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MUNICIPALITY OF ADJUNTAS

FINANCIAT STATEMENTS

FOR THE YEAR ENDED JUNE 30, 2011



6".hrfr,. ga*r@"d-
Certified Public Accountant

Puerto Rico Society of Certified Public Accountants
PO BOX ilo& 44 RAFAEI IISI Sr., a

INDEPENDENT AUDITOPS REPORT

To the Honorable Mayor and
Municipal Legislative Body

Municipality of Adiuntas
Adjuntas, Puerto Rico

We have audited the financial statements of the governmental activities, each major funds, and the
aggregate remaining fund information ofthe Municipality of Adjuntas as of and for the year ended June 30,
2011 which collectively comprise the basic financial statements as listed in the table of contents. These
financial statements are the responsibillty of the Municipality's management. Our responsibility is to
express an opinion on these financial statements based on our audlt. We did not audit the financial
statements of the Valle Verde Project. 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 sta ndards 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 a udit a lso includes assessing the accounting princlples used a nd
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 of the governmental activities,
the business type activlties each major funds, and the aggregate remaining fund information of the
M unicipality of Adjuntas as of June 30, 2011, 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.

MEMBER:

American lnstitute of Certified public Accountants



INDEPENDENT AUDITOPS REPORT (CONTINUED):

ln accordance wlth Governmental Auditing Standards, we have also issued our report dated December 20,
2011, on our consideration of the Municipality of Adjuntas' internal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and
other matters. The purposeofthat report isto describe the scope ofourtesting ofinternal 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
audit.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Municipalivs basic financial statements. The accompanying schedule of expenditures of
federal awards is presented for purposed ofadditional analysis as required by U.S. Office of Management
and Budget Circular A-133, Audits of States, Local Governments, and non-Profit Organizations, and is also
not a required part of the basic financial statements. The information in the accompanying schedule has

been subjected to the auditing procedures applied in the audit of the general purpose financial statements
and, in my opinion, is fairly presented in all material respects in relation to the general purpose financial
statements taken as a whole.

Accounting principles generally accepted in the United States of America require that the management's
discussion 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 not a 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 flnancial 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 Benerally accepted in the United States of
America, which consisted of inquiries of management about the methods of preparing the information and

comparing the Information for consistency with management's responses to our inquiries, the basic financial
statements, and other knowledge we obtained during our audit ofthe basic financlal 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.

February 9 , 70\2
Aguas Buenas, Puerto Rico

License No. 1339
Expire December 1, 2013

The stamp No. 83003 of the Puerto Rico

Society of Certified Public Accountants was
affixed to the orlginal of this report.

CARLOS R. DIM
CONTADOR PI,IEUCO AUTORIZADO



COMMONWEATH OF PUERTO RICO

MuNtctpAury OF ADJUNTAS

MANAGEMEiTfS DtscussroN A D ANA|ysts (UNAUD|TEDI

FOR THE YEAR ENDED JUNE 30, 2011

MANAGEMENT AND DISCUSSION ANATYSIS

Our discussion and analysis ofthe Municipallty ofAdjuntas (Municipality)financial performance provides an
overview of the Municipality's financial activities for the year ended June 30,201,f. Please read it in
conjunction with the financial statements, which begin on page 14.

FINANCIAT HIGHLIGHTS

The Municipality has reported assets amounting to 540.10 million in the accompanying statement
of net assets, of which most significant are capital assets and cash and cash equivalents amounting
to S24.15 million and $13-79 mlllion respectively.

Also, the Statement of Net Assets for the Governmental Activities ofthe Municlpality shows 521.64
millions in capital assets without debts. ltrepresentsthatthecapitalassetsoftheMunicipalityare
not pledged with neither long nor short-term liabilities.

The Municipality has defendant of a lawsuit filed by approximately 82 individuals who claims
political harassment and discrimination. During June 30, 2005 the Municipality paid S1,365,000
under operational loansto20outof 82 plaintiffs. On November 2006 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 2007 the Municipality paid 5619,000
under operational loan to distribute to 52 plaintlffs. ln 2008 the Municipality paid S633,000 and in
the fiscal year 2010 the Municipality paid S532,000 to the plaintiffs. As ofJune 20, 2011the balance
of such liability amounted to approximately 55,348,355 which has been recorded. Such amount
was paid in full, subsequent to balance sheet date.

During the year, the Municipality reported revenues of 58.93 million in the General Fund of total
revenues restricted and unrestricted of $14.25 million.

o The Municipality has reported total expenses amounting to 511.75 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 of the
Municipality as a whole and present a long-term view of the Municipality's 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

MUNICIPATITY OF ADJUNTAS

MANAGEMEtflJS DtscusstoN AND ANA| ysts (UNAUD|TEDI

FoR THE YEAR ENDED JUNE 30,2011

Overview of the Basic Financial Statements

The Municipality's financial statements include three components:
1. the government-wide financial statements
2. the fund financial statements
3. notes ofthe financlal 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 Municipality's operations and finance as a whole in a manner similar to private-sector business. These
statements provide short-term and long-term information about the Municipality's financial position, which
assist the Municipality'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 accountinS. This basically means thatthese financial statements follow methods thatare
similar to those used by most businesses. Theytakeintoaccountall revenuesand expenses connected with
the fiscal year ended June 30, 2011 even ifcash 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 of Activities report information about the Municipality as a
whole and about its activities. These statements include o// assets and liabilities usingthe accruol 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 received or paid.

These two statements report the Municipality's net assets and changes in them. You can think of the
Municipality's net assets, the difference between assets and liabilities, as one way to measure the
M unicipality's financial health, orrn oncidl position- Over time, mcreos es or decreases iA the Municipali!/s
net assets are one indicator of whether itsfinoncial health is improving or deteriorating. Youwill needto
consider other non-financial factors, however, such as changes in the Municipalit/s property tax base and
the condition of the roads, to assesthe overoll heolth of the Municipality of Adjuntas.

ln the Statement of Net Assets and the Statement of Activities, we divide the Municipality into:

. Govern menta I activities - M ost of the M u n icipa lity's basic services a re reported here, in cluding the
municipal police, public works, garbage disposal, public energy and health services, and general
administration. Propertytaxes, municipal licensetax, stateand federalgrants finance mostofthese
activitles.

Fund Financial Statement: Report the financial position and results of operations of the Municipality'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 fina ncia I statements
provide detailed information about the most significant funds, not the Municipality as a whole. Some funds
are required to be established by bond covenants.



COMMONWEATH OF PUERTO RICO

MuNtctpALrIy OF AoJUNTA5

MATTIAGEMENT'S Drscusstor{ AND ANAtysE (UNAUD|TED)

FOR THE YEAR ENDED JUNE 30,2011

The M unicipality's 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 occruol
accounting, which measures cash and all otherflnonc,o/ assets that can readily be converted to cash. The
governmental fund statements provide a detailed short- term view of the Municipalihy's general government
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 Municipality's
programs. We describe the relationship (or differences) between governmental oct yrties (reported in the
Statement of Net Assets and the Statement of Activities) and governmental/unds in a reconciliation on thls
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 AS A WHOTE

The Municipality's combined net assets increased in the current year by S 3.17 millions, to total 511.37
million at end of year. Table 1 and 2, focus on the net assets and changes in net assets of the Municipalit/s
governmental and business-type activities for the current year.

Table 1

NET ASSETS

(in Million)

Current and other assets

Capital assets

Total assets

Long-term debt outstanding

other liabilities

Total liabilities

Net assels:
Invested in capital assets,

net ofrelated debt

Restricted for:

Debt services

Capital proiect

Other specified purpose

Unrestricted

Net Assets

2010

s12.22

21.42

$33.64

(21.10)

(4.34)

($2s.44)

18.32

0.89

4.08

2.43

07 .52)

$8.20

20lt
$15.96

24.t4

$40. t0

(r 9.08)

($e.65)

(s28.73)

17.39

1.83

0.88

4.39

( 13.12)

sr 1.37



COMMOI{WEATH OF PUERTO RrciO

MU EPAIIIY OT AD,U]5TAS

MA T6EMEm's Dsclrss{rfl A,lD A,l Lysrs (t IlarDmD)
Fon fBE YEAn E]IDED JuxE 30, zO11

Compolurts d Net Ascets

CurrBr rd C4ld as8els Long'tem debt Other t-iftils
drer ass€G q.(saar&E

Table 2

otAt{GEs til ilETASSm
(in Million)

Revenu€s
Program revenues:

Charges for servkes
Operating grants and

contributions
Capital grants and contributions

General revenues:
Property taxes
Municipal Ucense tax
Gants and entitlements
Other income
Total Revenues

Program Expenses:
General Administration
Public safety

Culture, Tourism, Recreation
and Education

Public work
Health and welfare
Housing
Other
Total Expenses:

lncrease in Net Assets

2010

S o.4s

1.58
2.54

L.20
L.76
5.78
o.27

s13.s8

s 4.e1
0.64

0.80
1.10
1.90

o.55
s 9.91

s_362

2(n1

S 0.46

1.59
2.3s

L.24
2.42
6.06
0.39

s14.91

S 6.41
0.61

0.88
0.65
2.35
0.41
o.44

s11.75

s_3J6



COMMONWEATH OF PUERTO RICO

MuNlctpAuw OF ADJUNTAS

MANAGEME t'S D|SCU5SION AND ANATYS|S (UNAUD|TED)

FORTHE YEAR E DED JUNE 30,2011

Net assets of the M unicipaliby's governmental activities increased by 53.15 milllons in the current year.
Unrestricted net assets is the pa rt 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 Municipalitys Governmental Funds

The Municipality uses fund accounting to ensure and demonstrate compliance with finance-related legal
requirements. The focus of the Municipality's governmental fund is to provide information on near-term
inflow, outflow, and balance of spend able resources. Such information is useful in assessing the
Municlpality's financial requirements. ln particular, unreserved fund balance may serve as a useful
measure of a government's net resources available for spending at the end of fiscal year.

Governmental Activities

The principal revenues of the Municipality are composed of property taxes and grant contributions. The
Mayor of the Municipality of Adjuntas continued with an aggressive collections procedure especially in the
property taxes area and submitted state and federal proposals to get competltive grant awards. Also, the
Mayor of the Municipality 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, 2011 was substantially related to the following:

Table 3

Governmental Activities
(in Million)

General Government

Public Safety

Publlc Work

Total expenses

2010 zott

s4.91 s 6.41

0.64 0.61

0.08 0.65

Culture, recreation and
education 1.10 0.88

Health and welfare 1.90 2.35

lnterest on long term debt 0.56 O.44

Totals s9.91 s11.34
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OcerieaC Got arrrtBrt

f Puub S*ty

lPilrac Wo.t

Ic{dtre d rrcrcdion

EH€CA|Jdndtse

Elob|3st on lo.rgF{arm deI

o.4,+yo Total Expense 2011

2.35,2lt5
t6rr ,5616

).88, 8e/6

lcGttord Gollrflne

OPraaicS#y

ltublic wori

ECdt r ad r€qrdilr!

lH€#r ard r.df.r!

Elhbr38t on lo.tgFbnlr ds
0.61,5%

The cost of all governmental actMties this year was 511.34 million compared to 59.91 million last year.

Table 2 presents the cost of each of the Municipality of Adjuntas largest programs.

The major sources of general revenue are property taxes, municipal sales taxet and grant and contributions

not restricted, whbtr in total represent S9.r() and 512.57 of all revenues in 2011 and 2O1Q respectively.

0.65- 6%
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1.58
2.v

s4J6

2010

s 1.27

t.76
9.54

surz

L

L

L

L

L

L

L

L

L

L

L

L

L

L

L

L

L

L

L

Table 4
GoYemrnentel Actrdties

(lnMlllbn)

Property taxes

Municipal Lkense taxes

Grants and contributions

Propsrt aG ludclgd Llc.ll!. Grar.3 .nd
trr- cortibudon3

Tabb 5
Got cmmental Activitics

(inMlllbnf

Charges for service
OperatinB Grants
and Crntribution
Gpital Grants and Contribmions

Totals

General Resenuea

Dy tnaior soures

Program Revenu6
by rmior sourrE

20LO 2011

s .44 s .rs

20tt

S1.2s
2.@
5.06

sg.{O

$r0.m

18.00

i6.00

s4.00

$200

$0.00

1.59
2.33

s440

General Revenues
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L

L

L

L

L

L

L

L

L

L

I

L

L

l

L

t
L

$3.00

$2.50

E2.00

$r.50

$r.00

flr.$0

$0.00
Clr fE lbr 3an lc. Op.rdng Gtanb C.git t Gr.rG t

.ldcoNtiuffon CooniDuliolE

IHE MU]IIOPruTTS FUI{D

As the Municipality @mpleted the year, its govemmental funds reported a combined fund balance of
51L$millirn.

Gerreral Fund Brdgetary HEhlltfits

Once the Municipalivs budget for the fiscal year 201G2011 was approved on June 2010, the financial

decisions were taken based on the avaihble appropriations. However, durin8 the aours€ of the year, the

Municipal l-egislative Body ranised the Municipality ofAdjuntaC budget to adiust the original proiections to
the acEal needs of the citizenship. The budget amendments fall into various categories. The first category

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

CAPfTAI ASSET ATD DEBT AI'TITISIRAIIO]I

Capttal Assets

As ofJune :n, 2011, the Municipality of Adjuntas had 521.64 millions invested in a broad range of capital

assets, induding buildings, parks, roads, bridges and equipment

Progtanr Rewnueo

10
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Table 6

Crpittl Asccts rt Ye{r-End
(Net of deprccietion, in Millions)

Governmental Activities

[.and and land impmvements

Buildings and improvements

Construction in process

Infi'a$ucbr€
Equipment

Totrls

Capitel Assets at Yeanend 2010

2010 20lL

$ 1.98 $ 1.98

5.86 6.93

.25 .43
't0.2't 11.65

0.59 0.65

$1&95 fiu^6{

Capital Assets at Year-end 2011

lnfrastructul€
51Yo

Gonstruc-tion
in process

2%

LL
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MUI|IOPAuIY OF AD,Uf,IAS

MallAGEMEmTS DT9ATSSIOX A OA ArY$S (Ur.ruDIED]
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Morc detaiH information about the Municipalivs capibl assets is presented in l{ote 9 to the finenchl
statements.

t ebt
Atyear-end, the Municipality ofAdjuntas had 524.51millions, in bonds, notes and other outstanding debts

as shown in Table 7.

Table 7

Out3tandiru Deb,t, at Year-End
(ln Thousandsl

Gor€mmental
Acthrltles

2010 2011

s s.z6 s16.68
L.70 1.66

11.10 6.27

rotals 51916 524.61

Bord3 rrd Lot6a
Pryable

6A[

Ootlnrdirg D.bt'.t Y..r-.nd ll

Bonds and Notes payable

Advances from CRIM

Other obligations

OEtrt rdiE lr.bt rt Y..r-cd m10

t2



COMMONWEATH OF PUERTO RICO

MuNtctpAlffy OF AoJUNTAS

MANAGEMENT'S Drscusstor{ AND ANAlysE (UNAUD|TED)

FOR THE YEAR ENDED JUNE 30, 2011

The M unicipality is required to llmit the amount ofgeneral obligation debt to 10% ofthe tota I assessment 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 ls presented in Note 10
to the financial statements.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGET

The Municipality's elected and appointed officials considered many factors when settinB the fiscal year 2012
budget. The most significant change in the next yea/s budget in comparison with the amounts included for
the year ended June 30, 2011, is the increase in the estimated of municipal license and construction taxes.
For these 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 governmental'program.

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

lfthese estimates are realized, the Municipality's budgetary General Fund balance is expected to increase
modestly by the close of 2012.

CONTACTING THE MUNICIPATITY'd FINANCIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers and creditors with a general overview of
the Municipalihy's finances and to show the accountability for the money it receives. lf you have questions
about this report or need additional financial information, contact us atthe Municipality ofAdjuntat PO Box
1009, Adjuntas, Puerto Rico 00601.

13



COMMONWEATTH OF PUERTO RICO

MUNICIPATIW OF ADJUNTAS

STATEME]UT OF NEr AssER

As OFJU[{E 30,2011

PRIMARY GOVERNMENT

ASSETS

Cash and cash equivalents
cash with fiscal agent
Accounts receivable:

Other government agencies
Property taxes
Sale tax
Other receivable

Capital assets, net

Total Assets

TIABILITIES AND NET ASSETS

Liabilities:
Accounts payable and accrued expenses

Deferred revenue

Due to other government agencles

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

GOVERNMENTAT

ACTIVITIES

S s,097,604

8,349,7 49

360,111
1,053,941

75,373

21.639.974

36.586.692

573,480
7,744379

173,575

6,777,530
L7 .828.970

27 ,707,444

15,9r3,677

1,427 ,456
884,356

4,to3,754

'13.244,375l,

s_9384.808

BUSINESS-TYPE

rellv|Es

S 339,875

654,456

75,743
2,505,474

3,515.549

TOTAT

S 5,437,480
4349,749

1,074,567
r,063,941

75,373
L5,743

24.145.388

40.to2.241

251,185

123,563
1.254.358

t,629.Lr6

r,472,6t3

286,878
126.942

sa886.4!3

824,665
7,748,379

L73,575

5,901,093
19,083.288

28.731.000

17 346,730

7,427 ,456
884,356

4,390,632

13.777,4341

51f,,il1,4l

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

MUNICIPAUTY OF ADJUNTAS

STATEMEiIT OF AcnunEs
FOR THE YEAR E,{DEDJUNE 30, 2011

PROGRAM REVENUES

-E@sE

OPERATING

CHARGEFOR GRANTS AND
SERV|CES COi{TR|BUT|ONS

CAPITAL NET

GRANTSAND (EXPEI{SEI/

CO TRIBUTIONS REVENUEFUI{CTIONS AND PROGRAMS

Governmental activities:

General administration
Public safety
Culture, education, tourism

and recreation
Public works
Health, sanitation and welfare
lnterest

Total governmental activities

Business type-activitles:
capital outlay
Housing
lnterest

Total Business - Type Activities

Total

s 16,4tL,7971
(608,806)

(888,s43)
(649,755)

12,346,2L71
(440,249l.

(11,345,361)

(40s,833)
(1,525)

(407.358)

lI1LJilJl9.I

5462,794

46?..794

54@J94

5 rL8,74t
69,000

s2,23L,370
1,403,586

7,59L.427 2,231,370

120,970

s(6,2e3,0s6)
(s39,806)

(888,s43)

1,581,615
(942,s2s1
(44O.249l-

17.sz2.s64l

777,93t
(1.525)

120.970 176.406

s2.3s2.340 so346-158)

(Continue)

51,fi1.4n

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

MUNICIPAUTY OF ADJUNTAS

STATEMEIr OF AcnvmEs (Co n uED)

FOR THE YEAR ENDEDJUNE 30, 2011

Net (expense)/revenue
General revenue:

Taxes:

Property taxes
Municipal tax
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

GOVERTTIMEI{TAt

ACTIVITIES

5,7.s22.s641

L,249,313
444,O51

L,U6,036
730,929

6,O55,572
r52,289

62,LO5

158.039

10.498,334

2,975,770

6,s09.038

s 9.484.808

BUSINESS.TYPE

ACnVmES

5 776,405

7,395

9,235

16,530

193,036

1,693.397

s1.885.433

TOTAL

s (7,345.1s8)

L,249,3L3
444,O51

!,646,036
730,929

6,O55,572

159,584
62,105

767,274

10.514.954

3,168,806

8.202.435

5113,1241

The accompanying notes are an integral part of these financial statements'
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L

L

L

t

CIOMMOT{U,EATrII OF PUERIO RICO

MUTTIPAI.ITY OF ADJUTTAS
RE@ OUATIOfl Of TIIE GOI,ER ME]{TAL Fu 6

BAI.A Cf SHEET TO TI* SIAIfMEffi OF TIET ASSEIS

AsOrJU E30,2011

I
L Fund bahnces in govemmertal ftrnds S LL,473,93t

I Amounts reportd lot govemmentol octivities in the Stotement of Net

L ossea ore different bemu*:

I cap'rtal assets used in govemmental actMties are not financial

L resources and therefore are not reported in the funds. 2L,639,9L4

I Deferred revenue in the govemmental funds that are recorded as revenue

I in the statement of net assets. 1,027,723L

I ang-term liabilities are not due and payable in the current periodL 
and therefore are not reported in the funds:

. Bonds and notes payable (16,671m0)

I compensated absenoes P24s66)Li 
chims and judgments payable (5,34s,3651

. DuetoCRlM (1,558,2191

I A."rued interest (52,310)
L
. Net M o,govemnlFJn.0itocffities S-9484J08
I
L.

L

L

t

L

L

L

L
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COMMONWEALTH OF PUERTO RICO

MUNICIPAUTY Of ADJUNTAS
REcoIiIcILIATIoN OF THE STATEMEMT OF REVENUES, EXPENDITURES

AND CHANGES lN FUND BATANCES OF GoVERI{MEMTAL

FUt{Ds To THE STAIEME]Tr OF AcnvmEs
FoR THE FIscAI. YEAR ENDEDJUNE 30, 2011

Net change in fund balances - total governmental funds

Amounts reported for Governmental Activities in the Stotement of Activities ore
dilferent 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.

Governmentalfunds report proceed from loan as other financial sources whereas

the proceed from loans increase the long-term debt in the statements of net

assets.

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

of current financial resources:

CRIM

Compensating absences

Litigation settlement
Deferred revenue

lnterest

Depreciation expense on capital assets is reported in the statement of activities,

but they do not require the use of current financial resources. Therefore,

depreciation expense is not reported as expenditures in governmental funds.

Chonges in Net Assets of Govemmentol Adivities

5 5,292,624

3,370,700

477,@O

(10,388,000)

40,977
60,351

4,765,670
72,722
(3s,1ss)

(681,129)

5,2,v5J10

71



coMi/Ein EAtm of PUEnro Rrco
MUT|oPAUWOf ADIU]UTAS

STAIEUETTT OF H]IAM'[ POS'NOII.PNOPRIETANY FUI{D

JU E:10,2011

Cun€m AsseE:
cash
Accounts recelvable:

Other govemmental agencies

Other

,lon ar]'ent asscts:
Property and equipment
Restricted deposits

I.IAB|IIIES ATID ]TEr AssEIS

Uabilfthc:
Current liabilities:

Current maturities of mort8age note
Accounts payable and accrued expenses

Mortgage note, net of current maturities
Pollution remediation obligation

et assets

Total $abillffes and net assets

Proprietary Funds
Valle Verde Proiecl

S s2,998

65/.,456
t5,743

723.L97

2,505,474
2A6,A7A

7.7!t2.352

s3^5ut49

S 123,s63
251,185
374.74

909,298
v5,o70

L,2il,368
. L,529,LL6

1.885.433

s3l15,549

The accompanying notes are an integral part of these financial statements.
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GOMMOXWEALIH OF PUENTO RrcO
MUTTIPAIITY OF AD'UiITAS

SrAr clroFAcrvmEs.rrnopRtErAnyFu D

YEAR ErDcDJum:10, 2011

Rev€nu6:
Rent
Financial
Capital project grant
other

Total revenues

Erpenses:
Administrative
t tilities
Operating maintenance
Taxes and insurance

Depreciation
lnterest

Total ergenses

Change in net assets

Project net assets, beginning of year

Proiect net assets, and yeel

Proprietary Fund
Vallc Verde Prohct

5 M2,794
7,395

120,970
9,235

600,394

125,696
19,439
96,880
38,772

t25,46
L,525

407,358

193,035

1.593,397

si^886.433

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

MUNICIPATITY OF ADJUNTAS
STATEMENT OF CASH Ft-ows-PRopRtErARy Fur{D

FOR THE YEAR ET{DED JU E30,2O1I

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

Other cash received

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

Net cash provided by operating activities

Cash flows from non-capital financing activities:
lnterest and other charges

Net cash used in non-capital financial activities

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

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

Net cash used in capital and related financing activities

Cash flows from investing activities:
lnterest in investing

Deposit to reserve for replacement and
interest retained in 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

Net decrease in cash

Cash at beginnint of year

Cash at end of year

Proprietary Fund
Valle Verde Proiect

5 462,rs2
51,879

514.031 
-

(34,6461
(31,458)

(107,016)
(19,439)
(82,942]-
(39.104)

(314,605)

L99.426

(1.s2s)

(1.525)

(666)
(t!4,4391
(19s,694)

(t9.2971

(330.096)

7,395

lz9,6s2l
199,898

(19,140)

19.300

fi7.aol

45,606

7 .392

s_52998
(continue)
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COMMONWEATTH OF PUERTO RICO

MUNICIPAUTY OF ADJUNTAS

STATEMETST oF CASH FLOWS-PROPR|ErARY FUND (COtVnNUEo)

FoRTHEYEAR E DEDJUNE 30,2O1l

Proprietary Fund
Valle Verde Proiect

s187.166

L25,046
(7,6741

(7r,2941
(111)

(1s,389)

(38,930)

20,731
370

12.260

5199.1126

Cash flows from operating activities:

Change in the net assets

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

Depreciation
Mortgage sales by

lncrease (decrease) in:
Receivables

Tenant security deposits
Miscellaneous prepaid expenses

lncrease (decrease) in:
Pollution remediation obligtion
Accounts payable

Payroll
Tenant security deposits

Irlet cash provided by operating activities

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

MUNICIPATITY OF ADJUNTAS

NorEs To THE FrNANcrAt" STATEMENTS

JUNE 30, 2011

1. 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 of the executive and legislative bodies, which are elected every

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

The Municipality 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.

2. 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 accounting 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.

ReportinB 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 of the

Municipality consists of all funds and departments that are not legally separate from the Municipality.

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 of these activities is directly controlled by the Municipality'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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COMMONWEATTH OF PUERTO RICO

MUNICIPALITY OF ADJUNTAS

NOTES TO THE FINANCIAL STATEMENTS (CoNTINUED)

.lu E 30, 201l

2. SUMMARY OF StGNtFtCANT ACCOUNTTNG pOUCtES (CONTtNUEDI

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 of the 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 intergovernmental 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 units 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:

1) General Fund

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

required to be accounted for in another fund.

2) Debt Service fund

This fund accounts for revenue form property and sales tax for the payments of general long term
debt liabilities.

3) State Legislative Jolnt 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.

4) 56,023,000 loan fund

This fund accounts for resources provided by a loan for the payment of a litigation.

This loan will be paid general fund tax.

5) 54,120,000 loan fund

This fund account for the process at a loan for the development of capitol project. This loan will be

paid with state sales tax.
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COMMONWEAI.TH OF PUERTO RICO

MUNICIPALITY OF ADJUNTAS

NorEs To THE FrNAfrlctAt- STATEMENTS (CoMaNUEDI

JUNE 30, 20U

SUMMARY OF StGNtFtCANT ACCOUNTTNG pOLtCtES (CONTTNUED)

Measurement focus, basis of accounting and financial statement presentation

The government-wide financial statement of Net Assets and the Statement of Activities, both
Sovernment 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 tlme 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 levied. Grants and similar items are
recognized as revenue as soon as all eli8ibility requirements imposed by the provider have been met.

The governmental 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. Under 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 if they 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
considered 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.

Private-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 Buidance of the Governmental Accounting Standards Board.
Govern ments also have the option of following subsequent private-sector guidance for their business-
type activities and enterprise funds, sub.iect 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
financial statements. Amounts reported as program revenues include 1) charges to customers or
applicants for goods, services, or privileges provided, 2) operating grants and contrlbutions, and 3)
capital grants and contributions, including special assessments. Internally dedicated resources are
reported as general revenues rather tha n 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 first, than unrestricted resources as they are needed.
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COMMONWEAITH OF PUERTO RICO

MUNICIPATITY OF ADJUNTAS

NoTEs To THE FrNANcrAr SrArEMENrs (CoNTNUED)

JUNE 30,2011

2. SUMMARY OF StGNtFtCANT ACCOUNTTNG POUCTES (CONTTNUED)

Measurement focus, basis of accounting and financial statement presentation (continuedl

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
basls of accou nting. Accordingly, a ll assets and lia bilities (whether cu rrent 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 whlle 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 Municipality's finance director is responsible for investing available resources. The Municipality is

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

depository of public funds by the Puerto Rico Treasury Department (PRTD) or in instruments of the
Govern ment Development Bank for Puerto Rico (GDB). The M unicipality'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 capital 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 Municipality'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 other 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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Capitalassets

Capital assets, which include property, plant, equipment, and infrastructure (whlch ls 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 (.luly 1, 2003).

Capital assets purchased or acquired are carried at historical cost or estimated historical 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
incurred for repairs and maintenance are expensed as incurred. When historical cost is not available it ls

estimated using historic sales of the year of the acquisltlon of the related capital assets.

Depreciation in capital assets is calculated on the straight-line basis over the following estimated useful
lives:

Building
Equipment and vehicles
lnfrastructure

50-40 years

5-10 years

40 years

The Municipality decides when to capitalize an asset using a capitalization threshold of S25. No
depreciation is recorded the year of acquisition.

ln the prior year, the Authority adopted the provisions of GASB Statement No. 54, Fund Balance

Reporting and Governmental Fund Type Definitions (GASB 54), which enhanced the usefulness of fu nd

balance information by providing clearer fund balance classifications that can be more consistently
applied. This statement establishes fund balance classifications that comprise a hierarchy based
primarily on the extent to which the Authority is bound to observe constraints imposed upon the use of
resources reported in governmental funds.

Pursuant to the provisions of GASB 54, the fund balances amounts are reported as nonspendable
restricted, committed, assigned and unassigned, based on the relative strength ofthe constraints that
control how specific amounts can be spent, as described follows:

Nonsoendable - Represent resources that cannot be spent readily with cash or are legally
or contractually required not to be spent, including but not limited to inventories, prepaid
items, long-term balances of loans and notes receivable.

Restricted - Represent reso urces that can be spent only for the specific pu rposes stipu lated
by constitutional provisions, external resource providers (externally imposed by creditors
or grantors), or through enabling legislation (that is, legislation that creates a new revenue
sources and restrict its use). Effectively, restrictions may be changed or lifted only with the
consent of resource providers.

+
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Committed - Represent resources used for specific purposes, imposed by formal action of
the entity's highest level of decision maklng authority (governing body through resolutions)
and can only be charged by similar resolutions, no later than the end of the fiscal year.

A!9ig!gd - Represent resources intended to be used by the entity for specific purposes but
do not meet the criteria to be classified as restricted or committed (generally resolutlons
approved by the governing body). lntent can be expressed by the governing body, or by
and official or body to which the governing body delegates authority in conformity with the
bylaws oftheAuthority. ln governmentalfunds other than the generalfund, assigned fund
balance represents the remaining amount that is not restricted or committed.

Unassiqned - Represent the residual classification for the entiqy's general fund and includes
all spendable amounts not contained in the other classifications. ln other funds, the
unassigned classification ls used only to report a deficit balance resulting from
overspending for specific purpose for which amounts had been restricted, committed, or
assigned.

Risk financing

The Municipality carries insurance to cover casualty, theft, tort claims and other losses. lnsurance
policies are negotiated by the Puerto Rico Treasury Department and costs are allocated among all the
municipalities of Puerto Rico. Cost of insurance allocated to the Municipality and deducted from the
gross property tax collections by the Municipal Revenue Collection Center (the "CRlM") for the year
ended June 30, 2011 amounted to approximately 5127,913. The current insurance policies have not
been cancelled or terminated. The CRIM also deducted approxlmately 5152,204 for workers
compensatlon insurance covering all municipal employees.

Compensated absences

Employees accumulate vacation leave at a rate of 2.5 days per month up to maximum of 60 days.

Unpaid vacation time accumulated is fully vested to the employees from the first day of work.
Employees accumulate sick leave at a rate of 1.5 days per month up to a maximu m 90 days. ln the event
of employee resignation, the employee is paid for accumulated vacations days up to the maximum
allowed.

Separation from employment prior to use of all or part of the sick leave terminates all rights for
compensation, except for employees with ten years or more of service who are entltled to sick leave pay

up to the maximum allowed.

Employees' maximum allowed vacations and vested sick benefits are accounted for in the statement of
net assets.

*

+

*
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Post Employment Benefits

Pursuant various Acts, the Municipallty is required to cover annually the 3% increase (cost of living
allowance) in the retirement plan of it's retires employees. Substantially all of the employees may
become eligible for these benefits of they reach normal retirement to while working for the
Municipality, For the fiscal year ended June 30, 2011, post employment benefits retirees amounted to
S49,971. These benefits are recorded as expenditures in the general fund when notified by the
retirement plan.

Use of estimates

The preparation offinancial statements In conformity with accounting principles generally accepted in
the United States of America requires management to make estimates and assumptions that affect the
reported amounts of assets and llabilities, and disclosure of contingent assets and liabilities at the date
of the financial statements and the reported amounts of revenues and expenditures/expenses during
the reporting period. Actual results could differ from those estimates.

Restatement

The net assets as presented in the 2011 flnancial statements have been restated to record capital assets

amounted to S1,518,901.

3. PROPERWTAX

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 CRIM), 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 behalf of all
the municipalities of Puerto Rico. Before the beginnlng 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.
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This settlement has to be completed on a preliminary basis not later than three months after fiscal year-
end,andafinal settlement made not laterthan six months afteryear-end. lf the CRIM remits to the
municipality property tax advances, which are less than the tax actually collected, a receivable 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 property taxes on
the first S15,000 ofthe assessed value. For such exempt amounts, the Puerto Rico Treasury Department
assumes payment of the basic tax to the Municipallties, except for property assessed at less than S3,500
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 S15O,OOO.

The annual rate for fiscal year 2011 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 4.07o, respectively, representthe
Municipality'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 of the 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 and accounted for in the debt service
fund. The Commonwealth also contributes an annual tax rate of O.2% of the property tax collected.

Tota I property tax receivable, net of an allowance for uncollectible accounts of 56,407,O74, amounted to
51,063,9114 at June 30, 2011. The composition of property taxes recelvable and the related deferred
revenues is a follows at June 30, 2011:

Gross property taxes receivable
Less:

Allowance for uncollectible accounts

Net property taxes receivable

Deferred (unavailable) property
tax revenues in GFFS

General
Fund

ss,976,674

5.725,454

s__8s1J60

s t23,573

Debt S€rvice
Fund

5L,494,4O4

L24r,620

L_212J84

5_204Js0

Total

57,471,Ot8

6.407.O74

sa0q944

sL02J-123
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4. VOTUME OF BUSINESS TAX

The municipal 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 institutions. 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 of the following fiscal year. The
amount levied could be paid with a five percent (5%) discount if payment is made on or before the filing
date. The Municipality levied and collected during the yearended June 30,7Ot1,iI:cp.,798 corresponding to
the following fiscal year volume of business tax. This amount was recorded as deferred revenue.

5. SALE TAX

The Municlpal Legislature approved the Ordinance no. 3, series 2006-07 establishing a sales tax to 1.5%
effective November 15, 2006. Pursuant to the provisions of the Law number 80 of July 29, 2007 and
effective August 1, 2007, the citlzenship 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 Rlco. This Law uniformed the use of the contribution of 7.5% in the followlng
activities; solid waste disposal costs, recycle, publlc works and improvements, health servlces and security
service.

5. INTERGOVERNMENTAT REVENUES

lntergovernmental revenues sources consist of contributions received from certain quasi-public
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 restrlcted
for expenditure for specified purposes which are recorded in the other governmental funds.

7. DEFERRED REVENUE

Municipal license tax collected in the fiscal year 2011-
2011 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 financial statements

S 104,798

1,643.581
1,,748,379

t.o27.723

zils-La
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8. VATTE VERDE HOUSING AND RESTRICTED DEPOSIT

VALTE VERDE HOUSING (the Proiect) is a housing development consisting of land, building and other
improvements owned by M unicipality of Adjuntas. The Project leases it 96 rental units to low and moderate
income individuals in the Adjuntas area. The accompanying financial statements are those of the Project

and do not represent the financial statements of the Municipality.

The Project operates under Section 515 of USDA Rural Development (USDA-RD) Housing of the National
Housing Act with H U D Section 8 Housing Assistance Payments program (new construction). The Section 515

Assistance is considered a major program. The properties are operated subject to Section 8 Housing
Assistance Payments agreements with the U.S. Department of Housing and Urban Development (HUD), and

a significant portion of the Project's rental income is received form this agency. The assistance is also
considered a major program.

The agreement was effective in 1985, with terms of five years, with seven renewal options of five years

each.

HUD has agreed to pay the Project the difference between the contract rent, as defined in the agreement,
and that portion of rent payable by qualified tenants. lnaddition,HUDhasagreedtopayaportionof the
contract rent to the project during certain vacancy periods.

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 operating account. Restricted funds are held in separate accounts and are not available for
operating purposes.

Restricted cash in the business-type activities consists of:
Escrow deposit
Tenant security deposits
Reserve for replacement

S 18,952
73,287

254.629

s286-878
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9. CAPITAL ASSETS

Capital asset activiW for the year ended June 30, 2011 was as follows:

Primary Government

Governmental activities:
Capital asset, not being depreciated:

Land

Construction in progress

Capital assets being depreciated:
Buildings

Equipment and vehicles
lnfrastructure

Balance
June 30. 2010 lncreases Decreases

s 178,031
178.031

L,267,368

275,220
1.6s0.082

1207,742\
(206,801)
(266.s871,

(681.130)

2,511.540

s2.689J71

S t42,442
742,442

t9,297

79.297

(118,s91)
(316)

(6.139)

(125,046)

(10s.749)

36.693

9J26,re4

Balance
June 30. 20U

s 1,983,180
425.L64

2.404344

9,340,892

4,592,424
t2.220,427

26.L53,743

12,413,047].
(3,940,928)

(s68.198)

G.922.t73].

L9.23]-.570

s21-6:!9,914

5 Lt7,280
1.3r14.865

7.462,745

4,089,987

490,573
245,579

4.426.L39

(2,9s9,113)
(640,s70)
(783.127].

(3.782.810)

1.043.329

2,505,474

524145t88

Total capital assets being depreciated 22,967,073 3,192.670

s 1,983,180

247.133
2.230.313

4,o73,524

4,377,204
10,570.345

(2,20s,30s)

.3,734,t27r.
(301.611)

(6.247.0431

L6.720.O30

s18-950313

5 7!7,280
L.202.423
1.319.703

4,O70,690
490,573
245,579

4,806.842

(2,84O,s22\
(640,2541
(176.988)

8.657.764].

r,t49,o78

2.468.787

91A19,124

Less accumulated depreciation for:
Buildings
Equipment and vehicles

lnfrastructure
Total accumulated depreciation

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

Total depreciation expense

10. LONG-TERM DEBTS

COMMONWEATTH OF PUERTO RICO

MUNICIPAUTY OF ADJUNTAS

NoTEs To THE FINAT{oA STATEMENTS (CoNnNUED)

JUNE 30, 2011

9. CAPTTAT ASSETS (CONTTNUED)

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

Governmental Business-Type
Activities Activities

s 91,192
194,370
199,500
194018

1,949
5122,723

S68UZ9 WB

Long-term liability activity for the year ended June 3O 2011 was as follows:

Primary Government Beginning Ending Due within
Governmental activities: Balance Additions Reductions Ealance one year

Notes and bonds payable S 6,764,000 510,388,000 S (477,0oo) S16,675,mo S 586,000

Other long-term debt:
Claims and judgments payable 10,114,035 1,234,330 (6,000,000) 5,348,365 5,3118,365

Compensated absences
Amount due to CRIM

Total

Business-type activities:
Mortgage payable

Pollution remediation
obligation

(60,351) 924,866 800,000
140.9771 1.658.219 43.16s

19.s62.4s8 !1.622.330 (6.s78.338) 24.@6.450 6.777.530

lt22,tt3l s 1,032,861 s 123,s63

(38,930) 345.070

(161.043) 7.377.93L r.23.563

Total 91,ro1A32 511,,@3iA S16,Z!9.381) S25t84i!81 S210L093

945,227
1,699,196

7,ts4,974

384.000

1.s38.974
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10. LONG.TERM DEBTS (CONTINUED)

Governmental activities:

A. Notes and Bonds:

$245,000 General Municipal Obligation Note of 2011 payable in an annual
installments ranging from 530,000 to 45,000 through July 1, 2017 plus 5 245,000
interest at 7.50%.

54,120,OOO Special Obli8atlon of 2011 payable in an annual installment ranging

550,000 to 5345,000 through July 1, 2035, plus interest at7.5O%. 4,L2O,OO0

52OO,OO0 Public lmprovement Serial Bond of 1990 payable in annual
installments ranging from S12,000 to $15,000 through January 1, 2015, plus
interest at 5%. 53,000

56,023,000 General Municlpal Obligation of 2011 payable in an annual
installments ranging from 5150,000 to 5553,000 through on July 1, 2030, 5,883,000
plus interest at 7.50%

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

520,000 through April 1,2073, plus interest at Libor 90 days plus !.25%.

5400,000 Special Obligation Bond of 1996 payable in annual installments
ranging from 525,000 to 540,000 through January 1, 2015, plus interest at
LIBOR 90 days plus 7.25o/o

140,000

155,000

51,365,000 General Municipal Obligation Bond of 2004 payable in annual
installments ranging from 540,000 to 585,000 through July 1,2029 plus

interest at 5%. 1,145,000

5619,000 Special Obligation Note of 2006 payable in an annual installment of
5106,000 through luly l, 2072, plus interest at Libor 90 days plus !.25%.

5619,000 General Municipal Obligation Bond of 2007 payable in annual
installment ranging from S12,000 to 552,000 through July 1, 2031 plus
interest at LIBOR 90 days plus 1.25%

106,000

577 ,OOO

595,000 General Municipal Obligation Note of 2011 payable in annual
installments ranging from 515,000 to 520,000 though July 1, 2014 plus

interest at LIBOR 90 days plus L.25o/o 65,000

54,322,000 Special Obligation Note of 2008 payable in annual installments of
576,000 to 5367,000 through )uly 7,2032 plus interest at 7.25%. 4,186.000

s16.675.000

38



COMMONWEATTH OF PUERTO RICO

MUNICIPATITY OF ADJUNTAS

NorEs To THE FTNANCTAT STATEMET{rS (COiTTlNUED)

JUNE 30,2011
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The annual debt service requirements to maturity bonds and notes payables ofJune 30, 2011are as follows:

Notes and Bonds Payable
Year ended June 30

20L2
2013
20t4
70L5
20L6
7017-2027
2022-2026
7027-2031
?.037-2036

Governmental-type Activities

Princioal lnterest

S s86,ooo
532,000
479,OO0

514,000
522,000

2,929,O@
3,953,000
4,977,000
2.?49.OOO

S16.675,000

s 79s,001
1,123,088
1,115,000
7,O82,703

L,027 ,L73
4,537 ,44t
3,434,793
L,779,700

351.149

s!5241,Q44

Agreement
Pavment

s 1,381,000
1,655,088
1,s95,000
L,596,703
1,549,173
7,466,447
7 ,387 ,793
6,690,700
2.600.L49

53L.92LO47

Amount due to cRlM

On January 26, 2000, Public Law 42, as amended, was enacted which authorized the CRIM to obtain a loan
up to 5200 million, and for a term not exceeding 30 years, to allow for the financinB of the debt that the
municipalities of Puerto Rico have with the CRIM arising from final settlements of property tax advances vs.

actual collections through fiscal year 2000-2001. 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, 2011, the amount due to CRIM

amounting to 51,529,094.

Financing of delinquent property tax accounts sold

ln addition, the Municlpality entered into a financing agreement with CRIM for the payment of delinquent
property tax account sold to private investors. The financing agreement in the form of a line of credit
bearing interests at 6.50% during the first 5 years, and variable interest (125 points over LIBOR rate) during
the next 25 years. At June 30, 2011, the outstanding principal balance amounted to 5129,125.
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10. tONG-TERM DEBTS (CONTINUED)

The principal and lnterest matured as follow:

Year ended June 30

zoLz
2013
20L4
7075
2076
7017-2020
202L-2025
2026-2030
2031-2032

Year ended June 30
2012
70L3
70L4
20L5
?oL6
20t7

Princioal

s 43,16s
45,497
47 ,963
50,591
53,383

315,341
4L6,7L4
554,797
131.376

s.L6s82zr

lnterest

S 102,081
99,372
96,5t7
93,507
90,333

397 ,502
286,568
L39,523

6.223

s]"311-64

Agreement
Pavment

5 r4s,z46
744,863
144,480
t44,O98
743,776
712,843
703,282
693,720
737,599

9,959,3,47

Business-type activities:

Consists of a 9% mortgage note used for project construction, payable in monthly Installments of
518,425, including interest, until 2017, collateralized with land and building. USDA Rural Development
has provided a mortgage subsidy to the project in the amount of 58,833, attributed to each monthly
payment of principal and interest. This subsidy is awarded annually based on the projecfs current needs,
and has reduced the project's monthly installments to 59,592.

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

Princioal

S 133,s64
746,094
159,798
174,188
191,185
228.O32

sL032i61

lnterest
s 87,s37

75,008

61,303
46,9L3
29,9t7
tl,982

5312-660

Agreement
Pavment

5 zzt,tot
22L,707
?2r,toL
221,70L
22L,tOZ
240.O14

s131stz1

11. POIIUTION REMEDIATION OBLIGATION AND RETATED 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) regulations with
the use of proper engineering controls.
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11. POTLUTION REMEDIATION OBTIGATION AND REI.ATED THIRD-PARTY RECOVERY (CONTINUED)

The project has accrued its best estimate of its obligation regardlngthe removalof asbestos materials,
which is presented under the caption pollution remediation obligation in the accompanying statement
of net assets ofthe Business Type-Activities. The estimated liabllity is obtained from the construction
certifications- 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 totaling 5426,806 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 committed by HUD to cover the remaining cost of the removal of asbestos.

12. 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 regula r employees of the Mu nicipality hired before January 1, 2000 and under 55
years of age at the date of employment became members of the Retirement System as a condition 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 benefits depend upon age at retirement and

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 servlces are entitled to an annual benefit, payable monthly for life. The amount of the
annuity shall be one and one-half percent of the average compensation, as defined, multiplied by the
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.

47



COMMONWEAI.TH OF PUERTO RICO

MUNICIPALIW OF ADJUNTAS

NOTES TO THE FINANCIAI. STATEMENTS (COTNI{UEOI

JUNE 30,2011

RETIREMENT SYSTEM (CONTINUED)

Commonwealth legislation requires employees to contribute 5.775% for the first 5550 of their monthly
gross salary and 8 .275yofor the excess over 5550 of monthly Bross 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 participated in the defined benefit pension plan and are
rehired on or afterJanuary 1,2000 become members of a Program as a condition to their 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 lheiI monthly gross salary to the Program.
Employees may electto increase th eir contribution up to 10% oftheir monthlygross salary. Employee

contrlbutions are credited to his/her individual account established underthe Program. Participants

have three options to invest their contributions to the Program. lnvestment income is credited to the
participant's account semi-annually.

Defined Contribution Plan

The Munlcipality is required byAct No. 305 to contribute 9.275% ofthe 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 partlcipant's life and 50% of such benefits to the
pa rticipa nt's spouse in case of the pa rticipa nt's death. Participants with a balance of S10,000 or less at
retirement will 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.

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

30, 2011 amounted to approximately S158,993 and S185,233 respectively. This amount represented

100% of the required. contribution for the corresponding year.

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

ended June 30, 2011, a copy of which can be obtained from the Retirement System.



COMMONWEATTH OF PUERTO RICO

MUNICIPALIry OF ADJUNTAS

NOTES TO THE FINANCIAT STATEMENTS (CONNNUED)

JUNE 30, 2011

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, lf 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 litigations arising out of the normal
Municipaliq/s operations. Most ofthe 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 Oecember 3, 2001, a jury determined in favor of 20 out of
82 plaintiffs for the amount of 56,956,400 which amount was paid in full. Durlng the year the ended

June 30,2005, the Municipality paid the amount of51,500,000to the plaintiffs. ln addition, the Puerto

Rico Secretary of Justice ordered to the Puerto Rico Treasury Department to pay the remaining amount.
The remaining 62 plaintiffs and the Munlcipality reached a agreement to settle the claims which was

approved by the Municipal Legislative Body approved the settlement. On November 2011, the parties

stipulated to pay 512,500,000 to the remaining 62 plaintiffs. As of June 30, 2011, the balance of such

liability amounted to approxlmately 55,348,355 which has been recorded in the governmental activities

financial statements. Such amount was paid in full, subsequent to balance sheet date.

15. SUBSEQUENT EVENTS:

Subsequent to the balance sheet date, the Municipality obtained a loan amounted to 52,200,000 for the
payment of the claim described in Note 14.

43



REQUIRED SUPPLEMENTARY INFORMATION

44



COMMONWEATTH OF PUERTO RICO

MUNICIPATITY OF ADJUNTAS

S€HEDULE OF BUDGETARY CoMPARTSoN

FOR THE YEAR EiIDEDJUNE 30,2011

GEl{ERAL FUND

Revenues:
Taxes:

Property taxes
Municipaltax
sale tax
Construction excise tax

Grants and entitlements
lnterest
Rent
lncomes and permits

Other

Total revenues

Expenditures:
General administration
Public safety
culture, education, tourism and

recreational
Public work
Health, sanitation and welfare

Total expenditures

Excess of revenue over expenditures

8,L33,777 8.933,479

ORIGIT{AL

BUDGET

s1,040,433
3U,a42
639,392
714,430

5,648,568
21,824
33,000
2,130

749.752

8.L33,77t

4,886,577
685,468

585,149
1,966,OLl

257.345

8.481.550

,]347f,t9l.

EUDGET

S1,040,433
384,U2
639,397
2r4,430

5,il8,558
2L,424
33,000

2,130
149.L52

5,305,789
447,779

658,474
1,132,441

756.722

ASIUI

5 942,420
444,O5r
972,492
730,929

5,649,395
749

62,1O5

3,145
128,593

VARIAT{CE

WITH FINAT BUDGET

FAVORABTE
(UI{FAVOMBLEI

s (98,013)

59,2O9

332,700
516,499

427

l2L,O7sl
29,705

1,015
(20.559)

799.70a

(274,104l-

32,583

(36,0s1)

707,L57
70.572

$9,7431

S_699r6s

5,580,893
474,436

694,525
1,o25,287

686.150

8.301.548 8.40!.29r

511ilf,1J] S,lttUrS

45



COMMONWEATTH OF PUERTO RICO

MUNICIPALIW OF ADJUNTAS

NorEs To ScHEDUTE OF BUDGETARY CoMpARrsoN

JUNE 30, 2011

1. EUDGETS AND BUDGETARY ACCOUNTING

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

Formal budgetary integration is 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.

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 operating budget includes
proposed expenditures and the means for financing them.

Prior to June 13, the budget is legally enacted through passage of an ordinance.

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.

Unused approprlations for the annual budgeted funds lapse at the end of the year.

The budget is prepared on the budgetary basis of accounting. The actual results of operations,
presented in the Statement of Revenues and Expenditures - Budget and Actual General Fund, is in
conformity with the budgetary accounting of the Municipality for a better comparison with the budget
information.

The presentation of the budgetary data excludes other approprlations 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.

U

2l

3)

4l

s)
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COM MO]IWEATTH OF PUERTO RICO

MUNICIPAUTY OF ADJUNTAS

NorEs To SCHEDU]E OF BuDGsrAny CoMpARrsor{ (CoNINUED)

JUNE 30, 20U

2. RECONCIUATIOI'I OF GAAP TO BUDGETARY BASIS

Adjustments necessary to reconcile the revenues and expenditures ofthe 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 (GMP)

Adjustments to convert bud8etary basis to (GMP)

Excess of revenue over expenditures (Budgetary Basis)

54s2,847

79.347

s532188
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COMMONWEATTH OF PUERTO RICO

MUNICIPAUTY OF ADJUNTAS

SCHEDUTE OF ExpE {DrruREs OF FEDERALAWARDS

YEAR ENDED JUNE 30, 2011

NUMBER DISBURSEMENT

US Department of Housinq and Urban
DeveloDment

Passed through:
Municipal Service Administration :

Community Development Block Grant/ State Grant 14.728 1,136,959
ARRA Community Development Block Grant 14.255 

. 
_P@

puerto Rico Department of Family: 
L'179'747

ARRA Homeless Prevention and Rapid Re-Housing Program 74.257 80,553

Direct Program:

Section 8 - Housing Choice Vouchers 14.871 257,473
338.026

US Department of Heahh and Human Services
Direct Program:

Head Start 93.600 1.72L.276

US Department of Asricuhure
Passed through:

Puerto Rico Department of Education:
Child and Adult Care Food Program

10.558 98.869

US Department of Home and Securiw
Passed through:

PR Office of Management and Budget (GAR): 97.036 5OZpAZ
Public Assistance Grant

S3i4oJ8o
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MUTIIOPAIITY Of ADIU]ITAS
TTOIES TO SO{EDi'I.E OT EPEIOIruNES Of FEDCRAL AWAI'S

JuxE !!0, mll

I
I9 1. BASIS OF PRESE]UTATIO :

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

Accordingly, amounts presented in the accompanying sdredule agree to amounG presentd in the bask
I nnancial statements.
L

50



REPOnT Oil tlfrERlrAr
AOIITROL OYER FIXATIOAL REFORTI]I|G

AT{D Oil COMP]UUICE AI|D OTHER M'TTIERS
BASTD Oil ATI AUD]T OF FI]IAT{OAL

STAIEMC]UIS PERTONiiED t]I AOCORDATICE

wlTH GOVERTMEIUT AUDMilG STAI|DARTIS

51



6",rho9t. ga*r@d*
Certified Public Accountant MEMBER:

American lnstitute of Certified Public Accountants
Puerto Rico Society of Certified Public Accountants
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REPORT OI'I INTERNAT CONTROT OVER FINANCIAL REPORTING AND
ON COMPTIANCE AND OTHER MATTERS BASED ON AN AUDIT OF

FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE WITH
GOVERNMENT AUDITING STANDARDS

To the Honorable Mayor and
Municipal Legislative Body

Municipality of Adjuntas
Adjuntas, Puerto Rico

We have audited the financialstatements ofthe govern mental activities, the business-type activities,
the aggregate discretely presented component units, each major fund, and the ag€regate remaining fund
information of Municipality of Adjuntas, Puerto Rico, as of and for the year ended June 30, 2011, which
collectively comprise the Municipality of Adjuntas, Puerto Rico's basic financial statements and have
issued ou r report thereon dated February 9, 2011. Others auditors audited the financial statements ofThe
Valle Verde Housing, as described in our report on Municipality of Adjuntas, Puerto Rico's financial
statements. This report does not includethe resultsofthe other auditors'testing ofinternal control over
financial reporting of compliance and other matters that are reported on separately by those auditors. We
conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financialaudits contained in Government Auditing Stonddrds,
issued by the comptroller General of the United States.

lnternal Control Over Financial Reoortins

ln planning and performing our audit, we considered M unicipality of Adjuntas, Puerto Rico's internal control

over financial reporting as a basis for designlng 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 of Adjuntas, Puerto Rico's internal control over 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 internol control exists when the design or operation of a control does not allow
management or employees, in the norma I cou rse of performing their assigned functions, to prevent, or
detect and 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 INTERNAL CONTROL OVER FINANCIAt REPORTING AND ON COMPTIANCE: (CONTTNUED)

Our conslderation of internal control over financial reporting was for the limited 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 internal control over financial
reporting, described in the accompanying schedule of findings and questioned costs that we consider to be

sign ifica nt deficiencies in internal control over financial reporting. Finding 01-11. A significa nt 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

financia I statements a re free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contracts, and grant agreements, noncompliance with which could have a

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

opinlon on compliance with those provisions was not an objective of our audit, and accordingly, we do not
express such an opinion. Theresultsofourtestsdisclosedinstancesofnoncomplianceorothermatters
that are required to be reported undet Government Auditing Stondords and which are described in
the accompanying schedule of findings and questions costs as items 01-11.

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

February 9, 2012
Aguas Buenas, Puerto Rico

License No. 1339

Expires December 1, 2013

The stamp No. E3004 of the Puerto Rico

Society of Certified Public Accountants was

affixed to the original of this report.
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REPORT ON COMPTIANCE WITH REQUIREMENTS

APPTICAETE TO EACH MAJOR PROGRAM AND ON INTERNAT CONTROL

OVER COMPLIAI{CE IN ACCORDANCE WITH OMB CIRCUTAR A-133

To the Honorable Mayor and
Municipal Legislative Body

Municipality of Adjuntas
Adiuntas, 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 Complionce

Supplement that are applicable to each of its major federal programs for the year ended June 30, 2011.

Municipalities of Ad.iuntas, Puerto Rico's ma.ior federal programs are identified in the summary of
a ud itor's resu lts section of the accompa nying sched u le of findings and questioned costs. Compliance

with the requirements of laws, regulations, contracts, and gra nts applicable to each of its major federal
programs is the responsibility of Municipalityof 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 flnancial statements include the operations of Valle Verde Project

which expensed 51,633,683 in federal award which is not included in the schedule during the year ended

June 30, 2011. Our audit, 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 fina ncial audits contained In Govern ment Auditing

Stondords, issued by the Comptroller General of the United States; and OMB Circular A-133, Audits ol
States, Locol Governments, ond Non-Profit Orgonizotions. 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 examining, 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 Rlco's compliance with those requirements.

As described in item 02-11 in the accompanying schedule offindings and questioned cost the Municlpality

of Adjuntas, Puerto Rico, did not comply with requirement regarding procurement and suspension and

debarment that are applicable to its Community Development Block Grant. Compliance with such

requirements is necessary, in our opinion, for the Municipality of Adjuntas, Puerto Rico, to comply with

the requirements applicable to that program.
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE (CONTINUEDI

ln our opinion, except for the noncompliance described in the preceding paragraph, Municipality of Adjuntas,
Puerto Rico, complied, in all material respects, with the requirements referred to above that are applicable to
each of its major federal programs for the year ended June 30, 2011.

The result of our audit procedures also disclosed other instances of noncompliance with those requirements
which are required to be reported in accordance with OMB Circular 133 and which are described in the
accompanying schedule of findings and questioned costs as items 3-11 and 4-11.

lnternal Control Over ComDliance

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 Adiuntas, 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 A-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 identify 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 internol 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, noncompliance with a type of compliance requirement of a

federal program on a timely basis. A moteriol weokness in internol control over complionce 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 of findings 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
accompanying schedule of findings and questioned costs. We did not audit Municipality of Adjuntas, 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, within the

entity, federal awarding agencies, and pass-through entities and is to not be used by

anyone other than these specified parties.

February 9, 2012

Aguas Buenas, Puerto Rico

License No. 1339
Expire December 1, 2013

The stamp No. E3005 of the Puerto Rico

Society of Certified Public Accountants
was affixed to the original of this report.

CABLOS R. DIAZ NEGRON
COI{TTDOF FI'BLICO AI.ITORIZADO
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COMMONWEATTH OF PUERTO RICO

MUNICIPATITY OF ADJUNTAS

ScHEDUTE OF FTNDINGS AND QuEsror{ED Cos[s
FOR THE YEAR ENDED JUNE 30, 2011

SECTION I . SUMMARY OF AUDITOSI1S 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 material to financial statement noted?

Federal Awards

lnternal control over major programs:

. Material weakness (es) identified?
o Significant deficiency (s) identified that are not considered

to be material weakness (es)

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

Any audit findinEs disclosed that are required to be

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

ldentification of major programs:

CFA Number(sl

t4J!1_ I/' 14.229' V

14.255

97.036

Dollar threshold used to distinguish between type A

and type B programs:

Audit qualified as low-risk audited?

_X yes

Name of Federal Proeram

Section 8 - Housing choice voucher
Community Development Block

Grants/State's Program
ARRS-Community Development Block

Grants/State's Program
Public Assistance Grant

S3oo,ooo

Unoualified

_yes X no

_Lyes _no

_yes X no

_X yes _no

Xno
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COMMONWEALTH OF PUERTO RICO

MUNICIPATITY OF ADJUNTAS

SCHEDULE OF FrNDrr{cs AND QuEsnoNED Cosrs (CoNnNUED)

FOR THE YEAR ENDED JUNE 30, 2OU

SECTION II - FINANCIAL STATEMENT FINDING

Finding No. 0l-11

Accounting system

Condition:

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

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

Durlng our examination we noted the following matters:

a) The bank reconciliations are not compared to general ledger and differences noted, if any, are not promptly

adjusted.

b) The accounting system did not recognized most of the 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 81 state that the accounting system establishes by the Municipality

should by designed to present complete and accurate information of the result of operations, adequate control
andaccountabilityof all the funds necessary for the administration of the Municipality. The Lawalso statesthat
the procedures to collect a nd deposit municipal funds and control the 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 of these 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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COMMONWEATTH OF PUERTO RICO

MUNICIPATITY OF ADJUNTAS

ScHEDUT.E OF FTNDTNGS AND QuEsroNED Cosrs (CoNrNuED)

FOR THE YEAR ENDED JUNE 30, 2011

SECTION III - FEDERAL AWARD FINDINGS AND QUESTIONED COSTS

Finding No. 2-11 - Procurement and Suspension and Debarment

Federal Program

CFDA - 14.228 Community Development Block Grant

Compliance requirement:

Procurement and Suspension and Debarment

Category:

Compliance and lnternal Control

Condition:

As part of our audit procedures we examined 8 disbursements to test the compliance with the Procurement and

Suspension and Debarment requirement for Community Development Block Grant program. ln 5 of the 8
disbursements amounting 5878,715 the Municipality did not perform procedures to ascertain that contracted
partles are not suspended or debarred and in one disbursement amounting to S73,365 the Municipality did not
perform procurement procedures.

Criteria:

Procurement:

States, and governmental subrecipients of States, shall use the same State policies and procedures used for
procurements from non-Federal funds. They also shall ensure that every purchase order or other contract
includes any clauses required by Federal statutes and executive orders and their implementing regulations.

Local governments and lndian tribal governments which are not subrecipients of States will use their own
procurement procedures provided that they conform to applicable Federal law and regulations and standards

ldentified in the 4-102 common Rule.

All non-Federal entities shallfollow Federal laws and implementing regulations applicable to procurements, as

noted in Federal agency implementation ofthe A-102 Common Rule and OMB Circular A-110.
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COMMONWEATTH OF PUERTO RICO

MUNICIPATITY OF ADJUNTAS

SCHEDULE OF FTNDTNGS A D QuEsfloNED Cosrs (CoNTTNUED)

FOR THE YEAR ENDED JUNE 30, 2011

sEcfloN . - FEDERAT AWARDS FtNDtNGS AND QUESTIONED COSTS (CONTINUED)

Finding No. 2-11 - Procurement and Suspension and Debarment

Criteria (continued):

Suspension and Debarment:

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 a

nonprocurement transaction (e.g., grant or cooperative agreement) that are expected to equal or exceed

S25,000 or meet certain other specified crlteria. CFR section 180.220 of the government-wide nonprocurement

debarment and suspension guldance contains those additional limited circumstances. All nonprocurement

transactions (i.e., subawards to subrecipients), irrespective of award amount, 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 verify that the entity is not suspended or debarred or otherwise excluded. Thls verification may be

accomplished by checking the Excluded Parties List System (EPLs) maintained by the General Services

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

transaction with that entity.

Effect:

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

Questioned cost:

s73,35s

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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sEcTtoN U - FEDERAT AWARDS FtNDtNGS ANO QUESTTONED COSTS (CONTTNUED)

Finding No. 03-11 - Depositary Agreements - Section 8

Federal prosram

CFDA No. 14.871 Housing Choice Voucher

Compliance requirement:

Special Tests and Provisions - Depositary Agreements

Category:

Compliance

Condition:

The municipality does not maintain a depositary agreements with their financial institution in the form required
by HUD.

Criteria:

24 CFR Section 982.155 states that:

a) Unless otherwise required or permitted by HUD, all program receipts must be promptly deposited with a

financial institution selected as depositary by the PHA in accordance with HUD requirements.

b) The PHA may only withdraw deposited program receipts for use in connection with the program in
accordance with HUD requirements.

c) The PHA must enter into an agreement with the depositary in the form required by HUD.

d) (1) lf required under written freeze notice form H UD to the depositary may not permit any withdrawal by

the PHA of funds held under the depositary agreement unless expressly authorized by written notice form
HUD to the depositary; and (ii) The depositary must permit withdrawals of such funds by HUD.

(2) HUD must send the PHA a copy of the freeze notice form H UD to the depositary. (Approved by the Office

of Management and Budget under control number 25770169) [60 FR 34695, July 3, 1995, as amended at 60

FR 45661, Sept. 1, 19951
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sEcTtoN - FEDERAT AWARDS F|NDINGS AND QUESnONED COSTS (CONTINUED)

Finding No. 03-11 - Depositary Agreements - Section 8 (CONTINUEDI

Effect:

The continue occurrence of the condition may result in the disallowance of program cost. ln addition, the ability
to manage federal awards in compliance with laws, regulations, and provisions of contracts grant awards could
also questioned.

Questioned cost:

None

Recommendation:

We recommend that the Municipality establish an adequate internal control system to ascertain compliance
with the requirements of the program. The internal control system should include at least that file should be

revised the internal audit department.
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SECTION III . FEDERAT AWARDS FINDINGS AND QUESTIONED COSTS (CONTINUED)

Finding No. O4-U - Reporting-Section 8

Federal Droeram

CFDA No. 14.871- Housing Choice Voucher

compliance requirement:

Reporting

Category:

Compliance

Condition:

During our examination, we compared the annual reported in the voucher Management System and the
amount pay general ledger and note following deficiencies:

MONTH

HaD PaYment
July 2010
August 2010
September 2010
January 201 I
February 201 I
March 201 I
April 201 I
May 201 I

June 201 I

Administrative Exnense
July 2010
August 2010
September 2010
October 201 0
November 2010
December 2010
January 201 I
February 201 I
March 201 I
April 201 I
May 201 I
June 201 I

vMs

$r 7,295.00
17,976.00
16,124.00
18,609.00
18,566.00
18,856.00
18,856.00
18,609.00
19.804.00

$16L695,00

2,120.00
3,700.00
2,524.00
2,7 54.00
2,262.00
1,885.00
2,491.00
2,261.00
2,066.00
2,066.00

0.00
3.502.00

$27-63L{D

64

GENERAL LEDGf,R DIFFERENCE

$151.00
$349.00

676.00
319.00
682.00
600.00

( 1,206.00)
1,195.00

0.766.00)
$i-000-00

498.27
495.21
503.45
498.27
500.1I

t,627 .59
392.79
500.92
516.64
516.64

2,582.61
510.10

seJ42.60

$17,446.00
r 8,325.00
r 6,800.00
18,928.00
19,248.00
19,456.00
17,650.00
19,804.00
18.038.00

u65i95-00

2,618.27
4,195.21
3,027 .45
3,252.27
2,762.11
3,512.59
2,883.79
2,761.92
2,582.64
2,582.64
2,582.6t
4.012.10

$36J13fi
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SCHEDULE oF F|'{DTNGS AND qUESIONED cOsIS (cOirnNUED)

FORTHE YEAR ENDED JUNE 30, 2011

sEcIroN il - FEDERAT AWARDS FTNDTNGS AND QUESTTONED COSTS (CONTTNUED)

Finding No. O+u - Reporting-Section I (CONTINUED)

Criteria:

HUD-52681-8, Voucher for Payment of Annual contributions and Operating Statement (OMB No. 2577-

0159) required that Municipality submit quarterly.

Effect:

The continue occurrence ofthe condition may result in the disallowance of program cost. lnaddition,the
ability to manage federal awards in compliance with laws, regulations, and provisions of contracts grant

awards could also questioned.

Questioned costs:

None

Recommendation:

We recommend that the Municipality establish an adequate internal control system to ascertain compliance

with the requirements of the program.
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