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INDEPENDENT AUOITOR'S REPORT

To the Hoho.able Mayoa and
Muni.ipal Leglslative Body

Municipality of A8uas Buenas
Aguas Buenas, Puerto Riao

We have audited the financial statements of the governmental activities, each major funds, and the
aggregate remaining fund information of the Muniaipality of Aguas Buenas, Puerto Rico as of and for
the year ended June 30, 2010 which collectively comprise the basic financial statements as listed in the
table of contents. These flnancial statements are the responsibility of the Municipality's management.
Our responsibility is to express an opinion on these financial statements based on our audit. We did not
audit the financial statements of the business-type activities. Those statements were audited by other
auditors whose report has been furnished to us, and our opinion, insofar as it relates to the amounts
included for Espiritu Santo Proiect, is based solely on the report ofthe other auditors.

We conducted our audit in accordance with auditing standards generally accepted in the United States
of America and the standards applicable to financial audits contained in the Governmental Audit
Standards, issued by the Coftptroller Generalofthe United State. Those standards require thatwe plan
and perform the audit to obtain reasonable assuGnce about whether the financial statements are free
of material misstatement. An audit includes examinin& on a test basis, evidence supportjng the
amounts and disclosures in the financial statements. An audit also includes assesslng the accounting
principles used and si8nificant estimates made by management, as well as evaluatin8 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 ofother auditors, the financial statements referred to
above present fairly, in all material respects, the respective finahcial position of the governmental
activities, each major fund, and the aggregate remaining fund information of the Municipality of A8uas
Buenas, Pueno Riao as of June 30, 2010, and the respective changes in financial position for the fiscal
year then ended in conformity with accounting principles generally accepted in the United States of
America,





TNDEPENOENT AUDtTOnps REPORT {COIT|NUED]:

ln accordance with Governmental Auditing Standards, we have also issued our report dated November
22, 2010, on our consideration of the Municipality of Aguas Buenas, puerto Rico, internal control over
financial reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose ofthat report isto describe the scope
of our testing of internal control over financial reporting and compliance and the results ofthat testing,
and not to provide an opjnion on internal control over financial reporting or on compliance. That report
is an jntegral part of an audit performed in accordance with Governmental Auditin8 Standards and
should be considered in assessing the results ofour audit.

AccountinB principles generally accepted in the United States ofAmerica require that the managemenfs
discussion and analysis and budgetary comparison information on pages 3 through 12 and 42 through
45 be presented to supplement the basic finahcial statements. Such information, although not a part of
the basic financial statements, is required by the Governmental Accounting Standards Board, who
considers it to be an essential part of financial reporting for placin8 the basic financial statement5 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 comparingthe information for consistency with managemenfs responses
to our inquiries, the basic financial statements, and other knowledge we obtained during our audit of
the basic financial statements. We do not express an opinion or provide any assurance on the
infoamation because the limited procedures do not provide us with sufficient evidence to express an
opinion or provide any assurance.

cABt os R. DtAz

November 22, 2010
A8uas Buenas, Puerto Rico

License No. 1339
Expire December 1,2013

The stamp No,254395 ofthe Puerto Rico Society
ofCertified Public Accountants was affixed to the
ori8inal of this report.
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COMMONWEALII{ OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS
Ma aGEMtNr'sOrscusstoNANDANA|ysts

YEAR ENoEoluNE 30,2010

This discussion and analysis of the Municipality of Aguas Buenas, puerto Rico (Municipality) financial
performance provides an overview of the Municipalit/s financial activities for the fjscal year ended on
June 30, 2010. The Management Discussion and Analysis (MD&A) should be read in cohjunction with
the accompanying basic financial statements and the accompanying notes to those financial statements.
The discussion and analysis includes comparative data for prior year as this information is available for
the fiscal year ended on lune 30, 2009. This MD&A is prepared in order to comply with such
pronouncement and, amonS other purposes, to provide the financial statements users with the
following major,nformation:

a broader basis in focusing important issues;

acknowledgement of an ove.view of the MunicipaliVs financial activities;

provide for an evaluatjon of its financial condition as of the end of the indicated fiscal year,
compared with prioryear resultsj

2.

3.

4. identification ofuses offunds in the financinE ofthe Mu n icipality's va riety ofactivities and;

5. assess management's abilityto handle bud8etary functions.

FINANCIAL HIGHLIGHTS

The following comments about the financial condition and results of operations as reflected in the
financial statements prepared for fiscalyear 2010 deseNe special mention:

1. Total assets of the Municipality amounted to 528,094475 which represents an increase of 3%
compared to prior fiscal year.

2. At the end of fiscal year 2010, total liabilities amounted to 510,536,755. Out of said amount,
58,307,019 corresponded to lon8-term liabilities of which 54,575,000 represented the
outstanding balance of bonds and notes issued. The Municipality continued to meet all debt
service requirements, most ofwhich was paid from selfgenerated revenues.

3. Total net assets of the Municipality amounted to 517,557,720 which represents an increase of
7% compared to prior ,isca I yea r, as restated.

4. Total revenues available forthe financing of activities as reflected in the Statement ofActivities
amounted to 515,565,005 derived from the following sources:5387,229 charges for servjces;
52,085,592 from operating grants and contributions; 52,510,360 from capital grants and
contributions obtained from othersources, and 510,681,823 from general revenues avajlable.

5. Total expenses incurred to afford the cost of all functions and programs as reflected in the
Statement of Activities amounted to S14550,519.
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COMMONWEAI.TH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS
MaNAGEMENT',S D|SCUSS|ON AitO A Arysls - (CoNniluED)

YEAR ENDEDJUNE 30, 2O1O

FINANCIAL HIGHLIGHTS (CONNNUED)

6. As reflected in the Statement of Activities, the current fiscal year operadons contributed to an
increase in the Net Assets fiEUre by $1,014,386.

7. As of the close of the current flscal year, the Municipality's Governmental Funds reported
combined ending fund balances of S2,900,654.

8. fu the end of the current fiscal year, the Municipality's general fund balance amounted to
S45,789, compared to a fund balance of S163,890 in the prior fiscal year.

L The actual General Fund budgetary adivities resulted in an unfavoGble balance of S152,644.

FUNDAMENTAI.S OF FINANCIAL STATEMENTS PRESENTATION

The approach used in the presentation of the financial statements of the Municipality is based on a
government-wide view of such statements as well as a presentation of individual funds behavior during
fiscal year 2010. The combination of these two perspectives provide the user the opportunity to
address signiflcant questions concerning the content of said financial statements, and provide the basis
for a comparable analysis of future years performance. The comparative analysis is a meaningful and
useful management tool for municipal management in the decision making process.

Under the aforementioned approach, assets and liabilities are reco8nized using the accrual basis of
accounting which is similar to the method used by most private enterprises. This means that current
yea/s revenues and expenses are accounted for regardless ofwhen cash is received or paid,

FINANCIAI. STATEMENTS COMPONENTS

The basic financial statements consist of the government wide financial statements, the major funds
financial statements and the notes to the financial statements which provide details, disclosure and
description ofthe most important items included in said statements.

The Statement of Net Assets reflects information of the Municipality as a whole of a consolidated basis
and provides relevant information about its financial strength as reflected at the end of the fiscal year.
Such financial level is measured as the difference between total assets and liabilities, with the difference
between both items reported as net assets. lt is important to note that although municipalities as
governmental public entities were not created to operate under a profit motive frameworlt the return
on assets performance plays an impoftant role in their financjal operations. The higher the increments
achieved in net revenues, the higher the capacity to increase the net assets figure either thru additional
borrowings orthru inte rna lly generated funds. This inturn willbenefitthe welfare ofthe Municipalityof
Aguas Euenas, Puerto Rico constituents.
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COMMONWEAIIH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS
MaNAGEMENT'S OtscusstoN AND ANArysE - (CoNTtNUED)

YEAR ENDEDIUNE 30,2010

FTNANCtAT. STATEMENTS COMpONENTS (CONTTNUEO)

The Statement of Activities is focused on both gross and net cost of the various activities of the
Municipality. lt presents information which shows the changes in the Municipality's net assets at the
most recent fiscal year. Based on the use of the accrual basis of accountin8, changes are reported as
soon as the underlying event occu6, regardless of the timinB of the related cash flows. Under said
approach, revenues and expenses are reported in the Statement ofActivities based on the theory that it
will result in cash flows to be realized in future periods.

A brief review ofthe Statements of Activities of the Municipality at.June 30, 2010, shows total expenses
lncurred to afford the cost of allfunctions and programs amounted to 514,550,619. Upon examiningthe
sources of revenues for the financing of said pro8rams, the Statement reflects that 54,983,181 was
derived from the following sources: 5387,229 charges for services;52,085,592 from operating grants
and contributions; and S2,510.360 from capital grants and contributions obtained from other sources.
General revenues for the year amounted to S10,681,283. When such figure is added to the 54,983,181
previously mentioned, tota, revenues available for the financinB of activities amounted to S15,665,005.
There was an excess of revenues over expenses in the amount of S1,014,385 which contributed with an
increase to the figure of net assets attained at the end ofthe fiscal year.

The Fund Financial Statement is another important component of the Municipalitry's financial
statements. A fund is a grouping of related accounts that are used to maintain accountability and
controls over economic resources of the Municipality that have been segregated for specific activities.
The Municipal fund type of accounting is used to demonstrate compliance with related legal
requirements. lnformation offered thru this Statement is limited to the Municipality most significant
funds and is particularly related to the local government only, instead of the government as a whole.
Government funds are used to account for essentially the same functions as those reported as
governmental activities. The funds are reported using an accounting method known as modified accrual
accountingwhich measures cash and allother financial assets that can be readily converted into cash.

The fund statement approach gives the user a short term view of the Municipaliby's government
operations and the basic services it provides. Since the focus of government funds is narrower than that
of the financial statements as a whole, it also helps the user with comparable information presented in
the Sovernmental activities report. By doing so, readers of the basic financial statements may
understand better the long-term effect of the Municipality's short-term financial decisions.

INFRASTRUCTURE ASSETS

Historically, a siBnificant group of infrastructure assets (such as roads, bridges, traffic signals,
underground pipes not associated with utilities, etc.) have not been recognized nor depreaiated in the
accounting records ofthe Municipality. GASB 34 requiresthat such type ofassets be inventoried, valued
and reported under the governmental column ofthe Government-Wide Statement.
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COMMONWEAI.TH OF PUERTO RICO

MUNICIPAI.ITY OF AGUAS BUENAS
MaNA6EMEN]'s DrscusstoN AND ANALysE - (CoNTtNUED)

YEAR ENDEDJUNE 30,2O1O

INFRASTRUCTURE ASSETS {CONTINUED)

According to the requirements of GASB 34, the government must elect to either (a) depreciate the
aforementjoned assets over their estimated useful life or (b) develop a system of asset management
designed to maintain the service delivery to near perpetuity. lf the government develops the asset
management system, {the modified approach} which periodically (at least every three years), by
category, measures and demonstrate its maintenance of locally established levels of service standards,
the government may record its cost of maintenance in lie!, o, depreciation. ln this particular respect,
the Municipality has elected the use of recognizlng depreciation under the useful life method and it
contemplates to continue this treatment on said basis.

FINANCIAL ANAI.YSIS OF THE MUNICIPALITYAS A WHOLE

Net Asets

The Statement of Net Assets serves as an indicator ofthe Municipalivs financial position at the end of
the fiscalyear. ln the case ofthe Municipality ofAguas Buenas, Puerto Rico, primary government assets
exceeded total liabilities by S17,557,720 at the end of 2010, compared to S15,543,334, as restated, at
the end of the previous year, as showed in the following condensed Statement of Net Assets of the
Primary 6overnment.

Condensed Statement of Net Assets 2009 Change2010

Current and other assets

Capital Assets

Totalfusets

Cufient and other liabilities

Long-tem liabilities

Total liabilities

lnvested in capital assets, net of related debt

Restricted

Unrestrided deficit

Total net assets

6,645,555

21,M8,909

7,540,884

19,901,810

(89s,318) -12%

1,547,099 8%

28,094,475

2,229,736

8,302019

17,442,694 65t,781 2%

1,627,468

8,271,892

1397,7321 -rs%

35,127 l2)%

10,536,755

17,204,257

2,675,65t

l2,322,188)

$ 17,557/20

15,419,693

3,397,521

12,273,880)

!,7U,564 t2%

l,721f70) (s)%

(48,308) 2%

10,899,360 (362,60s) -3%

5 16,s43,334 S 1,014,388 6%
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MU ICIPAUTY OF AGUA9 BUEI{AS

MAxaGEirEin's Dtscus$o AxDAx rYsri- (CoimxuEo)
YEAn E.{D€D JUI{E 30, 2O1O

30,fi)0,000

25,000,ofl)
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15,000,000
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E 2010

a 2009

Approximately 28 percent of the Municipalivs total revenue came from taxes, while G7 percent
aesulted from grants and contributions, including federal aid. Chartes for S€rvices provide 3 percent of
the total revenues. The Mu nicipa litr/s expenses cover a ra nge of services. The la Gest expenses were for
public work and sanitation (34%), Beneral government {24 %), and educational, culture and recreational
(13%). tu follow, is presented a comparative analysis ofgovemmental-wide data. With this analysis, the
readers have comparative information with the percentage of chante in revenues and expenses from
prior year to current year.

TotalNetAssets
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COMMONWEALII{ OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS
MANAGEMETVT'S DrscussloN AND ANALysrs - {CoNIlNUEo)

YEAR ENDED.luNE 30, 2010

FINANCIAL ANALYSIS OF THE MUNICIPALITYAS A WHOTE (CONTINUED)

Condensed Statement of Activities

Charges for s€rvices

Operating grants and contributions
Capital grants and contributiohs

Municipallicense tax
Municipal sales a nd use tax
Grant5 and entitlements
Other localtaxes
lnterest and investment earnings

Other

Expenses:

General administration

Public works and sanitation
Health and welfare
Cultur€ and tourist development
Economic development
tamily and social development
Planning

Public relations and citizen affairs
Education, culture and recreational
Housing

Change in net assets

Net assets

Net assets, end ofyear

2010 2009 change

387,229
2,085,592

2,510,360

2,1,83,244

646,481

7,311,371

5,885,052
r23,270

43,726

488,634

S 372,3os
3,208,961

5,373,537

L5a7,939
656,446

1,147,105
6,313,641

312,445

61,094
873,856

5 14,924 4%

(1.123,359) l3sy")
l2,a$,v7) {s3%)

595,345
(9,96s)

110,272

{488,63s)
(189,175)

(17,368)

138s,2221

37%

l2%)
75%
(8%)

l6t%)
128%)

144%)

t22%l15,665,005 19,961,375 14,296,31Ot,

3,578,109
779,439

4,891,331
1,690,119

311,533
167,643

1,060,442

86,060

1,155,202

300,683

89,658

14,550,619

(1s9,120) l4%)
46,247 t2%

(s,s40,869) (s3%)

{419,s84) l20%l
311,533 tOO%

167,643 100%
1,060,442 100%

86,060 t@%
1s67,2181 {10O%)

572,72s 4A%

8,869 3%

(190,169) (68%)

@,s43,4411 124%l

3,677,229

693,592
10,432,2N
2,109,103

567,214
a,182,477

297,414

279,427

19,234,060

1,014346

16,543,334

727,315

15,816,019

247,O71

121,315

_l_t8lro _l__1q41 _!___1411,{q

5%

6%
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f|NANOAL ANAIYS|S OF THE MUi[CtpALtTy AS A WHOTE (CONnIUED]

Revenues 2010

Expenses 2010

t Charees for s€rvice3

t Op€(arrn8 Brants and contributions

I Gpital grants and cortribstioos

I Propdty tex6

I Munacipal sal€s and use tax

E Grantsand enti ehenis

I (Xher local tares

I lntefst and inye6tmmt earningS

Ll Municipal licenie tax

l. Misceuaieo6

aGL,flsa! adminilrEiim

I Public safety

E Publicworls and 1anitation

t Cuhure and tourist

I H€ehh rnd selfare

I Economic dereiopment

I Education, cuhure and

a lnteresr on lon8-team debt

9



COMMONWEALTH OF PUERTO RICO

MUNICIPAI,ITY OF AGUAS BUENAs
MANAGEMEN't's DlscusroN ANo ANALy5E - (CoNnr'lutD)

YEAa ENDEoJUNE 30,2O1O

FINANCIALANALYSISOFTHE MUNICIPALITY'SINDIVIDUAL FUNDS

Govemmental Funds

The focus of the Municipalivs governmental funds is to provide information on near-term inflows,
outflows, and balances of spendable resources. Such information is useful in assessing the
Municipalitfs financing requirements. ln particular, unreserved fund balance may serve as a useful
measure of a Bovernment's net resources available for spending at the end of the fiscalyear.

As of the end of the current fiscal year, the Municipalitfs governmental funds reported combined
ending fund balances of52,900,654, a decrease of5636,101 in comparison with the prior year.

Within the governmental funds, it is included the generalfund which is the chief operating fund ofthe
Municipality. As ofJune 30, 2010, the general fund has an undesignated fund balance of 545,789.

GENERAL FUND BUDGETARY HIGHI.IGHTS

Over the course of the year, the Municipality Legislative Body revised the Municipalivs budget in
order to include infieases in revenues that were identified during the course of the fiscal year based
on current developments that positively affected the Mlnicipality's finances. lncreases in budgeted
expenditures were also made since the law mandates a balanced budeet.

The actual General Fund budgetary activities resulted in an unfavorable balance of 5152,644 caused
mainly due to unexpeded variances in revenue and expenditures.

CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets

The Municipality's investment in capital assets as of June 30, 2010, amounts to 535,845,514 with an
accumulated depreciation of $14397,605 (including depreciation char8es for the year totaled
S1,021,299), leaving a net book value of 521,448,909. This investment in capital assets includes land,
construction in progress, buildings, improvements, equipment, infrastructure, furnishing, computers
and vehicles. lnfrastructure assets are items that are normally immovable and of value only to the
state, such as roads, bridges, streets and sidewalks, drainage systems, lighting systems, and similar
items.

The Municipality finances a si8nificant portion of its construction activities through bond or notes
issuances, The proceeds from bond and notes issuances desi8nated for construction activities are
committed in its entirety for such purposes and cannot be used for any other purposes. fu oflune 30,
2010, the Municipality has 57,437,377 of unerpended proceeds mainly from bonds and notes
issuances that are committed to future construction activities.

10



COMMONWEAI.TH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS
MANAGEMEN'/s DrscusstoN AND ANALysts - (CoNTtNUEo)

YEAR ENDED JUNE 30,2O1O

CAPITAL ASSETS AND DEBT ADMINISINATION (CONTINUED)

Debt Administration

The Puerto Rico Legislature has established a limitatlon for the issuance ofgeneral obligation municipal
bonds and notes for the payment of which the good faith, credit and taxing power of each municipality
may be pledged.

The applicable law also requires that, in order for a Municipality to be able to issue additional general
obligation bonds and notes, such Municipality must have sufficient "payment capaciv'. Act No.
provides that a Municipality has sufflcient "payment capacity''to incur additional general obli8ation
debt if the deposits in such municipality's Redemption Fund and the annual amounts colleded with
respect to such Municipality's Special Additional Tax (as defined below), as projected by GDB, will be
suffcient to service to maturity the Municipaliny's outstanding general obligation debt and the
additional proposed general obliEation debt ("Payment Capacitty'').

The Municipality is required under applicable law to levy the Special Additional Tax in such amounts as

shall be requlred for the payment of its general obli8ation municipal bonds and notes. ln addition,
principal of and interest on all general obligation municipal bonds and notes and on all municipal notes
issued in anticipation of the issuance of general obligation bonds issued by the Municipality constitute
a first lien on the Municipality's Basic Tax revenues.

Accordingly, the Municipality's Basic Tax revenues would be available to make debt service payments
on general obli8ation municipal bonds and notes to the extent that the Special Additional Tax levied by
the Municipality, together with moneys on deposit in the Municipality's Redemption Fund, are not
sufficient to cover such debt service. lt has never been necessary to apply Basic Taxes to pay debt
service on general obligation debt ofthe Municipality.

ECONOMIC FACTORS AND NEXT YEAR's BUDGETS AND RAT€S

The Municipality relies primarily on property and municipal taxes as well as federal and state grants to
carry out the governmental activities. Historically, property and municipal taxes have been very
predictable with increases of approximately five percent. Federal and State grant revenues may vary if
new grants are available but the revenue also is very predictable. Those factors were considered when
preparing the Municipaliby's budget for the fiscal year 2009-2010.

The American Recovery and Reinvestment Act or 2009, abbreviated ARRA. is an economic stimulus
package endorsed by the President of the United States of America and approved by Congress. lts
immediate goals include the creation of new iobs as well as save existinE ones. preserve the economic
activity, invest in long-term economic growth, and promote a hi8h level of accountability and
transparency in government spending.
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COMMONWEAI.TH OF PUERTO RICO

MUNICIPAI.ITY OF AGUAS SUENAS
MANAGEMEN'is OrscusstoN AND ANALYSE - (CoNn uED)

YEAR ENDEDJUNE 30,2O1O

ECONOMIC FAdTORS AND NEXI YEAR'S BUDGETSAND RATES {CONTINUEO)

Puerto Rico is part of the American territories that wlll benefit from the stimulus package of ARRA, and
will receive approximately 55,600 million in grants and is eligible to obtain additionalfunding through
other competitive federal programs.

As part of this plan, the Municipality of Aguas Buenas, Puerto Rico will benefit from federal grants to
improve its services to its constituents and from the economic activity generated within its territory
due to projects funded byARRA.

FINALCOMMENTS

The Municipality is an autonomous governmental entity whose powers and authority vested on its
Executive and Le8islative Branches are specifically established in the Municipal Autonomous Ad
approved in Au8ust 1991. By virtue of such powers, it provides a wide range of services to ,ts
constituents which includes, among others, public works, education, public safety, public housing
health, community development, recreation, waste disposal, welfare and others. The Municipalivs
principal sources of revenues are derived from property taxes, municipal license taxes, sr.ibsidies from
the Commonwealth of Puerto Rico's General Fund and contributions from the Traditional and
Electronic Lottery sponsored by said Government.

The Municipality's management is committed to a continued improvement in the confection of a

budget that will response to the needs of the publlc and private sectors in accordance with its
permissible revenues levels. lt further contemplates to maintain or improve its current levels of Net
Assets as indicative of a strong financial position which has been identified as one ofthe main short and
long-term objectives of the Municipality.

FINANCIAI. CONTACT

The Municipality's Iinancial statements are designed to present users (citizens, taxpayer, customers,
investors and creditors) with a general overview of the Municipaliq/s finances and to demonstrate the
Municipalitry's accountability. lf you have questions about the report or need additional financial
information, contact the Municipality's Chief Financial Officer.
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COMMONWEATTH OF PUERTO RICO

MUNICIPAUTY OF AGUAS BUENAS

STATEMINT OF NErAssErs
A5 OFJUiJE 30,2010

PRIMARY GOVERNMENT

ASSETS

cash and cash equivalents
Cash with flscal a8ent
lnvestment in certificates of deposit
Account receivable:

Other agencies
Propertytax
sale tax
Municipaltax

Other assets

Restrided cash
Capital assets, net

Total Assets

LIABILITIES AI{D NET ASSETS

Liabilities:

Accounts payable and accrued expenses
Deferred revenue
Due to other agencies
Long-term debt:

Due within one year
Due in more than one year

Totalliabilities

Net Assets:

lnvested in capitalassets, net of related debt
Restricted for:

Debt service
Replacements and others
Capital projed and others

Unrestricted

Total Nei Assets

GOVERNMENTAL

AgltvlrlE9

5 2,028,490
1,437,377

500,000

939,110
1,296,779

105,436
2,642

20.942,574

s2l;253338

51,323,759
804,846
83,436

7,703,O41

L7,2M,257

899,592

1,606.363

12.457.920)

sE2s8lE2

BUStNESS-

TYPE

ACIIVITIES

S12s,63s

ISIA!

5 2,154,72s
1,437,377

500,000

939,110
1,296,719

106,436
2,642

169,596

169,595
27,M4,909

528,@4.475

5 L,347,454
804,446
83,436

t,L47,910
7.759.109

10.536,755

t7,204,257

499,692
159,596

1,606,363

12322.7aA)

s11,551;l2A

39,521"

159,595
s06.33s

s841-087

5 r7,69s

44,469
479,t95

169,596

t29.732

s299t28

The accompanying notes are an integral part ofthese financialstatements.
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COMMONWEALTI{ OF PUERTO RICO
MUNICIPALITY OF AGUAS BUENAS

STAT€MEiI OF AcrrymEs
FoR THE YEAR EI,{oEDIUNE 30,2O1O

PROGRAM REVENUE

FUNCITONS AI{D PROGRAMS

Governmental activities:
General administration
Public safety
Education, culture and recreational
Public works and sanitation
Health and welfare
Culture and tourist development
Economic development
Family and social development
Planning
Interest

Total governmental activities

Business type-act,vities:
Housing

Total

EXPENSES

s (3,s18,109)

o1e,83e)
17,7ss,202)
(4,891,331)
(1,690,119)

(311,s33)

'L67,643l
11,060,4421

{86,060)
{89.6s8)

CHARGE TOR

SERVtCES

S 1,8s5

60,437

NEI
(EXPET{SEl/

REVENUE

s (3,339,s72)
(71s,016)

(1,167,510)
(2,380,971)

(373,286)
(311.s33)

'767,643)
(1,060,4421

(85,060)
(89.5s8)

OP€RATING CAPITAL

GRAI{TSAND GRAI{TSAI{D

@!IEEU!!.o!! @!IBIEUIO!!

5 776,681
u,823

527,255

s2,510,360
1,315.833

1L4,349,936) 62,293

{300.683) 324.936

s114.650-619 S387r29

2,O45,592 2,510,350 (9,591,591)

24,253

s2-085192 s2lr0l60 t19667-438)

(continue)

The accompanying notes are an integral part ofthese financialstatements.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS
STATEMEiTT OFAcrvr1lEs (CoMnNuED)

FoRTHE YEAR ENDEDJUNE 30,2O1O

GOVERNMET{TAL BUSII{CSgTYPE

AgllylMs acTlvt Es

s {9.691,691) 524.2s3

541

547

24,794

s214,534

s299328

I9IA!

s(9.667.438)

2,143,244
646,487

7,377,317
L23,270

s,88s,0s2
707,O22

43,726
381.612

10,681.824

1,014,386

16.543,334

s1t 551,l2A

Net (expense)/revenue

6eneralrevenue:
Taxes:

Property taxes
Municipaltax
Sale tax
Construction excise tax

Grants and entitlements
Rent
lnterest
Other

Totalgeneral revenues

Changes in net assets

Net assets at beginning

Net assets at end

2,183,284
646,481

1,317,377
123,270

s,88s,0s2
707,O22
43,185

347.672

10.681,283

989,s92

16.268.800

5 1725&392

The accompanying notes are an integral part ofthese financialstatements.
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COMMONWEATTH OF PUERTO RICO

MUNICIPAUTY OF AGUAS BUENAS
BaLAtlcE SHEEI

GovERNMElgra[ Fu Ds

As OFIUNE 30, 2010

cash:
Cash in bank
cash with fiscalagent
lnvestment in saving certificates

Receivables:

Saletax
Due for oth€rs governmental agencies
Due from other funds
Other

Total assets

Iiabilities:
Accounts payable and accrued expenses
Deferred revenues

Due to otherf!nd
Due to oth€r agencies

Total liablllties

Fund balanae

Unreserv€d reponed in non major:
Capitalproject
Specialfunds

Total fund balan.e

Total liabilities and fund batance

GEN€RAI.

EUIS

S 3ss,38s
12,306

s00,000

993,093

50,046
254,690

2.6a2

s2J58202

S sso,612
1,488,365

83.436

2.122.473

45,749

OEET

SEBYIIE

s1,26s,34s

303,626
35,3s5

OTHER

6OVERN MEI{TAL

E!!9S

s1,673,105
159,726

TOTAI.

GOVERI{MENTAL

zuNSS

52,o28,490
1,437,377

500,000

1,296,719
106,436
939,110
2s4,690

2.642

56565,50t

$1,27O,129
2,056,595

2s4,690
83.436

3.664.850

1,357,Otg

985,926
551.109

2.900.554

s6165104

7\Oa7
889,064

st 6@1,326

s 293,096

9J92ES

S 119,s17
275,134
254,690

293.096

1,311,230

L.249.347

45,789

saJA9292

1.311.230

s1-604326

995,926
557.709

1,543.635

52J92,975

The accompanying notes are an integralpart ofthese financial statements.
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COMMONWEAI.IH OF PUERTO RICO

MUNICIPAI.IW OF AGUAS BUENAS

REcoNcII.nno OF THE GovEiIlM EI,{TAT FUNDs

BALAiICE SHEET TO THE STATEMEI{I OF NET ASSEIs

ASOFJUIE 30, 2010

Fund balances in governmental funds

Amounts rcpotted for govenmentol octivities in theStotefient ol Net Assets ore
difercnt becouse:

s 2,900,6s4

Capital assets used in governmental activities are not financial resources and
therefore are not reported in the funds 20,942,574

Deferred propertytax revenue in Eovernmental fundsfinancial statements
whereas recorded as revenue in the governmental activities L,257,749

Long-term liabilities and accrual expenses are not due and payable in the
current period and therefore are not reported in the Sovernmental funds:

Bonds and notes payable (4,575,000)

compensated absences (1,554,159)

Estimated liabilityfor landfill post-closure costs (1,350,000)

Accrued interest (53,630)

Other long term debt (183.795)

Net osseb ol govemmentdl dctivities SI25IL392

The accompanying notes are an integ.al part ofthese financial statements.
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COMMONWEAL1H OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS

STATEME I Of REvr{uEs, ExpE DTTURES

AND CBAXGES II'/ FUND BATAI{CEGOVERNMETVTAL FUI{OS

FonTHE YEAR E DrDlur{E 30,2010

Propenytaxes
Municipaltaxes
saletax
Excisetaxes

lnterest

Grants and entitlements
Other

Expendlturcs:
General administration

Education and recreational
Public works and sanitation
Health and welfare
Culture and tourist development
EconomiE development
Family and social development
Planning

Debt seNic€:
Principal

lnterest

Excess {deflclency) of revenue over expendituries

CNher financing sources (usesl:
Operating transfer in
Operating transferout
Proceed from loan

Total other fina ncing sources

Exaess of revenues and other financing source over
(underl expenditures and otherfi nancing sources

Fund balance at beginnlng of year

fund balance at end of year

GEI{TRAL

EClg

51,64s,6s6
646,487

r23,270
42,800

707,O22
s,822,760

443.905

8.831.894

2,955,79A

624,153
768,864

2,7n,420
332,016
274,476
167,643
444,246

17,526

8.754,5a2

67.312

385
(18s,798)

DEBT SEIVICE

lu!D!

5 so7,24a

417,695

38s

OTHER

GOVERNMENTAL

E!!D!

TOTAT

GOVERNMEIVIAL

ru!!!

S 2,1s2,9M
6,481

1,311,377

1.23,270
43,18s

to7,o22
10,481,004

443.90s

15,309.148

3,305,969
707,394

1,496,551

6,624,732

1,629,132
301,262
167,643

1,025,481
86,060

429,OOO

168.525

S 899,682

4,6s4,244

919.328 9,557.926

349,171
42,641

727,647

3,aso,4\2
1,291,116

26,386

181,195
68,534

429,OOO

168.525

597.525 6.583.142 75.945.249

(1.025.216) {639,101)

185,798
(38s)

186,183

{186,183)

{185.413) 185.413

{118,101)

163.890

s,,-45269

507,276

I'O4.O14

s1i!11230

l\,02s,2161 (636,101)

2.568.8s1 3.536.755

s 15(L635 t2-900.6!1

The accompanying notes are an integral part ofthese flnancialstatements.
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COMMONWEATTH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS

RECOIICILIATION OFTHE STAIEMENT OF REVENUES, EXPENDITURES

AND CHAN€E5 lN FUND BaLANCES OF GovEaNM EitTAt

FuNos To THE STaTEMENT OF AcrMnEs
FoR THE YEAE ENoEoJUNE 30,2O1O

Net change in tund balances - total Sovernmental funds

Amounts rcpoied for Governmentol Activities in the Stdtefieht oJ Activities orc
difiercnt becouse:

Chan8e in accrued expenses which does not requirethe use ofcurrentfinancial
resources:

Accrued interest
Compensating absences

Other long-term debts
Deferred propriety tax

5(636,101)

Governmental funds report capital outlays as expenditures. However, in the statement of
activities and changes in net assets, the cost ofthose assets is allocated overtheir
estimated useful lives and reported as depreciation expense. This is the amount of
capital assets recorded in the current period. 2,555,9AG

Governmental funds report principal payments on long-term debts as expenditures,
whereas the prlncipal payments reduce the lonB-term debt in the statement of net
assets. 429,ooo

74,867
(514,s8s)

9,028
30,380

Depreciation expense on capital assets is reported in the statement ofactivjtjes, but it
does not require the use of current financialaesources. Therefore, depreciation
expense is not reported as expenditure in governmental funds. {962.983)

Chonges in Net Assets of covemmentol Activities 5P89192)

The accompanying notes are an integral part ofthese financial statements.
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COMMONWEAITH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS

STATEMEMT O' FINAiICIAL POSITION - PROPEIETARY FUNO

luNE 30,2010

assEr5

BU5IiIE55 TYPT ACTIVITIES

ESPNMJ SANTO PROECT

Current Assets:

Cash

Property and Equipment

Restricted deposits

Other Assets

512S,63s

506,335

169,595

39.521

s841087

5 44,869
17,695
62,564

419,195
541,'159

299.328

s84t-087

L|AAILMEs AND NET ASSEIs

Liabilities:
Current liabilities:

current maturities of moftgage note
Accounts payable and accrued expenses

Longterm-debt, net of current maturities

Net assets

Total liabilitles and net assets

The accompanying notes are an inte8ral part ofthese financial statements.
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COMMONWEATTH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS

STATEMEIITI OF ACTIVIIIES - PROPRIEIARY FUIID

YEAR ENoEolur,{E 30, 2010

BUsINESS TYPE ACNVMES

ESPIRITU SANTO PRO,ECI

Revenues:

Rent
Financial

Total revenues

Expenses:

Administrative
Utilities
Operating Maintenance
Taxes and insurance
Depreciation
lnterest

Total Expenses

Change in net assets

Project net assets, beginning ofyear

Proiect net assets, and year

5324,936
541

325.417

90,523
s,666

74,311
34,080
58,316
31.727

300.583

24,794

274.534

s299128

The accompanying notes are an inteBral part ofthese financialstatements.
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COMMONWEALTH OF PUERTO RICO

MUNICIPAUTY OF AGUAS SUENAS

STATEMENT OF CASH F!OWs . PROPRIEIARY FUNO6

FOi TXE YEAR ENOEOJUNE 30,2O1O

BUSINESS TYPE ACnVITES

ESPIR|IU SAI{IO PRoJECT

Cash flow lrom operating activities:
cash received from rentals

lnterest received

Administrative
Utilities
Salaries and wages

Operating and maintenance
Property and liability insurance

lnterest on mortga8e

Management fees

Net cash provided by operatinS activities

Cash flow from investing activities:
Purchase ofequipment
Deductions from reserve for replacements and interest

Net cash used by investinS activities

Cash flows ftom finan.lng adivities:

Mortgage principal payments

Net aash used by financing activhies

Net increase in cash

Cash at be8inning of the year

Cash at ending olthe year

s338,866
547

339,&7

34,746
13,218

105,350
31,985

s,757
37,37L
23,400

25L,927

a7.480

172,4r2)
28.0s2

15,640

t41.430)

{41.430)

61,690

63,945

s125-6:t5

(Continue)
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COMMONWEATTH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS

STATEMEiI OF CA5H FTOW5 - PROPRIEIARY FUNDS(COI{nNUED)

FOR THE YEAR ENDEDJUNE 30,2O1O

Reconciliation of chahge in net assets to net cash provided by operating adivitiel:

BUSINESS TYPE ACTV|TIES

ESPIRMJ SANTO PROIECI

cash flow from operatint adiviiies:

change in net asseis

Adjustmentsto reconaile change ih

net assets to net aash Prcvided bY

oPeraling activities:
Depreciation
lncrease {decrease) in:

Account receivable (net)

Accounts payable

Accrued vacations and bonus

lnterest on mortgage

Total adiustments

Net cash provided by operating activities

The accompanying notes are an integral part ofthese flnancial statements'

s 24.794

58,316

73,564
(5,954)
(2,506)

366

62,686

517180
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1.

COMMONWEATIH OF PUERTO RICO

MUNICIPALIW OF AGUAS BUENAS

NorEs To THE FtNANcTaL STATEMEMTS

JUNE 30,2O1O

ORGANIZATION

The Municipality ofAguas Buena's (the Municipality) is a political and legal entity with full legislative

and administrative faculties in every affair of municipal character, with perpetual 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 tegislative bodies, which are elected

every four years in the Puerto Rico Seneral elections. The executive power is exercised bythe Mayor

and the legislative power by the Municipal Legislative Body, which has fourteen members

The Municipality provides the followinB services to its community: health, public works, education,

public safety, housinS, community and social services, welfare, culture and recreation, as well as

manv other general and administrative services.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The accounting and reporting policies of the Municipality relating to the funds included in the

accompanying basic financial statements conform to accounting principles generally accepted in the

United States ofAmerica applicable to state and localgovernments. Generally accepted accounting

principles for local Sovernments include those principles prescribed by the Governmental

AccountinB Standards Board (GASg), the American lnstitute of Certified Public Accountants in the

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

Standards Board (when appli.able). The more signiflcant policies of the Municipality are described

below.

Reporting entity

A reporting entity consists of the primary Sovernment, component units, and other organizations

that are included to ensure that financial statements are not misleadin8. The primary government

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

Municipality. For the Municipality ofAguas Buenas, Puerto Rico, 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

Municipalitys 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.

Government wide and fund financial statements

Basic financial statements include both governments-wide and fund financial statements'
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COMMONWEAI.TH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS

NorES To THE FTNANC|AL STATEMEiIS (CO TINUED)

1u E 30,2010

2. SUMMARY OF SIGNIFICANT ACCOUNTING POTICIES (CONTINUEO}

Government-wide statements

The Eovernment-wide financial statements (consists of the statement of net assets and the

statement of activities) these statements report information on all the adivities 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 supported 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 separatelv 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 of a given

function or se8ments are offset by prog6m revenues. Direct expenses are those that are clearly

identifiabte 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 othea items not
properlv included among program revenues are reported instead as general revenues

Program-specific capital and operating grant and contributions consist of transactions that are

either mandatory or voluntary nonexchange transactions with other governments, organizations, or

individuals that restrict the resources for use in a particular program. Capital grants and

contributions consist of capital assets or resources that are restricted for capital purposes - to
purchase, construct or renovate capital assets associated with a specific program. Operating Srants

and contributions consist of resources that are required to be used to finance the costs of operating

a specific program or can be used either for operating or capital purposes of a specilic program.

Restricted capital and operating grants and contributions are program revenues because they are

specifically attributable to a pro8ram are reducing the net expense of that program to the

Municipality. They are reported net ofestimated uncollectible amounts.

Fund financial statements

The fund financial statements 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:

A) 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.
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COMMONWEAI.TH OF PUERTO RICO

MUNICIPAI.IW OF AGUAS BUENAS

NOTES TO THE FINANCIAT STATEMENTS (COiTNNUED)

luNE30,2010

2. SUMMARY OF SIGNIFICANT ACCOUNTING POUCIES (CONTINUED}

B) Debit service fund

Thefundaccountsforresourcesaccumulatedandpaymentsmadefolprin€ipalandintereston
long term Seneral obligation debt of govern m e ntal flrnds'

Measurement focus, basis of accountint and fi nancial statement presentation

The govemment_wide financial statement of Net Assets and the Statement of Activities' both

gove;nment and business like activities, are presented using the economic resources measurement

iocus and the accrual basis of accounting. Revenues are recorded when earned and expenses are

recorded at the time the liability is incurred, regardless of the timing of related cash flows' Property

taxes are recognized as revenues in the year for which they are levied' Grants and similar items are

recognized as;evenue as soon as alt eligibility requirements imposed by the provider have been

met.

The governmental fund financial Statements are presented using the current financial resources

mea;rement focus and the modified accrual basis of accountinS. 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 enou8h thereafter to pay

liabilities ofthe current period Forthis purpose, the Eovernment considers revenuesto be available

ifthey are collected within 60 days ofthe end ofthe current fiscal period Expenditures Eenerally are

recorded when a liability is incurred, except for debt service, compensated absences and claims

andjudgments expenditures which are reported when payment is due

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

considered to be susceptible to accrual and so have been reco8nized as revenues of the current

fiscal period. Only the portion of special assessments receivable due within the current fiscal period

isconsideredtobesusceptibletoaccrualasrevenueofthecurrentperiod.Allotherrevenueitems
are considered to be measurable and available only when cash is received bythe government

Private-sector standards of accounting and financial reporting issued prior to December 1' 1989

generally are followed in the Sovernment-wide financial statements to the extent that those

itandards do not conflict with or contradict Buidance of the Governmental Accounting Standards

Board. Governments also have the option offollowing subsequent private-sector guidance fortheir

business-type activities and enterprise funds, subject to this same limitation The government has

elected notto follow subsequent private sectorguidance.
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COMMONWEATTH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS

NorEs To TH€ FINANC|AT STATEMEMT5 (CoMrliuED)

1uNE30,2010

2. SUMMARY OF SI6NIFICINT ACCOUNTING POLICIES (CONINUED)

Measurementfocus,basisolaccountingandfinan'ialstatementpresentation(continued)

fu a general rule the effect of interflrnd activity has been eliminated frcm the government_wide

financial statements Amounts rcported as program revenues include 1) char8es to customers or

applicants for 8oods, services, or privile8es provided, 2) operating Srants and contributions' and 3)

.apit"l grant, ind .ontributions, including special assessments lnternally dedicated resources are

repon"-d as gen".al rerenues rather than as program revenues Likewise' general revenues include

alltaxes.

When both restricted and unrestricted resources are available for use, it is the government's polic"y

to use restricted resources first, than unrestricted resources as they are needed'

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

expenses and changes in fund nets, and statements of cash flows for the proprietary fund which

include a low income housing proiect know as Espiritu Santo Project'

The Municipality has elected to not apply all statements and interpretation issued by FASB after

November 30, 1989.

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

accrual basis of accounting. Accordingly, all assets and liabilities (whether current of noncurrent)

are include on the statement of net assets. The statement of revenues' expenses and change in

fund net assets present increases (revenues) and decrease (expenses) in total net assets Under the

accrual basis of accounting, revenues are recognized in the period in which they are earned while

expenses are recognized in the period in which the liability is incurred'

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

operatinj of the fund. All other revenues are reported as non_operating revenues operating

"*punr"r-"r" 
those expenses that are essential to the primary operations of the fund All other

expenses are reported as non_operating expenses

Cash, cash equivalents, aash with fiscal agent and investment

The Municipality's finance dkector is responsible for investin8 available resources The Municipality

is restrictei by law to invest only in savings accounts and certificates of deposit with banks qualified

as a depository of public funds by the Pu;rto Rico Treasury Oepartment (PRTD) or in instruments of

the Government Development Bank for Puerto Rico (GDB). The Municjpality'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'
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COMMONWEAI.TH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS

NorEs To THE FTNANcIaLSTATEMEMTS (CoMTINUED)

1uNE30,2010

2. SUMMARY OF SIGNIFICANT ACCOUNTING POIICIES (CONTINUED)

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 (cRlM) 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 lendin&/borrowing arrangements outstanding at

the end of the fiscal year are referred to as either due tofrom other funds (i e 
' 
the current portion

of interfund loans) or advances tofrom other funds (ie, the non-current portion of interfund

loans). lnterfunds receivables and payables between funds within the governmental activities are

eliminated in the statement ofnet assets.

Capital assets

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

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

drainage system), are reported in the government-wide financial statements'

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

Contributed assets are recorded at falr market value as of the date donated Additions'

improvements and other capital outlays that siSnificantly extend the useful life of an asset are

capitalized. Other costs incurred for repairs and maintenance are expensed.as incurred when

hi;torical cost is not available it is estimated using historic sales of the year ofthe acquisition ofthe

related capital assets.

Depreciation in capitat assets is calculated on the strai8ht-line basis over the following estimated

usefullives:

50 years

40 years

25 yea.s

7 years

10 years

3 years

15 years

lnfrastructure
Building
lmprovement to land

Vehicles

Machinery and equiPment
Computer and Printer
Furniture
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COMMONWEAI.TH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS

NoTEs TO THE FINANCIA! STAIEMENTS {CONTINUEO)

lut{E 30,2010

2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Reiervation of f und balance

Reservations of fund balance represent portions

specific future use or are not appropriated for
reservations of fund balance:

of fund balances that are legally se8regated for a

expenditure. The Municipality has the following

A) DebV service

Represents net assets available to finance future debt service payments'

State and federal programs

Represent the reservations of amounts available for specific use under state and federal grant

pro8rams.

B)

Riskfihancint

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

ihe municipalities of euerto Rico. cost of insLlrance allocated to the Municipality and deducted from

the gross ;roperty tax collections by the Municipal Revenue Collection Center (the "cRlM") for the

yeaiended tune 30, zolo amounted to approximately S171,770' The current insurance policies have

;ot been cancelled or terminated. The cRlM also deducted approximately s156,913 for workers

compensation insurance covering all municipal employees'

compensated absences

Employees accumulate vacation leave at a rate of 2 5 days per month up to maximum of 50 days'

Unpaii 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 maximum 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 riEhts for

compensation, exce;t for employees with ten years or more ofservlce who are entitled 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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COMMONWEAI.TH OF PUERTO RICO

MUNICIPAUTY OF AGUAS BUENAS

NOTE5 TO THE FINANCIA! STATEMEI{TS (CONTIXUEO)

.luNE 30,2010

2. SUMMARY OF SIGNIFICANT ACCOUNTING POTICIES (CONNNUED)

Post employment benefits

Pursuant various Acts, the Municipality is required to cover annually the 3% increase (cost of living

allowance) in the retirement plan of ifs retires employees. Substantially all ofthe 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, 2010, post employment benefits retirees amounted

to S5o,ooo. These benefits are recorded as expenditures when paid in the Eeneral fund'

Use of estimates

The prepaaation offinancial statements in conformity with accounting principles generally accepted

in the LJnited States of America requires management to make estimates and assumptions that

affect the reponed 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 duringthe reporting period Actual results could differfrom those estimates

3. PROPERTY TAX

The personal property tax is self assessed by the taxpayer on a return, which is to be filed by May 15

ofe;ch year with the Municlpal Revenue Collector Center (the CRIM), a governmentalentity created

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

realstate and on each building

Theassessmentismadeasoflanuarylofeachyearandisbasedoncurrentvaluesforpersonal
property and on estimated value as of 1957 for real property tax The tax on personal property

mustuepaiainfulltosetherwiththereturnbyMaylS'Thetaxonrealpropertymaybepaidin
two installments by luly 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 beSinning of each fiscal year, the cRlM 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 flscal

year basis, where by a comparison is made between the amounts advanced to the Municipality and

amounts actually collected from taxpayers.

This settlement has to be completed on a preliminary basis not later than three months after fiscal

year-end, and a final settlement made not later than six months after year_end lf the CRIM remits

io the Municipality property tax advances, which are less than the tax actually collected' a

recejvable from the cRlM is recorded at June 30. However, if advances exceed the amount actually

collected by the CRIM, a liability to the CRIM is recorded at lune 30'
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MUNICIPAUTY OF AGUAS BUENAS

NOTES TO THE FINANCIAI. STATEMENTS {COiIANUED)

JUNE 30, 2010

3. PROPERTY TAX (CONTINUED)

Residential real property occr.lpied by its owner is exempt by law from the payment of property

taxes on the first $15,OOO of the assessed value For such exempt amounts' the Puerto Rico

Treasury Department assumes payment of the basic tax to the Municipalities' except for property

assesse; at less than S3,5oO 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

M unicipa lities was frozen as of .lanuary 1, 1992 1n addition, the lawErants ataxexception from the

payment of personal propertY taxes of up to sso,ooo of the assessed value to retailers having

annual net sales of less than $150,000

The annua' rate for fiscal year 2o1o is 8.78% for real property and 6.78% for personal property of

which1.o3%ofbothtaxratesarefortheredemptionofpublicdebtissuedbythecommonwealthof
Puerto Rico. The remaining percenrage is distributed as follows: (a) 6o% and 4'0%' respectively'

represent the Municipalivs basic proterty 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 percenta8e of the net revenues of the Puerto Rico electronic lottery and subsidy

fro=mtheCommonwealthofPuertoRico.Fromsuchfund,adistributionismadetoall
municipalities; (b) 1.75% represents the speciat ad valorem tax restricted for debt se ice and

accounted for in the debt service fund.. The Commonwealth contributes an annualtax rcteof02%

ofthe property tax collected and the remainin8 rate is imposed to the taxpayer'

On January 26, 2OOO, Public Law, as amended, was enacted which authorized the CRIM to obtain a

loan up to 52OO million, and for a term not exceeding 30 years, to atlow for the financing ofthe debt

that the municipalities of Puerto Rico have with the cRlM arisinE from final settlements of property

tax advances versus actual collections through fiscal year 2OOO_2OO1 The amount that the

municipalities will collect from the additional property taxes resulting from the increase in the

subsidy from the central Sovernment to the municipalities was assi8ned through this law to repay

such loan' The increase in this subsidy was the result of the Public Law 238, enacted on August 15,

lggg.AsofJune30,2olo,theamountduetocRlMamountinStos86,8lTispresentedasother
long-term debt (see Note 9).

Total property tax receivable, net of an allowance for uncollectible accounts of 56'567'429'

amounted to 51,296,719 at June 30, 2010. The composition of property taxes receivable and the

related deferred revenues is a follows atlune 30,2010:

General
Fund

$5,018,157
s,o25.074

s_993-0i3

5 95&653

s1,839,981
1,536.355

s103,625

s 291,096

57.8s8,148
6.56L.429

51295,18

51257J4e

Debt sewice
Fund Total

Gross property taxes receivable

Less allowance for uncolledible accounts

Net Property taxes receivable

Deferred (unavailable proPerty)

tax revenues in GFFS
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4. VOLUME OF BUSINESSTAx

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

and indust;ial organizations that operate in the Municipality The tax rates are 150% for financing

lnstitutions and :50% for the other business instjtutions. The taxpayers must file a r€turn not later

than April 15 of every year and the tax is payable in two lnstallments' due in luly 1 and lanuary 1 of

the foilowing fiscal year. the amount levied could be paid with a five percent (5%) discount if

fayment is riaa" on o, before the filing date. The Munlcipality levied and colleded during the year

enled lune 30, zoLO, 5529,712 correspondin8 to the following fiscal year volume of business tax'

This amount was recorded as deferred revenue, and is presented as a liability in the accompanying

flnancialstatements.

SALE TAX

Pursuant to an amendment to Puerto Rico lnternal Revenue code' Act 117 of luly 4' 2006' the

Municipal Legislature approved the Ordinance 6, Series 2006-2007 to established a citY tax

contributio n, ;ffective November 1, 2006' to L.5% over atl transactions of sales of goods and

serviaes made on Aguas Buenas's boundaries. According to the Ordinance' these new resources will

be principally useJ in the following activitiesi repairs and improvements of Municipal roads'

infrastructure and sport facilities, construction of curbs and sidewalk, purchases of heavY

equipment.

5.

Municipality of Aguas Buenas, Puerto Rico contracted

imposition and collection ofthe sales tax
a service organization to manage the

Pursuant to the provisions of the taw Number 80 ofJuly.29, 2OO7 and effective August 1' 2007' the

citizenship contribution was uniformly established in 1 5%, for alt the municipalities in Puerto Rico'

of which 1% will be collected by the municipalities and the remaining 5% will be colleded by the

Treasury Department of the Commonwealth of Puerto Rico A portion of those funds will be

deposited in the Puerto Rico Governmental Development Bank, as a redemption fund, for financing

capital projects to the municipalities.
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5. GRANTS AND ENTITLEMENTS REVENUE

Grants and entitlements revenue consists of contributions received from certain quasi-public

co.poiation, of ttt" commonwealth of Puerto Rico, such as the Puerto Rico Aqueduct and Sewer

luihority and the Puerto Rico Electric Power Authority Also. the Municipality receives some

subsidiei from the commonwealth of puerto Rico which include, among others, a subsidy for

g"n"r"t op","tion, 
"nd 

for the financinS of capital improvements The intergovetnmental revenues

ire recorded in the General fund, except for those that are legally restricted for expenditure for

specified purposes which are recorded in other governmentalfunds'

DEFERRED REVENUE

Deferred revenue consists of the followinEs:

5 s29,7t2

275,134

7.

8.

Municipal license tax collected in the fiscal year

2008-2009 corresponding to the following fiscal year

Portion ofgrants received for which qualifying expenditures

have not been incurred.

Property tax deferred for governmental fund financial

statement and recurred as income in the governmental

wide fi nancial statements.

RESTRICTED DEPOSIT

Restricted cash in the business_type adivities consists of:

Tenant security dePosits

Reserve for teplacement

7,251,749

52-056t95

s 8,661
150.93S

5159,596

under the regulatory a8reement, Project is required to set aside amounts for the replacement of

property ana-ottrer Crofect expenditures approved by HUD HUD - Restricted Deposits are held in

separate accounts and generally are not available for operating purposes'

Tenants Security Deposit and its accumulated interest are held in a separate bank savings account

in the name of the Project, in compliance with USDA'RD and HUD requirements Any amounts not

|."trrn"a to ttt" tenani due to lease violations are transferred to the Proiect's general operating

account.
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9. CAPITAL ASSETS

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

Balance

!c!e-3S,-?099Primary Government

Governmental activities:
Capital assets, not beinS depreciated:

tand
Construstion in progress

Capital assets being depreciated:

Buildings, park and couns
Machanery and equipment
Automobiles

Total €a pital assets being depreciated

Less ac€umulated depreciation for:
lnfrastructure
Buildings, parks and courts
Ma€hinery and equipment

Total

Totaldepreciable capitalassets, net

Governmental activities capital assets net

Business-type activltles:
Capital assets .et being depreciated:

tand
Capital assets being depreciated:

Euilding and improvements
Equipment

Less accumulated depreciation:
Building and improvements and

equipment

Total deprecia ble capitalassets, net

Eusiness actlvities capital assets, net

lncr€ases Decr€as€s

Ealance
June 10.2010

7.971.577

1,631,3X5

22,a79,1O2

2,386,441
2.263,293

29.160.191

133,531

4,522,641
1,341,490
1.784,495

11.142.197

17.371.994

19.349.571

s 7,977,577 5 14s,800
1.4s4.974
1.600.714

267,150
17,290

636,481
34.351

35,758
572,230
201,499
1s3.496
962.983

17.7a\

1.s93,003

5 2,117,37 7

r.454.914
3.512.291

1,898,465
22,a96,392

3,022,962
2.297.644

30.115.463

169,249
9,094911
L,542,949
1.937.991

r2.745.14O

17,370.243

20.942.574

50.700

1,959,262
148.798

2,10a,060

1.652.42s

455.635

506.335

s2r.44&909

50.700

1,959,236
136.412

2,O95,644

1.594.109

501.539

5s2.239

!9pma10

32,386
12.385
44,772

(32.360)

(32,360)

58.316

(13.5441

(13.544)

s$79,459

(32.360)

(32.360)

5132160)
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9. CAPTTAT- ASSETS (CONTTNUED)

Depaeciation expense was charged to functions/programs ofthe Municipality as follows:

Goverhmental
Activities

5108,462
48,328

593.115
20'1,631

5,447

Eusiness-Type
Activities

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

Total depreciation expense

ss8.316

s583r6

10. LONG-TERM DESTS

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

Primary Government
Governmental adivities:

Bonds and notes
Other long-term debt:

Compensated absences

Amount due to CRIM

Landfill

Total

Business-typ€ activities:
Mortgage payable

Total

s962-983

Additions Reductions

s429,000

s514,58s
9,028

514,585 438,028

Bednning
Balanae

ss,004,000

7,t49,574
192,a24

1,350.000

7,706,398

565,494

SB,E1B92

Endint
Balanae

s4,s7s,000

1,664,159
ra3,796

1.350.000

7,7a2,955

Due within
one vear

5 297,000

800,000
6,041

1,703,o41

5514-585

41,430 524.064 44.469

s479-458 s8302-019 51142910
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10. |-ONG-TERM DEBTS (CONTINUEO)

Governmental activities:

Bonds and notes:

S92O,OOO Public lmprovement Serial Bonds of 1995 payable in annual

installments of535,OOO to S85,OOO through July 1,2020 plus interest at 6.12%.

5600,000 Public lmprovement Serial Bonds of 1993 payable in annual

installments ranging from 535,OOO to S48,OOO through January 1,2015, pius

interest at 5%.

25,000

210,000

175,000

S4OO,OOO Public lmprovement Bonds, Serial of 1997 Payable in annual

installments ranginB from S24,OOO to S34,OOO through lanuary1, 2015, plus

interest at 5.52%.

52,285,000 General Obligation Bonds, serial 1998-99 payable in annlal

installments ranging from $45,ooo to S175,OOO, throu8h luly 1, 2030. plus

interest at 6.5%.

S255,OOO General Obligation Bonds due in annual installments ranging from

s5,OOO to S20,OOO through July 1, 2031, plus interest at 6.50%.

S43O,OOO General ObliEation Note Serial 2OO3{4 payable in annual installments

of S7o,0OO and 575,OOo through luly 1, 2010, plus interest based on LIBoR at

90 days plus 1.25%

S1,510,000 General Obli8ation Notes Seriat 2OO3-04 payable in annual

installments rangin8 from 515O,OOO to S195,OOO throuSh luly 1, 2014 plus

interest based on LIBOR at 90 davs plus 1 25%.

S535,OOO Beneral obliSation bond serial 2008-2009 payable in annual installments

rangintfrom 555,OOO to SIO,OOO through July 1, 2014 plus interest based on

LIBOR at 90 days Plus 1 25%.

2,125,000

240,000

75,000

715,000

410.000

53.921000
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10. LONG-IERM DEBTS (CONTINUED)

The annual debt service requirements to maturity bonds and notes payables of June 30, 2010 are

as follows:

Govemmental -type Activities:
Aggregate
Obliration

5 s50,363

661,359
657,342
550,891
674,431

1,49O,59'1

1,110,069
1,011,548

223.244

s7-049.888

Business-type activities:

Mortgage note is payable in monthly installments ot56,556 throu8h 2019'

Mortgage payable consist of permanent residence loans provided by USDA-Rural Development'

The land and building ofthe Projectthe mortgage note.

Mortgage note payable matures as follows:

Year ended lune 30

2071
2012
2013
2014
2015
2076-2020
202L-2025
2026-2030
203L-2032

Year ended June 30

2011
20t2
2073
2014
2015
2016-20t4

Principal

s 297,000

405,000
425,000
454,000
495,000
804,000
675,000
805,000
215,000

Srt575-000

Princio.l

s 44,869
48,593
52,626
56,994
61,724

259.254

s524064

lnterest

s 263,353
2s6,359
232,342
206,891
t79,431
686,597
435,069
206,548

8,288

s2t74888

lnterest

5 33,922
30,198
26,765
21,797
L7,067
16.510

s145-659

Aggregate
ObliEation

5 7a,797
78,19t
78,79L
78,797
18,79L

275.764

s@f,2i
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JUNE 30, 2010

10. IONG-TERM OEBTS (CONTINUED)

Advances from CRIM and PRTrcasury Department

These amount represents the balance owed to cRlM as described in Note 3 and is payable in an of

57,276 thereafter including interest at 6.2%. The advances from cRlM and PR Treasury

Department mature as follows:

Year ended June 30

2011
2012
2013
2074
2015

2016-2020
202L-2024
2025-2029
2030-2032

Princioal

5 6,401
6,525
6,660
6,801
6,951

36,561
42,200
43,141
28.309

!eL795

lnterest

511,178
\0,774
10,371
9,955
9,531

42,074
29,929
15,893

1,882

s141t95

AESregate
obliratlon

5 77,579
L73U
77,O37
76,756
16,482
78,645
72,129
s9,274
30.191

532519!

U. RETIREMENT SYSIEM:

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 multi;le employer defined benefit pension plan sponsored by' and reported as a

.i.pJn"n, ,nl ot att" commonwealth All regular employees of the Municipalitv hired before

lanuary 1, 2OOO and under 55 years of a8e 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'
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11. RETIREMENT SYSTEM (CONTINUED)

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

enactedbythecommonwealth,sle8islatule.Retirementbenef]tsdependuponaSeatretirement
and the n;mber of years of creditabte 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.

Memberswhohaveattainedatleast55yearsofageandhavecomptetedatleast25yearsof
creditable service or members who have attained 58 years of age and have completed ten years of

creditable service are entitled to an annual benefit, payabte 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 t\']venty years, plus two percent of the average

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

years. ln no case willthe 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 55 percent of the

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

comPensation, as defined.

commonwealth legislation requires employees to contribute 5 775% for the first 5550 of their

monthly Eross salai and 8.275% for the excess over S55O of monthly Eross salary' The Municipality

is required by the same statute to contribute 9 275% ofthe participant's gross salary'

Defi ned contribution Plan

The Legislature of the Commonwealth enacted Act No 3OS on September 24' 1999' which amends

ActNo.44Ttoestablish,amon8others,adefinedcontributionsavin8splanproSram(the
"program")to be administered bythe Retirement System. All regular employees hired forthe first

time on or after lanuary 1, 2o0o and former employees who participated in the defined benefit

pension plan and are rehired on or after January 1, 2O0O become members of a Program as a

condition to their employment received a refund oftheir contributions' ln addition' emplovees who

at December 31, 1999 were participants of the defined pension plan, had the option, up to March

31, 2OOo, to irrevocably transfer their prior contributions to the defined benefit pension plan plus

interestthereon to the Program
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11. REflREMENT SYSTEM (CONTINUED)

Act No. 305 requires employees to contribute 8.275% of their monthly gross salary to the Program'

Employees may elect to increase their contribution up to 10% of their monthly gross salary'

rmptoyee contiioutions are credited to his/her individual account established under the Program'

Partici;ants have three options to invest their contributions to the Program lnvestment income is

credited to the participant's account semi-annually

The Municipality is required by Act No. 305 to contribute 9 275% of the participant's gross salary'

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

unfunded status ofthe defined benefit pension plan

Upon retirement, the balance in the participant's account will be used to plrchase an annuity

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

benefit to the participant's spor.lse in case ;fthe participant's death Participants with a balance of

SIO,OOO or les; at retirement will receive a lump-sum payment in case of death' the balance in the

p".ti.ip"nf, account will be paid in a lump-sum to his/her beneficiaries Participants have the

optionofa lump_sum or purchasing an annuity contract in case of permanent disabiliw'

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

lune 30, 2O1O amounted to approximately 5187p77 and $173,741' respectively This amount

represented 1Oo% of the required contribution for the corresponding year'

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

ended lune 30,2010, a copy ofwhich can be obtained from the Retirement System'

12. CONTINGENCIES

Amounts received or receivable from grantor a8encies are subject to audit and adiustment by

grantor agencies. Any disallowed claims, including amounts already collected' may constitute a

iiability oflhe applicabie funds. The amount, if any, ofthe expenditures which may be disallowed by

the grintor 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

Municipalivs operations. Most of the cases are covered by insurance Management' after

consuliation with legal counsel is of the opinion that the ultimate liability' in.excess of insurance

coverage, if any, ,ua-rlting froa such pending litigations will not have a material adverse effect on

the Municipalit\/s flnancial position .
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13. MUNICIPAL LANDFII.L

State and federal laws and regulations requires to the Municipality to carry out certain closure work

when it stops accepting waste and to perform certain maintenance and monitoring functions at site

in the followin8 years. ln accordance with GASB No 18 "Accounting for Municipal solid waste

Landfill closure and Post closure care costs" the Municipality must has to perform a study of the

closing and post closing costs in orderto recognize a provision for those costs'

The Municipality operated a solid waste landfill that was closed during 1994 Total closure costs

incurred as of June 30, 2010 were approximately S1,3OO,OOO The closure costs incurred were

mostly provided by federalawards underthe State Block Grant Program'

The Municipality is still in process of performing tests in the landfill site in order to assess a final

settlement of closure and post_closure costs. A preliminary estimate of these costs as of June 30'

2o1O amounted to 51,360,000. Accordin8ly, a provision for future closure and post closured costs

was recognized in the accompanyingfinancial statements'
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COMMONWEALTH OF PUERTO RICO

MUNICIPAI.TTY OF AGUAS BUENAS

SGHEDULE oF BUDGETARY CoMPARISoN

FOi THE YIAR ENDED .lUi'IE 30,2O1O

GENERAL FUI{D

Revenues:
Taxes:

Propertytaxes
Municipaltax

Licenses and permits

lnterest
Rent

Grants and entitlements
Other

Total revenues

Expenditures:
General administration
Public safety
Education, culture and recreational

Public works and sanitation
Cultural and Tourist Development

Economic DeveloPment

Family and Social oevelopment
Planning

Totalexpenditures

Excess of expenditures over revenues

ORIGINAL

BUDGET

56,ts2,827
650,000
503,000
180,000
90,000

818,000
428.000

a,82!.427

3,ss0,168
715,145
768,427

2,429,847
25L,1A6
180,010
812,743

54.a73

a.azt.821

AMMENDED
EUDGET

56,752,427
650,000

503,000
180,000
90,000

818,000
428.000

8.82L.827

3,544,354
706,48'7

781,364
23a7,935

2't7,584
179,010
a92,216

52.873

8.82r.A27

ACTUAI.

s6,154,326
589,933

r23,270
43,185

t01,o22
8L2,773
400,453

8.330.962

3,44a,486
624,753
768,864

2,337,L7L
274,817
157,643
a44,246

t7.526

8.483.606

5 1152.644:)

VARIANCE

WITH FII{AL BUDGET

;AVONABLE
(UNFAVORABI.E}

39,933

{379,730)
(136,815)

17,022

ls,221)
127.s47l,

{490.86s)

95,868
81,734
12,500
50,764
2,111

1!,357
47p30
35.347

51152-6441
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COMMO WEALTH OF PUERTO RICO

MUNICIPAUTY OF AGUAS BUENAS

NOTES TO SCHEDUII Of BUDGETAAY COMPAAEON

'|uNE30,2010

1. BUDGETS AND BUDGETARY ACCOUNTING

The Municipality follows these procedures in establishlng the budgetary data reflected in the

financialstatements:

1) Formal bud8etary integration is employed as a mana8ement control device durinE the year for

the Generai Fund. Formal budgetiry integration is not employed for special revenue funds

because effective budgetary control is alternatively achieved through legal and contractual grant

requirements Provisions

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

bldget for the fiscal year commencing the following luly l The operating budget includes

proposed expenditures and the means for financingthem'

3) Priorto June 13, the budget is legally enacted through passage of an ordinance

4) The Municipal Legislative Body approves, by ordinance budget appropriations bY fundional

basis. The Mayoris authorized to transfer bud8eted amounts between departments within any

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

by the Municipal Legislative Body.

5) Unused appropriations forthe annualbudgeted funds lapse atthe end ofthe year'

The budget is prepared on the budgetary basis of accountins The actual results of operations'

present; in the Statement of Revenues and Expenditures - Budget and Actual General Fund' is

;n conformity with the budgetary accounting of the Municipality for a better comparison with

the budget information.

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

debt service and special revenue funds because projects are funded on a multi-year nature'

generally requiring several years to complete or effective budgetary control is alternatively

ichlevei tnrough !eneral obligation bond indentures and legal and contractual Srant agreement

provisions.
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COMMONWEATTH OF PUERTO RICO

MUNICIPALITY OT AGUAS BUENAS

NOTES TO SCHEOU!! OF BUDGETASY COMPARIsON

.lul'lE 30, 2010

2. RECONCILIATION OF GAAP TO BUDGEIARY BASIS

Adjustments necessary to reconcile the revenues and expenditures of the General Fund at the end

ofthe year, from the generally accepted accounting principles to budgetary basis' are as follows:

Excess ofexpenditures over revenues, budgetary basis S(152'6it4)

Adjustments to accounts payable and accrued expenses (456'389)

Adjustments to accounts receivable 500 932

Excess of revenues and other Ilnancial sources under

expenditures and other financial sources per

g"neratty 
".ceptea 

accounting principle S11181O!)
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COMMONWEALTH OF PUERTO RICO

MUNICIPAUTY OF AGUAS BUENAS

SCHEDULE OF EXPENDTTRES OF FEoEML AWARDS

FOR THE YEAi ENDEO JUNE 30, 2O1O
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS

SCHEDULE OF EXPEI{OITUiES Of FEDERAT AWAROS

YEAR ENDEDJU E 30, 2010

NUMBER DISBURSEMENT

uS Deoartment of Housins and Urban

Develooment
Passed through:

Municipal Service Administration:
Community Development Block Grant 14 22a 5 692'079

ARRA - Community Development Block Grant 74 22s 242142
934,221

Dired Program:

Section 8- Housing Choice Vouchers 14 877 440'7As

Supporiive Housing Program 14 23s 51 653

7.426.659

IJS Depaftment ol AEriculture
Passed through:

PR Department of Education:

Child and Adult Food Program 10 558

US Deoartment of Health and Human Seruices

Passes throughi
PR Department of FamilY:

Chitd Care and Oevelopment Block Grant 93 575 5A9'54'l

ARRA-chiid Care and Development Block Grant 93 713 28 935
678.442

US Depanment of Homeland and Securiw

Passes through:
PR Office of Management and Budget (GAR)

Public tusistance Grant 97'036 153'056

PR Department of lustice
Homeland secllrity Grant Program 97 067 24'234

171.290

52215,245
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COMMONWEAI.TH OF PUERTO RICO

MUNICIPALIW OF AGUAS BUENAS

NOIES TO SCHEDULE OF EXPE DIUREs OF FEDEEAT AWARDs

luNE 30, 2010

1. BASIS OF PRESENTATION:

- The accompanying Schedule of Expenditures of Federal Awards includes the federalErant activity of

Municipality ot agr"a-B,"*'. Puerto Rico and is prepared on the modified accrual basis of

accountinS. Accordingly, amounts presented in the accompanying schedule agree to amounts

- presented in the basic fi nancia I statements
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6"-*"A,. Aa*-'{gra*
Certifi ed Public Ac.ountant MEMBER:

American lnstitute of Certified Public Accountants

Puerto Riao ol certified Publlc Ac€ountants
di6zcpa@vahoo com

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND

ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF

FINANCIAL STATEMENTS PERFORMEO IN ACCORDANCE wlTH

GOVERNMENT AUDITING STANDARDS

To the Honorable MaYor and

Municipal Legislative BodY

Municipality of Aguas Buenas

ASuas Euenas, Pueito Rico

we have audited the financial statements of the governmental activities, the business-type

activities, the aggregate discretely presented component units, each major fund' and the aggregate

,"aui"inc fr"a il,,foraation of Municlpality of Agua; Buenas, Puerto Rico' as of and-for the vear ended

lune 30, 2010, which collectively comprise the Municipality of Aguas Buenas, Puerto Rico's basic

iiiun.l"i .t"t"."nt, 
"nd 

have issued our report thereon dated November 22' 20lo others auditors

audited the financial statements ofThe Espiriiu Santo Project, as described in our repoft on Municipality

oilcurrsr"nar, pr"ato Rico'financialstatements This report does not includethe results ofthe other

auaiiis' testing ot internal control over financial reporting of compliance and other matters that are

."p.""a ." siarately 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

financial audits contain ed \n Govemment Auditing Stondords, issued by the Comptroller General of

the United States.

ln planning and performing our audit, we considered Municipality of Aguas Buenas' Puerto Rico's

internal control over financial reporting as a basis for designin8 our auditinE procedures for the

orioor" of u*rl."ra,n, our opinions on the financial statements' but not for the purpose of expressing

an opinion on the effectiveness of Municipality of Aguas Buenas' Puerto Rico s internal control over

financial reporting Accordingty, we do not express an opinion on the effectiveness of the Municipality of

Aguas Buenas, Puerto Raco's internal control over financial repofting'

A. deficiency in interndl contrct exists when the desi8n or operation of a control does not allow

*"n"g"r"n, or emptoyees, in the normal course of performing their assigned functions' to

preve'nt, o r d etect a n d co rre ct misstatem e nts on a time ly basis A mo teriol weokness is a delicienct '
or a combination of deficiencies, in internal control such that there is a reasonable possibility that a

.".".i.1 ,i.,.u.","n, of the entitys financial statements will not be prevented, or detected and

corrected on a timely basis.
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING (CONTINUED)

Our consideration of internal controt over financial reporting was for the limited purpose described

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

control over financial reportinB that miSht be deficrincies' significant- deficiencies' or material

;;.k;".;. we did not identify any deficiencies in internal control over financial reporting that we

;ider to be material weaknesses, as defined above. However, we identifled 
'ertain 

deficiencies in

internal control over financial reporting, described in the accompanyinS schedule of findings and

or"a,io""J aoa,, that we consider to be significant deficiencies in internal control over financial

i"poni"c. rinai"c or-10. A significant deficiincy is a deficienc-y' or a combination of deflciencies' in

internal control that is less severe that a material weakness, yet important enough to merit attention bY

those changed with Sovernance.

comolianae and Other Matters

As part of obtaining reasonable assurance about whether Municipality of Aguas Buenas' Puefto

ni.o', fin"naiut stat;ments are free of material misstatement, we perfo'med tests of its compliance

with certain provisions of laws, regulations, contracts, and Erant agreements, noncompliance with

which could have a direct and material effect on the determination of financial statement amounts

However, providing an opinion on compliance with those provisions was not an objective of our

audit, and accordin8ly, we do not express such an opinion The results of our tests disclosed instances

of noncompllance oi other matters that are required to be reported under Government Auditing

standards and which are described in the accompanying schedule of findings and questioned costs as

items 01-10.

we noted certain matters that we reported to management of Municipality of Aguas Buenas' Puerto

Rico, in a separate letter dated November 22,2010

This report is intended solely for the information and use of manaSement, 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 otherthan these specified parties

<<+
cABt os R. Dlrz
colTl0ol ?lJltlco Alr

PUEIII' iI@

November 22,2010
Aguas Buenas, Puerto Rico

License No. 1339

Expires December 1, 2013

The stamp No.255i1396 ofthe Puerto Rico

Society of Certified Public Accountants was

affixed to the original ofthis report
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6",1r"fr'. Aa*-{q,ar"
Certifi ed Public Aacountant MEMBER:

American lnstitute of Gertifled Public Accountants

Pu€rto Rico of Certified Public A.@u ntants
losd'azcpa@Yahoo'com

REPORT OI{ COMPI.IANCE WITH REqUIREMENTS

APPLICABLE TO EACH MA,IOR PROGRAM AiID Ot{ INTERI{AI COI{TROL

OVER COMPLIANCE II{ ACCOROANCE WITH OMB CIRCUI'AR A-133

To the Honotable MaYor and

Munlcipal Legislative Body

Municipality of Aguas Buenas

Aguas Buenas, Puerto Rico

Comoliance

we have audited the compliance ot Municipality of Aguas Buenas' Puerto Rico' 
-with 

the types of

i"rpri""." i"orn".-ts described in the u a office of Management and Budget (oMB) circular A-133

io,ipioiri" sippt"."rt that are applicable to each of its major federal programs for the vear ended

June 30,2010. Municipality ofAguas Buenas, Puerto Rico's major fede'al programs are identified in

thesummaryofauditor,sresultssectionoftheaccompanyingscheduleoffindingsand
;;;r;;;;; costs. compliance with the requirements of laws' regutations' contracts' and grants

"'ppfi."ur" 
to 

"."f, 
ot iti major federal pro8rams is the responsibility of Municipality of Aguas Buenas'

Puerto Rico's management. our responstility is to express an opinion on Municipality of Aguas

Buenas, Puerto Rico's compliance based on our audit

Municipality of Aguas Buenas, Puerto Rico' basic financial statements include the operations ot

i.o,rii, i"i " 
cro]ect, wtti.h expensed 5765,431 in federal awards which is not included in the

schedule during the year ended lune 30, 2olo our audit described below did not include the

op"ration, of flpi.it, !anto Project because Municipality of Aguas Buenas' Puerto Rico engaged other

auditors to perform an audit in accordance with OMB A_133'

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

the United States of America; the standards applicable to financial audits contained in Govefiment

Auditing Stonddrds, issued by the Comptroller General of the lJnited States; and OMB Circular A-133'

Audits of Stotes, Locot Governments, ond Non-ProJit Orgohizotions lhose standards and OMB Circular

l-f: ."qri." that we plan and perform the 
"uJit 

to obtain reasonable assurance about whether

noncompliance with the types of compliance requirements referred to above that could have a direct

anJ iaieriar effect on a major federal program occurred An audit includes examining' on a test

basis, evidence about Municipality of A=guas Buenas, Puerto Rico's.compliance with those

,"orn"iu"* and performing sr:ch othei 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 tegal determination oi Municipality of Aguas Buenas' Puerto Rico's compliance

with those requirements
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REPORT ON COMPLIANCE WITH REqUIREMENTS APPTICABLE (CONTINUED)

As described in items 02-10 to 06-10 in the accompanying schedule of findings and questioned cost

the Municipality of Aguas Euenas, Puerto Rico did not comply with the following requirements:

FindinE FederalProqram

02-10 14.871 Housing Choice Voucher
03-10 14.871 Housing Choice Voucher
04-10 l4.22SCommunityDevelopment
05-10 14.228CommunityDevelopment
05-10 14.228CommunityDevelopment

Tvoe of Compliahce Reouirement

Special test and provision

Special test and Provision
Block Grant Davis Bacon Ad
Block Grant Proclrement Supervision and Debarment

Block Grant Allowed Cost, Cost Principle

Compliance with such requirements is necessary in our opinion for Municipality of A8uas Buenas,

Puerto Rico to comply with the requirement applicable.

ln our opinion, except for the non compliances in the preceding paragraph, Municipality of Aguas

Buenas, Puerto Rico, compl,ed, in all material respects, with the requirements referred to above that

are applicable to each of its maior federal programs for the year ended.lune 30, 2010.

lnternal control Over Complianae

Management of Municipality of Aguas Buenas, Puerto Rico, is responsible for establishin8 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 A8uas Buenas, 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 Aguas Buenas,

Puerto Rico's internal control over compliance.

A deficiency in intenol contrcl over compliorce exists when the desi8n 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 ofa federal program on a timely basis. a moteriol weokness in internol control over

compliance is a deficiency, or combination ofdeficiencies, 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.
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE (CONTINUED}

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 internet control over

aornpti"na" itr"t aigl,t be deficiencies, significant deficiencies, of material weaknesses we did not

iOeniify any deficiencies in internal control over compliance that we consider to be material

weaknesses, as defined above. However, we identify certain deficiencies in internal control over

.omplian."ihat *" consider to be significant deficiencies as described in the accompanying schedule

of findings and questions costs as item 02-10 to 06_10 A significant deficiency in internal control over

compliance is a deficiency, of a combination of deficiencies, in internat control over compliance with a

type of compliance requirement of a federal program that is less severe than material weakness in

iniernal control over compliance, yet important enough to merit attention by those charged with

governance.

Municipality of Aguas Buenas, 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 Aguas Buenas, Puerto Rico's responses and, accordingly, we express no opinion on the

responses.

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

the eniity, federal awardinB agencies, and pass-through entities and is not intended to be and should

not be used by anyone other than these specified parties'

<ry+
CAFLOS R. DIAZ
aollfl lon PlElco lfilnlzllo

?uE8m fic! i
Novembe.22, 2010

Aguas Buenas, Puerto Rico

License No. 1339

Expire December 1, 2013

The stamp No.259397 ofthe Puerto Rico

SocieW of Certified Public Accountants

was affixed to the oriBinal ofthis report.
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COMMONWEAI.TH OF PUERTO RICO

MUNICIPALITY OF AGUAS EUENAS

SGHEDULE OF FINDINGSAND QuEsnoNED CosTs

FOR THE YEAR ENDEOJUNE 30,2O1O
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COMMONWEALTH OF PUERTO RICO

MUNICIPAUTYOF AGUAS BUENAS

SGHEoULEOF FrNDr GsAt{oQuESno Eo Co5I5

FoRTHE YEAR ENOED JU E30,2O1O

SECNON I - SUMMARY OFAUDITORS RESULTS

Financial Statements

Type ofaudito/s report issued

lnternal control over financial reportin8:

Unoualified

. Materialweakness identified? 
-yes 

-I-no
. Significant deficiency identifled that is not considered

to be materialweaknesses? --X-yes 
-no

Noncompliance materialto flnancial statement noted? 
-yes 

-]-no

Federal Awards

lnternal control over major programs:

. Materialweakness identifled? 
-yes 

-X-no
. Significant deficiency identified that are not considered

to be materialweakness? -LYes 
-no

Type of audito/s report issued on compliance foa major programs
unoualifled

Any audit findin8s disclosed that are required to be reported

in accordance with section 510(a) of Circular A-133 ---X-yes 
-no

ldentification of maior programs:

cFA Number(sl Name o' Federal Proqtam

'l4 alL Section 8- Housing Choice

Voucher

M.22A Community Development
Block Grants

Dollar threshold used to distinguish between type A

and type B Programs:
53oo'ooo

Audit qualified as low-risk audited?

5'l

_yes _-I-no



COMMONWEAITH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS

S€HEDULE Or FTNDTNGS AND QuEsaoilED Cosrs
FoRTHEYEARE DEoJUNT 30, 2O1O

SECTION II - FINANCIAL STATEMENT FINDINGS

Findirt No.01-10 - Municipal Solid waste LandtillGASB 18

The estimated liability and the related disclosure presented in the financial statement related to costs of
closure and postclosure of the Municipal solid waste landfill is not based on actual engineering studies.

Therefore, we were unable to obtain a reliable base on which those estimates were based.

Management believes that the effect in the lune 30, 2006 financial statements is not material.

However, as years goin8 by the accn al will be material and the amount must be based on relaable

sources.

We recommend performin8 the engineering studies to determine the factors necessary to calculate the

amount to be accrued for cost closure and postclosure care. These costs include the following:

E The cost of equipment expected to be installed and facilities expected to be constructed near or

after the date the landfitl stops accepting waste and during the postclosure period Such equipment
might include 8as monitoring and collection systems, storm water management systems, and
groundwater monitoring wells.

! The cost offinalcover (i.e., cappinB)expected to be applied near or after the closure date.

! The cost of monitoring and maintainin8 the expected usable landfill area during the postclosure

period.

The amount to be accrued each period should be determined usin8 a depletion approach and should be

based on the percentage ofcapacity used duringthe period.
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COMMONWEALTH OF PUERTO RICO

MUNICIPAI.IW OF AGUAS BUENAS

sct{EDUt E OF FTNDTNGS Ailo quEs[oNED Cosrs (CoMni/uED]

FOR THE YEAR ENDTDIUNE 30,2O1O

SECTION III - FEDERAI. AWARDS FINOINGSAND qUESTIONED COSTS (CONTINUED}

Finding No.02-10- HQS Enfor.ement

Fedeml ororram

CFDA No. 14.871 - Housin8 Choice Voucher

Compliance requirement:

SpecialTests and Provisions - HQS Enforcement

Category:

compliance

Condition:

During our examination, we selected 9 participants' file to test compliance with housing quality standard

requirement. one of the file did not contain a unit re-inspections report or evidence of verification of

the documentation that on PHA requirements was complete. The PHA did not properly stopped the

HAP'5 or terminate HAP contract.

Criteda:

24 cFR sections 982.158 (d) and 982.404 establish that the PHA must prepare a unit inspection repoft lf

the owner fails to maintain the dwelling unit in accordance with HQs, the PHA must take prompt and

vigorous action to enforce the owner obli8ations. PHA remedies for such breach of the HOS include

te;mination, suspension or reduction of housing assistance payments and termination of the HAP

contract. The PHA must not make any housing assistance payments for a dwelling unit thatfails to meet

the HQt unless the owner corrects the defect within the period specified by the pHA and the PHA

verifies the correction. lf a defect is life threateninS, the owner must correct the defect within no more

than 24 hours. For other defects, the owner must correct the defect within no more than 30 calendar

days (or any PHA-approved extension).

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.
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COMMONWEATTH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS

SCHEDU!E OF FINDINGS ANO QUESNONED CO5T5 (CONNNUED)

FoR THE YEAR ENDED,UNE 30,2O1O

SECIION III - FEDERALAWARDS FINDINGS AND qUESTIONED COSTS (CONTINUED)

Finding No. 02-10 - HQs Enlor.ement

Questioned cost:

None

Reaommendation:

We recommend that the Municipality establish an adequate intehal 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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COMMOI{WEALTH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS

SCHEDUIE OF FINOI GSA D qUESNONEO COSTS (COMNi]UED)

FoRTHE YEAR EI{DEDJUNE 30, 2O1O

SECTION III. FEDERAL AWARDS FINDINGS AND qUESTIONEO COSTS (CONTINUED)

Findiry No.03-10- oepositary Atreements - s€ction 8

Federal ororram

CFDA No. 14.871 Housing Choice Voucher

Compliance requirement:

SpecialTests and Provisions - Depositary Agreements

Category:

Compliance

Condition:

The municipality does not maintain a depositary agreements with their financial institution in the form

require by HUD.

Criteria:

24 CFR Section 982,156 rcqui,esthai:

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

with a financial institution selected as depositary bythe PHA in accordance with HUD requirements'

b) The PHA mav only withdraw deposited program receipts for use in connection with the program in

accordance with HUD requirements.

c) The PHA must enter into an agreementwith the depositary in the form required by HUD

d) (1) lf required under written freeze notice form HUD 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 HUD to the depositary. (Approved by

the Office of Management and Budget under control number 25770169) [60 FR 34695,1u|y 3, 1995,

as amended at 60 FR 45561, Sept. 1, 19951
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS

SCHEDULE OF FINOINGSANO QUESTloiIED CO5T5 (CONTINUED)

FoRTHE YEA8 ENoEo JUNE 30,2O1O

SECTION III . FEDERAI. AWAROS FINOINGS AND QUESTIONED COSTS (CONTINUED}

Finding No.03-10 - Depositary Agreements - Section 8

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 lawt 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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COMMONWEAITH OF PUERTO RICO

MUNICIPALIW OF AGUAS BUENAS

ScHEDUtE Ot FrrDrNGs AND QuEsnoNED Cosrs (CoNTTNUED)

FoR THE YEAR ENDEo JUNE 30,2O1O

SECTION III - FEDERATAWARDS FINDINGS AND qUESTIONED COSTS

Findin8 No.04-10 - Davis Bacon Ad

Fedelal Program

CFDA - 14.228 Community Development Block Grant

compliance requiremenl:

Davis - Bacon Act

Category:

Compliance/internal control

Condition:

As part of our audit procedures we tested 13 disbursements to test the compliance with the Davis-

Bacon Act for Public Assistance Grants Program. ln 5 of the 5 disbursements amounting 5557,265,681
the related contracts do not state that the contractor must comply with the requirement the David_

Bacon Act. ln 1of the 5 the contractors did not submit the payrolls to the Municipality for examination

Criteda:

Section 40 USC 3L41-3144, 346 and 347 state that when required by the Davis Bacon Act, the

Department of labor's (DOL) government wide implementation of the Davis-Bacon Act, or by Federal

pro8ram legislation, all labor and mechanics employed by contractors or subcontractors to work on

construction contracts in excess of 52,000 financed by Federal Assistance Fund must be paid wages not

less than those established for the locality ofthe projed (prevailing wage rate) by de DOL.

Non-federa! entities shall include in their construction contracts subjed to the Davis-Bacon Act a

requirement that the contractor or subcontractor comply with the requirements ofthe Davis-Bacon Act

and the DOL regulations {29 CFR part 5, "Labor Standards Provisions Applicable to Contads Governing

Federally Financed and Assisted Construction"). This includes a requirement for the contractor or

subcontractor to submit to the non-Federal entiv weekly, for each week in which any contrad work is

performed, a copy of the payroll and a statement of compliance (certified payrolls) (2q cFR sections s.5

and 5.6). This reporting is often done using Optional Form WH_347 which includes the required

statement ofcompliance (OMB No. 1215-0149).

E fect:

The Municipality could be exposed to administrative action by the grantor.
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SECTION III - FEDERALAWARDS FINDINGS AND qUESTIONED COSTS (CONTINUED)

Finding No. 04-10 - Davis Bacon Act

_ Questioned aost:

None

- Recommendation:

We recommend that the Municipality establishes and adequate internal control system to ascertain

compliance with Davis-Bacon Act.



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS

SaHEDULE oF FtNDTNGS AND QuEsTloNEo Cosrs {CoNTTNUED)

FoR THE YEA8 E.'IoEDJUNE 30,2O1O

SECTION III,. TEDEMLAWARDS FINDINGS AND QUESTIONED COSTS (CONTINUEO)

Finding No.05-10 - Procurement and Suspension and Oeba.ment

Federal Program

CFDA- 14-228 Community Development Block Grant

compliance requircment:

Procuremeht and Suspension and Debarment

Caiegory:

compliance

Condition:

As part of our audit procedures we tested 13 disbursements to test the compliance with the

Procurement and Suspension and Debarment requirement for Community Development Block Grant

program. ln 9 of the 9 disbursements amountin8 5688,470.50 the Municipality did not comply with
Suspension and Debarment requirement.

Criteria:

Suspension and Debarment:

2 CFR part 180 states that non-federal entities are prohibited from contractin8 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 nonprocLlrement transaction (e.9., grant or cooperative agreement)that are

expected to equalor exceed 525,000 or meet certain other specified criteria. CFR section 180.220 ofthe
government-wide nonprocurement debarment and suspension guidance 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. This

verification may be accomplished by checking the Excluded Parties List System (EPLS) maintained by the

General Services Administration (GSA), collect:ng a certification from the entity, or addinB a clause or

condition to the covered transaction with that entity.
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ScHEDULE OF FINDINGs AND QUESTIONED CO5T5 {CONTINUED)

FoR THE YEAR ENDEoJUNE 30, 2O1O

sEcfloN lll. - FEDERAI AWARDS FTNOTNGS ANO QUESTIONED COSTS (CONTINUED)

Finding No.05-10 - Procurement and Suspension and Debarment

Effect:

The Municipality could be exposed to administrative action bythe grantor.

questioned cost:

None

Recommendation:

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

compliance with the Procurement and Suspension and Debarment requirement.
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ScHEouLE oF FrNorNGs ANo QuEsrroNED cosrs (coNIlNUEo)

FoR THE YEAR ENoEo J UNE 30, 2O1O

SECTION III - FEDERAI.AWARDS FINDINGS AND QUESTIONED COSTS (CONTINUEO)

Finding f{o. 06-10 - Allowed Cost, Cost Prin.iples

FedeEl ororram

CFDA No. 14.228 - Community Development Clock Grant

Complianae requirement:

Allowed cost, Cost Principles

Category:

Compliance

Condition:

During our examination, we noted that the CDBG accountant is paid with CDBG finds but performs

multiple activities not related to the CDBG program.

Criteria:

circLllar A-87, attachment B, Paragraph ll these standards re8arding time distribution are in addition to
the standards for payroll documentation.

(1) Charges to Federal awards for salaries and wages, whether treated as direct or indirect costs, will be

based on payrolls documented in accordance with Senerally accepted practice of the governmental

unit and approved by a responsible officia l(s) of the Sovernmental unit

(2) No further documentation is required for the salaries and wages of employees who work in a single

indirect cost activity.

(3) Where employees are expected to work solely on a single Federal award or cost objective, charges

for their salaries and wages will be supported by periodic certifications that the employees worked

solely on that program for the period covered by the cenification. These certifications will be

prepared at least semi annually and will be si8ned by the employee or supervisory official having

first hand knowledge ofthe work performed bythe employee.
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ScHEoULE OF FTNDTNGs AND QuEsnoNED Cosrs (CoNTTNUED)

FoR THE YEAR ENDEDIUNE 30,2O1O

sEcTtoN t - FEDERALAWARDS FINDINGSAND QUESTIONED COSTS (CONTINUED)

Finding No. 0&10 - Allowed Cost, cost Prin.iples

Cdteda:

(4) Where employees work on multiple activities or cost oblectives, a distribution of their salaries or

wages will be supported by personnel activity reports or equivalent documentation which meets the

standards in subsection (5) unless a statistical sampling system or other substitute system has been

approved by the cognizant Federal Agency. Such documentary support will be required where

employees work on:

(a) More than one Federalaward,

(b) A Federalaward and a non Federal award,

(c) An indirect cost activity and a direct cost adivity,

(d) Two or more indirect activities which are allocated using different allocation bases, or

(e) An unallowable activity and a direct or indirect cost activity.

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, re8ulations, and provisions of contracts

Erant awards could also questioned.

questioned costs:

None

Recommendation:

We recommend that the Municipality after the required documentation returns the funds to the
program section and establish an adequate internal control system to ascertain compliance with the

requirements of the program.

Managem€nt expense:

See accompanying management's response.
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