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INDEPENDENT AUDITORõS REPORT 
 

 
To the Honorable Mayor and 
 Member of the Municipal Legislature 
Autonomous Municipality of Caguas 
 of the Commonwealth of Puerto Rico 
 
 
Report on the Financial Statements 
 
We have audited the accompanying financial statements of the governmental activities, each major fund, and the 
aggregate remaining fund information of Autonomous Municipality of Caguas of the Commonwealth of Puerto 
Rico (Municipality), as of and for the fiscal year ended June 30, 2014, and the related notes to the financial statements, 
which collectively comprise Municipalityôs basic financial statements as listed in the Table of Contents. 
 
Managementôs Responsibility for the Financial Statements 
 
Management is responsible for the preparation and fair presentation of these financial statements in accordance with 
accounting principles generally accepted in the United States of America; this includes the design, implementation, 
and maintenance of internal control relevant to the preparation and fair presentation of financial statements that are 
free from material misstatement, whether due to fraud or error. 
 
Auditorôs Responsibility 
 
Our responsibility is to express opinions on these financial statements based on our audit. We conducted our audit in 
accordance with auditing standards generally accepted in the United States of America and the standards applicable 
to financial audits contained in Government Auditing Standards, issued by the Comptroller General of the United States. 
Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial 
statements are free of material misstatement. 
 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial 
statements. The procedures selected depend on the auditorôs judgment, including the assessment of the risks of 
material misstatement of the financial statements, whether due to fraud or error. In making those risk assessments, 
the auditor considers internal control relevant to the Municipalityôs preparation and fair presentation of the financial 
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the entityôs internal control. Accordingly, we express no such opinion. An 
audit also includes evaluating the appropriateness of the accounting policies used and the reasonableness of 
significant accounting estimates made by management, as well as evaluating the overall presentation of the financial 
statements. 
 
We believe that our audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit 
opinions. 
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INDEPENDENT AUDITORõS REPORT 
To the Honorable Mayor and 
 Member of the Municipal Legislature 
Autonomous Municipality of Caguas 
 of the Commonwealth of Puerto Rico 
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Opinions 
 
In our opinion, the financial statements referred to above present fairly, in all material respects, the respective financial 
position of the governmental activities, each major fund, and the aggregate remaining fund information of the 
Autonomous Municipality of Caguas of the Commonwealth of Puerto Rico, as of June 30, 2014, and the 
respective changes in financial position and, where applicable, cash flows thereof for the fiscal year then ended in 
accordance with accounting principles generally accepted in the United States of America. 
 
Emphasis-of-Matter 
 
Newly Adopted Standards 
 
As discussed in Note 21 to the financial statements, the Municipality adopted new accounting guidance, 
Governmental Accounting Standards Board (GASB) Statement No. 67, Financial Reporting for Pension Plans ï an 
amendment of GASB Statement No. 25, and GASB Statement No. 70, Accounting and Financial Reporting for 
Nonexchange Financial Guarantees, effective July 1, 2013. Our opinions is not modified with respect to this matter. 
 
Restatement of Prior Year Financial Statements 
 
As discussed in Note 20 to the financial statements, the 2013 financial statements have been restated to correct 
misstatements. Our opinions is not modified with respect to this matter. 
 
Other Matters 
 
Required Supplementary Information 
 
Accounting principles generally accepted in the United States of America require that the Managementôs Discussion 
and Analysis on pages 5 through 16, and budgetary comparison information on pages 81 and 82 be presented to 
supplement the basic financial statements. Such information, although not a part of the basic financial statements, is 
required by Governmental Accounting Standards Board who considers it to be an essential part of financial reporting 
for placing the basic financial statements in an appropriate operational, economic, or historical context. We have 
applied certain limited procedures to the required supplementary information in accordance with 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 managementôs responses to our inquiries, 
the basic financial statements, and other knowledge we obtained 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 any assurance. 
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 Member of the Municipal Legislature 
Autonomous Municipality of Caguas 
 of the Commonwealth of Puerto Rico 
Page 3 
 
 
Supplementary Information 
 
Our audit was conducted for the purpose of forming opinions on the financial statements that collectively comprise the 
Municipalityôs basic financial statements. The accompanying Financial Data Schedules ï Section 8 Housing Choice 
Vouchers Program, as required by U.S. Department of Housing and Urban Development, on pages 84 through 87, and 
the Schedule of Expenditures of Federal Awards, as required by U.S. Office of Management and Budget Circular A-
133, Audits of States, Local Governments, and Non-Profit Organization, on pages 89 through 94, are presented for 
purposes of additional analysis and are not required parts of the basic financial statements. 
 
The accompanying Financial Data Schedules ï Section 8 Housing Choice Vouchers Program and the Schedule of 
Expenditures of Federal Awards are the responsibility of management and was derived from and relates directly to the 
underlying accounting and other records used to prepare the financial statements. Such information has been 
subjected to the auditing procedures applied in the audit of the basic financial statements and certain additional 
procedures, including comparing and reconciling such information directly to the underlying accounting and other 
records used to prepare the financial statements or to the financial statements themselves, and other additional 
procedures in accordance with auditing standards generally accepted in the United States of America. In our opinion, 
the Financial Data Schedules ï Section 8 Housing Choice Vouchers Program and the Schedule of Expenditures of 
Federal Awards are fairly stated, in all material respects, in relation to the financial statements as a whole. 
 
Other Reporting Required by Governmental Auditing Standards 
 
In accordance with Government Auditing Standards, we have also issued our report dated December 19, 2014 on our 
consideration of the Municipalityôs internal control over financial reporting on our test of its compliance with certain 
provisions of laws, regulations, contracts and grant agreements and other matters. The purpose of that report 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 Standards in considered Municipalityôs 
internal control over financial reporting and compliance. 
 

 
CPA Díaz-Martínez, PSC 
Certified Public Accountants & Consultants 
License Number 12, expires on December 1, 2016 
 
Caguas, Puerto Rico 
December 19, 2014 
 
Stamp No. E135432 was affixed to 
 the original report. 
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As management of the Autonomous Municipality of Caguas (hereafter the Municipality), we offer readers of the 
Municipalityôs financial statements this narrative overview and analysis of the financial activities of the Municipality for 
the fiscal year ended June 30, 2014. We encourage readers to read the information presented here in conjunction with 
the basic financial statements. 
 
Financial Highlights 
 

¶ The net position of the Municipality, governmental exceeded its liabilities at the close of the fiscal year by 
$240,971,124. 

 

¶ The governmentôs total assets, in the Government-Wide Statement of Net Position decreased by $24,832,866 and 
governmentôs liabilities decreased by $14,133,548. These changes resulted in a decrease in total net position of 
$10,699,318 (net decrease in net position of $10,012,824 plus prior period adjustment of $686,494). Refer to 
Capital Assets and Debt Administration Section for general information related with the use of funds provided by 
debt issuance. 

 

¶ As of the close of the current fiscal year, the Municipalityôs governmental funds reported combined ending fund 
balances of $58,439,973, as restated, after a total and combined net decrease of $5,631,733. 

 

¶ The Municipalityôs total general and special long-term debts net decreased by $8,185,326 during the current fiscal 
year. The uses of funds were used for infrastructure development, recreational facilities and acquisition of 
equipment. Refer to Capital Assets and Debt Administration Section for general information related with the use 
of funds provided by debt issuance. 

 
This discussion and analysis is intended to serve as an introduction to The Municipalityôs basic financial statements. 
The Municipalityôs basic financial statements consist of three components; 1) government-wide financial statements, 
2) fund financial statements, and 3) notes to the financial statements (see Figure 1). The basic financial statements 
present two different views of the Municipality through the use of government-wide statements and fund financial 
statements. In addition to the basic financial statements, this report contains other supplemental information that will 
enhance the readerôs understanding of the financial condition of the Municipality. 
 
 
 
 
 
 
 
 
 
 

This space is intentionally left in blank. 
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Required Components of Annual Financial Report 
Figure 1 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Summary      Detail 
 
Basic Financial Statements 
 
The first two statements in the basic financial statements are the Government-Wide Financial Statements. They 
provide both short and long-term information about the Municipalityôs financial status. 
 
The next statements are the Governmental Fund Financial Statements. These statements focus on the activities of 
the individual parts of the Municipalityôs government. These statements provide more details than the Government-
Wide Financial Statements. 
 
The next section of the basic financial statements is the Notes to Financial Statements. The notes to financial 
statements explain in detail some of the data contained in those statements. 
 
Government-Wide Financial Statements (GWFS) 
 
The GWFS are designed to provide the reader with a broad overview of the Municipalityôs finances. The GWFS provide 
short and long-term information about the Municipalityôs financial status as a whole. 
 
The Statement of Net Position presents information on all of the Municipalityôs assets, plus deferred outflows of 
resources less liabilities and deferred inflows of resources with the difference reported as net position. Over time, 
increases or decreases in net position may serve as a useful indicator of whether the financial position of the 
Municipality is improving or deteriorating. 

continue 
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The Statement of Activities presents information showing how the Municipalityôs net position changed during the most 
recent fiscal year. All changes in net position are reported as soon as the underlying event giving rise to the change 
occurs, regardless of the timing of related cash flows. Thus, revenues and expenses are reported in this statement for 
some items that will result in cash flows in future fiscal periods (e.g., uncollected taxes and earned but unused vacation 
leave). The Statement of Activities is focused on both the gross and net cost of various activities (including 
governmental, business-type, and component unit, if any). This is intended to summarize and simplify the readerôs 
analysis of the revenues and costs of the Municipalityôs activities and the degree to which activities are subsidized by 
general revenues. 
 
The governmental activities include most of the Municipalityôs basic services such as public safety, culture and 
recreation and general administration. Property taxes and state and federal grant funds finance most of these activities. 
 
The government-wide financial statements are included from pages 17 through 19 of this report. 
 
Governmental Fund Financial Statements (GFFS) 
 
The GFFS provide a more detailed look at the Municipalityôs most significant activities. A fund is a grouping of related 
accounts that is used to maintain control over resources that have been segregated for specific activities or objectives. 
The Municipality, like all other governmental entities in the Commonwealth of Puerto Rico, uses fund accounting to 
ensure and reflect compliance (or non-compliance) with finance-related legal requirements, such as the General 
Statutes or the Municipalityôs budget ordinance. 
 
Governmental funds are used to account for those functions reported as governmental activities in the GWFS. Most of 
the Municipalityôs basic services are accounted for in governmental funds. These funds focus on how assets can readily 
be converted into cash inflows and outflows, and what monies are left at year-end that will be available for spending in 
the next fiscal year. 
 
Governmental funds are reported using an accounting method called modified accrual basis of accounting. This method 
is also known as a current financial resources focus. As a result, the GFFS give the readers a detailed short-term view 
that helps them determine if there are more or less financial resources available to finance the Municipalityôs programs. 
The relationship between government activities (reported in the Statement of Net Position and the Statement of 
Activities) and governmental funds are described in reconciliations that are part of the GFFS. 
 
The Municipality adopts an annual budget for its General Fund, as required by the General Statutes. The Municipalityôs 
annual budget is a legally adopted document that incorporates input from the citizens of the Municipality, the 
management of the Municipality, and the decisions of the Municipal Legislature about which services to provide and 
how to pay for them. It also authorizes the Municipality to obtain funds from identified sources to finance these current 
period activities. The budgetary schedule provided for the General Fund demonstrates how well the Municipality 
complied with the budget ordinance and whether or not the Municipality succeeded in providing the services as planned 
when the budget was adopted. The budgetary comparison schedule uses the budgetary basis of accounting and is 
presented using the same format, language, and classifications as the legal budget document. The statement shows 
four columns: 1) the original budget as adopted by the Municipal Legislature; 2) the final budget as amended by the 
Municipal Legislature; 3) the actual resources, charges to appropriations, and the final relationship between revenues 
and appropriations; and 4) the difference or variance between the final budget and the actual resources and charges. 
 
The governmental funds financial statements are included from pages 20 through 24 of this report. 
 
Notes to Financial Statements ï The notes provide additional information that is essential to a full understanding of 
the data provided in the government-wide and fund financial statements. 
 
 

continue 
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Government-Wide Financial Analysis 
 
As noted earlier, net position may serve over time as one useful indicator of a governmentôs financial condition. The 
total assets of the Municipality exceeded its liabilities and deferred inflows by $240,971,124 as of June 30, 2014. The 
Municipalityôs net position decreased by $10,699,318 (net decrease in net position of $10,012,824 plus prior period 
adjustment of $686,494) for the fiscal year ended June 30, 2014. 
 
One of the largest portions of the net position, $277,361,570, reflects the Municipalityôs investment in capital assets 
(e.g. land, buildings, infrastructure, and equipment); less any related debt still outstanding that was issued to acquire 
or contract those assets. The Municipality uses these capital assets to provide services to citizens; consequently, these 
assets are not available for future spending. Although the Municipalityôs investment in its capital assets is reported net 
of the outstanding related debt, the resources needed to repay that debt must be provided by other sources, since the 
capital assets cannot be used to liquidate these liabilities. An additional portion of the Municipalityôs net position 
($36,645,371) represents resources that are subject to external restrictions on how they may be used. The remaining 
balance is unrestricted (deficit). 
 

The Municipalityõs Net Position 
Figure 2 

 

 
 
 
 
 
 
 

continue 

2014 2013

Current and Other Assets 108,484,527$      127,947,853$     

Capital Assets 449,233,047         453,849,156        

Loan Receivable, Net 730,383                 1,483,814            

Total Assets 558,447,957         583,280,823        

Current Liabilities 49,501,603           53,146,606          

Other Liabilities 267,975,230         278,463,775        

Total Liabilities 317,476,833         331,610,381        

Net Position:

Net Invested of Capital Assets 277,361,570         270,985,585        

Restricted 36,645,371           48,053,931          

Unrestricted (Deficit) (73,035,817)          (67,369,074)         

Total Net Position 240,971,124$      251,670,442$     

Governmental

Activities
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The Municipalityõs Changes in Net Position 
Figure 3 
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2014 2013

Revenues:

Program Revenues:

Charges for Services 1,328,635$         1,250,591$         

Operating Grants and Contributions 27,371,911         29,639,476         

Capital Grants and Contributions 2,022,386          3,037,004          

General Revenues:

Property Taxes 51,678,096         53,565,168         

Volume of Business Taxes 24,735,251         25,805,434         

Sales and Usage Taxes 20,580,433         20,604,386         

Intergovernmental 13,866,470         16,649,898         

Construction Excise Taxes 2,991,732          3,107,824          

Interest and Investment Income 981,420             816,993             

Other 2,147,933          2,058,660          

Total Revenues 147,704,267       156,535,434       

Expenses:

General Government 40,288,996         44,008,882         

Public Safety 9,804,511          11,094,742         

Public Works 22,565,224         28,739,562         

Cultural and Recreation 10,120,801         11,963,260         

Health and Welfare 11,994,232         12,994,565         

Economic Development 8,199,012          9,482,715          

Housing 11,030,562         11,799,459         

Sanitation and Environmental 15,347,716         16,019,816         

Education 17,028,422         18,542,112         

Interest 10,636,609         11,681,762         

Total Expenses 157,016,085       176,326,875       

Excess (deficiency) before special items: (9,311,818)         (19,791,441)        

Special Items:

Contributions to Nonprofit Entity (767,917)            -                       

Donated Capital Assets 66,911               -                       

Net Change in Net Position (10,012,824)        (19,791,441)        

Net Position, Beginning of Year, as Restated 250,983,948       270,775,389       

Net Position, Ending 240,971,124$     250,983,948$     

Governmental

Activities
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Governmental Activities ï Governmental activities decreased the Municipalityôs net position by $10,699,318 (net 
decrease in net position of $10,012,824 plus prior period adjustment $686,494) thereby accounting for almost the total 
reduction in the net position of the Municipality.  Key elements of this decrease are as follows: 
 
Revenues: 
 

¶ Total overall revenues had a net decreased by 5.60 % over prior year. The following categories had the mayor 
changes from prior year: 

 

¶ Operating grants and contributions decreased 7.65% ï mainly by the aggregated grants reductions of 
federal grants. 
 

¶ Capital grants and contributions, 33.41% ï mainly by the reduction of $1,258,111 in the grant for the 
urban mass train development. 
 

¶ Property taxes 3.52% ï mostly as a result of real estate taxes revenue decreased of $1,887,072. 
 

¶ Intergovernmental 16.72% ï decreased by $2,783,428, mainly on the contribution in lieu of tax from the 
Puerto Ricoôs Power Authority. 

 
Expenses: 
 
Total overall expenses had a net decrease by 10.52 % over prior year. 
 

¶ Public works decreased by 21.48 % or $6,174,338, mainly on depreciation (a decrease of approximately $1.7 
millions), and that prior year, works on maintenance of streets were made. 
 

¶ Culture and recreation decreased by 15.40 % or $1,842,459, mainly on depreciation expense. 
 

¶ Economic Development decreased by 13.54% or $1,283,703, mainly on payroll, depreciation, and building 
maintenance.  
 

¶ General Government decreased by 8.45% or $3,719,886, mainly due to the implementation of prior yearôs 
incentivized retirement program.  
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Financial Analysis of the Municipalityõs Funds 
 
As noted earlier, the Municipality uses fund accounting to ensure and demonstrate compliance with finance-related 
legal requirements. 
 
Governmental Funds ï The focus of the Municipalityôs governmental funds is to provide information on near-term 
inflows, outflows, and balances of usable resources. Such information is useful in assessing the Municipalityôs financing 
requirements. Specifically, unassigned fund balance can be a useful measure of a governmentôs net resources 
available for spending at the end of the fiscal year. 
 
At June 30, 2014, the governmental funds of the Municipality reported a combined fund balance of $58,439,973 as 
restated. This amount represents a decreased of $5,631,733 or 8.79% over last year. Following is a summary of the 
most relevant fundsô change when compared to prior year: 
 

General Fund ï The general fund revenues decreased by $1.74 million and the expenditures decreased by $11.73 
million.  Debt issuance produced additional net decrease in financial resources of $13.3 and an increase in 
transfers out of $1 million for a negative net change of $1 million, approximately. 
 
Capital Projects Fund ï Revenues from capital projects fund increased by $1.31 million and expenditures 
increased by $1.47 million, as long as most of the constructions in process were completed during the year. The 
fund balance increased as a result of funds transferred from debt service of $4.73 million, for a net change of 
expenditures over revenues of $4.31 million. 
 
 
 

continue 
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Debt Service Fund ï Revenue from debt service fund increased by $4.58 million, as a result of prior year collections 
from the property tax amnesty act of 2011, while the fundôs expenditures decreased $1.53 and funds transferred 
to capital project fund for $4.7 million for net change $347 thousand. 
 
Health and Human Services fund - Started this year as a major fund for financial statement presentation, the 
revenues decreased by $1.36 million and the expenditures decreased by $1.33 million for a net change in fund 
balance of $47.5 thousand.  
 
Other Governmental Funds ï Revenues decreased by $11.98 million, mainly, for the presentation of Health and 
Human Services fund as major fund as per above. And also the expenditures decreased by $13.67 million for the 
above presentation on Health and Human Services Fund. The other non-major funds, revenues increased by $768 
thousand on other federal funds and expenditures decreased by $171 thousand, resulted on a net change of $462 
thousand. 

 
General Fund Budgetary Highlights:  During the fiscal year 2014, the Municipalityôs budget was changed, according 
to the latest results and ordinances and resolutions approved by the Mayor and the Municipal Legislature. Generally, 
budget amendments fall into one of three categories: 1) amendments made to adjust the estimates that are used to 
prepare the original budget ordinance once exact information is available; 2) amendments made to recognize new 
funding amounts from external sources, such as Federal and State grants and from appropriation from prior year fund 
balance; and 3) increases in appropriations as a result of cash surplus from prior period to supplement capital projects 
funding and general government activities. 
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The following were most significant budgetary transactions: 
 

¶ The original General Fund appropriation for fiscal year 2014 was $105,720,590 which is less than the prior 
year appropriations by $3,059,563 and which was later increased by $3,120,083. 
 

¶ Actual budgetary transactions generated an excess of resources over appropriations of $1,263,794 due to 
the following: 

 

Á Actual revenues were less than budgeted amounts by ($4,901,819). This result was, mainly, as a 
combination of a decrease in construction excise taxes ($6,871,024), volume of business taxes 
($477,643) and intergovernmental and interest revenues for ($520,009); and an increase in property 
taxes, sales and usage taxes, fines, rent and other revenues for $2,966,857. 

Á Actual appropriations resulted in an economy of $3,638,025 which is mostly related with a decrease in 
all programmatic functions. 
 

continue 

Original  Transfers Final

Resources:

Property Taxes 33,908,849$   -$                  33,908,849$   

Volume of Business Taxes 25,200,000     -                    25,200,000     

Sales and Usage Taxes 16,740,000     -                    16,740,000     

Construction Excise Taxes 9,838,600      -                    9,838,600      

Intergovernmental 14,486,266     -                    14,486,266     

Interest and Investment Income 1,100,000      -                    1,100,000      

Rent and Other Resources 4,126,875      3,120,083      7,246,958      

Fines and Penalties 320,000         -                    320,000         

Amounts Available for Appropriation 105,720,590   3,120,083      108,840,673   

Expenditures Charged to Appropriations:

General Government 39,775,545     3,153,208      42,928,753     

Public Safety 10,747,469     (723,542)        10,023,927     

Public Works 14,871,588     2,176,731      17,048,319     

Culture and Recreation 5,575,809      (153,472)        5,422,337      

Health and Welfare 12,053,461     (237,379)        11,816,082     

Economic and Social Development 6,266,018      (331,764)        5,934,254      

Housing 1,030,894      (49,997)          980,897         

Sanitation and Environmental 12,727,688     (353,663)        12,374,025     

Education 2,672,118      (360,039)        2,312,079      

Total Charges to Appropriations 105,720,590   3,120,083      108,840,673   

Excess of Resources Over Appropriations -$                  -$                  -$                  
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Capital Asset and Debt Administration 
 
Capital assets ï The Municipalityôs capital assets for its governmental activities as of June 30, 2013, total 
$449,233,047 (net of accumulated depreciation). The depreciation expense for the fiscal year was $18.3 million and 
additions to infrastructure and other capital assets were $14.9 million. Retirements of capital assets, mainly computer 
software, during year were $281,367. These assets include buildings, roads and bridges, land, machinery and 
equipment, park and recreations facilities, and vehicles. 
 

The Municipalityõs Capital Assets 
(Net of Depreciation) 

Figure 5 
 

 
 
Additional information on the Municipalityôs capital assets can be found on Note 12 of the Basic Financial Statements. 
 
Major additions to constructions in progress (disbursements of more than $100,000) as of June 30, 2014 are as follows: 
 

 
 
 
 
 

continue 

Total

2014 2013

Capital Assets Not Being Depreciated

Land and Improvements 95,176,316$     89,261,640$        

Construction in Progress 3,566,329        5,857,656            

Works of Art 2,217,567        2,217,567            

Total Not Being Depreciated 100,960,212     97,336,863          

Capital Assets Net of Depreciation

Facilities and Improvements 61,382,578      69,424,972          

Buildings and Improvements 73,906,344      67,419,327          

Infrastructure 204,506,356     212,223,395        

Equipment and Vehicles 8,477,557        7,444,599            

Total Net of Depreciation 348,272,835     356,512,293        

Total Capital Assets Net of Depreciation 449,233,047$   453,849,156$       

Project Amount

1,384,264$      

104,660          

1,488,924$      

Construction of "Hacienda Ramonita y Los Cubanos"


Construction of "Recreo Deportivo del Sureste"
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Long-Term Debts ï As of June 30, 2014, The Municipality had total bonded debt outstanding of $272,333,937 all of 
which is debt backed by the full faith and credit of the Municipality. 
 

The Municipalityõs Outstanding Debts 
Long-Term Debts 

Figure 6 
 

 
 
The Municipalityôs total debt net decreased by $8,185,326 (2.9%) during the fiscal year 2014, primarily due to $7.4 
million issued in special loans and bonds for operational purposes, payments of $15.6 million and a current refunding 
of $27.6 million. 
 
Additional information on the Municipalityôs long-term debts can be found on Note 14 of the Basic Financial Statements. 
 
The Commonwealth of Puerto Rico limits the amount of general obligation debt that a municipal government can issue 
to 10 percent of the total assessed value of taxable property located within the municipalityôs jurisdiction. On March 
2009, the Government of Puerto Rico enacted the Special Act, Declaring a State of Fiscal Emergency and Establishing 
an Integrated Fiscal Stabilizing Plan to Save the Credit of Puerto Rico (Public Law 7). Among other things, this Act 
introduced a new way to view the Real Property valuation (see Note 13 of the accompanying financial statements). 
 
Also, the Municipality has a sales tax redemption fund, composed of .2% of the .5% of the municipal sales tax rate 
portion of 1.5%, to support the debt service fund capacity. This fund, in addition to other variables, is used to calculate 
the Municipalityôs borrowing capacity, along with the property tax redemption fund, within a specific timeframe.  
 
Summary of Local Economy  
 
The Municipality of Caguas was founded in 1775. Caguas has the fifth largest population of Puerto Rico with boundaries 
that encompass an area of approximately 59.07 square miles, and according to the 2010 Puerto Rico Community 
Survey the population of Caguas was 142,893. It was estimated by the US Census that the population of Puerto Rico 
had an overall decrease of over 19,000 citizens during the last 15 months ended on July 2012. Notwithstanding, it was 
also estimated that from the larges municipalities, Caguas had the lowest decrease of 1.7%. The Municipalityôs 
jurisdiction is bounded on the North by the Municipalities of San Juan and Trujillo Alto, on the South by the Municipalities 
of Cayey and San Lorenzo, on the East, by the Municipalities of Gurabo and San Lorenzo, and on the West by the 
Municipalities of Aguas Buenas and Cidra. 
 
The largest employers in Caguas are the State and the Municipal governments, Avon Enterprises, Wal-Mart, Samôs 
Club and Amigo Supermarket retail chains, Kmart Corp., Costco, AT&T, Walgreens, Home Depot, and Mylan 
Pharmaceuticals. 
 

continue 

2014 2013

General Obligation Bonds 190,044,936$ 183,991,263$ 

Special Obligation Bonds 78,889,000     92,728,000     

Federal Loan 3,400,000       3,800,000       

  Total 272,333,936$ 280,519,263$ 

Governmental

Activities
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The Municipalityôs economy has an industry composition somewhat similar to the rest of the islandôs largest 
Municipalities.  In the 1960ôs textile manufacturing and agriculture made up the largest amount of the local economy, 
but by the mid-seventies the manufacturing share of employment had declined to a lower percentage. 
 
Major Industries and Services (including government) 
 
Government Services: The governmental service is the largest source of employment in the Municipality, accounting 
for the largest quantity of employment. The Municipal government sector remains stable in relation to the past year. 
Government sector includes a diversity of employment areas such as education, electric power service, water supply, 
police, public works, culture and recreation, health, legal service, and others. 
 
Health Services:  As a major regional medical center, the medical services industry is one of the largest employers in 
the area. It includes the privately owned hospitals, HIMA-San Pablo and Hospital Menonita, formerly San Juan Bautista. 
These facilities provide primary, secondary and tertiary health services to the residents of Caguas and adjacent small 
towns, and are responsible for establishing and developing strategies and programs designed to promote health, 
prevent diseases and early detection and diagnosis of health problems. They promote adequate health treatment and 
rehabilitation services as well. 
 
Caguas is included in the Commonwealthôs Health Reform program. The Commonwealthôs Health Reform program 
consists of comprehensive health insurance coverage for qualifying low-income residents of Puerto Rico through a 
managed care system. Under the Health Reform program, the Government of Puerto Rico selects, through a bidding 
system, one private health insurance company in each of several designated regions of Puerto Rico and pays such 
insurance company the insurance premiums for each eligible beneficiary within such region. The Municipality pays 
$7.8 million to the Puerto Ricoôs Health Administration, as required by law, to cover part of the insurance premium paid 
by the Government of Puerto Rico for its citizens. Caguas participates in this program not only as a health provider, 
through its facilities, but also as an Independent Provider Association (IPA) sharing with insurers the health insurance 
risk. 
 
Education: The Interamerican University of Puerto Rico (IU) established a new facility in Caguas that started its 
operations in January 2013. Other technical-university colleges eagerly compete to attract more students to their 
classrooms. The tendency of students coming to Caguas represents a new governmental challenges and socio-
economic opportunities. 
 
Trade (retail and wholesale): The trade sector is the strongest growing sector in the area. Many major national chains 
such as Wal-Mart, Costco, Walgreenôs, Home Depot, and Office Depot have expanded into the area, helping maintain 
relatively stable levels of consumer spending. 
 
Economic and Budget Highlights for the Fiscal Year Ending June 30, 2015 
 
Governmental Activities:  The consolidated budget for fiscal year 2014-2015 will be $159 million, representing a 
decrease of $3 million when compared with fiscal year ended June 30, 2014.  Property taxes (benefiting from residential 
and industrial developments), city tax, and revenues from permits and fees are expected to remain the same as prior 
year projections (without considering any inter-fund transfer).  
 
Requests for Information 
 
This report is designed to provide an overview of the Municipalityôs finances for those with an interest in this area.  
Questions concerning any of the information found in this report or requests for additional information should be 
directed to: Autonomous Municipality of Caguas, Office of the Mayor, P.O. Box 907, Caguas, Puerto Rico, 00726-0907, 
or http://www.caguas.gov.pr. 

 

http://www.caguas.gov.pr/
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ACTIVITIES

ASSETS:

Current Assets:

Cash and Investments 39,390,008$       

Cash with Fiscal Agent 48,261,675         

Amount to be Received 5,930,000           

Receivables (Net):

Sales and Usage Taxes 1,480,705           

Volume of Business Taxes 370,820              

Due from Governmental Units 1,622,650           

Federal Grants 11,425,486         

Other 3,183                  

Total Current Assets 108,484,527       

Non-Current Assets:

Loans Receivables, Net 730,383              

Land, Improvement and Construction in Progress 100,960,212       

Other Capital Assets [Net of Accumulated Depreciation] 348,272,835       

Total Non-Current Assets 449,963,430       

TOTAL ASSETS 558,447,957       

LIABILITIES:

Current Liabilities:

Accounts Payable 7,344,803           

Accrued Expense 1,061,348           

Accrued Interest 3,671,663           

Bonds Payable 15,287,414         

Advance Deposits 988,479              

Unearned Revenues - Volume of Business Taxes 17,118,870         

Unearned Revenues - Other 35,749                

Accrued Compensated Absences 3,940,528           

Legal Claims 7,000                  

Due to Governmental Entities 45,749                

Total Current Liabilities 49,501,603         

Non-Current Liabilities:

Bonds Payable 257,046,522       

Accrued Compensated Absences 8,727,142           

Legal Claims 272,000              

Due to Governmental Entities 1,929,566           

Total Non-Current Liabilities 267,975,230       

TOTAL LIABILITIES 317,476,833       

GOVERNMENTAL
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The accompanying Notes to Financial Statements are an integral part of this statement. 

ACTIVITIES

NET POSITION:

Net Investment in Capital Assets 277,361,570$     

Restricted for:

Capital Projects 6,378,879           

Debt Service 17,138,510         

Other Purposes 13,127,982         

Unrestricted (Deficit) (73,035,817)        

TOTAL NET POSITION 240,971,124$     

GOVERNMENTAL
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Operating Capital Revenues and

Charges For Grants and Grants and Changes in

Functions/Programs Expenses Services Contributions Contributions Net Position

Governmental Activities:

General Government 40,288,996$      -$                       18,400$             -$                       (40,270,596)$      

Public Safety 9,804,511          851,906             349,323             290,787             (8,312,495)          

Public Works 22,565,224        -                         251,110             1,731,599          (20,582,515)        

Culture and Recreation 10,120,801        -                         18,000               -                         (10,102,801)        

Health and Welfare 11,994,232        -                         1,148,193          -                         (10,846,039)        

Economic and Social Development 8,199,012          368,948             2,483,712          -                         (5,346,352)          

Housing 11,030,562        250                    9,037,516          -                         (1,992,796)          

Sanitation and Environmental 15,347,716        107,531             11,520               -                         (15,228,665)        

Education 17,028,422        -                         14,054,137        -                         (2,974,285)          

Unallocated Interest 10,636,609        -                         -                         -                         (10,636,609)        

Total Governmental Activities 157,016,085$    1,328,635$        27,371,911$      2,022,386$        (126,293,153)      

35,492,551          

16,185,545          

24,735,251          

20,580,433          

2,991,732            

13,866,470          

981,420               

2,147,933            

116,981,335        

(767,917)             

66,911                 

116,280,329        

(10,012,824)        

251,670,442        

(686,494)             

250,983,948        

240,971,124$      

Net (Expense)

General Revenues:

Taxes:

PropertyTaxes, levied for General Purposes

Sales and Usage Taxes

Construction Excise Taxes

PropertyTaxes, levied for Debt Service

Volume of Business Taxes

Program Revenues

Other General Revenues

Contributions to Nonprofit Entity

Donated Capital Assets

Total General Revenues

Intergovernmental

Interest

Special Items:

Total General Revenues and Special Items

NET POSITION ï ENDING OF YEAR

CHANGES IN NET POSITION

Net Position ï Beginning of Year, As Restated

AS PREVIOUSLY REPORTED

Restatement

NET POSITION ï BEGINING OF YEAR,
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The accompanying Notes to Financial Statements are an integral part of this statement. 

HEALTH AND

CAPITAL DEBT HUMAN OTHER TOTAL

GENERAL PROJECTS SERVICE SERVICES NON MAJOR GOVERNMENTAL

FUND FUND FUND FUND FUNDS FUNDS

ASSETS:

Cash and Cash Equivalents 23,847,557$       11,591,334$       -$                      204,875$            3,746,242$           39,390,008$          

Cash with Fiscal Agent 20,789               15,752,298         31,909,265         -                       579,323                48,261,675           

Amount to be Received 5,930,000           -                       -                       -                       -                          5,930,000             

Receivables:

Sales and Usage Taxes 1,480,705           -                       -                       -                       -                          1,480,705             

Volume of Business Taxes 370,820             -                       -                       -                       -                          370,820                

Due from Governmental Units 1,241,573           -                       314,922             -                       66,155                 1,622,650             

Federal Grants -                       1,514,824           -                       6,861,728           3,048,934             11,425,486           

Due from Other Funds 9,709,400           -                       -                       -                       -                          9,709,400             

Loans Receivable -                       -                       -                       -                       730,383                730,383                

Other 3,183                 -                       -                       -                       -                          3,183                   

Total Assets 42,604,027$       28,858,456$       32,224,187$       7,066,603$         8,171,037$           118,924,310$        

LIABILITIES:

Account Payable 5,575,839$         1,281,372$         -$                      137,023$            350,569$              7,344,803$           

Bond Payable -                       -                       11,414,014         -                       -                          11,414,014           

Interest on Bonds Payable -                       -                       3,671,663           -                       -                          3,671,663             

Due to Other Funds -                       6,140,635           -                       637,329             2,931,436             9,709,400             

Advance Deposits 988,479             -                       -                       -                       -                          988,479                

Unearned Revenues:

Volume of Business Taxes 17,118,870         -                       -                       -                       -                          17,118,870           

Other -                       -                       -                       -                       35,749                 35,749                 

Total Liabilities 23,683,188         7,422,007           15,085,677         774,352             3,317,754             50,282,978           

DEFERRED INFLOWS OF RESOURCES:

Unavailable Revenues:

Commonwealth of Puerto Rico 1,241,573           -                       40,277               -                       -                          1,281,850             

Federal Grants -                       1,294,093           -                       6,197,101           1,428,315             8,919,509             

Total Deferred Inflows of Resources 1,241,573           1,294,093           40,277               6,197,101           1,428,315             10,201,359           

FUND BALANCES:

Restricted 2,064,020           17,789,747         17,098,233         95,150               3,295,775             40,342,925           

Committed 6,436,469           -                       -                       -                       539,699                6,976,168             

Assigned 2,715,496           2,781,035           -                       -                       -                          5,496,531             

Unassigned (Deficit) 6,463,281           (428,426)            -                       -                       (410,506)               5,624,349             

Total Fund Balances 17,679,266         20,142,356         17,098,233         95,150               3,424,968             58,439,973           

Total Liabilities, Deferred Inflows of Resources

and Fund Balances 42,604,027$       28,858,456$       32,224,187$       7,066,603$         8,171,037$           118,924,310$        
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Total Fund Balances ï Government Funds (Page 22) 58,439,973$     

Amount reported for Governmental Activities in the Statement of Net Position (Page 20)

are different because:

Capital Assets used in governmental activities are not financial resources and therefore

are not reported in the funds. In the current period, these amounts are:

Non Depreciable Capital Assets 100,960,212$   

Depreciable Capital Assets 691,684,612     

Accumulated Depreciation (343,411,777)    

Total Capital Assets 449,233,047     

Some of the Municipality's revenues will be collected after year-end but are not available soon

enough to pay for the current period's expenditures and therefore are unavailable in the funds:

Federal Grants 8,919,509          

MRCC - Property Taxes Liquidation 788,888             

Christmas Bonus 492,962             

Total Unavailable Revenues 10,201,359        

Some liabilities are not due and payable in the current period and therefore are not reported

in the funds. Those liabilities consist of:

General and Special Obligation Bonds (260,919,922)    

Compensated Absences (12,667,670)      

MRCC - Property Taxes Liquidation (464,407)            

Claims and Judgments (279,000)            

Christmas Bonus (1,061,348)         

Law No. 42 (1,510,908)         

Total Non-Current Liabilities (276,903,255)    

Total Net Position of Governmental Activities (Page 20) 240,971,124$   
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HEALTH AND

CAPITAL DEBT HUMAN OTHER TOTAL

GENERAL PROJECTS SERVICE SERVICES NON MAJOR GOVERNMENTAL

FUND FUND FUND FUND FUNDS FUNDS

REVENUES:

Property Taxes 34,743,940$       -$                      20,760,716$       -$                      -$                        55,504,656$          

Volume of Business Taxes 24,735,251         -                       -                       -                       -                          24,735,251           

Sales and Usage Taxes 17,585,620         -                       2,994,813           -                       -                          20,580,433           

Construction Excise Taxes 2,991,732           -                       -                       -                       -                          2,991,732             

Federal Grants 320,070             5,505,105           -                       11,214,551         12,413,730           29,453,456           

Fines and Penalties 851,906             -                       -                       -                       -                          851,906                

Intergovernmental 15,405,789         1,236,000           -                       -                       356,727                16,998,516           

Interest 928,437             26,815               9,729                 311                   16,494                 981,786                

Rent and Other Services 856,223             -                       -                       -                       56,774                 912,997                

Solid Waste Disposal 107,531             -                       -                       -                       -                          107,531                

Other General Revenues 1,576,712           -                       -                       -                       271,682                1,848,394             

Total Revenues 100,103,211       6,767,920           23,765,258         11,214,862         13,115,407           154,966,658          

EXPENDITURES:

Current:

General Government 36,701,234         791,048             -                       -                       94,643                 37,586,925           

Public Safety 9,483,831           -                       -                       -                       472,237                9,956,068             

Public Works 11,120,917         1,398,344           -                       -                       1,095,311             13,614,572           

Culture and Recreation 5,535,141           -                       -                       -                       -                          5,535,141             

Health and Welfare 11,223,039         151,424             -                       248,952             233,722                11,857,137           

Education 3,346,101           93,486               -                       10,902,464         1,755,580             16,097,631           

Sanitation and Environmental 15,471,149         189,023             -                       -                       32,548                 15,692,720           

Economic and Social Development 6,296,415           340,840             -                       -                       53,605                 6,690,860             

Housing 918,851             73,261               -                       -                       9,892,251             10,884,363           

Capital Outlay 2,307,743           12,143,097         -                       110,980             290,792                14,852,612           

Debt Service:

Principal 42,790               400,000             14,689,014         -                       -                          15,131,804           

Interest and Other Charges 95,483               95,020               10,446,106         -                       -                          10,636,609           

Total Expenditures 102,542,694       15,675,543         25,135,120         11,262,396         13,920,689           168,536,442          

EXCESS OF REVENUES OVER (UNDER)

EXPENDITURES (2,439,483)          (8,907,623)          (1,369,862)          (47,534)              (805,282)               (13,569,784)          
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HEALTH AND

CAPITAL DEBT HUMAN OTHER TOTAL

GENERAL PROJECTS SERVICE SERVICES NON MAJOR GOVERNMENTAL

FUND FUND FUND FUND FUNDS FUNDS

OTHER FINANCING SOURCES (USES):

Debt Issuances 7,415,000$         -$                      -$                      -$                      -$                        7,415,000$           

Refunding Bond Issuances -                       -                       27,669,088         -                       -                          27,669,088           

Payment to Refunded Bond -                       -                       (27,470,000)        -                       -                          (27,470,000)          

Payment to Refunded Bond Escrow Agent -                       -                       (199,088)            -                       -                          (199,088)               

Transfers ï In 141,895             4,736,887           5,460,086           -                       596,440                10,935,308           

Transfers ï Out (6,106,526)          (138,434)            (4,436,887)          -                       (253,461)               (10,935,308)          

Total Other Financing Sources (Uses) 1,450,369           4,598,453           1,023,199           -                       342,979                7,415,000             

Net Change in Fund Balances (989,114)            (4,309,170)          (346,663)            (47,534)              (462,303)               (6,154,784)            

Fund Balances ï Beginning,

As Previously Reported 18,338,161         24,451,526         17,444,896         142,684             3,694,439             64,071,706           

Restatement 330,219             -                       -                       -                       192,832                523,051                

Fund Balances ï Beginning, as Restated 18,668,380         24,451,526         17,444,896         142,684             3,887,271             64,594,757           

FUND BALANCES ï ENDING 17,679,266$       20,142,356$       17,098,233$       95,150$             3,424,968$           58,439,973$          



 RECONCILIATION OF THE STATEMENT OF REVENUES, 
 EXPENDITURES AND CHANGES IN FUND BALANCES 
COMMONWEALTH OF PUERTO RICO GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES 
AUTONOMOUS MUNICIPALITY OF CAGUAS FOR THE FISCAL YEAR ENDED JUNE 30, 2014 
 

24 

 
 
The accompanying Notes to Financial Statements are an integral part of this statement. 

 

Net Change in Fund Balances ï Government Funds (Page 23) (6,154,784)$      

Amount reported for Governmental Activities in the Statement of Activities (Page 19)

are different because:

Governmental funds report capital outlays as expenditures. However, in the Statement of

Activities the cost of those assets is allocated over their estimated useful lives and reported

as depreciation expense. In the current period, these amounts are:

Capital Outlays 14,852,612$     

Depreciation Expense (18,311,084)      

Excess of Capital Outlays over Depreciation Expense (3,458,472)         

Revenues in the Statement of Activities that do not provide current financial resources are

reported as revenues in the funds and vice versa:

Federal Grants (3,106,735)         

CRIM - Property Taxes Liquidation (4,098,619)         

Christmas Bonus (57,038)              

Total of Revenues (7,262,392)         

Governmental Funds only report the proceeds received in the disposal of assets. In the

Statement of Activities, a gain or loss is reported is reported for each disposal. Thus, the change

in net position differs from the change in fund balance by the cost of the disposed asset. (15,003)              

Some special items reported in the Statement of Activities do not provide or require the use of 

current financial resouces and therefore are not reported in the governmental funds. These

activities consist of:

Contribution to Nonprofit Entity (767,917)            

Donated Capital from the Commonwealth of Puerto Rico 66,911                (701,006)            

Bonds proceeds provide current financial resources to governmental funds, but issuing debt

increase Noncurrent Liabilities in the Statement of Net Position. In the current period,

proceeds received was (7,614,088)         

Repayment of long-term principal is expenditure in the governmental funds, but issuing debt

reduced Noncurrent  Liabilities in the Statement of Net Position. In the current period

repayments were 15,089,014        

Some expenses reported in the Statement of Activities do not require the use of current

financial resouces and therefore are not reported as expenditures in governmental funds.

These activities consist of:

Decrease in MRCC Debt 42,790                

Decrease in Legal Claims 217,000             

Decrease in Christmas Bonus 38,630                

Increase in MRCC Property Taxes Liquidation (464,407)            

Decrease in Compensated Absence 269,894             

Total Additional Expenses 103,907             

Change in Net Position of Governmental Activities (Page 19) (10,012,824)$    
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1. FINANCIAL REPORTING ENTITY 
 
The accompanying financial statements present information on the financial activities of the Autonomous Municipality 
of Caguas of the Commonwealth of Puerto Rico (Municipality) over which the Mayor and the Municipal Legislature, 
have direct or indirect governing and fiscal control. The accompanying financial statements have been prepared in 
conformity with accounting principles generally accepted in the United States of America (GAAP). 
 
A. Organization 

 
The Municipality was founded in 1775, and operates as a governmental unit of the Commonwealth of Puerto Rico 
under the Law No. 81 of August 30, 1991, known as the ñAutonomous Municipalities Laws of the Commonwealth 
of Puerto Ricoò. The governmental system of the Municipality is composed of the executive and legislative bodies. 
It is governed by a Mayor and a 16 member Municipal Legislature elected for a four-year term. 
 
The Municipality provides services such as: health, public works, sanitation, aids and services to low-income and 
elderly citizens, public safety, housing and urban development, culture and recreation, planning, zoning and other 
general and administrative services. As a government entity, the Municipality is exempt from both federal and state 
taxes. 
 

B. Reporting Entity 
 
A reporting entity is comprised of (1) the primary government, (2) component unit organizations for which the 
primary government is financial accountable, and (3) other organizations for which the nature and significance of 
their relationship with the primary government is such that exclusion would cause the reporting entityôs financial 
statements to be misleading or incomplete, and they are financially accountable to the primary government. The 
primary government consists of all funds, departments, boards and agencies that are not legally separate from the 
Municipality and for which the Municipality is financial accountable. 
 
The accompanying basic financial statements include all departments and organizations units whose funds are 
under the custody and control of the Municipality. In evaluating the Municipality as a reporting entity, management 
has addressed all the potential component units. GASB Accounting Standards Codification Section 2600, Reporting 
Entity and Component Unit Presentation and Disclosure, require the inclusion of organizations that raise and hold 
funds for the direct benefit of the primary government. 
 
GASB Accounting Standards Codification Section 2100, Defining the Financial Reporting Entity, describes the 
criteria for determining which organizations, functions, and activities should be considered part of the Municipality 
for financial reporting purposes. The primary criteria include appointing a voting majority of an organizationôs 
governing body, and the Municipalityôs ability to impose its will on that organization or the potential for the 
organization to provide specific financial benefits to, or impose specific financial burdens on, the Municipality. A 
second criteria used in evaluating potential component units is if the nature and significance of the relationship 
between the organization and a primary government are such that to exclude the organization from the financial 
reporting entity would render the financial statements misleading or incomplete. 
 
A legally separate, tax-exempt organization should be discretely presented as a component unit if all of the following 
criteria are met: (a) the economic resources received or held by the separate organization are entirely or almost 
entirely for the direct benefit of the primary government, its component units, or its constituents; (b) the primary 
government, or its component units, is entitled to, or has the ability to otherwise access, a majority of the economic 
resources received or held by the separate organization, and; (c) the economic resources received or held by an 
individual organization that the specific primary government, or its component units, is entitled to, or has the ability 
to otherwise access, are significant to the primary government. 
 
 

continue 
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1. FINANCIAL REPORTING ENTITY ð continuation 
 

GASB Statement 61, The Financial Reporting Entity: Omnibus an Amendment of GASB Statements No. 14 and 
No. 34, provides additional criteria for classifying entities as component units to better assess the accountability of 
elected officials by ensuring that the financial reporting entity includes only organizations for which the elected 
officials are financially accountable or that are determined by the government to be misleading to exclude. 
 
There are two methods of presentation of the component unit in the financial statements: blending ï the financial 
data of the component unitôs balances and transactions in a manner similar to the presentation of the Municipalityôs 
balances and transactions; and discrete ï presentation of the component unitôs financial data in column separate 
from the Municipalityôs balances and transactions. The relative importance of each criterion must be evaluated in 
light of specific circumstances in order to determine which components units are to be included as part of the 
reporting entity. Based on these criteria, there are no other organizations which should be included in these basic 
financial statements. 

 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

 
These financial statements present the respective financial position of the governmental activities, each major fund, and 
the aggregate remaining fund information of the Municipality, as of June 30, 2014, and the respective changes in 
financial position, and the cash flows, where applicable, thereof for the fiscal year then ended. 
 
A. Financial Statement Presentation 

 
The basic financial statements of the Municipality have been prepared in conformity with accounting principles 
generally accepted in the United Stated of America as applicable to local governmental units. The basic financial 
statements include both government-wide (based on the Municipality as a whole) and fund financial statements, 
which provide a more detailed level of financial information. Both the government-wide and fund financial 
statements (within the basic financial statements) categorize primary activities as Governmental Activities. 
 
The financial information of the Municipality is presented in this report as follows: 
 
Required Supplementary Information ï Managementôs Discussion and Analysis 
 
Managementôs discussion and analysis is required supplementary information that introduces the basic financial 
statements and provides an analytical overview of the Municipalityôs financial activities. 
 
Government-wide Financial Statements (GWFS) 
 
While separate government-wide and fund financial statements are presented, they are interrelated. The GWFS 
(the Statement of Net Position and the Statement of Activities) report information of all the activities of the 
Municipality. For the most part, the effect of interfund activity has been removed from these financial statements. 
Exceptions to this general rule are payments in lieu of taxes where the amounts are reasonably equivalent in value 
to the interfund services provided and other charges between the governmentôs Puerto Rico Electric Power 
Authority function of the government. Elimination of this charges would distort the direct cost and program revenue 
reported for the various functions concerned. Governmental activities, which normally are supported by taxes and 
intergovernmental revenues, are reported separately from business-type activities, which rely, to a significant 
extent, on fees and charges to external customers for support. 
 
 
 
 
 

continue 
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES ð continuation 
 

The focus of the Statement of Net Position is designed to be similar to bottom line results for the Municipalityôs 
governmental activities. This statement combines and consolidates governmental fundôs current financial resources 
(short-term spendable resources) with capital assets and long-term obligations. The Statement of Net Position 
presents the reporting entitiesô assets, deferred outflows of resources, liabilities, and deferred inflows of resources, 
with the difference reported as net position. Net positions are classified as net investment in capital assets, 
restricted when constraints are placed on them that are imposed by external parties or by laws or regulations, and 
unrestricted. Designations solely imposed by the Municipalityôs management are not presented as restricted net 
position. 
 
The Statement of Activities presents a comparison between direct expenses and program revenues for each 
function of the Municipalityôs Governmental Activities. Direct expenses are those that are clearly identifiable with a 
specific function or segment. In addition, to the extent that indirect costs are allocated to the various functions, the 
program expenses will include both direct and indirect costs. Program Revenues include charges to customers or 
applicants who purchase, use, or directly benefit from goods, services, or privileges provided by a given function 
or segment, and grants and contributions that are restricted to meeting the operational or capital requirements of a 
particular function or segment. Taxes and other items properly excluded from program revenues are reported 
instead as general revenues. 
 
Governmental Funds Financial Statements (GFFS) 
 
The GFFS [the Balance Sheet, and the Statement of Revenues, Expenditures (Expenses) and Changes in Fund 
Balance] provide information about the Municipalityôs funds. Separate statements for each fund category-
governmental are presented. The emphasis on fund financial statements is on major governmental, each displayed 
in a separate column. All remaining governmental are aggregated and reported as nonmajor funds. 
 
Each fund is a separate accounting entity with a self-balancing set of accounts used to record the financial 
transactions and balances of that entity. Individual funds have been established as stipulated by legal provisions 
or by administrative discretion. The Municipality uses fund accounting, which is designed to demonstrate legal 
compliance and to segregate transactions related to certain government functions or activities. 
 
The Municipality reports the following major governmental funds: 
 

General Fund ï This fund is the general operating fund of the Municipality. The general fund is used to account 
for and report all financial resources not accounted for and reported in another fund. 
 
Capital Projects Fund ï Capital projects fund is used to account for financial resources to be used for the 
acquisition or construction of major capital facilities, other than those financed by proprietary funds. It also 
includes the Community Development Block Grants (CDBG) which is awarded to develop viable urban 
communities by providing decent housing and suitable living environment for persons of low and moderate 
income. 
 
Debt Service Fund ï The debt service fund is used to account for the accumulation of resources for, and the 
payment of, general long-term debt principal, interest and related costs. 
 
Health and Human Services Fund - This fund started as a major fund during this year.  It is used to account 
for the revenue and expenditures of the Head Start Program and the Elderly Center of the Municipality as well 
as other related welfare services. 
 
 
 

continue 
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES ð continuation 
 
The Municipality periodically undertakes a comprehensive evaluation of its fund structure to ensure that it complies 
with all aspects that are of importance to users of general purpose external financial reports. Consequently, all 
superfluous funds and some operational funds currently used by the Municipality in the day-to-day accounting 
procedures have not been reported as individual governmental funds in the accompanying fund financial 
statements. Accordingly, the accompanying fund financial statements include only the minimum number of funds 
consistent with legal and operating requirements and, consequently, certain types of similar operational funds have 
been combined into single funds in the accompanying fund financial statements. 
 
The financial statements of the governmental funds are the following: 

 
Balance Sheet ï Reports information at June 30, 2014 about the current financial resources (assets, liabilities, 
deferred inflows of resources and fund balances) of each major governmental fund. 
 
Statement of Revenues, Expenditures and Changes in Fund Balances ï Reports information about the inflows, 
outflows and balances of current financial resources of each major governmental fund for the fiscal year ended 
June 30, 2014. 
 

Since the GFFS are presented in different measurement focus and basis of accounting than the GWFS, 
reconciliation is presented and separate explanation for each differences. 
 
During the course of operations the Municipality has activity between funds for various purposes. Any residual 
balances outstanding at year end are reported as due from/to other funds. While these balances are reported in 
fund financial statements, certain eliminations are made in the preparation of the GWFS. Balances between the 
funds included in Governmental Activities (i.e., the governmental funds) are eliminated so that only the net amount 
is included as internal balances in the Governmental Activities column. 
 
Further, certain activity occurs during the fiscal year involving transfers of resources between funds. In GFFS these 
amounts are reported at gross amounts as transfers in/out. While reported in GFFS, certain eliminations are made 
in the preparation of the GWFS. Transfers between the funds included in Governmental Activities are eliminated 
so that only the net amount is included as transfers in the Governmental Activities column. 
 
The Municipality reports its financial position (Balance Sheet) and results of operations [Statement of Revenues, 
Expenditures and Changes in Fund Balance] in funds, which are considered separate accounting entities. The 
operations of each fund are accounted for within a set of self-balancing accounts. Fund accounting segregates 
funds according to their intended purpose and is used to aid management in demonstrating compliance with legal, 
financial, and contractual provisions. 
 
Notes to Financial Statements 
 
The notes to financial statements provide information that is essential to a userôs full understanding of the data 
provided in the basis financial statements. 
 
Required Supplementary Information 
 
The basic financial statements are followed by a section of required supplementary information. This section 
includes a Schedule of Revenues and Expenditures Budget and Actual ï General Fund ï Non GAAP Budgetary 
Basis, which includes reconciliation between the statutory fund balance for budgetary purposes and the fund 
balance for the General Fund as presented in the GFFS. 
 
 

continue 



COMMONWEALTH OF PUERTO RICO NOTES TO FINANCIAL STATEMENTS 
AUTONOMOUS MUNICIPALITY OF CAGUAS FOR THE FISCAL YEAR ENDED JUNE 30, 2014 

 

29 

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES ð continuation 
 

B. Measurement Focus and Basis of Accounting 
 
The accounting and financial reporting treatment is determined by the applicable measurement focus and basis of 
accounting. Measurement focus indicates the type of resources being measured such as current financial resources 
or economic resources. The basis of accounting indicates the timing of transactions or events for recognition in the 
financial statements. 
 
Government-wide Financial Statements 
 
The government-wide financial statements are reported using the economic resources measurement focus and the 
accrual basis of accounting. Revenue (including interest on deposits and investments) is generally recorded when 
earned and expenses are recorded when a liability is incurred, regardless of the timing of related cash flows. 
Nonexchange transactions, in which the Municipality gives (or receives) value without directly receiving (or giving) 
equal value in exchange, include property taxes, grants, entitlements and donations. On an accrual basis, revenue 
from property taxes is recognized in the fiscal year for which the taxes are levied. Revenue from grants, entitlements 
and donations is recognized in the fiscal year in which all eligibility requirements have been met, other than time 
requirements. These resources relate to a future period (when the advance is first permitted to be used in 
accordance with the government-mandated nonexchange transaction or a voluntary nonexchange transaction) and, 
therefore, should be classified as a deferred inflow of resources until such time as the resources are first permitted 
to be used. Receipts on any type of revenue sources collected in advance for use in the following fiscal year are 
recorded as unearned revenues. 
 
Governmental Funds Financial Statements 
 
The GFFS are reported using the current financial resources measurement focus and the modified accrual basis 
of accounting. Under this method, revenues are recognized as soon as they are both measurable and available. 
Revenues are considered to be available when they are collectible within the current period or soon enough 
thereafter to pay liabilities of the current period. For these purposes, the Municipality considers revenues to be 
available if they are collected within sixty (60) days after the end of the current fiscal period. Revenues that the 
Municipality earns by incurring obligations are recognized in the same period as when the obligations are 
recognized. At June 30, 2014, all revenues sources met this availability criterion. 
 
Property taxes, volume of business taxes, sales and usage taxes, construction excise taxes, and interest associated 
with the current fiscal period are all considered to be susceptible to accrual and so have been recognized as 
revenues of the current fiscal period. Entitlements are recorded as revenues when all eligibility requirements are 
met, including any time requirements and the amount is received during the period or within the availability 
requirements have been met, and the amount is received during the period or within the availability period for this 
revenue source (60 days of year-end). However, those resources not available for spending in the current period 
and, therefore should be classified as a deferred inflow of resources. Expenditures-driven grants are recognized 
as revenue when the qualifying expenditures have been incurred and all other eligibility requirements have been 
met, and the amount is received during the period or within the availability period for this revenue source (within 60 
days of year-end). Accordingly, such resources should be reported as unearned revenue in the liability section of 
the general fundôs Balance Sheet. All other revenue items are considered to be measurable and available only 
when cash is received by the Municipality. 
 
 
 
 
 
 

continue 
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES ð continuation 
 
Expenditures are recorded when the related fund liability is incurred, as under accrual accounting. However, debt 
service expenditures, as well as expenditures related to compensated absences, and claims an judgments, are 
recorded only when payment is due. General capital asset acquisitions are reported as expenditures in 
governmental funds. Principal and interest on bonds payable are recorded when they matured (when payment is 
due), except for principal and interest of bonds due on July 1, 2014, which are recorded as governmental fund 
liabilities of June 30, 2014 which is the date when resources were available in the debt service fund. Proceeds of 
general long-term debts and acquisitions under capital leases, if any, are reported as other financing sources. 
 
The accompanying Balance Sheet ï Governmental Funds generally reflects only assets that will not be converted 
into cash to satisfy current liabilities. Long-term assets and those assets that will not be converted into cash to 
satisfy current liabilities are generally not accounted for in the accompanying Balance Sheet ï Governmental Funds. 
 
The measurement focus of the GFFS is on decreases of net financial resources (expenditures) rather than 
expenses. Most expenditures are measurable and are recorded when the related governmental fund liability is 
incurred. Allocation of costs, such as depreciation and amortization, are recorded in the accompanying Statement 
of Activities, but are not recorded in the accompanying GFFS. 
 

C. Stewardship, Compliance, and Accountability 
 
Budgetary Information 
 
The Municipality's annually adopts the Budget Resolution for all operating funds of the Municipality except for 
certain restricted accounts (Unassigned Fund Balance up to the maximum of cash available). Budgetary control is 
legally maintained at the fund level. The budget is prepared using the modified accrual basis of accounting with 
encumbrance included as budgetary basis expenditures. Unexpended appropriations at the end of the fiscal year 
generally lapse. However, they may be re-appropriated for expenditures in the following fiscal year. 
 
The Municipalityôs Budget Resolution provides transfer authority (1) to the Mayor and the Management and Budget 
Director, within and between departments and funds, as long as the total budget of the Municipality (net of interfund 
transfers) is not increased; (2) to the Management and Budget Director to implement grant budgets as the grant 
applications are accepted by the Municipality; and (3) to the Management and Budget Director to amend (re-
appropriate) each new yearôs budget, to the extent of outstanding encumbrances, and/or unexpended project/grant 
appropriations at year end. Municipalityôs Legislature action is required for (1) use of the budgeted Legislature 
contingency, and (2) the approval of a supplemental appropriation(s). During the year, several supplemental 
appropriations were necessary. 
 
For budgetary purposes, encumbrance accounting is utilized to the extent necessary to assure effective budgetary 
control and accountability and to facilitate effective cash planning and control. The encumbrances (i.e., purchase 
orders, contracts) are considered expenditures when incurred. For GAAP reporting purposes, encumbrances 
outstanding at year-end are reported as assigned fund balances and do not constitute expenditures or liabilities 
because the commitments will be honored during the subsequent year. In addition, under the budgetary basis of 
accounting, revenues are recorded when cash is received. 
 
The unencumbered balance of any appropriation at the end of the year will lapse at the end of such fiscal year. 
Other appropriations, mainly capital project appropriations, are continuing accounts for which the Municipal 
Legislature has authorized that an unspent balance from the prior year be carried forward and made available for 
current spending. 
 
The Municipality follows these procedures, in accordance with law, in order to establish the budgetary data reflected 
in the Schedule of Revenues and Expenditures Budget and Actual ï General Fund: 

continue 
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES ð continuation 
 
Original Budget 
 

1. Prior of May 15 of each fiscal year, the Mayor submits to the Municipal Legislature a proposed budget for 
the fiscal year commencing the following July 1 in addition of a budget message. 

 
2. The budget document is available for public inspection prior to its approval by the Municipal Legislature. 
 
3. The Office of the Commissioner of Municipal Affairs examines the budget to verify if it complied with the 
lawôs standards and sends it to the Mayor for any comments or recommendation before the limited date 
establishes by the Law. 

 
4. Prior to June 13, the annual budget is legally enacted through passage of the annual appropriation 

ordinance to be effective on July 1. 
 
Since the budgetary basis differs from accounting principles generally accepted in the United States of America 
(GAAP), actual amounts for the General Fund in the accompanying Schedule of Revenues and Expenditures 
Budget and Actual ï General Fund, is presented on the budgetary basis to enhance comparability. 
 
Final Budget 
 
The final budgetary data presented in the Schedule of Revenues and Expenditures Budget and Actual ï General 
Fund reflects the following changes to the original budget: 
 

1. Certain annual appropriations are budgeted on a project basis. If such projects are not completed at the 
end of the fiscal year, unexpended appropriations, including encumbered funds, and unexpended grant 
appropriations, are carried forward to the following year. In certain circumstances, other regular annual 
appropriations may be carried forward after appropriate approval. Annually appropriated funds, not 
authorized to be carried forward, lapse at the end of the fiscal year. Appropriations carried forward from 
the prior year are included in the final budgetary data. 

 
2. Appropriations may be adjusted during the year with the approval of the Mayor and the Municipal 

Legislature, e.g. supplemental appropriations. Additionally, the Mayor is authorized to make certain 
transfer of surplus within the departments. Such adjustments are reflected in the final budgetary data. 

 
The Annual Appropriation Ordinance adopts the budget at the character level of expenditure within 
departments. As described above, the Mayor is authorized to make certain transfers of appropriations 
within departments. Accordingly, the legal level of budgetary control by the Municipal Legislature is the 
department Level. 
 

The principal differences between the budgetary and GAAP bases are the following: 
 

1. Encumbrances are recorded as expenditures under the budgetary basis and as restricted, committed and 
assigned fund balances under GAAP. 
 

2. Interfund transactions of the General Fund are not included in the budgetary basis. 
 

3. Certain accrued liabilities and other debts are not included in the budgetary basis. 
 

4. Certain revenues susceptible to accrual, i.e., both measurable and available, are not included in the 
budgetary data. 

continue 
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES ð continuation 
 

The Special Revenue Fund has not been included in the budgetary comparison because balances are not 
budgeted. Also the budget prepared for the Federal Financial Awards Programs included in the Capital Projects 
and Special Revenue Funds is based on a program period which is not necessarily the same fiscal year. 
Accordingly, itôs not practical to present an annual comparison of budget for such programs. 
 

D. Assets, Liabilities, and Net Position 
 

1) Cash, Cash Equivalents, Cash with Fiscal Agent, and Investment 
 
The Municipalityôs cash are composed of demand deposits in commercial banks, demand deposits in the 
Governmental Development Bank of Puerto Rico (GDB), and cash equivalents in commercial banks. The 
Municipality has adopted the Statement of Uniform Investment Guidelines for the Municipalities of the 
Commonwealth of Puerto Rico, issued by the GDB as promulgated by Act No. 113 of August 3, 1995. The 
Finance Director of the Municipality, follow the guidelines, is responsible for investing the available resources 
in certificates of deposit and other short-term investments. Investments are made from the available combined 
funds of the Municipality and, accordingly, it is not practical to disclose certificates of deposit and other short-
term investments individually by fund in the combined financial statements. Interest earned on certificates of 
deposit and other short-term investments are recognized as revenue in the General Fund in accordance with 
amount invested. Cash in the Special Revenue and Capital Project Funds are restricted; accordingly, resources 
available were not used for pool investments. Cash Equivalents are investments with an original maturity of 90 
days or less. 
 
Cash with Fiscal Agent in the Debt Service Fund represents special additional property tax collections retained 
by the GDB, deposit in the GDB and restricted for the payment of the Municipalityôs debt service, as established 
by law. Cash with Fiscal Agent in other governmental funds consists of undisbursed proceeds of certain bonds 
issued for the acquisition and construction of major capital improvements, or grants which are maintained in a 
cash custodian account by the GDB. This sinking fund is maintained by the GDB, agency which acts as the 
insurer and payer of the Municipalityôs bonds and notes issued in accordance with law. 
 

2) Receivables and Payables 
 
Activity between funds that are representative of lending/borrowing arrangements outstanding at the end of 
the fiscal year are referred to as either ñdue to/from other fundsò (i.e., the current portion of interfund loans) or 
ñadvances to/from other fundsò (i.e., the non-current portion of interfund loans). All other outstanding balances 
between funds are reported as ñdue to/from other funds.ò 
 
Advance between funds, as reported in the fund financial 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 available financial resources. 
 
Receivables consist of all revenues earned but not collected at June 30, 2014. These account receivables are 
shown net of estimated allowances for uncollectible accounts, which are determined upon past collection 
experience, historical trends, and current economic conditions. Receivables represent mostly contributions 
from sales and usage taxes corresponding to June revenues collected during July and August 2014. 
Intergovernmental receivables in the other governmental funds represent amounts owed to the Municipality for 
reimbursement of expenditures incurred pursuant to federally funded grant and contributions and state 
appropriations, and the amount in the debt service fund represents the distribution of property tax collected 
which is restricted for the debt service. 
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES ð continuation 
 

Accounts payable represent amounts, including salaries and wages, owed for goods and services received 
prior to year-end. 
 

3) Inventories 
 
The Municipality used the purchase method to account for the purchases of office and printing supplies, 
gasoline, oil and other expendable supplies held for consumption. This method records items as expenditures, 
in the appropriate fund, when they are acquired and, accordingly, the inventory is not recorded in the basic 
financial statements. 
 

4) Capital Assets 
 

Capital assets acquired or constructed, whether owned by governmental activities are recorded and 
depreciated in the government-wide financial statements. No long-term capital assets or depreciation are 
shown in the governmental funds financial statements. 
 
Capital assets, include public domain infrastructure (e.g., roads, bridges, sidewalks and other assets that are 
immovable and of value only to the Municipality). Capital assets with an individual cost of $40,000 or more are 
recorded at cost or estimated historical cost if purchased or constructed. Capital assets under this amount are 
capitalized if the estimated life of assets is extended by more than 25%, the cost results in an increase in the 
capacity of the asset, the efficiency of the assets is increased by more than 10%, significantly changes the 
character of the assets or in the case of streets and roads-if the work done impacts the ñbaseò structure. 
Donated capital assets are recorded at the estimated fair value at the date of donation. Equipment and other 
with a cost of $100 or more are recorded at cost or estimated historical cost. 
 
The cost of normal maintenance and repairs that do not add to the value of the capital asset or extend capital 
assets lives are not capitalized. Major improvements are capitalized and depreciated over the remaining useful 
lives of the related capital assets. Finally, major outlays for capital assets and improvements are capitalized as 
the projects are constructed. 
 
When capital assets that are to be used in governmental activities are purchased or constructed, the resources 
expended for those assets are reported as expenditures in the governmental funds within the capital outlays 
and included as additions in the roll-forward activity of the capital assets in the GWFS. However, in the 
Statement of Activities, the cost of those assets is allocated over the estimated useful lives and reported as a 
depreciation expense. As a result, fund balance decrease by the capital outlays balance ï the amount of 
financial resources expended, whereas net position decreases by the amount of depreciation expense charged 
for the year. 
 
Capital assets are depreciated using the straight-line 
method over the following estimated useful lives: 
 
Depreciation and amortization expense of capital assets 
is recorded as a direct expense of the function/program 
specifically identified with the asset. Depreciation and 
amortization of infrastructure is not allocated to various 
function/programs but reported as direct expense of the 
public works function. 
 
 
 

continue 

 

CAPITAL ASSETS YEARS

Facilities and Improvements 10-40

Buildings and Improvements 10-50

Infrastructure 10-50

Equipment and Vehicles 5-20

Work of Art (Inexhaustible) N/A
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES ð continuation 
 
The accounting policy for Works of Art is that they are capitalized at their historical cost or fair value at date of 
donation whether they are held as individual items or in a collection. Capitalized collections or individual items 
that is exhaustible, such as exhibits whose useful lives are diminished by display or educational or research 
applications, are depreciated over their estimated useful lives. Depreciation is not required for collections or 
individual items that are inexhaustible. At June 30, 2014, all Work of Art are considered inexhaustible. 
 
Impaired capital assets that will no longer be used by the Municipality, if any, are reported at the lower of 
carrying value or fair value. Impairment losses on capital assets with physical damages that will continue to be 
used by the Municipality are measured using the restoration cost approach. Impairments of capital assets that 
are subject to a change in the manner or duration of use, or assets affected by enactment or approval of laws 
or regulations or other changes in environmental factors or assets that are subject to technological changes or 
obsolescence, if any, are measured using the service units approach. 
 
The Municipality is prevented legally from entering into obligations extending beyond one fiscal year, and most 
lease agreements entered by the Municipality contain fiscal funding clauses or cancellation clauses that make 
the continuation of the agreements subject to future appropriations. The Municipalityôs lease agreements do 
not include contingent rental payments no escalation clauses. Accordingly, lease payments are recorded in 
the GWFS as expense when incurred. 
 

5) Deferred Outflows/Inflows of Resources 
 
In addition to assets, the Statement of Net Position will sometimes report a separate section for deferred 
outflows of resources. This separate financial statement element, deferred outflows of resources, represents 
a consumption of net position that applies to a future period(s) and so will not be recognized as an outflow of 
resources (expenses/expenditures) until then. There are no amounts classified as deferred outflows of 
resources at June 30, 2014. 
 
In addition to liabilities, the Statement of Net Position will sometimes report a separate section for deferred 
inflows of resources. This separate financial statement element, deferred inflows of resources, represents an 
acquisition of net position that applies to a future period(s) and so will not be recognized as an inflow of 
resources (revenue) until that time. The Municipality has no items that qualify for reporting in this category. 
 
The Municipality has items, which arises only under a modified accrual basis of accounting that qualifies for 
reporting in deferred inflows of resources. Accordingly, the items, unavailable revenue, is reported only in the 
governmental funds Balance Sheet. The governmental funds report unavailable revenues from three sources: 
Christmas Bonus Reimbursement and Liquidation from Municipal Revenue Collection Center (MRCC), both 
from the Commonwealth, and Federal Grants. This amount is deferred and recognized as an inflow of 
resources in the period that the amount become available. 

 
6) Unearned Revenues 

 
In the GWFS, unearned revenues arise only when the Municipality receives resources before it has a legal 
claim to them. In the GFFS, arises when the following situations occur: potential revenue does not meet both 
the measurable and available criteria for revenue recognition in the current period. 
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES ð continuation 
 

7) Long-Term Obligations, Bonds Issuance Costs, and Premium or Discount 
 
The liabilities reported in the GWFS include the general and special obligation bonds, long-term notes, other 
noncurrent liabilities (e.g., vacation, sick leave, claims and judgments, noncurrent liabilities to other 
governmental entities and third parties, and landfill post closure care costs). Bond premiums and discounts, if 
any, are deferred and amortized over the life of the bonds using the effective interest method. Bonds payable 
are reported net of the applicable bond premium or discount, if any. As per GASB Statement No. 65, Bond 
Issuance Costs incurred are reported as expense in the fiscal year incurred. 

 
In the GFFS, governmental fund types recognize bond premiums and discounts, if any, as other financing 
sources and uses, respectively, and bond issuance costs as debt service expenditures. Issuance costs, 
whether or not withheld from the actual debt proceeds received, are reported as debt service expenditures. 
Expenditures for principal and interest payments for governmental fund general and special obligations bonds 
are recognized in the Debt Service Fund when due. 
 

8) Compensated Absences 
 
The Municipality accrues accumulated unpaid vacation and sick leave and associated employee-related costs 
when earned (or estimated to be earned) by the employee. The Municipalityôs employees are granted 30 days 
of vacations and 18 days of sick leave annually. Vacations may be accumulated up to a maximum of sixty (60) 
days and sick leave up to a maximum of ninety (90) days. In the event of employee resignation, the employee 
is paid for accumulated vacation days up to the maximum allowed at the current rate. Separation from 
employment prior to use of all or part of the sick leave terminates all rights for compensation, except for 
employees with ten years of service who are entitled to sick leave pay up to the maximum allowed. The 
Municipality accrued a liability for compensated absences, which meet the following criteria: (1) the 
Municipality's obligation relating to employee's rights to receive compensation for future absences is 
attributable to employee's services already rendered; (2) the obligation relates to rights that vest or accumulate; 
(3) payment of the compensation is probable; and (4) the amount can be reasonably estimated. 
 
In accordance with the above criteria and requirements in conformance with GASB Accounting Standards 
Codification Section C60, Compensated Absences, the Municipality has accrued a liability for compensated 
absences, which has been earned but not taken by Municipalityôs employees, including its share of social 
security and Medicare payments made on behalf of the employees in the accrual for vacation and sick leave 
pay using salary rates effective at June 30, 2014. All vacation pay is accrued when incurred in the GWFS. For 
the GWFS, the current portion is the amount estimated to be used in the following year. For the GFFS, all of 
the compensated absences are considered long-term and therefore, are not a fund liability and represents a 
reconciling item between the fund level and government-wide presentations. Also, GFFS record expenditures 
when employees are paid for leave or the balance due in accrued upon the employeeôs separation from 
employment. 
 

9) Claims and Judgments 
 

The estimated amount of the liability for claims and judgments, if any, which is due on demand, such as from 
adjudicated or settled claims, is recorded in the General Fund when the liability is incurred. The Noncurrent 
Liabilities includes an amount estimated as a contingent liability or liabilities with a fixed or expected due date, 
which will require future available financial resources for its payment. 
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10) Accounting for Pension Costs 
 

The Municipality accounts for pension costs from the standpoint of a participant in a multiple-employer cost-
sharing plan. Accordingly, pension costs recognized in the accompanying basic financial statements are equal 
to the statutorily required contributions, with a liability recorded for any unpaid required contributions. 
 

For the purpose of applying the requirements of GASBS No. 27, as amended, the state government of the 
Commonwealth is considered to be the sponsor of the Employeesô Retirement System of the Government of 
the Commonwealth of Puerto Rico (ERS), a multiemployer cost-sharing defined benefit pension plan and 
Defined Contribution Hybrid Program, in which the employees of the Municipality participate. The Municipality 
is considered a participant, and not a sponsor, of these retirement systems since the majority of the participants 
in the aforementioned pension trust funds are employees of the Commonwealth and the basic financial 
statements of such retirement systems are part of the financial reporting entity of the Commonwealth. Act No. 
3 was enacted on April 4, 2013, amended the Act No. 447 for the purpose of establishing a major reform of 
the ERS effective on July 1, 2013 (see Note 16). 
 

Also, the Municipality participates in a contributory defined contribution plan named ñPrograma Head Start 
Municipio Autónomo de Caguas Money Purchase Planò. 
 

11) Net Position/Fund Balance 
 

A) Net Position 
 

Net position represent the difference between assets, plus deferred outflows of resources less liabilities, 
and deferred inflows of resources is ñNet Positionò on the GWFS. 
 

¶ Net Investment in Capital Assets ï These consists of capital assets, net of accumulated depreciation 
and amortization, reduced by the outstanding balances of bonds payable, notes payable and other 
debts that are attributed to the acquisition, construction or improvements of those assets. For the 
purposes of determining the outstanding debt attributed to capital assets, the total long-term debt 
related to the acquisition, construction or improvements of capital assets has been reduced by any 
related unspent debt proceeds and any related unamortized debt issuance costs. In addition, the 
outstanding debt attributed to capital assets does not include accrued interest payable, non-capital 
accrued liabilities, inter-fund loans and other financial assets. 

 

Net Investment in Capital Assets is comprised of the following: 
 

 Governmental 
 Activities 
 

Capital Assets, Net of Accumulated Depreciation ..........................  $449,233,047 
Outstanding Balance on Related Debt ...........................................  (187,908,006) 
Unspent Capital Debt Proceeds .....................................................      16,036,529 
 

Net Investment in Capital Assets ...................................................  $277,361,570 
 

¶ Restricted Net Position ï These result when constraints placed on net position use are either 
externally imposed by creditors, grantors, contributors, and the like, or imposed by law through 
constitutional provisions or enabling legislation. 
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES ð continuation 
 

¶ Unrestricted Net Position ï These consists of net position which does not meet the definition of the 
two preceding categories. Unrestricted net position often is designated, to indicate that management 
does not consider them to be available for general operations. Unrestricted net position often has 
constraints on resources that are imposed by management, but can be removed or modified. 

 
Net Position Flow Assumption 
 
Sometimes the Municipality will fund outlays for a particular purpose from both restricted (e.g., restricted 
bond or grant proceeds) and unrestricted resources. In order to calculate the amounts to report as 
restricted ï net position and unrestricted ï net position in the government-wide fund financial statements, 
a flow assumption must be made about the order in which the resources are considered to be applied. It 
is the Municipalityôs policy to consider restricted ï net position to have been depleted before unrestricted 
ï net position is applied. 
 

B) Fund Balance 
 
Fund Balance Classification 
 
Fund balances for the governmental funds are reported in classifications that comprise a hierarchy based 
on the extent to which the Municipality honors constraints on the specific purposes for which amounts in 
those funds can be spent. 
 
The nonspendable classification contains amounts not in spendable form or legally or contractually 
required to be maintained intact. Restricted amounts contain restraints on their use externally imposed by 
creditors, grantors, contributors, or laws or regulation of other governments; or imposed by law through 
constitutional provisions or enabling legislation. Committed amounts can only be used for specific 
purposes imposed by formal action of the Municipalityôs highest level of decision-making authority. The 
highest level of decision-making authority is the Municipal Legislature and it takes a resolution to establish 
a fund balance commitment. Amounts intended to be used for specific purposes are assigned. 
Assignments should not cause deficits in the Unassigned Fund Balance. Unassigned Fund Balance is the 
residual classification for the General Fund. 
 
Fund Balance Flow Assumption 
 
Sometimes the Municipality will fund outlays for a particular purpose from both restricted and unrestricted 
resources (the total committed, assigned, and unassigned fund balance). In order to calculate the amounts 
to report as restricted, committed, assigned, and unassigned fund balance in the GFFS a flow assumption 
must be made about the order in which the resources are considered to be applied. It is the Municipalityôs 
policy to consider restricted fund balance to have been depleted before using any of the components or 
unrestricted fund balance. Further, when the components of unrestricted fund balance can be used for the 
same purpose, committed fund balance is depleted first, followed by assigned fund balance. Unassigned 
fund balance is applied last. 
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Fund Balance Policy 
 
The Municipality believes that sound financial management principles require that sufficient funds be 
retained by the Municipality to provide a stable financial base at all times. To retain this stable financial 
base, the Municipality needs to maintain a General Fund balance sufficient to fund all cash flows of the 
Municipality, to provide financial reserves for unanticipated expenditures and/or revenue shortfalls of an 
emergency nature, to provide funds for the disparity in timing between the collection of property taxes and 
other main income. The purpose of this policy is to specify the size and composition of the Municipalityôs 
financial reserves and to identify certain requirements for replenishing any fund balance reserves utilized. 
 
Restrictions of Fund Balance 
 
Restrictions of fund balance represent portions of fund balances that are legally segregated for a specific 
future use or are not appropriable for expenditure. The Municipality has implemented the provisions of the 
GASB Statement No. 54, Fund Balance Reporting and Governmental Fund Type Definitions as of July 1, 
2010, in which it is required to classify and report amounts in the appropriate fund balance classification 
by applying their accounting policies that determine whether restricted, committed, assigned, and 
unassigned amounts are considered to have been spent. 
 
Policy on Committing Funds 
 
It is the policy of the Municipality that fund balance amounts will be reported as ñCommitted Fund Balanceò 
only after formal action and approval by Municipal Legislature. The Municipal Legislature has the authority 
to separate funds for specific purposes. Any separate fund as Committed Fund Balance requires the 
adoption of a resolution by a simple majority of votes. The adoption of the resolution should be carried out 
before June 30 of the fiscal year to implement. If the actual amount of the commitment is not available 
through June 30, the resolution should establish the process or formula required to calculate the exact 
amount as soon as information is available in the following fiscal year. 
 
For example, the Municipal Legislature may approve a resolution prior to year-end financial statements, if 
available, up to a specified dollar amount as Committed Fund Balance for capital projects. The exact dollar 
amount to be reported as Committed Fund Balance for capital projects may not be known at the time of 
approval due to the annual financial audit not yet being completed. This amount can be determined at a 
later date when known and appropriately reported within the year-end financial statements due to the 
Municipal Legislature approving this resolution before year-end. 
 
It is the policy of the Municipality that the Municipal Legislature may commit fund balance for any reason 
that is consistent with the definition of Committed Fund Balance. Examples of reasons to commit fund 
balance would be to display intentions to use portions of fund balance for future capital projects, 
stabilization funds, or to earmark special General Fund revenue streams unspent at year-end that are 
intended to be used for specific purposes. 
 
After approval by the Municipal Legislature, the amount reported as Committed Fund Balance cannot be 
reversed without utilizing the same process required to commit the funds. Therefore, it is the policy of the 
Municipality that funds can only be removed from the Committed Fund Balance category after resolution 
and approval by the Municipal Legislature. 
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Policy on Assigning Funds 
 
Funds that are intended to be used for a specific purpose but have not received the formal approval action 
at the Municipal Legislature level may be recorded as Assigned Fund Balance. Likewise, redeploying 
assigned resources to an alternative use does not require formal action by the Municipal Legislature. 
Having reviewed the requirements for assigning fund balance, therefore, is the policy of the Municipality 
that Mayor shall have the authority to assign fund balance of the Municipality based on the intentions of 
the use of funds by the Municipal Legislature. In addition, the Mayor can delegate to the Finance Director 
or other employee of the Municipality, the authority to assign the funds. 
 
Policy on Unassigned General Fund Balance 
 
It is the goal of the Municipality to achieve and maintain an Unassigned General Fund Balance equal to 
15% of budgeted expenditures. The Municipality considers a balance of less than 10% to be a cause for 
concern, barring unusual or deliberate circumstances, and a balance of more than 20% as excessive. An 
amount in excess of 20% is to be considered for reservation to accumulate funding for the purchase of 
machinery and equipment, for capital projects, and/or reduces tax levy requirements, and shall be 
determined in conjunction with the annual budget process. In the event that the Unassigned General Fund 
Balance is less than the policy anticipates, the Municipality shall plan to adjust budget resources in the 
subsequent fiscal years to restore the balance. Appropriation from Unassigned General Fund Balance 
shall require the approval of the Municipal Legislature and shall be only for specific disbursements, such 
as one-time expenditures and capital asset purchases, and not for ongoing expenditures unless a viable 
plan designated to sustain the expenditures is simultaneously adopted. The Municipality hasnôt met its 
GASB 54 fund balance targets at June 30, 2014. 
 
Prioritization of Fund Balance Use 
 
In circumstances where the payment is for a purpose that quantities are available in multiple classifications 
of funds balance, the order in which resources will be used shall be as follows: Restricted Fund Balance, 
followed by Committed Fund Balance, Assigned Fund Balance, and last but not least, Unassigned Fund 
Balance. 
 
 
 
 
 
 
 
 
 

This space is intentionally left in blank. 
 
 
 
 
 
 
 
 
 

continue 


