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INDEPENDENT AUDITORS REPORT

To the Honorable Mayor and
Municipal l-egislative Body

Municipality of Aguas Buenas
A8uas Buenas, Puerto Rico

We have audited the financial statements of the governmental activities, each major funds, and the
aggregate remaining fund information ofthe Municipality ol Aguas Buenas, puerto Rico asofandfor
the year ended June 30, 2011 which collectively comprise the basic financial statements as listed in the
table of contents. These financial statements are the responsibility of the Municipalivs management.
Our responsibility is to express an opinion on these financia I statements based on our audit. We did not
audit the financial statements Espiritu saoto project. Those statements were audited by other euditors
whose report has been furnished to us, and ouropinion, insofar as it relates to the amounts incjuded for
Espiritu Santo Project, is based solely on the report ofthe other auditors.

We conducted our audit in accordance with auditing standards genera y accepted in the United States
of America and the standards applicable to financial audits contained an the Governmental Audit
Standards, issued by the Comptroller Generalofthe United State. Those standards require that we plan
and perform the audit to obtain reasonable assurance about whether the financial statements are free
of material misstatement. An audit includes examinang, on a test basis, evidence supporting the
amounts and disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by manegement, as well as evaluating the overall
financial statement presentation, We belaeve that our audit provides a reasonable basis for our
opinions.

ln our opinion, based on our audit and the report ofother auditors, the financialstatements referred to
above present fairl, in all material respects, the respective financial position of the governmental
activities, each major fund, and the aggregate remaining fund information ofthe Municipality ofAguas
Euenas, Puerto Rico as of June 30, 2011, 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



INDEPENDENT AUOITOR'S REPORI {CONTINUED)I

ln accordance with Governmental Auditing Standards, we have also issued our report dated November
22, 2011, on our consideration of the Municipality of Aguas Buenes, puerto Rico, internal control over
financiel .eporting end on our tests of ats compliance with certain provisjons of lews, regulations,
contrads, and grant agreements and other matters, The purpose ofthat report is to describe the scope
of our testing of internal control over financial reporting and compliance and the results of that testin8,
and not to provide an opinion on interna I contro I over fina ncia I reporting or on compliance. That report
is an integral part of an audit performed in accordance with Governmentel Auditing Standards and
should be considered in assessing the results ofouraudit.

Our audit was conducted for the purpose of forming opinions on the tjnancial statements that
collectively comprise the Municipality's basic financiat statements. The eccompanying schedule of
expenditures of federal ewards is presented for purposed of additional analysis as required by U.S.
Office of Mana8ement and Eudget Circular A-133, Audits of States, tocal Governments, and non-profit
Organizetions, and is also not a required part ofthe basic financial statements. The information in the
eccompanying schedule has been subjected to the audating procedures applied in the audit of the
general purpose financialstatements and, in my opinion, is fairly presented in all material respects in
relataon to the gene ra I pu rpose fina ncia I statements ta ken as a whole,

Accounting principles generally accepted in the United states ofAmerica requirethatthe management,s
discussion and analysis and budgetary comparison information on pages 3 through 12 and 42 through
45 be presented to supplement the basic financial 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 €ssentaal part offinancial reporting for placing the basic financialstatements in an
appropriate operational/ economic, or historicalcontext. We have applied certain limited procedures to
the required supplementary information in accordance with auditing standards generally accepted in
the United States of Americe, which consisted of inquiries of management about the methods of
preparing the information and comparing the information for consistency with management,s responses
to our inquiries, the basic financial statements, and other knowledge we obtained during our audit of
the basic financial statements. We do not express an opinion or provide any assurance on the
information because the limited procedures do not provide us with sufficient evidenae to express an
opinion or provide any assurance.

December 23, 2011
Aguas Euenas, Puerto Rico

License No. 1339
Expire December 1, 2013

The stamp No. E:IM8 ofthe Puerto Rico Society
ofCertified Public Accountants wes affixed tothe
original of this report.

c ntos F. 0tAz NEGBOI
coilT DoR P!BL|Co AllTOnEAoo
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COMMONWEAI-TH OF PUERTO RICO
MUNICIPAI,IIY OF AGUAS BUENAS

MANAGEMENT'S DISCUSSION ANDANATYSIS
YEAR ENDEDJUNE 30,2011

This discussion and analysis of the Municipality of Aguas Buenas (Municipality) financial performance
provides an overview ofthe Municipality,s financialactivities forthe fiscalyear;nded on June 30, 2011.
The Management Discussion afld Analysis (MD&A) should be read in conju;ction with the accompanying
basic financial statements and the accompanying notes to those financiar statements, The discussion
and analysis in.ludes comparative data for prior year as this information is avairabre for the fiscai year
ended on June 30, 2010. This MD&A is prepared in order to comply with such pronouncement and,
among other purposes, to provide the fina ncia I statem ents users with the following maior information:

1. A broader basis in focusing imponant ijsues;

4.

5.

2.

3.

Acknowledgement of an overview olthe Municipality,s financial activities;

Provide for an evaluation of its financial condition as of the end of the indicated fjscal year,
compared with prioryear resuhs;

ldentafication of uses offunds in the financjng ofthe Municipality,s variety of activaties and;

Assess management's ability to handle budgetary functions.

FINANCIAT HIGHLIGHTS

The following comments about the financiel condition and results of operations as reflected in the
fina ncia I stateme nts prepared forfiscalyear 2Oll deserve specialmention:

1. Total assets of the Municipality amounted to 531,431,195 which represents an increase of 12%
compared to prior fiscal year.

2. At the end of fiscal year 2011, total liabilities amounted to 513,899,623_ Out of said amoun!
S11,471,619 corresponded to long-term liabilities of which 58,258,000 represented the
outstanding balance of bonds and notes issued. The Municipality continued to meet a debt
service requirements, most of which was paid from selfgenerated revenues.

3. Total net assets of the Municipality amounted to S17,531,572 which reprcsents a decrease of
less than 1% if compared to priorfiscalyear.

4. Total revenues available for the financing of activities as refrected in the statement of Activities
amounted to S15,415,037 derived from the following sources: 9385,067 charges for services;
52,515,793 from operatin8 grants and contributions; 51,383,707 from capital grants and
contributions obtained from othersources, and S11,130,470 from generalrevenues avaitable.



COMMOI{WEALIH OF PUERTO RICO
MUNICIPALITY OF AGUAS BUENAS

MANAGEMEN?S DISCUSSION AND ANAIYSIS
a5 oFJUNE 30, 2011

FINANCIAL HIGHLIGHTS (CONTINUED}

5. Total expenses incurred to afford the cost of all functions and
Statement of Activities amounted to S15,1141,184.

7.

5.

programs as reflected in the

As reflected in the Statement of Activities, the current fiscal year operations contributed to a
decrease in the Net Assetsfigure by S25,147.

As of the close of the current fiscal year, the Municipalaty's Governmental Funds reported
combined ending fund balances of56,360,332.

As the end of the current fiscal year, the Municipality,s deficit amounted to 51,164,993
compared to the generelfund balance of545,789 in the prior fiscalyear.

The actualGeneral Fund budgetary activities resulted in an unfavorable ba lance ol51,2M,444.

FUNOAMENTAI,S OF FINANCIAI- STATEMENTS PRESENTATION

The approach used in the presentation of the financial statements of the tvtunicipejity is based on a
government-wide view ofsuch statements as well as a presentation of individualfunds behavior during
fiscal year 2011. The combination of these two peBpectives provide the user the opponunity to
address significant questions concerning the content of said financial statements, and provide the basis
for a comparable analysis of future years performance. The comparative analysis is a meaningful and
useful ma nageme nt tool for municipalmanagement in the decision making process.

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

FINANCIAL STATEMENTS COMPONENTS

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

Th€ Statement of Net Assets reflects informatiofl ofthe Municipality as a whole of a consolidated basis
and provides relevant information about its ,inancial 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.

8.

9.

I



COMMONWEAI.TH OF PUERTO RICO
MUNICIPALITY OF AGUAS BUENA5

MAIIAGEME TS OECUSsION AND ANALYsIS - (CONTINUED)

YEAR ENDED'UNE30,2011

FTNANC|AL STATEMENTS COMpOiIENTS (CONTTNUEO)

it is important to note that ahhough municiparities as governmentar pubric entities were not create; to
operate under a profit motjve framework, the return on assets performance plays an important role in
their financial operations. The higher the increments achieved in net revenues, the hi8her the capacity
to increase the net assets figure either thru additional borrowings or thru internally generated funds.
This in turn willbenefit the welfare ofthe Municipality ofAguas Buenas constituents.

The Statement of Activities is focused on both gross and net cost of the various activaties o{ the
Municipality. lt presents informataon which shows the chenges in the Municipality,s net assets at the
most recent fiscal year. Eased on the use of the accrual basis of accounting, changes are reported as
soon as the underlying event occurs, regardless of the timin8 of the related cash flows. Undersaid
approach, revenues and expenses are reported in the Statement ofActivities based on the theory that it
willresult in cash flowsto be realized in future periods.

A brief review ofthe Statements ofActivities ofthe Municipality at june 30, 2011, shows totalexpenses
incurred to afford the cost ofallfunctions and programs amounted to S15,441,184. Upon examiningthe
sources of revenues for the financing of said programs, the Statement reflects that S4,284,SG7 was
derived from the following sources:5385,067 charges for services; 92,515,793 from operating grants
and contributions; and S1,383,707 from capital Brants end contributions obtained from other sources.
General revenues for the year amounted to S11,130,470. When such figure is added to the 54,284,587
previously mentioned, total revenues available for the financing of activities amounted to S1S,415,037.
There was an excess of expenses over revenues in the amount of S26,147 which contributed with a
decrease to the figure of net assets attained at the end ofthe fiscalyear.

The Fund Financial Statement is another important component of the Munacipality,s fanancial
statements, A fund is a grouping of related accounts that are used to maintain accountability and
controls over economic resources of the Municipality that heve 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 governm€nt 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
accounting which measures cash and a ll other fina ncial assets that can be readily converted into cash.

The fund statement approach gives the user a shon term view of the Municipality,s government
operations and the basic servi€es it provides. Since the focus ofgovernment funds is narrowerthan that
of the financial statements as a whole, it also helps the user with comparable information presented in
the governmental activities report, By doing so, readers of the basic financial statements may
understand better the long-term effect ofthe Municipality's short-term fina ncia I decisio ns.

5



COMMONWEAI.TH OF PU€RTO RICO
MUNICIPALITY OF AGUAS BUENAS

MANAGEMENT,S DTSCUSSTON AND ANATyStS - (CONTTNUED)

YEAR ENDEDJUNE 30, 2011

INFRASTRUCTURE ASSETS

Hjstorically, a significant group of infrastructure assets {such as roads, bridges, traffic signals,
underground pipes not associated with utilities, etc.) have not been recognized nor depreciated in the
accounting records ofthe Municipality. GASB 34 requires that such type ofassets be inventoried, valued
and reported underthe governmentalcolumn of the Government-Wide Statement.

According to the requirements of GASB 34, the govefiment must elect to either (a) depreciate the
aforementioned assets over their estimated useful life or (b) develop a system of asset management
designed to maintain the service delivery to near perpetuity. lfthe government develops the asset
management system, (the modified approach) which periodically (at least every three years), by
cate8ory, measures and demonstEte its maintenance of locally established levels of service standards,
the government may record its cost of maintenance in lieu of depreciation. ln this particular respec!
the Municipallty has elected the use of recognizing depreciation under the useful life method and it
contemplates to continue this treatment on said basis.

6
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COMMOT{WEAITH OF PUERTO RICO
MUNICIPATITY OF AGUAS BUENAS

MANAGEMENTS OECUSSION AND AI{AI,YSIS
ArOFJUNE30,2011

FINANC|ALANAt-yStS OF THE MUNtCtpALtTy AS A WHOT E (CONTTNUED)

Approximately 28 percent of the Municiparity's totar revenue came from taxes, whire 64 percent
resuhed from Brants and contributions, including federel aid. Charges for Services provide 2 percent of
the totalrevenues, The lvlunicipality,s expenses cover a range ofservtces. The largest expenses were for
public work and sanitation (35%), general administration l2S %1, and ea,icationat, culture and
recreational(11%). fu follow, is presented a comparative analysis of govern mente l-wide data. with this
analysis, the readers have comparatave information with the percentage of change in revenues and
expenses from prioryearto current year,

8



COMMONWEATTH OF PUERTO RICO
MUNICIPALIW OFAGUAS BUENAS

MANAGEMENT'S DISCUSSION AND ANALYSIS
As OrluNa 30, 2011
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COMMONWEALTH OF PUERTO RICO
MUNICIPATITY OF AGUAS BUENAS

MANAGEMEN?s DtSCUSS|oN At'lD ANATYStS

45 OfluNE 30,2011

FINANCIAT ANALYSIS OF THE MUNICIPAI.ITY'S II{DIVIDUAL FUNDS

Governmental Funds

The focus of the Municipality's gov€rnmental funds is to provide information on near_term inflows,
outflows, and balances of spendable resources. Such information js useful in assessing the
Municipality's financin8 requirements. tn particular, unreserved fund balance may serve as a useful
measure of a government's net resources availeble forspending at the end ofthe fiscalyear.

fu of the end of the current fiscal year, the Municipality's governmental funds reported combined
endingfund balances of55,360,332, an increase of53,459,679 in comparison with the prioryear.

Within the governme ntal fu nds, it is included the Beneralfund which is the ch,ef operating fund ofthe
Municipality. As oflune 30, 2011, the Municipalivs delicit amounted to S1,164,993.

GENERAL FUND BUDGETARY HIGHLIGHTS

Over the course of th€ year, the Municipality Council revised the Municipalit!/s budget in order to
include increases in revenues that were identified during the course ofthe fiscalyear bas€d on current
developments that positively aff€cted the lMunicipality's finances. tncreases in budgeted expenditures
were also made since the law mandates a balanced budget.

The actual General Fund budgetary activities resuhed jn an unfavorable balance of S1,2214,444 caused
mainly due to unexpected variances in revenue and expenditures.

CAPITAI. ASSETS AND DTBT ADMINISTRATION

CapitalAssets

The Muoicipality's investment in capital ass€ts as of June 30, 2011, amounts to S36,82G,568 with an
accumulated depreciation of 515,499,704 (including depreciation charges for the year totaled
S1,107,225), leaving a net book value of 521,326,864. This investment in capital assets includes land,
construdion in progress, buildings, improvements, equipment, infrastructure, furnishing, computers
and vehicles. lnfrastructur€ assets are items that are normally immovable and of value only to the
state, such as roads, bridges, streets and sadewalks, drainage systems, lighting systemt and similar
items.

The Municipality finan€es a si8nificant portion of its construction activities through bond or notes
issuances. The proceeds from bond and notes issuances designated for construction activities are
committed in its entiretyforsuch purposes and cannot be used for any other purposes. AsofJune30,
2011, the Municipality has 55,804,307 oI unexpended proceeds mainly from bonds and notes
issuances that are committed to future construction activities.

ll



Debt Ad ministration

The Puerto Rico Legislature has established a limitation for the issuance of genera I obligatio n municipal
bonds and notes forthe payment ofwhich the good faith, credit and taxing power of each municipality
may be pledged.

The applicable law also requires the! in order for e Municipality to be able to issue additional general
obligation bonds and notes, such Municipality must have sufficient ,,payment 

capacaty',. Act No.64
provides that a Municipality has sufficient "payment capacitr/' to incur additional general obligation
debt if the deposits in such munacipality's Redemption Fund and the annual amounts collected with
respect to such Municipality's Special Additional Tax (as defined below), as projected by GDB, will be
sufficient to seNice to maturity the Municipality's outstanding general obligation debt and th€
additional proposed general obligation d€bt ("Payment Capaci!/').

The Municipality is required under applicable law to levythe Specia I Additione I Tax in su.h amounts as
shall be required for the payment of its general obligation mun:cipal bonds and notes. ln addition,
principalofand intereston all general obligation municipelbonds and notes and on all municipal notes
issued in anticipation ofthe issuance of genera I obligation bonds issued by the Municipaljty constitute
a {irst lien on the Municipality's BasicTex revenues.

Accordingly, the Municipality's Besic Tax revenues would be available to make debt service payments
on general obligation municipal bonds and notes to the extent that the Specia I Addition al 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 ANO NEXTYEAR'S BUDGETSAND RATES

The Municipality relies primarily on property and municipal taxes as well as federal and state grants to
carry out the governmental activities, Historically, property end 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 we.e considered
when preparingthe Municipality's budget forthe fiscal year 2011,2012.

The American Recovery and Reinvestm€nt Act of 2009, abbreviated ARRA is an economic stimulus
package endorsed by the President of the United States of America and approved by Congress_ tts
immediate goals include the creation of new jobs as well as save existing ones, preserve the economic
activity, invest in long-term economic groMh, and promote a high level of accountab;lity and
transparency in government spefl ding.

COMMONWEAI-TH OF PUERTO RICO
MUNICIPATITY OF AGUAS BUENAS

MAI{AGEMENT'S DISCUSSION AND ANATYSIS

As OrluNE 30, 2011
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COMMONWEATTH OF PUERTO RICO
MUI{ICIPAI.ITY OF AGUAS BUENAS

MANAGEMENT'S DISCUSSION AND ANATYSIS

As OFJUNE 30,2011

ECONOMICFACTORSANDNEXTYEAR'SBUDGETSAND RAIES(CONTINUED)

Puerto Rico is part ofthe American teritories that willbenefitfrom the stimulus package of ARRA, and
will receive epproximately 55,600 million in grants and is eligible to obtain additionalfunding through
other competitive federa I progra ms.

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

FINALCOMMENTS

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

The Municipality's management is commjtted to a continued improvement in the confection of a
budget that response to the needs ofthe public 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 of the main short and long-
term objectives of the Municipality.

fINANCIAL CONTACT

The Municipality's financial statements are designed to present users (citizens, taxpayer, cusromers,
investors and creditors) with a general overview ofthe Municipality,s finances and to demonstrate the
Municipality's accountability. lf you have questions about the report or need additional financial
information, contact the Municipality's Chief Financaal Officer.
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COMMONWEAI-TH OF PUERTO RICO
MUNICIPALITY OF AGUAS BUENAS

STATEMENT OF NET AssETs

As OfluNE 30,2011

ASSETS

Cash and cesh equivalents
Cash with fiscalagent
lnvestment in certificates of deposit
Account receivable:

Other a8encies

Propertytax
Saletax
Municipaltax

Other assets

Capitalassets, net

TotalAsset5

LIABILITIES AND NET ASSETS

Liabilities:
Accounts payable and accrued

Deferred revenue
Due to otheragencies
[ong-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 project and others

Unrestricted

Total N€t asers

GOVERNM ENTAL

ACTIVITIES

5 1,990,616

5,804,307

667,528
1,206,675

94,1A4
2,682

20.863.502

30.629.435

1,574,655
792,a32
45,658

t,!76,s21
9.815.897

13,405.569

PRIMARY GOVEA MEI\IT

BUSI\|ESS -
TYPE

ACTNMES TOTAI

5297,9Lt S 2,288,s27
5,804,307

667,528
1,206,616

94,144
2,682

40,441 40,4A7

463.362 21.326.a64

801.760 31.431.195

14,859 1,589,514
792,832
45,658

48,593 1,225,120
430,602 10.246,499

494.054 13.899.523

17,214,030

2,004,9a3

1,851,507
(3,845.554)

slJ2E&6

(15,833) 17,198,197

2,0o4,943
222p46 222,9A6

1,851,507

100.ss3 13.746,101)

si@Jat snl31l,2
The accompanying notes are an integralpan ofthese financia I statements,
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COMMONWTALTH OF PUERTO RICO
MUNICIPAI.ITY OF AGUAS BUENAS

STAIEMENI OF ACTIVTTIEs

FOR THE YEAR ENDED .IUNE 30, 2011

EXPEN5ES

s (3,92s,310)
(670,040)

(1,77s,080)
(s,383,94s)
(1,520,879)

1262,473)
(305,234)

1779,364)
(1s9,382)

1333,472\

(15.115.179)

1291,142j
(34.863)

(326.005)

5 1,693

49,604

S 469,425
72,733

571,226

1,403,009

NET
(EXPENSE)/

REVEIIUE

S {.3,4s4,192)
(597,907)

(1,1s4,2s0)
(4,000,238)

ou,e7o)
1262,413)
(305,234)

1119,3641
(1s9,382)

1333,472)

111,1543A2l,

42,628
(34.863)

1.765

PROGRAM REVENUE

OPERATING CAPITAI
CHARGE FOi GMNTS ANO GRANTS ANO

sERVICEs CONTRIBUTIONS CONTRIBUfIONSFUNCTIONSAND PROGRAMS

Gove rnmenta I activities:
General administration
Public safety
Educatjon, culture and recreational
Public work and sanitation
Health and welfare
Culture and tourist development
Economic development
Familyand socia I development
Housing and lJrban Development
lnterest

Tota I govern menta I activities

Susiness type-activities:
Housing
lnterest
gusiness type - activities

Total

s1,383,707

51.297 2,515.793

333,7'10

L3a3.707

333.ttO

5115r4uel) 53g5-067 tri5J93 Srla3Joz SI11J56i:u)

(Contioue)

The accompenying notes are an integral part ofthese fina nc ia I state ments.
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COMMONWEAI.TH OF PUERTO RICO
MUNICIPALITY OF AGUAS BUENAS
STATEMENT OF AorvmEs (CoNIlNUrD)

FoR THE YEAR ENDEDJUNE 30,2011

GOVERNMENTAL EUSINESS.TYPE

ACIIVITIES ACIIVITIES

S(11,164.382) S 7.76s

IOIA!

s{11,1s6.617)Net (expense)/revenue

Generalrevenue:

Propertytaxes
Municipaltax
Saletax
Construction excise tax

Grants and entitlements
Rent
lnterest
Other

Totalgeneral revenues

Changes in net assets

Net assets at beginning

Net assets at end

2,789,t56
715,345

1,217,126
307,828

6,062,140
103,326
221,742
311,994

11.129.A57

(34,525)

17.258.397

5 17123i66

613

613

8,378

29932A

s302706

2,189,7s6
715,345

7,217,126
307,828

6,062,740
103,326
222,355
311.994

11.730,470

126,147)

17.557.719

$ ulitsi2

The accompanying notes are an integralpart ofthese fina ncia I stateme nts,

16



COMMONWEALTH OF PUERTO RICO
MUNICIPAI.ITY OF AGUAS BUENAS

BaraNcE SHEEI

GOVERNMINTAI FUND5

Ar OFJUNE 30, 2011

A55EIS:
Cash:

Cash with fiscal a8ent

D're for others governmental aSencies
Due f.om other funds
Other

Liabilities:
Accounts payable and accrued expenses

Due to othe. agen€ies

rotal liabitities

Capitalproject

Unassigned

rotal liabiliri€s and tund batance

GEIIERAT

tgls

s 70,904

12,305

924,088

50,046
259,O74

2.642

s1129014

s1,050,s98
1,387,781

45.658

2.494.O37

DEBT

SEEYIEE

57,695,432

282,52A
27,O23

54.145.000

s3,945,132

OI}IER
GOVERNMENTAT

r!!99

s1,979,712
751,437

TOTAI.

GOVERNMENTAT

tulsg

s 1,990,616
5,404,307

1,205,676
94,$4

661,52a
269,Ota

2.6a2

67,76L
671,4a2

s2-0a4983 s3-945132

5 4,299
s 271,998

s2Jt9,t92 s]o.aat9sr

S 34o,s67
294,700
269,018

s 1,405,464
7,954,479

269,018

3.674.619211,.99A 4.299 904.285

7,732,985
3,940,833

1,851,507
(1.164.993)

{1.154.993)

tu29-044

1.732.985 3.940.833

s2-0049a3 s:145J32

7,732,9a5
3,940,833
1,851,507
l\.!54,993)

5,360.332

s1o-034i5r

1.851.507

s2J55J92

The accompanylng notes are an integral part ofthese fina ncia I statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPAI-ITY OF AGUAS BUENAS

RECONCIUATION OF THE GOVEf,NMIMIAI FUNDs

SAI,ANCT SHE'i TO THE STATEMTMI OF N EI ASSETS

As OFTUNE 30,2011

Fund balanaes in governmental lunds

Amounts repotted for govenmentol octivities in the Stotement of Net Assets orc
difierent becouse:

Capital assets used in governmental activities are not financial resources and
therefore are not reported in thefunds

Deferred propertytax revenue in governmentel funds fi nancia I state mehts
whereas recorded as revenue in the govern mental actjvities

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

Bonds and notes payable

Compensated absences
Est'mated liability for landfill post-closure costs
Accrued lnterest
Other long term debt

Net ossets ol govenmentol octivities

The accompanying notes are an integralpart ofthese financialstatements.

S 6,360,332

20,863,sO2

1,,161,647

{8,2s8,000)
l.7,196,971)
(1,360,000)

(169,191)

1177.4541

51223,865
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COMMONWEAI.TH OF PUERTO RICO
MUNICIPALIW OF AGUAS BUENAS

STATEMENT OF REVENUE5, ExpE DITURE5

AND CHANGE5 lN FIJND BataNcE-GowRnMENTAt FuNDs
FoR THr yrAR €NDIDJUNE 30,2011

DEBI
GENENAL SETIVICE LOA'{
!g!s !!!p9 s4.1lts.ooo

51,717,312 5 s62,s46
715,345

OTHER TOTAI
GOVERNMEMIAL GOVERNMEIVIAT

tulDs E!S!

Municipaltax€s
Saletax

Granrs and entitlements
Other

Expendrrurcs:
General administration

Education and recreationel
Public works and sanitation
H€alth and welfare
Culture and tourist development
Economic development
Family and social development
HousinS and Urban development

Prin6ipal

Ecess (deftlency) of revenue ov€r expendirur€s

Other fi n.ocint sources (uies):
Operatint transfer in
Operatingtransf€r out
Proceed from loan

Total other financing sources

fucess ot .€venues and other financiry source
over {under} ery€nditor€s and otherfinancint

tund balancc at bettnning ot year

trnd balanc€ at end of year

307,828
227,211
103,326

5,998,723

363.291

350,804

471

s 866,322

s 2,279,as9
775,345

7,217,726
307,A28
221,742
103,326

9,952,24O
353.291

75.170.756

3,922,A20
638,041

7,577,834
5,902,446
1,554,401

271,OA2

305,234
404,926
159,382

462,OOO

211.9t1

3,963,s71

9.427.096 973.A21

3,617,719
607 36a
446,410

3,546,040
332,015
277,Oa2
305,234
564,781
1s9,382

452,00O
277 911

10.450.032 67q ql I

(1.022.936) 233.910

471 taa317
(188,317) (471)

s 204,161

4.829.839

305,101
30,673

717,424
2,O52,239
7,2223a5

740,145

4.527.961 1s.856.077

307.412 t685.321)

188,788
(18&788)

4.145.000

4.145.000(187.846) 187.845

(1,210,782!, 421,756

qL_4!JE9 r.311.22e

1204.167],

1204.167)

4.145.000

4.145,000

307,A72 3,459,679

1.543.635 2.900.553

!1851102 S 6.36al32

3,940,833

The accompanying notes

sl1-164t93) S1732t85 53140.83

part ofth€se fin a ncial statements.



COMMONWEAI,TH OF PUERTO RICO
MUI{ICIPALIIY OF AGUAS BUTNAS

RECONCIUAT]ON OFTHE STATEMENI OF REVENUES, EXPENDITURES

AND CHAI{GES IN FUI{D BATANCES OF GOVERNMENIAT

FUNOSTo T8E STAIEMENT Of AcTNrnTs
FoR THE YEAR €NDEDJUNE 30,2011

I{etahange in fund balances - total governmental ftrnds

Amounts rcported lor Govemmentol Activities in the Stotement oJ Activities arc
dilferent becouse: S 3,459,679

Govern menta I fu nds repon capiteloutlays as expenditures, However, in the statement of
activities and changes in net assets, the cost ofthose assets is allocated over their
estimated useful lives and reported as depreciation expense. This is the amount of
capital assets recorded in the cuffent period. 959,g9g

Govern mental fu nds report proceed from general long-term debt as otherlinanciel
sources whereas the prcceed increase the long-term debt jn the statements of net
assets. (4,145,000)

Govern me ntal fu nds repon principal payments on loog-term debts as expenditures,
whereas the principalpayments reducethe long-term debt in the statement ofnet

462.OOO

Change in accrued expenses which does not requirethe use ofcurrent financial
resources:
Accrued interest (115,561)
Compensating absences 46],119
Other long-term debts 6,342
Deferred proprietytax (90,102)

Depreciation expense on capitalassets is reported in the statement ofactivities, but it
does not require the use ofcurrent financial resources, Therefore, depreciation
expeose is not reported as expenditure in Bovern mental fu nds. {1,038.970)

chdng$ in Net Assets ol Govemmentdl activities s _.t3L525)

The accompanying notes are an integral part ofthese fin a ncial statements
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COMMONWEATTH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS
STAT.MEMT oF FINANCIAT PosITIoN - PRoPRIETARY FuND

1uNE30,2011

Cuarent Assetsr
cash
Other€urrent assets

Property and Equipment

Restricted deposits

Other Assets

A55rI5

lraBrur€s AND NEr AssEts

PRoPRtETaRYFUNo

ESPIRITU SANIo PRoJECT

514,925
12.406

463,362

222,9A6

28.081

sEO1r60

Liabilities:
Current liabilities:

Current maturities of mortgage note
Accounts peyeble and accrued expenses

Long term-debt, net ofcurrent maturities

Net assets
lnvestment in net assets, net affiliated debt
Uninvestment

Total liabilities and net assets

s 48,s93
14,859
63,452

430.602
494.054

307.706
77,901

289.80s

s801J6o

The accompanying notes are an integral partof these financial statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUAS BUENAS

SraraMEMr oFAmvmEs - PRopRtEraRy FUND

YEAR ENDED JUNE 30, 2011

Revenues:
Rent
Financial

Total revenues

Expenses:

Administrative
lJtilities
Operating Maintenance

Taxes and insurance
Deprecietion
lnterest

Total Expens€s

Change in net assets

Project net assets, beginning of year

Net assets, end of year

PROPRIETARYFUND

ESP|RITU SArro PRoiEcr

5333,770
613

334.383

100,811
6,032

82,550

33,484
68,255
34,853

325.00s

8,378

299.328

s307t06

The accompanying notes are an integral part ofthese financia I stateme nts.
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COMMONWEAI.TH OF PUERTO RICO
MUNICIPATITY OF AGUAS BUENAS

STATEMENT Of CasH Ft ows - pRoptuETAiy FUND5

FoRTHEYEAR E DtDluNr 30,2011

Cash flow from operating adivities:
Cash received from rentals
lnterest received

Administretive
utilities
Salaries and wages

Operating and maintenance
Property and liability insurance
lnteaest on mortgage
Managementfees

Net cash provided by ope.ating activities

Cash flow Irom investing activitiea:
Purchase ofequipment
Deductions from resetue for replacements and interest

Net cash used byinvesting activities

Cash flows from financing adivities:

Mortgage principal payments

Net cash used byfinancin8 adlvities

Net increase in cash

Cash at beginning o, the yeai

Cash at endlng ol the year

PRoPRIETARY FUND

ESPTRTTU SAMrO PRoJEcr

S330,790
613

331.403

33,651
11,307

710,472
41,O25

5,353
33,922
23,507

72.160

12s,282)
1s2.719)

{78.001)

144,a69|

144.869)

(s0,710)

125,635

S tAEE

2l
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COMMONWEALTH OF PUERTO RICO

MUNICIPAI.ITY OF AGUAS BUENAS
STATEMTNT OF CASH Flows - PRopRrEraRy FuNDs (CoilItNUED)

FOR THE YEAR ENDEDJUNE 30,2011

Reconciliation of change in net assets to netcash provided byoperating activities:

Cash flow trom ope.ating activities:

Change in net assets

PRoPRIEIAiYFUND

ESPIRMJ SAIVIO PROIECI

s 8.378

Adjustments to recon.ile change in
net assets to net cash provided by
operating adivities:

Depreciation 68,255
lncrease (decrease) in:

Account receivable (net) (1,058)
Accounts payable e,797,)
Accrued vacations and bonus (569)
lnterest on mortgege 947

Total adjustments $JA2

Net cash provided by operating activities s72_1EO

The accompanying notes are an integral pa rt ofthese fina ncia I statements.

2t



L.

2.

ORGANIZATION

The Municipality of A8uas Buena's (rhe Municipality) is a political and legal entity with full legislative and
admlnistrative faculties in every affair of municapal character, with perpetual succession, existence and legal
personality sepa rate and independentfrom the governmenta I of the Commonwealth of Puerto Rico.

The municipal government is comprised ofthe €xecutive and legislative bodies, which are elected everyfour years in
the Puerto Rico general elections. The executive power is exercised by the Mayor and the legislative power by the
Municipal tegislative Body, which has fourteen members.

The Municipality provides the Iollowing services to its community: health, public work, education, public satety,
housing, community and social services, welfare, culture and recreataon, as well as mary other general and
administrative seruices.

SUMMARY OF SIGNIFICANT ACCOUNTING POUCIES

The accounting and reporting policies of the Municipality relating to the funds included in the accompanying basi.
financialstatements conform to accounting principles generally accepted in the lJnited States ofAmerica applicable
to state and local governments. Generally accepted accounting principles for local governments include those
principles prescribed by the Governmental Accounting Standards Board (GASB), the American lnstitute of Certified
Public Accountants in the publication entitled Audits of State and Local Governmental Units and by the Financial
A.counting Standards Boa.d (when applicable). The more significant policies ofthe Municipality are described

Repor$ng entity

A reporting entity consists of the primary government, component units, and oth€r organizations that are included
to ensure that financialstatements are not misleading. The primary government ofthe Municipality consists ofall
funds and departments that are not legally separate from the Municipality. For the Municipality of Aguas Buenas,
Puerto Rico, these include various seruices such as police protection, recreation (including park), street
maintenance and repair, sanitation, and generaladministrative services. The operation ofeach ofthese activities is
darectly controlled by N4unacipality's tegislative Body through the budgetary process.

Component units are legally separate o.ganizations for which the lvlunicipality is financially accountable. The
Municipaliw has no component units,

Governmeat wide and fund financial statements

Basic fina ncia I statements include both governments wide and fund fi nancia I statements.

COMMOI{WEALTH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS
NOIES TO THE FINANCIAL STATEM Ems

JUNE 30,2011
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COMMONWEALTH OF PUERTO RICO
MUNICIPAI.ITY OF AGUAS BUENAS

NoTES TO THE F|NA lcta! STATTMENT5 (COmtNuED)

JUNE30,2011

2. SUMMARYOFSTGNTFTCANTACCOUNTTNG pOLtCtES(CONTTNUED)

Government-wide statements

The government_wide financial statements {consists of the statement of net assets and the statement of activities)
these statements report information on all the activities of the primary government and its component units. For
the most part, the effect of interfund activity has been removed from these statements. Governmental activities
which normally are supported mainly by taxes and intergovernmentel revenues are reported separately from
business_type activities, which rely to a significant extent on fees and charges for support. tikewise, the primary
government is reported separatelyfrom certain legally separate component units for which the primary governmeni
is financially accountable.

The statement of activ;ties demonstrates the degree to which the dhect expenses of a given function or segments
are offset by program revenues. Direct expenses are those that are clearly identifiable with a specific function or
segment. Program revenues include a) charges to customers or applicants who purchase, use, or directly benefit
from goods, services, or privileges provided by a given function or segment and b) grants and €ontributjons that are
restricted to meeting the operational or capital requirements of a particular function or segment, Texes and other
items not properly included among program revenues are reported instead as general revenues.

Program-specific capital and operating grant and contributions consist oftransactions that are either mandatory or
voluntary nonexchange transactions with other governments, organizations, or individuals that restrict the
resources for use in a particular program- Capitalgrants end contributions consist of capital assets or resources thet
are restricted for capital purposes - to purchase, construct or renovate capital assets associated with a specific
program. Operating grants 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 specific program.
Restricted capital and operating grants and contributions are program revenues because they are specifically
attributeble to a program are reducing the net expense ofthat program to the tvlunicipality. They are reported net
of estimated uncollectible amounts.

Fund Iina ncial statements

The fund financial statements segregate transactions related to certain functions or activities in separate funds in
orderto aid financial management and to demonstrate legal compliance. These statements present each major fund
es a separate cojumn on the fund financia I statem ents; all non-majorlunds are aggregated and presented in a single
column.

The Municipality reportsthe following major govern menta I funds:

A) GeneralFund

This is the operating fund ofthe Municipelity and accounts for allfinanciat resour€es, except those required to
be accounted for in anotherfund.
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COMMONWEATTH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS
NorEs To THE FTNANC|AL STATEMENT5 (CoNIINUED)

JUNE30,2011

2. SUMMARY OF STGNtFtCANT ACCOUNTTNG pOuCtES (CONTTNUED)

B) Debit servicefund

This fund accounts for resources accumulated and payments made for principal and interest on long-term
general obligation debt of governmental funds.

C) Loan 54,145,000

This fund accounts for proceed and d isbursement from a general obligation for capital projects.

Measurement focus, basis of accounting and financial statemert presentation

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

The govern menta I fu nd financial statements are presented using the current finaflcial resources measurement focus
and the modified accrual basis of accounting, Revenues are recognized as soon as they are both measurable and
available. lJnder this method revenues are considered to be available when they are collectible within the current
period orsoon enough thereafterto pay liabilities ofthe current per;od. Forthis purpose, the goverflment cons:ders
revenues to be available if they are collected within 60 days of the end of the current fiscal period. Expenditures
generally are recorded when a liability is incurred, except for debt service, compensated absences and claims and
judgments expenditures which are reported when payment is due.

Property taxes, franchise taxes, licenses, and interest associeted with the current fiscal period are all considered to
be susceptible to accrual and so have been recognized as revenues of the current fiscal period. only the portion of
special assessments receivable due within the current fiscal p€riod is considered to be susceptible to a€crual as
revenue of the current period- All other revenue items are considered to be measurable and available only when
cash as received bythe government.

Private-sector standards of accounting and finencial reporting issued prior to December 1, 1989 generally are
followed in the government-wide financial statements to the extent that those standards do not conflict with or
contradict guidance of the Governmental Accounting Standards Board. Governments also have the option of
following subsequent private-sector guidance for their business-type activities and enterprise funds, subject to this
same limitation. The government has elected nottofollow subsequent private sectorguidance.
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COMMONWEALTH OF PU€RTO RICO

MUNICIPAI,ITY OF AGUAS BUENAS
NorEs To THE Ft Axctar STATEMENTS (Cor,rtNUED)

JUNE30,2011

2. SUMMARY OF S|GNtF|CTNT ACCOUNTTNG POUC|ES (CONT|r{UEDI

Measurement foaus, basis ofaccounting and financial statement presentation (continued)

As a general rule the effect of interfund activity has been elirninated from the government-wide financial
statements, amounts reported as program revenues include 1) charges to customers or epplicants for good,
services, or privileges provided, 2) operating grants and contributions, and 3) capital grants and contributjons,
including special assessments. lnternally dedicated resources are reported as general revenues rather than as
program revenues. likewise, generaIrevenues includealltexes.

When both restricted and unrestricted resources are available for use, it is the government's policy to use restricted
resources first, than unrestricted resources asthey 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 hous,ng
project know as Espiritu Santo Project.

The Municipality has elected to not apply allstatements 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
ac.ounting. Aeordingly, all assets and liabilities (whether current of noncureDt) are include on the statement of
net assets. The statement of revenues, expenses and change in fund net assets present increases (revenues) and
decrease (expehses) 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 incur.ed.

Operating revenues in the proprietary fund are those revenues that ar€ generated fromthe primary operating of the
fund. All other revenues are reported as non-operating revenues. Operating expeoses are those expenses that are
essentia I to the prima ry operations of the fu nd. All other expenses a re repo rted as non-ope rating expenses,

cash, aash equivalents, cash w:th fiscalagent and investment

The N4unicipality's finance director is responsible for investing evailable resources. The Municipality is restricted by
lew to invest only in savings accounts and certificates of deposit with banks qualified as a depository of public funds
by the Puerto Rico Treasury Department (PRTD)or an instruments ofthe Government Development Bank for puerto
Rico (6DB). The Municipality's poli€y is to invest any excess cash in interest bearing deposits with institutions
qualified byrhe PRTD. Earnings from these funds are recorded in the corresponding fund as interest income.
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2. SUMMARY OF SIGNIFICANT ACCOUNTING POUCIES {CONTINUED)

Cash with fiscal agent in the governmentel 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 seruice fund
represents spe.ial additional property tax collections retained by the Municipal Revenue Collection Center (CRIM)

end restricted for the payment ofthe Municipality's debt service, as established by law.

Pursuant to the Statement of Investment Guidelines for the Government ofthe Commonweelth of Puerto Rico the
balances deposited in commercial banks by the N4unicipality are insured by the Federal Deposit tnsurance
Corporation {FDIC) generelly up to a maximum of 5250,000 per depositor. ln addition, public funds deposited in
commercial banks by the Municipality are fully collateralized. All securities pledged as collateral are held by agents
designated by the Commonwealth's Secretary of Treasury but not in the Municipalin/s name. Deposits with GDB
are uninsured and uncollateralized. However, no losses related to defaults by GDB on deposit transaations have
been incurled bythe Municipalitythrough June 30, 2011.

The Municipality considers allinvestments with an originalmaturityofthree months or lessto be cash equivalents,

lnterfund receivables and payables

Activities between funds that are representative of lendin&/borowing arrangements outstanding at the end of the
fiscalyearare referred to as either due tofrom otherfunds (i.e., the current portion of interfund loans) or advances
to^rom otherfunds (i.e., the non-current ponion of interfund loans). lnterfunds receivablesand peyables between
funds withjn the governmental activities are eliminated in the statement of net 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 wid€ fi nancial statements.

COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS

NoTEs To THE F|NA crAr STATEMENTS (CoNT|NUED)

1uNE30,2011

Capital assets purchased or acquired are caried at historicalcost or estimated historicalcost. Contributed assets are
recorded at fair market value as of the date donated. Additions, improvements and other capital outlays that
significantly extend the useful lffe of an asset are capitalized, Other costs incurred for repairs and maintenance are
expensed as incurred. When historical cost is not available it is estimated using historic sales of the year of the
acquisitionof the related capitalassets.

Depreciation in capitalassets:s calculeted on the straight-line basis over the following estimated usefullives:

Building
lmprovementto land

Machinery and equipment
Computer and printer
Furniture

50 year5

40years
25 years

l0years
3 years

15 years

a



COMMONWEATTH OF PUERTO RICO
MUNICIPALITY OF AGUAS BUENAS

NorEs To THE FINA lctaL srarEMEins (Coim uED)
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2. SUMMARY OF StGNtFtCANT ACCOUNTTNG pOUCtES (COr{TtNUED)

Riskfinancing

The Municipality carries insurance to cover casualty, theft, tort claims and other losses, insurance poljcies are
negotiated by the Puerto Rico Treasury Department and costs are allocated among all the municipalities of puerto
Rico. cost of insurance allocated to the Municipality and deducted from the gross property tax collections by the
Municipal Revenue collection center (the "cRrM") for the year ended June 30,2o11amounted to approximately
5111,770 rhe current insurance policies have not been cancelled or terminated. The cRrM also deducted
approximately S156,913 forworkers 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 60 days. rJnpaid vacation
time accumulated is fully vested to the employees from the first day ofwork. tmployees acciimulate sick leave at a
rate of 15 days per month upto a maximum 90 days. rn the event ofemployee resignation, the employee is paid for
accumulated vacations days upto the maximum allowed,

separation from employment prior to use of all or part of the sick leave terminates all rights for compensation,
except for employees with ten yearc or more of service 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 ofNetfusets.

Fund Balance

During the year, the Municipality adopted the provisions of GASB Statement No. 54, Fund Balance Reportin8 and
Governmental Fund Type Definitions (GASB 54), which enhanced the usefulness of fund balance information by
providing clearer fund balance classificetions that cen b€ more consistently applied. This statement establishes fund
balance classifications that comprise a hierarchy based primarily on the extent to which the Authority is bound to
observe constreints imposed upon the use of resources reported in governmenta I fu nds.

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

'i' Nonsoendable - Repres€nt resources that cannot be spent readily with cash or are teSatiy or contractually
required not to be spent, including but not limited to inventories, prepaid items, long-term balances of loans
and notes receivable.
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2. SUMMARY OF SIGNIFICANT ACCOUI'ITING PoLIcIES (coNTINUED)

.:.

*

':.

Restricted - Represent resources that can be spent only for the specific purposes stipulated by constitutional
provision' external resource providers (exrernally imposed by creditors or grantors), or through enabling
legislation (that is, legislation that creates a new revenue sources and restaict its use). tffectively, restrictions
may be changed or lifted only with the consent of resource provider.

Committed - Represent resources used for specific purposes, imposed by fo.malaction ofthe entity,s highest
level of decision making authority (governing body through resolutions) and can only be charged by similar
resolutions, no laterthan the end ofthefiscalyear.

Assiined - Represent resour.es intended to be used by the entity for specjfic purposes but do not meet the
criteria to be classified as restricted or committed (generelly resolutions approved by the governing body).
lntent can be expressed by the governing body, or by and olficial or body to which the governing body
delegates authority in conformity with the bylaws of the Authoraty. tn governmental funds other than the
generalfund, assigned fund balance represents the remaining amountthat is not restricted orcommitted.

lJnassisned - Represent the residual classificataon for the entity,s general fund and includes all spendable
amounts not contained in the other classifications. ln other funds, the unassigned €lassification is used only to
report a deficit balance resulting from overspending for specific purpose for which amounts had been
restricted, committed, or assigned.

ll

.l

Post employment benefi ts

Pursuant various Acts, the MuniciFlity is required to cover annuallythe 3% increase (cost of living allowance) in the
retirement plan of it's retires employees. Substantially allofthe employees may become eligible forthese benefits
ofthey reach norma I retirement to while workjngforthe Municipality. Forthefiscalyearended lune 30,2011, post
employment benefits retirees amounted to S5O,0OO. These benefits are recorded as expenditurcs when paid in the
Seneralfund.

use oI estimates

The preparation of financial statements in conformity with accounting principles generally accepted an the lJnited
States of America requires management to make estimates end assumptions that affect the reponed amounts of
assets and liabilities, and disclosure of contingent assets and liabilities at the date of the financial statements and
the reported amounts of revenues and expenditures/€xpenses during the reporting period. Actual results could
differ f rom 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 of each year
with the Municipal Revenue collector center lthe cRtM), a governmental entity created by the commonweatth of
Puerto Rico. Realpropertytax is assessed bythe CRtM on each piece of realstate and on each building.
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3. PROPERTY TAX (CONTINUED)

The assessment is made as oflanuary 1 of each year and is based on current values for personal property and on
estimated value as of 1957for rea I property tax. Thetaxon personalproperty must be paid in full together with the
return by May 15. Thetaxon realproperty may be paid intwo installments byluly 1and.,anuary 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 beginning of each fiscal year, the CRIM informs the Municipality ofthe
estimated amount of property tax expeded to be colleded for the ensuing fiscal year. Throughout the year, the
CRIM advances funds to the Municipelity based on the initiel estimated collections. The CRIM is required by law to
prepare a settlement statement on a fiscal 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 fiscalyear-end, and a

final settlement made not later than six months after year-end. lf the CRIM remits to the Municipality property tax
advances, which are less than the tax actually collected, a receivable from the CRIM is recorded et lune 30.

However, if advances exceed the amount actually collected by the CRlN4, a liability to the CRIM is recorded at June
30.

Residential real property occupied by its owner is exempt by law from the payment of propeny taxes on the first

S15,000 of the assessed value. For such exempt amounts, the Puerto Rico Treasury Department assumes payment

of the basic tax to the Municipalities, except lor property assessed at less than 53,500 for which no payment is

made. As part of Law No. 83 of August 30, 1991, as amended, the exempt amount to be paid by Puerto Rico

Treasury Department to the Municipalities was frozen as oI lanuary 1, 1992. ln addition, the law Srants a tax
exception from the payment oI personal property taxes of up to 550,000 of the assessed value to retailers having

annualnet sales of less than s150,000.

The annual rate for fiscal yea,2011 ts 8.78% lot teal propeny and 6.78% for personal property of which 1.03% of
both tax rates are for the redemption of public debt issued by the Commonweahh of Pueno Rico. The remaining
percentage is distributed as follows: (a) 5.0% and 4.0%, respedively, represent the Municipality's basic property tax
rate, which is appropriated forgeneralpurposes and accounted for in the generalfund. A portion ofsuch amount is

deposited in an equalization fund together with a percentage of the net revenues of the Puerto Rico electronic
lottery and subsidy from the Commonwealth of Puerto Rico. From such fund, a distribution is made to all
municipalities; (b) 1.75% represents the special ad valorem tax restricted for debt service and accounted for in the
debtservice fund.. The Commonwealth contributes an annualtax rate of 0.2% ofthe property tax colleded and the
remaining rate is imposed to the taxpayer.

On .lanuary 26, 2000, Public Law, as amend€d, was enacted which authorized the CRIM to obtain a loan up to 5200
million, and for a term not exceeding 30 years, to allow for the financing of the debt that the municipalities of
Puerto Rico have with the CRIM arisin8 from final settlements of property tax advances versus actual collections
through fiscalyear 2000-2001. The amount that the municipalities will collect from the additional property taxes

resulting from the increase in the subsidy from the central government to the municipalities was assigned through
this law to repay such loen. The in.rease inthis subsidywasthe resultolthe Public Law 238, enacted on August 15,

1999. As of June 30, 2011, the amount due to CRIM amounting to S177,454 is presented as other long_term debt
(see Note 9).

i2
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3.

4.

PROPERTY TAX (CONTINUED)

Total propertytax receivable, net ofan
at lune 30, 2011. The composition of
iune 30, 2011.:

allowance for uncollectible eccounts ofs5,709,379, amounted to 51,206,616
property taxes receivable and the releted deferred revenues is a follows at

Gross property taxes receivable
Less allowance for uncollectible accounts

Net property taxes receivable

Deferred (unavailable property)
tax revenues in GFFS

General
Fund

5s,394,492
4,470,404

s 924n83

s, rE9-649

Debt se ice
Fund

51,521,523

s 282128

s 271p98

Total

s6,916,01s
s,709.399

s12!6-O!5

S b1-64i

s.

VOIUME OF BUSINESSTAX

The municipal license tax is levied annually based on the volume of business of certain businesses and industrial
organizations that operat€ in the Municipality. The tax rates are 1.50% for financing institutions end .50% for the
other business institutlons. The taxpayers must file a return not later than April 15 of every year and the tax is
peyable in two installments, due inluly l and January l ofthe following fisca I yea r. The amoitnt levied could be paid
with a five percent (5%) discount if payment is made on or before the filing date. The Municipality levied and
colleded during the year ended lune 30, 2011, 5498,132 corresponding 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
fina ncia I statements.

SAI,E TAX

Pursuant to an amendment to Puerto Rico lnternal Revenue Code, Act 117 ofluly 4,2006, the Municipal Legislature
approved the Ordinance 6, Series 2006-2007 to established a city tax contribution, effective November 1, 2006, to
1.5% over all transactions of sales of goods and services made on Aguas Buena s boundaries, According to the
Ordinance, these new resources will be principally used in the following activities: repairs and improvements of
Municipal roads, infrastructure and sport facilities, construction of curbs and sidewalk, purchases of heavy
equipment.

Municipality of Aguas Buenas, Puerto Rico codtracted a seruice organization to manage the imposition and
collection of the sales tax.

Pursuant to the provisions of the taw Number 80 of luly, 29, 2OO7 and effective August 1, 2007, the citizenship
€ontribution was u niform ly esta blished in 1.5%, for allthe municipalities in Puerto Rico, ofwhich 1%will be co ected
by the municipalities and the remaining .5% witt be collected by the Treasury Department ofthe Commonweahh of
Puerto Rico. A portion of those funds will be deposited in the puerto Rico covernmental Development Bank, as a
redemption fund, forfi nancing capital projects to the municjpalities.



- 
6. GRANTSAND ENTITLEMENTS REVENUE

Grants and entitlements revenue consists of contributions received from certain quasipublic corporations of the
Commonwealth of Puerto Rico, such as the Puerto Rico Aqueduct and Sewer Authority and the Puerto Rico Electric

- Power Authority. Also, the Municipality receives some subsidies from the Commonwealth of Pueno Rico whach

include, among othe6, a subsidy for general operations and for the financing of capitel imprcvements. The

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

_ expenditure forspecified purposes which are recorded in other gove.nme nta I fu nds.

7. DEFERRED REVENUE

COMMONWEAI.TH OF PUERTO RICO
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NOTESTO THE FINANCIAL SIATTMENIS (CONIINUED)
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Deferaed revenue consists of th e fo llowings:

Mu n icipa I license tax collected in the fiscalyear
2008-2009 correspo nd inB to the following fis.alyear

Portion ofgrants received for which qualifying expenditures
have not been incurred. 294.100

792,832
Property tax deferred for governmenta I fu nd financial

statement and recurred as income in theEovernmental
wide fina n€ia I statement s. _JfiL@

S 49a,82

$i.,954,419

8. RESTRICIED DEPOSIT

- Restricted cash ia the business-type activities consists of:

Tenent security deposits
Reserve for replacement

s213,6s4

u22,9A6

Underthe regulatory agreement, Projed is required to set aside amounts forthe replacement of property and other

- Project expenditures approved by HUD. HUD - Restrided Deposits are held in separate accounts and generally are

not available for operating purposes.

- Tenant's Security Deposit and its accumulated interest ar€ held in a separate bank savings account in the name of
the Project, in compliance with IJSDA-RD and HUD requirements. Any amounts not returned to the tenant due to

_ 
lease violations aretransferred tothe Project's generaloperating account.

l.t
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CAPIIAL ASSETS

Capital asset a.tivity forthe year ended lune 30, 2011 was as follows:

PrimaryGov€rnment

Governmental activiti€s:
Capital assets, not being depreciated:

Construction in progress

Capital assets being depreciatedl

Buildings, park and courts
Machineryand equipment

Tota I capital assets being depreciated

Less accumulated depreciation for:

Buildingr parks and couns
Machineryand equipment

Total depreciable capita I ass€ts, net

Govenrmental activities capitat asset! net

ausih€ss-rype activities:
Capital assets net being depreciated:

Land

Capital assets being depreciated:
8!ilding and improvements
Equipment

Less a€cumulated depre.iatio.:
Euildins and improvements and

Tota I depreciable ca pitat assets, net

Bu siness a ctivit ies ca pita I assets, n et

Balance
,une30.2010 tncr€ases

s 2,777,377
1,454.914 a 6l^ca

3.572.297 644.944

1,898,465 645,121
22,896,392
3,022,962 596,495
2 297 641

30.115.463 7.263.611

u69,289) 153,65s)(9,094911) ls7o,s97l
(1,s42,989l, l2s7,s4o)
11.937,991) {157.168)

{12,745.180)

17.370.2A3

20.942.574

50.700

7,959,262
14a.19a

2,108,050

(1.652.425!,

455.635

505.335

s21t48109

{1.038.970)

224.641

869.585

5.126

{3.95s)

1948.657)

s1944.6921

1944.692)

(9,091)

19.091)

5,!26

Aabnce
,un€ 30.2011

s 2,777,377
1.155.156

1.272.543

2,543,586
22,496,392

3,610,356
2.319.53q

1222,9s4)
(9,65s,s08)
(1,795,403)

12.09s.1s9)

113.779.024)

17.590.959

20.863.502

50.700

1,967,554
165.788

2,133,342

{1.720.680}

412.662

463.362

521t26t!t

4,292
16.990

25,2A2

I58.255)

142.973)

142.973l,

s__826-612

jj

si94e-657)
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9. CAP|TAT. ASSETS (CONTTNUED)

Depreciation expense was charged to functions/programs ofthe Municipality as followsl

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

Total d epreciation expense

PdmaryGovernment
Governmental adivities:

Bonds aod notes
Other long-term debt:

Compensated absences
Amount due to CRIM

Landfill

Total

Business-type activities:
Mortgage payable

Total

6overnmental
Activities

5 133,407
52,260

628,839
204,623
15,841

$1838,970

Business-Type
Activities

s68.25s
s68255

10. I-ONG.TERM DEBTS

long-term liability activity forthe year ended lune 30,2011was as follows:

Begin.ing
Balance

s4,575,000

1,664,159
183,796

1.360.000

7,782,955

524.064

s8107-o19

Additions

s4,145,000

Reductions

s(462,000)

(467,189)

16,3421

EndinB

Salance

s 8,2s8,000

1,196,970
177,454

1.360.000

10,992,424

Due within
g!tg-vci!!

S47o,ooo

700,000
6,527

1,116,5214,145,000 (935,531)

54J45-000

(44.869) 479.195 48.593

5(980 400) S11.471.619 S1.22s.120
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10. LONG-TERM OEBTS (CONTTNUED)

Governmental adivities;

Bonds and notes:

5920,000 Public lmprovement gonds, Serial 1995-96 payable in annual instajjments of
530,000to 585,000 through Juty 1,2020 ptus interest et 6.12%.

5600,000 Publi. tmprovement Bonds, Seriel 1989-90 payable in annual installments rangrn8
from S39,000 to S4S,0OOthrough lanuary 1,2015, plus interest at 6%_

S,100,00O Public lmprovement Bonds, Serial of 1991-92 payable in annual installments
ranging from 526,000 to S34,0OO through January 1,2016, plus interest at 5.62%.

52,285,000 General Obligation Bonds, Serial 2005-2006 payable in annual installments
rangingfrom 555,000 to S175,000, through.tuty 1,2030, ptus interest at 6.5%.

S255,000 General Obligation Bonds, Serial 2007-2008 due in annual installments rangrng
from 55,0001o 520,000 through Juty 1,2031, ptus interest at G.sO%.

S1,510,000 Special Obligation Bond, Serial 2OO3-04 payable in annual installments ranging
from 5170,000 to S195,OOO through.Juty 1, 2014 ptus interest based on LTBOR at 90 days
plus 1.25%.

5535,000 Genera I O bligation Bond, Serial2O0S-20O9 payable in annual installments
ranging from S75,000 to 5100,000through luly 1,2014 plus interest based on LTBOR at 90
days plus 1.25%.

54,145,000 Special Obligation Bond, Serial 2O1O-11 payable in annual installments ranging
from 560,000 to 9345,000 trough Juty 1, 2035. hterest at 1.5% over prime rate due
semiannually.

S sgo,ooo

173,000

150,000

2,O15,O00

235,000

550,000

340,000

4.145.000

s8258-000

l7
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10. LONG-TERM DEBTS {CONTTNUED)

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

Gove.nmental -type Activities:

gusiness-type adivities:

Mortgage Payable consists of permanent residences loans provided by USDA Rural Development. The land and
buildings of the Project secure the mortgage note. The mortgage note bea6 interest at 8%, including subsidy
interest of 7%. Principal and interest are payable in monthly installments of 56,566 through 2018. The maturates
of the mortgage note at lune 30,2011forthe next five {5)years and thereafter are as follows:

Year ended lune 30
2012
2013
2014
2015
2016
2077-202L
2022-2026
2021-2031
2032-2033

Year ended lune 30
2012
2013
20-t4
2015
2076
2071-2019

Principal

s 470,000
505,000
534000
375,000
244,OOO

1,3,r0,000
1,360,000
1,905,000
1.525.000

&258-000

l!!scs!
S 314,11,4

536,280
505,796
472,868
445,958

1,964,694
1,495,851

925,394

298j41

s7-019512

Aggregate
Oblisation

S 844,114
1,041,280
1,039,796

847,A6A
689,958

3,304,694
2,85s,8s1
2,830,394
1.823.s87

s1s,JJ-rA

Princioal

s 48,593
s2,526
56,994
61,724
66,841

5479-195

!!!se!!
S 30,198

26,765
21,197
17,067
11,944
1.382

S!4r53

ABgregate
Obligation

S 78,791
78,797
78,797
78,797
78,79L

199.793

559lJ4E

i8
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LONG.TERM DEBTS {CONTINUED)

Advanceafrom CRIM and PRTreasury Department

This amount represents the balance owed to CRIM as described in Note 3 and is payable in monthly 57,276 the reafter
including interest at 5.2%. The advances from CRIM and PR Treasury Department mature as follows:

Year ended June 30

20!2
2073
2074
2015
2016
2017-2020
2021-2024
2025-2029
2030-2032

Principal

5 a,sz't
6,560
6,801
6,952
7,711

37,501
43,467
51,099
11.335

Si1ra54

lnterest

S 10,778
10,371

9,955
9,s31
9,095

39,773
27,297
12,804

598

$x]0t197

Aggregate
Obliration

5 17,30s
11,O31

15,7s5
16,483

16,207
77,214
70,754
63,903

5307-651

U, RETIREMEITT SYSTEM:

Defined genefit Pension Plan

The Employees' Retirement System of the Commonwealth and its instrumentalities (the "Retirement System"),
created puruant to Act. No. 447 of May 15, 1951, as amended, is a cost,sharing multiple employer defined benefit
pension plan sponsored by, and reported as a component unit of the Commonwealth. All regular employees of the
Municipality hired before lanuary 1, 2000 and less than 55 years ofage atthe date ofemployment became members
of the Retirement System as a condition to the;r employment. No benefits are payable itthe participant receives a

relund of his/her accumulated contributions.

10.
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11. RETIREMENT SYSTEM (CONTINUED)

The Retirement System provides retirement, death and disability benefits pursuant to legislation enacted by the
Commonwealth's legislature. Retirement benefits depend upon age at retirement and the number of years of
creditable service. Benefits vest after ten years of plan participation. Dasability benefits are available to members for
occupational and non-occupational disabilities. However, a member must have at least ten years of service to receive
non-occupational disability benefits.

Members who have attained at least 55 years of age and have completed at least 25 years of creditable serviae or
members who have attained 58 years of age and have completed ten years of creditable service are entitled to an
annualbenefit, payable monthlyfor life. The amount ofthe annuityshallbe one and one-halfpercent ofthe average
compensation/ as defined, muitiplied by the number of years of credatable service up to twenty years, plus two
percent ofthe average compensation, as defined, multiplied by the number ofyears of creditable service in excess of
20 yeers. ln no case willthe annuity be less than S200 per month.

Participants who have complet€d at least 30 years of creditable seruice are entitled to receive the Merit Annuity.
Participants who have not attained 55 years of age will receive 65 percent of the average compensation, as defined;
otherwise they will receive 75 percent olthe average compensation? as defined.

Commonwealth legislation requhes employees to contribute 5.775% for the first S550 of their monthly gross salary
and 8.275% for the excess over 5550 of monthly gross salary. The Municipality is required by the same statute to
contribute 9.275% ofthe participanfs gross salary.

Defi ned Contribution Plan

The Legislature of the Commonwealth enacted Act No. 305 on September 24, 1999, which amends Act No. 447 to
establish, among others, a defined contribution savings plan program (the "Program") to be administered by the
Retirement System- All regular employees hired for the Iirst time on or aller.lanuary 1, 2000 and former employees
who participated in the defined benefit pension plan and are rehired on or after lanuary 1, 2000 become members of
a Program as a condition to their employment received a refund oftheir contributions. ln addition, employees who at
December 31, 1999 were participants of the defined pension plan, had the option, up to March 31, 2000, to
irrevoca bly tra nsfer their prio r contributions to the defined benefit pension plan plus interest thereon to the Program.
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COMMONWTALTH OF PUERTO RICO
MUNICIPALITY OF AGUAS BUENAS

NO'ES To THE FINANcIAL STAT'MENIs (coNTINUEo)

luNr 30,2011

11. RETIREMENT SYSTEM (CONTINUED)

Act No. 305 requires employees to contribute 8.275% of their monthty gross salary to the program. Employees may
elect to increase their contribution up to 10% of their monthly gross salary. Employee contributions are credited to
his/he. individual account established under the Program. Participants have three options to invest their
contrabutions to the Program, lnvestment income is credited tothe partacipant,s account sema-annually.

The Municipalaty is required by act No. 305 to contribute 9.275% of the participant,s gross salary. The Retirement
system will use these contributions to increase its asset level and reduce the unfunded status of the defined benefit
pension plan.

Upon retirement, the balance in the participant's account wall be used to purchase an ennuity contract, which will
provide for a monthly benefit during the panicipant's life and 50% ofsuch benefit to the panicipant,s spouse in case
of the participant's death. Particapants with a balance of s1o,ooo or less at retirement will receive a lump sum
payment ln case ofdeath, the balance in the participant's account willbe paid in a lump-sum to has/her benefi.iaries.
Perticipants have the option ofa lump-sum or purchasing an annuity contract in case of permanent disability.

Total employees and employer contributions to the above mentioned plans during the year ended rune 30, 2011
amounted to approximately s172,232 and s196,12G, respectively. This amount represented 1oo% of the required
contribution forthe corresponding year.

Additional information on the Retirement System is provided in its financial statements for the year ended lune 30,
2011, a copy ofwhich can be obtained from the Retirement Svstem_

12. CONTINGENCIES

Amounts received or receivable from grantor a8encies are subject to audit and adjustment by grantor agencies. Any
disallowed claims, including amounts akeady collected, may constitute a liability ofthe applicable funds. The amount,
if any, of the expenditures which mey be disallowed by the grantor cannot be determined at this time, although the
Municipality expects such amounts, if any, to be immaterial.

The Munacipality is defendant and /or codefendant in several litigations arising out of the normal Municipality,s
operations. lvlost ofthe cases are covered by insurance. M a nagementr afte r consu ltation with lega I cou nsel is of the
opinion that the ultimate liability, in excess of insurance coverage, if any, resuhing from such pending litigetions will
not have a material adverse effect on the Municipality,s financial position .
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUAS BUENAS

IIoTES To THE FINANCIAL STATEMEI\TS (co rlNUED)

luNE 30,2011

13. MUNICIPAL I.ANDFILL

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 following years, ln
accordance with GASB No. 18 '?ccounting for Muni.ipal Solid Waste tandfill Closure and post Closure Care Costs,, the
Municipality must has to perform a study of the closing and post closing costs in order to recognize a provision for
those costs.

The Municipality operated a solid waste landfill that was closed during 1994. Totat closure costs incurred as of June
30, 2011 were approximately s1,360,000. The closure costs incurred were mostly provided by federal awards under
the State Elock Grant Program.

The Municipality is still in process of performing tests in the landfillsite in orderto assess a finalsettlement of closure
and post-closure costs. A preliminary estimate of these costs as of June 30, 2011 amounted to 51,360,000.
Accordingly, a provision for futur€ closure and post closured costs was recognized in the accompanying finencial
stetements.

12



REQUIRED SUPPLEMENTARY INFORMATION

.1i



COMMONWEALTH OF PUERTO RICO

MUNICIPATITY OF AGUAS BUENAS

ScHEDULE OF BUDGETaRY CoMpARtsoN

FoR THr YEAR ENDEDJUNE 30,2011

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 Development
Housing and lJrban Development

Total expenditu res

Excess of exp€nditures over revenues

10.473.922 10.813322 9,242.068

ORIGINAL
BUDGET

S 1,654,245
570,000
643,552
s0,000
90,000

6,031,12s
1.735.000

3,962,898
659,351
415pU

3,93s,439
238,7M
236,M7
816,745
163,685

AMMEIIOED
BUDGET

51,654,24s
670,000
643,552
50,000
90,000

6,031,125
1.735,000

4,126,424
653,807
875,050

3,734,032
215,136
308, 8
748,003
166.733

ASIIA!

S 1,s85,150
685,016
307,828
221,742
103,326

6,01t,206
327.800

VARIANCE

WIfH FINAL BUDGEI
FAVORAELE

IUNFAVOMBLEI

s (69,oes)

15,015

133s,724)
171,742
13,326
(19,919)

l7,407,200)

(1,631.8s4)

138,182
46,439
28,640
75,509
4,653
3,474

43,222
7.351

387.410

5 11244A44)

3,988,U2
607,368
846,410

3,658,s23
271,O43

305,234
6U,781
1s9,382

10.888.833 10.888.833 10.501.423

s 114p11) 5 1149U) 5(1259155)
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1. BUDGETS AI{D BUDGETARY ACCOUNTING

The Municipality follows these prccedures in establishing the budgetary data reflected in the
fina n cia I statements:

1) Formal budgetery integration is employed as a management cont.ol device durjng the year for
the General Fund. Formal budgetary integration is not employed for special revenue funds
because effective budgetary control is ahernatively achieved through legaland co ntractua I gra nt
requirements provisions,

COMMONWEALTH OF PUERTO RICO

MUNICIPAI-ITY OF AGUAS BUENAS
NorEs To SCHEDULE Ot BUDGETARYCoMpaRtsoN

1uNE30,2011

2l

3)

On or before May 15, the l4ayor submits tothe Municipal Legislative Body a proposed operating
budget for the fiscal year commen.an8 the following July 1- The operating budget includes
proposed expenditures and the means for fina ncing them.

Priorto lune 13, the budget is legally enacted through passage ofan ordinance.

The Municipal Legislative Body approves, by ordinance budget appropriations by functional
basis, The Mayor is authorized to transfer budgeted amounts between depa.tments within any
fund; however, any revisions that alter the total appropriations of any fund must be approved
by the Municipal tegislative 8ody.

Unused appropriafions for the annual bud8eted funds lapse at the end ofthe year.

The budget is prepared on the budgetary bsis of accounting- The actual results oI operations,
presented in the Statement of Revenues and Expenditures - Budget and ActualGeneral Fund, is

in conformity with the budgetary ac.ounting of the Municipality for a better comparison with
the budget information.

The presentation of the budgetary data excludes other appropriations such as capital projects,
debt service and special revenue funds because projects are funded on a multi-year nature,
generally requiring several years to complete or effective budgetary control is alternatively
achieved through general obligation bond indentures and legaland contractual grant agreement
provisions,

4)

5)

.15



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS
NOIES To KHEDULE OF BUDGETARY CoMPARI5oN

JUNE30,2011

_ 2. RECONCIUATION OF GAAP TO BUDGETARY BASIS

Adjustments necessery to reconcile the revenues and expenditures ofthe General Fund at the end

_ of the yea r, from the ge nerally eccepted accounting principles to budgeta ry basis, a re as follows:

Excess ofexpenditures over rcvenues, budgetary basis

Adjustments to accounts payable and accrued expenses

Adiustments to accounts receivable

Excess of revenues and otherfinancialsources under
expenditures and other financial sources per
generally accepted accounting principle

S(1,2s9,3ss)

,136,926)

185,499

210,782)



COMMONWEATTH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS

SCHEDUTE OF EXPENDITUREs OF FEDERAL AWAROS

Fon THE YtAi ENDED JUNE 30, 2011



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF AGUAS BUENAS

SCHEDULE OF EXPENDIIURIs OF FEDTAALAWAROS

YEAR ENoEDIUNE 30,2011

NUMBER DISAURSEMENT

US Deoartment of Housins and Urban
Oevelooment
Passed through:

Mu n icipa I Service Adm in istratio n:
Community Development Block Grant 14.22a S 643,190

Puerto Rico Department of Family:
ARRA-Homeless Prevention and Rapid Re-Bousing program 14.257 1,61,132

Direct Program:
Section 8- Housing Choice Vouchers U.An L114,15g
Supportive Housing Program 14.235 45.442

1.983.923
US D€partment of Asriaulture

Passed through:
PR Department of Education:

Child and Adult Food Program 1O_SS8 70.539

IJS Deoartment of Health and Human Services
Passes through:

PR Department of Family:
Child care and Development Block Grant 93.S7S 426,945

ARRA-Child care and Development Block Grant 93.713 34.625
461.570

uS Deoartment ofHomeland and S€curltv
Passes through:

PR Department of lusticel
Homeland Security Grant Program 97.O6j 24,234

US Deoartment of Transoortation
Passed through:

PR Traffic Safety Commission:
State end Community Highwaysafety 20.600 31,573

US Deoartment of Enerrv
Passed through:

PR Ene rgy Affa irs Ad ministration:
ARRA-Energy Efficiency and Conservation Blocks Grant 81.128 2a,41s
Program (EECBG)

,18



COMMONWEAITH OF PUERTO RICO
MUNICIPALITY OF AGUAS BUENAS

Norts To SCHEDULE OF ExptNDtTURts OF FEDERAIAwaRDs

JuNr30,2011

1. BASIS OF PRESENTATION:

- The accompanying schedule of Expenditures ot Federal Awards includes the federal grant activity of
Municjpality of Aguas Buenas, pueno Rico and is prepered on the modified accrual basi; of
accounting. Accordingry, amounts presented in the accompanying schedure agree to amounts

_ presented in the basic financia I statements.
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REFORT ON INTERT{AL CONTROL OVER
FINANCIAL REPORTING AND OII COMPI-IANC€
ANDOTHER MATTERS BASED ON AN AUDIT
OF FINANCIAI. STATEMENTS PERFORMED IN

ACCORDANCE wlTH GOVERNMENT AU DITING STAI{ DARDS
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REPORT ON INTERNAL CONTROL OVER FINANCIAI- REPORIING AND
ON COMPLIANCI AND OTHTR MATTERS BASED ONAN AUDIT OF

FINANCIAT STATEMENTS PERFORMED IN ACCORDANCE WTH
GOVERNMENT AUDITING STANDAROS

To the Honorable Mayor and
Mun;cipal Legislative gody

Muni.ipalitv of Aguas Buenas
Aguas Buenas, Pueno Rico

We have audited the financial statements of the governmentat activities, the business-type
activities, the aggregate discretely presented component units, each major fund, and the aggregate
remaining fund information of Municipality of A8uas Buenas, puerto Rico, as of and for the year ended
lune 30, 2011, which collectively comprise the Municipality of Aguas Buenas, puerto Rjco,s basic
financial statements end have issued our report thereon dated Decembet 23,2011, Others auditors
audited the fina ncia I statements of The Espiritu Santo project, as described in our report on Municipality
ofAguas Buenas, Puerto Rico' fin ancia I statements. This reportdoes not includethe resultsofthe other
auditors'testing of internal control over financial reporting of compliance and oth€r matters that are
reported on separately by those audito.s. We conducted ou. audit in accordance with auditing
standards generally accepted in the lJnited States of America and the standards applicable to
financial audits contained in Government Auditing Stondards, issued by the Comptroller General of
the United States.

lnternal Control Over Finanaial Reoortinc

ln planning and performing our audit, we considered Municipality of Aguas Buenas, puerto Rico,s
internal control over financial reporting es a basis for designing our auditing procedures for the
purpose of expressing our opinions on the financial statements, but not forthe purpose ofexpressing
an opinion on the effectiveness of Municipality oI Aguas Suenas, pueno Rico,s internal control over
financial reporting. Accordingly, we do not express an opinion on the effectiveness ofthe Municipality of
Aguas Suenas, Puerto Rico's interna I control over fina ncia I re porting.

A deliciency in intemol control exists when the design or operation of a controt does not altow
management or employees, in the normal course of performing their assigned functions, to
prevent, or det€ct and correct misstatements on a timely basis. A material u/eokress is a deficiency,
or a combination of deficiencies, in internal controlsuch that there is a reasonable possibility that a
material misstatement of the entity's financial statements will not be prevented, or detected and
corrected on a timely basis,
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REPORTON INTERNAI. CONTROL OVER FINANCIAL REPORTING (CONTINUED)

Our consideration of intehal control over financial reporting was for the limited purpose described
in the first paragraph of this section and was not designed to identify aI deficien;ies in internar
control over financial reporting that might be deficiencies, significant deficiencies, or materiat
weaknesses. We did not identify any deficiencies in internal control over financial reponing that we
consider to be material weaknesses, as defined above. Howeverr we identified certain deficiencies in
internal control over financial reporting, described in the accompanying schedule of findinas and
questioned costs that we consider to be significent deficiencies in internal control over financial
reporting. Finding 01-11. A significant deficiency is e deficiency, or a combination of deficiencies, in
internalcontrolthat is less severe that a materialweakness, yet important enough to merit attention by
those changed with governance.

Compliance and Othea Matters

As part of obtaining reasonable assurance about whether Municipality of Aguas Buenas, puerto
Raco's financial statements are free of material mjsstatement, we performed tests of its compliance
with certain provisions of laws, regulations, contracts, and grant agreements, noncompliance with
which could have a direct and material effect on the determination of financial statement amounts.
However, provjding an opinion on compliance with those provisions was not an objective of our
audit, and accordingly, we do not express such an opinion. The aesults of our tests disclosed instances
of noncompliance or other metters that are required to be reported under Government Auditing
Standards and which are described in the accompenying schedule of findings and questioned costs as
items 01-11.

This report is intended solely forthe information and use of management, City Council, others within
the entity, and federal awarding agencies and pass,through entities and is not intended to be and
should not be used by anyone otherthan these specified parties.

December 23,2011
Aguas Buenas, Puerto Rico

License No. 1339

Expires December 1, 2013
The stamp No. E3049 ofthe Puerto Rico
Society oI Certified Public Accountants was
affixed to the original ofthis report.

CARLOS R. DIAZ NEGRON
CONTIDOR PdEUCO AUTOR]ZAOO
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REPORT ON COMPLIANCE wlTH
REqUIREMENTS APPTICAELE

TO EACH MAJOR PROGRAM AND
ON INTERNAL CONTROL

OVER COMPUANCE IN ACCORDANCE wlTH
oMB CtRCUTAR A-133
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REPORT ON COMPI.IANCE WITH REQUIREMENTS
APPIICABLE TO EACH MAJOR PROGMM AND ON INTERNALCOiIROL

OVERCOMPLIANCE IiI ACCORDANCE WTH OMB CIRCUIAR A.133

To the Honorable Mayor and
Municipal legislative Body

Municipality of Aguas Buenas
Aguas Euenas, Puerto Rico

Compliance

We have audited the compliance of Municipality oI ABuas Buenas, Puerto Rico, with the types of
compliance req u irements described in the U. S. Office of Management and Budget (OMB)Circular A-133
Complionce Supplement that are applicable to each of its major federat programs for the year ended
1une30,2011. Muna€ipality ofAguas Buenas, Puerto Rico's major federal programs are identified in
the summary of auditor's results section of the accompanying schedule of findjngs and
questioned costs. Compliance with the requirements of laws, regulatiofls, contracts, and grants
applicable to each of its major federal programs is the responsibility of N,4unicipality of Aguas Buenas,
Puerto Rico's management. Our responsibility is to express an opinion on lvlunicipality of Aguas
Buenas, Puerto Rico's compliance based on our audit.

Municipality of Aguas Buenes, Puerto Rico' basic financial statements include the operations of
Espiritu Santo Project, which expensed 5735,945 in federal awards which is not included in the
schedule during the year ended .,une 30, 2011. Our audit described below did not include the
operations of Espiritu Santo Project because Municipality of Aguas Buenas, puerto Rico engaged other
auditors to perform an eudit in accordance with OMB A,133.

We conducted our audit of complience in accordance with auditing standards generally accepted in
the United States of America; the standards applicable to financial audits contained in Government
Auditing Stondods, is,sued by the Comptroller General of the United States; and OMB Circular A,133,
Audits of Stotes, Locol Governments, ond Non-Prolit Orgonizotions.Ihose stendards and OMB Circular
A-133 require that we plan and perform the audit to obtain reasonable assurance about whether
noncompliance with the types of compliance requirements referred to above that could have a direct
and material effect on a major federal program occurred. An audit includes examining, on a test
basis, evidefice about Municipality of Aguas Buenas, Puerto Rico's comptiance with those
requirements and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion. Our audit
does not provide a legal determination of Municipality of Aguas Buenas, Puerto Rico's compliance
with those requirements-
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REPORT ON COMPI,IANCE w|TH REQUIREMENTS APPTICABLE (CONTINUED)

As described in items 02-11 to 05-11 in the accompenying schedule of findings and questioned cost
the Municipality of Aguas Buenas, Puerto Rico did not complywith thefolowing requirements:

Findine FederalProsram

02-11 14.871 Housing Choice Voucher
03-11 14.871 Housing Choice Voucher
04-11 14.228 Community Development BIock Grant
05-11 14.228 Community Development Block Grant

Tvoe of Compliance Reouirement

Special test and provision

special test and provision
Procurement 5upervision and Debarment
Allowed Cost, Cost Principle

Compliance with such requirements is necessary in our opinion for Municipality of Aguas Buenas,
Puerto Rico to comply with the requirement applicable.

ln our opinion, except for the non compliances in the pr€ceding paragraph, Municipality of Aguas
Buenas, Puerto Rico, complied, in all material respects, with the requirements referred to above that
are applicable to each of its major federal programs for the year ended June 30, 2011.

lntehal Control Over Comoliance

Management of Municipality of Aguas Buenas, Puerto Rico, is responsible for establishing and
maintaining effective internal control over compliance with the requirements of laws, regulations,
contracts, and grants applicable to federal programs. ln planning and performing our audit, we
considered Municipality of Aguas 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 intefttal control over compliance in accordance with Ol\,48 Circular A-133, but not for
the purpose of expressing an opinion on the effectiveness of internal control over compljance.
Accordingly, we do not express an opinion on the effectiveness of Municipality of Aguas Buenas,
Puerto Rico's internal control over compliance.

A deJiciency in intemol control over complionce exists when the design or opeGtion of a control over
compliance does not allow management or employees, in the normal course of performing their
assigned functions, to prevent, or detect and correct, noncompliance with a type of compliance
requirement of a federal program on a timely basis. A mateiol weokness in internol control over
complidnce is a deticiency, or combination ofdeficiencies, in internal co ntrol ove r co m plia nce, such that
there is a reasonable possibilitythat material noncompliance with a type of compliance requirement of
a federel program will not be prevented, ordetected and corrected, on a timely basis.
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REPORT ON COMPLIANCE WITH REQUIREMENTS APPI.ICABLE (CONTINUED)

Our consideration of internal cofltrol over complience was for the limited purpose descrabed in the
first paragraph ofthis section and was not designed to identify all deficiencies in internal controlover
compliance that might be defi.iencies, significant deficiencies, of material weaknesses. We did not
identify any deficiencies in internal controi over compliance thet we consider to be material
weaknesses, as defined above. However, we identify certein defiaiencies in inteanal control over
compliance that we consider to be significant deficiencies as described in the a€companying schedule
offindings and questions costs as item 02-11to 05-11. Asignificant deficiency in internalcontrolover
compliance is a deficiency, of a combination of deficiencies, in internal control over compliance with a

type of compliance requirement of a federel program that is less severe than material weakness in
internal 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, accordingiy, we express no opinion on the

This report is intended solely for the information and use of menagement, City Council, others within
the entity, federal awarding agencies, and pass-through entities and is not antended to be and should
not be used by anyone otherthan these specified parties.

December 23, 2011
Aguas Buenes, Puerto Rico

License No. 1339
Expire December 1,2013

The stamp No. E3050 ofthe Puedo Rico

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

CABLOS R. DIAZ NEGRON
CONTADON PUELICO AUIOBIZA!O



COMMONWEAI.TH OF PUERTO RICO

MUNICIPAI-ITY OF AGUAS BUENAS

kHtDULE OF FtNDtNGS AND QuEsT,oN ED CosTs

FOR THE YEAR ENDEDJUNE 30,2011

57



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF AGUAS AUENAS

ScHEDUL! OF FtNDTNGsANo QuEsTloNtD Cosrs
FOR THt YEAR ENDEDJUNT 30,2011

SECTION I -SUMMARY OFAUDITORS RESULTS

Financial Statements

Type ofaudito/s repon issued

internal control over fin a ncia I repo rting:

Unoualified

. Materialweakness identified? _yes _Lno. Significant deficiency identified that ls not considered
to be material weaknesses ? __Lyes _no

Noncompliance mete rial to fina ncia I statement noted? _yes __Lno

FederalAwards

lnterna I control over major programs:

. Materia I weakness identified? _yes _Lno

. SiBnificant deficiency identified that are not considered
to be material wea kness? _Lyes no

Type ofaudito/s report issued on compliance for major programs

Unoualified

Any auditfindings disclosed that are required to be reported
jn accordance with section 510(a) of CircularA-133 -_.X_yes _no

ldentification of major programs:

CFA Numberls) Name of Federal Prosram

14.871 Section 8- Housingchoice
voucher

f4.228 Community Development
Block Grants

93.575 Child Care Development
Block Grant

Dollarthreshold used to distinguish between type A
and type B programs:

s300,000

Audit qualified as low-risk audited?

58

_yes __Lno



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS
ScHEoULE OF FTNDtNGsAND QuEsIoNED Cosls

FoRTHE YTAR ENoEo IUNE 30,2011

SECTION II. FINANCTAI. STATEMENT FINDINGS

Findin8 No.01-11- MonicipalSolid Waste Landfill GASB 18

The estimated liability and the related disclosure pres€nted in th e fina ncia I statement retated to costs of
closure and postclosure ofthe Municipelsolid waste landfill is not based on actualengineering studies.
Therefore, we were unable to obtain a reliable base on which those est,mates were based,
Management believes that the effect in the basic financial statements is not material. However, as
years going bythe accrualwill be materialand the amount must be based on reliable sources.

We recommend performing the engineering studies to determine the lactors necessary to calculate the
amountto be accrued for cost closure and postclosure care. These costs include the following:

I The cost of equipment expected to be installed and facilities expected to be constructed near or
afterthe date the landfillstops accepting waste and duringthe postclosure period. Such equipment
might include gas monitoring and collection systems, storm water management systems, and
groundwater monitoring wells.

I The cost offinalcover (i.e., capping) expected to be applied n€ar or after the closure date.

I The cost of monitoring and maintaining the expected usable landfall area during the postclosure
period.

The amount to be accrued each period should be determined using a depletion approach and should be
based on the per.entage ofcapacity used duringthe period.

59



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS

SCHEDUTE OF FTNDTNGS AND quEsIloNED Cosrs (CoMTNUED)

FoRTHEYEAR E DEoIUNE 30,2011

sEcTroN Ir - FEDERAT AWARDS FTNDTNGS AND QUESTTONED COSTS (CONTTNUED)

Finding No.02-11- Reasonable Rent

Federal prosram

CFoA No. 14.871- Housing Chojce Voucher

Complianae requircment:

SrecialTests and Provisions - Reasonable Rent

Category:

Compliance

Condition:

During our examination, we selected 10 participants'file to test compliance with housing quality
standard requirement. Two of the file did not contain a reasonable rent document or evidence of
verification ofthe documentation that on PHA requirements was complete_

Criteria:

24 CFR sections 982.4 982.54(d)(15),982.158(f)(7), and 982.507 estabtish that the pHA may not
approve a lease until the PHA determines that the initial rent to owner is a reasonable rent. The pHA

must redetermine the reasonable rent: Before any increase in the rent to owner; if there is a five
percent decrease an the published FMR in effect 60 days before the contrad anniversary (for the unit
size rented by the family) as compared with the FMR in effect l year before the contract anniversary; or
if directed by HUD. The PHA may also redetermine the reasonable rent at any other time. At all times
during the assisted tenancy, the rent to owner may not exceed the reasonable rent as most recently
determined or redetermined by the PHA. The PHA must determine whether the rent to owner is a
reasonable rent in comparison to rent for other comparable unassisted units. To make this
determination, the PHA must consjder: The location, quality, size, unit type, and age ofthe contract
unit; and any amenities, housing setuices, maintenance and utilities to be provided by the owner in
accordance with the leese. By accepting each monthly housing assistance payment from the PHA, the
owner certifies that the rent to owner is not more than rent.harged by the owner for comparable
unassisted units in the premises. The owner must give the PHA information requested by the PHA on
rents charged by the owner for other units in the premises or elsewhere. The PHA administrative plan
must cover PHA policies on the method of d ete rmining that rent to owne r is a reasona ble re nt. The pHA

must keep the records to document the basis for PHA determination that rent to owner is a reasonable
rent (initially and duringtheterm of a HAP contract).
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS
ScHEDUtE OF Frr!DTNGsAND QuEsnoNED CosTs (CoMnNUED)

FoR THE YEAR ENDEo JUNE 30, 2011

SECTION III. FEDERAI. AWARDS FINDINGS AND QUESTIONED COSTS (CONTINUEDI

FindingNo.02-11-Reasonable Rent(COITINUED)

Efted:

The continue occurence of the condition may resuh in the disallowance of program cost. ln addition,
the ability to mana8e federal awards in compliance with laws, regulations, and provisions of contracts
Srant awards could also questioned.

Questioned co6t;

None

Recommendation:

We recommend that the Municipalaty establish an adequate inteanal control system to ascertain
compliance with the requirements ofthe program. The internalcontrol system should include at least
that file should be revised the internalaudit depertment.
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MUNICIPATITY OF AGUAS BUENAS
ScHEDULE oF FTNDTNGS aNO QUESI|ONED COSr5 (CONINUEOI

FON THE YEAR ENDED JUNE :M, 2011

SECTION III -FEDERALAWARDSFINOINGSANDQUESTIONEDCOSTS(CONTINUED)

FindinB No. 03-11 - UtilityAllowance

FedeGl prosaam

CFDA No. 14.871- Housing ChoiceVoucher

Compliance requiaement:

SpecialTestsand Provisions- UtilityAllowance

Category:

Compiiance

Condition:

During our examination, we selected 10 participants'file to test compliance with housing quality
standard requirement. Two of the file did not contain a utility allowance schedule or evidence of
verilication ofthe documentation that on PHA requirements was complete.

Criteia:

24 CFR sections982.517 establish that the PHA must maintain a utility allowance schedule for alltenant-
paid utilities (except telephone), for cost of tenant-supplied refrigerators and ranges, and for other
tenant-paid housing services (e.9., trash collection (disposal of waste and refuse)). The PHA must give
HUD a copy of the utility allowance schedule. At HIJD'S request, the PHA also must provide any
information or procedures used ;n preparation ofthe schedule. The utility allowance schedule must be
determined based on the typical cost of utilities and services paid by energy conservative households
that occupy housing of similar size and type in the same locality. ln developing the schedule, the PHA

must use normalpatterns ofconsumption forthe community es whole and current utility rates. APHA'S
utility allowance schedule, and the utility aliowance for an individualfamily, must include the utilities
and services that are necessary in the locality to provide housing that complies with the housing quality
standerds. However, the PHA may not provide anyallowance for non-essential utility costs, such as costs
ofcable orsatellite television. ln the utility allowance schedule, the PHA must classify utilities and other
housing services according to the following general categories: space heeting; air conditioning; cooking;
water heatin$ water; sewer; trash collection (disposal of waste and refuse); other electric; refrigerator
(cost oftenant-supplied refrige.ator); range (cost of tenant-supplied range); and other specified housiflg
services. The PHA must provide a utility allowance for tenant-paid air-conditioning costs if the majority
of housing units in the merket provide centrally airconditioned units or there is appropriate wiring for
tenant-installed air coflditioners. Th€ cost of each utility and housing service category must be stated
separately. For each ofthese categories, the utility allowance schedule must take into consideGtion unit
size (by number of bedrooms), and unittypes (e.g., apartment, row house, town house, single-family
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sEcTroN lll - FEDERALAWARDS FTNDTNGS AND QUEST|OTTED COSTS (CONIINUED]

Finding No. 03-U - UtilityAllowance {CONTINUED)

detached, and manufactured housin8)thet are typical in the community. The utility allowance schedule
must be prepered and submitted in accordance with HIJD requ,rements on the form prescribed by HuD.

A PHA must review its schedule of utility allowances each year, and must revise its ellowance for a utility
category if there PHAS been a change of 10 percent or more in the utility rate since the last time the
utiljty allowance schedule was revised, The PHA must maintain information supporting its annual review
of utility allowances and any revisions made in its utility allowance schedule. At HUD'5 dtrection, the
PHA must revise the utility allowance schedule to correct any errors, or as necessary to update the
schedule. The PHA must use the appropriate utility allowance for the size of dwelling unit actually
leased by the family (rather than the family unit size as determined under the PHA subsidy standards).
At reexamination, the PHA must use the PHA current utility allowance schedule. On request from a

family that includes a person with disebilities, the PHA must approve a utility allowance which is higher
than the applicable amount on the utility allowance schedule if a higher utility allowance is needed as a
reasonable accommodation in accordance with 24 CFR part 8 to make the program accessible to end
usable by the family memberwith a disability.

Effectr

COMMONWTALTH OF PUERTO RICO

MUNICIPAIITY OF AGUAS BUENAS
SCHEDUTE OF FTNDTN65AND QUE5IoNED Co$s (CoMflNUED)

FOR THE YEAR ENDEOIUNf 30,2011

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

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

Questioned costr

None

Recommendation:
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COMMONWEALTH OF PUERTO RICO

MUNICIPAIITY OF AGUAS BUENAS
ScHEDUTa OF FTNDTNGSAND QuEsloNED Cosrs (CoMflNUrD)

FOR THE YEAR ENDEOJUNE 30,2011

sEcTtorl flt- FEDERAT AWARDS FtNDINGS AND QUESTTONED COSTS

Findihg No. (N-11- Procurement and Suspension and Deberment

Fedeml Program

CFDA - 14.228 Community Development Elock Grant

Compliance requiaement:

Procurement and Suspension and Debarment

Category:

Compliance

Condition:

As part of our audit procedures we examined 17 disbursements to test the compliance with the
Procurement and Suspension and Debarment requirement for Community Development Block
Grant program. ln 9 of the 12 disbursements amounting 5712,545.05 the Municipality did not
complywith the Suspension and Debarment requirement.

Suspension and Debarmenti

2 CFR part 180 states that non-federal entities are prohibited from contracting with or making
subawards under covered transections to parties that are suspended or debarred or whose
principals are susp€nded or debarred. Covered transactioos include those procurement contracts
for goods and services awarded under a nonprocurement transaction (e,g., grant or cooperative
agreement)that are expected to equal or exceed 525,000 or meet certain other spe.ified criteria.
CFR Section 180.220 of the government-wide nonprocurement debarment and suspension
guidance contains those additional limited chcumstances. All nonprocurement transactions (i,e,,
subawards to subrecipients), irrespective ofaward amount, are considered covered transactions-

When a non-federal entity enters into a covered transaction with an entity at a lower tier, the non-
federalentaty must veritythet the entity is not suspended or debarred or otherwise excluded. This
verificatlon may be accomplished by checking the Excluded Parties List system (EPLS) maintained
by the General Services Administration (GSA), collecting a certification from the entity, or adding a

clause or condition to the covered transaction with that entity.
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COMMONWEALTH OF PUERTO RICO

MUNICIPAI-ITY OF AGUAS BUENAS
StHEourE OF FtNDtNGS AND quEsIoNED Co$s (CoMnNUrD)

FOR THE YEAR ENDEDJUNE 30,2011

- SECIION III . IEDIRAL AWARDS FINDINGS AND QUESTIONED COSTS

_ Finding No. 04-11 - Pro<urement and Suspension and Debarment (Continued)

Effect:

- The Municipality could be exposed to administrative action bythegrantor.

Qoestioned 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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COMMONWEATTH OF PUERTO RICO

MUNICIPALITY OF AGUAS BUENAS

SCHEour.E Or FTNDTNGS AND QuEsroNED co$s (comNUro)
FoR THE YEAI ENDEDJUNE 30,2011

sEcTroN fl - FEDERATAWARDS FTNOTNGSAND QU€STTONED COSTS (CONTTNUED)

Finding No. 05-11- Allowed Cost, Cost Principles

Federal proeram

CFDA No. 14.228- Community Development Clock Grant

Complian.e requirement:

Allowed Cost, Cost Principles

Category:

Compliance

Condilion:

During our examination, we noted that the CDBG accountant is paid wirh CDBG finds but performs
multiple activities not related to the CDBG program.

Criteria:

CircularA-87, attachment B, Paragraph ll these standards regarding time distribution are in addition to
the standards for payroll docu mentation.

(1) Charges to Federalawadsfor salaries and wages, whethertreated as direct or indhect costs, willbe
based on payrolls documented in accordance with generally accepted practice ofthe governmentel

unit and approved by a responsible official(s)ofthe governmentalunit.

(2) No further documentation is required forthe salaries and wages ofemployees 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 sala es and wages will be supported by periodic cenificetions that the employees worked
solely on that program for the period covered by the certification. These certifications will be
prepared at least semi annually and will be signed by the employee or supervisory official having
first hand knowledge ofthe work performed bythe employee.
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COMMONWEAI.TH OF PUERTO RICO

MUNICIPATITY OF AGUAS BUENAS

SaHEDUtE OF FtNotNGSAND quEsnoNED Cosrs (CoMflNUED)

FOR THE YEAR ENDEDJUNE 30, 2011

sEcTloN lll - FEDERAL AWARDS FINDINGS AND QUESTIOI'IED COSTS (CONTINUED)

Flnding o. 05-11-Allowed Cost, Cost Principles {CONTINUEDI

Crite a:

(4) Where employees work on multiple activities or cost objectlves/ a distribution of their salaries or
wages will be supported by person nel adivity repons or equivalent documentation which meets the
stendards 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 Federal award,

(b) A Federalaward and a non Federalaward,

(c) An indired cost activityand a dired cost adivity,

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

(e) An unallowable adivity and a diredor indiredcost 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, regulations, and provisions of contrads
glant awards aould also questioned.

Questioned costs:

None

Recommendationi

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.

Management expense:

see accompanying management's response,
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