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6"rh, fr,. Oa* J6rrd*
Certified Public Accountant MEMBER:

Ametican lnstitute of Certified Public Accountants

Puerto Rico Society of Certified Public Accountants

INDEPENDENT AUDlTOR'S REFORT

To the Honorable Mayor and
Municipal Legislative Body

MunicipaliW of Adiuntas
Adiuntas, Puerto Rico

We have audited the financial statements of the governmental activities, each major funds, and the

aggregate remaining fund information of the Municipality of Adjuntas as of and for the year ended June 30,

2010 which collectively comprise the basic financial statements as listed in the table of contents. These

financlal statements are the responsibility of the Municipality's management. Our responsibility is to
express an opinion on these financial statements based on our audit. We did not audit the financial

statements of the business-type activities. Those statements were audited by other auditors whose report

have been furnish to us, and in our opinion, insofar as it relates to the amounts included for Valle Verde

Project, are based solely on the report of the other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audit contained in Governmental Audits 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 includes examining, on a test basis, evidence supporting the amounts and

disclosures in the financial statements. An audit also includes assessing the accounting principles used and

significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinions.

ln our opinion, based on our audit and the report of other auditors, the financial statements referred to
above present fairly, in all material respect the respective financial position ofthe governmental activities,

the business type activities each major funds, and the aggregate remaining fund information of the
Municipality of Adjuntas as of June 30, 2010, and the respective changes in financial position for the year

then ended in conformity with accounting principles generally accepted in the United States of America.



INDEPENOENT AUDITORS REPORT (CONTINUED):

ln accordance with Governmental Auditing Standards, we have also lssued our report dated December 20,

2010, on our consideration ofthe Municipality of Adjuntas' internal control over financial reportinB and on

our tests of its compliance with certa in 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 ofthat testing, and not to provide an opinion on internal

control over financial reporting or on compliance. That report is an Integral part of an audit performed in

accordance with Governmental Auditing Standards and should be considered in assessing the results of our

audlt.

Accounting principles generally accepted In the United States of America require that the management's

discusslon and analysis and budgetary comparison information on pages 3 through 12 and 42 through 44 be

presented to supplement the basic financial statements. Such information, although nota part ofthe basic

financial statements, is required by the 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
Americ,, which consisted of inquiries of management about the methods of preparingthe information and

comparing the information for consistency with management's responses to our inquiries, the basic financial

statements, and other knowledge we obtained during our audit ofthe 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.

CARLOS R. DIAZ
col{ruon PlxlEolu

POEBIO CO
December 20, 2010
Aguas Buenas, Puerto Rico

License No. 1339
Expire December 1, 2013

The stamp No. 2564392 of the Puerto Rico

Society of Certified Public Accountants was

affixed to the original of this report.



COMMONWEATH OF PUERTO RICO

MuNtctPAL[Y OF ADJUMTAS

MA AGEMEMfS DTSCUSSTO AND ANATYSIS (UNAUDmD)

FoRTHE YEAR E DED JUNE 30,2O1O

MANAGEMENT AND DISCUSSION ANALYS]S

Our discussion and analysis of the Municipality of Adjuntas (Municipality) financial performance provides an

overview of the Municipality's financial activities for the year ended June 30, 2010. Please read it in
conjunction with the financial statements, which begin on page 14.

FINANCIAI HIGHTIGHTS

The Municipality has reported assets amounting to 533.6 million in the accompanying statement of net

assets, of which most significant are capital assets and cash and cash equivalents amounting to 521.42

million and 59.70 million respectively.

Also, the Statement of Net Assets for the Governmental Activities of the Municipality shows 517.01

millions in capital assets without debts. lt represents that the capital assets ofthe Municipality are not
pledged with neither long nor short-term llabilities.

The Municipality has defendant of a lawsuit filed by approximately 82 indivlduals who claims political

harassment and discrimination. During June 30, 2OOS the Municipality paid S1,355,000 under

operational loans to 20 out of 82 plaintiffs. On November 2005 the jury determined in favor of the 62

plaintiffs for the amount of 512,500,000. This sum must be paid within one hundred and twenty days

from entry of this judgment. During fiscal year 2OO7 the Municipality paid 5519,000 under operational

loan to distribute to 62 plaintiffs. ln 2OO8 the Municipality paid 5533,000 and in the fiscal year 2010 the
Municipality paid 5632,OOO to the plaintiffs. Subsequentto year ended,the Municipality obtained a loan

of 56,023,000 for the payment of this liability.

. During the year, the Municipality reported revenues of 58.08 million in the General Fund of total
revenues restricted and unrestricted of 512.82 million.

o The Municipality has reported total expenses amounting to 59.92 million in the accompanying statement

of activities.

USING THIS ANNUAT REPORT

This annual report consists of a series of financial statements. The Statement of Net Assets and the
Statement of Activities (on page 15 through 17) provide information about the activities ofthe Municipality

as a whole and present a long-term view of the MunicipaliVs finances. Fund financial statements start on

page 20. For governmental activities, these statements tell how these services were financed in the short
term as well as what remains for future spending. Fund financial statements also report the Municipalities'

operations in more detail than the government-wide statements by providing information about the
Municipality's most significant funds.



COMMONWEATH OF PUERTO RICO

MuNrcrPAtrv Or ADJUMTAS

MaNAGEM€rsr"s DrscussroN AxD ANAtysE (UNAUDmol

FOR THE YEAN ENDED JUiIE 30, 2O1O

Overview of the Basic Financial Statements

The Municipali!/s financial statements include three components:

1. the government-wide financial ,t"t"r"ni,
2. the fund financial statements
3. notes of the financial statements

These components are described below:

Government-wide financial statement: The Government-Wide Financial Statements are designed to
provide to readers with a broad overview of the Municipalivs operations and finance as a whole in a

manner similarto private-sector business. These statements provide short-term and lon8-term information

about the Munlcipality's financial positlon, which assist the Municipaliq/s management to determine the

economic condition at the end of the fiscal year. These financial statements are prepared using the flow of
economic resources measurement focus and the accrual basis of accounting. This baslcally means that these

financial statements follow methods that are similar to those used by most businesses. They take into

account all revenues and expenses connected with the fiscal year ended June 30, 2010 even if cash involved

have not been received or paid. The Government-Wide Financial Statements include: (1) the Statements of
Net Assets and (2) the Statement of Activities.

The Statement of Net Assets and the Statement of Activities

The Statement of Net Assets and the Statement pf Activities report information about the Municipality as a

whole and about its activities. These statements include o// assets and liabilities usingthe dccrual bosis of
occounting, which is similar to the accounting used by most private-sector companies. All of the current
yea/s revenues and expenses are taken into account regardless of when cash is recelved or paid.

These two statements report the Municlpali!/s net ossets and changes in them. You can think of the
Municipaliqy's net assets, the difference between assets and liabilities, as one way to measure the
Municipaliq/s financial health, orln onciol position. over time, ircreos es or decreosesinthe Municipali!/s
net assets are one indicator of wheth er its finonciol health is improving or deteriorating. You will need to
consider other non-financial factors, however, such as changes in the Municipalit/s property tax base and

the condition of the roads, to asses the overoll health ol the Municipality of Adjuntas.

The Statement of Net Assets and the Statement of Activities are divided into:

. Governmental activities - Most of the MunicipaliVs basic services are reported here, including the
municipal police, public works, garbage disposal, public energy and health services, and general

administration. Property taxes, munlcipal license tax, state and federal grants finance most of these

activities.

. Business-type Activities -The Business-type Activities include the operations ofValle Verde Project, a low

income residentlal project.



COMMONWEATH OF PUERTO RICO

MUNIcIPATTTY OF ADJUNTAS

MANAGEME t'S DTSCUSSTON A D Ar{ALYSlS (UNAUDmD)

FORTHE YEAR ENDEDJUNE 30, 2O1O

Fund Financial Statement; Report the financial position and results of operations of the Municipaliq/s
governmental funds. The Fund Financial statement components are the Balance Sheet-government funds

and the Statements of Revenues, Expenditures and Changes in Fund Balance. The Fund financial statements
provide detailed informatlon about the most significant funds, not the Municipality as a whole. Some funds

are required to be established by bond covenants.

The M unicipaliVs basic services are reported in the governmental funds, that uses an accounting approach

which focus on how money flows into and out of those funds and the balances left at year-end that are

available for spending. These funds are reported using an accounting method called modified occrual

accounting, which measures cash an d all other finonciol assets that can readily be converted to cash. The

governmental fund statements provide a detailed short-term view of the Mu n icipa litry's generalgovernment

operations and the basic services it provides. Governmentalfund information helps you determine whether

there are more or fewer financial resources that can be spent in the near future to finance the Municipalivs
proBrams. We describe the relationship (or differences) between Bovernmental octivit es (reported in the
Statement of Net Assets and the Statement of Activities) and governmental/unds in a reconciliation on this
report.

Notes to the Basic Financial Statement: The notes provide additional information that is essential to a full
understanding of the data provided in government-wide and the fund financial statements.

THE MUNICIPALITY A5 A WHOLE

The Municipality's combined net assets increased in the current year by S 4.39 millions, to total 54.55
mlllion at end ofyear. Table 1 and 2 focus on the net assets and changes In net assets ofthe Municipality's
governmental and business.type activities for the current year.

TABTE 1

Net Assets
(in million)

Current and other assets

Capital assets

Total assets

Long-term debt outstanding

Other liabilities

Total liabilities

Net assets:

lnvested in capital assets, net of related debt

Restricted for:
Debt services

Capital project

Other specified purpose

Unrestricted

Net Assets

2009

s 12.30

t7.80

S 30.10

(72.o31

(3.s1)

S (2s.s4)

10.67

0.53

o.62
(7.37)

s---4rs

2010

5 12.22

2L.47

s 33.54

(21.10)

(4.341

S(2s.44)

18.32

0.89

4.08

2.43
l17.s2]-

s 820
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TABTE 2
ClIAilGES IN NET ASSETS

(lnMlllbn)

Revenues
Program revenues:

Charges for services
Operating grants and contributions
Capital grants and contributions

General revenues:
Property taxes
Municipal License tax
Gants and entitlements
Other income

Total Revenues

Program Expenses:
General Administration
Public safety
Education
Public works
Health and welfare
Housin8 and other

Total Expenses

lncrease in Net Assets

2lJ,,9

s 0.43
L.32
3.57

1.05
2.28
6.13
0.36

s1s.14

S s.or
o.47
0.78
1.09
2.05
0.32
9.72

s_5,42

t.20
t.76
5.78
0.26

s13.s7

S 4.91
0.64
0.80
1.10
1.90
o.s7
9.92

s-3-6s

2010

S o.4s
1.58
2.54



COMMONWEATH OF PUERTO RICO

MUNICIPALITY OF ADJUiITA5

MANAGEMENf s DISCUSSIOIII AND ANATYSE (UNAUD]TED)

FOR THE YEAR ENDED JUNE 30, 2O1O

Net assets of the Municipaliqy's governmental activities increased by $3.65 millions in the current year.

IJnrestricted net assets is the part of net assets that can be used to finance day-to-day operations without

constraints established by debt covenants, enabling legislation or other legal requirements.

Financial analysis of the Municipalivs Governmental Funds

The Municipality uses fund accounting to ensure and demonstrate compliance with finance-related legal

requirements. The focus ofthe Municipalitr/s governmental fund isto provide information on near-term

inflow, outflow, and balance of spend able resources. Such information is useful in assessing the

Municipality's financial req uirements. ln particular, unreserved fund balance may serve as a useful measure

of a govern ment's net resources available for spending at the end of fiscal year.

Governmental Activities

The principal revenues of the Municipality are composed of property taxes and grant contributions. The

Mayor of the M unicipality of Adjuntas continued with a n aggressive collectlons procedure especially in the
property taxes area and submitted state and federal proposals to get competitive grant awards. Also, the
Mayor of the Municlpality implemented an adequate budget control and record keeping, which benefits the
Municipality in its management decisions and operations.

Expenses during the fiscal year ended June 30, 2010 was substantially related to the following:

TABTE 3

Governmental Activities
(in Million)

Total expenses

General Government

Public Safety

Public Work

Health and welfare

lnterest on long term debt

Totals

2009 2070

ss.or s4.s1

o.47 0.64

1.09 .08

z.o5 1.90

o.32 0.56

s9J2 5911

Culture, recreation and educatlon 0.78 1.10
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o-78,

trGorBrd Gorgtrnent

ltuDlic Saftty

ltublb Yvort

lculirrc ad r€clrdlion

EHdratdrcltalt

Elrffi on long+rm deu
r.00, r

0.56, 6%

lconsrdM

trPlaabSeHy

Ihnffc Wort

ECdtu?drEqdi.xr

lH€llh and !.elAE

Elnbrt6t q| lor|gFbrtt deI

The cost of allgovernmental activities this year was 59.91 million compared to 59.72 million last year. Table

2 presents the cost of each of the Municipality of Adjuntas largest proBrams.

The major sources ofgeneral revenue are property taxes, municipal sales taxes, and Brant and contributions
not restricted, whk$ in total represent s12.57 and 59.rt6 of all rwenues in 2o1o and 2009, respectively.

Totrl ErpeGc 2010 34.91

0.8, 8%
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Mlilc'TT'TYOFADE'I|IIS

mflrcCr.alfs DGdM. AD Af,rr}sts lt HromDl
FornrYErnaoCoItr3l,,2mO

IABE/T
Gorcmmenal Actfuttlcr

0nUfloil
Gen€ral Rarcilrc3
BI tmior 3orrrcet

Property taxes

Municipal Llcense tax6
Grants ard @rtributions

Totals

20to

s1.20
L.76
5.78

sEZt

N'

Sr.os
2.28
5.13

ss,46

TAAE5
Govlrnmeflt l A.tlulths

(ln trlll[onl

Prqram Revemes
br malor souree

Charges for service
Operating Grants and Contributbn
CapiDal Grants and Contributions

Totals

Clll[ralorlrtb. Op.rdleffi C.9XJGl ll3&
.{ Co ritiion Cd rltdonr

Nlo

s .rt4
1.58
2.il

sAS

2dt9

S .43
1.32
3.57

s532

s4.00
33.50
$3.00
$2.50
s2.00
$r.50
$,t.00
$0.50
$0.00

9

Prcgran Rsvenue
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FORTHEYEAN E DEDJU E 30, 2O1O

THE MUNTOPAUTY'S FUND

As the Municipality completed the year, its governmentalfunds reported a combined fund balanceof56.18

million.

General Fund Budgetary Haghlights

Once the Municipalit/s budget for the fiscal year 2009-2010 was approved on June 2009, the financial

decisions were taken based on the available appropriations. However, during the course of the year, the

Municipal Legislative Body revised the Municipality ofAdjuntas' budBet to adjustthe originalproiections to
the actual needs of the citizenship. The budget amendments fall into various categories. The first cateSory

includes transfers between expenditure accounts and the second one includes revisions to the amount of
budget originally approved.

CAPITAL ASSET AND DEBT ADMINISTRATION

Capital &sets

As ofJune 30, 2010, the Municipality of Adjuntas had 518.95 millions invested in a broad range of capital

assets, including buildings, parks, roads, bridges and equipment.

TABTE 6

Capital Assets at Year-End

( et of depreciation, in Millkrns)

Governmental Activities 2W9 2010

Land and land improvements S 1.98 S 1.98

Buildings and improvements 5.37 5.85

Construction in process L.L4 .25

lnfrastructure 6.37 10.27

Equipment 0.84 0.59

rotals S15J0 Sf8P5

Crdtd Assets Et Ye$+nd2009

llr|d and Land
lmprovement

t3t6

Construclion in
process

7.h
Equipment

59(

10
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Capital Assetr et Yeer-end 2010

Conslruction
in plocaas

1%

More detailed information about the Municipalivs capital assets is presented in ote 9 to the financhl
statements.

Debt
At year-end, the Municipalityof Adjuntas had S19.55 millions, in bonds, notes and other outstanding debts

as shown in Table 7.

Table 7

Outstanding Debt, at Year-End
(in Thousands)

Govemm€ntal
Activities

Bonds and Notes payable

Advances from CRIM

Other obligations

Totals

2fl19

5 7.28
t.74

lL.75

SnJa

2010

S 5.75
1.70

11.10

s19.s6

Advmces lrogrrtit.trditrg Dcba,.t Yctr-.nd 2009

11
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O.|ltrrdirg D.bl, .l Y..r-..d 2010
Advances from

CR
gta

Bonds and l{oba
Payablo

35%

The Municipality is required to limitthe amount ofgeneralobligation debt to 1096 of the totalassessment of
property located within the Municipality, for bonds to be repaid with the proceeds of property taxes

restricted for debt services. Other obligations include accrued vacation and sick leave; and claims and
judgments. More detailed information about the MunicipaliVs long-term liabilities is presented in Note 10

to the financial statements.

ECO'{OMIC FACTORS AND TIEXT YEAPS BUDGET

The MunicipaliVs elected and appointed officials considered manyfactorswhen setting the fiscalyear 2011

budget. The mostsignificant change in the nextyea/s budget in comparison with the amounts included for
the year ended June 30, 201O is the increase in the estimated of municipal license and construction taxes.

Forthese two revenue accounts the Municipality considered the taxes to be collected for the construction of
various major projects as a part of the new administration Sovernmental program.

Budgeted expenditures are expected to rise accordingly to the increase in bud8eted revenues.

lf these estimates are realized, the Municipality's budgetary General Fund balance is expected to increase

modestly by the close of 2011.

COT{TACTING THE MU'IICIPAI.I TS FI'{A]IOAL MAT{AGEMETIT

This financial report is designed to provide our citizens, taxpayers and creditors with a Eeneral overview of
the MunicipaliVs finances and to show the accountability for the money it receives. lf you have questions

about this report or need additionalfinancial information, contact us atthe Municipalityof Adjuntas, PO Box

1009, Adjuntas, Puerto Rico 00601.

t2



COMMONWEATTH OF PUERTO RICO

MUNICIPATITY OF ADJUNTAS

STATEMENT OF NET ASSEIS

As OF JUNE 30, 2010

PRIMARY GOVERNMENT

ASSETS

Cash and cash equivalents
cash with fiscal agent
Accounts receivable:

Other government agencies
Property taxes
Sale Tax

Other assets

Capital assets, net

Total Assets

TIABILITIES AND NET ASSETS

Liabilities:
Accounts payable and accrued expenses

Deferred revenue
Due to other government agencies

Long-term debt:
Due within one year

Due in more than one year

Total Liabilities

Net Assets:
lnvested in capital assets, net of related debt
Restricted for:

Debt service
Capital projects

Other purpose

Unrestricted

Total Net Assets (deficiency)

GOVERNMET{TAL

ACIIVITIES

5 4,777,397
4,465,356

u7,L87
99r,221

87,395

18.950.343

s30,r8399

s 1,s6s,636
2,375,lU

155,663

L7,748,007
a.4L4.451

23.609.861

L7,0OA349

885,593
4,079,370

!,976,776
(77,440.9901

s 6-509-038

BUSII{ESS-IYPE
ACTIVITIES

s 46s,559

580,115

3,396
2.468.78L

s3516862

-rgu!

5 5,24L,966
4,465,356

1,427 ,303
991,221

87,395
3,395

21.419,t74

s33,63sJo!

5 2U,49L

t\2,965
t.426.OO8

\a23.465

1,313,807

457,177

07.5871

5L69il!92

5 L,8sO,r27
2,315,tM

166,553

f ,260,973
9.840,459

25.433.326

7A322,756

88s,593
4,O79,31O

2,433,9s3
.17,57A,s771

5--82a2,43s

The accompanying notes are an integral part of these financial statements.

13



COMMONWEALTH OF PUERTO RICO

MUNICIPATITY OF ADJUNTAS

STATEMEiI OF ACNVINES

FoR THE YEAR ENDED JUNE 30, 2O1O

PROGRAM REVENUES

CHARGE FOR

EXPENSES SERVICESFUNCTIOI{S AI{D PROGRAMS

Governmental activities:

General administration
Public safety
Education, culture and

recreational
Public works and sanitation
Health and welfare
lnterest

Total governmental activities

Business type-activities:
Capital outlay
Housing
lnterest

Total Business - Type Activities

Total

OPERATING

GRANTS AND
coNTRtBUftot{s

CAP]TAL

GRANTS AND
CONTRIBUTIONS

TTIET

(EXPET{SEl/

REVENUE

S(490s,483)
(64?-,2s2],

(803,2s2)
(L,096,257l,
(r,9o4,t42l,

(140.123)

(9,491,s09)

(403,892)
(23,138)

427.0301

5p818t39)

s 154,304
18,836

5 M7,5O7

447.507

5_447l'0.7

t,471,260

$l4,7st,t79l
(6?3,4L61

(803,2s2)

s2,180,430 1,O84,L73
(492,8821
(L40.L231

1.584.400 2.180,430 $.726.6791

362,t76 40s,79r
(23,138)

362,176 382.553

9.542,w s(s.344.026)

(Continue)

s1J84300

The accompanying notes are an integral part of these financial statements.

74



Net (expense)/revenue
General revenue:

Taxes:

Property taxes
Municipaltax
sale tax
Construction excise Taxes

Grants and entitlements
lnterest
Rent
Other

Total general revenues

Changes in net assets

Net assets at beginning

Net assets at end

COMMONWEATTH OF PUERTO RICO

MUNICIPALITY OF ADJUNTAS

STaTEMENT OF AcnvmEs (CoirnNUED)

FOR THC YEAR ENDEDJUiIE 30, 2OIO

GOVERNMENTAT

ACTVITIES

S$.726.6791

1,202,052
395,673

L,O27,632
330,17 4

5,774,490
52,558
45,745

.138,119

8.980.943

3,254,264

3.254.774

s_il09,038

BUStt{ESS-WPE

acflvtTtEs

s 382.553

t2,950

L.232

14,t82

395,835

t.296,562

s1.593.397

ISIA!

s(5,344,026)

r,202,052
395,573

L,027,632
330,17 4

5,77A,890
75,508
45,745

139,351

8.995.125

3,551,099

4.551.335

sr202.43s

The accompanying notes are an integral part of these financial statements.
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COMMONWEATTH OF PUERTO RICO

MUNICIPAUTY OF ADJUI{TAS

BAI.ANCE SHEsI

GovERNMEMTa[ FUNDs

As OF JUNE 30, 2010

Cash:

Cash in bank
Cash with fiscal agent

Receivables:
Amount due from:

Governmental agencies
Other funds
Property tax
Sale tax

Total assets

Liabilities:
Accounts payable and accrued

expenses

Deferred revenues
Due to other fund
Due to other government agency

Total liabilities

Fund balance
Unreserved
Unreserved, reported in non major:

Other purposes

Total fund balance

Total liabilities and fund balance

2,636,636

53.1ilA84 9.8a2-6/.2

GENERAL

ruls

S1,396,51s

STATE

r..EGrsrATrvE

JOINT

RESOTUTIONS

rurg
'S 

s3o,s48

s4322,000
IOAN FUND

52,823,642

OTHER

GOVERI{ME TAL

frrNsS

52,849,934
!,64L,714

800,788

\254,47t
198,240
30,470

56.7155C1

TOTAI.

GOVERNMENTAL

EUNqS

5 4,777,397
4,465,356

a47,187
4,7a9,tZO

997,221
87.395

s15957-626

45,399
897,663
792,94t

36.923

s3,r10,583

5 2s,436
935,487

2,700,707
166.663

3.274.693

(38,110)

s 15,52s

7,796,562

s 693,520

5,009

s 812,800
2,334,2L8
L,4a6,842

5 L,548,487
3,270,1O5
4,789,r20

166,663

1.213,!87

L,954,297

598.629

2,125,013

(38,110) L,9s4,297

s3J90583 53J6zA4

4,533,860 9,774.369

4,O4t,ZOO

2.142.LO7 2,t42,LO7

2.!42.!07 6.183.307

56J1spil 515,957626

2,723.013

2,8?3.64

The accompanying notes are an integral part of these financial statements.
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COMMONWEATTH OF PUERTO RICO

MUNICIPAUTY OF ADJUNTAS

REcoNOUAnO O.F THE GOVERNMEiTTA FUNDS

BAI.ANCE SHEET TO THE STATEMENT OF NEI A$ETS

As OFJU[{E 30, 2010

Fund balances in governmental ftrnds

Amounts reported for governmentol octivities in the stdtement of Net

ossets ore different becouse:

s 6,183,307

Capital assets used in governmental activities are not financial
resources and therefore are not reported in the funds. 18,950,343

Deferred revenue in the governmental funds that are recorded as revenue

in the statement of net assets. 9s5,001

Long-term liabilities are not due and payabli in the current period

and therefore are not reported in the funds:
Bonds and notes payable (6,764,000)

Compensated absences (985,227)

Claims and judgments payable (10,114035)

Due to CRIM (1,699,195)

Accrued interest (17.155)

Net ossets oI govemmentdl activities s,_5t09.038
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COMMONWEAITH OF PUERTO RICO

MUNICIPATITY OF ADJUNTAS

STATEMENT OF REVENUES, EXPENDmJRES

AND CHANGES lN FU D BAtANcE€ovERNMEttITAL FuttDs

FoR THE YEAR ENDED JU E30,2O1O

Revenues:
Taxes:

Property taxes
Municipaltaxes
Sale Tax

Construdion excise tax
Grants and entitlements
lnterest
Rent
Other

Total revenues

Expend itu res:

General administration
Public safety
Educational and recreational
Public works
Health sanitation and welfare

GENERAL

FUND

s 7,027,548
395,673
643,O49

130,L74
5,505,535

1,43s
4s,745

134.9s3

8,084.112

5,756,249
436,938

64,.,466
1,001,150

659,119

SIATE LEGISUNVE
JOTNTRESOLLmONS 54,32j2,N

FUNDS LOAN FUND

OTHER TOTAL

GOVERT{MEI{rAL GOVERI{M EltlIAt
FUNDS FUNDS

s 24s,241 5 t,272,789
395,573

384,583 L,O27,632
330,t74

3,830,6s0 9,543,72r
6,922 62,658

45,743
3.166 138.119

4,470.562 12,815,511

5,546,UO
436,938
641,866

4,766,t26
La98,273

517,000
208.740

14.o75.783

(L.L99,272],

5 2O7F36
7 5 s4,294

207543 54,294

t97,294 L93,297

2,587,877
t,239,154

517,000
20a.7N

4,746.068

Q7s.506l,

to,249 (1,L77,O991 165,331

1,944.0118 3302.1L2 7.976.776

5L%4291 S-2125i13 S2.A2JA.

Litigation
Debt service:

Principal
lnterest

Total expenditures 7.a95,322 797,294 L,L77,O99

Excess (deficiencyl of revenue over
expenditures 188.790 70.249 (1.122.80s)

other financing sources (uses!:

Operating transfer in

Operating transfer out

Total other financing sources

Excess of revenues and other financing
source over expenditures and other
financing sources

Fund balance at bednning of year

Fund balance at end of year

r,777,499

440,985 501,555
,54.2941 (149) (s01.5ss)

60,569

{447.LLzl

(386.s43)

lt97,7s3l

159.643

L13&110)

0,r99,2721

7.382.579

s 6.183.307

The accompanying notes are an ihtegral part of these financial statements.
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COMMONWEAI.TH OF PUERTO RICO

MUNICIPALITY OF ADJUNTAS

REcoNcII.nnoN OFTHE STATEMEifI OF REVENUES, EXPENDITURES

AND CHANGES IItI FUND BALANCES OF GOVERNMEIIIIAI.

FUNDS TO THE STAIEMENT OF ACflVMES

FOR THE FISCAT YEAR ENDEDJUNE 30, 2O1O

Net change in fund balances - total governmental funds

Amounts reported for Governmental Activities in the Stotement ol Activities are

difJerent becouse:

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

statement of activities and changes in net assets, the cost of those assets is

allocated over their estimated useful lives and reported as depreciation

expense. This is the amount of capital assets recorded in the current period.

Governmental funds report principal payments on long-term debts as

expenditures, whereas the principal payments reduce the long-term debt in
the statement of net assets.

Amount receivable from other agencies that are not available In the
governmental funds financial statements.

Change in accrued expenses and deferred revenues which do not require the use

of current financial resources:
Compensating absences

Litigation settlement
Deferred revenue
lnterest

Governmental funds report payments of other long-term debt as expenditures
whereas the payment reduces the long-term ls the obligate in the statement of
net assets.

Depreciation expense on capltal assets is reported in the statement of activities,
but they do not require the use of currerlt financial resources. Therefore,

depreciation expense is not reported as expendltures In governmental funds.

Chdnges in Net Assets ol Governmental Activities

5,1,199,272l,

3,890,036

517,000

45,602

(29,4701

632,758
(70,738l.

68,6L7

38,9L2

(639.181)

53254,2il
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COMMONWEATTH OF PUERTO RICO

MUilICIPAI.ITY OF ADJUTTITAS

STATEMEMT oF Frr{ANctAt PosmoN-PRopERTy FUND

Jut{E 30, 2010

AssEIs

Current Assets:
Cash

Accounts receivable:
Other governmental agencies
Other

Non current assets:
Property and equipment
Restricted deposits

LIABI[mE5 At{D NET AssEIs

Liabilities:
Current liabilities:

Current maturities of mortgage note
Accounts payable and accrued expenses

Mortgage note, net of current maturities
Pollution remediation obligation

Net assets

Total liabilities and net assets

Business Activities
Valle verde Project

5 7.392

580,116
3,395

s83.512
590.904

2,468,787
457.177

2,925.958

s3.s16.852

5 112,966
2U,49L
397 .457

t,o42,oo8
384.000

1,425.008
L,823,465

1.593.397

s3516i62

The accompanying notes are an integral part of these financial statements.
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GOMMO]TWEAITI{ OF PUERTO RrcO
MU]IICIPAUTY OF AT'JUTUTAS

SIAIEMEII oF AGTrUmEs.I,noPExW FIJTID

YEAn E oEo'u E:10,2010

Business Type Actiuit'res
valh ve.de Proiect

Reirenues:
Rent
Financial
Capital project grant
Other

Total revenues

Eeens€s:
Administrative
l,nilities
Operating maintenance
Taxes and insurance
Depreciation
lnterest

Total expenses

Chante in net ass€ts

Project net assets, beginning of year

Prolect net assets, and year

s 447,507
12,950

362,176
t,232

823.855

L22,595
2L,7a3
97,463
39,92A

L22,123
23.138

427.O30

395,835

t,296,562

s@ry

The accompanying notes are an integral part of these financial statements.
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COMMONWEATTH OF PUERTO RICO

MUNICIPAUTY OF ADJUNTAS

STATEMEMT OF CASH FLoWS.PRoPRIETARY FUND

FoRTHE YEAR ENDED,UNE 30, 2O1O

Cash flows from operating activities:
Cash receivable from tenants and HUD

Other cash received

Administrative
Management fees
Salaries and wages
Utilities
Operating and maintenance
Miscellaneous taxes and insurance

Net cash provided by operating activities

Cash flows from investin8 activities:
lnterest in investing

Deposit to reserve for replacement and
interest retained ln account

Withdrawals from replacements reserve
Deposits to and interest earned and retained

for Insurance escrow
Withdrawals from insurance escrow

Net cash provided by investing activities

Cash flows from non-capital financint activities:
Net charge in bank overdraft

Net cash used in non-capital financial activities

Cash flows from capital and related financing activities:
Mortgage princlpal payments

lnterest paid in capital debt
Construction in congress
lnterest in capital assets

Net cash used in capital and related financing activities

Net decrease in cash

Cash at beginning of year

Cash at end of year

5 445,02!
347,922
792.943

(28,174l,
(32,870l.

l!72,837].
(27,783].
(48,377\
(39.7751

(283.816)

509,127

L2,950

(3s,226l.

zOLLr7

ltg,L67l
77.247

176,971

(70.300)

(70.300)

(111,ilo)
123,t391

(47o,0231

$,4441

1670.2461

5,502

1.890

s 7.392

(continue)
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COUMOTTWEAf,I}I OF PUENTO RrcO

MUTTICIPAUTY OF ADJU'UTAS

sTArrME[r oF ons Frolrrs.lho]RrErAnf, FU D (@ n uED]

FoR THE YEAn EJ{oED JUilE !M, 2O,O

I

L Cash flouvs from opereting activitles:

r Change in the net assets !/g.r,7.O23

I

Adjustment to reconcile change in net assets to
. net cash provided by operating activities:.

L Depreciation L22,f23
lncrease (decrease) in:

, Receimbles (1&399)
I

L Tenant security deposits QOTI
lncrease (decrease) in:

I Accounts payable (1,365)

L Payroll (25a)

Tenant security deposits 206
102' 104

I

f,et cash proyi.led by operadng actMties S509J2Z

The accompanying notes are an integral part of these financial statements.
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COMMONWEATTH OF PUERTO RICO

MUNICIPAUTY OF ADJUNTAS

NoTEs To THE FINANCI,AT STATEMENTS

Jur{E 30, 2010

ORGANIZATION

The Municipality of Adjuntas (the Municipality) is a political and legal entity with full legislative and

administrative faculties in every affair of municipal character, with personal succession, existence and

legal personality separate and independent from the governmental of the Commonwealth of Puerto

Rico.

The municipal government is comprised ofthe executive and legislative bodies, which are elected every

four years in the Puerto Rico general elections. The executive power is exercised bythe Mayor and the
legislative power by the Municipal Legislatlve Body, which has twelve members.

The Municipallty provides the following services to its community: health, public works, education,
public safety, housing, community and social services, welfare, culture and recreation, as well as many

other general and administrative services.

SUMMARY OF SIGNIFICANT ACCOUNTING POTICIES

The accounting and reporting policies of the Municipality relating to the funds included in the
accompanying basic financlal statements conform to accountinB principles generally accepted in the

United States of America applicable to state and local governments. Generally accepted accounting
principles for local governments include those principles prescribed by the Governmental Accounting

Standards Board (GASB), the American lnstitute of Certified Public Accountants in the publication

entitled Audits of State and Local Governmental Units and by the Financial Accounting Standards Board

(when applicable). The more significant policies of the Municipality are described below.

Reporting entity

A reporting entity consists of the primary government, component units, and other organization that
are included to ensure that financial statements are not misleading. The primary government ofthe
Municipality consists of all funds and departments that are not legally separate from the Municipallty.
For the Municipality of Adjuntas, these include various services such as police protection, recreation
(including parks), street maintenance and repair, sanitation, and general administrative services. The

operation of each ofthese activities is directly controlled by the Municipaliqy's Legislative Body through

the budgetary process.

Component units are legally separate organizations for which the Municipality is financially accountable.

The Municipality has no component units.
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COMMOI{WEATTH OF PUERTO RICO

MUNICIPATITY OF ADJUNTAS

No'rEs To THE FrNANcrAr. STATEMENTS (CorunNUED)

JUNE 30, 2010

2. SUMMARY OF STGNTFICANT ACCOUNTTNG POUCIES (CONTINUEDI

Government wide and fund financial statements

The government-wide financial statements (i.e., the statement of net assets and the statement of
activities) report information on all the activities ofthe primary government and its component units.

For the most part, the effect of interfund activity has been removed from these statements.

Governmental activities which normally are support mainly by taxes and interSovernmental revenues

are reported separately from business-type activities, which rely to a significant extent on fees and

charges for support. Likewise, the primary government is reported separately from certain legally

separate component unlts for which the primary government is financially accountable'

The statement of activities demonstrates the degree to which the direct expenses ofa given function or

segments are offset by program revenues. Direct expenses are those that are clearly identifiable with a

specific function or segment. Program revenues include a) charges to customers or applicants who
purchase, use, or directly benefit from goods, services, or privileges provided by a given function or

segment and b) grants and contributions that are restricted to meeting the operational or capital

requirements of a particular function or segment. Taxes and other items not properly included among

program revenues are reported instead as general revenues.

The fund financial statement segregate transactions related to certain functions or activities in separate

funds in order to aid financial management and to demonstrate legal compliance. These statements
present each major fund as a separate column on the fund financial statements; all non- major funds are

aggregated and presented in a single column.

The Municipality reports the following major governmental funds:

General Fund

This is the operating fund of the Municipallty and accounts for all financial resources, except those

required to be accounted for in another fund.

State Legislative Joint Resolutions Fund

This fund accounts for revenue sources provided by the Commonwealth of Puerto Rico Legislature

for the development of capital projects and other community services.

54,322,0O0 loan fund

This fund accounts for resources provided by a loan for the development of capltal projects'

This loan will be repaid with the state sale tax.

1)

2l

3)
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COMMONWEATTH OF PUERTO RICO

MUNICIPATITY OF ADJUNTAS

NoTEs To THE FINANCAT STATEMENTS (Co aNUED)

JUNE 30, 2010

2. SUMMARY OF STGNtFtCANT ACCOUNTTNG POUCTES (CONTTNUED)

Measurement focus, basis of accounting and financial statement presentation

The government-wide financial statement of Net Assets and the Statement of Activities, both
government and business like activities, are presented using the economic resources measurement
focus and the accrual basis of accounting. Revenues are recorded when earned and expenses are
recorded at the time the liability is incurred, regardless of the timing of related cash flows. Property
taxes are recognized as revenues in the year for which they are levled. Grants and similar items are
recognized as revenue as soon as all eligibility requirements imposed by the provider have been met.

The Bovernmental fund financial statements are presented using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are recognized as soon as

they are both measurable and available. Uider this method 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 this purpose, the government considers revenues to be available ifthey are collected
within 60 days of the end of the current fiscal period. Expenditures generally are recorded when a
liability is incurred, except for debt service, compensated absences and claims and judgments

expenditures which are reported when payment is due.

Property taxes, franchise taxes, licenses, and interest associated with the current fiscal period are all

consldered to be susceptible to accrual and so have been recognized as revenues of the current fiscal
period. Only the portion of special assessments receivable due within the current fiscal period is
considered to be susceptible to accrual as revenue of the current period. All other revenue items are

considered to be measurable and available only when cash is received by the government.

Pr;vate-sector standards of accounting and financial reporting issued prior to December 1, 1989
generally are followed in the government-wide financial statements to the extent that those standards

do not conflict with or contradict guidance of the Governmental Accounting Standards Board.

Governments also have the option of following subsequent private-sector guidance for their business-

type activities and enterprise funds, subject to this same limitation. The government has elected not to
follow subsequent private sector guidance.

As a general rule the effect of interfund activity has been eliminated from the government-wide
financlal statements. Amounts reported as program revenues include 1) charges to customers or
applicants for goods, services, or privileges provided, 2) operating grants and contributions, and 3)

capital grants and contributions, including special assessments. lnternally dedicated resources are

reported as general revenues rather than as program revenues. Likewise, general revenues include all

taxes.

When both restricted and unrestricted resources are available for use, it is the government's policy to
use restricted resources firs! than unrestricted resources as they are needed.
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COMMONWEATTH OF PUERTO RICO

MUNICIPATITY OF ADJUNTAS

NOTES TO THE FINANCIAT STATEMENT5 (CONN UEDI

JUNE 30, 2010

2. SUMMARY OF S|GN|F|CANT ACCOUNTTNG POUCIES (CONTINUED)

Measurement focus, basis of accounting and financial statement presentation (continued)

Proprietary fund financial statements include a statement of net assets, a statement of revenues,

expenses and changes in fund net assets, and a statements of cash flows for the proprietary fund which

causes of a low income Housing project know as Valle Verde Housing.

Proprietary funds are accounted for using the "economic resources" measurement focus and the accrual

basis of accounting. Accordingly, all assets and liabilities (whether current or noncurrent) are include on

the statement of net assets. The statement of revenues, expenses and change in fund net assets

present increases (revenues) and decrease (expenses) in total net assets. Under the accrual basis of
accounting, revenues are recognized in the period in which they are earned while expenses are

recognized in the period in which the liability is incurred.

Operating revenues in the proprietary fund are those revenues that are generated from the primary

operations of the fund. All other revenues are reported as non-operating revenues. Operating

expenses are those expenses that are essential to the primary operations of the fund. All other

expenses are reported as non-operating expenses.

Cash, cash equivalents, cash with fiscal agent and investment

The Municlpality's finance director is responsible for investing available resources. The Municipality is

restricted by law to invest only in savings accounts and certificates of deposlt with banks qualified as a

depository of public funds by the Puerto Rico Treasury Department (PRTD) or in instruments of the

Government Development Bank for Puerto Rico (GDB). The Municipality's policY is to invest any excess

cash in interest bearing deposits with institutions qualified by the PRTD. Earnings from these funds are

recorded in the corresponding fund as interest income.

Cash with fiscal agent in the governmental fund consists of unused proceeds from bonds and notes

issued for the acquisition and construction of major capltal improvements. Cash with fiscal agent in the

debt service fund represents special additional property tax collections retained by the Municipal

Revenue Collection Center (CRIM) and restricted for the payment of the Municipali!/s debt service, as

established by law.

The Municipality considers all investments with an original maturity of three months or less to be cash

equivalents.

lnterfund receivables and payables

Activities between funds that are representative of lending/borrowing arrangements outstanding at the

end of the fiscal year are referred to as either due to/from other funds (i.e., the current portion of

interfund loans) or advances to/from othei funds (i.e., the non-current portion of interfund loans).

lnterfunds receivables and payables between funds within the governmental activities are eliminated in

the statement of net assets.
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COMMONWEATTH OF PUERTO RICO

MUNICIPAUTY OF ADJUNTAS

NOTES TO THE FINANCIAT STAIEMENTS (COMNNUED)

,urrlE 30, 2010

2. SUMMARY OF SIGNIFICANT ACCOUNTING POtlClES (CONTINUED)

Capital assets

capital assets, which include property, plant, equipment, and infrastructure (which is normally

immovable and of value only to the Municipality, such as roads, bridges, streets sidewalks, and drainage

system), are reported in the applicable governmental columns in the government-wide financial

statements. The Municipality has elected to not capitalize infrastructure acquired before the

implementation date of GASB 34 (July 1, 2003)'

capital assets purchased or acquired are carried at historical cost or estimated historlcal cost'

contributed assets are recorded at fair market value as of the date donated. Additions, improvements

and other capital outlays that significantly extend the useful life of an asset are capitalized' other costs

incurredforrepairsandmaIntenanceareexpensedasincurred.whenhistoricalcostisnotavailableitis
estimatedusinghlstoricsalesoftheyearoftheacquisitionoftherelatedcapitalassets.

DepreciationIncapitalassetsiscalculatedonthestraightlinebasisoverthefollowingestimateduseful
lives:

Building
Equipment and vehlcles

lnfrastructure

The Municipality decides when to capitalize an

depreciation is recorded the year of acquisition'

Reseruation of fund balance

50-40 years

5-10 years

40 years

asset using a capitalization threshold of S25' No

Reservations of fund balance represent portions of fund..balances that are legally segregated for a

specific future use or are "* Ipp'"p'ii*J for expenditure' The Municipality has the following

reservations of fund balance:

1)

7l

Debt/ service

Represents net assets available to finance future debt service payments'

Capital projects

Represent the reservations of amounts available under state grant programs and loans for capital

projects.
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COMMONWEATTH OF PUERTO RICO

MUNICIPATITY OF ADJUI{TAS

NoIEs To THE Frr{ANctAr STATEMENTS (Co]gnNUED)

Jur{E 30, 2010

SUMMARY OF STGNTFTCANT ACCOUNTTNG POUCTES (CONTTNUED)

Restatement

The net assets as presented in the 2009 financial statements have been restated to record capital assets

amounted to S1,518,901.

PROPERTY TAX

The personal property tax is self assessed by the taxpayer on a return, which is to be filed by May 15 of
each year with the Municipal Revenue collector center (the cRlM), a governmental entity created by

the Commonwealth of Puerto Rico. Real property tax is assessed by the CRIM on each piece of real

state and on each building.

The assessment is made as of January 1 of each year and is based on current values for personal

property and on estimated values as of 1957 for real property tax. The tax on personal property must

be paid in full together with the return by May 15. The tax on real property may be paid in two
installments by July 1 and January 1.

The CRIM is responsible for the billing and collections of real and personal property taxes on behalfof all

the municipalities of Puerto Rico. Before the beginning of each fiscal year, the CRIM informs the
Municipality of the estimated amount of property tax expected to be collected for the ensuing fiscal

year. Throughout the year, the CRIM advances funds to the Municipality based on the initial estimated

collections. The CRIM is required by law to prepare a settlement statement on a fiscalyear basis, where

by a comparison is made between the amounts advanced to the Municipality and amounts actually

collected from taxpayers.

This settlement has to be completed on a preliminary basis not laterthan three months after fiscal year-

end,andafinal settlement made not laterthan six months after year-end. lf theCRlM remitstothe
municipality property tax advances, which are less than the tax actually collected, a receiva ble from the

CRIM is recorded atJune 30. However, if advances exceed the amount actually collected by the CRIM, a

liability to the CRIM is recorded at June. 30.

Residential real property occupied by its owner is exempt by law from the payment of propertytaxes on

the first $15,OOO ofthe assessed value. Forsuch exemptamounts, the Puerto Rico Treasury Department

assumes payment ofthe basic tax to the Municipalities, except for property assessed at less than $3,500

for which no payment is made. As part of Law No. 83 of August 30, 1991, as amended, the exempt

amount to be paid by Puerto Rico Treasury Department to the Municipalities was frozen as ofJanuary 1,

1992. ln addition, the law grants a tax exemption from the payment of personal property taxes of up to

550,000 of the assessed value to retailers having annual net sales of less than 5150,000.

3.
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COMMONWEATTH OF PUERTO RICO

MUNICIPATITY OF ADJUNTAS

NOIE5 TO THE FINAIICIAT STATEMENTS (COMflNUED)

JUt{c 30, 2010

3. PROPERTY TAX (CONTINUED)

The annual rate for fiscal year 2O1O is 8.53% for real property and 6.53% for personal property of which

1.03% of both tax rates are for the redemption of public debt issued by the Commonwealth of Puerto Rico'

The remaining percentage is distributed as follows: (a) 6.0% and 4.0%, respectively, represent the

Municipalit/s basic property tax rate, which is appropriated for general purposes and accounted for in the

general fund. A portion of such amount is deposited in an equalization fund together with a percentage of

the net revenues ofthe Puerto Rico Electronic Lottery and subsidy from the Commonwealth of Puerto Rico.

From such fund, a distribution is made to all municipalities; (b) 1.50% represents the special ad valorem tax

restricted for debt service a nd accounted for in the debt service fund. The Commonwealth alsocontributes

an annual tax rate of 0.2% of the property tax collected.

Total property tax receivable, net of an allowance for uncollectible accounts of s5,934,372, amounted to

S991,221atJune 30, 2010. The composition of propertytaxes receivable and the related deferred revenues

is a follows at June 30, 2010:

General
Fund

S5,540,354

4.747 .383

Lts2,gs

s 76s.395

51,385,229

1.186.989

s__19&240

s 189.605

S6,92s,s93

5.934.377

5 99122L

s 955.001

Debt Service
Fund Total

Gross property taxes receivable

Less:

Allowance for uncollectible accounts

Net property taxes receivable

Deferred (unavailable) property

tax revenues in GFFS

4. VOTUME OF EUSINESS TAX

The munlcipal license tax is levied annually based on the volume of business of certain businesses and

industrial organizations that operate in the Municipality. The tax rates are 1.50% for financing institutions

and .50% for the other business instltutions. The taxpayers must file a return not later than April 15 of every

year and the tax is payable in two installments, due in July 1 and January 1 ofthe following fiscalyear. The

amount Ievied could be paid with a five percent (5%) discount if payment is made on or before the filing

date. The Municipality levied and collected durinS the year ended June 30, 2010, s170,492 corresponding to

the following fiscal year volume of business tax. This amount was recorded as deferred revenue.

SALE TAX

The Municipal Legislature approved the ordinance no. 3, series 2006-07 establishin8 a sales tax to 1.5%

effective November 15, 2005. Pursuant to the provisions of the Law number 80 of luly 79,20o7 and

effectlve August 1, 2007, the citizenship contribution was uniformly established in 1.5% of which 1% is

collected by the Municipalities and the remaining .5% is collected by the Treasury Department of the

Commonwealth of puerto Rico. This Law uniformed the use of the contribution of !.5% in the following

activities; solid waste disposal costs, recycle, public works and improvements, health services and security

service.
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INTERGOVERNMENTAT REVENUES

lntergovernmental revenues sources consist of contributions received from certain quasFpublic

corporations of the Commonwealth of Puerto Rico, such as the Puerto Rico Electric Power Authority. ln

addition, the Municipality receives some subsidies from the Commonwealth of Puerto Rico which include,

among others, a subsidy for general operations and for the financing of capital improvements. The

intergovernmental revenues are recorded in the general fund, except for those that are legally restricted

for expenditure for specified purposes which are recorded in the other Sovernmental funds.

DEFERRED REVENUE7.

8. RESTRICTED DEPOSIT

Under the term of the Administrative Order, Valle Verde Housing (the Project) is required to set aside

specified amounts and the surplus cash deposits for the replacement of property and other project

expenditures as approved by USDA-Rural Development.

The project maintains a restricted cash account for insurance escrow. ln addition, all tenant security

deposits are deposited into a separate bank account and held in trust for the tenants until they vacate the

property. Any amounts not returned to the tenant due to leave violations are transferred to the Projects'

general operatlng account. Restricted funds are held in separate accounts and are not available for

operating purposes.

Restricted cash in the business-type activities consists of:

Municipal license tax collected in the fiscal year 2009-

2010 corresponding to the following fiscal year

Portion of grants received for which qualifying

expenditures have not been incurred

Property tax receivable but not available in the
governmental fund fi nancial statements

Escrow deposit
Tenant security deposits
Reserve for replacement

$ 170,492

2,144,612

955.001

s3.270.105

5 t9,tz2
L3,177

424,478

sLilfra
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CAPITAT ASSETS

Capital asset activity for the year ended June 30, 2010 was as follows:

Balance
June 30. 2009 !!!!cases @ases

Balance

June 30. 2010Primary Government

Governmental astivities:
Capital asset, not being depreciated:

Land

Construction in progress

Capital assets being depreciated:
Buildings

Equipment and vehicles

lnfrastructure

Total capital assets being depreciated

Less accumulated depreciation for:
Buildings
Equipment and vehicles

lnfrastructure
Total

Total depreciable capital assets, net

Governmental activities capital assets net

Business-type activities;
Capital assets not being depreciated:

Land and land improvements
Construction in progress

Capital assets being depreciated:
Building and improvements
Equipment
Land improvement

Less accumulated dePreciation:
Building and building improvement
Equipment
Land improvements

Total depreciation, capital, assets net

Business activities capital assets, net

Total

s 1,983,180
r.L38.s72
3.rzL.752

7,4LL,721

4,246,L70
6.521.708

18,179.599

2,043,262
3,408,35s

1s0.245

5.601.862

t2.577.737

15,699.489

L77,280
704.645
821.92s

4,O70,690
48s,130
245,579

4.801.399

(2,746,8231
(617,969)
(170.849)

(3.s3s. 1)

L,265,754

2.087,683

,11f,sfi2

s 247.L33
247.133

661,803

77,O34

4.O48.637

4,7at,474

162,M3
325,7'12

151.366

639.181

4,L42.293

4389.426

497.778
497,778

5,443

s1.138.572
L.L38.572

L.t3a,572

s 1,983,180
247.L33

2.230.3L3

I,O73,524
4,3L7,2U

1o.570.345

22.96,..O73

2,205,305
3,734,L27

301.611
6.247.O43

16.720.030

18.950,343

117,280
!.202,423
1.319.703

4,O70,690
490,573
245,579

4,806.842

(2,e4|O,s221

(640,2s4)
(175.988)

13.657.764].

L,L49.O7a

2,468.7aL

fi.419.1U

5./143

(s3,599)

.22,28s1
(6.139)

(722.1231

(116.680)

381.098

SAJJO.fu
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MUNICIPAUTY OF ADJUNTAS
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9. CAP|TAI ASSETS (CONnNUED)

Depreciation expense was charged to functions/programs of the Municipality as follows:

Governmental Business-Type

Activities Activities

5 46,Ms
205,3L4
220,L67
151,386

5,859
sL22.L23

s 181 5122,173

10. TONG-TERM DEBTS

Long-term liability activity for the year ended June 30, 2010 was as follows:

Primary Government Eetinning Ending Due within

Governmental activities: Balance Additions Reductions Balance one vear

General administration
Public safety
Public works
Education, culture and recreation
Health, sanitation and welfare
Housing

Total depreciation expense

Notes and bonds payable S 7,28.1,000

Other long-term debt:
Claims and judgments payable 70,746,793

Compensated absences 935,757 529'470
Amount due to:

CRIM 1,738,108

PR Department of labor 45'602

Total

Business-type activities:
Mortgage payable L'266,6L4

s s17,OOo 5 5,754,000 s 393,000

632,758 70,r14,03s 10,114030
985,227 600,000

3A,9r2 1,699,196 40,977

45.602

20,767,260 29,470 7,234,272 79,562,458 LL'74A,007

111.540 r,r54.974 t17.960

s22 ji 4 s29go 5134s,972 s2gJ11-432 su"ru,gil
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10. LoNG-TERM DEBTS (CONTTNUED)

Governmental activities:

A. Notes and Bonds:

5245,000 Public lmprovement Serial Bond of 1988 payable in an annual

installment of and S17,Ooo due on lanuary 2011 plus interest at 5%. $ 17,000

5595,000 Public lmprovement Serial Bonds of 1988 payable in an annual

installment of to S42,OOO through January 1, 2011, plus interest at 5% - 42,0@

S2O0,OOo Public lmprovement Serial pond of 1990 payable in annual

installments ranging from S11,OOO to S15,0O0 through January 1, 2015, plus

interest at 5%. 64,0@

5465,000 Public lmprovement Serial Bond of 1995 payable in an annual

installment of 555,000 on July 1, 2009, plus interest at 6.7OYo

S1,355,000 Special Obligation Note of 1993 payable in quarterly installments

S2O,O00 through April 1, 2013, plus interest at Libor 90 days plus 1.25%. Z2O,OOO

S4oO,OOO Special obligation Bond of 1996 payable in annual installments

ranging from S25,OOO to 540,000 through January 1, 2015, plus interest at

LIBOR 90 days Plus 1.25% 180,000

51,365,000 General Munlcipal Obligation Bond of 2004 payable in annual

installments ranging from S4O,OOO to 585,000 through July 1,2029 plus

interest at 5%. 1,185,000

5619,000 Special Obligation Note of 2006 payable in two annual installments of

S1oo,0OO and 5106,000 through July 7,2oL2, plus interest at Libor 90 days

plus L.25%. 206'000

5619,000 General Municipal Obligation Bond of 2oo7 payable in annual

installment ranging from 512,000 to 552,000 through July 1, 2031 plus

interest at LIBOR 90 days plus 1.25% 589'000

595,000 General Municipal Obligation Note of 2009 payable in annual

installments ranging from 510,000 to 515,000 though July 1, 2014 plus

interest at LIBOR 90 days plus 1.25% 75,000

54,322,000 Special Obligation Note of 2OO8 payable in annual installments of

565,000 to 5367,000 through July 1, 2003 plus interest at 7'25%' 4'186'000

s6.754.000
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10. rONG-TERM DEBTS (CONTINUEDI

The annual debt service requirements to maturity bonds and notes payables ofJune 30, 2010 are as follows:

Governmental -tYPe Activities

Notes and Bonds Payable

Year ended June 30

20Lt
2012
zot3
zo74
2015
20L6-2020
2021-2025
2026-2030
2031-2033

Princioal

s 393,000
371,000
283,000
211,000
726,OOO

t,tL7,ooo
1,418,000
7,942,OOO

803,000

s6ff4.q00

lnterest

5 170,882
43t,562
408,680
390,025
376,729

1,675,749
1,269,597

731,78L
121.722

ss.57SJE

Amount due to CRIM

on January 26, 2OOO, Public Law 42, as amended, was enacted which authorized the cRlM to obtain a loan

up to S2OO million, and for a term not exceeding 30 years, to allow for the financing of the debt that the

municipalities of puerto Rico have with the cRlM arising from final settlements of property tax advances vs.

actual collections through fiscal year 2OOO-2001. The amount that the municipalities will collect from the

additional property taxes resulting from the increase in the subsidy from the central government to the

municipalities was assigned through this law to repay such loan. The increase in this subsidy was the result

of the Public Law 238, enacted on August 15, 1999. As of June 30, 2010, the amount due to cRlM

amounting to s1,563,923.

Financing of delinquent property tax accounts sold

ln addition, the Municipality entered into a financing agreement with cRlM for the payment of delinquent

property tax account sold to private investors. The financing agreement in the form of a line of credit

Learing interests at 5.50% durinS the first 5 years, and variable interest (125 points over LIBOR rate) during

the next 25 years. At June 30, 2010, the outstanding principal balance amounted to s135,273.
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IONG.TERM DEBTS (CONTINUED)

The princlpal and lnterest matured as follow:

Year ended June 30

70tt
2012
2013
2014
2015
2076-2019
2020-2024
2025-2029
2030-2032

Year ended June 30

2011
2012.

2013
20L4
2015

2016 - 20t8

Business-type activities:

Mortgage note is payable in monthly installments of s17,694, including interest at 9% throuSh 2017'

The note is collateralized by land and building. The note matures as follows:

Principal

5 40,977
43,155
45,49L
47,963
50,590

29a,577
393,897
523,2s1
255,345

sL699,196

Princioal

s 112,955
123,563
L35,L54
147,a32
76L,700
473,759

lnterest

s 104,6s1
102,080

99,372
95,518
93,508

416,239
3L1,297
t7z,38t

20.232

ilzlo,aB

lntetest

S 99,363
88,766
77 ,175
64,497
50,529
57,062

gvaz51'154'e74

POLLUTION REMEOIATION OBTIGATION AND REIATED THIRD'PARTY RECOVERY

Based on a comprehensive Asbestos-Containing Material (AcM) survey engaged by the project's

management agent, it was determined that the project's buildings containing asbestos materials that

need to be removed in accordance with Puerto Rico Environmental Quality Board (EQB) regulationswith

the use of proper engineering controls.
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POTTUTION REMEDIATION OBTIGATION AND REI.ATED THIRD.PARTY RECOVERY (CONTINUED)

The project has accrued its best estimate of its obligation regarding the removal of asbestos materials,

which is presented under the caption pollution remediation obligation in the accompanying statement

of net assets of the Business Type-Activities. The estimated liability is obtained from the construction

certiflcations. Since the removal of asbestos materials is already contracted, management believes

the possibility of change in estimate is low.

The estimate cost of the removal of asbestos material will be paid with resources provided by two

capital project grants totallng 5426,805 awarded by the Puerto Rico Department of Housing, while

additional resources totaling 536,802 from the project's reserve for replacement account were

authorized and com mitted by HUD to cover the remaining cost of the removal of asbestos'

RETIREMENT SYSTEM

Defined Benefit Pension Plan

The Employees' Retirement System of the.Commonwealth and its instrumentalities (the "Retirement

system,,), created pursuant to Act. No. 447 of May 15, 1951, as amended, is a Cost-sharing multiple

employer defined benefit pension plan sponsored by, and reported as a component unit of the

commonwealth. All regular employees of the Municipality hired before January 1, 2000 and under 55

years of age at the date of employment became members of the Retirement system as a condltion to

their employment. No benefits are payable if the participant receives a refund of his/her accumulated

contributions.

The Retirement System provides retirement, death and disability benefits pursuant to legislation

enacted by the Commonwealth's legislature. Retirement benefitsdepend upon age atretirementand

the number of years of creditable service. Benefits vest after ten years of plan participation.

Disability benefits are available to members for occupational and non-occupational disabilities.

However, a member must have at least ten years of service to receive non-occupational disability

benefits.

Members who have attained at least 55 years of age and have completed at least 25 years of

creditable service or members who have attained 58 years of age and have completed ten years of

creditable services are entitled to an annual benefit, payable monthly for life. The amount of the

annuity shall be one and one-half percent ofthe average compensation, as defined, multiplied bythe

number of years of creditable service up to twenty years, plus two percent of the average

compensation, as defined, multiplied by the number of years of creditable service in excess of 20

years. ln no case will the annuity be less than 5200 per month.

Participants who have completed at least 30 years of creditable service are entitled to receive the

Merit Annuity. Participants who have not attained 55 years of age will receive 65 percent of the

average compensation, as defined; otherwise they will receive 75 percent of the average

compensation, as defined.
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12. RETIREMENT SY5TEM (CONTINUED)

Commonwealth legislation requires employees to contribute 5.775% for the first 5550 of their monthly

gross salary and 8.275% for the excess over S55O of monthly gross salary. The Municipality is required

by the same statute to contribute 9 .275% of the participant's gross salary.

The Legislature ofthe Commonwealth enacted Act No. 305 on September 24, 1999, which amends Act

No. 447 to establish, among others, a defined contribution savings plan program (the "Program") to be

administered by the Retirement System. All regular employees hired for the first time on or after

January 1,2000 and former employees who partlcipated in the defined benefit pension plan and are

rehired on or afterJanuary 1, 2OOO become members of a Program as a condition totheir employment

received a refund of their contributions. ln addition, employees who at December 31, 1999 were

participants of the defined pension plan, had the option, up to March 31, 2000, to irrevocably transfer

their prior contributions to the defined benefit pension plan plus interest thereon to the Program.

Act No. 305 requires employees to contribute 8 -275% of their monthly gross salary to the ProSram.

Employees mayelectto increase their contribution up to 10%of their monthlygross salary. Employee

contributions are credited to his/her individual account established under the Program. Participants

have three options to invest their contributions to the Program. lnvestment income is credited to the

participant's account semi-annually.

Defi ned Contribution Plan

The Municipallty is required by Act No. 305 to contribute 9.275% of the participant's gross salary. The

Retirement System will use these contributions to increase its asset level and reduce the unfunded

status of the defined benefit pension plan.'

upon retirement, the balance in the participant's account will be used to purchase an annuity contract,

which will provide for a monthly benefit during the participant's life and 50% of such benefits to the

participant's spouse in case of the particlpant's death. Participants with a balance of510,000or lessat

retirementwill receive a lump-sum payment. ln case of death, the balance in the participant's account

will be paid in a lump-sum to his/her beneficiaries. Participants have the option of a lump-sum or

purchasing an annuity contract in case of permanent disability'

Tota I employee and employer contributions to the above mentioned plans during the year ended June

30, 2O1O amounted to approximately s167,264 and s195,482 respectively. This amount represented

1OO% of the required contribution for the corresponding year.

Additional information on the Retirement system is provided in its financial statements for the year

ended .lune 30, 2010, a copy of which can be obtained from the Retirement System'
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14. CONTINGENCIES

Claims and Judgments:

Amounts received or receivable from grantor agencies are subject to audit and adjustment by grantor

agencies. Any disallowed claims, including amounts already collected, may constitute a liability of the

applicable funds. The amount, if any, of the expenditures which may be disallowed by the grantor

cannot be determined at this time, although the Municipality expects such amounts, if any, to be

immaterial.

The Municipality is defendant and or codefendant in several litigatlons arising out of the normal

MunicipallVs operations. Most of the cases are covered by insurance. Management after consultation

with legal counsel is of the opinion that the ultimate liability, in excess of insurance coverage, if any,

resulting from such pending litigations will not have a material adverse effect on the Municipaliq/s

financial position.

The Municipality was named defendant of a lawsuit filed by approximately 82 individuals who claim

political harassment and discrimination. On December 3, 2001, a jury determined in favor of 20 out of

82 plaintiffs for the amount of s6,955,400 which amount was paid in full. During the year the ended

June 30,2005, the Municipality paid the amount of s1,5oo,ooo to the plaintiffs. ln addition, the Puerto

Rico Secretary ofJustice ordered to the Puerto Rico Treasury Department to pay the remaining amount.

The remaining 52 plaintiffs and the Municipality reached a agreement to settle the claims which was

approved bythe Municipal Legislatlve Body approved the settlement. On November 2009, the parties

stipulated to pay 512,500,000 to the remaining 62 plaintiffs. As of .lune 30,2010, the balanceofsuch

liabillty amounted to approximately S1OOOO,O0O which has been recorded In the governmental

activities financial statements. At present, there is not a payment plan to liquidate such liability.

15. SUBSEQUENT EVENTS:

a. Subsequent to the balance sheet date the Governmental Development Bank of Puerto Rico issued

s6,O23,OOO Special Bond obligation authorized by the Munlcipal Legislature for the payments of a

claim settlement. The principal and interest will be paid from the general fund'

The bonds due in annual lnstallments from S14,0OO to S553,OOO plus interest at prime rate plus

1.50%.

b. On December 13, 2O1O Governmental Development Bank of Puerto Rico approved a 54,120,000

loan for the development of capital projects. The note will be payable in annual installment though

2035. lnterest prime rate plus 1.50% will be payable in semi annual installments. The Principal paid

interest will be paid from sale tax redemption fund.
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COMMONWEATTH OF PUERTO RICO

MUNICIPAUTY OF ADJUNTAS

SCHEDUTE OF BUDGETARY CoMPARtSoN

FOR THE YEAR ENDED JUNE 30, 2O1O

GE'{ERAL FU1{D

Revenues:
Taxes:

Property taxes
Municipal tax
sale tax
Construction excise tax

Grants and entitlements
lnterest
Rent
Other

Total revenues

Expendhures:
General administration
Public safety
Education, culture and recreational

Public works and sanitation
Health and welfare

Total expenditures

Excess of revenue over expenditures

ORIGII{AL
BUDGET

S gor,oca

384,842
377,733
250,000

5,924,OOr
15,000
33,000

188.105

8,O74.345

4,81L,459
533,679
653,949

L,721,933
953,325

8,074,345

EUSSEI

S 901,643
384,842
350,440
250,000

5,909,058
15,000
33,000

L47.7!5

7.985.698

5,169,481
44a,ZO3

636,69!
1,069,094

662.229

7,985.598

t_

&TJAL

s 980,989
395,673
343,809
330,L74

5,804,775

45,745
135.535

a.o37 .701

5,156,088
436,938

t,866
1,001,150

659.119

7.495,76L

s r42t40

VARIAT{CE

W]TH FINAT BUDGET

FAVORAStE
(UI{FAVORABTEI

5 79,346
10 831
(6,531)

80,r74
(104,283)

(1s,000)

t2,745
(5,179)

52.003

13,393
LL,?65
(s,17s)

67,944
3,110

90.537

5__142.540
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1. BUDGETS AND BUDGETARY ACCOUNTING

The Municipality follows these procedures in establishing the budgetary data reflected in the financial

statements:

1) Formal budgetary integration ls employed as a management control device during the year for the

General Fund. Formal budgetary integration is not employed for special revenue funds because

effective budgetary control is alternatively achieved through legal and contractual grant

requirements provisions.

2) On or before May 15, the Mayor submits to the Municipal Legislative Body a proposed operating

budget for the fiscal year commencing the following July 1. The operatinS budget includes

proposed expenditures and the means for financing them.

3) Prior to June 13, the budget is legally enacted through passage of an ordinance'

4) The Municipal Legislative Body approves, by ordinance budget appropriations by functional basis.

The Mayor is authorized to transfer budgeted amounts between departments within any fund;

however, any revisions that alter the total appropriations of any fund must be approved by the

Municipal Legislative Body.

5) Unused appropriations for the annual budgeted funds lapse at the end of the year.

The budget is prepared on the budgetary basls of accounting. The actual results of operations,

presented in the Statement of Revenues and Expenditures - Budget and Actual General Fund, is in

conformiWwith the budgetary accounting of the Municipality for a better comparison with the budget

information.

The presentation of the budgetary data excludes other appropriations such as capital projects, debt

service and special revenue funds because projects are funded on a multi-year nature, generally

requiring several years to complete or effective budgetary control is alternatively achieved through

general obligation bond indentures and legal and contractual grant agreement provisions. No legal

budget is adopted for other thon general fund.
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2. RECONCIUATION OF GAAP TO BUDGETARY BASIS

Adjustments necessary to reconclle the revenues and expenditures of the General Fund at the end of
the year, from the generally accepted accounting principles to budgetary basis, are as follows:

Excess of revenues and other financing sources

over expenditures and other financial sources
generally accepted accounting principles (GAAP)

Adjustments to convert budgetary basis to (GMP)

Excess of revenue over expenditures (Budgetary Basis)

s(1e7,7s3)

340.293

s 142.540
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COMMONWEATTH OF PUERTO RICO

MUNICIPAUTY OF ADJUNTAS

SCHEDUIE OF EXPENDmJRES OF FEDERAT AWARDS

YEAR ENDEDJU E 30, 2O1O

NUMBER DISBURSEMENT

US Department of Housinr and Urban
DeveloDment

Passed through:
Municipal Service Administration :

Community Development Block Grant/ State Grant f4.?28 5 964,477

ARRA community Development Block Grant 74.255 255,648
1,220,725

Department of the Treasury:
ARRA Homeless Prevention and Rapid Re-Housing

Program Technical Assistance 14.262 19'522

Direct Program:

Section 8 - Housing Choice Vouchers !4.87L 230'826
L.470.473

US Department of Health and Human services
Direct Program:

Head start 93.600 895,840

ARRA - Head start 93.708 11'919
908.759

US Department of Asriculture
Passes through:

Puerto Rico Department of Education:

Child an Adult Care Food Program 10.558 91,955

US Deoartment of Home and Securiw
Passes through:

PR Office of Management and Budget (GAR):

Public Assistance Grant 97.036 77.487

s2El8iEl
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COMMOTIWEALIH OF PUERTO RIGO

MUTIIC1PAUTY OF At'JUTf TAS

'UOIES 

TO SO{EDr'II OT EXPEXDIruNES (T FEDCNAI AWANDS

JuiE !10,2010

Ii- 1. BAlirs oF PRESE TATto :

I me accompanying Schedule of Expenditures of Federal Awards includEs the federal grant activity of
L Municipality of Adjuntas, Puerto Rico and is prepared on the modlfied accrual basis of accounting.

Accordingly, amounts presented in the accompanying schedule agree to amounts presefted in the basic

I tinancial statements.
L
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6".h" fr.. 9a* Jq"d*
Certified Public Accountant MEMBER:

American lnstitute of Certified Public Accountants
Puerto Rico Society of Certified Public Accountants

REPORT ON tNTERNAI CONTROL OVER FINANCIAT REPORTING AND

ON COMPIIANCE AND OTHER MATTERS BASED ON AN AUDIT OF

FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH

GOVERNMENT AUD]TING STANDARDS

To the Honorable Mayor and

Municipal legislative Body
Municipality of Adiuntas
Adjuntas, Puerto Rico

We have audited the financial statements ofthe governmental activities, the business-type activities,

the aggregate discretely presented component units, each major fund, and the aggregate remaining fund

informition of Municipality of Adjuntas, puerto Rico, as of and for the year ended June 30, 201O which

collectively comprise the Municipality of Adjuntas, Puerto Rico's basic financial statements and have

issued ou r report thereon dated December 20, 2010. Others auditors audited the financial statements of

The Valle Verde Housing, as described in our report on Municipality of Adjuntas, Puerto Rico's financial

statements. This report does not Include the results of the other auditors' testing of internal control over

financial reporting of compllance and other mattersthatare reported on separately bythose auditors. 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 Stondords,

issued by the Comptroller General of the United States.

lnternal Control Over Financial Reportins

ln planning and performing our audit, we considered Municipality ofAdjuntas, Puerto Rico's internal control

over financial reporting as a basis for designing our auditing procedures for the purpose of expressing

our opinions on the financial statements, but not for the purpose of expressing an opinion on the

effectiveness of Municipality ofAdjuntas, Puerto Rico's internal controlover financial reporting. Accordingly,

we do not express an opinion on the effectiveness of the Municipality of Adjuntas, Puerto Rico's internal

control over financial reporting.

A deficiency in internal cortrol exists when the design or operation of a control does not allow

management or employees, in the normal course of performing their assigned functions, to prevent, or

detect a nd correct misstatements on a timely basis. A moteriol weokness is a deficiency, or a combination

of deficiencies, in internal control such that there is a reasonable possibility that a material misstatement of

the entity's financial statements will not be prevented, or detected and corrected on a timely basis.
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REPORT ON tNTERNAL CONTROT OVER FINA CIAL REPORTING AND ON COMPTIANCE: (CONTINUEDI

Our consideration of internal control over financial reporting was for the llmited purpose described in

the first paragraph of this section and was not designed to identify all deficiencies in internal control

over fina ncia I reporting that might be deficiencies, significant deficiencies, or material weaknesses- We did

not identify any deficiencies in internal control over financial reporting that we consider to be material

weaknesses, as defined above. However, we identified certain deficiencies in internalcontrolover financial

reporting, described in the accompanying schedule of findings and questioned costs that we consider to be

significant deficiencies in internal control over financial reportinE. Finding 01-10' A significant deficiency is a

deficiency or a combination of deficiencies in internal control that is less severe than a material weakness,

yet important enough to merit attention by those charged with governance.

Compliance and Other Matters

As part of obtaining reasonable assurance about whether Municipality of Adjuntas, Puerto Rico's

fina ncial statements are free of material misstatement, we performed tests of its compliance with certain

provisions of laws, regulations, contracts, and Srant agreements, noncompllance with which could have a

direct and material effect on the determination offinancial statement amounts. However, providing an

opinion on compliance with those provisions was not an objective of our audit, and accordingly, we do not

express such an opinion. The results of our tests disclosed instances of noncom pliance or other matters

that are required to be reported under Government Auditing stondords and which are described in

the accompanying schedule of findings and questions costs as items 01-10'

We noted certain matters that we reported to management of Municipality of Adjuntas, Puerto Rico, in a

separate letter dated December 20,2010.

This report is intended solely for the information and use of managemen! City Council, others within the

entity, and federal awarding agencies and pass-through entlties and is not intended to be and should not

be used by anyone other than these specified parties.

GARIOS R. Dllz

December 20, 2010

Aguas Buenas, Puerto Rico

License No. 1339

Expires December 1, 2013

The stamp No. 2564393 of the Puerto Rico

Society of Certified Public Accountants was

affixed to the original of this report.
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6""/* fr.. 9a* JW^d*
Certifi ed Public Accountant MEMBER:

American lnstitute of Certified Public Accountants
Puerto Rico Society of Certified Public Accountants

po Box 1o8,44 RAFAET rAsl sr.,lculs st ENAS, tR oToa-EaEFdiio:79?-?32&zo - t*t787-732{685- E MAIL: ofi.im.a.lo6diazcpa@vahoo.com

REPORT ON COMPTIAI{CE WITH REQUIREMENTS

APPLICABLE TO EACH MAJOR PROGMM AND ON INTERNAT CONTROT

OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCUIAR 4.133

To the Honorable Mayor and

Municipal Legislative Body

Municipality of Adjuntas
Adjuntas, Puerto Rico

Comoliance

We have audited the compliance of Municipality of Adjuntas, Puerto Rico, with the types of compliance

requirements described in the U. S. Office of Management and Budget (OMB) Circular A-133 Compliance

supplement tnatare applicable to each of its major federal programs for the year ended iune 30, 2010.

Municipallties of Ad.iuntas, Puerto Rico's major federal proSrams are identified in the summary of

a ud itor,s results section of the accom pa nying sched u le of find ings and questioned costs. Compliance

with the requirements of laws, regulatlons, contracts, and grants applicable to each of its major federal

programs is the responsibility of Municipality of Adjuntas, Puerto Rico's management. our responsibility is

to express an opinion on Municipality of Adjuntas, Puerto Rico's compliance based on our audit.

Municipality of Adjuntas, Puerto Rico financial statements include the operations of Valle Verde Pro.iect

which expensed s645,481 in federal award which is not Included in the schedule during the year ended

June 30, 2010. Our audlt, described below did not include the operations of Valle Verde Project because

the Project's management engaged other auditors to perform an audit in accordance with OMB Circular

A-133.

we conducted our audit of compliance in accordance with auditing standards generally accepted in the

united states of America, the standards applicable to financial audits contained in 6ovem ment Auditing

stondards, issued by the comptroller General of the united states; and oMB ci|.|cular A-133, Audits of

stotes, Locol Governments, ond Non-Profit organizotions. Those standards and oMB circular A-133

require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance

with the types of compliance requirements referred to above that could have a direct and material effect

on a major federal program occurred. An audit includes examininS, on a test basis, evidence about

Municipality of Adjuntas, Puerto Rico's compliance with those requirements and performing such

other procedures as we considered necessary in the circumstances. We believe that our audit

provides a reasonable basis for our opinion. our audit does not provide a legal determination of

Municipality of Adjuntas, Puerto Rico's compliance with those requirements'

As described in item O2-10 in the accompanying schedule offindings and questioned cost the Municipality

of Ad.luntas, Puerto Rico, did not comply with requirement regarding procurement and suspension and

debarment that are applicable to its community Development Grant. compliance with such requirements

is necessary, in our opinion, for the Municipality of Ad.iuntas, Puerto Rico, to comply with the

requirements applicable to that program.
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REPORT ON COMPTIANCE WITH REQUIREMENTS APPLICABTE (CONTINUED)

ln our opinion, except for the noncompliance described in the preceding paragraph, Municipality of

Adjuntas, Puerto Rico, com plied, in all material respects, with the requirements referred to above that are

applicable to each of its major federal pro8rams for the year ended June 30, 2010'

lnternal Control Over comoliance

Management of Municipality of Adjuntas, Puerto Rico, is responsible for establishing and maintaining

effective internal control over compliance with the requirements of laws, regulations, contracts, and

grants applicable to federal programs. ln planning and performing our audit, we considered Municipality of

Adjuntas, Puerto Rico's internal control over compliance with the requirements that could have a direct

and material effect on a major federal program in order to determine our auditing procedures for the

purpose of expressing our opinion on compliance and to test and report on internal control over

compliance in accordance with OMB Circular 4-133, but not for the purpose of expressing an opinion on

the effectiveness of internal control over compliance. Accordingly, we do not express an opinion on the

effectiveness of Municipality of Adjuntas, Puerto Rico's internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in the first

paragraph of this section and was not designed to ldentify all deficiencies in internal control over

compliance that might be deficiencies, significant deficiencies, or material weaknesses. However, as

discussed below we identify certain deficiencies in internal control that we considered to be material

weakness.

A deficiency in internal control over compliance exists when the design or operation of a control over

compliance does not allow management or employees, in the normal course of performing their assigned

functions, to prevent, or detect and correct, noncomplia nce with a type of compliance requirement of a

federal program on a timely basis. A moteriol weakness in internol control over compliance is a

deficiency, or combination of deficiencies, in internal control over compliance, such that there is a

reasonable possibility that material noncompliance with a type of compliance requirement of a federal

program will not be prevented, or detected and corrected, on a timely basis. we consider the deficiency on

internal control over compliance described in the accompanying schedule offindings and questioned cost as

item 02-10 to be material weakness.

Municipality of Adjuntas, puerto Rico's responses to the findings identified In our audit are described in

the accom pa nying sched ule of findings and questioned costs. We did not audit Munlcipallty of Adiuntas,

Puerto Rico's responses and, accordingly, we express no opinion on the responses'

This report is intended solely for the information and use of management, City Council, others within the

entity, federal awarding agencies, and pass-through entities and is not intended to be and should not be

used by anyone other than these specified parties. <@
CARLOS R. DIIZ

The stamp No. 2564394 of the Puerto Rico

Society of Certified Public Accountants

was affixed to the original of this report.

December 20, 2010

Aguas Buenas, Puerto Rico

License No. 1339
Expire December 1, 2013
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COMMONWEATTH OF PUERTO RICO

MUNICIPAUTY OF ADJUNTAS

SCHEDUTE OF FINDINGS AND QUE5NONED COSTS

FOR THE YEAR ENDED JUNE 30, 2O1O

SECTION ! . SUMMARY OF AUDITOPS RESUTTS

Financial Statements

Type of auditor's report issued

lnternal control over financial reporting:

. Material weakness (es) identified?
o Significant deficiency (s) ldentified

that is not considered a material weaknesses.

Noncompliance materlal to financial statement noted?

Federal Awards

lnternal control over major programs:

. Material weakness (es) identified?

. SiSnificant deficiency (s) identified that are not considered

to be material weakness (es)

Type of auditot's report issued on compliance for
major programs

Any audit findings disclosed that are required to be

reported in accordance with section 510(a) of
Circular A-133

ldentification of major programs:

CFA Number(sl

93.500
74.224

Dollar threshold used to distinguish between type A

and type B programs:

Audlt qualified as low-risk audited?

Unoualified

_yes X no

_Lyes _no

_yes X no

X ves no

ves X no

Oualified

_)(-yes

Name of FedeEl ProPram

Head Start
Community DeveloPment Block

Grants/State's Program

S3oo,ooo

Xno
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COMMONWiATTH OF PUERTO RICO

MUNICIPAUW OF ADJUNTAS

SCHEDUT.E OF FrnDrNGs AND QuEsno ED Cosrs (ComNUEDl

FOR THE YEAR ENDED JUNE 30, 2O1O

SECTION II - FINANCIAT STATEMENT FINDING

Finding No. 01-10

Accounting system

Condition:

The Municipality has not established accounting procedures, control and records necessary to provide accurate

information to prepare the financial statements in conformity with generally accepted accounting principles'

During our examination we noted the following matters:

a) The bank reconciliations are not compared to general ledgerand differences noted, ifany, are notpromptly

adjusted.

b) The accounting system did not recognized most ofthe payroll transactions. Such transactions are recognized

manually at year end.

c) The manually prepared checks are not recorded in the computerized system'

d) The financial statements were prepared from worksheets manually prepared'

Criteria:

The Sections 8.010 (a), (c) and (d) ofthe Law 8l state thatthe accounting system establishes bythe Municipality

should by designed to present complete and accurate information ofthe result of operatlons, adequate control

and accountability of allthe funds necessary for the administration of the Municipality. The Law also statesthat

the procedures to collect and deposit municipal funds and controlthe municipal property, should have adequate

controls that prevent the commitment of irregularities and permit that if such irregularities are committed, the

responsibility for such irregularities be established'

Effect:

The occurrence ofthese conditions may result that all transactions are not recorded In the financial statements

and that any error could not be detected promptly.

Recommendation:

We recommend that the Municipality establishes an adequate accounting system to ascertain that all

transactions are properly recorded.
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COMMONWEATITI OF PUERTO RICO

MUNICIPAUTY OF ADJUNTAS

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (COiMNUED)

FOR THE YEAR ENOED JU E30,2O1O

SECTION III . FEDERAL AWARDS FINDINGS AND QUESTIONED COSTS

Finding No. 02-10 - Procurement and Suspension and Debarment

Federal Program

CFDA - 14.228 Community Development Block Grant

Compliance tequilement:

Procurement and Suspension and Debarment

Category:

Compliance

Condition:

As part of our audit procedures we examined 5 disbursements to test the compliance with the Procurement

and suspension and Debarment requirement for community Development Block Grant program. ln 5 of

the 5 disbursements amounting s999,669 the Municipality did not comply with the suspension and

Debarment requirement.

Suspension and Debalment:

2 CFR part 180 states that non-federal entities are prohibited from contracting with or making subawards

under covered transactions to parties that are suspended or debarred or whose principals are suspended or

debarred. covered transactions include those procurement contracts for goods and services awarded under

anonprocurementtransaction(e.g.,grantorcooperativeagreement)thatareexpectedtoequalorexceed
S25,0OO or meet certain other siecified criteria. CFR Section LaO.22O ol the government-wide

nonprocurement debarment and suspension guidance contains those additional limited circumstances All

nonprocurementtransactions(i.e.,subawardstosubrecipients),irrespectiveofawardamount,are
considered covered transactions.

when a non-federal entity enters into a covered transaction with an entity at a lower tier, the non-federal

entity must verity that the entity is not suspended or debarred or otherwise excluded' This verification may

be accomplished by checking the Excluded Parties List system (EPLs) maintained by the General services

Administration (GSA), colleiine a certification from the entity, or adding a clause or condition to the

covered transaction wlth that entity'
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We recommend that the Municipality establishes an adequate internal control system to ascertain

I .ompliance with the procurement and suspension and Debarment requirement

L

L

L

L

L

L

L

L

L

L
58



COMMONWEATTH OF PUERTO RICO

MUNICIPATITY OF ADJUNTAS
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FoR THE YEAR END€D JUNE 30, 2010
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COMMONWEATTH OF PUERTO RICO
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COMMONWEALTH OF PUERTO RICO

MUNICIPATITY OF ADJUNTAS

ExHrBlr - ll

PRIoR YEAR FINDING STATUS

FoR THE YCAR ENDED JUNE 30, 2O1O
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COMMONWEATIII OF PUERTO RICO

MUITICIPAUTY OF ADJUNTAS
SCHEDUE oF F|NDTNGS Ar{D QUESnO ED COSTS (COMfl UED}

FoR THE YEAR EiIDEDJUNE 30, 2O1O

SECTION III . FEDERAL AWARDS FINDINGS AND QUESNONED COSTS

Finding No, 02-10 - Procurement and Suspension and Debarment (Continued):

Effect:

The Municipality could be exposed to administratlve action by the grantor.

Questioned cost:

None

Recommendation:

We recommend that the Municipality establishes an adequate internal control system to ascertain
compliance with the Procurement and Suspension and Debarment requirement.
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