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INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and
the Municipal Leglslature
Munlcipality of Arecibo
Arecibo, Puerto Rico

We have audited the accompanying financial statements of the governmental activities,
each major fund, and the aggregate remaining fund information of the Municipality of
Arecibo, Puerto Rico, as of and for the year ended June 30, 2010, which collectively
comprise the Municipality's basic financial statements as listed in the table of contents.
These financial statements are the responsibility of the Municipality's management. Our
responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the
United States of America and the standards applicable to financial audits contained in the
Government Audiilng Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the respective financial statements are free of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and disclosures
in the respective financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the
overall financial statements presentation. We believe that our audit provides a reasonable
basis for our opinions.

The financial statements referred to above include only the primary government of the
Munlcipality of Arecibo. The financial statements do not include financial data for the
legally separated discrete component unit, 'Crrporaci6n Desarrrollo Cultural Teatro Oliver
C.E.", which accounting principles generally accepted in the United States of America
require to be reported with the financial data of the primary government. As result the
primary government financial statements do not purport to, and do not, present fairly the
financial position of the reporting entity of the Munlcipality of Arecibo, Puerto Rico, as of
June 30, 2010 and the changes in its financial position and its cash flows, where
applicable, thereof for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

Callc Paraqi r1686. El Cerczal. San Juan. P.R. 00926-3 144 - Tel, (?87) 7?7-8044 Fax (78?) 764'93 '1i



INDEPENDENT AUDITORS' REPORT (CONNNUED)

ln our opinion, the financial statements referred to above present fairly, in all material
respects, the respective financial position of the governmental activities, each major fund,
and the a4$tegale remaining fund information for the primary government of the
Municipality of Arecibo, Puerto Rlco, as of June 30, 2010, and the respective changes in
financial position, thereof for the year then ended in conformity with accounting principles
generally accepted in the United States of America.

ln accordance with Government Auditing Standards, we have also issued our report dated
March 18, 2011,, on our consideration of the Munlclpallty's internal control over financial
reporting and on our tests of its compliance with certain provisions of laws, regulations,
contracts, and grant agreements and other matters. The purpose of that report is to
describe the scope of our testing of internal control over financial reporting and compliance
and the results of that testing, and not to provide an opinion on the internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in
accordance with Government Auditing Standards and should be considered in assessing
the results of our audit.

Accounting principles generally accepted in the United States of America require that the
management's discussion and analysis and budgetary comparison information on pages 4
through 13 and 49 be presented to supplement the basic financial statements. Such
information, although not part of the basic financial statements, is required by the
Governmental Accounting Standards Board, who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required
supplementary information in accordance with the auditing standards generally accepted in
the United States of America, urhich 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 evidence to express an opinion or provide any
assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the Munlcipality of Arecibo's financial statements, as a whole. The
accompanying schedule of expenditures of federal awards is presented for purposes of
additional analysis as required by U.S. ffiice of Management and Budget Circular A-133,
Audits of States, Local Governments, and Non- Profit Organizations, and is also not a
required part of the financial statements.
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INDEPENDENT AUDITORS' REPORT (CONTINUED)

The schedule of expenditures of federal awards are the responsibility of management and
were derived from and relate directly to the underlying accounting and other records used to
prepare the financial statements. The information has been subjected to the auditing
procedures applied in the audit of the financial statements and certain additional
procedures, including comparing and reconciling such information directly to the underlying
accounting and other procedures in accordance with auditing standards generally accepted
in the United States of America. ln our opinion, the information is fairly stated in all material
respects in relation to the financial statements as a whole.

a4,k
;cPA, PSC

San Juan, Puerto Rico
March 18,2011

Stamp No. 2575454 ot the Puerto Rico
Society of Certified Public Accountants
was affixed to the record copy of this report.

Ldpez-Vega, CPA , PSC 3

Certjfied Public Accourttanls / Managemcnt Ad\ isols



COMMONWEATTH OF PUERTO RICO
MUNICIPALITY OF AREC]BO

MANAGEMENT'S DISCUSSION AND ANALYS]S

YEAR ENDEDJUNE 30,2O1O

This discussion and analysis of the Municipality of Arecibo (the Municipality) financial
performance provides an overview of the Municipality's financial activities for the fiscal year
ended on June 30,2010. The Management Discussion and Analysis (MD&A) should be read in

- conjunction with the accompanying basic financial statements and the accompanying notes to
those financial statements. The discussion and analysis includes comparative data for prior year
as this information is available for the fiscal year ended on June 30,2009. This MD&A is
prepared in order to comply with such pronouncement and, among other purposes, to provide the
financial statements users with the following major information:

- t a broader basis in focusing important issues;

2. acknowledgement of an overview of the Municipality's financial activities;

3. provide for an evaluation of its financial condition as of the end of the indicated fiscal year,

- compared with prior year results;

4. identmcation of uses of funds in the financing of the Municipality's variety of activities and;

5. assess management's ability to handle budgetary functions.

- FINANCIAI HIGHLIGHTS

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

_ L The Municipality net assets decreased by $2,O15,708.

2. ln the fund financial statements, the governmental activities revenues decreased
$2,5O8,58O (or 4%) while governmental activities expenditures increased $757,167 (or
1%)in comparison with prior year.

- 3. The general fund (the primary operating fund) reflected, on a current financial resource
basis, a decrease of $8,381,216.

4. On a budgetary basis, actual expenditures exceeded actual revenues by $8,299,581,
caused mainly due to unfavorable variances in revenues accounts.

- S. As of the close of the current fiscal year, the Municipality's Governmental Funds reported
combined ending fund balances o'f $L7 ,779,712.

6. As the end of the current fiscal year the Municipality's General Fund deficit amounted to
$a1,,72L,254, compared to a deficit of $3,340,038 in the prior fiscal year, as restated.
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COMMONWEATTH OF PUERTO RICO
MUNICIPALITY OF ARECIBO

MANAGEMENTS DECUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

FUNDAMENTATS OF FINANCIAL STATEMENTS PRESENTATION

The new approach used in the presentation of the financial statements of the Municipality is
based on a government-wide view of such statements as well as a presentation of individual
funds behavior during fiscal year 2OLO. The combination of these two perspectives provide the
user the opportunity 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 management tool for municipal management 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 of when cash is received or
paid.

FINANCIAL STATEM ENTS 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 of the most important items included in said statements.

The Statement of Net Assets reflects information of the Municipality as a whole of a consolidated
basis and provides relevant information about its financial strength as reflected at the end of the
fiscal year. Such financial level is measured as the difference between total assets and liabilities,
with the difference between both items reported as net assets. lt is important to note that
although municipalities as governmental public entities were not created to operate under a profit
motive framework, the return on assets performance plays an important role in their financial
operations. The higher the increments achieved in net revenues, the higher the capacity to
increase the net assets figure either thru additional borrowinCF or thru internally generated funds.

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

A brief review of The Statements of Activities of the Municipality at June 30, 2010, shows total
expenses incurred to afford the cost of all functions and programs amounted to $65,654,135.
Upon examining the sources of revenues for the financing of said programs, the Statement
reflects that $24,509,002 was derived from the following sources: $1,106,526 charges for
services; $19,906,969 from operating grants and contributions; and $3,495,507 from capital
grants and contributions obtained from other sources. General revenues for the year amounted to
$39,729,425.



COMMONWEATTH OF PUERTO RICO
MUNICIPALITY OF ARECIBO

MANAGEMENT'S DISCUSSION AND ANAIYS]S - (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

FINANCIAL STATEMENTS COMPONENTS (CONTINUED)

There was a deficit of revenues over expenses in the amount of $2,O15,708 which decreased the
flgure of net assets attained at the end of the fiscal year.

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

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

INFRASTRUCTURE ASSEIS

Historically, a significant group of infrastructure assets such as roads, bridges, traffic signals,
underground pipes not associated with utilities, have not been recognized nor depreciated in the
accounting records of the Municipality. GASB 34 requires that such type of assets be inventoried,
valued and reported under the governmental column of the Government-Wide Statement. As of
)uly 7,2002, the Municipality commenced the prospective reporting of infrastructure assets. The

Municipality expects to retroactively report historical costs of infrastructure assets during the
fiscal year beginning on July t,2006.

According to the requirements of GASB 34, the government 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. lf the government

develops the asset management system, (the modified approach) which periodically (at least
every three years), by category, measures and demonstrate its maintenance of locally established
levels of service standards, the government may record its cost of maintenance in lieu of
depreciation. ln this particular respect, the Municipality has elected the use of recognizing
depreciation under the useful life method and it contemplates to continue this treatment on said
basis.
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OOMMONWEATTH OF PUERTO RIC{)
MUNICIPATITY OF ARECIBO

MANAGEMENTS DISCUSSTON AND ANAtyStS - (COIfiNUED)

YEAR ENDED JUNE 30, 2O1O

FINANCIAL ANALYSIS OF THE MUNICIPAL]TY AS A WHOLE

Net Assets

The Statement of Net Assets serves as an indicator of the Municipality's financial position at the
end of the fiscal year. ln the case of the Municlpality of Arecibo, primary government total assets
exceeded total liabilities by $69,249,435 at the end of 201O, compared to $7L,265,L43 at the
end of the previous year, as restated, and showed in the following condensed Statement of Net
Assets of the Primary Government.
CondeGed StaterEnt of t{et As6ets 2O1O Zx)g ChnrSE %

Current and other 6sets
Cafital Assets

Total Assets

Current and ottEr liatilities

Lontterm liatilities

Total liaulities

ln\,€sted in cafital assets, net of related dett
Restricted

Un restricted fficit

Total net assets

160,m0,m0

140,@O,000

120,m0,m0

100,000,000

80,000,000

6qm0,000
40,000,000

20,0(x),m0

s 28,363,@2 $ 35,860,015 $

119,310,454 a!A,A].1-276

(7,496,333)

499,542
l2L%)

o%

(5%)

(!7%l

t4%l

(6%)

(s%)

L%

(5%)

(3%)

66,957,044 69,623,604 (2,666,560)

a47,674,540 L5/+,67L,29L

11464,057 L3,782,*O

78,425,,.0,5 43,406,!8

90,230,459 95,2fi,276'
24,428,323 27,7 L7 ,436

(49,LO9,747t (5L742,56p1

(6,996,751)

e3a4,4&3)

(4,941O4:|)

(5,059,417)

44o,87
2,632,422

$ 69,249,435 $ 71.265,1l:t $ (2,O1s,7O8)

r 2010

r 2009
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COMMONWEALTH OF PUERTO RICO
MUNICIPATITY OF ARECIBO

MANAGEMENTS DISCUSSION AND ANATYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

FINANCIAL ANATYSIS OF THE MUNICIPALITY AS A WHOLE (CONTINUED)

Changes in Net Assets

The Statement of Activities reflects that for fiscal year 2OLO, the net effect of revenues derived
from several progra ms plus current operating revenues compared to the total expenses,
amounted to a decrease of $2,015,708 in the Municipality's net assets. Approximately 49
percent of the Municipality's total revenue came from taxes, while 48 percent resulted from
grants and contributions, including federal aid. Charges for services provided 2 percent. The
Municipality's expenses cover a range of services. The largest expenses were for general
government, public safety, and public works. As follow, is presented a comparative analysis of
governmental-wide data. With this analysis, the readers have comparative information with the
percentage of change in revenues and expenses from prior year to current year.

Gondensed Statement ofActivltles 2oLO 2(x)g Otange %

P,og,am revenues:
Charges for services

Operating grants and contributions
Capital grants and conl butions

General revenues:
Property taxes

Municipal license tax

Municipal sales and use tax
Grants and contributions not

restricted to specifc programs
Other local taxes
lnterest and investnent earnings

Miscellaneous

Total revenues

Expenses:

General government

Public safety

Public works

Health and u/elfare

Orlfurre and recreation

Economic development
Community development

urban development

Education

Interest on long-term debt
Total expenses

Change in net asseG

Net assets, begnning as restated

Net assets, end ofyear

53,84,427 @,271- 7 (5,633,44O)

$ i.106,526
19,906,9@

3,495,507

15,646,O19

9.425.?91_

4,118'895

6,945,776
L,251,,76L

2*,624
1,012,059

$ 935,714
19,2y,w
3,!73,732

L4,O75, 7

1:,,509,a7a

3,88)7,5l:|

12,904.,256

931aOO

473,596
4L4,927

L70,412
562,475

32L,775

1.610,oa2

(3,644,sA7)

221-*2

(595&4€n)
3i9,961

o43,972)
@7,L32

1*
3%

laa

146%',1

34%

tL%

(27%l

6%

(3)
78!%

(895)

()
2%

5609%

60/6

(5%)

o6e,

24,366.,67A

4,e16,537

10,3a5,827

La,4!6,496

l-439,1156

9,220

3,207,926,
1_L8n,926

34$,249

2,254,W

26,7!5,92A

4,39,434

L4,479,3@

,5.976.288

1-562,520

4,88
3,1135,467

324,435

6,065

2,132,ffi

(2,349,310)

(x2,a971

(4093,541)

2,440,2@

(aB,oer)

4,395

(27,94L1
8sq491

340,L4
L22,275

(996)

(7%'

(2s"1

L5%

(7%)

9a%

65,654,13s 64,967,335 (3,313,2OO)

(2,015,7@t

71-26E,L43

3@.,572

70,9@,57!

(2,320,2@)

*4,572

I

I @,2/P,435 I7r-265,143 $ (2,O1s,7@)



COMMONWEATTH OF PUERTO RICO
MUNICIPATITY OF ARECIBO

MANAGEMENTS DTSCUSSTON AND ANALYS|S - (OOIfiNUED)

YEAR ENDED JUNE 30, 2O1O

FtNANCtAt ANAIYS|S OF IHE MuiltclpArtTy AS A WHOTE (CONTNUED)

Revenues 2010

Expenses 2010

I charges for services

r Operating grants and
contributions

I Capital gEnts and contributions

I Property taxes

I Municipal license tax

I Municipal sales tax

r Other local taxes

a Grants and contributions not
restricted to specific programs

a lnterest and investment earnings

t Miscellaneous

I General government

a Public safety

r Public works

I Culture and recreation

I Health and wetfare

a Community development

I Economic development

I Urban development

r Education

a lnterest on long-term debt
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COMMONWEATTH OF PUERTO RICO
MUNICIPATIW OF ARECIBO

MANAGEMENTS DISCUSSION AND ANALYSs - (CONTINUED)

YEAR ENDED JUNE 30, 2OO9

FINANCIAI ANATYSIS OF THE MUNICIPALIT'IZS INDIVIDUAL FUNDS

Governmental Funds

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

As of the end of the current fiscal year, the Municipality's governmental funds reported combined
ending fund balances of $77,779,712, a decrease of $6,693,152 in comparison with the prior
year as restated. There are reservations of fund balance amounting to $31,153,581. This is the
fund balance that it is not available for new spending because it has already been committed 1)
to liquidate contracts and purchase orders of the prior fiscal year $1,326,991, 2) to pay debt
service $6,296,548, 3) to pay for capital poects $20,999,633, 4) for other purposes
$1,604,785, and, 5) for advances to other funds $925,624.

Within the governmental funds, it is included the general fund which is the chief operating fund of
the Municipality. As of June 30, 2010, the general fund has an undesignated fund balance of
$(13,973,869).

GENERAT FUND BUDGEIARY HIGHLIGHTS

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

The actual General Fund budgetary activities resulted in an unfavorable balance of $8,299,581
caused mainly by unfavorable variances in collections.

CAPITAT ASSETS AND DEBT ADMINISTRATION

Capital Assets

The Municipality's investment in capital assets as of June 30, 2010, amounts to $158,M2,921,
which upon deduction of accumulated depreciation of $39,332,063; produce a net book value of
$119,310,858. This investment in capital assets includes land, construction in progress,
buildings, improvements, equipment, infrastructure and vehicles. lnfrastructure assets are items
that are normally immovable and of value only to the state, such as roads, bridges, streets and
sidewalks, drainage systems, lighting systems, and similar items.

10



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF ARECIBO

MANAGEMENTS DTSCUSSTON AND ANALYS|S - (CONTTNUED)

YEAR ENDED JUNE 30, 2O1O

CAPITAL ASSETS AND DEBT ADMINISTRATION (CONTINUED)

The Municipality flnances a significant 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 entirety for such purposes and cannot be used for any other purposes. As of
June 30, 2010, the Municipality has $9,074,314 of unexpended proceeds mainly from bond and
notes issuances that are committed to future construction activities.

Debt Administration

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

The applicable law also requires that in order for a Municipality to be able to issue additional
general obligation bonds and notes such Municipality must have sufficient "payment capacity'.
Act No. 64 provides that a Municipality has sufficient "payment capacity" to incur additional
general obligation debt if the deposits in such municipality'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 service to maturity the Municipality's outstanding
general obligation debt and the additional proposed general obligation debt ("Payment Capacity").

The Municipality is required under applicable law to levy the Special Additional Tax in such
amounts as shall be required for the payment of its general obligation municipal bonds and
notes. ln addition, principal of and interest on all general obligation municipal bonds and notes
and on all municipal notes issued in anticipation of the issuance of general obligation bonds
issued by the Municipality constitute a first lien on the Municipality's Basic Tax revenues.
Accordingly, the Municipality's Basic Tax revenues would be available to make debt service
payments on general obligation municipal bonds and notes to the e)dent that the Special
Additional Tax levied by the Municipality, together with moneys on deposit in the Municipality's
Redemption Fund, are not su{ficient to cover such debt service. lt has never been necessary to
apply Basic Taxes to pay debt service on general obligation debt of the Municipality.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND 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 and municipal taxes have
been very predictable with increases of approximately five percent. Federal and State grant
revenues may very if new grants are available but the revenue also is very predictable. Those
factors were considered when preparing the Municipality's budget for the fiscal year 201G2011.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF ARECIBO

MANAGEMENT'S DISCUSSTON AND ANALYS]S - (CONTINUED)

YEAR ENDEDJUNE 30, 2O1O

FINAL COMMENTS

The Municipality is an autonomous governmental entity whose powers and authority vested on its
Executive and Legislative Branches are specifically established 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 disposal, 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 Traditional and Electronic Lottery sponsored by said Government.

On September 7,2OO4, Public Law 255 was enacted amending Public Law 83 ot May 2,1941, as
amended. ln addition to the new formula established for the calculation of the contribution in lieu
of taxes as described in Note 1 (E) (2), applicable on fiscal year 2OO2-2OO3 and each subsequent
flscal year, the Law provides for quarterly revisions to be prepared by PREPA of its estimates
corresponding to the contribution in lieu of taxes for the current fiscal year.

On August 1-2,2OO5, the Munlcipality of Arecibo authorized the sale of the Puerto Rico Distillers
for the amount of $3,000,000. A non-interest bearing Note Receivable for a period of ten (1O)
years was issued by contract for a total of $2,850,OO0. During the month of August, 2O05 the
Municipality collected $150,000 corresponding to the down payment. The remaining balance was
recognized as a Note Receivable in the government-wide financial statements. During fiscal year
2008-2009, the buyer paid $1,940,85O. The remaining receivable amounts to $909,150.

The Municipality's management is committed to a continued improvement in the confection of a
budget that will response to the needs of the public and private sectors in accordance with its
permissible revenues levels. Such has been the case ofthe financial operation corresponding to
fiscal year 2010. lt further contemplates to improve its current figure of net assets, which has
been identified as one of the main short and long-term objectives of the Municipality.

On November 12,2O7O, the Municipal Legislature approved the issuance of a special obligation
bond for the amount of $4,140,000, for Phase ll of construction of new pump station in Buenos
Aires Ward. Repayment of said note is scheduled from July 2011 th rough July,2024.

On November 16,2OtO, the Municipal Legislature approved the issuance of a special obligation
bond for the amount of $2,095,000, for debt payment. Repayment of said note is scheduled from
July 2011through July, 2018.

12



COMMONWEALTH OF PUERTO RICO
MUNICIPATITY OF ARECIBO

MANAGEMENTS D|SCUSSION AND ANAI.YSIS - (CONTINUED)

YEAR ENDEDJUNE 30,2O1O

FINAL COMMENTS (CONTINUED)

On December 74,2O7O, the Municipal Legislature approved the issuance of a special obligation
note for the amount of $1,228,OO0, for the acquisition of equipment. Repayment of said note is
scheduled from luly 20tlthrough July,2024.

FINANCIAL CONIACT

The Municipality's financial statements are designed to present users (citizens, taxpayer,
customers, investors and creditors) with a general overview of the 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 Financial Officer at PO Box 1O86,
Arecibo, Puerto Rico 00613, or call (787) 878-5612.
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Commonwealth of Puerto Rico

Municipality of Arecibo
Statement of Net Assets

June 30, 2O1O

Assets
Cash and cash equivalents

Cash with fiscal agent

Accounts receivable:

Municipal sales tax

lntergovernmental

Federal grants

Othels

Notes receivable

Capital assets

Land, improvements, and construction in progress

Other capital assets, net of depreciation

Total capital assets

Total assets

Liabilities
Accounts payable and accrued liabilities

Due to other governmental entities

Defered revenues:

Municipal licens€ tax

Fedelalg(lnt revenues

lnterest payable

Noncurrent liabilities:

Due within one year

Due in more than one year

Total liabilities

Net Assets
lnvested in capital assets, net of related debt

Restricted for:

Capital proiects

Debt service

Other purposes

Un restricted (deficit)

Total net assets

Governmental
Activities

$ 10,249,630

15,307,407

59,466

612,442

1,036,1a7

189,000

909,150

59,656,230

59,554,628

8,751,545

535803

91,686

1,306,280

772,643

4,081,014

62,876,034

119,310,858

447,674,W

74,425,!O5

90,230,859

20,999,633

5,523,905

1,6M,78s
(49,L@,7471

The notes to the financial statements are an integral part ofthis statement

69,249,435
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Commonwealth of Puerto Rico
Municipality of Arecibo
Statement of Activities

For the Year Ended June 3O, 2010

Program Revenues

Net (ExD6nse) Revenue and

Changes In t{et Assets

Ftrnc{ons/Programs Expeoses

Charges tor

Servic6s

Govemmental

Activiti€s

Operaung Gpital

Grants and Grants and

Conlrlbutloils Conlrlbutios

GeneEl govemment

Public safety

Public works

Health and welfare

Orlture and recreation

Economic development

Community development

Urban development

Edscation

htercst on longterm debt

Total govemmental activities $65.654,135 $1,106,526 $19,906,969 $3.495.507

$24,366,618

4,046,537

10,3a5,827

1A,416,496

1,439,456

9,220

3,207,926

1,180,926

346,249

2,254,440

709,891

234,562

156,484

5,549

885,916

5,78s

18,60S,705

{22,77O,glLl

(3,806,1$)

(9,720,966)

487,2@

(1,433€67)

19,22Ol

{22O,7961

(1,116,911)

!,299

(2,254,88O)

508,327

2,987,130

64,0't5

u7,548

(41,145,133)

General revenues:

Property iaxes

Municipal license tax

Municipal sales tax

Other local taxes

Grants and clntibutions oot rGtricted to speciflc programs

lnter6t and investment eamings

Miscellaneol]s

Total Seneral revenues

Change in net assets

Net assets - begnning

Net assets - ending

15,6a6,019

9,425,291-

4,118,495

!,25!,761.

6,945.776

249,624

1,O12,059

39,129,425

(2,015,7O8)

7L,265,L43

69,249,435

The notes to the financial statements are an integral part ofthis statement. 15



Commonwealth of Pueno Rico

Municipality of Arecibo
Balance Sheet

Governmental Funds

June 30, 2010

Gqter.I
Fund

Debt

S€rYice

Fund

Spedal

Reveoue Fund

H€ad Sta.t

Capltal ftojecls
Fund - State &
LoaalGaanls

Oh6r Tolal

Govemmeal Goventmenlal

Fullds Fun.ls

Cash and cash equlvalents

Cash wi0r ,lscal a6ent

Accounts receivabl€:

Mun'rcip6l sal€s tax

lnterElolemmental

FederalEEnts

Others

ldvances Jrom other funds

Due faom other funds

lotalasseis

lJ.bllltles and Fund Balances

llabilitles :

adYances to olher funds

Due to olhet funds

Municipal llcense tax

Federd €fant revenues

Total liabil?ties

Fund balances:

R€serued fon

Encumbrances

Capital projects

oebt se 'rce fund

Advanc€s to otjler funds

other purpos€s

Unreseaved:

UndesiEnated

Total fund balances

Tolal liabilities ancl fund balances

\o42,4ru I 6.374.2s3

9,O73,560

$ t 2,832,503

6,233.093

s 10,249,630

15,307,407

59,466

549,387

1a9,ooo

925,624

569,625

$ 2,293,a56

59/466
63,455 672,42

ao4 1o3s,383 1036,187
18e;ooo

925-624
5,737,421- 6307,046

$ 1,043,678 6 2t1as,234 S 6,29q54a 3 3,867,886 t 34,@7 ,N2

Accounts payable and accrued liabilitlea $ 7,7a6,316

Dueto other governmental emities 535,903

186.627 36a,ma

925.@4

512,946

454553

$ 8,340,951

535,90:]
925,624

a,{7,046

91646
trso6,280

5,601-205 7,324 185,601

9l-686
849,727

14,015,110 1,(X3,674 1a5,@1 2263,aOL a7 5O7,4s

r"328,991

20,999,6:Xl

1,326,991

20,999.63:l

6296544
925,@4

1,604,745

{ff}873,869)

6296544
925,624

(13B73,86s)

eL?21-2541

1,604,785

20,999,633 6.296,548 1,604,7a5 a7,!79,7!2

$ 2,293,856 $ 1,043,6?8 I 27,a85,234 $ 6,296,5,ra S 3,867,886 $ 34,6A7,2{2

The notes to the financial statements are an integral part of this statement. 16



Commonwealth of Puerto Rico

Municlpality of Arecibo
Statement of Revenues, Expendltures and Changes in Fund Balances

Governmental Funds
For the Year Ended June 30, 2010

General

Fund

Spechl

Revenuo Frxtd

Head sbn

Capltal Projects

Funal - State &
loaal Grants

De!t
Service

Fund

Ot rer Total

Govemmeital Ga,veftnental

FunalB Fun.ts

Revenues
Property taxes
Municipal liense taxes
Municipalsales taxes
Licens€s.pemits and other locel taxes
Charges for seMc6
lntergovemmental
Fines and forfgrtrrr€s
Rent of prope(y
lnterest
Fede6letranb
Miscellaneous

Total revenues

EiQenditures
OJrrent:
GeneralEovemment
Public safety

Health and 'refare
Orlure and rcgeation
Economic delelopment
Communaty dev€lopment
Urban developm€nt
Education

Debt seMce:
Principal
lnterest

Totd erpenditures

Ercess (defciency) of r€venues orrer

{l,nde4 expenditures

Other fnanclll.l sources (us€sl

Transfers in

Transfers out
Long-term debt issued

Tota! other financing sources (uses)

Net change in fund balanc€s

Fund balance, beginnin8 as restated
Fund balance, ending

$ 72,20n,770
9,825,291
3,466,697
!,257,764

17,760
7,831,691

2U,562
692,131
2a9,624

1,011,6s4
a1-277,O7O

5Oa377

156,444

5,549
444,544

10,306.s64

$ 3,4as,849

652,198

$ $,6a6,019
9,825,291
4,118,895
L,25a,761

23.349
4,424,616

234,562
848,61s
2A9,624

21-523,634
101r-631

63,ma.o2o

24,27\273
4,1a0,378

7t-,727,775
18,4710a1
2,m.694

9,120
2,987,13)
,-r31016

341.011

2.613,000
2,25A,754

74,336,172

1,33,1F15
(1334,515)
4,m5,000

4,005,000

(6,693,1s2)

36,821,341 7\277,O7O 664,a61 4,8a.O47 10.796,701

28,0so.832
4,165,711

10,359,240

2,@7,259
11371.915

220,275

13s8,393

193,807

1-058.411

166
L4,667
10,o42

7,099,166
1,62e
9.120

2,9a7,130
a22,ffi
341.011

2,613,0OO
2,258,754

44,673,042 11,371.915 2,8:n,886 4,87L,754 10,5aa,575

(73sr-701)

(1334,s1s)
a05,ooo

(154,84s) (2,166,025) (733,707)

154,845 1,059,924

3,200,000

2@126 (10,698,1s2)

7,l).742

(529,51s) 13t,845 3,20O.00O 1,059,928

(8,381,216) - 1,033.975 326,22a

7a9,742

327.464

(3,340.038) - 19,96s,65A 5,970,327 7,276,977 233?2,A64-i7jIj@ T-= - -5'-7d;658- T-6865r -E--lEarE- -e'ifrdxd

The notes to the financial statements are an integral part of this statement. L7



Commonwealth of Puerto Rico

Munlclpallty ot Arecibo
Reconclliation of the Balance Sheet - Govelnmental Funds

to the Statement of Net Assets

For the Year Ended June 30, 2O1O

Total Fund Balances - Govemmental Funds

Amounts rcponed for Govemmefial Activities ln the Statemert of Net Assets

are different because:

Capital Assets used in governmental activities are not financial r6our@s and therdore,
are not leported in tlle tunds. ln the curem period, these amounts are:

Non Depreciable Capital Assets

Depreciable Capital Asseis, net d depreciatio!

Total Capital Assets

other assets are not available to pay for currert perid expenditu,es

and lherefore are defered in the funds:

Notes receir€ble

Some liabilities are not due and payable in the curent pedod and lherefore, are not
reported in the funds. Ihose liabilities consist oi

General bonds and notes payable

Construction in progress acaounts pa)6bles

Landfill obligation

LIMS reDaynert Dlan

Property ta,(6 debt

Compensaled abs€nces

lntercst pa)/able

Claims andjudEment

$ 59,6s6,230

59.654,628

77,779,772

119,310i858

909,150

(68,15O285)

69,249,435

50,147,000

420,594

8,311,166

370,552
2,798.,529

5,223,991-

772,643
165,810

Total LongTerm Uabilities

Total Net Asseb oI Govemmental Acdrdtles

The notes to the financial statemenls are an inlegral part ol thls statement. 18



Commonwealth of Puerto Rico

Municipality of Arecibo
Reconciliatlon of the Statement of Revenues,

Expenditures, and Changes in Fund Balances of
Governmental Funds to the Statement of Activities

For the Year Ended June 30, 2O10

ilet Change ln Fund Balances - Total Govehmental Funds

Amounts reported tur Eovernmental .ctivites in the Statoment of Activrues are different because:

Governmental Funds repon capital outla),s as expenditures. However ln the Govemment-Wide Statement of Activities and
Changes in Net Assets, the cost of those assets is allocated over thelr estimated useful lives as depreciation expense. This
is the amount of capftal assels recorded in the current pedod.

Doaations of Capital Assds from outsrde parties, do not prcvide current financial resources in Governmental Funds, but the
tEnsaction must be reflected in the Govemment-Wide Slatemeot ot Net Assets based on the fair value ot the donated
prope,ty,

oepreciation Expense on Capital Assets is reported in the Government-Wide Statements of Activities and Change in Net
Assets, but they do not require tle use of cureht linancial resources. Therefoae, Deprcclation expense is not reported as
expenditures ln Govemmental Funds Fihancial Statements.

lnter6t Expense chahge is reported in the Govemment-Wde Statement of Activities and Chahge in Net AsseG, but not
require the use of current financial rcsources. Theretore, loterest expense cfiange is not reponed as expendifures in
Govemmental Funds Finahcial Statements.

Accounts palrable change reported in the Goverhmem-Wide Statement of Activities and Change in Net Assets but not
reported as ln the Govemmental Funds because they do not require lhe use of curaent fnancial ,esourc6. This is the
amount reported in ihe current period.

Long term debt issuanc6 are reported in the Govemment-Wide Statement of Net Assets, but not requirc the use of currcm
financial rGources. Therefore, Long term debt issuances arc not reEloned as expenditurqg in Govemmental Funds Financial
Statements.

Longterm debts payments are ,eported as erpenditures in the Govemmental Funds Financial StatemenG which reqoi@ tie
use of curent llnancial resources. Therefore Lohg term debt payments are not reponed as expenditures in the Govemment-
Wide Statement of Activities and Change in Net Assets,

Change in Landfill Accrual

Bonds Eoceeds provide curent rlnancial resources to Govemmental Funds, but issuing debt increase long-term liabilities in
the Government-Wide statemeht of Net Assets. Repayrnent of bond pdncipal is an expenditure in Govemmental Funds, but
the repayment reduces long -term liabilities in the Govemment-Wide Statement of Net Assets. This is the amount by which
the debt seMce principal payments exceed debt pfoceeds.

Change ln Net Asssts ot Govemmental Acuvlties

{6,693,152)

3,787,773

407

(3,288,597)

3,874

7,fi7,427

(28,900)

5,141,083

(1,053,623)

(1,392,0O0)

$ (2,01s,708)

The notes to the financial statements are an integral part of this statement. 19



COMMONWEALTH OF PUERTO RIG:O

MUNICIPAIITY OF ARECIBO

NOTES TO BASIC FINANCIAL STATEMENTS

YEAR ENDED JUNE 30, 2O1O

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Arecibo (the Municipal$ was founded on the year 1515. The
Municipality's governmental s]4stem consists of an executive and legislature body. lt is
governed by a Mayor and a sixteen member Municipal Le$slature who are elected for a
four-year term.

The Municipality provides public safety, public works, culture and recreation, health and
welfare, community development, education, and other miscellaneous services.

The accounting policies and financial reporting practices of the Municipality conform to
accounting principles generally accepted in the United States of America ("USGMPp) as
applicable to governmental units.

ln June 1999, the Governmental Accounting Standards Board (GASB) issued Statement No.
34, "Basic Financial Statements and Management's and Discussion and Analysis for State
and Local Governments." This Statement, known as the Reporting Model, provides for the
most signmcant change in financial reporting for state and local governments in over 20
years and affects the way the Municipality prepares and presents financial information. The
Statement was adopted as of July 7,2OO2. ln addition to this Statement, GASB Statement
No. 37, "Basic Financial Statements and Management's Discussion and Analysis for State
and Local Governments: Omnibus' and GASB Statement No. 38, "Certain Financial
Statement Note Disclosures" have been adopted and are reflected in these financial
statements.

As part of this Statement, there is a new reporting reguirement regarding the capitalization
of local government infrastructure (roads, bridges, traffic signals, etc.). This requirement
permits an optional four-year delay for implementation to fiscal year 2OO7 . The Municipality
implemented the capitalization of infrastructure since July 1, 2006.

20



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF ARECIBO

NOTES TO BASIC FI NANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

1. ORGANIZATTON AND SUMMARY OF S|GN|FICANT ACCOUNTTNG POUCIES (CONTINUED)

A. Component Unlts

ln evaluating how to define the Municipality for financial reporting purposes, management
has considered all potential component units. The decision to include a potential
component unit in the reporting entity was made by applying the provisions of Statement
No. 14, The Financial Reporting Entity, ofthe GASB. As amended by the GASB Statement
No. 39, "Determining Whether Certain Organizations Are Component Units, an amendment
of GASB Statement L4. The basic, but not the only criterion for including a potential
component unit within the reporting entity is if elected officials of a primary government are
financially accountable for the entity. Financial accountability exists if the primary
governmental appoints a voting majority of the entity's governing body, and ff either one of
the following conditions exist the primary government can impose its will on the other
entity or the potential exists for the other entity to (1) provide specific financial benefits to
or (2) impose specific financial burdens on the primary government. A second criterion
used in evaluating potential component units is if the nature and significance of the
relationship between the entity and a primary government are such that to exclude the
entity from the financial reporting entity would render the financial statements misleading
or incomplete. USGMP details two methods of presentation: blending the financial data of
the component unit's balances and transactions in a manner similar to the presentation of
the Municipality's balances and transactions or discrete presentation of the component
unit's financial data in columns separate from the Municipality's balances and
transactions.

"Corporaci6n Desarrollo Cultural Teatro Oliver C.E.' is a non-profit organization duly
organized and existent under the laws of the Commonwealth of Puerto Rico. lt was
established to acquire, restore and operate the Teatro Oliver ofArecibo, Puerto Rico.

The Municipality management determined as a component unit the operations of Teatro
Oliver, because of the financial interdependency, ability to designate management and the
ability to significantly influence operations demonstrated by the Municipality. The Theater
funds becomes from private and municipal donations and the rent of the facilities.

The "Corporaci6n Desarrollo Cultural Teatro Oliver C.E." elected the provision of Section
LO]- (7) of the Puerto Rico lncome Tax Law for non-profit organization and all of their net
revenues are exempt from the payment of income taxes.

B. Government-wide and fund financial statements

Financial information of the Municipality is presented in this report as follow:

1. Management's discussion and analysis introduces the basic financial statements and
provides an analytical overview of the Municipality's financial activities.

2L



COMMONWEALTH OF PUERTO RICO
MUNICIPATITY OF ARECIBO

NOTES TO BASIC FINANC]AL STATEMENTS (CONIINUED)

YEAR ENDED JUNE 30, 2O1O

1. ORGANTZATTON AND SUMMARY OF STGNTFICANT ACCOUNTTNG POLTCTES (CONTINUED)

2, The government-wide financial statements (i.e. the statement of net assets and the
statement of activities) report information on all the activities of the Municipality and its
component units, if any. Governmental activities, which normally are supported by taxes
and intergovernmental revenues, are reported separately from businesstyped activities,
if any, which rely to a significant extent on fees and charges for support. lnterfund
activity has been removed from these statements to minimize the duplicating effect on
assets and liabilities within the governmental activities.

The statement of activities demonstrates the degree to which the direct expenses of a
given function or segment is offset by program revenue. Direct expenses are those that
are charges to customers of applicants who purchase, use, or directly benefit from
goods, services, or privileges provided by a $ven function or segment and 2) grants and
contributions that are restricted to meeting the operational or capital requirements of a
particular function or segment. Taxes and other items not properly included among
program revenues are reported instead as general revenues.

3. Fund financial statements focus on information about the Municipality's major
governmental funds. Major individual governmental funds are reported as separate
columns in the fund financial statements. The Municipality reports the following major
governmental funds:

General Fund- is the accounting entity in which all governmental activity, except that
which is required to be accounted for in another fund, is accounted for. lts revenues
consist mainly of taxes, licenses and permits, intergovernmental revenue, charges for
services and other.

Special Revenue Fund - Head Start- is the accounting entity in which revenues derived
from the federal agency are used to provide comprehensive health, educational,
nutritional, social, and other developmental services primarily to economically
disadvantaged preschool children (ages 3 to 5) and infants and toddler (birth through
age 3) so that the children will attain school readiness.

Capltal ProJecb Fund - State and Local Grants- is the accounting entity in which
revenues derived from local funds, state or other restricted revenue sources related to
capital projects, is accounted for. The uses and limitations of each capital project fund
are specified by Municipality ordinances or federal and state statutes.

Debt Service Fund - is the accounting entity used to account for the resources
accumulated and payments made for principal and interest on long-term general

obligation bonds of governmental funds.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF ARECIBO

NOTES TO BASIC F]NANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

1. ORGANTZATTON AND SUMMARY OF STGN|F]CANT ACCOUNTTNG POLTCTES (CONTINUED)

4. The notes to the financial statements provide information that is essential to a user's
understanding of the basic financial statements.

5. Required supplementary information such as the budgetary comparison schedule-
general fund and other types of data required by GASB.

6, Notes to the budgetary comparison schedule.general fund.

C, Financial reporting presentation

The accounts of the Municipality are organized on the basis of funds, each if which is
considered a separate accounting entity. The operations of each fund are accounted for
with a separate set of self-balancing accounts that comprise its assets, liabilities, fund
equity, revenues, and expenditures. Fund types are as follows:

General Fund - ls the operating fund of the Municipality. lt is used to account for all
governmental activity, except those required to be accounted for in another fund.

Special Revenue Fund - Local and State Grarts - Special Revenue Funds are used to
account for revenues derived from local funds, state grants or other restricted revenue
sources. The uses and limitations of each special revenue fund are specified by
Municipality ordinances or federal and state statutes.

Special Revenue Fund - Section 8 - Special Revenue Fund used to account for revenues
derived from Section 8 Housing Choice Voucher Program. The uses and limitations of each
special revenue fund are specified by Municipality ordinances or federal and state statutes.

Special Revenue Fund - Head Start- ls the accounting entity in which revenues derived
from the federal agency are used to provide comprehensive health, educational, nutritional,
social, and other developmental services primarily to economically disadvantaged
preschool children (ages 3 to 5) and infants and toddler (birth through age 3) so that the
children will attain school readiness.
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COMMONWEATTH OF PUERTO RICO
MUNICIPALITY OF ARECIBO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

1. ORGANTZATTON AND SUMMARY OF STGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Special Revenue Fund - Other Federal Grants - Special Revenue Funds are used to
account for revenues derived from federal grants. The uses and limitations of each special
revenue fund are specified by Municipality ordinances or federal and state statutes.

Capital Prcjects Funds - Locar, State and Federal Grants - Capital Project Funds are used
to account for financial resources used for the acquisition or construction of major capital
facilities.

Debt Seruice Funds- Debt Service Funds are used to account for the accumulation of
resources for and the payment of, general long-term debt principal, interest, and related
costs.

D, Measurement focus, basis of accounting and financial presentation

Except for budgetary purposes, the basis of accounting used by the Municipality conform to
accounting principles generally accepted in the United States of America ("USGMP") as
applicable to governmental units. The accounting and financial reporting treatment applied
to a fund is determined by its measurement focus.

The government-wide financial statements are reported using the economic resources
measurement focus and the accrual basis of accounting. Revenues are recorded when
earned and expenses are recorded when a liability is incurred, regardless of the timing of
related cash flows. Property taxes are recognized as revenues in the year for which they
are levied. Grants and similar items are recognized as revenue as soon as all eligbility
requirements imposed by the provider have been met.

The Municipality has elected not to apply all Statements and lnterpretations issued by the
Financial Accountlng Standard Board after November 30, 1989, in accordance with GASB

Statement No.20.

Governmental fund financial statements are reported using the current financial resources
measurement focus and the modified accrual basis of accounting. Revenues are
recognized as soon as they are both measurable and available. Revenues are considered
to be available when they are collectible wlthin the current period or soon enough
thereafter to pay liabilities of the current period. For this purpose, the government
considers revenues to be available if they are collected within the current period or soon
enough thereafter. Expenditures are recorded when the related fund liability is incurred,
except for principal and interest on general long-term debt, claims and judgments, and
compensated absences, which are recognized as expenditures when payment is due.
General capital asset acquisitions are reported as expenditures in governmental funds.
Proceeds from issuance of general long-term debt reported as other financing sources.
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COMMONWEAITH OF PUERTO RICO
MUNICIPALITY OF ARECIBO

NOIES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

1. ORGANIZATTON AND SUMMARY OF S|GN|FTCANT ACCOUNTTNG POLICTES (CONTTNUED)

Property taxes, other taxes, licenses, rent, and interest associated with the current flscal
period are all considered to be susceptible to accrual and so have been recognized as
revenues of the current fiscal period. All other revenue items are considered to be
measurable and available only when the government receives cash.

Private.sector standards of accounting and financial reporting issue 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 Municipality has elected not to follow subsequent privatesector guidance.

Amounts reported as program revenues include 1) charges to customers or applicants for
goods, services, or privileges provided, 2) operating grants, and contributions, and 3)
capital grants and contributions, including special assessments, if any. lnternally dedicated
resources are reported as general revenues rather than as program revenues. Likewise,
general revenues include all taxes.

When both restricted and unrestricted resources are available for use, it is the
government's policy to use restricted rqsources first, then unrestricted resources, as they
are needed.

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

E. Assets, liabilities and net assets

1. Cash, cash equivalents, and cash with fiscal agent- The Municipality's cash and cash
eguivalents are considered to be cash on hand, demand deposits, and short-term
investments with ori$nal maturities of three months or less from the date of
acguisition.

Cash with fiscal agent in the debt service fund represents special additional property tax
collections retained by the Commonwealth of Puerto Rico and restricted for the
payment of the Municipality's debt service, as established by law. Also, cash with fiscal
agent consists of unused proceeds of bond and notes issued for the acquisition of
equipment and construction of major capital improvements.
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1. ORGANIZATTON AND SUMMARY OF S|GNTFTCANT ACCOUNTTNG POLTCIES (CONnNUED)

2, Receivables and payable+ Activity between funds that are representative of
lendingl/borrowing arrangements outstanding at the end of the fiscal year are referred
to as either "due tofrom other funds" (i.e., the current portion of interfund loans) or
"advances lo/ftom other funds" (i.e., the non-current portion of interfund loans). All
other outstanding balances between funds are reported as "due tolrom other funds."

Advances between funds, as reported in the fund financial statements, if any, are
offset by a fund balance reserve account in applicable governmental funds to indicate
that they are not available for appropriation and are not expendable available financial
resources.

Receivables are stated net of estimated allowances for uncollectible accounts, which
are determined, based upon past collection experience and current economic
conditions. lntergovernmental receivable in the geneml fund relates mostly to Law 52
proposal payroll reimbursements from prior years and property taxes owed by the
Municipal Revenue Collection Center ("CR|M'). lntergovernmental receivable in the
debt service fund represent property taxes owed by the Municipal Revenue Collection
Center ("CRlM").

3. lnventories. lnventories in the general fund is recorded as expenditure and,
consequently, the inventory is not recorded in the statement of net assets.

4. Capital assete Capital assets, which include property, equipment and infrastructure
assets (e.9., roads, bridges, sidewalks and similar items), are reported in the
governmental activities column in the governmentaFwide financial statements. The
Municipality defines capital asset as assets with an initial, individual cost of more than
$25 and an estimated useful life in excess of one year. Such assets are reported at
historical cost or estimated historical cost if purchased or constructed. Donated capital
assets are recorded at estimated fair market value at the date of donation.
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1. ORGANIZATION AND SUMMARY OF STGNIFTCANT ACCOUNTTNG POLICTES (CONilNUED)

The cost of normal maintenance and repairs that do not add to the value ofthe asset or
materially extend assets lives are not capitalized.

Major outlays for capital assets and improvements are capitalized as projects are
constructed.

Capital assets of the Municipality are depreciated using the straight-line method over
the following estimated useful lives:

Desctiption

Buildings and slte improvements
lnfrastructure
Works of art
Vehicles
Fumiture and fixtures
Machinery and equipment

5. Long-term obligation$ The

Usefut Life

40 years
40 years
10 years
5 years
5 years

3 to 5 years

Capitalization threshold

$1
$1
$1
$1

$25
$2s

liabilities reported in the government-wide financial
statements include to general and special obligation bonds and notes, and other long-
term liabilities, such as vacation, sick leave, litigation, long-term liabilities to other
governmental entities.

ln the fund financial statements, governmental fund types recognize bond issuances
cost, during the current period. The face amount of debt issued is reported as other
financing sources, while bond issuance costs, whether or not withheld from the actual
debt proceeds received, are reported as expenditures.

6. Compensated absence+ Employees accumulate vacation leave at a rate of 2.5 days
per month up to a maximum of 60 days. Unpaid vacation time accumulated is fully
vested to the employees from the first day of work. All vacation pay it is accrued when
incurred in the government-wide financial statements.

Employees accumulate sick leave at a rate of 1.5 days per month up to a maximum of
90 days. Upon retirement, an employee receives compensation for all accumulated and
unpaid sick leave at the current rate, if the employee has at least 10 years of service
with the Municipality. All sick leave pay and salary related benefits are accrued when
incurred in the governmental-wide financial statements when the employee meets such
criteria.

7. Claims and judgments. The estimated amount of the liability for claims and judgments,
which is due on demand, such as from adjudicated or settled claims, is recorded in the
general fund when the liability is incurred.
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8. Reservations of fund balance- Reservations of fund balance in the fund financial
statements represent portions of fund balances that are legally segregated for speciflc
future use or are not appropriated for expenditure. The Municipality has the following
reservations of fund balance:

a. Capital Projects- Represent the reservation of amounts to be used for future
expenditures for capital poects under contracts and other commitments. These
committed amounts generally will become liabilities in future periods as the
projects are completed.

b. Encumbrances- Represent future expenditures under purchase orders, contracts
and other commitments. These committed amounts generally will become liabilities
in future periods as the goods or services are received.

c, Other Purposes- Represents net assets available for speciflc use and\or legally
segregated for other specific future use.

d. Debt Servlce Fund- Represents net assets available to finance future debt service
payments.

9. Net Asset+ln the government-wide statements, net assets are segregated into three
categories:

a. Invested in capital assets, net of related debt: Consist of capital asset balances net
of accumulated depreciation and outstanding balances of any bonds, notes ant
other borrowings that are attributable to the acquisition, construction, or
improvement of those assets. This category should not include cash that is
restricted to capital asset acquisition or construction (unspent bond proceeds) and
any unamortized debt issue costs.

b. Restricted net assets: Represent net assets that are subject to restrictions beyond
the Municipality's control. These include restrictions that are externally imposed (by
creditors, grantors , contributors, or laws and regulations of other governments) or
restrictions imposed by the law through constitutional provisions or enabling
legislation (including enabling legislation passed by the government itselO
Unrestricted net assets: Represent net assets that do not meet the definition of net
assets invested in capital assets, net of related debt or restricted.

c. Unrestricted assets are often designated to indicate that management does not
consider them to be available for general operations. These types of constraints are
internal and management can remove or modiry them. Designations are not
reported on the face of the statement of net assets.
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E, Assets, liabilities and net assets (Continued)

lo.Accounting for Pension Costs For the purpose of applying the requirements of GASB
Statements No. 27 , Accounting for Pensions by State and Local Government Employers
(GASB No. 27), the state government of the Commonwealth of puerto Rico is
considered to be the sponsor of the Employee's Retirement System of the Government
of Puerto Rico and its lnstrumentalities (ERS) and System 2OOO, a multi-employer cost-
sharing defined benefit plan and a hybrid defined contribution plan, respectively, in
which the employees of the Municipality participate. The Municipality is considered a
participant and not a sponsor, of these retirement systems since the majority of the
participants in the aforementioned pension trust funds are employees of the
Commonwealth of Puerto Rico. Accordingly, no portion of the net pension obligation
(NPO) related to ERS has been allocated to the Municipality in the accompanying basic
financial statements. The basic financial statements of the Commonwealth of Puerto
Rico report the total amount of the net pension obligation of ERS, including any amount
that may correspond to the Municipality.

ll.lnterfund and intra+ntity transactions. The Municipality has the following types of
transactions among funds:

a. Operating Transfers. Legally required transfers that are reported when
incurred as "Operating transfer-in" by the recipient fund and as "Operating
transfers{ut" by the disbursing fund.

b. Intra-Entity Transactions- Transfers between the funds of the primary
government are reported as interfund transfers with receivables and
payables presented as amounts due to and due from other funds.

12.RIsk financing- The Municipality carries commercial insurance to cover casualty, theft,
tort claims and other losses. lnsurance policies are negotiated by the Puerto Rico
Treasury Department and costs are allocated among all the Municipalities of Puerto
Rico.

Cost of insurance allocated to the Municipality and deducted from the gross property
tax collections by the CRIM for the year ended June 30, 2010 amounted to $798,420.
The current insurance policies have not been cancelled or terminated. The CRIM also
deducted $7 44,OLO for workers compensation insurance covering all municipal
employees.
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2. CASH AND CASH EQUIVALENTS

The Municipality maintains its deposits in various commercial banks located in Puerto Rico
and Government Development Bank for Puerto Rico (GDB). Proceeds from bonds and funds
related to certain grant awards are required by law to be held with GDB.

The Municipality adopted the provisions of GASB Statement No. 40 (GASB No. 40), Deposrt
and lnvestment Rrbk Drbclosure, an Amendment to GASB Staternent No. 3. This statement
requires that state and local governments disclose essential risk information about deposits
and investments. The disclosure requirements cover four main areas: (1) credit risk, (2)
interest rate risk, (3) custodial credit risk, (4)foreign exchange exposure.

Credit risk - This is the risk that an issuer or other counterparty to an investment will not fulflll
its obligations. ln compliance with the laws and regulations of the Commonwealth, the
Municipality has adopted, as it's custodial and credit risk pol:cy, the Statement of lnvestment
Guidelines for the Government of the Commonwealth of Puetto Rico. Accordingly the
Municipality invests only in obligations of the Commonwealth, obligations of the United States
of America, certificates of deposits, commercial paper, bankers' acceptances, or in pools of
obligations of the municipalities of Puerto Rico, which are managed by GDB. According to the
aforementioned investment guidelines, the Municipality does not invest in marketable
securities or any types of investments for which credit risk exposure may be significant.
Therefore, the Municipality's management has concluded that the risk related to any possible
loss related to defaults by commercial banks on the Municipality's deposits is considered low
at June 30, 2010.

lnterest rate risk - This is the risk that changes in interest rates of debt investments will
adversely affect the fair value of an investment. The MunicipaliU manages its exposure to
declines in fair values by: (1) not including debt investments in its investment portfolio atJune
30, 2010, (2) limiting the weighted average maturity of its investments to three months or
less, and (3) keeping most of its bank deposits in interests bearing accounts generating
interests at prevailing market rates. At June 30, 2010, the Municipality's investments in
certificates of deposits are recorded at cost, which approximates their fair value. Therefore,
the Municipality's management has concluded that at June 30, 2010, the interest rate risk
associated with the Municipality's cash and cash equivalents is considered low.

Custodial credit risk - ln the case of deposits, this is the risk that in the event of a bank
failure, the MunicipaliU's deposits may not be recovered. Pursuant to the Statement oF
lnvestment Guidelines for the Government of the Commonwealth of Puerto Rico the balances
deposited in commercial banks by the Municipality are insured by the Federal Deposit
lnsurance Corporation (FDIC) generally up to a maximum of $25O,000 per depositor.
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2. CASH AND CASH EQUIVATENTS (CONTINUED)

Custodial credit rlsk -ln addition, public funds deposited in commercial banks by the
Municipality are fully securities pledged as collateral are held, in the Municipality's name, by
the agents of the Commonwealth's Secretary of Treasury. Deposits with GDB are uninsured
and uncollateralized. However, no losses related to defaults by GDB on deposit transactions
have been incurred by the Municipality through June 30, 201O. Therefore, the Municipality's
management has concluded that at June 30,2OaO the custodial credit risk associated with
the Municipality's cash and cash equivalents is considered low.

Foreign exchange risk - The risk that changes in exchange rates will adversely affect the
value of an investment or a deposit. According to the aforementioned investment guidelines,
the Municipality is prevented from investing in foreign securities or any other types of
investments in which foreign exchange risk exposure may be significant. Accordingly,
management has concluded that the foreign exchange risk related to the Municipality's
deposits is considered low at June 30, 2010.

Under Commonwealth of Puerto Rico statutes public funds deposited in commercial banks
must be fully collateralized for the amount deposited in excess of federal depository
insurance. All securities pledged as collateral are held by the Secretary of the Treasury of
Puerto Rico. ln addition, the Municipality maintains deposits with the Government
Development Bank for Puerto Rico (GDB).

The Municipality's bank balances in commercial banks of $L,O42,A74, $6,374,253, and
$2,832,503 in the special revenue fund-Head Start, capital projects fundiocal and state
grant, and in other governmental funds, respectively, were fully collateralized at June 30,
201O. Also, in the general fund, there are $5O0,0OO deposited in a savings and loan
institution, $250,000 from that amount are unsecured and uncollaterized, since (COSSEC)
insures up to $25O,000 of deposits in such institutions.

The deposits at GDB of $ 754 in the general fund, the $9,073,560 that are restricted
principally for capital projects in the capital project fund - local and state grant, and the
$6,233,093 in the debt service fund are unsecured and u ncollateralized, as no collateral is
required to be carried by governmental banks.

3. RECE]VABLES

A. Municipal License lax- The Municipality imposes a municipal license tax on all businesses
that operate within the Municipality, which are not totally or partially exempt from the tax
pursuant to the lndustrial lncentives Act of the Commonwealth of Puerto Rico. This is a
self-assessed tax based on the business volume in gross sales as shown in the tax return
that is due on April 15 of each year. Entities with sales volume of $1,000,000 or more
must include audited financial statements together with the tax return.
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During the fiscal year ended June 30, 2010, the tax rates were as follows:

1. Financial business- 1.50% of gross revenues

2. Other organizations- 0.50% of gross revenues

This tax is due in two equal installments on July l and January 1of each fiscal year. A
discount of 5% is allowed when full payment is made on or before April 24. Municipal
Iicense tax receivable represents filed municipal license tax returns that were uncollected
as of June 30, 2010, net of allowance for uncollectibles.

Municipal license taxes collected prior to June 30 but pertaining to the next flscal year are
recorded as deferred revenues.

Municipal Sales lax - On July 29, 2OO7, an amended to Act No. 777 of July 4,2006,
known as the "Tax Fairness Act of 2006", was enacted with the purpose of establishing a
mandatory sales and use tax of 1.5% at the Municipal Level. The Municipalities of Puerto
Rico are responsible to collect 1% of the corresponding tax with the same exemptions and
limitations that the portion collected by the Treasury Department. The Act provides an
optional surtax on the un-process food. This surtax must be approved by the Municipal
Legislature. The Treasury Department is responsible to create the Municipal Development
Fund (.2o/o), the Municipal Redemption Fund (.2%) and the Municipal lmprovements Fund
(.1%) with the remaining 0.5%. The Municipality collected $3,407,231 during the year
ended June 30, 2010. Also, $652,198 from the Municipal Redemption Fund are included
in the debt service fund. Municipal sales and use tax receivable of $59,466, in the general
fund represents filed tax returns that were uncollected as of June 30, 2010, net of
allowance for uncollectible accounts.

lntergovernmentar - lntergovernmental receivables in the general fund consist primarily of
the amounts owed by the Municipal Revenue Collection Center (CRIM) to the Municipality,
at June 20, 2O1]O. The amounts owed by CRIM as reflected by the annual liquidation
prepared by CRIM whose main components are the following: the subsidy appropriated by
the Commonwealth General Fund to the Municipalit)4 and the annual contribution to the
Municipality by the Puerto Rico Electronic Lottery; and the property taxes imposed by the
Municipality and collected by CRIM. Following is a detail of the lntergovernmental
receivable::

Governmental Entitv

Munieipal Revenue Collection Center ("CRlM")

Total

Amount

$ s49.387

$319382

B.

B.
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lntergovernmental receivable in the debt service fund represents the amounts due from
the CRIM resulting from the excess of the current year property tax collections over current
year advances. Following is a detail of the lntergovernmental receivable:

C. Federal Erants- Federal grants receivable in the special revenue fund-Head Start
represents expenditures incurred not yet reimbursed by the Federal government. Following
is a detail of the federal grants receivable:

ProEram Description

Municipal Revenue Collection Center ("CRlM")

Total

Program Description

Head Start Program

Total

Program Descriotion

Community Development Block cranvEntitlement Grants
ARM.CDBG
Emergen6y Shelter Grant
Child and adult care food program
Home Program
Public Assistance Grant
Community Service Block Grant
Special Program for Aging - Title lll
Child Care Development Block Grant Program
Even Start Family Literacy Program
Homeland Security Grant Program

Total

Amount

$ 63.455

$__-63ris5

Amount

$ 804

$__804

Federal grants receivable in the other governmental funds represent expenditures incurred
not yet reimbursed by the Federal government. Following is a detail of the federal grants
receivables:

Amount

$ !72,6a7
2,527
7,TLg
8,O19

94,264
265,524

25,A26
16,348

225,523
25,247

L92.30L

$__103538:t
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D. Note Receivable ln August 2005, the Municipal Legislature authorized the Mayor to sell
the Puerto Rico Distiller facilities for a sale price of $3,O00,O0O. ln the prior years, the
Municipality collected a down payment of $150,000.

The buyer could at any time make payments of the remaining balance of the note
receivable of $2,850,000, during the term of ten years, as stipulated by contract. The
payments could be divided depending of the development of the project phases or
could be made in a single payment as long as it is in the established term. During fiscal
year 200&2009, the buyer paid $1,940,850. The remaining receivable amounts to
$909,150.

4. INTERFUND TRANSACTIONS

lnterfund receivables and payables at June 3O, 2O!O, and interfund transfers during the
fiscal year ended at June 30, 2010, are summarized as follows:

a. Due from/to other fund and Advances tolrom other funds:

Receivable Fund Pavable Fund Amount

$L,302,324

7,324

185,601

L36,2t6

s.601.205

$J232.Or0

b. Transfer in/out to other fund

General Fund

General Fund

General Fund

Capital Projects Fund

Capital Projects Fund

Total

TransG, out

General Fund

General Fund

Geneml Fund

Total

Other Govemmental Funds

Head Start Fund

Capital Projects Funds

Other Govemmental Funds

General Fund

Transfer in

Debt Service Fund

Special Revenue Fund-Head
Start

Other Governmental Funds

PulDose

Payroll and related accruals
paid and not reimbursed

Payroll and related accruals
paid and not reimbursed

Reimbursable Expenditures

Reimbursable Expenditures

Reimbursable transfer of
funds

Purcose

Debt Retirement

ln-kind Cash Contribution

ln-kind Cash Contribution

Amount

$ 1,059,928

L54,A45

LLg.742

$l-:r31515
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5, CAPITALASSETS

Capital assets; those with an estimated useful live of one year or more from the time of
acquisition by the Municipality and a cost of $25 or more, are primarily funded through the
issuance of long-term bonds and loans. A summary of capital assets and changes occurring
in 2O7O, including those changes pursuant to the implementation of GASB Statement No. 34,
follows. Land and construction in progress are not subject to depreciation:

Governmental ActMties:

Capital asset, not being
depreclated:

Constructlon in progress
Land

Total capital assets not being
depreclated

Capital assets, being depreciated:

Buildings
Buildings improvements
lnfrastructure
lnfrastructure improvements
Equipment
Furnishing
Computers
Works of Art
Vehicles

Total capital assets belng
depreciated

Less ac,cumulated depreciation for:

Buildings
Buildings improvements
lnfrastructu re
I nfrastructu re improvements
Equipment
Furnishing
ComputeIs
Work of Art
Vehicles

Total accumulated depreciation

Total capltal assets being
depreciated, net

Governmental activities capltal
assets, net

Balance
JulY 1. 2009

$ 5,988,405
54.696.105

60.684.510

$ 44,747,036
10,839,898
16,603,131
6,7!7,905
4,304,026
1,685,066

777,807
!4a,647

4346.724

7.2a8.572

1,167,630
837,188
354,447

1,281,386
550,420

64,604
254,752

8,620
297.372

(7,L45,25O)
e47,732\
(42O,324)
(480,806)
(339,503)

(49,596)
(136,8s8)

(3,344)
425.744\

Balance
June 3O.2O1O

$ 4,960,125
s4.696.105

59.656.230

$ 45,914,666
7!,677,086
16,957,618

7,999,297
4,854,446
7,749,670
1,032,553

757,267
8.644.100

98.986.691

(77,995,262)
17,47O,543)

(7O,825,O27)
(1,265,365)
(3,772,372)
(1,609,342)

(723,933)
(140,380)

(7.589.839)

39.332.063)

59.654.628

Additions Retirements

$ 7,2AA,572 $ (2,316,852)

94.770.232 4.816.459

r2.316.852)

$__231ff!5a $al93rc€58

(10,850,012)
(7,722,877)

(LO,4O4,703)
(784,5s9)

(3,432,869)
(1,559,746)

(587,075)
(137,036)

(7.164.655)

(36.043.466) {3.288.597)

58.126.766 !.527.A62

il-1Laall.ilS $__2.&rc.431
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5. CAPTTAL ASSETS (CONTINUED)

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

Governmental actlvlties:

General Government
Public Safety
Public Works
Heahh and Welfare
Culture and Recreation
Economic Development
Community Development
Education

Total depreciation expense€overnmental activities

6. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

$ 7 L2,269
158,560

L,034,425
15,300

860,585
100

50t,720
5.234

$.328e597

Accounts payable and accrued liabilities at June 30, 2010 are summarized as follows:

Descrlptlon

special
Revenue Fund

General Fund - Head$an

Capital Projects
Fund - State &

Local crants

$ -$

Ilebt other
Sorvice Govelhmental
Fund Fund Total

Accounts payable $ 1,977,061 $ 186,627 $ 36a,008 $ 2,531,696

5,580,001

229.254

Sank overdraft s,580,@1

Acc,ued liabilitiG 229.254

rotar E_- 96316 5_____1!OO2Z S- g- $ 368.008 $_83!0.95t

7. PROPERTYTMES

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 CRIM, a governmental ent'rty created by the government of
Puerto Rico as part of the Municipal Governmental Autonomous Law of August 1991. Real
property tax is assessed by the CRIM on each piece of real estate and on each building.

1. The assessment is made as ofJanuary 1of each year and is based on current values for
personal property and on estimated values as of 1957 for real property tax. The tax on
personal property must be paid in full together with the retu rn by May 15. The tax on real
property may be paid in two installments by July l and January 1. The CRIM is responsible
for the billing and collections of real and personal property taxes on behalf of all the
municipalities of Puerto Rico. Prior to the beginning of each fiscal year, the CRIM informs
the Municipality of the estimated amount of property tax expected to be collect for the
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7. PROPERTY TAXES (CONTINUED)

ensuing fiscal year. Throughout the year, the CRIM advances funds to the Municipality based
on the initial estimated collections. The CRIM is required by law to prepare a settlement
statement on a fiscal year basis, whereby 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 th ree months after
fiscal yearcnd, 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 at June 30. However, if advances exceed
the amount actually collected by the CRIM, a payable to the CRIM is recorded at June 30. As
of June 30, 2008, the CRIM issued the final settlement noting that advances exceeded
collections by $389,998. This balance will be retained by the CRIM during fiscal years 2009-
2010, and 2OLU2OL7. ln addition, at June 30, 2009, the CRIM issued the final settlement
noting that advances exceeded collections by $531,014. This balance will be retained bythe
CRIM during fiscal year 2O7O-2Ot7.Those amounts are presented in the government wide
flnancial statements.

On January 26,2OOO, Public Law No.42 was enacted which authorized the CRIM to obtain a
loan up to $200,000,000, and for a term not to exceeding 10 years, to allow for the financing
of the debt that the Municipalities of Puerto Rico have with the CRIM arising from final
settlements of property tax advances versus actual collections through fiscal year ended June
30,2000.

The amounts that the Municipalities will collect from additional property taxes resulting from
increases in the subsidy from the Commonwealth of Puerto Rico to the Municipalities are
assigned through this law to repay such loan. The increase in this subsidy was the result of
the Public Law No. 238, enacted on August 15, 1999. On October !1,2OO7, Public Law No.
146 was enacted to amend Public Law No. 42, to extend the loan amortization period up to
30 years. Also, on October LL,2OO2, Public Law No. 172 was enacted, to provide as an option
for the Municipalities to include the debt that the Municipalities of Puerto Rico have with the
CRIM arising from final settlements of property tax advances versus actual collections for the
fiscal year ended June 30, 2001 with the loan authorized through Public Law No.42 enacted
on January 26, 2OOO.

On June 26, 1997, Public Law No. 21 was enacted which authorized the CRIM to sell property
tax receivables related to taxpayers who owned property taxes from L974 to 1996. The
property tax receivables were purchased by Public Financing Corporation, a subsidiary ofthe
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7. PROPERTYTAXES (CONTINUED)

Government Development Bank (GDB), with proceeds ofa bonds issuance. This Law imposes
to the CRIM the obligation to replace any uncollectible property tax receivable with any valid
property tax receivables or equivalent in money.

A high percentage of receivables were determined to be uncollectible receivables, and
therefore, on October 7L,2OO1-, Public Law No. 146 was enacted which authorized the CRIM
to obtain a loan to pay in advance the bonds issued by the Public Financing Corporation (a

GDB subsidiary), and any costs related to the transaction. Also, a term not to exceeding 30
years was authorized to the financing of the debt that the Municipalities of Puerto Rico have
with the CRIM arising from the sale of property tax receivables to the Public Financing
Corporation (a GDB Subsidiary).

The government-wide statement of net assets includes an outstanding balance of
$1,141,910 and $964,658 related to Law No. 42 and law No. 146 respectively.

Residential real property occupied by its owner is exempt by law from the payment of property
taxes on the flrst $ 15,000 of the assessed value. For such exempted amounts, the Puerto
Rico Treasury Department assumes payment of the basic tax to the Municipalities, except for
property assessed at less than $ 3,500 for which no payment is made. As part of the
Municipal Autonomous Law of 1991, the exempt amount to be paid by the Puerto Rico
Treasury Department to the Municipalities was frozen as of January !, 7992. ln addition, the
law grants a tax exemption from the payment oF personal property taxes of up to $ 50,0O0 of
the assessed value to retailers having annual net sales of less than $ 150,000.

The annual tax rate is 8.58% for real property and 6.58% for personal property of which 1.O3Yo

of both tax rates are for the redemption of public debt issued by the Commonwealth of Puerto
Rico. The remaining percentage is distributed as follows: (a) 5.8% and 3.8%, respectively,
represents the Municipality's basic property tax rate which is appropriated for basics and
accounted for in the general fund.

A portion of such amount is deposited in an equalization fund together with a percentage of
the net revenues of the Puerto Rico electronic lottery and a subsidy from the Commonwealth
of Puerto Rico. From such fund, a distribution is made to all municipalities; (b) 1.75%
represents the ad valorem tax restricted for debt service and accounted for in the debt service
fund.
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8. DUE TO OTHER GOVERNMENTAL ENTITIES

The amounts due to other governmental entities in the General Fund include the following:

Governmental Entitv

General Services Administration
Treasury Department
Puerto Rico Aqueduct and Seurer Authority

Total

9. DEFERRED REVENUES

Pro{ram Descrlption

Child Care Food Program
Head Start Program
ARRA-Head Start Program

Total

A. Municipal License Tax- The deferred revenues of $91,686 in the general fund relates to
municipal license tax collected in fiscal year 2009-1O that will be earned in fiscal year
20LO-!L.

B. Federal Grants. The deferred revenues presented in special revenue fund-Head Start
program represent the portion of federal grants received for which qualifying expenditures
have not been incurred. Deferred revenues from the federal government are as follows:

Amount

$ 475
204,49A
330.930

$_535.903

Amount

$ 207 ,470
469,339
L72.9ta

$_349J2L

The deferred revenues presented in other governmental funds represent the
federal grants received for which gualirying expenditures have not been incurred.
revenues from the federal government are as follows:

Pro€ram Desc ption

Rural Development Corporation
Federal Transit Authority
Community Development Block GranvEntitlement
Grants
Public Assistance Grant
Rural Domestic Violence and Child Victimization
Other

Total

portion of
Deferred

Amount

$ 162,000
58,037

52,742
t65,257

70,434
8.089

$_45655:t
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10. LONG.TERM tlABII.ITIES

Long-term liability activity for the year ended June 30, 2O1O, was as follows:

Dascrioiion
Begnning

Balanca
Borowtn€ls Payments or
orAdditions Deductlons

Endlng Duewhhin
Balance On6 Year

$ 50,147,000 $ 2,701"000

310.552 203.986
1,141,910 24,404
9e1,658 ,+3,84€)

531,014 531,014
7&p47 160.947

5,223,990 250.000
a,311,166

Bonds Payable $ 4a,595,00O $ 4,0O5,OOO $ 12,453,000)
Notes Payable 160,000 (160,000)
LIMS RepaymentPlan 502,927 (192,369)
Property lax Debt - Law 42 1,Le/.874 t22,9641
kopertyTax Debt - Law 146 1,008,506 (4:1,848)
CRIM Fhal Liquidation 2OO&2009 531,014
CRIM Final Liquldation 2@7-2OOA 389,998 1229,O5L)
Compensated Absences 7,271-,637 12,O47,647't
Landfill Obligation 7,257,543 1,053,623
Retirement S!6'tem Administration

Payment Plarl.special Laws 79A.3a3
State lnsurance Fund - Payment Plan 131,449
Ctaims and Judgments L412.243 24.900

(798343)
(131,,189)

(1.675.332) 165.a11 165.810

$69-623.608 S508?523 $rZZ540gA $60857,048 S_4o&Lqljl

L. Leglal debt margfn- The Municipality is subject to a legal debt mar$n requirement, which
is equal to 10% of the total assessment of property located within the Municipality plus
balance of the ad valorem taxes in the debt service fund, for bonds payable to be repaid
with the proceeds of property taxes restricted for debt service. ln addition, before any
new bonds are issued, the revenues of the debt service fund should be sufficient to cover
the projected debt service requirement. Long-term debt, except for the bonds and notes
payable (excluding notes payable to the Land Authority), is paid with unrestricted funds.

2. Bonds Payable The Municipality :ssues general and special obligation bonds to provide
funds for the acquisition and construction of major capital facilities and for the liquidation
of operational debB. Bonds payable outstanding at June 30, 2OLO are as follows:

Maturity
Dale

!-!-2072
L-7-2014
r-,.20L9
7-L-2020
7-L-2023
7-L-2024
7-7-2026
7-7-2026,
7-t-2028
7-L-20!?
7-L-2024
7-L-2043
7-7-2029

Original
Amount

Range of
lnterest Rates

Balancs at
June 30- 2O1O

$ 123,Om
135,000
222,OOO

10,020,000
615,000

5,a35,OOO
8,750,000
4,260,000
3,595,000

170,O00
530,OOO
106,O00
300,000

Tvpe ot bonds

1987-Series
rcagsedes
199,1-series
lgg$Series
1998-series
1999series
2OO1€eries
2oo2€erles
20o3Series
20O4€eries
20O4-Series
2o@+seties
20O4-Series

875.000 5.00%
500,000 5.00%
400,000 4.97%

14,975,000 6.30* to 6.63%
900,000 4.75%

7,365,000 4.30% to 5.60%
10,545,000 3.68% to 8.0096
5,030,000 4-3OYo to 5.606
4,235,000 6.00%

360,000 1.54% to 6.00%
605,000 1.54% to 6.00%
294,0@ 6.00%
410,000 4.50 to4.73%
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IO. rONGTERM LTABTUT|ES (CONilNUED)

Tvoe of bonds

2004-Series
200Sseries
20O6Series
2009 S€ri6
20Og Series
2o1O Series
2010 Series
2009 Series

Total gene,a! obliEailon bords

Matudty
Date

7-r-2029
7-1-2014
7-!-2077
7-!-2034
7-a-2034
7-7-2024
7-1-20N
7-t-2034

Od€lnal
Amount

$ 1,610,000
7,670,000
1,056,000
1,015,000
4,020,000

4o5,000
1,355,000
1445,000

Princioal

$ 2,696,000
2,875,000
3,012,000
3,187,000
3,294,000

14,150,000
13,123,000
s,620,000
2,190,000

Range of
lnterest Rates

1-.54%to 4.OM
1.54% to 5-50%
1.54% to 7.0O%
1.56i6 to 7.5O%
4.75%1o7.5M
4.75% lo 7 .50r)6

5.0O% to 7.5O%

Balance at
,une 30. 2O1O

$ 1"400,000
4,305,OO0

811,O00
1,O05.000
3,960,000

805,000
1,355,000
1.845.000

l50.r4l0q)

These bonds, except 2001-Series amounting to 10,545,000, 2oo3€eries amounting to
4,235,000 and 2oo4€eries amounting $294,000 are payable from the ad valorem
property tax of 7.75% which is restricted for debt service and retained by the Government
Development Bank for Puerto Rico for such purposes. ln addition, the Series 2009,
amounting 1,845,000, is payable with the revenues generated from the collection of the
.03% of the municipal sales and use taxes imposed by the Municipality and collected by
the Puerto Rico Treasury Department.

Annual debt service requirements to maturity for bonds payable are as follows:

Year Erding
June 30.

201L
2012
2073
2074
2075
20L6-2020
202!-2025
2026.2030
2034-2035
203c204L

Total

lnterest

$ 2,766,25A
3,006,546
2,430,685
2,644,279
2,446,759
9,5a4.Oas
5,019,112
1,607,088

396,563

$loJ4z-o00 L3o3ql.:lz5

3. LIMS Repayment PIan- During the fiscal year 2OO7-2OO2, the Municipality authorized
the CRIM to retain the corresponding portion for the financing project of Land
lnformation Management System - LIMS, contracted by the CRIM. A total of
$1,636,386 is to be retained in a ten years period at an interest rate of 5.95%, until
November 28,207L. At June 30, 2010, the outstanding debt balance is $310,552.
This amount is presented in the government wide financial statements.
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10. LONG-TERM UABTLTT|ES (CONTTNUED)

4. Property Tax Debt- These amounts represent the balance owed to the Municipal
Revenue Collection Center (CRIM) atJune 30, 2010, as described in Note 7.

5. Compensated Absence+ The government-wide statement of net assets includes
$2,233,018 of accrued sick leave benefrts, and $2,990,972 of accrued vacation
benefits, representing the Municipality's commitment to fund such costs from future
operations.

6, Landfill obligation- State and federal laws and regulations require the Municipality to
place a final cover on its landfill site when closed and perform certain maintenance
and monitoring functions at the landfill site for 30 years after closure. ln accordance
with Statement No. 18 of the GASB, "Accounting for Municipal Solid Waste Landfill
Closure and Post Closure Care Costs", the Municipality has performed a study of the
activities that need to be implemented at the Municipallty's landfill to guarantee the
maximum yield of available space. ln addition to operating expenses related to the
current activities of the landfill, an expense provision and related liability are being
recognized based on the future closure and post-closure care cost that will be incurred
near or after the date the landfill no longer accepts waste. The recognition of these
landfill closure and post{losure care costs is based on the amount of landfill used
during the year. During the fiscal year 2OOS-2OA0, the landfill administration made
some capital improvements that changed the estimate. The estimated liability for
landfill closure and postrlosure care costs has a balance of $8,311,166 as of June
30,2010 reported in the Government-Wide Financial Statements, which is based on
59% usage (filled) of the landfill. lt is estimated that an additional $2,156,4O0 will be
recognized as closure and post-closure care expenses between the date of the balance
sheet and the date the landfill is expected to be filled to capacity (2015). The
estimated total current cost of the landfill closure and post-closure care ($12,000,000)
is based on the amount that would be paid if all equipment, facilities and services
required to close, monitor, and maintain the landfill were acquired as of June 30,
2010. However, the actual cost of closure and postrlosure care may be higher due to
inflation, changes in technology, or changes in landfill laws and regulations. The
Municipality of Areclbo maintains $358,554 in a bank account held for landfill
improvements, and has a balance due from the general fund of $1,000,OOO.

7. Claims and Judgments- - These amounts represent the balance related to legal claims
at June 30, 2O10, as described in Note 15.
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II.OPERATING LEASES

The Municipality is obligated under certain leases accounted for as operating leases.
Operating leases do not give rise to property rights or lease obligations, and therefore the
results of the lease agreements are not reflected in the Municipality's account groups.

The following is a schedule by years of future minimum rental payments under operating
leases that have initial or remaining noncancelable lease terms in excess of one year as of
June 30,2010:

Year Ending
lxne 30.

2071_
2072
20L3
20L4
2075

Total minimum payments required

12. COMPONENT UNIT

Total

$ 524,993
42,440
42,840
42,440

7.O80

$_-_66059i!

"Corporaci6n Desarrollo Cultural Teatro Oliver, C.E.'

Nature and Organization

"Corporaci6n Desarrollo Cultural Teatro Oliver C.E." (non-profit organization) was organized
under the laws of the Commonwealth of Puerto Rico. The Corporation was established to
acquire "El Teatro Oliver of Arecibo" to be restored and operated as Municipal Theater.

Component unit financial statements of "Corporaci6n Desarrollo Cultural Teatro Oliver C.E."
were not available. As result, the component unit is not included as part of the Government-
Wide Financial Statements.

The Employee's Retirement System of the Commonwealth and its lnstrumentalities (the
Retirement System) is a cost€haring multiple defined benefit pension plan sponsored by, and
reported as a component unit of the Commonwealth of Puerto Rico. All regular employees of
the Municipality under 55 years of age at the date of employment become members of the
Retirement System as a condition to their employment.
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13.PENSION PLAN

The Retirement System provides retirement, death and disability benefits pursuant to
legislation enacted by the Commonwealth's le$slature. Disability retirement benefits are
available to members for occupational and non-occupational disabilities. Retirement benefits
depend upon age at retirement and the number of years of creditable service. Benefits vest
after ten years of plan participation.

Members who have attained 55 years of age and have completed at least 25 years of
creditable service or members who have attained 58 years of age and have completed ten
years of creditable service are entitled to an annual benefit payable monthly for life.

The amount of the annuity shall be one and one.half percent of the average compensation, as
defined, multiplied by the number of years of creditable service up to twenty years, plus two
percent of the average compensation, as defined, multiplied by the number of years of
creditable service in excess of 20 years. ln no case will the annuity be less than $20O per
month.

Participants who have completed at least 30 years of creditable service are entitled to receive
the Merit Annuity. Participants who have not attained 55 years of age will receive 65 percent
of the average compensation, as defined; otherwise they will receive 75 percent of the
average compensation, as defined. No beneflts are payable if the participant receives a
refund of his/her accumulated contributions.

Commonwealth legislation requires employees to contribute 5.775% lor hhe lirst $550 of their
monthly gross salary and 8.275o/o for the excess over $ 55O of monthly gross salary. The
Municipality is required by the same statute to contribute 9.275Yo of the participant's gross
salary. Total MunicipaliU contributions during the year ended June 30, 2010 amounted to
$1,126,604. This amount represented 100% of the required contribution.

On September 2 4, 7999, an amendment to Act. No. 447 of May 15, 1951, which created the
Retirement System, was enacted with the purpose of establishing a new pension program
(System 2000). Employee's participation in the current system as of December 31, 1999,
may elect to stay in the defined benefit plan or transfer to the new program. Persons joining
the Municipality on or after January 7, 2OOO, will only be allowed to become members of
System 2000. System 2000 will reduce the retirement age from 65 years to 60 for those
employees who joined the current plan on or after April 1, 1990.

System 2000 is a hybrid defined contribution plan, also known as a cash balance plan. Under
this new plan, there will be a pool of pension assets, which will be invested by ERS together
with those of the current defined benefit plan. The Commonwealth of Puerto Rico will not
guarantee benefits at retirement age.

The annuity will be based on a formula which assumes that each year the employee's
contribution (with a minimum of 8.275Yo to the employee's salary up to a maximum of 10%)
will be invested in an account which will either: (1) earn a fixed rate based on the tweyear
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l:}. PENSION PrAN (CONnNUED)

Constant Maturity Treasury Note or, (2) earn a rate equal to 75% of the return of the ERS'S
investment portFolio (net of management fees), or (3) earn a combination of both alternatives.
Participants will receive periodic account statements similar to those of defined contribution
plans showing their accrued balances. Disability pensions will not be granted under System
2O00. The employer's contribution (9.275Yo of lhe employee's salary) will be used to fund the
current plan.

Additional information on the Retirement System is provided in its financial statements for the
year ended June 30, 2O7O, a copy of which can be obtained from the Retirement System,
Minillas Station, PO Box 420O3, San Juan, PR 00940.

14.RISK MANAGEMENT

The Property Division is responsible of assuring that the Municipality's property is properly
insured. Annually, the Property Division compiles the information of all property owned and its
respective market value. After evaluating this information, the Property Division submits the
data regarding the Municipality's properties to the Area of Public lnsurance Department at the
Department of the Treasury of the Commonwealth of Puerto Rico who is responsible for
purchasing all property and casualty insurance policies of all municipalities.

15. COMMITMENTS AND CONTINGENCIES

A. Claims and lawsuits:

The Municipality is a defendant in a number of lawsuits arising principally from claims against
the Municipality for alleged improper actions, and other legal matters that arise in the ordinary
course of the Municipality's activities.

With respect to pending and threatened litigation, the Municipality has reported liabilities of
$165,810 in the Government-Wide Financial Statements for awarded and anticipated
unfavorable judgments.

The Municipality participates in a number of federal financial assistance programs funded by
the Federal Government. Expenditures financed by these programs are subject to financial
and compliance audits by the appropriate grantor. The amount, if any, of expenditures which
may be disallowed by such audits cannot be determined at this time, although the
Municipality management expects such amounts, if any, will not be material.
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16. FUTURE ADOPflON OF ACCOUNTING PRONOUNCEMENTS

The GASB has issued the following statements that have effective dates after June 30, 2010:

a. GASB Statement No. 54, Fund Balance Repofting and Govemmental Fund Type
Definitions (GASB No. 54). This Statement establishes fund balance classifications
that comprise a hierarchy based primarily on the extend to which a government is
bound to observe constrains imposed upon the use of the resources reported in
governmental funds. This Statement is effective for periods beginning after June
15,2070.

b. GASB Statement No. 57, Fund OPEB Measurements by Agent Employers and Agent
MultipleEmployer Plans (GASB No. 57). The objective of this Statement is to
address issues related to the use of the alternative measurement method and the
frequency and timing of measurements by employers that participate in agent
multipleemployer other postemployment benefit (OPEB) plans (that is, agent
employers): The provisions of Statement No. 57 related to the use and reporting of
the alternative measurement method are effective :mmediately. The provisions
related to the frequency and timing of measurements are effective for actuarial
valuations first used to report funded status information in OPEB plan financial
statements for periods beginning after June L5, 2071.

c. GASB Statement No. 59, Financial ,nstruments Omnibus (GASB No. 59). The
objective of this Statement is to update and improve existing standards regarding
financial reporting and disclosure requirements of certain financial instruments and
external investment pools for which significant issues have been identified in
practice. This Statement is effective for periods beginning after June 75, 2O7O.

d. GASB Statement No. 60, Accounting and Financial ReportinE for Service
Concession Anangements (GASB No. 6O). The objective of this Statement is to
improve financial reporting by addressing issues related to service concession
arrangements (SCAs), which are a type of public-private or public-public
partnership. This Statement is effective for periods begnning after December 15,
2071.

e. GASB Statement No. 67, The Financial Reporting Enilty, Omnibus-an amendment
of GASB Statements No. 74 and No. 34 (GASB No. 67). The objective of this
Statement is to improve financial reporting for a governmental financial reporting
entity. The requirements of Statement No. 74, The Financial Reporting Entity, and
the related financial reporting requirements of Statement No. 34, Basic Financial
Statements--€n d Management's Discussion and Analysis-for State and Local
Governments, were amended to better meet user needs and to address reporting
entity issues that have arisen since the issuance of those Statements. This
Statement is effective for periods beginning after June ].5, 2Ot2.
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16. FUIURE ADOPTION OF ACCOUNTING PRONOUNCEMENIS (CONTINUED)

The impact of these statements on the Municipality's basic financial statements has not
yet been determined.

17. PRIOR PERIOD ADJUSTMENTS

A. GOVERNMENTAT FUND FINANCIAL STATEMENTS

The following restatements have been made in the governmental fund financial statements,
which are reported as an adjustment to the beginning fund balances:

Capltal
Projects Fun+
Locat,State, Other

Head Stalt and FBdeial Debt Servlce Govemmental

Fund balance beginning

lnterfund transactiorls
fmm prioryears
reclassmed to geneml
fund

Reclassifi cation of fund
balances

Fund balance, beginning
as restated

Descriptlon

Net assets, begnning
lnterfund transactions from pior years reclassmed to general
fund

Net assets, beglnninEl as restated

$ 20,997,145 $ 5,970,327 $ t526,4AL $ 18,813,38C

5,059,484

Total

$ 66,205,659

5.059.444

$z2q5J43

General Fund

(5 9,680,573) $

5,059,484

1.281.O51

(tr3mJla8}

Granls Fund Funds Total

t1_.o31,.447\ (249.564\

$r-9.965.C88 $5SZA3ZZ S___r.2rO,9[ $ftA22864

B. GOVERNMENTAT.WIDE FINANCIAL STATEMENTS

The following restatements have been made in the governmental-wide financial statements,
which are reported as an adjustment to begnning net assets:
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IS.SUBSEQUENT EVENTS

- On November 12, 2O7O, the Municipal Legislature approved the issuance of a special
obligation bond for the amount of $4,14O,O00, for Phase ll of construction of new pump
station in Buenos Aires Ward. Repayment of said note is scheduled from July 2017 through
)u!y,2024.

., On November 76, 2010, the Municipal Legslature approved the issuance of a special
obligation bond for the amount of $2,O95,000, for debt payment. Repayment of said note is
scheduled from July 2OTTlhrough July,2024.

On December 74, 2O7O, the Municipal Legislature approved the issuance of a special
obligation note for the amount of $1,228,O00, for the acquisition of equipment. Repayment of
said note is scheduled from July 2011 through July,2024.
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BUDGETARY COMPARISON SCHEDULE - GENERAL FUND
(SEE NOTES TO BUDGETARY COMPARISON SCHEDULE)

YEAR ENDED JUNE 30, 2O1O

Bd{eted Amormts
Orignal Final

Variance wlth
A6lualAmouhls FinalBudget

(Budgetary Basls) Pooitlve
(See Note 1} (Negative)

RE,/ENUES
Property taxes
Municipal license tax
Sales and use tax
Licens6, permits and other local taxes
Charges for service
lntergovernmental
Rent of propeny
Fines and forfeitures
lnterest
Miscellaneous

Total revenu€s

EXPENDMJRES, ENCUMBRANCES AI{D OIHEF
FITIANCING I'SES:
Current:
General government
Public satuty
Pub,ic works
Culturc and recreation
Operating transfer to other tund

$ 10,876,565
14,850,000

4.800.000
18aO,000

645,000
7,742,768
1200,000

85,000
1,998,293
1.600.000

-45077^646

$ 25,873,128
4,452,470

,7,153,464
2,166,360
1.432.204

$ 11,9a7,171
14,850,000
4,800,@0
1840,0o0

645,OO0
7,142,7@
1,200,000

85,000
1,998,293
1.600.0oo

4eiE&232

$ 11,6s0,7rj:!
9,825,290
3,407,23!
1"199,646

17,760
7,831.691

690,096
215,896
297,U3

ao53.6a9

30J89-925

($ 336,388)
15,o24,7!O)
(1,s92,769)

(640354)
(627,24O)
688,923

(509,904)
130,896

(r-7oo,4so)
{546.311)

$1919$oa

$ 447,929
311,034
625.13:l

85,159
229.47L

s 11-698.7261

$_18299581)

$ 36,189,925

631.416
$-36a2,.:ttl1

$ 44,489,506

2,423,395
{1.037,115}

a3t.7a1-
$46.00f552

Total ereendltures, enqrmbrEnces arld other flnancing
uses $,t5.077.626

$-

$ 26,908,733
4,452,470

Ll,22a,464
2,166,360
L.432.205

s 46-1aa.232

$ 26.460.804
4,747,436

10,603,331
2,08.7,20!
1.202.734

$ ,14.ila9.5o6

$rlt299rE1)

o(cEss (DEFtctE{cY) oF REVENUES OVER (UNDER}
E(PENDMJRES, ENCUMBRANCES AND OIHER
FTNANC|NG SOURCES (lrSES)

Explanallon of Dllferences:

Sourc€q/infl ows of resources:
Actual amounts (budgetary basis)'avallable for appropdation' ftom the budgetary coriparison schedule
Difierences-budget to USGAAP:

USGAAP adjuslments to revenues
Total revenues as reported on the statement of revenues, expenditures, and changes in fund balances

Useq/outfl ows of resourcesi
Actual amounts (budgetary basis)'total charges to appropriations' fiom the budgetary comflarison schedule
Dif f erenc€+budget to USGMP:

Prior year encumbrances recorded as curent year expgnditures for USGAAP basis
Curent year encumbrances .ecorded as expenditures for budgetary basis
Non budgeted Vansfer out

Total expeoditures as reponed on the statement of rcvenues, ereenditures, and changes in fund balances
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COMMONWEATT}I OF PUERTO RICO

MUNICIPALITY OF ARECIBO

NOTES TO THE BUDGETARY COMPARISON SCHEDULE - GENERAT FUND

YEAR ENDED JUNE 30, 2O1O

1. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

a. Budgetarv Control

The Municipality's annual budget is prepared on the budgetary basis of accounting,
which is not in accordance with USGMP, and represents departmental appropriations
recommended by the Mayor and approved by the Municipal Legislature prior to the
beginning of the fiscal year. Amendments to the budget require the approval of the
Municipal Legislature. Transfers of appropriations within the budget, known as Mayor's
Resolutions, do not require the approval of the Municipal Legislature.

The Municipality prepares its annual budget including the operations of the general

fund.

For budgetary purposes, encumbrance accounting is used. The encumbrances (i.e.,
purchase orders, contracts) are considered expenditures when incurred. For USGMP
reporting purposes, encumbrances outstanding at year-end are reported as
reservations of fund balances and do not constitute expenditures or liabilities because
the commitments will be honored during the subsequent year.

The unencumbered balance of any appropriation at the end of the fiscal year will lapse
at the end of such fiscal year. Other appropriations, mainly capital project
appropriations, are continuing accounts for which the Municipal Legislature has
authorized that an unspent balance from the prior year be carried forward and made
available for current spending.

The annual budget as presented in the Budgetary Comparison Scheduleceneral Fund
is the budget ordinance atJune 3O, 2O10 representing the original budget. There were
no supplemental appropriations for the year ended June 30, 2010.
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COMMONWEATTH OF PUERTO RICO
MUNICIPALIW OF ARECIBO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2O1O

Federal Passthrough
Federal Grantor/Pass-through CFDA Entity ldentifying
Grarrtor/Program or Cluster Title Number Number Expenditures

U.S. DEPARTMENT OF AGRICULTURE:

- Pass-through the Commonwealth of Puerto
Rico Department of Education:

Child and Adult Care Food Progrcm 10.558 NotAvailable $ t,2t6,g2g

Total U.S. Department of AEficulture

U,S, DEPARTMENT OF HOUSING AND
URBAN DEVELOPMENT:

L,276,929

- Direct Program:

Community Development Block
Grants/Entitlement Grants4luster !4-2ta 2,2O9,4A4

Direct Program:

- Urban Development Action Grant L4.227 64,015

Direct Program:

Emergency Shelter Grants Program 74-237 193'666

ARRA-EmergencyShelterGrants Program L4.23L 74,846

Direct Program:

HOME lnvestment Partnerships Program !4.239 985,671

irect Program:

ARRA{ommunity Development Block Grant
ARRA EntitlementGrant(CDBG-R)(Recovery 74.253
Act funded) 702,799
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF ARECIBO

SCHEDUTE OF EXPENDITURES OF FEDERAL AWARDS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

Federal Pas$tfirough
v Federal Grantor/Pass.through CFDA Entity ldentifying

Grantor/Program or Cluster Title Number Number hpenditures

U.S. DEPARTMENT OF HOUSING AND
URBAN DEVELOPMENT: (CONTINUED)

Direct Program:
Section 8 Housing Choice Voucher Program t4.a77 4,640,444

Total U.S. Department of Housing and
Urban Development

U.S, DEPARTMENT OF JUSTICE

Passthrough the Commonwealth ffice of
the Governor (CFWM):

Rural Domestic Violence and Child
Victimization Enforcement Grant Program 16.589 Not Available

Total U.S. Department of Justice

U"S DEPARTMENT OF HEALTH AND HUMAN
SERVICES:
Pass-through the Commonwealth of Puerto
Rico Governor's Office (Elderly Omce):

Special Programs for A$ng - Title lll, Part B
- Grant for Supportive Services and Senior
Centers 93.044 Not Available

Special Programs for Aging - Title lll, Part C
- Nutrition Services 93.045 Not Available

8,870,925

70,927

70,927

772,469

266,459

National Family Caregiver Support - Title lll,
Part E 93.052 Not Available 22,570

Nutrition Services lncentives Program 93.053 Not Available 43,721,
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COMMONWEATTH OF PUERTO RICO
MUNICIPAIITY OF ARECIBO

SCHEDULE OF EXPENDITURES OF FEDERAT AWARDS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

U.S DEPARTMENT OF HEATTH AND HUMAN
SERVICES: (CONTINUED)

Pasgthrough the Commonwealth of Puerto
Rico Administration for Children and
Families (ACUDEN):
Community Services Block Grant 93.569 Not Available

Child Care and Development Block Grant 93.575 Not Available

35,997

713,150

Head Start 93.600 NotAvailable 9,800,905

- nRM-Head Start (Recovery Act funded) 93.708

ARRA-Child Care and Development Block
Grant (Recovery Act funded) 93.713 Not Available

Total U.S. Department of Health and Human
Services

2!6,45L

5,861

LL,278,383

U.S. DEPARTMENT OF HOMEI.AND
SECURITY:

Pass-through the Commonwealth of Puerto
Rico Emergency Management Agency:

Homeland Security Grant Program 97.067 Not Available 22,392

Total U.S, Department of Homeland Security

TOTAL SPENDITURES OF FEDERAL
AWARDS

22,392

$ 21,519,556

The accompanying notes are an integral part of this schedule.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF ARECIBO

NOTES TO THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDEDJUNE 30,2O1O

1. BASIS OF PRESENTATION:

The accompanying Schedule of Expenditures of Federal Awards includes the federal grant
activity of the Municipality of Arecibo and is presented on the modified accrual basis of
accounting. The basis of accounting is the same used to prepare the fund financial
statements. The information in this Schedule is presented in accordance with the
requirements of OMB Circular A-133, Audits of States, Local Governments, and Non-Profit
Organizations.

2. REI.ATIONSHIP TO FEDERAL FINANCIAL REPORTS:

Amounts reported in the accompanying Schedule are included in the Special Revenue
Fund Head Start, and Other Governmental Funds in the Municipality's fund financial
statements. The reconciliation between the expenditures in the fund financial statements
and the expenditures in the Schedule of Expenditures of Federal Awards is as follows:

Soecial Other
RevenueFund Govemmental

Description Headstaft Funds Total

Per Schedule of
Expendituresof $ aL,2L7,O7O $ 10,302,486$ 21,519,556
Federal Awards

Non federal programs
expenditures 154.845 286.089 440.934

Total expenditures in
the fund financial
statements $ll"3ZLgL5 $-10588-5f5 g2:Lp6Oll9O
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Cefiified Public Aceountanls / ivraoacsu.lent Arivisors

REPORT ON INIERNAT CONTROT OVER FINANCIAT REPORTING AND ON COMPLIANCE AND
OTHER MATIERS BASED ON AN AUDIT OF FINANCIAL SIATEMENTS PERFORMED IN

ACCORDANCE WITH GOYER'VMEN| AUDITINC STA'VDARDS

To the Honorable Mayor
and the Municipal Legislature
Municipality of Arecibo
Arecibo, Puerto Rlco

We have audited the financial statements of the governmental activities, each major fund, and the
aggregate remaining fund information of the Munlcipality of A.eeibo, Puerto Rico, as of and for the
year ended June 3O, 2O10, which collectively comprise the Munlcipallty's basic financial
statements and have issued our report thereon dated March L8,201,1. We conducted our audit in
accordance with auditing standards generally accepted in the United States of America and the
standards applicable to financial audits contained in Government Auditing Standards, issued by
the Comptroller General of the United States.

lnternal Control Over Financial Reportinq
ln planning and performing our audit, we considered the Munlclpallty of Arecibo's internal control
over financial reporting as a basis for designing our auditing procedures for the purpose of
expressing our opinions on the financial statements, but not for the purpose of expressing an
opinion on the effectiveness of the Munlcipality of Arecibo's internal control over financial
reporting. Accordingly, we do not express an opinion on the effectiveness of the Munlcipality of
Arecibo's internal control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose described
in the preceding paragraph and was not designed to identify all deficiencies in internal control over
financial reporting that might be significant deficiencies or material weaknesses and therefore,
there can be no assurance that all deficiencies, significant deficiencies, or material weaknesses
have been identified. However, as described in the accompanying schedule of findings and
questioned costs, we identified certain deficiencies in internal control over financial reporting that
we consider to be material weaknesses and other deficiencies that we consider to be significant
deficiencies.

A deficiency in internal contro, exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to
prevent, or detect and correct misstatements on a timely basis. A material weakness is a
deficiency, or a combination of deficiencies, in internal control such that there is a reasonable
possibility that a material misstatement of the entity's financial statements will not be prevented,
or detected and corrected on a timely basis. We consider the deficiencies described in the
accompanying schedule of findings and questioned costs as items 1OO1 through 1G04, to be
material weaknesses.
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REPORT ON INIERNAI CONTROL OVER FINANCIAL REPORTING AND ON COMPTIANCE AND
OTHER MATIERS BASED ON AN AUD]T OF FINANC]AL STATEMENTS PERFORMED IN

ACCORDANCE Wrllt GOyEPNMEVTAUDTT TG STAMARDS (CONnNUED)

A significant deficiency is a deficiency, or combination of deficiencies, in internal control that is
less severe than a material weakness, yet important enough to merit attention by those charged
with governance. We consider the deficiencies described in the accompanying schedule of findings
and questioned costs as item 1O{5 to be a significant deficiency.

Comoliance and Other Matters
As part of obtaining reasonable assurance about whether the Municipality of Areclbo's financial
statements are free of material misstatement, we performed tests of its compliance with certain
provisions of laws, regulations, contraets and grant agreements, noncompliance with which could
have a direct and material effect on the determination of financial statement amounts. However,
providing an opinion on compliance with those provisions was not an objective of our audit, and
accordingy, we do not express such an opinion. The results of our tests disclosed instances of
noncompliance or other matters that are required to be reported under Governm ent Auditing
Standards and which are described in the accompanying schedule of findings and questioned
costs as item 1(X)2,

We noted certain other matters that we reported to management of the Municipality of Areclbo in
a separate letter dated March 18, 2O11.

The Municipality of Arecibo'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
Arecibo's response and, accordingy, we express no opinion on it.

This report is intended solely for the information and use of management and federal awarding
agencies and passthrough entities. However, this report is a matter of public record and its
distribution is not limited.

8c
San Juan, Puerto Rico
March 78,2O11"

Stamp No. 2575455 of the Puerto Rico
Society of Certified Public Accountants
was affixed to the record copy of this report.

L6pez-l'ega, CPA, PSC
/

I -/
7

Cenificd Publjc AccouEtants / Management Ad!isors
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS APPLICABLE TO

EACH MAJOR PROGRAM AND ON INTERNAT CONTROL OVER COMPTIANCE IN ACCORDANCE
W]TH OMB CIRCULAR A-#I3

To the Honorable Mayor
and the Munlcipal Legislature
Municipality of Arecibo
Arecibo, Puerto Rico

Comoliance
We have audited the Municlpality of Areclbo's compliance with the types of compliance
requirements described in the U.S. Affice of Management and Budget (OMB) Circular A-733
Compliance Supplement that are applicable to each of its major federal programs for the year
ended June 30, 2O1O. The Municipaliry of Arecibo's major federal programs are identified in the
summary of auditor's results section of the accompanying schedule of findings and questioned
costs. Compliance with the requirements referred to above is the responsibility of the Municipality
of Arecibo's management. Our responsibility is to express an opinion on the Municipality of
Areclbo's compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted
in the United States of America; the standards applicable to financial audits contained in
Government Auditing Standards, issued by the Comptroller General of the United States; and OMB
Circular A-133, Audrts of States, Local Governments, and Non-Profit Organizations. Those
standards and OMB Circular 4-133 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
identified in the accompanying schedule of findings and questioned costs occurred. An audit
includes examining, on a test basis, evidence about the Municipality of Arecibo's compliance with
those requirements and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion. Our audit
does not provide a legal determination of the Munlcipality of Arecibo's compliance with those
requirements.

ln our opinion, the Municipality of Arecibo complied, in all material respects, with the compliance
requirements referred to above that are applicable to each of its major federal programs identified
in the accompanying schedule of findings and questioned costs for the year ended June 30, 2010.
However, the results of our auditing procedures disclosed instances of noncompliance with those
compliance requirements, which are required to be reported in accordance with OMB Circular A-

133 and which are described in the accompanying schedule of findings and questioned costs as
items, 1GO6 through 1G19.
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INDEPENDENT AUDITOR'S REPORT ON COMPTIANCE WITH REQU]REMENTS APPL]CABLE TO
EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN ACCORDANCE

wrTH oMB CTRCULAR A-133 (COimNUED)

lnternal Control Over Compliance
Management of the Munlcipality of Alecibo is responsible for establishing and maintaining
effective internal control over compliance with the compliance requirements referred to above. ln
planning and performing our audit, we considered the Municipality of Arecibo's internal control
over compliance with the requirements that could have a direct and material effect on a major
federal program in order to determine our auditing procedures for the purpose of expressing our
opinion on compliance, and to test and report on internal control over compliance in accordance
with OMB Circular A-133, but not for the purpose of expressing an opinion on the effectiveness of
internal control over compliance. Accordingly, we do not express an opinion on the effectiveness of
Municipality of Arecibo's internal control over compliance.

Our consideration of internal control over compliance was for the limited purpose described in the
preceding paragraph and was not designed to identify all deficiencies in internal control that might
be significant deficiencies or material weaknesses in internal control over compliance and
therefore, there can be no assurance that all deficiencies, significant deficiencies, or material
weaknesses have been identified. However, as discussed below, we identified certain deficiencies
in internal control over compliance that we consider to be material weaknesses and others that we
consider to be significant deficiencies.

A deficiency in internal control over compliance exists when the design or operation of a control
over compliance does not allow management or employees, in the normal course of performing
their assigned functions, to prevent or detect and correct noncompliance with a type of
compliance requirement of a federal program on a timely basis. A material weakness in intemal
control over compliance is a deficiency, a combination of deficiencies, in internal control over
compliance, such that there is a reasonable possibility that material noncompliance with a type of
compliance requirement of a federal program will not be prevented, or detected and corrected, on
a timely basis. We consider the deficiencies in internal control over compliance described in the
accompanying schedule of findings and questioned costs as items 1G10, 10"1:r, 1G15, and 1G
18 to be material weaknesses.

A si$nificant deficiency in internal control over compliance is a deficiency, or a combination of
deficiencies, in internal control over compliance with a type of compliance requirement of a federal
program that is less severe than a material weakness in internal control over compliance, yet
important enough to merit attention by those charged with governance. We consider the
deficiencies in internal control over compliance described in the accompanying schedule of
findings and questioned costs as items 10{6 through 1O{9, 1G11, LUL2, LO-L4, and 1G16
through 1&17 to be significant deficiencies.

Ldpez-lbga.CPA. PSC'

Cenified Public .Accounta!ts ; l\,laaasement Adtisors
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS APPTICABLE TO
EACH MAJOR PROGRAM AND ON INTERNAI CONTROL OVER COMPLIANCE IN ACCORDANCE

wlrH oMB C|RCUIAR A-fi]3 (CONITNUED)

The Municipality of Arecibo'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
Arecibo's response and, accordingly, we express no opinion on it.

We also noted other matters involving the internal control over compliance and certain immaterial
instance of noncompliance, which we have reported to management of the Municipality of Areclbo
in a separate letter dated March 29,207L.

This report is intended solely for the information and use of management and federal awarding
agencies and pass.through entities. However, this report is a matter of public record and its
distribution is not limited.

San Juan, Puerto Rico
March 29,2077

Stamp No. 2575456 of the Puerto Rico
Society of Certified Public Accountants
was affixed to the record copy of this report.

L6pe2-lrega, CPA, PSC

Cenified Publi( Accountanls / Manageirrent Ad!isors
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COMMONWEALTH OF PUERTO RICO
MUNICIPATITY OF ARECIBO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

YEAR ENDED JUNE 30, 2O1O

Section I - Summary of Auditor's Results
Financrb, Statements

Type of auditor's report issued: Unqualified, except for adverse for
reporting entity.

lnternal control over financial reporting:
Material weakness identified? Yes X No
Significant deficiencies identified not considered to
be material weaknesses? Yes X None reported

Noncompliance material to financial statements Yes X No
noted?

Federal awards

Internal Control over major programs:
Material weakness identified? Yes X No
Significant deficiencies identified not considered to
be material weaknesses? Yes X None reported

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

Any audit findings disclosed that are required Yes X No
to be reported in accordance with Circular
A-133, Section .510(a)?

ldentification of major programs:

CFDA Number Name of Federal Program or Cluster
74.274
74.253

14.239
74.47t
93.575
93.600

Dollar threshold used to distinguish
between Type A and Type B programs

Auditee qualified as lowrisk auditee?

Community Development Block Grant
ARRA4ommunity Development Block Grant
(Recovery Act funded)
Home lnvestment Partnership Program
Section 8 Housing Choice Voucher
Child Care & Development Block Grant
Head Start Program

$645,587

Yes No X
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COMMONWEALTTI OF PUERTO RICO
MUNICIPALIW OF ARECIBO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

Section ll - Financial Statements FindinEs

Finding Reference

Requirement

Statement of Condition

Criteria

Cause of Condition

10{1

Financial Reporting - Accounting Records

During our examination of the Municipality's accounting system, we
noted that it does not summarize the transactions in a formal General
Ledger, in order to properly record and account for the transactions of
all of its Governmental Funds (Local, State and Federal Funds). Also,
the Municipality's accounting system did not provide its Governmental-
Wide Financial Statements.

ln addition, during our examination, we observed that the bank
conciliations from the period of February 2010 through May 2O10
were not prepared correctly. The cash balance per conciliation has the
same balance from February through June 2010.

The Municipality did not include in the basic financial statements,
audited financial information related to the "Corporaci6n de Desarrollo
Cultural Teatro Oliver".

Chapter Vlll, Article 8.010 of State Act Number 81 of August 30, 1991,
states that the Municipality should maintain an effective and updated
accounting system.

GASB Stateme nt No. 74 requires that the financial information of
component units not be blended with similar financial information of
the primary government. Rather, such information should be
presented in the basic financial statements of the financial reporting
entity.

The Municipality did not ma:ntain effective internal control over the
transactions recorded on its accounting records. Also, the accounting
data is not summarized in the form of a doubleentry general ledger
record. ln addition, there were no bank conciliations for several months
hindering the Municipality of important financial information.

The Municipality was unable to obtain audited financial statements of
the 'Corporaci6n de Desarrollo Cultural Teatro Oliver", a Discrete
Component Unit.
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COMMONWEALTH OF PUERTO RICO
MUNICIPATITY OF AREC]BO

SCHEDUTE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

Section ll - Flnancial Statements FindingB

Finding Reference

Effect of condition

Recommendation

Questloned Costs

Management Response
And Correctlve Action

1O'O1 (Continued)

The Municipal'rty's accounting system did not provide updated and
complete financial information that presents the financial position and
the result of operations and the change in fund balances. Such
information is necessary to take management decisions.

The Municipality is not in compliance with the GASB Statement No. 74
requirements.

We recommend that the Municipality should establish internal control
and procedures in order to maintain an accounting system that
contains information pertaining to bank conciliations, authorizations,
obligations, unobligated balances, assets, liabilities, outlays or
expenditures, interfund transactions, etc.

Also, we recommend to the Municipality Management to require
annual audited financial statements of the "Corporaci6n de Desarrollo
Cultural Teatro Oliver", to the Component Unit management, to include
them in the financial reporting ent'rty basic financial statements.

None

The Municipality concurs with the finding. The Municipality maintains
two set of accounting records; a manual system and a computerized
system provided in the past by the Municipal Affairs Commissioner
Office (OCAM). Actually, all of the transactions were recorded in both
systems, but the manual system is the primary financial records for
financial statements preparation purposes at the end of each fiscal
year due to the fact that the computerized system real accounts
balances carried forward from prior years were affected by accounting
errors in the first years of the system operation.

Nevertheless, as part of the corrective action plan, the Commissioner
of Municipal Affairs ("OCAM") consider alternatives to improve the
accounting system, including the acquisition of new accounting
software, and therefore, we will hope to solve our accounting system
condition in the near future. Although the Legislature of the
Commonwealth of Puerto Rico has appropriated funds for the design
and implementation of a new system, no further action has been taken
on this matter.
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COMMONWEATTH OF PUERIO RICO
MUN]CIPALITY OF ARECIBO

SCHEDUTE OF FINDINGS AND QUESTIONED COSIS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

Section ll - Flnancial Statements FindingB

FlndlngReference 1GO1(Contlnued)

Also, the Municipality formalized a contract with professional services
contractor for the training of personnel in the preparation of bank
conciliations.

The MunicipaliU will meet the accountant from the "Corporaci6n de
Desarrollo Cultural Teatro Oliver" to discuss the manner in which the
financial statements of the "Corporaci6n" can be integrated to the
financial statements of the Municipality.

Responsible Person: Mr. Guillermo Gabriel- Finance Director

lmplementation date: March, 2011
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COMMONWEALTH OF PUERTO RICO
MUN]CIPALITY OF ARECIBO

SCHEDUIE OF F|NDTNGS AND QUESTIONED COSTS (CONTTNUED)

YEAR ENDED JUNE 30, 2O1O

Section ll - Financial Statements FindingF

Finding Reference

Requirement

Statement of Condition

C terla

Cause of Condition

E fect ot Condition

LO-O2

Municipal license tax revenues

Municipal license tax revenues of the fisca I year 2OLG2OL1, which
were collected in advance from taxpayers between January l and June
30, 2010 (known in Spanish as "Patente en Suspenso'), were used by
the Municipality to cover certain operating costs and cash flows
shortages of the general fund incurred during the fiscal year ended
June 30, 2010. Those unearned revenues collected in advance pertain
to the general fund's operating budget of the fiscal yeat 2OaO-2O71,
and could not be used to pay obligations of the prior year. These
transactions were not authorized by Municipal Legislature, by
Ordinance or Resolution.

Article 8.O04(b) of Law No. 81 of August 30, 1991, known as the
Autonomous Municipalities Act of Puerto Rico (Law No. 81) states that
the Municipality cannot use or obligate any amount in a $ven fiscal
year that exceeds the appropriations and the resources authorized by
ordinance or resolution for such fiscal year. ln addition, the
Municipality cannot be committed, in any form, to any contract or
negotiation for the future payment of amounts that exceed the current
fiscal year's budgeted resources.

The foregoing condition is primarily due to the facts that the
Municipality does not prepare cash flows forecasts and projections to
anticipate any cash flows shortage. Management does not have timely
and accurate informatlon regarding its operations and cannot monitor
the adherence to the established budget appropriations and cash
flows.

This situation will result in possible significant general fund limitations
and eventual reduction or elimination of municipal services since
future revenues were used to pay for accumulated liabilities

We recommend the Municipality to prepare cash flows forecasts and
projections to anticipate any cash flows shortages and to avoid using
financial resources of future fiscal years to cover the operating needs
of the current fiscal year.

Recommendation
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COMMONWEALTH OF PUERTO RICO
MUNICIPATITY OF ARECIBO

SCHEDUTE OF FTND|NGS AND QUESflONED COSE (CONTTNUED)

YEAR ENDED JUNE 30, 2O1O

Sectlon ll - Financial Statements Findings

FlndingReference 10-02(Continued)

QuestionedCosts None

Management Response
and Corrective Actlon We expect that with the implementation of corrective actions and the

preparation of a cash flows forecasts and projections to anticipate any
cash flows shortages and other measurements that our financial
consultants can recommend us, avoid the use of the license tax
revenues collected in advance, in future fiscal years.

Responsible Person: Mr. Guillermo Gabriel, Finance Director

lmplementation Date: During Fiscal Year 2O1O-2O71
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COMMONWEALTH OF PUERTO RICO
MUNICIPATITY OF ARECIBO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

Section ll - Financial Statements Flndings

Finding Reference

Requirement

Statement of Condition

10{3

Cash Receipts - Revenue, Receivable - Collections

We performed a cash receipt test and examined a sample of thirty (30)
collections. The following summarize the exceptions noted:

a. ln four (4) cases, the Daily Receipts Validation Report was not
available for examination and we could not trace the amounts
collected to the deposit slip and bank statements.

b. ln nineteen (19) cases, the deposit slip was not available for our
examination. This situation caused that the amounts tested could
not be traced to the Daily Receipts Validation Report and we
cannot veriry if the collections are deposited in the correct bank
account and accounted for in the correct fund and revenue
account.

c. ln nine (9) cases, the Treasurer did not include adequate evidential
documentation (customer's remittance data as excise tax
determination documents, and customer notification letters, etc.)
which support the collections receipts CRO1 and CR02.

d. The Collection Department does not have proper segregation of
duties since an Auxiliary Treasurer performs duties of an fficial
Treasurer.

e. In twelve (12) taxpayefs file did not include the Municipal License
Tax certificate copy.

f. Four (4) taxpayer's file did not include the Financial Statements.

g. One (1) taxpayer's file did not include the Volume Business
Declamtion.

The Section Four (4) ofthe Chapter three (3) of the Revised Regulation
on Basic Standards for Municipalities of Puerto Rico establishes that
the Official Treasurer should realize a daily rev:sion of amount
collected and amounts credited in bank to assure that the revenues
has been duly accounted and processed in the period of collection and
in the correct fund.

lnternal control procedures failed to assure that daily collections are
duly accounted for and duly recorded in the correct fund.

Crlteria

Cause of Condition
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Effect of Gondition

10-03 (Continued)

ln these cases the Municipality did not comply with regulations stated
in The Section Four (4) of the Chapter three (3) of the Revised
Regulations on Basic Standards for the Municipalities of Puerto Rico.

The Municipality should establish adequate monitoring procedures to
assure that collections are deposited in the correct bank account and
accounted in the correct fund and revenue account. Also, an
evaluation of office space and document control should be made to
safeguard important documentation about daily transactions and
taxpayer's files.

None

The Municipality concurs with the finding. The Municipality's Treasury
Department relocated to another site where filing space should be
adequate. AIso, the Municipality will strengthen its monitoring
procedures so that supporting documents are properly filed and
available to provide to the auditors.

Responsible Person: Mr. Edgardo Col6n - Treasury Department Director

lmplementation Date: March, 2011

Recommendatlon

Questaoned Costs

Management Response
And Corectlve Actlon
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10-04

Expenditures for Goods and Services and Accounts Payable+
Purchasing and receiving

We performed a cash disbursement test and examined eleven (11)
disbursement vouchers which belonged to CDBG Program, two (2)
which belonged to ARRA CDBG Program, twelve (12) which belonged to
HOME Program, nine (9) which belonged to Child Care Development
Grant, eight (8) which belonged to Child Care Food Program, twenty five
(25) which belong to Section 8 Housing Voucher Program, thirty two
(32) which belong to Head Start Program. The following will summarize
the internal control exceptions noted:

a. ln thirty one (31) cases, the Purchase Order was issued after the
receiving of goods and services. (Eight (8) purchase orders
correspond to CDBG Program, fourteen (14) orders correspond to
Child Care Food Program, seven (7) orders correspond to Head
Start Program, one (1) order correspond to ARRA CDBG Program
and one (1) correspond to Child Care Development Grant).

b. ln twenty five (25) cases, the Disbursement Voucher was not
marked as paid. (Correspond to Section 8 Housing Voucher
Program).

c. ln three (3) cases, the Receiving Report and lnspection was not
marked as paid. (Correspond to Child Care Development Grant).

d. In five (5) cases, the purchase order was not marked as paid. (Two
(2) correspond to Child Care Development Grant and three (3)
correspond to CDBG Program).

e. ln two (2) cases, the disbursement voucher was not available for
our examination. (Correspond to Child Care Development Grant).

f. ln eight (8) cases, the disbursement voucher was not approved by
pre interventor. (Seven (7) correspond to CDBG Program, and one
(1) correspond to Head Start Program).
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g. ln twenty eight (28) cases, the Disbursement Voucher was not
signed by the Official Payer. (Twenty five (25) correspond to Section
8 Housing Voucher Program and three (3) correspond to CDBG
Program).

h. ln one (1) cases, the original invoice was not marked as paid.
(Correspond to Child Care Development Program).

i. ln two (2) cases, the justificants of the disbursement voucher are
not marked as paid. (Correspond to Child Care Development
Program).

j. ln twenty six (26) cases, the purchase order was not signed by the
Finance Director. (Twenty five correspond to Section 8 Housing
Voucher Program and one (1) correspond to Child Care
Development Grant).

k. ln one (1) case, the Receiving Report and tnspection was not available
for our examination. (Correspond to Child Care Development
G ra nt).

l. ln twenty seven (27) cases, the Disbursement Voucher was not
signed by the Mayor or his authorized representative. [fwenty five
(25) correspond to Section 8 Housing Voucher Program, one (1)
correspond to CDBG Program, and one (1) correspond to Head
Start Program).

m. In twenty three (23) cases, the Requisition sheet was not signed by
the person that realized the request. (Correspond to Head Start
Progmm)

The Revised Regulations on Basic Standards for the Municipalities of
Puerto Rico establish in the Chapter Four (4) that the Finance Director
will be responsible to account and prepare disbursements through
documents duly prepared and certified.

Criteria
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Cause of Condition

Effect of Condition

Recommendation
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Management Response
And Corrective Action

The Municipality internal control failed to assure that all documents
supporting disbursement of funds are approved before disbursement
of funds.

The Municipality is not in compliance with Chapter Four (4) of the
Revised Regulations on Basic Standards for the Municipalities of
Puerto Rico.

We recommend that the Municipality should improve its internal
control and procedures in order to assure that disbursement vouchers,
cancelled checks and other supporting documents are available for
examination by auditors and includes all required documentation and
approvals.

None

The Municipality concurs with the finding. The Municipality will give
specmc instructions to each department and to the pre-interventor
office that no disbursement will be made unless it complies with
minimal documentation and supporting evidence, including all
approvals.

Responsible Person: Mr. Guillermo Gabriel, Finance Department
Director

lmplementation date: March, 2011
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10{5

Payroll and Related Liabilities - Personnel, Employment and Rate
Authorizations

We performed a payroll test and examined a sample of thirty (30)
personnel files, and the related payroll documents of those
functionaries and employees. The following will summarize the
situations found:

a. The Municipality has not established a Reclassification and
Retribution Plan for regular employees. Also, the plan for
functionaries and department directors has not been updated
since 1985.

Chapter Xl Article 11.001 of State Act Number 81 of August 30, 1991
states that each Municipality's should establish an updated
Reclassification and Retribution Plan for functionaries and regular
employees. Article 11.006 states that all positions are subjected to
Reclassification and Retribution Plan, adjusted to circumstances and
necessities of the Municipality. The Mayor will establish the plan with
the approval of the Municipal Legislature.

The Municipality's control and procedures failed to assure that the
Municipality establishes a Reclassification and Retribution Plan for
regular employees. Also, should update the plan for functionaries and
department directors.

The Municipality is not in compliance with the Articles 11.001 (b) and
11.006 of State Act Number 81 of August 30, 1991.

We recommend that the Municipality should implement the necessary
internal controls and procedures in order to comply with the
requirements established in the State Act Number 81 of August 30,
1991.

NoneQuestioned Cost
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management Response
and corrective Action The Auditor's recommendation would be considered as part of

corrective action plan development and implementation. Also, the
Municipality will communicate with "ORHELA" for technical support in
the implementation of the plan. We expect that the first phase will be
implemented in the fiscal year 2O7G2OL!.

Responsible Person: Mr. Marcos Navarro- Human Resources and
Human Capital Director

lmplementation Date: July 2012
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Finding Rererence 10{6

Program Community Development Block Grant/Entitlement Grants (CFDA
L4.2La); U.S. Department of Housing and Urban Development

Requirement Allowable Cost and Cost Prlnciples

statement of condition Section ll - Financial Statements Findings- Finding Reference 10-04.
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Finding Reference 10-07

progtram Community Development Block Grant/Entitlement Grants (CFDA

L4.218); U.S. Department of Housing and Urban Development

Reguirement Cash ManaElement

statement of condnron Section ll - Financial Statements Findings Finding Reference 10{1.
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Finding Reference 1OO8

Program ARRA4ommunity Development Block Grant (CFDA 14.253) (Recovery
Ast funded); U.S. Department of Housing and Urban Development

Requirement Cash Management

sratemenr of condilbn Section ll - Financial Statements Findings- Finding Reference 1O-O1.
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Program Home lnvestment Partnership Program (CFDA. No. 14.239); U.S.

Department of Houslng and Urban Development

Requirement Cash Management

statement of condition Section ll - Financial Statements Findings. Finding Reference 1O{1.
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v Flndlng Reference 10t10

Program Section 8 Houslng Choice Vouchers Plogram CFDA (14.871) U.S.

Department of Housing and Urban Development

Requirement Allowable Cost and Cost Principles

Statement of condition Sectlon ll - Financial Statements Findings. Finding Reference 10{4.
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v Findlng Reference LGL!
program Section 8 Houslng Choice Vouches Proglam CFDA (14.871) U.S.

Department of Housing and Urban Development

Requirement Cash ManaEement

statemenr or condition Section ll - Financial Statements Findings Finding Reference 1G01.
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Statement of Condition

Criteria

Cause ot Condition

Effect of Condition

Recommendation

Questioned Costs

Management Response

LoL2

section 8 Housing Choice Vouchers (CFDA. No. 14.871); U.S.

Department of Housing and Urban Development

Special lest-Depository Agreements

We noted that the Section 8 Housing Choice Voucher Program did not
comply with the compliance requirement of Depository Agreements.
The PHA is required to enter into depositary agreement with their
financial institutions in the form required by HUD. (Form HUD-51999)

24 CFR Subpart D, Section 982.156 states. (c) The PHA must enter
into an agreement with the depositary in the form required by HUD. (d)

lf required under a written freeze notice from HUD to the depositary: (i)

The depositary may not permit any withdrawal by the PHA of funds held
under the depositary unless expressly authorized by written notice
from HUD to the depositary: and (ii) The depositary must permit
withdrawals of such funds by HUD. (2) HUD must send the PHA a copy
of the freeze notice from HUD to the depositary.

The Program is not performing an effective review of compliance
requirement that are required by HUD.

The PHA is not in compliance with laws and established regulation as
prescribed by HUD.

Procedures should be implemented to ascertain that the PHA complies
with the established Federal Regulation, as prescribed by HUD.

None

The Municipality management agrees with the finding. The Program
Coordinator will make a written request to the bank institution to
complete form HUD-51999 as stated in the compliance supplement.

lmplementation Date: lmmediately

Responsible Person: Mrs. Enid Martfnez-Housing Director
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FindinE Rererence 1G,13

Program Child Care and Development Block Grant (CFDA. No. 93.575); U,S.

Department of Health and Human Services; Pass through State -
Commonwealth of Puerto Rico Administration for Children and
Families.

Requirement Allowable Cost and Cost Principles

sratement of condition Section ll - Financial Statements Findings- Finding Reference 1GO4.
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Finding Reference LG14

Program Child Care and Development Block Grant (CFDA. No. 93.575); U.S.
Department of Health and Human Services; Pass through State -
Commonwealth of Puerto Rico Administration for Children and
Familles.

Requirement Cash Management

statement of condition Section ll - Financial Statements Finding+ Finding Reference 10{1.
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And correctlve action

1G,15

Child Care and Development Block Grant (CFDA. No. 93.575); U.S.
Department of Health and Human Services; Pass through State -
Commonwealth of Puerto Rico Admlnistration for Children and
Families.

Cash Management-Time elapsed

We realized Cash Management Test and we found the following
exceptions:

a. The program funds were not disbursed on a reasonable lapse of
time after the transfer of funds.

CFR 45, Subpart C, Section 92.20 (b) (7), requires a cash management
system in order to minimize the time elapsed between the transfer of
funds from the U.S. Treasury and disbursements made by the grantee.

The procedures established by ACUDEN in the delegation of funds
agreement do not provide a clause to comply with this requirement.

The Municipality is not in compliance with 45 CFR, Subpart C, Section
e2.2O (b) (7).

We recommend management to require ACUDEN alternate methods to
request cash in order to comply with this requirement.

None

The Municipality management agrees with the finding. The Program
Coordinator will make a written request to "ACUDEN" for advice
regarding this finding.

Responsible Person: lvette Nazario- Program Accountant

lmplementation date: March, 2011
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Finding Refe/ence 1G,16

Progtam Head Start (CFDA. No. 93.600); U.S. Department of Health and
Human Services; Pass through State - Commonwealth of Puerto Rlco
Administration for Ghildren and Familles

Requirement Allowable Cost and Cost Principles

statement of condirion Section ll - Financial Statements Findings- Finding Reference 1G04.
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v Finding Reference LG1T

Program Head Start (CFDA. No. 93.600); U.S. Department of Health and
Human Services; Pass througlh State - Commonwealth of Puerto Rico
Administration for Children and Families

Requirement Cash Management

statement of condition Section ll - Financial Statements Findings" Finding Reference 1G01.
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10-la

Head Start (CFDA. No. 93.600); U.S. Department of Health and
Human Services; Pass through State - Commonwealth of Puerto Rico
Administration for Children and Families

Cash Management-Time elapsed

We realized Cash Management Test and we found the following
exceptions:

a. The program requested funds that were not disbursed on a
reasonable lapse of time.

CFR 45, Subpart C, Section 92.20 (b) (7), requires a cash management
system in order to minimize the time elapsed between the transfer of
funds from the U-S. Treasury and disbursements made by the grantee.

The procedures established by ACUDEN in the agreement of delegation
of funds do not provide a clause to comply with this requirement.

The Municipality is not in compliance with 45 CFR, Subpart C, Section
e2.2O (b) (7).

We recommend management to require ACUDEN alternate methods to
request cash in order to comply with this requirement.

None

The Municipality Management concurs with the finding. Auditor's
recommendation would be considered as part of corrective action plan
development and im plementation.

Responsible Person: Mrs. Marla Torres - Program Accountant

lmplementation date : March,2O11
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Orlginal qrir€rt Stahrs of Prior Ye6r Audit Federal A*ard Findings - Paft ltl Flndin€s
FindirE (As requir€d by OMB qrcular Alixl)
Number CfDA No,

09{5 L4.274 Management should imorove its internal control and orocedu res in
order to assure that disbursement vouchers. cancelled checks and
other suooorting documents are available for examination bv
auditors and includes all reouired documentation and aoDrovals.

No corrective action has been taken. The auditors reissued the
finding in the current year. See Finding Reference 10{6.

o946 14.244 Managemeot should imDlement procedures to ascertain that the
Municioality complies with the established Federal ReEulation. as
orescribed bv HUD.

Corrective action has been taken.

0907 74.239 Management should establish adequate Drocedures to assure that
accounilnE records balances to commit are in line with the lDlS
Svstem in order to conect the differences and to assure that funds
are committed and exoended in the reouired period.

Partial corrective action was taken. On October 20O9, the committed
CHDOS amount was disbursed.

09{8 74.47L Manaqement should imorove its internal control and orocedures in
order to assure that disbursement vouchers. cancelled checks and
other suooorting documents are available for examination bv
auditors and includes all reouired documentation and aoorovals.

No corrective action has been taken. The auditoE reissued the
flnding in the current year. See Finding Reference 1G1O.

o9-o9 93.575 ManaEement should improve its internal control and orocedures in
ordet to assure that disbursement vouchers, cancelled checks and
other supportinA documents are available for examination bv
auditors and includes all required documentation and aporovals.

Corrective action has been taken.
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Original Orrent Ststus of Prlor Year Audit Fede6l Awad Findings - Part lll Findings
Finding (As rcqulrcd by OMB Gn{lar Affl3)
Number CFDA No.

o+10 93.575 Management should require ACUDEN alternate methods to request
cash in order to comolv with this requirement.

No corrective action has been taken. The auditors reissued the
finding in the current year. See Finding Reference 1G15.

o9-11 93.600 Management should reouire ACUDEN alternate methods to reouest
cash in order to comolv with this reouirement.

No corrective action has been taken. The auditors reissued the
finding in the current year. See Finding Reference 1G18.

08{5 a4-278, ManaEement should implement Drocedures to ascertain that the
Municioalitv comolies with the established Federal ReEulation. as
orescribed bv HUD.

Corrective action has been taken.

08{6 14.871 ManaEement should imorove its internal control and orocedures in
order to assure that disbursement vouchers. cancelled checks and
other suooorting documents are available for examination bv
auditors and includes all reouired documentation and aoorovals.

No corrective action has been taken. The auditors reissued the
finding in the current year. See Finding Reference 1G10.

08{7 93.575 Management should reouire ACUDEN alternate methods to reouest
cash in order to complv with this reouirement.

No corrective action has been taken. The auditors reissued the
finding in the current year. See Finding Reference 10-15.

o8{9 93.600 ManaEement should reouire ACUDEN alternate methods to request
cash in order to comolv with this reouirement.

No corrective action has been taken. The auditors reissued the
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FlndlrE
l{umber CfD No.

( s rEqulred by OMB Orcular ,lff!:l)

finding in the current year. See Finding Reference 1G18.

o7-10 93.575 Management should reouire ACUDEN alternate methods to request
cash in order to comolv with this requirement.

Audit finding is no longer valid since has passed more than two (2)
years since the reports were submitted to the Single Audit
Clearinghouse. The Federal Agency who delegated the funds to the
Municipality is not gving follow-up to the finding and has not issued a
final decision respect to the finding

07-!7 93.600 Manadement should reouire ACUDEN alternate methods to reouest
cash in order to comolv with this reouirement.

Audit finding is no longer valid since has passed more than two (2)
years since the reports were submitted to the Sin$e Audh
Clearinghouse. The Federal Agency who delegated the funds to the
Municipality is not giving follow-up to the finding and has not issued a
final decision respect to the finding.
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