated liability in

accordance with that study.

13. PENSION PLAN

The Emptoyee's Retirement S)stem ofthe Commonwealth and its lnstrumentalities (the Retirement Slstem) is a

coslsha ng multiple definecl benefit pension plans sponsored by, and reported as a component unit of the

commonwe;tth of puerto Rico. A regutar emptoyees of the tvtunicipatity under 55 years of age at the date of

employment become members of the Retirement S,stem as a condition to their employment'

TheRetilementsystemprovidesletirement,deathanddisabilitybenefitspursuanttolegislationenactedbythe
GovernmentofPuertoRico.slegislature.Disabil.tyretilementbenefitsareavailab|etomembelsforoccupational
and non{ccupational disabilities.

Retirement benefits depend upon age at retirement and the number of years of creditable service. Benefits vest

afterten years of plan panicipation.

Memberswhohaveattained55yearsofageandhavecompletedatleast25yearsofcreditableserviceor
members who have attained 58 years of agrand have completed ten years of creditable seNice are entatled to

an annual benefit payable rnonthlyfor life.

The amount of the annuity shall be one and one_half percent ofthe average compensation, as defined' multiplied

by the number of years oi creditable service up to twenty years, plus two percent of-the average compensation'

ai oefinea. multiiiea by the number of years of creditabte service in excess of 20 years. tn no case will the

annuity be lessthan $200 Per month.

participants who have completed at least 30 years of creditable service are entitled to receive the Merit Annuity.

Participantswhohavenotattained55yearsofagewillreceive65percentoftheaveragecompensation'as
defined;otheMisetheywillreceiveT5percentoftheaveragecompensation,asdefined'Nobenefitsarepayable
ifthe pa(icipant receives a refund of his/her accumulated contributions

commonwealthlegislationrequiresemployeestocontribute5.TT5%forthefirst$550oftheirmonthlygross
saLrv ana g.zzs{ror the excess over $ 550 of monthly gross salary. The llunicipality is required by the same

statute to contribute 9.275% ofthe panicipants gross salary'

onseptember24'1999anamendmenttoActNo.447ofMay].5.795l'whichcreatedtheRetirementSystem'
wasenactedwiththepurposeofestablishinganewpensionprogram(System2oo0),Employee'spanicipationin
the current system as of becember 31, 1999, may elect to stay in the defined benefit plan ortransferto the new

program.

Personsjoiningthelvlunicipalityonorafterlanuary12OOO,willonlybeallowedtobecomemembersofSvstem
2ooo. Syste;2000 will reduce the retirement age from 65 years to 60 for those employees who joined the

clrrrent plan on or afterApril 1, 1990.
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13, PENSION PLAN (CONTINUED)

Slstem 2OOO is a hybrid defined contribution plan, also known as a cash balance plan. L,nder this new plan,
there will be a pool of pension assets, which will be invested by ERS together with those of the current defined
benefit plan, The Commonwealth of Puerto Rico will not guarantee benefits at retarement age, The annuity will be
based on a formula which assumes that each year the employee s contribution (wath a minimum ol 8-275% lo
the employee's salary up to a maximum of 1o%) will be invested in an account which will either: (1) earn a fixed
rate based on the two-year Constant Matu tyTreasury Note or, (2)earna rate equalto 75% ofthe return ofthe
ERS'S investment portfolio (net of management fees), or (3)earn a combination of both alternatives.

Participants will receive periodic account statements similarto those of defined contribution plans showingtheir
accrued balances. Disability pensions will not be granted under S,stem 2000. The employer's contribution
(9.275% ofthe employee's salary)will be used to fund the current plan.

lf at the time of retirement accumulated benefits amount to $1O,0OO or less rnay elect to recejve a lump sum
distribution up to the accumulated benefits. llnderthe new program the retirement age is reduced from 65 to 60
for those em ployees who joined the current plan on or after Apral 1, 1990.

Funcling Policy

The authority under which the funding policy and the obligations to contribute to the ERS and System 2000 by
the plans members, employers and oth€r contributing entities (state and municipal contributions), are
established or may be amended by law.

Contribution requirements are established by law and are asfollows:

Municipality
Employees:

Hired on or before lvlarch 31. 1990

Hired on or before April 1, 1990

Annual Cont.jbution

Fiscalvear

2012
204L
20!o

9.275% of gross salary

5.775% of gross salary up to $6,600
8.275% of gross salaryover $6,600
8.275% of gross salary

Svstem 2000

$ 276,577
$ 253,919

$ 350,754

The [,lunicipality contributions during those years are recognized as total pension expenditures/expenses an the
category of administration as follows:

Law No. 447

$ 146,8s6
$ 145,700

$ 22A,A92

These amounts represented the 100% of the required contribution for the corresponding year. Additionally,
changes made in the types and amounts of benefits offered by special laws and cost of living adjustments, led to
a one-tine recommended contribution to fund the retroactive adjustment related to the changes.

Additional information on the Retarement Slstem is provided in its financial statements for the year ended June
30, 2012, a copy of which can be obtained from the Retirement System, Minillas Station, P0 Box 42003, San
luan. PR OO94O.
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14. FUND 8A|-ANCE (DEF|C|T)

As oflune 30 2012, fund balance {deficit) is comprised ofthefo owing:

Debt speoal
Seryl@ obtigation
Flnd Bond

Tota Fund Sarance (Dericit)

$ a25,529
223,145
41,U6
27,A9A

276,4L3

Totat

$ a25,s29
223.!A9
41a46
27,494

276,413
4,676,4094,676.409

(5,049,263)

$ (5,049,263) $4,676.809

(5,323,359) (10.372,622)

$ (3 924,4a4) $ (4,300,$a)

15. RISK I,ANAGEIVIENT

The Property Division of the ldunicipality is responsible of assuring that the Municipatity's property is property
insured. Annually, the Property Division compiles the information of all propeny o\4ned and its respective market
value. After evaluating this information, the Propeny Division submits the data regarding the Municipatity,s
propenies to the Publac lnsurance Department at the Depanrnent of the freasury of the Commonwealth of
Pueno Rico who is responsible for purchasing all property and casualty insurance policies of all municipalities.
Settled claims have not exceeded commercialcoverage in any ofthe past three i3)fiscalyears.

16. COMMITMENTS AND CONTINGENCIES

A, FederalGrants:

The Municipality padicipates in a number of federal financial assistance programs funded by the Federat
Government. Although the Municapality's grant programs have been audited in accordance with the provisions of
the Single Audit Act of 1996, through June 30, 2012, these programs are sti subject to financial and
compliance audits by the granting agencies and the resolution of previously identified questioned costs. The
amount, if any, of expenditures which may be disallowed by such audits cannot be determined at this time,
although the Municipality management expects such amounts, ifany, not to be material.

B. Claims and lawsuits:

The Municipality is a defendant in a number of lawsuits arising principally from claims againstthe [4unicipality for
alleged improper actions, and other legal matters that arise in the ordinary course ofthe Municipality's activities.

With respect to pending and threatened litigation, the Municipatity has reported tiabitities of approximatety
$692,253 for awarded or anticipated u nfavora ble judgm ents in the Government-Wide financialstatements. This
amount was included in the financial statements and represents the amount estamated as a probable liabitity or a
liabality with a fixed or expected due date, which will require future available financial resources for its payment.

It is managements opinion, based on the advice of the legal counsel, that the potential claims against the
Munacipality not covered by insurance will not materially affectthefinancial resources for its payment.
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COMIVIONWEALTH OF PUERTO RICO
IVIIINICIPALITY OF YAUCO

NOTES TO BASTC FtNANC|AL STATET ENTS (CONTTNUED)

YEAR ENDED JUNE 30,2012

17. FUTURE ADOPTION OF ACCOUNTING PRONOUNCEMENTS

The GASB has issued the following statem ents that have effective dates aftet lune 30,20121

.t

,

GASB Statement No. 60, Accounting and Financial Reporting for Service Concession Arrangements (GASB
60). The objective ofthis Statement is to improve financial reporting by addressing issues retated to service
concession arrangements (scAs), which are a type of public-private or public-pubtic pannership. This
Statement is effective for periods beginning after December 15,2O11.

GASB Statement No. 61, The Financial Reporting Entity: Omnibus - an amendment ofcASB Statements No.
14 and No. 34 (GASB No. 61). The objective of this Statement is to improve financial reportinE for a
governmental financial reporting entity. The requirements of Statement No. 14, The Financiat Reporting
Entity, and the related financial reporting requirement of Statement No.34, Basic Financial Statements -
and Management's Discussion and Analysis - for State and Local Govemments, were amended to better
meet user need and to address reponing entity issues that have arisen since the issuance of those
Statements. Thas Statement is Effective for periods beginn ing after June 15,2012.

GASB Statement No. 62, Codification of Accounting and Financial Reponing cuidance Contained in Pre-
November 30, 1989 FASB and AICPA pronouncements. The objective ofthis Statement is to incorporate into
the GASB'S authoritative literature certain accounting and financial reponing guidancethat is included in the
following pronouncements issued on or before November 30, 1989, which does not conflict with or
contradict GASB pronouncements; 1) Fanancial Accounting Standard Board (FASB) Statements and
interpretations, 2)Accounting Principles Boards Opinions, 3) Accounting Research Bulletins of the American
lnstitute of Certified Public Accountants'(A|CPA) Committee on Accounting Procedures. This Statement is
effective for periods beginning after December 15,2011.

GASB Statement No. 63, Financial Reporting Deferred Outflows of Resollrces, Deferred lnflows of Resources
and Net Position. The objective of this Statement is to provide financial reponing guidance for deferred
outflows of resources and deferred inflows of resources. Concepts Statement No.4, Elements of Financial
Statements, introduced and defined elements as a consumption of net assets by the government that is
applicable to a future reporting period, and an acquisition of net assets bythe government that is appticable
to a future reponing period, respectively, The provisions of this Statement are effective for financial
statementsfor periods beginningafter December 15,2011. Ea rlier application is encouraged.

GASB Statement No. 65, ltems Previously Reponed as Assets and Liabilities. The objective ofthis Statement
is to establishes accountjng and financial reporting standards that reclassiry, as deferred outflows of
resources or deferred inflows of resources, cenain items that were previously reponed as assets and
liabilities and recognizes, as outflows of resources or inflows of resources, certain items that were previously
reported as assets and liabilities. This Statement also provides other financial reporting guidance related to
impact ofthe fanancaal statement elements deferred outflows of resources and deferaed inflows of resources,
such as changes in the determinations of the major fund calculations and limiting the use of the term
deferred in financial statement presentations. The provisaons of this Statement are effective for financial
statements for periods beginning after December 15,2072. Eaiiet application is encouraged.

GASB Statement No. 66, fechnical Corrections - 2012 - an amendment of GASB Statements No. 10 and
No. 62. The objective of this Statement is to improve accounting and financiat reponing for a governmentat
financial reponing entity by resolving conflicting guidance that resulted from the issuance of two
pronouncemenG, Statements No. 54, Fund Balance Reponing and Governmental Fund Type Definitions, and
No. 62, Codification of Accounting and Financial Reporting Guadance Contained in Pre-November 30, 1989
FASB and AICPA Pronouncements. The provisaons ofthis Statement are effective for fina ncia I statements for
periods beganningafter December 15,2012. Earlier application is encouciged.

*
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COMMONWEALIH OF PUERTO RICO
MUNICIPALITY OF YAUCO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDEDJUNE 30,2012

17. FIJTUREADOPTION OFACCOUNTING PRONOUNCEMENTS(CONTINUED)

Pcst fi scel vear 2012-2073

a. GASB-67 Financial Reponing for Pension Plans - an amendment of GASB Statement No. 25 is effective for
periods beginning after June 15, 2013.

b. GASB 68 Accounting and Financial Repofting for Pensions an amendment of GASB Statement No. 27 is
effective for periods beginning afterlune 15, 2014.

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

The impact ofthese statements on the Municipality's basic fina ncia I statements has not yet been determined-

14. PRIOR PERIOD ADJUSTMENTS

A. GOVERNT ENTAL FUND FINANCIAL STATEIVIENTS

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

C€pltal Other

De* prion c€nerarFund Jil" 
Debtusenice lmEovmdt Gdemmental 

Torar

Fund baane, beginning ($5,481a66) $ a62,269 $4,46a,999 $ 3,696 {$ 1,5a3,a41) ($ 1,730,743)

Recla$iil@rion and adjustment from
F!nd Financial Slalements
to Gowrnment Wide Flnancial
Stalemeds (Adjustment re ated to
ong.lerm debl, re@rd and retirement
olbordspayabre) 1.116.309 2.356 

- 

_______3.E96 7!2256!

Fund baran@, be€tnning 6 Etared ($4u651571 $a62,069 s4r{zr355 $ 3.€90 1q!5x2_949 _ !4aza
B. GOVERNMENTAL WDE FINANCIAL STATEMENTS

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

Description Ista!
Net assets, beginning $ 74,617,497
Reclassification and adjustmentfrom Fund Fina ncia I Statements
to Government Wide Financial Statements (Adjustment related to long-
term debt, record and retirement of bonds payable) (4.O25.OOO|

Net assets, beginning as restated $ 10,652_497
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COIVIMONWEALTH OF PUERTo RIco
MUNICIPALITYOF YAUCO

BUDGETARY COMPARISON SCHEDULE - GENERAI. FUND
(sEE NOTES TO BUDGETARY COtVtpARISON SCHEDULE)

YEAR ENDED IUNE 30,2012

Total expendltures, encumbrances and other
financlnguses 1EjIL4EA _1I_413.4It8 _ 11,147pA2 _ tj.12j-E14)
E\CEsS (DEFICIENCY) OF REVENUES OVER (UNDER)

EXPENDITURES, ENCUMARANCES AND OIIIER
FTNANCTNG SOURCES (uS$) $_ $ l2p92l8Qr $12-092-5S0)

E'qlanation of Dlff erences:

sources/inf lows of resource!:
Actualamounts (budgeta ry basis)"availa ble for a ppropriation " frcm the budgerary com pa rison sciedute
Nonbudgeted rcvenues

Operating transfer in from oiherfunds
Total revenues and other financing sources as rcported on rhe statement of revenues, expenditures, and
changes in fund balances Ll6.216jOZ
Uses/outf lows of rcsources:
Actual amounts (budgerary basisftorat charges to appropriations" from the budgerary comparison

Oiferences budget to GAAP:
Nonbudgeted expenditures

Total expendllure. and othertlnancing uses as reporred on th€ statement of revonues, eipenditures, and
changes infund balancos $ 16.900.313

Va ancewith
ActualAmounts FinatBudget
(BudgelaryBasls) PosltiveOrignal Finat (see r,loie 1) (Negative)

$ 3,799,776 $ 3,799,776 $
3,303,310 3,303,310

115,OOO 115.OOO
921.000 921.OOO

500 500
6,129,387 6,129,387
175,000 175,000
200,ooo 200.ooo
769.515 769.515

L5.413.444 15.413.4aa

7,600,37a 7,600,378 A,258,452 (658,074)
3,219,094 3,2!9,094 3,204,367 74,72A
1,478,270 L,a7a,27O 2,23L,992 1353,722J774,281 774,2A7 757,428 16.a53
1,700,735 1,700,735 2,448,075 1747,340)240.729 240.729 240.729

s 15,04a,462

9,480

1.154.665

$ fi,r4to42

t240.729.,

Budteted Amounts

REVE UES:

M unicipal license ki
Fines and Forfeitures
Licenses, pemirs and other tocatraxes
Cha rges for Services

EXPENDIIURES, EI{CIJMARANCES AND OTHER
FINAXCING USES:

Genera I govemment

Culture and recreation
Operating transfer to other fund

4,150,199
2.315,577

39,782
731,056

1,660
6,777,680

275,27!
205,546

$ 350,423
t927,733)

(75,818)
(189,944)

1,160
644,293

40.27L
5,546

552.25t t2!7_264\
15.044_462 (365.026)
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COMIIIONWEALTH OF PUERTO RICO
IvIUNICIPALITY oF YAUco

NOTES TO AUDGEIARY COMPARISON SCHEDULE. GENERAL FUND

YEAR ENDEDJUNE 30,2012

1. STEWAROSHIP, COMPLIANCE AND ACCOUNTABILITY

A. Bud{etarv Control

The Munjcipatity's annuat budget is prepared on the budgetary basis of accounting, which is not in
accordance with USGMP, and represents clepartmental appropriations recommended by the l\/layor and
approved by the Municipal Legistature prjor tothe beginning ofthe fiscatyear. Amendments to the budget
require the approval of the Municipat Legislature. Transfers of appropriations within the budget, known;s
I\rayois Resotutions, do not require the approvat ofthe Municipat Legistature.

The Municipality prepares its annuat budget inctuding the operations of the generat fund. For budgetary
purposes, encumbrance accounting is used. The encumbrances {i,e., purchase orders, contracts) are
considered expenditures when incurred. For uscAAp reponing purposes, encumbrances outstanding at
year€nd are reported as reservations of fund balances and do not constitute expenditures or liabilities
because the commitments will be honored d u ring the su bsequent year,

The unencumbered barance of any appropriation at the end ofthe fiscalyear wiI rapse at the end ofsuch
fiscal year, Other appropriations, mainly capital project appropriations, are continuing accounts for which
the Municipal Legisrature has authorized that an unspent barance from the prior year be carried forward
and made available for current spending.

The annual budget as presented in the Budgetary Comparison Schedule{enerat Fund is the budget
ordinance at June 30, 2012 representing originat budget. There were no supptementat appropriations ior
the year ended June 30,2012.
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COIIIMONWEALTH OF PUERTO RICO
MUNICIPATITY OF YAIJCO

SCHEDULE OF EXPENOITURES OF FEDERAL AWARDS

YEAR ENDEDJUNE 30.2012

Federal Grantor/Pasgthrough

U.S. DEPARTMENT OF AGRICULTURE:

Pass-through the Commonwealth of puerto Rico
Depa(ment of Education:

Child and Adult Care Food Program

Total u.S. Oepartment ot A$icutture

U.S. DEPARTMENT OF HOUSING AND URMN
DEVELOPIvIENT:
Direct Programs:
Community Devetopment Block Grants Entiflement
Grants

Emergency Shelter Grants program

Community Development Etock Grants - Section 108
Loan Guarantee

Neighborhood Stabitization Program

ARRA Homelessness Prevention and Rapid Re Housing
Program (HPRP)(Recovery Act Funded)

Section 8 Housing Choice Voucher program

Pass-through the commonwealth of puerto Rico
Municipality of San Juan:

Housing Opponunities for Persons with AIDS (HOpWA)

Total U.S. Department of Housing and Urban
Development

Federal CFDA
Number

Pas+through Entity
ldentifying Number Expenditu res

10.558

44.247

NotAvailable

Not Available

Not Available

39,954

39,954

a4.2!A

44.237

74.244

74.256

1,140,827

56,727

4,328,552

327,a64

74.257

74.47a

503,496

502,450

46,3a9

3,906,669
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COIVMONWEATTH OF PUERTO RICO
tylUNtCtpALtTy OF yAUCO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS (CONTINUED)

YEAR ENDED JUNE 30. 2012

Fedetal Grantor/Pasgthrough
Grantor/ProgEm or Cluster Tifle

U.S DEPARTIVIENT OF JUSTICE

Pass-through the Commonweatth of
Department of Justice:

Community oriented Poticing Services

Transitional Housing Assistance for
Domestic Violence, Dating Violence,
SexualAssault

Pass-th rough Entity
ldentirying Number

Federal
CFDA

Number E\penditures

Victims of
Stalking, or

ARRA Edward Byrne Justice Assistance Grant
(EBJAG) (Recovery Act Funded)

Total lJ.S Department of Justice:

U.S. DEPARTIIIENT OF TRANSPORTATION:

Pass-through the Commonwealth of pueno Rico -
Department of Transportation:

Federal Transit lnvestment Grant

Total lJ.S. Depanment of Transportation

US ENVIRONMENTAL PROTECTTON AGENCYOffice of
Solid Waste and Emergency Response

Direct Program:

Brownfields Assessment and Cleanup Cooperative
Agreements Recovery Act Fund

Total U.S. Environmentat Protection Agency

U.S DEPARTMENT OF HEALTH AND HUMAN
SERV|CES:

Pass through the Commonwealth of puerto Rico
Administration for Chitdren and Famities (ACUDEN):

Child Care and Devetopment Btock crant

16.736

16.803

732,762

75,7AO

46.770 Not Available

Not Available

353,730

562,272

20.500

66_418

164,446

164.446

47

297,02693.575 NotAvailable

47



COMMONWEALTH OF PUERTO RICO
MUNICIPATITYOF YAUCO

SCHEDULE OF EXPENOITURES OF FEDERALAWARDS (CONTINUED)

YEAR ENDEDJUNE 30,2012

Federal crdntor/pass-th rough

- cranto/Program or Cluste. Tifle
FederalCFDA PasgthroughEntity

Number ldentifying Numbei Expenditures

U.S DEPARTIVIENT OF HEATTH AND HUMAN
SERVICES: (Continued)

TotallJ.S. Department of Health and Human
Services

U,S. DEPARTMENT OF HOMELAND SECURITY:

Pass-through the Commonwealth of puerto Rico-
Governor Authorized Representative (cAR):

Disaster crants - Public Assistance 97.036 NotAvailabte

TotalU.S. Department of Hometand Security

TOTAL EXPENDITURES OF FEDERAL AWARDS

297.026

1,814,505

1,814,sos

$ 6,7aa,9rc

The accompanying notes are an integral part ofthjs schedule.
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COM IVIoNWEALTH oF PUERTo RIco
MUNICIPALITY OF YAUCO

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERALAWARDS

YEAR ENDED JUNE 30, 2012

2-

L. BASIS OF PRESENTATION:

The accompanying schedule of Expenditures of Federat Awards inctudes the federat grant activity of theMunicrparity of yauco and is presented on the.mooifiea accruat basis oiaf"o*tnliriuL.is ot"""ornting
is the same used to prepare the fund financiar statements. The information rn tris-.crrloirte rs presenteo inaccordance with the requirements of OMB Circular A 133, Aud,ts of States, focai Ooverrment, and Nor_Proftt Organizations.

RELATIONSHIP TO FEDERAL FINANCIAL REPORTS:

Amounts report€d in the accompanying schedure are incruded in the HrJD Grants, and other covernmentar
Funds in the Municipatity,s fund flnanciat statements. The reconcitiation between the;;penditures in thefund financiar statements and the expenditures in the schedure of Expenditures of Feoerat ewaros is as

Description

Per Schedule of Expenditures

Non federal programs
expenditures

fotal expenditures in the
basic fina ncia I statements

EUD
.GIaIE

$ 3,706,519

(457.001)

$ _2A495r8

otlcr
Governmental

Eu!!s

$ 3,082,400

27.708.329

t 24-190J29

Iotel

$ 6,78a,919

20.851.328

L 2l.6/&24a

49
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L6pez-Vega, CPA, PSC

ants / Management Advisors

tE?) ??t-E04a f.r {?3rr ?d..ar,
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REPORTON INTERNAL CONTROLOVER FINANCIAL REPORTING AND ON COMPI.IANCE AND OTHER MATTERS BASEDoN AN AUDrr OF FTNANCTAL STATEI,ENTS pERFOnmso rr.t lcconomCe wiii Covennrrreirr euorrnc
STANDARDS

fo the Honorable Mayor
and the Municlpal Legislature
Municipality ofYauco
Yauco, Puerto Rico

We have auclited the financial statements of-the governmental activities, each major fund, and the aggregateremainingfund information ofthe Municiparity ofyauco, puerto Rico, (Municrparity) as ofand iorthe year ended June30, 2012, which collectively comprise the Municipality's basic financiat 
"i"t"rent" "no 

have issued our repon
thereon dated r\rarch 20, 2013, The report on the governmentar fund financiar statements was unquarified but thereport on the government wide financial statements has an adverse opinion because we were unabte to obtain
competent evidential matter related to the solid waste landfill liability. we conducted our audit in accordance with
a uditing standa rds generally accepted in the lJnited states ofAmerica;nd the standards appticabte to financiataudits
contained in Goye/rment Aud,rnEi Standards, issued bythe Compko er Generatofthe United States.

lnternal Control Over Flnancial ReportinE
Management of the lvlunicipality is responsible for establishing and maintaining effective internal control overfinancial reponing. tn ptanning and performing our audit, we cansidered the M;icipanty,s internat controt overfinanciar reporting as a basis for desrgning our auditing procedures for the pr,rpose or eijressing our opinions on thefinancial statements. but not for the purpose of expiessing an opinion on tie effectiveness of the tunicipatiry'sintemal control over financial reporting, Accordingly, we d; not express an opinion on the effectiveness of the
Municipa lity's internal control over financial reporting.

our consideration of internar contror over financiar reponing was for the rimited purpose described in the preceding
paragraph and was not designed to identify all deficiencies in internat controt over iinanciat reporting that might b;significant deficiencies, or materiar weaknesses, and therefore, there can be assurance that att deficie-ncies,significant deficiencies, or materiar weakness have been identified. However, as described in the accompanying
schedule offindings and questioned costs, we identified certain deficiencies in internal control over fina ncial reportinE
that we consider to be material weakness and other deficiencies that we considerto be significant deficiencies.

A deficiency in internar contor exists when the design or operation of a contror does not alow management oremployees. in the normal course of performing their assigned functions, to prevent or detect and correct
misstatements on a tamery basis. A materiar weakress is a deiiciency, or a combination of deficiencies, in internar
controlsuch thatthere is a reasonable possibilitythat a material misst;tement ofthe entity's financial statements willnot be prevented, or detected and corrected on timely basis. we consider te o"fi"i"ncy described in the
accom pa nying sched u le of findings and questioned costs, as item l2{2, to be materialweaknesses.
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REPORTON INTERNAI. CONTROL OVER FINANCIAI. REPORTING AND ON COTVIPTIANCE AND OTHER IUATTERS BASED
oN AN AUDrroF FTNANcTAL STATEMENTS pERFoRrltED rN AccoRDANcE wttieoieaxmeNr nuonwe

STA DARDS (CONTTNUED)

A signirrcant deficiency ls a deficiency, or combination of deficiencies, in internal control that is less severe than amateial weakness, yet imponant enough to merit attention by those charged with gor"rnun"". We consider theoe,c*ncres descrDed in the accompany schedure offinding and questioned costs, as items 12{1and i2{2, to besignificant def iciencies.

Compliance and Other Matters
As pan of obtaining reasonable assurance about whether the Municlpality's financial statements are free of material
misstatement, we performed tests of its compriance with cenain pro;isio;s of raws, regurations, contracts and grant
agreements, noncompliance with which could have a direct and material effect on t-he determination of fina;cial
statement amounts. However, providing an opinion on compliance with those provisions was not an orrjective of ouraudit, and accordingly, we do not express such an opinion. The results of our tests drsclosed no instances of
noncompliance or other matters that are required to be reported underGovernment Aud iting Sta ndards,

The Municiparitys_response to.the frndrngs identified in our audit is described in the accompanying schedure of
l,ndrngs and questioned costs. We did not audit the I\4unicipality,s response and, accordingly, we expre-ss no opinion

we noted cenain other matters that we reported to management of the Municipafity of yauco in a separate retter
dated March 20. 2013.

This report is intencled solely for the information and use of the management and federal awarding agencaes and
pass_through entities. However, this report is a matter of public record and its distribution is not rimited.

San Juan. Pueno Rico
March 20,2013

Stamp No.2632136 ofthe Puerto Rico
Society of Certified Pubtic Accountants
was affixed to the record copy of this repon.

I L6pex-Vego, CPA, PSC

Certified Public Accornuris / Managemenr Advisors
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Certified Putllic Accountalts / Ma[agemetrt Advisors
Puerto Ri.o Socie\ oa

INDEPENDENT AUOITOR'S REPORT ON COIT4PLIANCE *,TH REOUIREMENTS THAT COULD HAVE A DIRECTANDIT4ATERIAL EFFECT ON EACH IVIAJOR PROGRAIII AND ON INTERNAI CONTiOT. OriiN C-O]iiirNriCE IrV ACCORDANCE
wlTH OMB CIRCULAR A-133

To the Honorable Mayor
and the Municipat Legistature
lllunicipality of Yauco
Yauco, Puerto Rico

Ldpez-Vega,CPA, pSC

c.llc P..ul 1i686, El Ccr.z.t. S.a Ju.a. p.R

llenber of:
. Ameri.rn hstitste of

( €rrified Public rlecount,nt\

Compliance
we-iave audited the Municiparity of yauco's compriance with the types of compriance requirements described in theo-MB chcular A'733 compliance supplement lhat could have a air""t 

"no 
,"t"riii 

"tr"c 
on each of lvtunicipa ty otYauco's m,ajorJederar programs for the year ended June 30, 2012. The Muni"ipiiiry oi i"u"o r ,"ior federar programsare identified in the summary of auditor's resurts section or tne accompanying sihedure ot rindings and questioned

costs. compriance with the requirements of raws, reguratrons, contracts, ano grants appricabre tJeactr oi its ma;orfederal prog'ms is the responsibirity of the Nrunrcip;rity of yauco'. ,inrg"r-;nl or-r'Lsponsibirity is to express anopinion on the lvlunlcipality ofyauco's compliance based on our audit.

we conducted our audit ofcompliance in accordance with a uditing sta nda rds generally accepted in the unjted states ofAmerica; the standards appricabre to financiar audits containe, in eovern"ment liiilng sbrdard, issued by thecomptroller Generar of the united states; and or\,,18 circular A,133,,4udrts ot states, liiii eovernnens, and Non_profitorElanizations. Those standards and o[rB circutar A133 require tnat we ptan inJ pertorm the audit to obtainreasonable assurance about whether noncompljance with the types of compliance requirements reteied to above thatcould have a direct and materiat effect on a major federat prolram occuriea. An auit inctuoes examining, on a testbasis,.evadence about the Municipafity of yauco's comprianctwith those requirements and perForming such otherprocedures as we considered necessary in the circumstances, we believe that our audit p;ovides a reasonable basis forour opinion. our audit does not provide a regar determination of the lvruniciparity of iauco,s compriance with thoserequirements.

ln our opinion, the lllunicipality ofYauco complied, in all material respects, with the compliance requirements referred toabove that could have a direct and materiat effect on each of its major federat p.gali. ro|' tn" y"u|. 
"nded 

June 30,2012. However, the resurts of our auditing procedures discrosed inst;nces or nonco-mjtiance wnn those requirements,which are required to be reported in accordance with OI\,lB Circutar A 133 anO wnich arl Jescrined in the accompanying
schedule offindings and questioned costs as items, L2{3 thru 12OS.

- 00926-314it - T.l. {1A7) 7j7-a041 ! re, (7a7, 161-9jtj
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.. iNO.EPENDENT AUOITOR'S REPORT ON COIVIPLIANCE WITH REQUIREMENTS THAT COUTD HAVE A DIRECT ANDrvIArERrAr- EFFECT oN EACH rvrAJoR pRocRAM AND oN TNTERN;i;6Nii;L oriin- ci'ipi-,mcr rri AccoRDANcE
wTH OMB CTRCULAR A-1:}3 (CONTTNUED)

lntehal Control Over Comoliance
Manageme-nt of the Municipality of Yauco is responsible for estabtishing and maintaining efiective jnternat controtover compliance with the requirements of taws, regutations, contracts, an-d grintr rppii""or" to f"a"rat programs. lnplanning and performjng our audit, we consrdered the Municiparity or vauco_'s inieii; controt over compliance withthe requirements that courd have a direct and materiar effect on ; ,"i"i r"a"r"lpi"i 

". to determine the auditingprocedures for the purpose of expressing our opinion on comptiance a;d to t".t ino'iJpon * internat controt overcompliance in accordance with OMB Circutar A-133, but not fo, tf," prrpo." ot-"ilresstng an opinion on theeJfectiveness of rnternar contror over compriance. Accordingry, we do n;t 
"iri,*. - "pi","" "",he 

effectiveness ofMunicipallty of Yauco s internalcontrolover compliance,

A deficiency in internal controlovet compliance exists when the design or operation of a control over compliance doesnot.allow management or employees, in the normalcourse of perfor;ing tf,"i, 
"asign"O 

frn"tions, to prevent or detectand correct noncompliance with a type of comptiance requirement of a-federai pro-lram 
_on 

a timely basis. A materiatweakness in intefial contrcl ovet compliance is a deficiency, a 
"oruir"tion 

oia"7"i"niies, in internat controt overcompriance, such that there is a reasonabre possibirity that materiar noncompiiance *itt 
" typ" of compriancerequirement ofa federalprogram willnot be prevented, or detected and corrected;on a timety basjs.

our consideration of internar contror over compriance was for the rimited purpose described in the first paragraph ofthis section and was not designed to identit a, deficiencies in int"-ii [ontrol-or"i 
"ompraance 

that might bedeficiencies, significant deficiencies, or material weaknesses. we did not iaumiry 
"nv 

a-"riai"ncies in intemat controtover compriance that we consider to be materiar weaknesses, as defined anove. rowever, we identified certaindeficiencies in internal control over compliance that we consider to be significant defic;encies as described in the
:-:"^:3r^1y]19-,t:h"dyl" 

of frndings and questioned costs as items l-:t{5 thru t:t-Os. A silnificant deficiency intn(ernat conttol ovet compliance is a defrciency, or a combination of deficiencies, in intemal control over compliancewith a type of compriance requirement of a federar program that is ress s""*" ir,u" 
"_rut-,"r 

*eakness in internarcontrolover comptiance. yet important enough to merit tttention by those chrrg"J;ith Cor"rnun"".

The Municiparity of yauco's responses to the findings identified in our audit are described
schedule of findings and questioned costs. we djd n;t audit Uunicipafity of iat,co,s iiiponse
express no opinion on it,

in the accompanying
and, accordingly, we

)

I
Cenified Pubk ALcountanrs / ManaAemcnr Adrrsorr
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..INDEPENOENT AUDITOR'S REPORT ON COMPLIANCE wlTH REQUIREMENTS THAT COULD HAVE A DIRECTANDIIIATERIAI- EFFECT ON EACH IVAJOR PROGRAM AND ON INTERNAi CONiiOr. OViN C-O]iPi'ArrCr rrr ACCORDANCE
WITH OMB CIRCULAR A.133 (CONTINUED)

we also 
.noted other matters involving the internal control over compliance and certain immaterial instance ofnoncompriance, which we have reported to management ofthe lvrunicrpaiity otyauco ini separate retterdated March20,20a3.

This repon 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 pubric record an; its distrirrtion L noiiir,tuo.

fu(m"@6c
San Juan, Puerto Rico
March 20,2073

Stamp No. 2632137 ofthe pueno Rico
Society of Certified Pubtic Accountants
was alrixed to the record copyofthis report_

Iipez-Vega, CPA, PSC

Cenifred Public Accounrants / Management Advisors
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COIIIMONWEAL?H OF PUERTO RICO

MUNICIPALITY OF YAUCO

SCHEDULE OF FINDINGS AND QUESTIONED COS]S

YEAR ENDEDJUNE 30,2012

Section I - Summary of Auditor's Resuhs
Financial Statemenb

Type ofauditor's repon issued: unqualified in the FFS and Adverse in the

lntema I control over financial reporting:
Materialweakness jdentified? yes X No
Significant deficiencies identfied not considered to be
material wea knesses? yes I None reported

Noncompliance material to financial statements noted? yes No X

Fedeftl awaftls

lnternal Control over major programs:
l,4aterialweakness identified? yes No X
Significant deficiencjes identified not considered to bematerialweaknesses? yes x None reponed

Type ofauditor's report issued on compliance
for major programs:

Any auditfindings disctosed thatare required
to be reported in accordance with circular
A 133, Section .510(a)?

ldentification of major programs:

CFDA Number

!4.27A

a4.a7 7

14.24a

97.036

Dollarthreshold used to distinguish
between Type Aand Type B programs

Auditee qualified as tow,risk auditee?

Name of Federal Program orCtuster

Community Development Btock crant-Entifl ement crant

Section 8 HousingChoice Voucher

Community Development Block Grants Section 1Og Loan
Guarantee

Disaster Recovery

$300,000

Linqualified

Yes X No

Yes No X
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COM IIIONWEALTH OF PUERTO RICO

MUNICIPALIW OF YAUCO

SCHEDULE OF FINDINGSAND QUESTIONED COSTS (CONTINUED)

YEAR ENDEOJUNE 30,20]2

Sectlon lt - Fina ncial Statements Findings

FindinEl Reference

Requirement

Statement of Condition

!2-0L

OperatlnEl deficit of generatfund

As of iune 30.2012. the Munrcipatity ctosed $iih an accumutated deticit of
S5.049.263,n rhe generat fund as presented ir the balance sheet governmentdi
funds. The current year operation closed wath a net change jn fund b;lance in the
general fund amounting to ($683,706). The accumutated deficit was caused bv the
overslatement of estimated revenues dnd the incurrence of obligattons wthout ;redt
available in the budgetary accounts d uring severa I years,

Article 7.O11, Section (a) of Autonomous [Iunicipat Act (Law 81) establjshes that if
the Municipalctose its operations on deficit it rnust provide forsufficient resources to
cover it during the next fiscat year. Section (b) estabtishes among other things, that;
Provides that accrued deficit in The lVunjcipatity. by pubtic debt, ;i be amo_rtized in
a period of 40 years. The equivalent amortization amount will be established in an
expense account in the annual budget known as accrued deficit which wjll be
indicated ln the chan ofaccounts.

Article a.004 (b) estabtishes no amount sha| be expended or obtigated in a given
fiscal. year of if exceeds its budgeted or authorized amounts O! tn" Urn_nipii
Legislation.

Section 3 ofthe revised regutation over Basic Standards for lrunicipatities of puerto
Rico (The regulation) states that it must be special care to prepare tne revenuei
estimates so these do not results in budget appropriations in excess of available
lesources.

The overstatement of estimated revenues and/ or the incurrence of obligations
without credits availabte of thjs approved budgetary accounts carrsi the
Munlcipalityto operate with a deflcit for severalyears.

The Municipalib/ did not comply with the Anicte 7.011, Section (a), Anicte 8.004 (b)
and Section 3 of the revjsed regulation over basic Standard for Munjcipalities o;
Pueno Rico,

Criteria

Cause of Condition

Effect of Condition
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COIVIIIONWEAI-TH OF PUERTO RICO

MUNICIPALITY OF YAUCO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR EiJDED IUNE 30.2012

Section ll - FinancialStatements Findings

Finding Reference

Recommendation

Questioned Costs

Management Response
and Conective Action

12{1(Continued)

we recommend the I\,4unicipality to evatuate the adequacy ofthe provision for deficit
reserve accounts in the next fiscat budget. Atso, the l\runicipalitys officers must
evaluate the negative variances between budgeted revenues and actual revenues
trend to reduce the budgeted expenses by depanment (quarterly allocation process)
and to avoid future operationaldeficits at end ofyeat. '

None

The Municipality ofYauco lacks economical resources to cover its basics necessities.
ln addition, the operational expenses such, as gasoline and utilitjes have had a
dramatic increase during the last fiscal years. However, for our people,s pride, we
have done the biggest monumentatwork projects in the history ofihis city. io controt
th€ Municipal operational expenses we reduced the employees working hours, we
eliminated regular positions, we eliminated overtime pay, and we alsteliminated
travel expenses including meals and cellular cost. We also limited the use of the
official vehicles and reduced the expenses for the l\,,lunicipal Traditionat Fotklore
Celebration.ln addition, my satary as a Mayor is the lowest ist;nd wide. Last year, the
accumulated deficit was $5,481,866 and this year is $5,049,263 wj continue
takingthe necessarymeasuresto coffectthissituation.

lmplementation Date: June, 2013

Responsible Person: Mrs. Mayra Ortiz
Finance Department Director
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CO lll IVIONWEATTH OF PUERTO RICO

IvlUNICIPALITY OFYAUCO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30.2012

Section ll - Fina ncia I Statements Findings

Finding Reterence

Requirement

Statement of Condition

1242

Accounting Records- MunictpalSotid Waste Landlilt Ctosure and postctosure Care
and Maintenance Costs

The Municipatity did not adjust in its government wide financiat statements. the
required liability for closure and post closure costs based on an adequate study of
the activities of the sotid waste tandfi .

AtJune 30, 2012, the Municipatity did not reatize the required study of the avaitabte
space and the estimated cost of the ctosing and post-ctosing of the Municipality,s
waste landfill. ln addition, the amount of expenses recorded in the financial
statements is based on an estamate made bythe l\runicipality,s management.

Regulations set fonh by the U.S. Environmentat protection Agency (EpA) in its "Sotid
Waste Disposal Facility Criteria";the Munjcipatity is required to ptace a finat cover on
the Municipality's sotid waste landfill site when it stops accepting waste, and to
perform cenain maintenance and monitoring functions at the site for 30 vears after
closure. GASB 18 requrres the Municipatrty to perform a study of the activties that
need to be imptemented at the Municipatitys sotid waste tandfi facitities to
guarantee the maximum yield of avaitable space and to compty with appticabte state
and federal regulations. Based on this study, the Municipatity must recognize a
liability in its statement of net assets at lune 30, 2012.

The l\runicipality dtd not maintain an adequate controt of the accountabitity of the
closure and post closure care costs of I\,lunjcipal solid waste lanclfill. ln adclition. the
Municipalrty did nor perform the study requrred by EpA and GASB 18.

The i/unicipality is not in comptiance with GASB 18 and the "Sotid Waste Disposal
Facility Criteria" issued bythe U.S. Environmentat protection Agency.

We recommend management to perform the study of the activities that need to be
implement at the lrunicipatity's solid waste tandfi facitities and determine the
amount ofthe liabitity thatshoutd be repon in the governmentatactivities.

we will revise the landfi study in order to assure that the taabitity catcutations are
made accordingtofederal regulations.

lmplementation Date: June 2013

Criteria

Cause of Condition

Effect ofCondltion

Recommendation

Questloned Cost

lllanagement Response
and Corrective Action

Mrs. l ayra Oniz
Finance Department Director

Responsible Person:
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COMIIIONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED IUNE 30,2012

Section lll - Major FederatAward proElram Findings and euestioned Costs

Finding Reference 12.{,3

Program community Devetopment Btock crants _ EnflUement program (CFDA No. 14.21a);
U.S. Department of HousinEland Urban Development.

Requirement Cash Management

Statement of Conditlon During our Cash Management test, we noted that the Municipattty requested funds
that were not disbursed on a reasonable lapse of time. We selected a sample of
seven (7)fund requisitions (a totat of 9141,a83) and found the fo owing exceptjonj

a. tn four (4) fund requisitions la lolal of 9721,262), we observed that the
Municipality did not make the disbursements in reasonable lapse oftime.

Criteria OMB Common Rutes, Subpart C, Section .20 (b) (7), requires a cash management
slstem; in order to minimize the time elapsed between the transfer offunds f;m the
U.S. Treasury and disbursement bythe grantee.

cause of cond[ion The lMuniciparitys disbursements procedures faired to assure that funds requested
and received from the Federal agency be disbursed in compliance with the Code of
Federal Regulations Requirements.

Effect ot Condition The Municjpatity is not in comptiance with the OMB Common Rutes, Subpan C,
Section .20 (b) (7).

Recommendation 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 IVunicipatity.

ouestioned Costs None
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COIVIMONWEALTH OF PUERTO RICO

tvlUNtCtpALtTy OF YAUCO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDEDJUNE 30.2012

Section lll - Major FederatAward program Findings and euestioned Costs

Finding Reference

IVanagement Response
and Corrective Action

12{3 (Contlnued)

As part of our corrective action plan, we will instruct program accounting staff, in
order to strengthen internal controls and procedures to assure that the;nditions
observed by the auditors does not occur again. We are going to start the
disbursement process when the requisitions of funds are submitGd to the U.S.
Department of Housing and Urban Development (HUD), in orderto assure that whenthe funds are transferred by this agency, the program wi disburse them
immediately.

lmplementation Date:

Responsible Pelson:

June,2013

Ivlrs. Enid Vera
Federal Programs Director
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COMMONWEALTH OF PUERTO RICO

IVUNICIPATIWOF YAUCO

SCHEDULE OF FINDINGSAND QUESTIONED COSTS (CONTINUED)

YEAR ENDEOJUNE 30,2012

Section lll - Major FederatAward pro$am Finctings and Questioned Costs

Flnding Reference 12n4

Program Disaster Grantg pubflc Assislance program (CFDA No. 97.036]; U.S. Depanment of
Hometand Security

Requirement Cash Management

statement of condition During our cash Management test, we noted that the I\,luniciparity requested funds
that were not disbursed on a reasonable lapse of time. We selected a sample of
seven (7)fund requisitions (a totat of 9476,766)and found the fo owing exception:

a. tn five (5) fund requisitions (a totat ot $272.974), we observed that the
Municipalitydid not makethe disbursements in reasonable tapse oftime.

Criteria OMB Common Rutes, Subpart C, Section .20 (b) (7), requires a cash management
system; in orderto minimize the time elapsed between the transferoffunds from ihe
IJ,S_ Treasury and disbursement by the grantee.

cause of condrtion The Municiparitys disbursements procedures fafled to assure that funds requested
and received from the Federal agency be disbursed in compliance with the Code of
Federal Regulations Requirements.

EIfect ofCondition The Municipatity is not in comptiance with the OMB Common Rutes, Subpan C.
Secrion .20 (b)t7).

Recommendation 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 Municipatity.

Questioned Costs None
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COMIIIONWEAI.TH OF PUERTO R'CO

MUNICIPALITY OF YAUCO

SCHEDUTE OF FINDINGS AND QUESNONEO COSTS (CONTINUED)

YEAR ENOED JUNE 30,2012

Section lll - Major FederatAward program Findings and euestionecl Costs

Finding Reference

Management Response
and Corrective Action

12-04 (Contlnued)

As part of our corrective action plan, we will instruct program accounting staff, in
order to strengthen internal controls and procedures to assure that the c;nditions
observed by the auditors does not occur again, We are going to start the
disbuGement process when the requisitaons of funds are submitted to the U,S.
Depanment of Housing and Urban Devetopment (HUD), in order to assure that when
the funds are transferred by this agency, the program will disburse them
immediately.

lmplementation Date:

Responsible Personl

)une,2013

Mrs, Enid Vera
Federal Programs Director
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COMMONWEALII.{ OF PUERTO RICO

MUNICIPALITY OF YAUCO

SCHEDUTE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDEDJUNE 30,2012

Section lll - Major FederatAward program Findin€is and euestioned Costs

Finding Reference 7245

Program Disaster crants- pubtic Asststance program (CFDA No. 97.036); U.S. Depanment of
Homeland Security

Requirement Davjs-Bacon Act

statement ot condition Duing our Davis-Bacon Act test, we verified five (5) construction projects. The foflowing
will summaize the exceptaons noted:

a) We noted that during the fiscat year 2011-2012, the Municipality did not appty
adequate monitoring procedure to required on,site visits to monitor th;
classifications of workers and wage rates paid.

b) We did not obtain evidence that the Municipatjty,s monitors certified the weekty
payro supptied by the contractors.

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

Cause of Condjtlon The tMunicipatitys controts and procedures faited to appty a monitoring system
procedures developed to test applicable contractors with respect to payment of
preva iling wages.

Effect of Conditlon The Municipality is not in compliance with Davis_Bacon Act, as amended DOL f40
usc 276a to 276a_7).

Recommendatron we recommend that the rruniciparity shourd estabrish defined procedure to monitor
the enforcement of the Act,s regulation. Those procedure would including the
fottowing:

a) On site visits;

b) Obtain contractots and subcontractor,s weekly payrolls to be reviewed on a
weekly basis to establish the degree of compliance and the nature and extend
of violations, if any, and then, communicate contractors prompfly about any
failure in the payroll process.
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COMT ONWEALTH OF PUERTO RICO

IT4UNICIPALITY OF YAUCO

SGHEDULE OF FtND|NGS ANO QUESTTONED COSTS (CONTTNUED)

YEAR ENDED JUNE 30,2012

Section lll - Major FederatAward program FindinEs and euestioned Costs

FindinEl Reference

Questioned Costs

Mana8lement Response
and Conective Action

12-O5 (Continued)

None

As paft of our corrective action plan, we gave instructions to the program staff to
perform the required visits to the project, in order to monitorthe claasifi;tions;f th;workers Also, we gave instructions to program staff to monitor the weekly payroli;
provided by the contractor, in orderto verify the contractor's comptiance witl;espect
to payment ofprevailing wages.

lmplementation Datel

Responsible Person:

June 2013

Mrs, Enid Vera
Federal Programs Director
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COMIIIONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

SUMIVIARY SCHEDULE OF PRIOR YEARS AUOIT FINOINGS

YEAR ENDED JUNE 30,2012

Cu nent Status of Pdor year Audit Federal Award Findin6 _ pa rt l Findings
(As required by OMB CircutarA-133)

74.a7 7 ln our Waiting List test, we noted the fo owing situation: tn a sampte of fifteen(15) applicants jnctuded jn the waiting List, we observed that the pHA did not
maintajn the required information to assure that the selection of new tenanS
admitted to the program were in accordance with the administrative plan.

Corrective action has been taken.

Ouring our Cash Management test, we noted that the Municjpality requested
funds that were not disbuEed on a reasonable lapse of time. We setecteO asample of eight (8) fund reqursitions (a Lotal of g443,813) dnd iound the
rorrowrng erception: a) tn ftve (5) fund requisitrons ta totat of $220.820). we
obserued that the Municipality did not make the disbursements in reasonabte
lapse oftime.

No corrective action has been taken. The auditors reissued the finding in the
cur.entyear. See Finding Reference 12-02.

Corrective action has been taken,

74.278

No corrective action has been taken. The auditors reissued
current year. See Finding Reference 12-02.

the finding in the

The audit finding does not warrantfurther actjon because two years have passed
since the audii repon rn whiah the findlne occurred was submttred to the iederal
clearinghouse.

11-03

4144 a4.2aa

10{4 14.87 7

admitted to the oroqram were in accordance with the administratGiEil

10-06

09 06 74.87 7
!!:9ur Weiting List t in a sampte of ei€hteen
t11)::lpri:ants in

admitted to the oroEram were in accordancJwith the administEtiGltarr



COMIVIONWEALTH OF PUERTO RICO

MUNICIPALITY OF YAUCO

SUIYIMARY SCHEDULE oF PRIoR YEARs AUDIT FINDINGs (coNTINUED)

YEAR ENOEDJUNE 30, 2O].'I

odginat
Flnding
Number CFDA No.

Cunent Status of Prior Year Audit Federal Award Findings _ pa n lll Findings
(As required byOMB Circutar A-133)

The audit finding does not warant further action because two years have passed
since the audit repon in which the finding occuned was submiited to the iederal
clearinghouse,

09,09 14.2].A


