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INDEPENDENT AUDITORS' REPORT

To the Honorable Mayor and
the Municipal Legislalure
Municipalily of Anoyo
Anoyo, Puerlo Rico

We have audited lhe accompanying ,inancial slatements of the govemmental activities, each maior ,und, and the aggregate
remaining lund inlormation of the Municipality of Anoyo, Puerto Rico, as of and for the year ended June so, zOtbi w[i*r
collectively compdse the Municipality's basic tinancial statements as listed in the table ol contents. These linancial statemenls
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 Uniled States ol America and the
standards applicable to financial audits contained in the Govemment Auditing Standards, issued by the Comptroller General of
the Uniled Slates. Those slandards require that we plan and pedorm the audit lo obtain reasonable assurance about whether
lhe respective financial statements are free ol material misstatemenl. An audit includes examining, on a test basis, evidence
suppoding the amounts and disclosures in the respeclive financlal statements. An audil also includes assessing the accounting
principles used and signilicant estimales made by management, as well as evaluating the overall financial statemenli
presentation. We believe that our audit provides a reasonable basis for our opinions.

ln our opinion, lhe linancial statements relerred lo above present fairly, in all material respects, the respective linancial position
of the govemmental activities, each major fund, and the aggregate remaining lund inlormalion lor the primary govemment of
the Municipality of Arcyo, Puerlo Bico, as of June 30, 2010, and the respective changes in linancial posilion, ihereol lor the
year lhen ended in conformity with accounting principles generally accepled in the Uniled States of America.

ln accordance with Governmenl Auditing Slandards, we have also issued our reporl dated March 18, 2011, on our
consideration ol the llunicipality's inlemal control over linancial reporling and on our tests ol its compliance with cerlain
provisions ol laws, regulalions, conlracts, and granl agreemenls and other matters. The purpose o, that ieport is to describe
the scope of our testing of intemal conlrol over llnancial reponing and compliance and the results ol that iesting, and nol to
provide an opinion on the inlemal conlrol over financial reporting or on compliance. That report is an integral part ol an audit
perfomed in accordance with Govemment Auditing Standards and should be considered in assessing the resulti ol our audit.

Accounting principles generally accepted in the United Slates ol America require that the management's dlscussion and
analysis and budgetary comparison information on pages 3 through 13 and 47 be presented to supplement the basic linancial
slalemenls. Such inlormation, although not parl of the basic financial stalements, is required by lhe Govemmental Accounting
Standards Board, who considers it to be an essential part ol linancial reporting lor placing the 6asic financial statements in a;
appropriate operational, economic, or historical conlexl. We have applied certain limited procedures to the required
supplemenlary inlormation in accordance with lhe auditing standards generally accepted in the United States ol America, which
consisled ol inquides ol management about the methods of preparing lhe inlormation and comparing the informaiion lor
consistency with management's responses lo our inquiries, the basic rinancial stalemenls, and other knowledge we oblained
during our audit ol the basic financial stalements. 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.

Crllr P.rIa:r: =16Sr. F1 Ccrt-:::i- Srl jrrall. P.R. i',iro:ri--i lt l - ic1.,lSl, li-.SrrI-l Ij:ii,ISI-, :ii.l-u-r:-



INDEPENDENT AUDITORS' REPORT (C0i'ITINUED)

Our audit was conducled for the pupose ol lorming opinions on the financial statemenls that collectively comprise the
Municipaliiy ol Aroyo's financial slatements, as a whole. The accompanying schedule ol exp€nditures of lederal awards is
presented lor puryoses of additional analysis as required by U.S. otfice of Management and Budget Circular A-133, Audits ol
Slales, Local Govemmenls, and Non- Prolit Organizations, and is also not a required pafl ol the linancial stalements.

The schedule ol expenditures of federal awarG is lhe responsibility ol management and was dedved lrom and relate direclly to
the undedying accounling and olher records used lo prepare the Iinancial statements. The infomation has been subjected to
the.auditing procedures applied in the audit ol the financial statements and cenain additional procedures, including comparing
and reconciling such informalion directly to the underlying accounting and other procedures in accordance with audting
standards genelally accepted in the United States ol America. ln our opinion, the inlormation is lairly stated in all material
respects in relation to the financial statemenb as a whole.

San Juan, Pueflo Hico

December 29, 2010

Stamp No. 2575/145 of the Puerto Rico

Society of Ceflilied Public Accountants
was atlixed to the record copy ol this report.

Lipe:.-l'e ga, (' P,l. PS(
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COI'IIOIIWEALTI{ OF PUERTO RICO
IIUNICIPALITY OF ARROYO

IIAiIAGEIIENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUTIE 30, 2O1(l

The management of llunicipelity ol Anoyo, Pueflo Rico ( unicipality) offens this namtive overview and analysis of the
linancial activities of the Municipality lor the fiscal year ended June 30, 2OlO. The Management's Discussion and Analysis
(MD&A) is designed to locus on the cunenl year activitie, resulling changes and currently known lacts, and much of the
inlormalion is comparable to pdor year. This MD&A should be read in conjunction with the accompanying basic financial
statements and the accompanying notes lo those tinancial slatemenb.

The new repoding model required by Govemmental Accounting Standards Board Slatement No. 34 was implemented during
liscal 2003-2004. This MDM is prepared in order to comply with such pronouncement and, among other puposes, to provide
lhe financial statements users with the lollowing m4or inlomation:

. a broader basis in focusing important issues;. acknowledgement of an overuiew ol the Municipalit/s financial activities;

' provide tor an evaluation ol its financial condition as of the end of the indicated liscal year, compared with pdor year resulls;. identification of uss ol lunds in the linancing ol he Municipality's variety ol activities and;r assess managements ability to handle budgetary functions,

FIilA}ICIAL HIGHLIGHIS

The lollowing are key linancial highlights lor the liscal year:

* The Municipality's assets exceeded its liabilities atJune 30,2010 by $20,393,667, and at June 30,2009 by 919,A11,15i, as
restated;

The Municipalitys total nel assets increase by $1,082,516 dudng liscal year 2009-2010;
As ol June 30, 2010, lhe Municipality's govemmenlal lunds roported combined ending lund balance ol $9,221,53,l, an
increase ol $2,584,581 lrom the pdor yea[
At June 30, 2010, the Statement ol Net Asset presented a d dicit ol $(11,279,1421;
Dudng liscal year 2009-2010, the Municipalig issued $2,fn5,000 in bonds and notes debts;
The Municipality's capital assets inventory incrcased as a result ol this year's operatiors. Capihl assets as ot June 30, 2010
were $31 ,227,738 (net ol accumulated depreciation);
The invesrnent in capital assets for this year was $20,860,509 (net ol related debt);
Loans pdncipal payments were $478,203 and $303,210 in 2010 and 2009, respectively.

OVERVIEW OF ITIE BASIC FINA]ICIAL STAIEIIENTS

This discussion and analysis are intended lo serve as an introduclion to the Municipality's financial stalemenb. The
Municipalitys basic financial statements compdse three components: governmentwide linancial statemsnts; tund linancial
statements; and notes to the financial statemenb. This repon aho contains other supplemontary information in addition to the
basic linancial shtemonts lhemselves.

*
*

*
.l.
*

*
*



COI'IIONWEALTH OF PUERTO RICO

IIUNICIPALITY OF ARROYO

IiIANAGEilENT'S DISCUSSIoII AilD AIIALYSIS (CoilTlilUED)

FOR THE FISCAL YEAR EiIDED JUI.IE 30, flO

GOVERNilEi{T-WIDE FlilAl,lClAL STATEUET{TS

The govemment-wide financial shtements are composed ol: (1)the shtement ol net assets and (2) the slatement ol activities.
These linancial statemenb can be lound immediately lollowing this MDM. These linancial statements are designed to provide

reades wilh a broad overview ol the Municipalitys finances, in a maflner similar to a private-sector businsss.

STATEIIEIIT OF ilET ASSEIS

The pupose ol the statement ol net asseb is to attempt to report all assets owned and all liabilities owed by the Municipality.
The Municipality reporb ol all ol ils assets when it acquires ownelship over th8 asseb and reporb all ol its liabilities when
they are incured. For example, the Municipality reporls buildings and inlrastructure as assets, even lhough lhey are not
available to pay he obligatiom incured by the Municipality. On the other hand, the Municipality rcpo s liabilities, such as
claims and judgments, bonds and notes payable, obligations under capital leases, componsated absences and cenain
accounb payable and accrued liabilities, even $ough these liabilities mighl nol be paid until several liscal yeals into the
future.

The dillerence belween the Municipalitys total asseb ard total liabilities reported in the stalemenl ol net assels is presented

as net assels, which is similar to the tolal owners' equity reported by a commercial enleryrise in its linancial slatements.
Allhough the purpose o, lhe Municipality is nol to accumulate net asseb, as this amount increases or decreass over time,
such amount replesents a uselul indicator o, whether tha linancial position of lhe Municipality is eiher improving or
detedorating, respeclively.

STATEIIEilT OF ACNVMES

The statement ol activities presents inlomation showing how the Municipalitys net assets changed dudng ihe fiscal year

ended June 30, 2010, by preseniing all of the Municipality's revenues and elpenses. As previously discussed, the items

reported in the statement ol activities are measured in a manner similar to the approach used by a commercial enteprise in

that revenues are recognized when eamed or established criteda are satisfied, and expenses are recorded when incuned by
the Municipality. Consequently, revenues are repoded even when they may not be collecied lor several monhs after lhe end
ol the liscal year and expenses are rocorded even though they may not have used cash during the curent year.

Although lhe shtement ol activilies looks dilferenl lrom a commercial enleryrise's income statement, the difference is only in
format, not substance. Whereas the bottom line in a commercial enterprise rapresents its net income, ihe Municipality reporb
an amount described as net change in net asseb, whic.h is essentially the same concept.

The locus of the statement ol activilies is on the net cosl of various activities pmvided by the Municipality. The statemenl
begins with a column that identilies the cost of each of the Municipality's major fumtions. Anoher column identilies the
revenues that are specifically related to the classified govammental functions. The diflerence between the expenses and
revenues related to specilic funclions/programs identilies he extent to which each function of the Municipality draws from
general revenues or is setf-financing through lees, intergovemmental aid, and other sources of resources.

This statement also presenb a comparison between direct expenses and program revenues lor each lunciion of the
Municipality.

4



COI'IIIONWEALTH OF PUERTO RICO
IIUNICIPALITY OF ARROYO

TTANAGETTENTS rrSCUSStOlt AilD ANALYS|S (CONINUED)

FOR II.IE FISCAL YEAF ENDED JUNE 30, 2O1O

GoVERNIENT-W|DE F|NANC|AL STATEI|ET{TIi (CoNT|]{UED)

Both ol the govemmentwide financial statements ol the Municipality are principally supported by taxes and inlergovemmental
revenues. The govemmental activities of lhe Municipality irclude; mayor and municipal legislature, genenal govemment public
safety, public works, cuhure and recreation, health and sanitation, human seruices and welfare, urban development, education
and inlerests. Property taxes, municipal license taxes, sales taxes, and state and federal grants finance most o, these activities.

FUI{D FIilAI{CIAL STATEI'ENTS

The Munhipalitys lund financial statements consist ol: (1)the balance sheet and (2) the stalement of revenues, expenditures
and changes in fund balances. These linancial statements report the financial position and fre resulb ol operatiom of the
Municipality's govemmental lunds, with an emphasis on th6 Municipaligs malor govemmental lunds.

A fund is a grouping ol relaled accounb that is used to mainlain contol over resources that have been segregated for specific
activilies or obiectives. The Municipalily, like most other shte and local govemments, uses fund accounling to ensure and
demonstrate compliance with linance-related legal requiBments. Each lund is considered an independent liscal enlity
accounted ,or within a sel ol sell-balancing accounb that comprise its asseb, liabilities, fund equity, revenue, and expenditures.
Fund accounting segregates funds actording to theh intended purpose and is used to aid management in demonstrating
compliance with legal, financial and contractual provbions.

GOVERNIIEI{TAL FUNDS

the Municipalitys basic seryices are reponed in lhe govemment lund linancial statomenb. The govemment lunds are reported
using an accounting melhod called modffied accrual accounting, which measures cash and all other financial assets that can
readily be convelted into cash. Govemmental funds are used lo account for essenlially lhe same funclions reported as
govemmenlal ac{ivities in the govemment-wide financial stalements. However, unlike the govemment-wide financial statements,
govemmenlal fund financial stalemenB locus on near-lem inflows and oudlows of spendable resources, as well as on balances
ol spendable resources available at the end of the liscal year. Such infomation may be useful in evaluating a govemments
near-term linancing requirements. Because the ,ocus of govemmental lunds is narower lhan that ol the govemment-wide
,inancial statements, it is useful to compare the inlomalion presented lor govemmental lunds with similar inlomalion presented
Ior govemmental ac{ivities in the govemment-wide financial statements. By doing so, readets may better understand the long-
term impact ol the govemmenfs near-lerm linancing decbions.

The Municipality adopb an annual appropdated budget for its general lund. A budgetary compadson statement has been
provided lor the general ,und to demonstrale compliance wilh this budget.

NOIES TO IHE BASIC FINANCIAL STAIEIIENTS

The notes provide additional inlormation that is essential to a full understanding ot the data provided in the govemment-wide
and lund Iinancial statements.

OTHER It{FOBI'AIIOl{

ln addition to the basic financial slatemenb and accompanlng notes, this repon abo presents cenain required supplementary
inromation containing budg€t to actual compadsom lor the general and maior lunds.



COIiIMONWEALTH OF PUERTO BICO
MUNICIPALITY OF ABROYO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30,2O1O

GOVERNMENT.WIDE FINANCIAL ANALYSIS

GOVERNMENTAL NET ASSETS

As noted eadier, net assets may serve over time as a uselul indicator ol a govemment's linancial position. ln the case ol the
Municipality, assets exceeded liabilities by $20,393,667 as of June 30, 2010, versus $19,311,151 as of June 30, 2009, as
restated. OUI analysis below locuses on the nel assets (Table 1) and changes in net assets of the Municipality's governmental
activities.

Table 1

Statement ot l,lei Assets

Current and nonrurrent assets
Capitalassets

Total Assels

Current liabilities
Long-term liabilities

Total Liabilities

Net assels:
Investment in capital assets, net of related
debt
Resiricted
Delicit

Total Net Assets

2010

$ 11,385,486

31,227,738

42,613,224

1,599,022
20,620,535

22,219,557

20,860,509
10,812,900

(11,279,742],

s 20,393,667

2009
(as reslaled)

$ 9,366,748
29,078,358

___!q44q106

2,527,754
16,606,201

____!g,l-33155

19,757,926
9,29s,632

(9,742,407)

$ 19,311,15r

45,000,000

40,000,000

35,000,000

30,000,000

25,000,000

20,000,000

15,000,000

10,000,000

5,000,000

0

r2010

E 2009

Total Assets Total Liabilities Total Net Assels



coiltfor{wEAlTH oF PUERTo R|CO
MUNIC'PALITY OF ARROYO

iIANAGEilENTS DECUSSTON AND A]'tALyStS (CONT|IiUED)

FOR II{E FISCAL YEAR ENDED JUNE 3{', 2(l1O

GOVERNilEI{T-W|DE Frr{Ar{CtAL A}lALyStS (CO}InNUED)

The largest pottion ol the Municipalitys net assels reflects its investment in capital assets (e.g. land, buildings, machinery and
equipment), less any related debt used to acquire those assets slill outstanding. These capihl assets are used to provide
services to citizens; consequently these assets are not available lor luture spending. ll should also be noted that the resources
required to repay the related debt must be provided from other sources, since the capital assets ftemselves cannot be used to
liquidale these liabilities. An additional ponion of the Municipality's net assets represenls resources that are subiect to extemal
restdctions on how they may be used.

GOVEBililEi[AL ACTIVITIES

Govemmenlal activities increased the Munhipality's net assets. Key elements of lhb increase are as lollows: the Municipalitys
govemmental aclivities had net expenses ol $8,ffi2,217 . However, these services are intended to be primadly funded by taxes,
as opposed to charges lor services and granls, and those laxes and other general revenues exceed net expenses by
$ 1,082,516.

The cost ol allgovemmental activities this year was $14,896,318. Table 2 presenls the cost ol each olthe Munhipalily's largest
programs.

Trbl6 2
S-& 6nt ol Activilhs

Revefluos

PrDgram revenues:

Grants and contdbutiom
Charge for seMces

General revenues:

Property hxes
Muniipal license lax
Sales and use hx
o$er local hxes
lnteros:l and investment eamings
Misc€llaneous

Total ra/enu€s

Eryens€s
Gensral go,emment
Public salsty
Public works

Cullure and recreation
Heallh and wellare
Economic Devoloprnent

Community Dg/elopment
lnterest on long-term debts

Tolal expenses

Changes in nel assets

Net assets - beginning, as restated

[ol rsletr - ending

m10

$ r1,2r6,638
86,954

1,919,121

901,078

1,171,871

285,213
95, t29

302,830

15,978,834

7,042,320
390,598

2,(}9,555
1,361,276

2,4U,441
384,001
486,463

357,664

14,896,318

1,082,516

19,311,151

_llq!93,667

xm

$ 10.036,241

174,297

1,413,912

743,331

1,163,072
219,820

138,366

703,N4

14,592,243

4,1'15,9't1

379,724
2,859,582

398,559
2,484,957

190,360

875,945

439,096

11,724,1U

2,86E,109
'I 6,4,13,042

_i !qq!,1!r



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF ARROYO

MANAGEMENT'S DTSCUSSTON AND ANALYStS (C0NTtNUED)

FOR THE FISCAL YEAR ENDED JUNE 30,2O1O

GOVEBNMENT.WIDE FINANCIAL ANALYSIS (CONTINUED)

2010 Revenues
r Grants and contributions

ECharges lor services

t Property taxes

E Municipal license tax

rSales and use tax

v Other local taxes

y interest and inveslrnent eamings

l/ Missellaneous

2010 Expenditures

N
EI

3v"

a Generalgovemment

r Public safety

r Public works

E Culture and recreation

r Health and weffare

u Economic Development

v Community Development

! lnterest on long-lerm debts



COIIIIOI{WEAIIH OF PUEBTO RICO
I'UNICIPAUTY OF ARROYO

ilAlrAGEilEilrS OSCUSSioT{ AND ANALYS|S (OOrmilUED)

FOR THE FISCAL YEAR EI{DED JUNE 30, 2O1O

GOVERilT ENT-UDE FtilAilCtAL Ar{AtyStS (CoilniluED)

Approximately twenty-seven pelcent (2fl6) of lhe Municipali$s govemmenlal activilies tolal revenus came lrom laxes, while
seventy percent (707d resulted from granls and contribulions. Federal grants reples€nl twenty-two percent (2fl") ol lhe
Municipality grants revenues. The Municipalit/s govemmenhl activities expenses included itens srrch as general govemmsnt,
public safety, public wods, culture and recreation, health and welfare, economic developmont, community developmenl and
interesl on long tem debb.

Approximately forty'seven percent (4i'ld ol lolal expenses resulled lrom general govemmenl, sixteen percent (.16%) from
public wo*s, nine percent (S/d lrcm culture and recreation and sixleen psrceil (le/d kom health and welfare.

GOVERIII EilT FUilD FII{ANCIAL AIIATYSIS

As noted eadier, the Municipality uses fund accounling to ensure and demonslrate compliance witr finance+elated legal
requirernenls.

@hr,Wl
tbLS
&IESH
Assels:

Tohl asssb - [,ta]x Furls
Tobl a.Eeob - OtDr Funds

ToLllt.b

Llttlis$
Tohl liabifrhs - l.lapr Fl,lds
Tobl liabililhs - Oh€. Fmds

ConbiBd bbl liabflities

Flrd Babnces:
Rossn sd - lihix Ftrlds
B6son€d - OiEr F[ds
UnrBs€n€d - lralr Fqds

CombtEd bbl frrd bahces

lotll 0a!Xldr. d ind b.hm!.

t 13,217301 $ 1r,31027s
1, 1,W 1,064,912

I 1t,762/aG I lztIG.,lO

$ 4,856,178
684,696

5,510'874

10258,88r
859.908

{1,897,2s8)

9,21531

I 14,?l2iaG

$ s,s5/,m7
2t0,430

5,7fi237

8,857,858
788,371

(3,009,282)

6,6s6,950

I 12,i,9ln



COililO]{WEAtTH OF PUERTO RICO

ilU}IICIPAUTY OF ARROYO

ilAilAcEilEilrs USCUSSToil AlrD Ar,rAtyStS (OoilnNUED)

FOR IHE FISCAL YEAB EI{DED JUNE 3{I, 2O1O

GOVER]{i|ENT FUilD FlilAtlClAL AilALYSIS (COilnilUED)

T$b {
Ch.rE h Furd Bahcr!

H6'r€nues:
Tobl rot/Bnu6s - [&ior Funds
Tobl rEvsnues - OtEr Funds

CollDit€d bhl rol€nu€s

E p€rdibres:
Tohl €,eqditutrs - Iualx Funds
lohlopflditulos - Otl9r Fuds

Cmbh€d tohlop€ndituGs

0$6r ftEnciE sources {uses):
Otrr€r fnarchg sourEss - UaFr Flnds
Ofigr frEn iU sourcos - Ofisr FmG

Cfi$il€d oi€I fuanci! sources
(usss)

Net dunges h lud bsklce

Fud Bahncs - beginiu, as Bdabd

Fuld B.bcs - mditg

$ 13,325,7A S 1327r,109
2,718W9 I ,58it,731

'16,074,638 14,85,1,813

12,930,523 13,638,734
2,564534 r,128,6'19

15,495,(E7 15,067,413

2,005,000 4.610.000

2,m5,0m

2F84,581

6,636,950

t 9r2t"$r

4,640,0m

4,427!fi

2fr95n

I 6,CaC$0

During the liscal year ended on June 30, 2010, the Municipalily obiained an operating loan, in order to pay a debt arising lrom a
conlractor claim. This debt was presented as a claim and iudgmenl in the govemmental wide statement ol net assets al June
30, 2009. The operational loan was recognized in the generallund slatement ol ravenues, expenditures and changes in lund
balance as other financing sources al June 30, 2010. TSle 5 present the effect ol this operational loan in the goneral fund net
changes in fund balances:

Tabh 5 Amouirt

General lund net changes in fund
balance

Outstanding operational loan balance

l{et change in fund balance
(without operafrcnal loan effect)

$ 1,167,782
(646.769)

t_____5210ri

GOVERIIIIENTAL R'ilDS

The locus ol the Munhipalitys govemmental funds is lo provide inlomalion on near-lem inllows, outflows, and balances ol
spendable resources. Such inlomation is useful in assessing the Municipalitys finarring requiremenls. ln padicular, unreserved

lund balance may serve as a useful measure ol a govemmel 's nel resources available lor sponding at the end ol ib liscal year.
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CO$TONWEALTTI OF PUERTO RICO
I'UNICIPALITY OF ARROYO

ItANAGEilEilT',S D|SCUSS|OI{ AND ANALYS|S (CoilnilUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

GOVEBT'I,Ei{TAL FUNDS (CoNTINUED)

-_ Al June 30, 2010, the Municipality's govemmental lunG repofied combined ending fund balances ol $9,221,531, an increase of- $2,s94,581 ,rom the pdor year.

The Municipality has an unreserved deficit ol ($1,897,258) in its General Fund. The remainder of the balance is reserved to
indicate that it is not available lor new spnding because it has already been commitled; (a) to liquidate prior year obligations
($224,053), (b) to capihl proiects ($5,644,060), (c) to pay debr seryice ($i,747,543) and, (d) for ottrei resrricred purposes
($,5m,133).

EUDGEIARY HIGHUGHTS

Budget and actual compalison schedules are provided in the Basic Financial Statements lor the General Fund. The Budgetary
Compadson Schedule of the General Fund shows $e oiiginal adopted budgets, tre final revised budget, actua.l resuG, and

- vadance between the linal budget and aclual results lor the general and maior special revenue lunds. Table 5 summadzes the
results ol lhe General Fund's Budgetary Comparbon Schedule:

Teble 6
Actual

FinalBudset Amounts Variance

Tolal revenues

Total e)eenditures, encumbrances and
oher financing uses

Ercess or deficiency

$ 8,301,175 $ 8,828,792 $ 527,617

8.301.175 8.291.483 9.692

t__532J09 t_llz,ireg

The original and the final budget of the General Fund for the fiscal year ended June 30,2010 amounted to $ 8,301,175. The
laws and regulations of the Commonweallh mandate a balanced budget.

The total aclual revenues (budgetary basis) o, the geneiallund for lhe fiscal year ended June 30, 2010 were $8,828,79, whhh
is six percent (6%), or $527,617 mole than the budgeted revenues. ln addition, the lotal actual expenditures and other
linancing sources (budgehry basis) ol the general fund lor the liscal year ended June 30, 2010 were $8,291,483, which is
$9,692 less than he budgeted expenditures.

CAPITAL ASSETS AiID DEBT ADIIINISTBATIOT{

IIe Municipalitys investment in capital assets for its govemmental tlpe activities as ol June 30, 2010 amounted to $31,227 ,739
(net of accumulated deprecialion). This investment in capital assels includes land, buildings, improvemsnts, lumitule and
fixtures, vehhles and equipment, and infrastructure. The total increase in the Municipality's investment in capital assels for the
cunent fiscal year was $3,503,363. Table 6 present the maior classes ot capital assets.

1l



colflfoilwEAtlH oF PUEBTO RrOo
If UilICIPALTTY OF ARROYO

IiIANAGEIIENT'S Dlscusslot{ At{D Ai{ALYSIS (CONnNUED)

FOR IHE FISCAL YEAR ENDED JUNE 30, MlO

CAPTTAL ASSEIS AltD DEBT Ar[flNrSrBATtOlt (CoilTil{UED)

Table 7

Capihl Asseb Amount

Construction in progress

Land

Buildings and building improyements
lnlnastructure and inlrastrucfu re

impmvemenb
Equipment
Vehicle
Housing Proiecl Brisas de Armyo
Othem

Total Assets

$ 5,752,354
10,300,674

10,129,918

3,854,93i1

156,681

178,365

u4,2U
't0.529

L.JI,ZIJ$I

LONGIERT DEBT

Al June 30, 2010, lhe Municipalily had total ol $20,620,535 in general obligEtions and others oubtanding debb, as shown in
Table 8. Ol his amount, $9,910,000 compdses debt backed by the tull laih and credit ol lhe govemment and $10,710,535 is
other obligations.

Table 8
Long Tem lhbis Amount

General obligations bonds and notes $ 9,910,000
Othes 10,710.535

Total Long Tem Debts t_.e.oa5in

The Municipality is required to limit lhe amount ot general obligalion debl to 10% of the total assessment of propefiy located
within the Municipality in order lor the bonds to be repaid wih the proceeds ol property taxes r€stricted lor debt seNhes. Other
obligaliom indude accrued vacation and sick leave and advancss 0l property taxes. More detailed infomation about the
Municipalffi long-tem liabilities is presented in the noles io the linancial slalemenb. The Municipality continues to meet ib
linancial needs through prudent uso of its revenues and creative debt linancing programs.

ECOl{OilIC FACTORS AI{D NEXT YEAR'S BUDGETS AND RATES

Local, national and intemational economic tactons influence he Municipalitys rovenues. Positive economic growth is corelated
with increased revenues lrom property taxes, munbipal license taxes, sales taxes, charges for seMces, as well as state and
lederal grants. Economic growth in the local economy may be measured by a variety of indicators such as emdoyment growth,

unemployment, new conslruction, assessed valualion, and other revenues.
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COIIIIONWEALIH OF PUERTO RICO
iIUNIOPALITY OF ARROYO

ITANAGEHEi'IT'S DISCUSSIOI{ AND ANALYSIS (COI{TINUED)

FOR THE FISCAL YEAB ENDED JUilE 3{I, Ztl(t

ECoilOMtC FACTORS AilD NEXT YEAR'S BUDGETS At{D BATES (CoNnilUED)

All ol these factorc were considered in preparing the Municipality's budget for the 2010liscal year. Some cost reduclions helped

- lund improvements ol existing facilities, public safety and woks, economic development initialives and human service
improvements.

REOUESTS FOR INFORIIAIION

This financial report is designed to provide a general overuiew ol the Municipality's linances for all those with an interest in the
v govemments finances. Questions conceming any ol the infomation provided in this report or requesls lor additional inlomation

conlact the Municipalitt's Finance Department at (787) &i9€S00.

Ftt{AL COt ilEt{IS

A THE AIIERICAN BECOVERY AI{D BEINVESIT'E}IT ACT OF ANO

- The Amedcan Recovery and Reinvestment Act of 2009 (ARRA), is an economic stimulus package endonsed by the President of
lhe United Statos of Amedca, and approved by Congress. This Act is designed pdmarily to combat $e rising unemployment
trenG, pd more money in lhe hands of consumers, and reduce the likelihood that state and local govemmenb will need to
raise taxes significanty. Accoding to te White House press release, the legislalion will do the following:

.:. Create or save 3.5 million jobs in the next 2 yeaF;
Provide direct tax reliel to wofting and middle class families;

* Double the U.S. renewable energy generating capaciiy over 3 years;
{. Stimulate pdvate investment in renewable energy through tax credits and loan guanantees;
* lnvest $150 billion in U.S. inlrastructure projects, and;
* Provide funds to U.S. state and local goyemments lo suppo heallh and educalion prcgrams.

Pue o Rico is pan of the American tenitories that will bensfit from lhe slimulus package ol ARHA, and will receive
approximately $S.0 million in gnanls and is eligible to obtain additional lunding lhrough other competilive lederal programs.
Therelore, he Municipality will benefit lrom lederal grants to improve ib servhes to its consliluents and lrom the economh
acliw generated within ib teritory due to prolects tunded by ARM.

B. INVESIilET{T ON OUB INFBASTRUCIURE PLAN (p[.lD

On March 9, 2009, the Legislature ol the Commonweafth ol Puedo Rho approved Law No. 9, which makes leasible he
lnvesfilent on our lntraslructure Plan (PlNl) to benelil the municipalities of Puerto Rico. The lollowing are lhe objectives of this
Plan:

{. Provide an immediate stimulus to the economy through lunding of inlrastructure Poects lsland wide, and;

- {. Speed-up priodty inlrastruclure proiects in all municipalities ol Puerto Rico.

ln the lilst phase, lhe municipalities can use the funds lor lhe lollowing:

.!. Funding of essential inlrastructure, and;
* Those municipalities with delicit can use hem to partially or tully liquidate existing debts wih govemmental agencies.

- The Municipality assigned these funds lor capital proiects.
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Commonueahh of Puerto Rico

ilunicipality ot Anoyo
Statement ol l{et A$€ts

June 30,2010

Assets
Cash and cash €quiyalenls

Cash wih fiscal agEnt

Accounb r€c€ivaflE:

lrunidpal lbense taxes

lnleqovemm€nbl

Others

O$er assets

PBpaid opglses

Capihl ass€ts

Lard, impmvemerb, and corHrudhn in progress

Other cadtal assds, nst ol @Edaliofl
Iobl capital assets

Total a$ets

Liabilities
Accounts payable alld accrued lialiliti€s

Due to oher gorremmenlal e0lili€s

Defered ra,/enues:

Municipal lb€flse tax

Federal grar[ rwenues

lnteEst payaue

Noncur€nl liabilities:

Due nihin one yar
Due in more than one year

Total liabilities

Net Asseb
lnvesled in cafilalass€6, nel of related dsbt

B€sl red lor

CaFtsl proj€cls

DBbt soruico

O$er puposes

Unrcslicled (&ficit)

Total ne( a3sats

Govemmental

Activities

$ 3,950,543

6,654,632

@.,0n

663,804

27,250

5,485

21,695

't6,053,028

15,174,710

31,27,7#

42,613,224

522.,2N

102,10S

78it,w
105,n0

81,836

1,98,554

18,691,981

2.,219,557

20,860,509

5,644,060

1,665,707

3,503,133

(11 ,279,742)

The noles to lhe financial slalem€nls are an inl€gral pad of this siatement.

20,3S8,667
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Commonwelth of Puerto Rico

llunicipality of Aroyo
Statement o, Actiuities

For the Year End€d Juna 2010

Progrm naErlE

t5f (Epq|se) B.t !i|r rd
Clttlg6 h t.rA!{ar

GoverDmrid

A.dt lhq

Chaga. for

S.lYicas

oD(dtg

Gra r tld
cofindolrs

cTlll
ffird

Colttt{toi!Fordiom,Progrmg

GqlolEI qo!,snmqd

ft c sddy

PrSIc w*8
Hedr and tft[alB

qt g 

'ld 
l€q€€do0

Econol,lb dot ehFn€llt

Cdlxn ity d6v€hFn€nt

lnbrEct o.| lorlgFlom d€t{

Tdd gorelarE{id diYli€s

ErD€o18

$ 7,0{2,320

39o,sSE

2,439,555

2,434,441

1,361276

384,00'

1E6,4dt

i57,664

7,411

79,5(}

1,V25

r,684,061

21270

418,32'l

1,n4,544

I j00,000

526,926

(t,w@)
(3E3,rE4

(660,9E6)

(552,3E0)

23,,5Ct

34,320

40,4d]

$ 14,886,318 $ E6,954 $ 2325577 $ 3.80'.470

GerEd r€vqu6:

Pmpoiy bx68

lilu*ir.l b€.se bx6
mriid Eale6 sd lrso ax6
OfEr locd hx€s

G.anE and contt ionE noi G6ticH to specL pog.ars

ln[6rE i dtd iur.tnglf € irgs

l,hcddEoui

Tdt g€.EEl r6/qru€6

ClEngo h 116lee
t{€la56€b - begh.*€, as l6l,a[ed

N€t ass€b - srirg

1,919,121

901,078

1,171,87'l

236213

5,m,491

95,129

qP,830

9,764,733

1,@,5i6

19311,151

(367,6er)

$ (8,682214

$ m3so,66',

The notes to the financial shte ents are an int€gral pad oI this statemenl. L5



Commo ucalth ol Pl!€do Bico
funlclp.lity of Aroyo

Bahnca Sh€st
GovemnEntd Furds

Sp.cflnn nll. C.rit l Prlilctt
Fud - St It Furd-*l

2755n

1.98.537

a,0n
318,522 663,m4

16203 272il
t8.331 3,376813

21,695 21,85

5.485

thtt
S.rYhe

O[.r Total

CaJt .id cacl eqrvsl6ots

fusfi rih hd .S€rt

tfuliinl sehs rd lle tses
lrfilolErlIsnd
otss

Dro nom ots Iin&

otl€aas6€e

TGI a!€.&

t Lt'Iir ra Rr|d B&rc!6
ti,!Ili3:
A.colnE p.)€!L erd eu€d Li*,6s
0€ lo odH SovefirsEl rdiB

Gtiru ard ingrErB

f&ii,al b{lsetsr
F8dordl gan lEtdras

Total ldr$es

E niablE:

ErE $Drua3

C.tibl pti*
De sdrtatrd
otl' puDos€6

n svDd rspoftd in nofln ix tund3

OiElrp6

Un6d$ed

Tfil fir{ Mam€s {d@

Totrl latllies ard ftrd balrrEes

CsEl:l

$-t
M,524

@,on
1,6e5

11,047

1,l:4J61

!4rJh Ldl(i.fl. Fund ft,llr ftrlf

953,455$1,6358,{€li
1219, 7 1,717,513

1,161,140 t
x2?,8

3,950,s1il

6,631,662

t 2,ra,831 $ 3,16e565 t 6,123!59 S 1,717.511t 15l,|,601 $ ,t4,7f,.,M

$ 369,{80

1m,10s

l,9iB,5it7

646,7e

747,W

522235

1m,100

3,376,919

6{5,76e

781,22.

21,63
5,6,14.060

1,717.513

2$13

E 9B(B

0,r972s8)

$ 12,83E $ tr9p6/ $

,37,& 166,961 1iB,95e

lGnO 1(E,rl0

3!38,917 537,a62 479,799 684.6s6 55t0,67.{

?21M3

18,12

tra72s8)

5,&4,060

(1,555,m) 2,62s,t(B 5,6rt{,G0 1,141F13 ASO,g08 s?1,rx1

$ 2,183,834 t 3,1e.565 6,123,650 $ t,717J43 i 1,514,80a $ 11J52,{Os

The noies h he fnancial shhmenb are an integral part of tiis slatemeflt.
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Commonrcalfi ol Pucfio Rico
funidpdity ol Anoyo

SHsmonl ol Revsnu€a, EJp.ldit lls ond ChaE€ in Fund Balancc.
Govemm€llirl Fuids

SF.!l Et r. hiU Prq..t oeDt
fild-SEa Flllll-$.4 &

OIE Tog
GoErnEllIGa-a

LoaCc,rrt Loalclrit Futd Ffif ftnn

Prqr!'r €.

Mlni:id h..Es bres

Mutii)d 3al6 ad us6 tdos
tisa6l16fln E an ofislocd le(es

Int*loYsmenal

E l€a rn ffiftrrs
RsrnoaEqsty

lntsllst

F€dsd rrrts
fBcBlsroqrs

E Dat&rra
CrrrEot

GerE d govrrrrcrl

htlc.dy

liral$ lrd $lblD
Gfire Ed rdradcn

Ecfidtic d6,taqnGli

CdrrflIily e{r$rsr
D.U!*t:

Prh4d
hbcat

ToE oe{r!rr.

Exc€rs (deltilr, d rEvsrs ov*
(rrdri aeelfirc.

OtE fl,lahf 3draa (lr)
Tra,)dkB it
T,rEfra! dn
Lo{ tsm (El bdsEe

Totd ds i'€rdng 3qft6 (us6)

ilddEEe ir id bdeE .

FlIdhCaE {d.n4, bo{irngaE 
'rstaEd

Fud bdame (d@, eEl!

$ r,146,767 I $

901,078

6836f
2E52S

5.m,{91 s,723 3,073263

7331

n*
95,129

a 566,159 i

51q5O1

2,0ra,926

901,07E

1,171871

68
E49e,6/

7&1
55SBa2

s5,ra
2fi,m

4,66215'/

3OJ6
1319571

2l26$n
2, 0316

3E4,ml

532,113

17828

@v7

40.{00

ztq7ga 78 3t,75l e@

6fi,1v 3A1,V1 3,rB:53 1,079.68t z].{EN 16.01,A8

1,a255t
339536

?15E713

588,411

lEsp63

27,fl
E5!5

2321o

279,760

5,tE7

2tsJ52

1,7?9/21

1U&
5e6826

'76L',lBs.M1

88210 3{4J5 3,182,6E6 870fr 2$1F31 15,195,057

56,5€2

WM
650.m0

5nu

(374) (,r00/35) 2€,a33

256,74I)

{17E,91S) {256,7a9}
r.s5,000 2,006Jm

1r65.m0 56.7a9 078,s{9) 2,mq000

1,16t,1p t3t1l 94556 {66,18C 5,126 25E4581

QW6) zfiln 1,688,i95 1,,lfil SS{,a8e q6G950
$ {1,655!sri t 46rttts 5 i!4,!q $ ,,r.r5.3 t s5o,r06 t ,t Gl

The notes to he financial statemenls are an integral pa( of this stalement. '17



COI'IIOTIWEALTI{ OF PUERTO BICO
ilUI{ICIPALITY OF ABROYO

RECOT{CIUANON OF THE GOVEBT{I'ENTAL FUilDS BALAIICE SHEET
TO THE STAIEIIENI OF NEI ASSEIS

FOB THE FISCAL YEAR ENDED JUI{E 30, 2O1(t

Total Fund Balances - Govenrme al Funds (Page 16)...

Amounb reported lor Govemmental Aclivilies in the Slatement of Net Assets (Page 14)
are difrerent because:

Capihl Asseb used in govemmental aclivities are not finarrcial resources and lherelore, are
not report6d in the funds. ln the cunent period, th6e amounts are:

Non Depreciable Capital Assets....................
Depreciable Capital Assets......................
Accumulated Depreciation......................

Total Capihl Asseb

Some liabilities are nol due ard payable in the cunont pedod and lherefore, are not reponed
in tha funds. Those liabilities consist of:

General Bonds and Notes Payab|e...............
Section 515 Direct 1oan..........

Compensated Absences
Claims and Judgments.........
Propeny Tax Debl - Law 42..........................
Property Tax Debt - Law 146
Property Tax Debt - Final Liquidation...........

U.S. Department ol Homeland Secudty Debt...
Treasury Depa ment - lncome Tax Wihheld....
Depanment ol Labor and Human Resources Debt................
Puedo Rico Aqueduc{ and Sewer Authority Debt

Tolal Long-Tem Liabilities.

lnterest liabilities noi due and payable in the curent pedod and, therelore, are not
repoiled in the funds..

Total ilet A$e& ol Govemmental Acliviti€o (Page 14)

See accompanlng Notes to Basic Financial Statements.

$ r6,0$,m8
31,622,809

(16.448.099)

$ 9,221,5it1

31,227,738

(19,973,766)

(81.836)

t203$to0z

9,910,000
1,912,2n
't,113,259

107,584

2,161,632
s36,578

75,595
1,617,866

47,212
1,285,531

1,058,254

57,026
91.000
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COTITOiIWEALIH OF PUERTO RICO
If Ui{ICIPALITY OF ABROYO

BECONCILIATIOil OF THE STAIEI'ET{T OF REVET{UES, EXPEilDITURES, Al{D CHAT{GES
II{ FUND BAUTNCE OF GOVERilTIENTAL FUI{DS TO THE STATEITENT OF ACTIVITIES

FOH THE FISCAL YEAR ENDED JUNE 30, 2O1O

Nel Change in Fund Balancee - Total Govemmental Funrk (page 17) .......

Amounts rcpofled lor Govemmental Activilies in the Statement of Activities (page l S)
are dinerent because:

Govemmental lunds ropon capital outlays as expenditures. However, in the Statement o,
Activities lhe cost of those assets is allocated over their estimated useful lives and repoiled
as depreciation expense. ln the curent period, these amounts are:

Capihl Assets Additions
Depreciation Expense..................

Excess ol CapitalAsseb Addfions over Deprociation Expense.......

Revenues in the govemmenhl funds $at coflespond to prior year resourcG are nol recorded
as revenue in the Statement ol Activities

$ 3,503,363
(1.353.98i1)

2.005,000

$ 2,5E4,581

2,149,380

(e5,8M)

(2,005,000)

4110,000

(2,025,oMr'

34.363

t-l-0t2810

Debl proceeds provide cunent linancial resources lo goyemmental funds, but issuing debt
increases long- tem liabilities in the Statement ot Net Assets. ln the cunent period,
lhese amounts are:

Bond and Notes Payable
Tohl Long- Term Debt lssuance

ln the cunent year the repayments were

Repayrnenls of long-tem bonds and noles prircipal are expenditure in the govemmental
funds, but lhe repaymenl redr.rces Long-Term Liabilities in tre Slatement ol Net Assets.

Bepaymenb ol other long-term debb principal are ependiture in the govemmental
funds, but the repayrnent reduces Long-Term Liabilities in tre Statement ot Net Asseb.
The following amount represented the change in accrued interost from prior year

Decrease in Section 515 Direct Loan .....
lncrease in Compemaled Absences
Decrease in Propefiy Tax Debt - Law 42
Decrease in Propeily Tax Debt - Law 146.......
Decrease in Property Tax Debt - Treasury D€panment.........
lncrease in Property Tax Debt - Final Liquidation.....
lncrease in Landfill Obligation......

lncrease in U.S. Depanment ol Homeland Secudty Debt.....
lncrease in Treasury Department - lncome Tax Withheld.......
lncrease in Department of Labor and Human Resources Deh................
Decrease in Puedo Rico Aqueduct and Sewer Authority Debt.................

Total Additional Expendihrres..................

Certain interest cost reported in the Statemenl of Ac'tivities do not require the use ol cunent
linancial resources and, therefore are not reported as expenditures in the govemmental
lunds. The following amount rcpresented the change in accrued inlerest from prior year..

Change in llet Assels ot Govemmental Activilies (Page 15)

See accompanying Noles to Basic Financial Shtements.

1S

38,203
(187,167)

45,293
24,390
43,231

(7s,595)
(50,123)

29,245
(1,285,531)

(6s3,924)
(57,026)

84,000



COI'ilOilWEALIH OF PUERTO BICO
IIUNICIPALITY OF ARBOYO

NOTES TO THE BASIC FINAI{CIAL STATEIIEI{TS

FOR IIIE FISCAL YEAR EI.IDED JUilE 30, Z'10

NOTE 1 - SUIIIIARY OF SIGI{IF'CAilT ACCOUilNilG POUCIES

The Municipality of Anoyo, Pue o Rico (Municipal$ was founded in ltra year 1855, and operates as a govemmental unit ol the
Commonwealth ol Puerto Rirc, under lhe Law Number 81 of Augusl30, 1991, known as "Autonomy Municipalities Law ol the
Commonweallh ol Puerto Rico". The govemmental syslem ot ihe Municipality is composed of $e executive and legblative
bodies. The Mayor is lhe Chiel Executive Ollher and is elected every lour yearc in the general elections ol the Commonwealtt
of Puerto Rico. The legislalive body consists of twelve Logislatorc also elected in the general elections ol Puerto Rico lor a four-
year pedod.

The Municipality provides seMces such as: health, public works, sanitation, aids and seruices to low-income and eldedy
citizens, public safety, housing and urban developmenl, culture and recrealion, planning, zoning and other general and
administralive seruices.

The actounting policies ol the Municipalily conlom to accounting principles generally accepted in the United States of Amedrp
as applicable to govemmental units. The following is a summary ol the more significant policies.

The accompanying basic financial statements ol the Municipality have been prepared in conrormity with accounting principles
genelally accepted in the United Stales of Amerha (GMP) as prescribed by the Govemmental Accounting Standards Board
(GASB). the GASB is the slandad-selting body lor govemmental accounting and financial repo ing. The GASB pedodically

updates ib codificaiion ol the existing Govemmental Accounting and Financial Reponing Slandards which, along with
subssquent GASB pronourcements (Slatements and lntepretations) constitutes GAAP for govemmental unib.

ln June 1999, the GASB issued Slatement Number 34, Basic Ftnancial Statenenb-and Managemenfs Disansion and
Analysis-lot State and Lfial Govemmenb. This statement eslablishes new linancial reporting requirements for slate and local
govemments. The Municipality adopted he provisions ol GASBS No. 34, No. 37 and No. 38. They require new infomation and
restruclure much of the inlomation that govemments have presented in the past.

The accompanying basic financial statemenb present the financial position ald the resulls ol operations ol tre Municipalily and
its valious lunds and fund types. The basic linancial statements are presented as ol June 30, 2010, and lor the liscal year then
ended. The more significant ol these accounting policies are described below and, where appropriate, subsequent
pronouncemenls will be relerenced.

A. Financial Reporting Entity

ln evaluating how to deline the Municipality lor financial reponing purposes, managemenl has comidered all potential
component units. Tle decision to include a potential component unit in the reporting entity was made by applying the provisions
ol Statement No. 14, The Financial Reporting Entity, of the GASB, as amended by GASB Statement No. 39. The basic, but not
the only clitedon for includlng a potential component unit within the repo ing entity is if elected otficials of a pdmary govemment
are financially accountable for the entity. Financial accountability exisb if the pdmary govemmental appoints a voting majodty
of lhe entitys goveming body, and il either one of the lollowing conditiom exist: the primary govemment can impme ils will on
the other enlity or the potential exists lor the olher entity to (1) provide specific financial benefits to or (2) impose specific
financial burdens on the primary govemment.
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NoTE 1 - SUt itARy 0F StciltFtcAilT AccouNTtNG poltctEs (coNniluED)

A. Financial Reporting EnW (Continued)

A second criterion used in evaluating potential component units is if the nature and signilicance ol the relalionship between the
entity and a pdmary govemment are such lhat to exclude the entity lrom lhe linancial reporting entity would render the linancial
statements misleading or incomplete. GMP details hvo methods ol presentation: blending the financial data ol the component
units balances and transactions in a manner similar to the presentation ol tre Municipality's balances and transactions or
discrete presentalion ol the component unifs linanciai data in columns separale trom the Municipality's balances and
transactions.

B. lleagurcmenl Focus and Basis of Accounting

The relative impoltance ol each criterion must be evaluated in light ol specific circumstances in order to detemine which
components unib are io be included as part o, lhe reporting enlity. Based on the above criteria, the financial statemenls ol
Brisas de Arroyo Housing Proiect no. 565039950 were included in the general-purpose linancial statemenls as a blended
componenl unit.

Blended Component Unit Brisas de Arroyo Housing Project is a housing development consisting ol one hundred and lour
(104) dwelling unib localed in Anoyo, Pue o Rico. The Project is owned by the Municipality, but the activitis on it are carried-
on by a management agent unrelated to the Municipality. Tle housing developmenl is designated to assist various segments ol
the general pubh in obtaining adequate and reasonable pdced rental housing. The Proiect operated under linarrcing from US
Depaflment of Agricuhure Section 515 Bural Rental Housing Loans Program, and with a Section 8 New Construction and
Substantial Rehabilitation Plogram housing assistance grant agreement with US Housing and Ufuan Development. For ftnancial
reporting purposes, lhe Housing Project is repofled as il it were pan ol the Municipallty's operations because its purpose is to
provide low'income housing to citizens ol the Municipality. The Financial Stalements ot the blended component unit can be
obtained directly lrom the Municipality's Chief Financial ffircer at P0 Box 477, Anoyo, Puerto Rico 0071+0417, or call (787)
839-2030.

GovemmenhWide Financial Statements

The govemment-wide financial statemenls (the Statement ol Net Assets and lhe Statement ot Activities) are reponed using the
economic resources measuremenl locus and lhe actrual basis of accounting. Revenue is recorded when eamed and epenses
are recorded when a liability is incurred, regardless of the timing of related cash flows. Grant and similar items are recognized
as revenue as soon as all eligibility requhements have been met.

Govemmenlal Fund Financial Statements

The govemmental lund linancial statemenb are reported using the current financial resources measurement focus and lhe
modilied accrual basis ol accounting. Revenues are recorded when susceptible to accrual; as soon as it is both measurable and
available. 'Available' means colleclible within the cunent pedod or soon enough therealter, normally within sixty (60) days, to be
used to pay liabilities of lhe current period. Expenditures are generally recognized when ihe related liability is incuned. 

'
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B. lleasurement Focus and Basis ol Accounting (Continued)

The exception to this general rule is the principal and interest on genenal obligation long-tem debt and compensated absences,
il any, are recognized when due.

In applying the "susceptible to accrual' concept lo intergovemmental revenues (lederal granb) pursuant to GASBS No. 33,
Acaunling nd Financial Repting lor Nonexchange Tansactrons (the Municipality may act as either provider or recipient), the
provider should recognize liabiliies and expenses and the recipienl should recognize receivables and revenue when the
applbable eligibility requirements including time requiremenb, are met. Resources transmilted before he eligibility rquirements
are mel should, under most circumslances, be reponed as advances by the provider and defened revenue by the recipient.

There are essentially lwo types of revenue. For some grants, lunds musl be expended by lhe Municipality on the specifrc
putpose or project belore any amounts will be reimbuned. Revenue is, therelore, recognized as expenditures are incuned to
the extent available. For the other revenue, moneys are virtually unrestdcted and are genenally revocable only for lailure to
comply with prescribed compliance rEuirements. These resources are reflecled as revenue at the time ol receipt or eadier if
the susceptible lo actrual criteria b met. Expenditures are generally recorded when a liability is irruned, as under accrual
accounting. Modilications to hs accrual basb ol accounting include lhe lollowing:

* Employee's vested annual vacalion and sick leave is recoded as expenditure when utilized. The amounl of accumulated
annual vacation and sick leave unpaid at June 30,2010, has been reported only in the govemment-wide financial
statements.

C. Financial Statement Presentalion

The basic financial slatements include both govemmentwide (based on the Municipality as a whole) and fund financial
statements. While the previous linancial repo ing model emphasized lund types (lhe total ol all funds ol a particular bpe), in the
new linancial model the focus is on eiher lhe Municipality as a whole, or malor indMdual funds (wilhin the basic financial
statements). Both the govemment-wide and fund financial statements (within the basic linancial slalemenis) categorize primary
activities as either govemmenlal or business bpe.

Govemment-Wide Financial Statements

The govemment-wide financial slatemenb (the Statement ol Net Assels and the Statement of Activities) report inlormation of all
the activities ol lhe Municipality. For mosi part, the ef[ect ol inter{und activity has been removed lrom these govemment-wide
linancial stalements. Govemmental activities, which normally are supported by laxes and intergovemmental revenues, are
reported separately lrom business-tlpe activities, which rely to a signilicant extent on lees and charges ,or support.

The focus o, the Statement ol Nsl Asseb is designed to be similar to bottom line resulls lor the Municipality and its
govemmenlal activities. Thh statement, lor the firsl time, combines and consolidales govemmental fund's current tlnancial
resources (short-tem expendable resources) with capital assets and long{erm obligations.
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C. Financial Statement Prcsentaiion (Continued)

The Statement ol Net Assets presenb the reporting enlities'assets and liabilities, with the difference reported as net assets. Net
asseb are reported in three calegories:

€' lnvesled in Capital Assets, Net of Belated Debt - These consists of capital asseb, net of accumulated deprecialion and
amofiization, and reduced by outshnding balances lor bonds, notes, and olher debl lhat are attributed to lhe acquisition,
construction, or improvement of those assets.

* Restricied Net Assets - These results when conslrainls are placed on net asseb use, which can be either extemally
imposed by creditom, grantors, contribulor, and the like, or imposed by law through constitutional provisions or enablinil
legislation.

* Unrestdcted l{et Assels - These consists ot net assels which do not meel the definition ol the two preceding categodes.
Unrestdcted net assets olten are designated, to indicate lhat management does not consider them to be available lor
general operalions. Unrestricted net assets often have constraints on resources that are imposed by managemenl, but can
be removed or modified.

When both restdcled and unlestdcted rcsources are available lor use, generally it is the Municipalitys policy to use restricted
resources fi]st, lhen lhe unrestricled resources as lhey are needed.

The Statement ol Activities is locused on both the grms and net costs per lunctional category. The statement reduces gross
expenses (including depreciation) by related program revenues, operating and capital grants. Tlis is intended to summarizd and
simplify the use/s analysis ol cost ol various govemmenlal services.

Govemmental Fund Financial Statements

The lund linancial statemenb (the Balance Sheet and the Slatement ol Revenues, Expenditures, and Changes in Fund
Balances) are,.in substance, very similar to the financial statements presented in the previous linanchl reporling model.
Emphasis here is on the m4or lunds in the govemmental category. Non-major funds are summarized into a single column.

Traditional rcens ol govemmental linancial slatements will fnd the Fund Financial Stalements presenlation more familiar. The
locus is on Maior Funds, rather than the previous financial model's lund types. The Govemmenlal Maior Fund Statemenb are
presented on curent linancial resources and modified accrual basis of accounting.

This is the manner in which these lunds are normally budgeted. This presentation deemed most appropdate to (a) demonstrate

lgSa! anq covenant compliance, (b) demomtrate the source and use ol liquid resources, and (c) demonstrate how the
Municipalitys actual expedence conloms to the budgeted liscal plan.

Since the govemmental lund stalements are presented in a ditlerent measurement locus and basis ol accounting han the
govemment'wide slatements, reconciliation is presented and a separate explanation lor each ditferences.
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C. Financial Statement Prcsentrtion (Continued)

The Municipality repons its financiai position (Balance Sheet) and resulls ol operations (Slalement ol Revenues, Expenditures
and Changes in Fund Balance) in funds, which are considered separate accounling entities. The operations ol each fund are
accounled for within a set of sell-balancing accounts. Fund accounting segregates funds according to their intended purpose
and is used to aid management in demonstraiing compliance with legal, financial, and conlractual provisions.

Jhe new model as delined in GASBS No. 34 elablished criteda (percentage ol the assels, liabilities, revenues, or
expendituldexpenses ol either lund category in the govemmenlal lund) lor the determinalion ol major funds. The non-major
lunds arc combined in a single column in tile fund financial statemenb. The Municipality reports the lollowing maior fund:

General Fund - is the accounting entity in which all govemmental activity, except that which is rEuired to be accounted for
in another fund, is accounled for. lts revenues consist mainly of taxs, licenses and permits, inlergovemmental revenue,
charges lor services and other.

Special Revenue Fund - Stde & Local Grants - Special Revenue Funds are used lo accounl lor revenues dedved |rom
local funds, stale grants or ofter restdcted rovenue sources. The uses and limitations ol each special revenue fund are
specilied by Municipality ordinances and state statutes.

Capital Ptoiects Fund - State & Local Granb - is the accounting entity in which rcvenues dedved lrom local funds, state
and lederal grants or other restdcted revenue sources relaled to capital projects, is accounled lor. The uses and limitations
ol each capihl projects lund are specilied by Municipality ordinances or tederal and slate statutes.

Debt Seryice Fund - Debl Service Fund are used to account for the accumulation ol resources for and the payment ol,
general long-tem debt principal, interest, and rehted cosb.

GASBS No. 34 eliminates the presenhtion o, Account Groups, but provides lor these records to be maintained and incorporates
the inromation into the Govemmenlal column in the Govemment-Wide Statement ol Nel Assets.

The accounts of the Municipality are organized on the basis of funds, each il which is considered a separate accounting entity.
The operalions ol each fund are accounted lor wih a separate set ol self-balancing accounts that comprise ib assets, liabilities,
tund Euity, revenues, and expenditums. Fund types are as follows:

General Fund - ls lhe general operating lund ol the Munhipality. lt is used to account for all govemmental activily, except
lhose required to be accounted lor in another fund.

Special Revenue Fund - Local and Stale Grants - Special Revenue FunG are used to account lor revenues dedved
lrom local lunds, slate grants or other restrbted revenue sources. The uses and limitations of each special revenue fund
are specilied by Municipality ordinances and state statutes.
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C. Financial Statement Presentation (Conlinued)

Special Revenue Fund - Seclion 8 Programs - Special Revenue Funds are used to account for revenues derived lrom
section I choice voucher program and lrom section 8 moderate rehabililation program. The uses and limitations ol each
special revenue lund are specilied by Municipality ordinances or federal and state statutes.

Special Bevenue Fund - Housing Proiect - Special Revenue Funds are used lo account ,or revenues detived from the
blended component unit activities. The uses and limitations ol each special revenue tund are specified by Municipality
ordinances or lederal and state statutes.

SPecial Revenue Fund - Federal Granb - Special Revenue Funds are used to account for revenues derived from Iederal
grants. The uses and limitalions ol each special revenue lund are specified by Municipality ordinances or lederal and state
slatutes.

Capital Proiects Fund - Stale and Local Grants - Capital Projects Fund are used to account lor linancial resources used
lor lhe acquisition or construction ol maior capilal facilities.

Capital Proiects Fund - Federal Grants - This is the fund used to account for revenues derived from lederal grants
related lo capilal proiecls. The uses and limitations ol each capital proiects lund are specified by Municipality ordinances or
lederal and state slaMes.

llebt Seruice Fund - Debt Service Fund are used to account lor the accumulation ol resources for and the payment of,
general long{em debt principal, interest, and related cosb.

D, Budgetary lhta

The Municipalily annually adopts the Budget Resolution for all operating lunds of the Municipality except lor certain restric'ted
accounts ol Propdetary Funds and Spocial Revenue FunG. Budgetary control is legally maintained at the lund level. The
budget is preparcd using lhe modified accrual basis of accounting with encumbrance included as budgetary basis expenditures.
The. Municipali$s Budget Resolution provides kansfer authority (1) to the Mayor and the Management and Budget Direclor,
within and beivreen deparfnenls and funds, as long as lhe tohl budget ol the Municipality (net ol interfund transfe]s) is not
increased; (2) to the Management and Budget Director lo implement grant budgets as the grant applications are accepted by
the Municipality; and (3) to the Management and Budget Director to amend (re-appropdale) each new yea/s UuOget, to th6
extent of outstanding encumbrances, and/or unexpended proiecugrant appropriations at year end. Municipalitt's [egislature
action is required lor (1) use o, the budgeled Legislalure contingency, and (2) the approval of supplemental appropriations.
During the year, several supplemental appropriations were necessary.

The budgel columns (original and linal budgels) of the Budgetary Comparison - General Fund reflect the original budget and
the amended budget (which have been adjusted lor legally authorized revisions ol the annual budges during thd year).
Appropri,ations, exc€pt remaining proiect approprialions, encumbrances, and unexpended grant appropriations, lapse a thl end
of each fiscal year.
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NOTE 1 - SUilllARY OF STGN|F|CANT ACCOUNTtilc pOLtCtES (CoNnNUED)

D. Budgtary IHa (Continued)

Amendments to the budget, including lransfem, require the approval ol the Municipa.l Legislature. Unencumbered appropriations
lapse at the end of fte next liscal year. The Municipality lollows these procedures, in accodance wih law, in orderto establish
the budgetary data reflected in the basb financial statemenls:

1. Pdor ol May 15 ol each liscal year, the Mayor submits to tre Municipal Legislature a pmposed budget for the liscal year
commencing the lollowing July I in addition ol a budgol message.

Ite budget document is available lor public inspeclion prior to its appmval by the Municipal Legislature.

The Commissioner of Municipal Atlains examines the budget to vedfy if it complied with the lar/s standar& and sends it to
the Mayor lor any commenls or recommendation belore lhe limited date establishes by the Law.

Pdor to June 13, the annual budget h legally enacted hrough passage of the annual appropriation ordinance.

ll a budgel is not adopted prior to the end ol the end ot the fiscal year, the annual budget for the preceding fiscal year, as
approved by the Municipal Legislature and the Mayor, is automalically renewed lor the ensuing liscal year until a new
budget is approved. Thb permits fte Municipalily to continue mahng payments for its operaling and olher ep€nses until
the new budget is approved.

SubsEuent lo lhe enactment ol the annual appropriation ordinance, fie Municipal Legislature has the authority to make
necessary amendmenls made during the liscal year and are rellecled in the budget inlomation included in lhe Budgetary
Gompadson Schedule - General Fund.

Since the budgetary basis ditles lrom accounting pdnciples generally accepted in the United States ol America (GMP), actual
amounls for the General Fund in the accompan$ng Budgetary Compadson Schedule, is presented on the budgetary basis to
enhance comparability.

The pdncipal ditferences between the budgetary and GMP bases are the lollowing:

1. Encumbrances are recorded as expendilures under the budgetary basis and as a reserve ol lund balances under GMP.

2. The non+xonerated portion ol the propelty tax advances are presenled as revenue in the budgetary basis and as olher
linancing sources under GMP.

3. lnle und transactions ol the General and Special Revenue Funds are not included in the budgetary basis.

4. Ceflain accrued liabilities and other debb are not included in ihe budgetary basis.

5. Cerlain revenues susceptible to accrual, i.e., boh measurable and available, are not included in the budgetary data.

All encumbrance appropdations in the operating budget lapse at the end ol the fiscal year. Property taxes collected during he
cunent ye by lhe Municipal Revenue Collection Center (FiscalAgent) are presented as revenues in the accounting basis but
are not considered in the budgetary schedule.
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D. Eudgetary IHa (Continued)

The special Iunds of the Special Hevenue Fund have nol been included in the budgetary comparison because balances are not

ludgeted.also ihe budget prepared ,or the Fedenal Finance Awards Programs incluried in'the Capilal projects and Special
Revenue Funds is based on a program period which is not necessarily i year. Accordingly, its nol practiial to present an
annual comparison ol budget lor such programs.

E. Cash, Cash Equivalent and lnvestmenl

The Direclor of Finance ol the Municipality is responsible lor investing the available resources in ceflilicates of deposit and other
sholt-term investmenb. lnvestments are made lrom lhe available combined funds of the Municipality and, accoidingly, it is not
practical to disclGe ceniricates ol deposit and other shon-term inveslmenls individually by lund in lhe combined' financial
statements. lnterest eamed on cenificates ol deposit and othsr short-tem investments aie recognized as revenue in the
General Fund. Cash in ltre Special Bevenue, Debt Service and Capital Proiect Funds are restricted; accodingly, resources
available were not used lor pool investrnents.

Under the laws and regulations ol the Commonweafth, public funds deposited by the Municipality in commercial banks must be
fully collateralized for the amounts deposited in excess of the tederal depository insurance generally provided by tre Federal
Deposit lnsurance Corporation (FDIC). All securities pledged as collateral are held by agenls designited by tne
Commonwealth's Secrelary ol the Treasury, but not in the Municipality's name.

Cash wilh liscal agent represents propeily tax collections retained by the Municipal Bevenues Crllection Center and
undisburced procee& ol certain bonds, loans or grants which are maintained in a cash custodian account by the Govemment
Development Bank ot the Commonwealth ol Puerlo Rico. The sinking fund is mainlained by the Govemmental Development
Bank of Puerto Rico, agency which acB as lhe insurer and payer of the Municipality's bonds and notes issued in accordance
with law.

F. Receiuables

Receivable are siated neb ol estimatod allowances lor uncollectible accounts, which are detemined upon past collection
expedence and current economic conditions. Receivable from Federal Govemmenl represents amounts owed lo lhe
Municipality lor reimburcemeni of expenditures incurred pursuant to lederally lunded programs.

G. lnvenlories

The General, Special Revenue and Capital Prolect Fun&, purchases otfice and pdnting supplies, gasoline, oil and other
expendable supplies held lor consumption. The cost ol purchases is recorded as expenditure in the appropriate lund and the
inventory is not recorded in the basic linancial statemenls.

H. CapitalAssets

Propeny, plant and equipment purchased or acquired is carried at historical cost or estimated historical cost. Contdbuted asseb
are recorded at lair malket value as ol the date received. The Municipalily's capitalizalion levels are $500 on personal property.
For improvements olher than buildings, the capihl outlay must be greater than $10,000, extend the estimated useful life for ten
yea6, and be grealer than 10% ol the original cost ol the asset. Olher costs incuned lor repairc and maintenance is expensed
as incurred.
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H. Capital AsseE (Continud)

Depreciation on all assets is provided on the straightline basis over the lollowing estimated uselul lives:

Capital Assets Years

Buildings and site improvemenls
lnfuaslructure

Works of art
Motor vehicles, fumiture and fixtures
Machinery and equipments

l. LongTem Obligations

The liabilities reported in the govemment-wide financial slatemenb induded genenal and special obligaton bonds and noles,
and other long-tem liabilities, such as vacation, sick leave, litigalion, long-tem liabilities to olher govemmentalentfies.

ln the fund linancial statemenb, govemmental fund types recognize bond issuances cost, dudng the cunent period. The face
amount ol debt issued is repofied as other financing sources, while bond issuance costs, whelher or not withheld ,rom the
actual debt proceeds received, are reported as expendilures.

J. CompensaledAbsences

The Municipality accrues accumulaled unpaid vacation and sick leave and associaled employee-related costs when eamed (or
estimated to be eamed) by he employee. The Municipalitys employees are granled 30 days ol vacalions and 18 days of sick
leave annually. Vacatiors may be accumulaled up to a maximum ol sixty (60) days and sick leave up to a maximum of ninety
(90) days. ln the evenl ol employee resignation, the employee is paid lor accumulaled vacation day6 up to the maximum
allowed. S€paration from employment prior to use ol all or pan ol the sick leave leminates all righb lor compensalion, except
lor employees with ten yeals ol service who are entitled to shk leave pay up to the maximum allowed. the Munhipality accrued
a liabilily lor compensated absences, which meet the following cdteria:

1. The Municipalily's obligation relating to employee's dghts to receive compensation tor ftrture absences is attributable to
employee's seruices already rendered.

2. The obligation relales to righb that v6t or acrumulate.

3. Payment ol the compensation is probable.

4. The amount can be reasonably estimated.

ln accordance with the above crileria and requiremenb as slablished by GASBS No. 16;the Municipality has accrued a liability
for compensated absences, which has been eamed bul not taken by Municipality's employees. For the govemment-wide
statements, the cunent porlion is the amount estimated to be used in the lollowing year. For the govemmental funds
stalements, all ol the compensated absences are considered longdem and therefore, are not a lund liability and reprcsents a
reconciling item between the fund level and govemment-wide presentations.
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J. Compensated ltbsences (Continued)

The following is a summary of changes in the balance ol Compensaled Absences lorthe liscalyear ended June 30, 2010.

B/llA CE

JUIY 1.2000 itEw rssuEs

REnBETEI{IS
AI{D CURREI{T

ATURATES
BAtA}ICE

JUI{E 30. mto

$__1113259$______926i92 $_____ll4tzt $_____iEL656) $__12L000 $______985.059

K. lnsurance

The Municipality has insurance coverage lor its public facilities, pdmarily to provide protection from catastrophb losses. Also,
principal officials ol the Municpality are covered under various surety bonds. The Secretary ol the Treasury Department of the
Commonweallh of Puerto Bico is the agent commissioned to place all of the Municipality's insurance coverage. Conesponding
premiums payable are withheld by he Municipal Revenue Colleclion Center kom quanedy advances o, annuil property tax and
subsidy send to the Municipality.

L. lnterlundTransactions

lntedund lransactions are reflecled as loans, reimbursements or transfes. Loans are repoded as receivables and payables as
appropliate and are subject to elimination upon crnsolidation. Reimburcemenb occur when one lund incuns a cmt, charyes the
appropdale beneliting fund and reduces ib related c6t as a reimbuEement. All other interlund tramactions are lreited as
tnansfens. Transferc between govemmental or proprietary funds are nelted as part ol the reconciliation to the govemment-wide
columnar presentation. The Municipality has the following lypes ol reciprocal and nonreciprocal intedund activities:

':. lntedund loans - Bepresent amounb provided wilh a requirement lor repaymenl, which are recorded as 'due lrom" in lhe
lender govemmental Iund and'due to' in he bonower govemmental fund. lnterfund receivables, which arc not considered
cunenlly available financial resources, are reponed as advances. For amounts nol expected to be collected within a
reasonable period, intertund receivabledpayables are reduced lo lhe eslimated realizable value and the amount that is not
expecled to be repaid is repoiled as a transfer lrom the govemmenlal lund trat made the loan.

* lntedund translem - Represenl tlows of assets (permanent reallocation of financial resources among govemmental
funds) without equivalent llows ol asseb in retum and without a requirement lor repayment. Translen are reported as
other linancing uses in the govemmental fund making translers and as olher linancing sources in the govEmmental lund
receiving transleE.

€. lnterlund reimbursements - Bepresent rcpaymenb from tho govemmental lund responsible for particular expenditures or
expenses lo the govemmental fund that infially paid lor them.

M. Reservations ol Fund Balance - Govemmenlal Funds

Reselvalions of fund balance in the fund fnancial statements represent portions o, fund balances that are legally sqregated lor
specific luture use or are not appropliated lor expenditure. The Municipality has the following reservations ollund balance:
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COIII'OI{WEALIH OF PUERTO BICO
ilUIIIOPATITY OF ARROYO

I{OTES T0 THE BASTC Ftr{AilCtAL STAIEiIEi|TS (C0I{T|1{UED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

NOTE 1 - SUiliTABY 0F SlcNlFlCAt{T ACCOU}lTlt'lc POUCIES (C0ilnilUED)

ltl. Reservatiom ol Fund Balance - Govemmenhl Funds (Continued)

* Capital Prciecis - Represent the reserualion ot amounls to be used for future expenditures for capital proiecb under
contacts and other commitrents. These committed amounts geneally will become liabilities in luture pedods as the
projecb are completed.

'!' Encumbrances - Hepresent luture expenditures under purchase ordeB, contracts and other commitments. These
committed amounts generally will become liabilities in luture pedods as lhe goods or seruices are received.

'3' Other PuDoaes - Represenb nei asseb avaihble lor specific use andor legally segregated lor other specilic luhrre use.

{' Debt Seruice Fund - Represants net asseb available to linance future debl seryice payments. The govemmental fund
financial slatements present fund balance reserves lor those poflions ol fund bahnce (1) not available lor appropriation for
expenditures or (2) legalty segregated lor a specilic luture use. The reserues ror related assels such as inventodes and
prepafnents are examples of lhe lomer.

N. Claims and Judgmenls

The estimated amount ol the liability lor claims and iudgments, il any, which is due on demand, snch as trom adludicated or
seltled claims, is recorded in the General Fund. The Long-Term Liabilfies include an amount estimated as a contingenl liability
or liabilities wih a fixed or expected due dale, which will require luture avajlable financial resources lor its payment.

O. Use ol Estimates

The preparation ol the basic linancial statements in confomity with accounting principles generally accepted in the Uniled
Shtes of America requires management to make eslimates and assumptions that afrect the reponed amounb ol assets and
liabilities and disclosures of contingent assets and liabilities at the date of the basic ,inancial statemenls and the repofied
revenue and expenses during the reporling pedod. Actual result could ditler from those estimates.

P. Accounting lor Pension Costs

For the purpose ol applying the requiremenb of GASB Siatement No. 27, Awunting fot Pensions by State and Locat
Govenment En oyeB (GASB No. 24, the state govemment ol the Commonwealth ol Pueno Hico is considered to be the
sponsor ol the Employees' Retirement System ol the Govemmenl ol Puerto Rico and its lnstrumenhlities (ERS) and System
2000, a multicmployer cosrshadng defined benelii pension plan and a hybrid defined contribution plan, respectively , in which
the employees of the Municipality panicipate. Ile Municipality is considered a participanl and not a sponsor, of these retirement
systems since lhe m4ority ol lhe palticipanls in the alorementioned pension trusl lunds are employees ol the Commonwealth ol
Puerto Rico and the basic tinancial statements ol such relirement systems are part ol the financial reporting entity ol the
Commonwealth ol Puerto Rico. Accordingly, no portion ol the net pension obligalion (NPO) related to ERS has been allocated
to the Municipality in the accompanying basic financial slalements. The basic financial statements ol the Commonwealth of
Puerto Bico report the total amount ol he nel pension obligation of ERS, including any amount that may conespond to the
Municipality.
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NOTE 1 - SUt MARY 0F Sto{lFtcAr{T Accour{TlNc pouctEs (coilniluED)

P. Accounting lor Pension Costs (Continued)

- 
It M-unicipalily accounts for pension costs lrom the standpoint ol a participant in a mulliple-employer cost€haring plan.
Accordingly, pension cosls recognized in the accompanying basic financial slatements are equal to me saumriry required
contdbutiors, with a liability recorded lor any unpaid required contribulions.

Q. Bisk Financing

The Municipality canies commercial insurance to cover casualty, thetl, ton claims and other losses. lnsurance policies are
negotiated by the Puedo Rico Treasury Department and cosb are allocated among all the Municipalities ol Puerto Rico.

Cost o, insurance allocated 1o the Municipalily and deducted lrom the gross property tax collections by the Municipal Revenue
Colleclion Cenler ("CB|M') for the year ended June 30, 2010 amounted to $159,500. The cunent insurance policies have not- been cancelled or teminaled. The CRIM also deducted $'134,995 lor wo*ers compensation insurance coverirg all municipal
employees.

R. Futurc Adoption of Accounling Prcnouncemenls

Tle GASB has issued the lollowing accounling standards trat have ellective dates after June 30, 20 lO:

A GASB Statement No. , Fund Balarce Reporting and Govemnentat Fund Type Definitions. This statement changes the
classilication and teminology ol lund balances and amends the delinitions ol lhe diflerent types ol govemmenhi lunds.
This statement is etlective lor periods beginning after June 15, 2010;

€' GASB Concepts Staiemenb No.5, *wice Efiorts and Awnplishnenb - an Amendnstt of GASB ConcepF Statenents
iVo. 2 lhis slalemenl provides a framewo* to be used by the GASB in considering guidance lor reporting SEA by state
and local govemmental entities and amends terminology and other information in GASB:CS-2. ;

The Municipality's management has concluded that the luture adoptbn o, hese GASB Statements do not have any impact on
the Municipality's basic financial slatements.

}IOTE 2 - CASH At{D CASH EOUIVALET,ITS

Tho Municipality maintains its deposits in vadous commercial banls located in Puerto Rico and Govemmenl Developmenl Bank
for Pueno Rico (GDB). Proceeds lmm bonds and fun6 related to cenain grant awads are rEuired by law lo be held with
GDB.
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t{oTE 2 - CASH AND CASH EOU|VALEI{TS (CoilnilUED)

Ihe Municipality adopted the provisions of GASB Shtement No. 40 (GASB No. 4\, Deposit and lnvef,frnent Risk D:tsclcfiwe, an
Anendment to GASB Statemenl /Vo. 3. Tlis statemenl requires that state and local govemments disclose essential risk
inlomation about doposits and investmenb. The disclosu.e requirements coverlour main areas: (1) credit dsk, (2) inlerest rate
dsk, (3) custodial crcdit risk, (4) foreign exchange oposure.

Crcdit tisk - This is the risk that an issuer or other counterpafly to an inveslment will not fulfill ib obligations. ln compliance
with the laws and regulations ol lhe Commonwealth, the Municipality has adopted, as ifs custodial and credit risk policy, the
Slatenent ol lnvestnilt Guidelin$lot te Govemment of tp hnmonwealh of Puerto Ricf. knrdingly the Municipality
invests only in obligations ol the Commonwealth, obligations ol the United States of America, ce ificates ol deposits,
commercial paper, bank6rs' acceptances, or in pools ol obligations of the municipalities ol Puerto Rico, which are managed
by GDB. According to the aforementioned investment guidelines, the Municipality does not invest in ma*etable securities or
any tlpes ol investments lor which credit risk exposure may be significant. Therefore, tlc Municipality's manag€ment has
concluded that lhe lisk related to any possible loss related lo defaults by commercial banks on the Municipality's deposib is
considered low at June 30, 2010.

lntelEt rab ]isk - This is the dsk that changes in interest rates o, debt investments will adversely alfect the tair value ol an
investment The Municipality manages its exposure to declines in lair values by: (1) not including debt investmenb in ib
investmenl porlfolio al June 30, 2010, (2) limiting the weighted average maturity of ib investmenb to three months or less,
and (3) keeping most ol its bank deposib in interests bearing accounb genenating interesb at prevailing maftet rates. At
June 30, 2010, the Municipalivs investments in certificates ol deposils are recorded at cost, whbh approximaies heir lair
value. Thelelore, the Municipality's management has concluded lhat at June 30, 2010, he intercst rate dsk associated wilh
lhe Municipalitfs cash and cash equivalenls is considered low.

Custodial crcdit tisk - ln tha case ot deposits, this is lhe ftk that in the event o, a bank lailure, the Munbipalit/s deposib
may not be recoverBd. PuBuanl to lhe Statement of lnvestnent Gui&litus for p Govemment of p C,onmonwealh d
Puerto Rimlhe bdances depsited in commercial banks by the Municipality are insured by the Federal Deposit lnsurarce
Coporation (FDIC) generally up to a maximum ol $250,0@ per depositor. ln addition, public lun6 deposiled in commercial
banks by the Municipality are lully secudties pledged as collateral are held, in he Municipality's name, by the agenb ol the
C,ommonwealth's Secretary of Treasury. Deposits with GDB are unimured and uncollateralized. However, no losses related
lo delaults by GDB on deposit tnansactions have been incured by the Municipality lhrough June 30, 2010. Therefore, tre
Municipality's management has concluded that at June 30, 2010 the custodial credit dsk associated with the Municipalitys
cash and cash equivalents is considercd low.

Foreign exchange risk - Ile dsk that changes in exchange rates will a&ersely alfect the value ol an investment or a
deposit. According lo lhe aforementioned inveslment guidelines, the Municipality is prevenled lrom investing in loreign
secudties or any olher types of investnents in which loreign exchange risk exposura may be signilicant. Accordingly,
management has concluded lhat the loreign exchange risk related to he Municipalitfs deposib is considered low at Juno
30,2010.
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r'rolE 2 - cAsH At{D CASH EoU|VALE]{IS (CONT|ilUED)

The Municipality's bank balances in commercial banks ol $953,4SS in the special revenue lund - state and local granb and
$1,835,948 in the capihl projects lund - state and local gnanb, were fully collateralized at June 30, 2010. Itthe other
govemmental lun& there were deposib wih commercial banks ol $1,161,140 trat were tully collateialized.

The deposits at GDB ol $684,524 in lhe general fund, the $4,219,337 in the capital projects lund - state and local grants, the
$1,747,543 in the debt service lund and the $3,228 in iho other govemmental funds, are unsecured and uncollalerafiled, as no
collateral is required to be caried by govemmental banks.

TIOIE 3 - RECEIVABLES

A. llunicipal Sales and Use Taxea Receivable

As described below in Note 14, lhe Municipal Legislatum approved the imposilion of the municipal sales and use tax during
fiseal year 2006-2007. lndividuals, oryanizations and enlities subiect to cdlect tre municipal sales and use tax must file a
tax retum to the Municipalfu. Tax is due each 2@ day of each month based on tax collected in the preceding month.
Thererore, sales tax receivable ot $62,077 in lhe general fund represenb lhe amount due by fte taxpayerc at June 30,
2010.

B. lntergovemmental BeceivaHes

lntergovemmenlal receivable in special revenue fund - slate and local grants represent ependilures incuned not yet
reimbunsed by a state agency. Following is a dehil of the intergovemmental receivable:

Govemmental Entity

Commonweahh ol Puedo RiccDepartment of
Labor and Human Besources - Law 52

Commonwealth of Pue o RicGD,epadment of
Labor and Human Resources - Law 9

Total

lntergovemmental receivable in capital proiecb lund - state and local granb represent expenditures incuned not yet
reimbunsed by a state agency. Following is a detail ol he intergovemmental receivable:

Govemmental Entity Amount

Commonwealth ol Pueno Rico - Legislature

Totel

$191,313

84.260

t_lzSszt

$ 68.084

t__-cE 084
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NoTE 3 - RECEIVABLES (CONnilUED)

B. lntergovemmental Receivables (Continued)

lntergovemmental receivables in other govemmental funds represent expenditures incuned not yet reimbursed by the
lederal agencies or the pass-lhrough grantors. Following is a detail ol the intergovemmental receivables:

Amount

Community Development Block Granl - Slale's
Program $ 18,139

Child Care and Development Block Gnant 102,086
Disaster Granb - Public Assistance 131,074
Pre-Disaster Mitigation Compelitive Grants 57,894
Olherc 9.329

Total fllosz
C. Oher Receivables

Other receivables of $11,047 in the genenal fund represenls accounts r€ceivable at June 30, 2010, related to landfill
royalties. ln addition, other receivables of $16,20i1 in other govemmenhl funds rcprcsents accounts receivable at June 30,
2010 relates to Seclion I Chc*:e Voucher Program and tre blended component unit ho$ing proiecl.

I{OTE 4 - INIERFUiID TRANSFER AilD BATANCES

A. I]{IERFUI{D RECEIVABLES - DUE FROM / TO OIHER FUI{DS

lnteilund receivables and payables at June 30, 2010 are summarized as lollows:

Receivable Fund Amount

Payroll and elabd accruals paid
Special Revenue Fund- and not reimbursed, and other

General Fund Local and State Grants reimbursable expenditures $ 5I8,64i

Payoll and related accruals paid
Capital Projects Fun# and not Bimbursed, and olher

General Fund Local and State Grants Eimbursable expenditures 466,961

Payroll and relaM accruals paid
Other Govemmenhl and not reimbumed, and olher

General Fund Funds

Special Revenue Fund-

Funds

Total

Localand Shte Grants General Fund expenditures

Capihl Projec{s Fund- Special Hevenue FunG
Localand Shte Grants Localand State Grants Heimbursable expenditures

Other Govemmental Special Revenue Fund-

reimbursable expenditures 438,959

Cash pool in the same bank
account and other reimburcable

Localand State Grants Reimbursable expendilures i8.ggl

$_3320p19

1,933,537

490
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FOR THE FISCAL YEAR ENDED JUilE 30, 2OIO

NOTE5-CAPITALASSETS

Capital asseb; thme with an estimated useful live ol one year or more from lhe lime ol acquisition by tre Municipality and a
cost of $25 or more, are primadly funded frrough the issuance of long-lerm bonds and loans. A summiry of capitai assets and
changes oclurring in 2010, including those changes punsuant to the implementation ol GASB Statement No. 34, tollows. Land
and construclion in progress are not subject to depreciation

Balance Re{ircmenta / Balance
Govemmcntal Aaivities

Capihl asset, not being depreciated:
Land
Construclion in progress

Housing Proiecl

Tolal capital assets not bcing depr€cia0ed

Capihl assets, being depreciated:
BuiHings
BuiHing improvemenb
lnlrastructure
lnft aslructure improvements
Equipment
Fumishing
Work ol Art
Computers
Vehicles
Housing Project - depreciable asseb

Tohl capital a$ets being deprcciated

Less accumulated depreciaton tor
Buildings
Building improvemenb
lnhastructure
lntraslructure improvements
Equipment
Fumishing

Work ol At
Computers
Vehicles
Housing Project - depreciable assets

Total accumulated depr€ciation

Tohl capital a€eeb boing depnciabd, net

Govemmenhl ectiyities capital assets, net

zxtg Addilions Reclassificstiom June1.2010

$ 9,705,674
5,398,518

595.000

15.699.192

13,687,578
2,876,547

3,706,1tr}
1,162,458

792;174
316,8i16

3,410
92,556

2,1ffi,352
3.667.208

28.473.282

(6,832,452)
(15s,697)

(2,295,493)
(239,3s3)

(sss,188)
pt2,n4l

{2,2731
(81,3s0)

(1,858,062)

Q.732.0241

(15.094.116)

13.379.166

t_a07!.iu0

1.082.827

1,432,366

1,68/.,797

17,570

15,119,944

2,876,547
5,390,960
1,162,/158

809,744
316,&16

3,410
92,556

2,168,352
3.682.002

31.622.809

(7,638,e62)
(227,6111

(2,409,335)
(289,150)

(653,063)
(311,079)

(2,614)

(88,580)
(1,989,984

e.837.718\

(16.,148.099)

15.174.710

1,082,827 (728,991)
$ 9,705,674

5,752,954
595.000

(728.991) 16.053.028

14.794

3.149.527

(806,s10)
(71,914)

(113,842)
(4s,7s7)

(57,875)
(8,855)

(341)
(7,230)

(131,92s)

fi05.694)

(1.353.9tr1)

1.795.544

l_]91ilil7
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NOrES TO THE BAS|C FINAI{C|AL STATEITENTS (CoNTll{UED)

FOB THE FISCAL YEAB EilDED JUI{E 30, 2O1O

iloTE 5 - CAPTTAL ASSETS (CONnilUED)

Deprecialion expenses were charged to govemmental tunctions/programs as follows:

Govemmental activilies

General govemment

Public Salety
Public Works
Communily Development
Heallh and fVelfare
Cuhure and Recreation

Total depreciation erpenses

$ 296,5s8
51,06I

195,311

40,918
108,071

662.064

u3Eixao

i{OTE 6 - ACCOUNTS PAYABLE AND ACCBUED TIABUNES

Accounb payable and accrued liabilities in govemmental fund financial siatements represent expenditures incuned dudng fiscal
year 2009-2010, and not paid by he Municipality at June 30,2010. Following is a delail ol these accounb payable and accrued
Iiabilities:

llajor Govemmental Funds
Accqrnts
Payable

Accrued
Liabililies

General Fund
Capital Projecb Fund - Slate & Local

Grants
Other Govemmental Funds

Toial

$ 92,213

12,8i18

139.967

r_24q01E

$ 2n,267

i_lIz,frr

$ 369,480

12,838
.l39.967

t_sz%

i{OTE 7 - IruE T0 OIHEB GOVERI'IIIENTAL Ut{lTS

As of June 30, 2010, balance due to other govemmental unib consists ol he lollowing:

Govemmental Ag€ncy Amount

Pue o Hico Aqueduct and Sewer
Authofty

General Seryice Administration
Puerto Rico Telephone Company
State lnsurance Fund Carporalion
Puerto Rico Electdc Power Authority

(PREPA)

Toial

$ 87,099
11,7M

42
1,ffig

1.625

tl0e109
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NOTE 8 - DEFERRED BEVENUES

A. Municipal Licenoe Tax - The delened revenues ol $787,022 in the general fund relates to municipal license tax collected
in fiscal year 20@-10 that will be eamed in fscal year 2010-l 1 .

B. Federal Govemment - The deferred revenues presented in the other govemmental funds represents lhe porlion ol tederal
grants received for which qualifying ependitures have not been incuned. Delened revenues from the fedenal govemmenl
are as fdlows:

Amount

Emeryenry Management Performance
Gnant

Disaster Granb - Public Assistance
Homelessness Prevent Rapid Re-

housing
Others

Tohl

$ u,qto
21,990

27,M2
22.2ffi

$lEJia

NOIE 9 - GEI{ERAL LOI{GTEBTI DEBTS

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

Due
Balance orAddilions Deductions

Bonds Payable
Note Payable
Section 515 direct loan

Compensated absences
Chims and iudgments
Property Tax Debt - Law 42
Property Tax Debt - Law ,16

Property Tax Debt - Treasury
Deparlment

Property Tax Debt - Final

Lhuidation
Landlfill obligaton
LIMS Repayment Plan

U.S. Depatunent ol Homeland
Security Debl

Treasury Deparlment - lncome
Tax WhheH

D€partment of Labor and Human
Resources Debt

Puerto Rico Aqueduct and

Sewer Auhority

Totel

$ 3,425,000
4,920,000
1,950,'$2

926,092
754,353

2,2W,925
550,968

43,231

1,567,743
76,457

$ 1,490,000
515,000

314,823

75,595

50,123

1,285,531

633,924

70,426

-.----.--:$_44tilt2

$ (230,000)
(210,000)

(i18,203)

(127,6s6)

(4s,2e3)
(24,390)

(43,231)

$ 4,685,000
5,225,000
1,912229
1,113,259

754,353
2,161,632

536,578

$ 165,000
238,000

41,451

127,6W

646,769
/l8,139

24,390

424,330

175.000

$lz.@o531

(29,2451

(13,400)

tles.410

75,595
1,617,866

47,212

1,285,531

1,058,254

57,026

91.000

$0n20sE

41,410
31,0'11

428,510

52,274

84.m0

tlJ2EJ54
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ilOTE 9 - GEilERAL LONG.TERII DEBIS (CONNilUED)

A, GENERALOBLGANONSBONDS

The Municipality issues general and special obligation bonds to provide funds for the acquisition and construction of major
capital lacilfies. General obligations bonds as ol June 30, 2010, are compdsed ol the following individual issues:

DESCRIPTION Alil0UNT

$1 ,410,C,00 Series 2002, for construction purposes, payable in semiannual installments, excluding
valiable interesb lrom 2.7% to 5.6%, through July 1, 2026

$90,000, Sedes 2@, for operational purposes, payable in semiannual installmenb, excluding
variable interests ,rom I.3% to 7.5%, through July 1, 2026

$1,250,000, Series 2007, tor construction puryoses, payable in semiannual installments, excluding
variable interesls lrom 1.5olo lo 7.ff/o, lhrough July 1, 2031

$1,355,000, Series 2009, lor conslruclion purposes, payable in semiannual installments, excluding
variable interesB lrom s.tr/o to 7.e/o, through July 1, 2024

$135,000, Sedes 2010, for operational purposes, payable in semiannuai insiallmenb, exduding
vadable interesb lrom 5.0% to 7.0%, through July 1, 2015

Tohl General Obligations - Bonds

$ 1,205,000

805,000

1,185,000

1,355,000

135.000

r__{.005.000

These bonds (except the Sedes 2010 amounting $135,000, that is payable with operational resources), are payable Irom the
special ad valorem property lax ol 2.W. which is restricted lor debt service and retained by the Govemment Development
Bank lor Puedo Rico lor such purposes.

The annual requirements lo amortize these bonds obligations, oubtanding as ol June 30, 2010, are as follows:

Year Ending Principal
June Total

2011
2012
2013
2014
2015
2016-2020
2021-2025
2026-2030
2031-2035

Total

$ 165,000

175,000

185,000

200,000
215,000

1,135,0@
1,635,000

25,000
200.000

$_i.685.000

$ 275,800
295,155
283,437

271,02s
257,443

1,071,681

617,413
1il,622

13.825

i_3250.401

$ 44o,8oo
470,155
ffi,437
471,025
472,443

2,206,681

2,252,413
939,622
213.825

ll.9x!01
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iloTE 9 - GEiIERAL LOr{c-IERil DEBTS (COilnNUED)

B. TIOIESPAYABLE

The proceeds of lhe issuance of notes payables are used principally to pay debt incuned in prior years and to cover the
expenditurcs of a special event. Notes payables as ol June 30, 2010, are comprised ol the following individual issues:

DESCmmoil AIIOUNT

$460,000, Series 2006, lor construction puryoses, payable in annual inshllmenb, excluding interesb
at 4.5e6, through July 1, 2013

$4,640,000, Series 2009, for construc,tion purposes, payable in somiannual installments, excluding
variable interesb lrom 1.5% to 7.5%, through July 1, 203it

$5151000, series 2010, Ior operational puposes, payable in semiannual installments, exc.luding
variable interesb trom 6.0% to 7.5%, through July l, 2014

Total Notes Payable

The Series 2004 note amounling $460,000 and the Sedes 2010 note amounting $515,000 are payable with operational
resources. Tle Sedes 2009 amounling $4,640,C100 is payable with municipal sales and uses taxes reiources restdcted tor debt
service.

The annual requirements to amortize lhese bonds obligations, outstanding as ol June 30, 2O'10, are as follows:

B. NOTESPAYABLES

$ 215,ooo

4,495,000

515.000

i_5"25.000

Year Ending Pdncipal lnlerest
June Totel

2011
2012
2013
2014
2015
2016-2020
2021-2025
2026-203iJ

2031-2035

Total

$ 238,ooo
251,000
271,M
2'10,000

220,W
655,000
9115,000

1,355,000

1.080.000

$__5225.000

$ z7o,s2o
366,052
348,982
330,750
314,812

1,421,625
1,135,125

724,125
165.750

i__5n2q041

$ 5@,820
617,052
619,982
540,7s0
53/.,812

2,076,62s
2,080,125
2,079,125
1.245.750

l.l0^ltsnfl

C. SECTION515DIRECTLOAN

Liabilities ol $'1,912,229 reponed in the statemenl of nel assets represenb lhe outstanding balance ol the Housing prolect,
Section 515 loan payable. This loan is payable in annual installments, excluding variable interests lrom 7.0% to s.07i through
July 1, 203i1.
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iloTES T0 THE BASIC FlilAt{CtAL STATEIEI{TS (COilnNUED)

FOR THE FISCAL YEAR ENDED JUilE 3{I, 2O1(l

r{oTE s - cEi{EBAL LONGTERm DEBTS (COi{T|NUED)

D. COIIPEI{SAIEDABSENCES

The govemmentwide slatement ol net assels includes $757,311 of actrued sick leave benefib, and $355,948 ol accrued
vacalion benefib, representing the Municipalftfs commitment to fund such costs lrom future operations.

E. CLAITSAiIDJUDGIIENTS

Uabilities ol $754,353 reponed in the statement ol not asseb represent the balance owed for claims and iudgmenb at June 30,
2010, as described in Note 

.l8.

F. PROPERTYTD(DEBT-LAW42

_ On January 26,20N, Act No. 42 was enacted to authorize the CRIM to enter into a linancing agreement of up to $200 million,- for a tem not exceeding 30 yearc. The linarcing agreement allows lor the financing ol a debt lhat the municipalities of Puerto
Hico have with the CRiM, adsing from he final settlemenb ot property tax advances versus ac{ual collections tuough liscal
year 2000. The amounb hat the municipalities will collect frcm the additional property taxes resulting lrom the increases in the
subsidy lrom the Commonwealth to the municipalities are assigned through this law to repay such loan. The increase in this
subsidy was lhe result of the Public Law No. 238 of August 15, 1999. The oulstanding balance ol the note payable to fie CRIM
at June 30, 2010 amounted to $2,161 ,632.

G. PBOPERTYTAX DEBT- LAW116

On Seplember 24, 2002, the CRIM, on behalf ol the municipalities ol Puerto Rico, entered into a financing agreement wih GDB
pu6uant to he provisions ol Law No. 1,16 ol Oc{ober 11, 2001. fte purpose ol this financing agreement was to extinguish in
advance ce ain bonds payable issued by the Public Finance Corponation, a subsidiary ol the GDB, whidr were odginally issued
to pay cenain propedy lax receivables owned by he municipalities ol Puefo Hico through 1996. Tle oubhnding balance ol the
note payable lo lhe CRIM at June 30, 2010 amounted to $536,578.

H. PROPERTY TAX DEBT - FINAT LIOUDANON

Propelty tax debt of $75,595 repolted in lhe slatement ot nel assets Eprosents ltre balance owed resulted lrom CRIM linal
liquidation, as described in Note 18.

I. LAT{DFILLOBLIGATIOiI

Tle $1,617,866 leported as landlill obligation at Juns 30, 2010, represenb an eslimale related lo closure and post closure
costs, as descdbed in Note 10.

J. LIIIS REPAYITEilTPLAN

During the liscal year mr-zcf,z, the Municipality authodzed the CRIM to retain th€ conesponding portion lor the linancing

- proiect o, Land lnlomalion Management System - LIMS, conlracted by the CRIM. A total of $248,74 is to be relained in a ten
yeans pedod al an interesl rate of 5.95%, until November 28,2011. At June 30, 2010, he oubtanding debt balance was
$47,212. This amount will b€ presented in the govemment wide statement ot net assets.
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FOR THE FISCAL YEAR Ei{DEDJUI{E 30, M1(t

NoTE s - GEi{ERAr LoNG-rERil DEBTS (COilnilUED)

K. U.S. DEPARTilEI,IT OF HOIIELAI{D SECURITY DEBT

The govemmental wide slatement of net assets includes a liability ol $1,285,531 lor disallowed costs in accordance with a final
resolution issued by the U.S. Department ol Homeland Securily.

L. TBEASURY DEPARTTIEiIT- IT{COIIE TAX WIHHELD

The govemmenlal wide statement of net asseb includes a debt ol $1,058,254 with the Treasury Depanment, resulting from
income hx withheld. This amount includes fines, penaltios, interesb and other charg€s.

t,. DEPARII'EI'IT OF LABOB AIID HUI'AT{ RESOURCES DEBT

The govemmental wide statement of net asssb includes a debt o, $57,026 with the Department ol Labor and Human
Resources, resuhing lrom unemployrnent benefits paid dudng fiscal yeil 200$2010.

N. PUERTO RICO AQUEDUCT AND SEWER AUTHORITY

Du]ing past yeaB, lhe Municipality enlered into a linancing agreement with Pue o Rico Aqueduct and Sewer Aulhority, for the
payment ot the Municipality's debt lor water and sewer seri:ss. The bdance at June 30, 2010 of tris agreement was g91 ,000.

NOTE 10 - UINDFILL OBLIGATION

Slale and federal laws and regulations requirc the Municipality to place a final cover on its landlill site, when it stopped
accepling waste, and perfom certain maintenance and monitoring lunctions at tn site lor 30 yeas after closure. ln accrrdance
with Statement No. 18 ol the GASB, 'Accounting lor Municipal Solid Waste Landfill Closure and Post-closure Care Costs', the
Municipality has pedomed a study ot he activities ftat need to be implemenled at the Municipalit!/s landfill to guarantee lhe
maximum yield of available space and to comply with applicable slate and tederal regulations.

Based on this study, the Municipality has recognized $1,617,866 as the Municipalitfs eslimated cunent cost lor landfill closurc
and posttlosure cosb as of June 30, 2010. The annual eslimate ol post closure cmts has been assessed approximately to be
$15,500 lor a pedod ol approximately 30 years. Actual costs may be ditferent due to inflation, changes in technology, or
changes in laws and regulations. The balance ol closuro and rct{losure costs are reported in lhe govemment-wide slatement
ol net assets.

I{OTE 11 - DEBT REI|REIIENT

Revenues ol the debt service fund consist ol the ad-valorem property taxes which are recognized as revenue when collected
from talpayens and reported by lhe Municipal Bevenue Collection Center ol the Commonwealth of Puerto Rico to lhe
Municipality.

These property taxes are accumulated by the Municipal Revenue Collection Center in costs of the general obligations bonds
issued by the Municipality. Payments are made to the Govemment Development Bank ol the Commonwealth ol pueno Rico
from such accumulated lunds by the Municipal Bevenue Collection Gnter ol Puedo Rico.
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NOTE 12 - PROPERTY TAXES

The perconal propeny tax is sell assessed by the taxpayer on a retum which is to be liled by May 15 ol each year with the
Municipal Bevenue Collection Center (CRIM), a govemmental entily creatod by the govemment ol Pue o Rico as part of the
Municipal Govemmenlal Autonomous Law of August I9!)1. Real property tax is assessed by the CRIM on each piece ol real
estale and on each building.

The assessment is made as ol January 1 ol each year and is based on cunent values lor personal property and on estimaled
values as ol 1957 tor reai propelty tax. The tax on peEonal properly must be paid in lull logelher with the retum by May 15.
The tax on real propeny may be paid in two imtallmenls by July 1 and January 1. The CRIM is responsible lor the billlng and
collections of real and personal propedy taxes on behalf ol all lhe municipalities ol Puerto Rico. Prior to the beginning ol aach
fiscal year, the CRIM infoms the Municipality ol ttre eslimated amounl of property tax expected to be collect lor the ensuing
Iiscal year. Throughoul the year, the CRIM advances funds to the Municipalily based on the initial estimated collections.

The CBIM is required by law to prepare a settlement statement on a fiscal year basis, whereby a comparison is made belween
the amounls advanced lo the Municipaliiy and amounts actually collected lrom taxpayers. This settlement has to be completad
on a preliminary basis not later lhan three monlhs after liscal year€nd, and a find senbment made not later than six months
after year+nd. lf the CBIM remits lo the Municipality propeny tax advances, which are less than the tax actually collected, a
receivabla lrom the CRIM is recorded at June 30. However, if adyarres exceed he amount actually collected by the CRIM, a
payable to the CRIM is recorded at June 30. Tle CRIM issued the final liquidation noting that lhe advances exceeded
collections by $75,595. This amount is rccognized as a long term debt in the govemmentalwide stalement of net assets.

On January 26, 2000, Public Law No. 42 was enacted which aulhorized the CRIM to obtain a loan up to $200,000,000, and for a
term not to exceeding 10 yea6, to allow for the financing of the debt that the Municipalities ol Pueflo Rico have with the CRIM
arising flom linal setllemenls o, propeny tax advances versus actual collections through fiscal year ended June 30, 2000. The
amounb that the Municipalities will collect lrom additional propeny taxes resuhing lrom increases in the subsidy lrom the
Commonweallh o, Pueno Rioo to the Municipalities are assigned through tris law lo repay such loan. The increase in this
subsidy was the result of the Public Law No. 238, enacted on August 15, 1999. 0n October 11, 2001, Public Law No. 146 was
enacted lo amend Public Law No. 42, to exlend the loan amortization pedod up to 30 yeaB.

Also, on october 1 1 , 2002, Public Law No. 172 was enacled, to provide as an option lor the Municipalities to include the debt
lhat lhe Municipalities of Puelto Rico have with the CRIM adsing lrom linal settlements ol property hx advances vercus actual
collections lor $e fiscal year ended June 30, 2001 wih the loan aulhodzed through Public Law No. 42 enacted on January 26,
2000.

On June 26, 1997, Public Law No. 21 was enacted authorizing the CRIM, among other things, to sell he propeny tax
receivable related to taxpayers who owned property taxes from 1974 to 1996. Such property tax receivables were purchased
by the Public Financing Coporation, a subsidiary ol the Govemment Development Bank ol Pue o Rico (GDB) using the
proceeds ol a bond issuance execuled lor such purposes. Said Law imposed the CRIM the obligation to replace uncollectible
property tax receivables with any valid property tax receivable o equivalent in money.

Subsequent to the approval of the Law and to the sale transaclion, it was detected lhat a substanlial percentage of the
receivables sold were uncollectible. ln order to prolect the economic damags to the fnancial structure of municipalities caused
by the substitution o, uncollectible tax receivables with sound collectible receivables, on October 11, 2001, Public Law No. 146
was approved and enacted. Through this Law, the CRIM was authodzed to obhin a loan from any qualified linancial institution
and pay in advance tho oulstanding balance of the bonds issued and any related cost incuned lor the purchase by the Public
Financing Coporation (a GDB subsidiary) ol the lax receivables. The loan is being paid by the municipalities thru a 30 year
long term financing negotialed by lhe CRIM with GDB on behal{ ol such municipalities as authodzed by the indicated Law.
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1{0TE 12 - PROPERTY TAXES (CoilTINUED)

Residenlial real propelty occupied by ib owner is exempt by law lrom the payment ol property taxes on the fiIst $ 15,000 ot the
assessed vaiue. For such exempled amounts, the Pueno Rico Treasury Depa ment assumes paymenl ol the basic tax to the
Municipalities, except lor pmperty assessed at less than $ 9,S00 for which no payment is made. As pan of the Municipal
Autonomous Law ol 1991, the exempt amount to be paid by the Puerto Bico Treasury department to the Municipalities was
frozer as ol January 1, 1992. ln addition, the law grants a tax exemplion lrom the payment of perconal propedy laxes ol up to
$50,000 of the assessed value to retaile]s having annual net sales ol less than g 150,0b0.

The annual tax rate is 8.83% lor real propeny ird 6.8ilolo lor personal property ol whbh 1.03% o, both lax rates are lor lhe
redemption of publh debl issued by the Commonweallh ol Puerto Rico. The remaining percentage is distdbuted as lollows: (a)
5'8% and 3.806, respectively, represenls the Municipalffi basic property tax rate whbh b appropriated lor basirs and
accountod lor in he general fund. A ponion of such amount is deposited in an equalization fund togetrer with a percentage ol
lhe net revenues or lhe Pueno Hico electronic lottery and a subsidy lrom lhe Commonweallh ol Puerto Rico. From such fund, a
distribution is made to all municipalities; (b) 2.00% represenb the ad valorem tax restdcted for debt service and accounled lor in
the debt seruice fund.

NOTE 13 - I'U]{ICIPAL IICENSE TAX

The Municipality imposes a municipal license tax on all businesses that operate wilhin tre Municipality, which are not totally or
pailially exempt lrom the tax pursuant to the lndustdal lrrcenlives Acts ol the Commonwealth of Pue o Rho. This is a &[-
assessed tax based on the business volume in gross sal€s as shown in the lax retum that is due on Apdl 15 ol each year.
Enlities wih sales volume ol $1,000,000 or more must include audited finarcial slatemenb together with fie tax retum. Dudng
the liscal year ended June 30, 2009, the tax rates were as follows:

* Financial business- 1.50% o, gross revenues., Other organizations- 0.50% ol gross revenues

This lax is due in two equal inshllments on July 1 and January 1 ol each liscal year. A discount of 57o is allowed when lull
paymeni is mado on or belore April 15. Municipal license tax receivable represenls liled municipal license tax retums that were
uncollected as ol June 30, 201 0 nel o, allowance lor uncollectible.

Municipal license taxes collecled prior to June 30, but penaining to the next liscal year are recorded as delened revenues.

NOIE 14 - iIUNICIPAL SALES AND USE TAXES

On July 29, 2007, an amended to Act No. 1 17 of July 4, 2006, known as the Tax Faimess Act ol 2006", was enacted with the
purpose ol establishing a mandatory sales and use tax ot 1.57o al the Municipal Level. Ihe Municipalities ol Puerto Hico are
responsible to collect 1% ol the conesponding tax with the same exemptiom and limitations that the portion collected by the
Tleasury Depailment. The Act provides an optional sunax on the un-process food. 'lhis sunax must be approved by the
Municipal Legislature.

Tha Treasury Department is responsible to creaie the Municipal Development Fund (.02Pld, the Municipal Redemption Fund
(.02%) and he Municipal lmprovements Fund (.01%) with the remaining 0.5yo.

On September 2, 2008, the Municipal Legislature approved the transler ol 50% lrom the Municipal Development Fund lo the
Municipal Bedemption Fund, as approved by Law 64 hom July 3, 1996, as amended, to increase ib debt issuance capacity.
Loans issued with those funds can be used for waste management and recycling activilies, conslruclion ol inlrastructure, healih
and public salely prolecb and the payroll expenses relaled to those programs.
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NOIE 15 - Ii]IERGOVERT{}IEilTAL BEVET{UES

lntergovemmantal revenues consist pdmalily of funds received from the Commonwealth of Pue o Rico, 'in lieu ol tat'
payments from the Quasi-public Corporalion, Pue o Rico Electric Power Autrority, and lederal financial assistance mceived
lrom tedenal govemment.

Grants and subsidies received from the Commonwealth ol Pue o Rico and federal agencies irclude, among others, a general
subsidy lor ufuan development and capital improvemenb. lntergovemmental revenues are accounted tor through the General
Fund except for those direcdy related to uban development and capital improvements, which are accounted for through the
Special Revenue and the Capilal Proiecl Fun6. Federal Financial Assistance is recorded in tre Special Revenue Fund.

ilOTE 16 - IiIIERFUND TBAT{SFEBS

lnlerfund transleE dudng the ltscal year ended at June 30, 2010, are summadzed as follows:

Transfer Out Tranefer ln Purpo€€ Amouni

General Fund

Other Govemmental
Funds

Total

Debt SeMce Fund

Debl Seruice Fund

Debt retirement

Debt relirement

$ 7,800

178.949

L_250749

NOTE 17 - PEt{StOt{ PLAI{

The Employee's Relirement Sysiem ol lhe Commonweallh and ih lmlrurentalities (the Retiromefll System) is a cost-sharing
multiple defined benelit pension plan sponsorcd by, and repoded as a component unit ot the Commonweallh ol Puerto Rico. All
regular employees ol he Municipality under 55 years ol age at the date of employment become members o, fte Retirement
Syslem as a condition to their employment.

The Retirement System pmvides retiremenl, death and disabilily benefits pumuant to legislalion enacled by the
Commonweallh's legislature. Disability retirement benefits are available lo membens lor occupational and nonoccupational
disabilities. Retirement benofits depend upon age at relirement and the number of yeans ol crcditable servico. Benefils vesi
after ten yeaB ol plan participation.

Membens who have attained 55 yeac ol age and have compleled at least 25 y8ars of creditable servioe or membeB who have
attained 58 yeam ol age and have completed ten yeam ol creditable seryice are entited lo an annual b€nefit payable monthly
for life.

The amount ol lhe annuity shall be one and onshall percent ol the average compensation, as defined, muftiplied by the number
ot years ot creditable seMce up to lwenty yeaB, plus two percent of the average compensation, as delined, multiplied by the
number ol yeans ol creditable service in excess of 20 years. ln no case will the annuity be less than $200 per monlh.

Panicipants who have completed at least 30 yeaE ol creditable service are entilled to receive the Merit Annuity. Participants
who have not attained 55 years ol age will receive 65 percent ol lhe average compensation, as defined; otherwise they will
receive 75 percent of the average compensation, as defined. No benefits are payable i, the participant receives a refund ol
his/her accumulated conlribulions.
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NOTE 
'7 

- PEt{StOil PLAil (CONnilUED)

Commonwealth legislalion requires employees to contdbute 5.25olo for the lilst $550 ol heir monthly gross salary and 8.275%
tor the excess over $ 550 ol monthly gloss salary. The Municipality is required by the same slatute to contribute 9.275% of the
participant's gross salary. Tola.l Municipality contdbutions during the year ended June 30, 2010 amounted approximately
$200,000.

On September 24, 1999, an amendment to Act. No. dA7 ol May 15, 1951, which created tho Retiremenl SFtem, was enacled
wilh the pupose of eslablishing a new pemion program (Slslem 2000). Employee's panicipation in the cunenl syslem as ol
December 31, 1999, may elect to shy in lhe defined benelit plan or lransfer to the new program. Persons ioining the
Municipalily on or after January 1, 2000, will only be allowed to become members of Syslem 2000. Syslem 2000 will reduce the
relirement age from 65 yeam to 60 tor those employees who ioined the curent plan on or alter April 1 , 1 9$.

System 2000 is a hybrid defined conlribution plan, also known as a cash balance plan. Under this new plan, there will be a pool
ol pension assets, which will be invested by ERS togelher with those of the cunent delined benelit plan. The Commonweahh ol
Pue o Hico will nol guarantee benelib at rolirement age. The annuity will be based on a formula which assumes $at each year
the employee's contribulion (with a minimum of 8.275% to lhe efiployee's salary up to a maximum ol 10%) will be invested in
an account which will either (1) eam a fixed rate based on the lwoyear Constant Maludty Treasury Nole or, (2) eam a raie
equal to 75% of the relum ol the ERS's invesfiient portlolio (net ol management fees), or (3) eam a combination of both
altemalives. Parlicipanb will receive pedodh account stalemenb similar to those ol defined contribution plans showing treir
accrued balances. Disability pensions will not be granled under System 2000. The employer's contdbution (9.275% of the
employee's salary) will be used to tund the cunent plan.

Additional inlomation on lhe Retiremenl System b provided in its tinancial statemenls for the year ended June 30, 2010, a copy
ol which can be obtained lrom the Retirement System, Minillas Station, PO Box 42003, San Juan, PR 00940.

NOTE 18 - CoililllilEilTli AND COilflNGENC|ES

A. CLAIIiIS AiID JUDGIIENTS

Tle Municipality is a defondant in a number ol lawsuits arising principally lrom clains against lhe Munhipality lor alleged
improper aclions, and other legal matleE that arise in the ordinary course ol the Municipality's activfies.

Wilh respect to pending and threatened litigation, the Municipality has repofled liabilities o, approximately $754,353 lor awarded
and anlicipated unfavorable iudgments. This amount was included in the linancial statements and represents the amounl
estimated as probable liability or a liability witt a fxed or expected due date, which will require luture available linancial
resources lor its payment.

the Municipality participates in a number ol lederal linancial assislance programs funded by the Federal Govemment. These
prognams ale subiect to audit on behall the grantoF to assure compliance with grant provbions. lf expenditures are disallowed
due to noncompliance with grant programs requirements, he Municipality may be required to reimburse these cosb, to the
grantor agency. The U.S. Depadment ol Homeland Security issued a linal resolution in relation lo a disallowed cost adsing lrom
an audit ol the lederal program Public Assislance Grants. The govemmental wide statement of nel assets irrcludes a liability ol
$1,285,531 lor disallowed cosb in accordance with lhe linal resolution issued by the U.S. Depadment ol Homeland Security.
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I{OTE 19 - ACCOUNTING CHANGES AND RESTATEIIEI{IS

A. GOVEBI{IIE].ITAL R'T{D FINAilCIAL STATEI'EIITS

The following restatemenls have been mado in the govemmental fund financial slalemenls, which are rcponed as an
adiustnent to the beginning fund balances:

Specid Bevenue Capilal Proiecte Other
Genoral Fund -StaE & Fund-StaE& Ihbi Service Governmental

Decoi ion Fund Local Gnnts Local Grant8 Fund Fund Tot l

Fund balance, beginning $ (2,600,426) $ 2,625,{n $ 4,698,495 $ 1,281,361 $ 788,374 $ 6,793,281

Debb reclassificaton (22,439l, (u2,4391

To conect pdor year liability

Fund balancg beginning as
,Btatsd uru !051 t_2,w$z 9__409!J6 t_fiAfifl r__!oue r_o030€80

B. GOVERNIIEilTAL WDE FINANCIAL STAIEIIE]|TS

Ile lollowing restatemenb have been made in the govemmental wide financial slalemenb, whbh are reported as an
adjustnent to the beginning net asseb:

llescriilion Totel

Net asseb, beginning

To conect pdor year liability

Total

$ 19,245,043

66. t08

u_9,aff51
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IIUilICIPALIW OF ARROYO

BUDGETARY COilPARISON SCHEDUIE. GE]{ERAL FUND
(SEE NOTES TO BUDGEIABYCOMPARISON SCHEDULE)

FOB THE FISCAL YEAB ET{DED JUNE 3II, 2O1O

Budqetsd Amounts
Original Final

Vuiance widr
ActualAmounb FinalBudget

(BudgehryBasis) Positive
(See t{oE 1) (lleqativet

REYENUES:
Properly taxes
Fines and lodeiture
Munbipal lbense tax
Municipal sales and use tax
Licenses, permits and oher localtaxes
lntergovemmental
Rent ol propedy

lnteresG
Miscellaneous

Total rcyenuss

EXPEI{DIIURES, ENCUTIBRAI{CES AIID
OI}IER FI}IAIICII,IG USES:

Cunent:
General govemment

Public salety
Public works
Healh and wellare
Cuhure and recreation
Operating transler to otler funG

Total eryendituE3, encumbaances and olher
financing uses

$ 1,4/4,767 $ 1,44,767 $ j,ffi,762
2,500 2,500 7,3i)1

855,000 855,000 901,078
515,000 515,000 658,367
460,200 460,200 285,293

4,824,208 4,824,208 5,089,491
97,,100 97,400 79,542
s,000 5,000 95,129

90.100 93.100 263.794

8.301.175 8.301.175 8.828Jy2

$
4,tr11

46,078
143,367

(174,W7)
265,283
(17,8s8)

90,129
170.694

527.617

4,544,W 4,589,767 4,657,329
429,878 423,n8 342,118

2,118,717 2,098,256 2,161,603
617,355 615,155 588,197
5'12,982 496,619 464,436
77.ffi n.600 Tt.8N

8.301.175 8.301.175 8.291.48i1

(67,562)

81,650
(63,347)

26,958
32,18i1

(200)

9.692

$ 537.309

$ 8,828,792

$_8J20Jt2

$ 8,291,483

86,155
(66,628)
(2.800)

$ E,ABSI)

EXCESS (DEFrCtEltCy) OF REVEI|UES oVER
(uilDER) EXPEilDmJRES, EI{CUXBRAT{CES
AND OTHER FtNANCTl{c SOURCES (US$} $ $ 537.309

Explanation of Differences:

Sourcgs/inf, ows of r€sourreg:
Actual amounb (budgetary basis)"available for appropriation'lrom he budgetary compadson schedule
Ditterences-budget to GMP
Total revenues and otrer linancing sources as reporled on he statement of revenues, e)eenditures, and
cianges in fund balances

Uscs/outfl ows of rcsour6:
Actual amounts (budgelary basis)lotal charges to appropriattons'lrom $e budgetrary comparison schedule
Differences-budget to GMP:
Prbr year encumbrances recorded as cunent year expenditures lor GAAP basis
Cunent year encumbtances recorded as oqenditures ror budgetary purposes
Operating lransler to oher funds

Total eryenditures and oher financing uses as reported on he statemenl of revenues, expenditures, and
changes in fund balances
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COilIIOilWEALIH OF PUERTO RICO

IIUNICIPALIW OF ARBOYO

]{OTES TO BUDGEIABY COTIPARISOII SCHEDULE. GEI{ERAL FUND

YEAB ENDED JUNE 3{I, 2O1O

ilOTE 1 - STEWARDSHIP, COIIPLIAI{CE AND ACOOUTITABILIW

A. BUDGEIARYGOI{TROL

The Munbipalitt's annual budget is preparcd on the budgetary basis of accounting, which is not in accordance with
GMP, and represents depanmental appropdations recommended by the Mayor and appoved by the Munhipal
Legislature pdor to the beginning of the fiscal year. Amendmenb to the budget require he approval ol the Municipal
Legislature. Tnanslerc of appmpriations within $e budget, knoyvn as Mayor's Resolutions, do not require the approvalol
the Municipal Legislature.

Tle Municipality prepares its annual budget including the operalions of the general fund.

For budgehry puDos€s, encumbrance accounting is used. The encumbrances (i.e., purchase ordeE, contracis) ate
considered expenditures when incuned. For GMP reporling puposes, encumbrarres outstanding at yeaFend are
reported as reservalions ol fund balances and do nol constitute expenditures or liabililies becarce $e commiunenls will
be honorcd during the subsequent year.

The unencumbered balance ol any appropdation at the end ol the fiscal year will lapse at the end of srh fiscal year.

Other appropdations, mainly capital proiect appropriations, are continuing accounts lor which the Municipal Legislature
has auhodzed that an unspent balance lrom lhe prior year be carded lorward and made available lor cunent spending.

The annual budgel as presented in the Budgetary Comparison Schedule€eneral Fund is the budget ordinance at June
30, 2010 represenling the oliginal budget. There were no supplemental appropriations tor he year ended June 30, 2010.
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COMMONWEATTH OF PUERTO RICO
MUNICIPAIITY OF ARROYO

SCHEDULE OF EXPENDITURES OF FEDERAT AWARDS

YEAR ENDED JUNE 30, 2O1O

Federal Grantor/Pas&through
Grantor/Program or ClusEr Title

U.S. DEPARTIIENT OF AGRICULTURE:

Pass-lhrough the Commonwealth ol Puerto Rico
Departnent of Education:

Child and Aduh Care Food Program

Tolal U.S. Irepartment of Agriculture

U.S. DEPARTUENT OF HOUSTI{G AND URBAN
DEVELOPMEI{T:

Direct Program:

- Lower income Housing Assistance Program
Section 8 Modenale Rehabilitation 14.856

Total U.S. Department of Housing and Urban
Development

Federal Pass.through
CFDA Entity ldentilying
Number Number Expenditures

10.558 Not Avaitabte g 13,440

13,440

Direct Program:

Section 8 Housing Choice Voucher Program 14.871

Pass-through the Commonwealth of Puerto Bico -
O{fice of the Commissioner of Municipal Atfairs:

Community Development Bloc* Grants -
State's Program 14.228 O2-AB-FC-R|-07

583,207

491,317

03-AB-FC-07
04-AB-FC-07

05-AB-FC47
06-AB-FC-07
07-AB-FC-07
08-AB-FC-07

09-AB-FC-07 526,926
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COIIilOI{WEALTH OF PUEBTO RICO
IIUNICIPALTTY OF ARROYO

SCHEDUIE OF EXPENDIruRES OF FEDERAL AWARDS (COilNilUED)

YEAB EIIDED JUI{E 30, 2O1O

Federal Grantor/Pas+through

_ Grantor/Frogram or ClusGr Title

Federal Pass.through
CFDA Entig ldentifying
Number Number Expenditures

U.S DEPARTMENT OF HEATTH AND HUMAN
SEBVICES:

Pass-through the Commonweahh ol Puerto Bico- AOministration for Children and Families
(ACUDEN):

Child Care and Development Block Grant 93.575 Not Available 388,947

Total U.S. Department ol Health and Human
Services

U.S. DEPARTIIEI{T OF HOIIEIAND SECURITY:

- Pass-through the Commonwealth ol Puerto Rico -
Govemor Auft orized Bepresentative (GAR):

Disaster Grants - Public Assistance

338,947

97.036 Not Available 203,952

Total U.S. lrepartmeni of Homeland Security 203,952

TOTAL EXPENDITURES OF FEDERAL
AWARDS g 2,157,789

The accompanying notes are an iniegral part ol this schedule.
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@ITI'01{WEALTH OF PUERTO R]CO

ilUt{ICIPALMf OFARROYO

ilOTES TO THE SCHEDUTE OF EXPENDMJRES OF FEDERAL AWABDS

YEAR ENDED JUNE 30, 2O1O

1. BASISOFPRESENTATION:

- the accompanying Schedule of Expenditures ol Federal Awards includes the lederal grant activity ol the
llunicipality of Anoyo and is presented on ths modifiod accrual basis ol accounling. The basis of accounting is
the same used lo prepare lhe lund linancial slalements. The inlormation in thh Schedule is presented in
accordance wih the requirements ot oMB Circular A-133, Audits of Statx, Local Govemnents, aN Non-prcfit
Oryanizations.

- 2. REI-ATIONSHIP TO FEDEML FI|\|ANOAL REPORTS:

Amounts reported in the accompanying Schedule are includad in the Other Govemmental lunG in the
Municipality's lund financial statements. The reconcilialion belween the ependitures in the fund finarcial
staterents and the expenditures in ltre Schedule ol Eeenditures ol Federal Awards is as follows:

Descdplion

Other
Govemmenlal

Funds

Per Schedule of Expenditures of
FederalAwads$2,157,199$2,t57,789

Non federal programs e)eenditures 406,745 M,74i

Total Expenditures in the bash
financial statements $ 2,s64,534 $

Total
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REPOBT 0N INTERNAL CONTROL OVER FINAI'ICIAL BEPORTING AND ON COMPLIANCE AND OTHEB
MATTERS BASED ON AN AUDIT OF FINAT{CIAL STATEI'ENTS PERFORIIED IN ACCORDANCE WITI

GOVEBNIIENT AUDITI}IG STANDABDS

To the Honorable ltlayor
and the Municipal Legislaturc
ilunicipality of Arroyo
Anoyo, Puerto Bico

We have audited the financial slatements of the govemmental activitios, each major fund, and the aggregate remaining
lund inlormation ol the llunicipality of Arroyo, Pue o Rico, as ol and ,or lhe year ended June 30-, 20i0, which
colleclively compdse the Municipalig's basic linancial statements and have issued our repofi thereon dated
December 29, 2010. We conducled our audit in accordance with audiling standards generally accepted in the United
Stales of Amedca and the slandards applicable to financial audits contained in Govemhent Auditing 

'Slandards, 
issued

by the Comptroller General of the United States.

lntemal Control Over Financial Reportino
ln planning and perlorming our audit, we considered the Municipality of Aroyo's intemal control over financial
reporting as a basis for designing our audiling procedures ror the pupose ol expressing our opinions on the financial
statements, bul not for the purpose ol expressing an opinion on the effecliveness ol the Hunicipality of Anoyo,s
inlemal conlrol over financial reponing. Accordingly, we do nol express an opinion on the eliectiveness ol the
Municipality ol Anoyo's intemal control over financial reporting.

A deficiency in intemal control exisls when the design or operation ol a conlrol does not allow management or
employees, in the normal course of performing their assigned lunclions, lo prevenl, or delect and conect
misslalements on a timely basis. A material weakness is a deficiency, or a combinalion ol deliciencies, in inlemal
control such thal there is a reasonable possibility that a malerial misstalement o, the entity's linancial slalemenls will
nol be preyenled, or detecled and corrected on a timely basis.

our consideration ol inlemal control over linancial reporting rvas for lhe limited purpose descdbed in the lirst paragraph
oJ this section and was not designed to identity all deficiencies in intemal control over linancial repofling that might be
deliciencies, signilicant deficiencies, or material weaknesses, as defined above. However, we identi1ed clrtain
deficiencies in intemal control over linancial reporting, described in the accompanying schedule ol findings and
questioned costs that we consider to be signiricant deficiencies in intemal conlrol over linancial reponing. Signilicanl
deliciencies are described in the amompanying schedule ol findings and questioned costs as items l(){,l, and 10-02.
A signiricant deficiency is a deliciency, or a combination ol deficiencies, in inlemal control lhal is less severe than a
material weakness, yet imponanl enough to merit attention by those charged with govemance.
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REPORT ON |I{TERNAL CONTROL OVER FIiIANCIAL REPORTI}IG AND Ot'l COilPLIANCE At{D OIHER
MATTERS BASED 0l{ A1'l AUDIT 0F Fll.lANClAL STATEilENTS PERFORilED lt'l ACCORDANCE WIH

GOVERNMEilT AUDITIT{G STANDARDS (CONNNUED)

Comoliance and Other Matlers
As part ol obtaining reasonable assurance about whelher the unicipality ol Aroyo's linancial stalements are lree o,
matedal misstatement, we pe ormed tests of ils compliance wilh cerlain provisions of laws, regulations, conlracls and
grant agreemenls, noncompliance with which could have a direct and matedal ellecl on the dsteminalion ol linancial
slalemenl amounb. However, providing an opinion on compliance wilh those provisions was not an objective ol our
audit, and accordingly, wo do nol express such an opinion. The resulls ol our l6sts disclosed no instances of
noncomplianco or olher matteB that are required lo be reported under Govemment Auditing Standards.

We noled cerlain other matleB that we reported to management ol the Municipality of Anoyo in a separale letter
dated December 29, 2010.

The llunicipality of Atroyo's response to the lindings identilied in our audit is described in the accompanying
schedule of lindings and questioned costs. We did not audit tlunicipality of Anroyo's response and, accordingly, we
express no opinion on il.

This reporl is intended solely lor lhe inlormation and use of management and lederal awarding agencies and pass-
through entities. However, this reporl is a matter ol public record and its distribution is not limited.

4^/w',nL
San Juan, Puerto Rico

December 29, 2010

Stamp No. 2575446 of the Puerto Rico
Society ol Cedified Public Accounlanls
was affixed to the record copy ol this report.

L6pez-l'ega, (; PA, PS(:

('ertified J'ubli( ,\.cr)untanl\ / Manasr:rrrrnl A(j\ isot\



L6pez.-l/ega, CPA, PSC

Cc'rti l-ictl Public .,\ccountiurf s ./ llanagr'nrcr'lt .,\(lVisors

INDEPE]'|DEI'|T AUDIT0R'S REPORT 0ll COITPLIANCE WTH REOUIREI|Ei{TS APPLICABLE T0 EACH ilAJOR
PROGRAM Al{D ON II{TERI{AL CONTROL OVEB COMPUANCE Iil ACCORDANCE WTH OIIB CIRCULAR A.133

To the Honorable llayor
and the Municipal Legislature
Itlunicipalily of turoyo
Anoyo, Puerlo Rico

Compliarrce

We have audited lhe Municipality ot Anoyo's compliance with the types ol compliance nquirements descdbed in the
U.S. Office ol Managemenl and Budget (OMB) Circular A-13i1 Compliance Supplemenl thal are applicable to each ol
its maior lederal programs lor the year ended June 30, 2010. Tle ilunlcipality ol Anoyo's major lederal programs are
identilied in the summary of auditor's resulls section ol the accompanying schedule ol lindings and questioned costs.
Compliance with the requirements retered to above is the responsibilily ol the llunicipality oil Anoyo's management.
Our reqonsibility is to express an opinion on the llunicipality of Anoyo's compliance based on our audit.

We conducted our audit o, compliance in accordance with auditing standards generally acceptsd in the United States ol
Amedca; the slandards applicable to linancial audib conlained in Goyemmenl Auditing Standards, issued by the
Complroller General ol the United Stales; and OMB Circular A-13i1, Audits ol Shtes, Local Govemments, and Non-
Profit Organizalions. Those slandards and OMB Circular A-133 require thal we plan and perlom the audit to oblain
reasonable assurance aboul whether noncompliance with he types ol compliance requirements relered to above that
could have a direct and malerial eflect on a maior lederal program identified in the accompanying schedule ol findings
and queslioned cosls occuned. An audit includes examining, on a test basis, evidence about the llunicipality ol
Anoyo's compliance with those requiremenls and pedorming such other procedures as we considered necessary in
the circumslances. We believe that our audil provides a reasonable basis lor our opinion. Our audil does not provide a
legal determination ol the llunicipality ol Anoyo's compliance with those requiremenls.

ln our opinion, the Municipality ol furoyo complied, in all material respects, with the compliance requirements
refened to above that are applicable to each of its major lederal programs identified in lhe accompanying schedule ol
lindings and queslioned cosls lor the year ended June 30, 2010. However, lhe results ol our auditing procedures

disclosed instances ol noncompllance with lhose compliance rEuiremenls, which are required lo be reported in

accordance with OMB Circular A-133 and which are described in lhe accompanying schedule of findings and
queslioned costs as items, 10.$ through 1OO8,

lntemal Control over Comoliance
Management ol the llunicipalily ol Anoyo is responsible lor eslablishing and maintaining elfeclive intemal control
over compliance with lhe compliance requirements relerred to above. ln planning and per{oming our audit, we
considered the unicipality ot Anoyo s iniemal control over compliance wih the requhements that could have a
direct and matedal effect on a major federal program in order to delemine our auditing procedures lor the puposa ol
expressing our opinion on compliance, and lo test and report on intemal control over compliance in accodance wilh
OMB Circular A-133, but not for the purpose ol expressing an opinion on the elfectiveness ol intemal control over
compliance. Accordingly, we do not express an opinion on the eflectiveness ol unicipalig of Anoyo's intemal
control over compliance.

Our consideration ol intsmal control ovar compliance was lor the limited purpose described in the preceding paragraph

and was not designed to identify all deliciencies in internal control that might be significant deficiencies or material
weaknesses in inlemal conlrol over compliance and therelore, there can be no assurance thal all deliciencies,
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INDEPENDEI{T AUDITOR'S REPOBT ON COMPLIAilCE WTH REOUIREMENTS APPLICABLE TO EACH IIAJOB
PROGRAM AND OII INTERNAL CONTROL OVER COI'PUANCE IN ACCORDANCE wlII{ OilB CIRCULAR A.133

(c0NniluED)

significant deliciencies, or material weaknesses have been identilied. However, as discussed below, we identified
cenain deliciencies in inlemal control over compliance thal we consider lo be malerial weaknesses and otheB thal we
consider to be significant deliciencies,

A deficiency in intenal @ntrcl over compliance exists when the design or operation of a conlrol over compliance does
nol.allow managemenl or employees, in the nomal course of performing their assigned functions, to prevent or detect
and conecl noncompliance with a type ol compliance requirement ol a lederal program on a timefi basis. A mateial
weakness in inlemal conlrol over compliance is a deficiency, a combination ol deliciencies, in iniemal control over
compliance, such that there is a reasonable possibility that malodal noncompliarre wilh a type ol compliance
requirement ol a federal prognam will not be prevented, or detected and correcled, on a timely basis. We consider the
deficiencies in intemal conlrol over compliance descdbed in the accompanying schedule ol lindings and questioned
costs as ilem 10{17 to be matedal weaknesses.

A significant deficiency in intemal control over compliancn's a deliciency, or a combination ol deficiencies, in intemal
control over compliance with a lype of compliance requirement ol a lederal program that is less severs than a material
weakness in intemal conlrol over compliance, yel important enough lo merit attention by those charged with
govemance. We consider the deficiencies in intemal control over compliance described in the accompanying schedule
of lindings and questioned costs as ilems 1(H)3 through 10-6 and l(HtB to be signiricant deficiencies.

Tle llunicipalily of Anoyo's responses to the lindings ftJentified in our audit are described in lhe accompanying
schedule ol lindings and questioned costs. We did nol audit tlunicipality of Anoyo's response and, accordirigty, we
express no opinion on it.

We also noted olher matles involving the inlemal control over compliance and cenain immaterial instance of
noncompliance, which we have reported lo management ol the ilunicipality of Anoyo in a separale lefler dated
March 15,2011.

This reporl is intended solely lor the information and use ol managemenl and lederal awarding agencies and pass-
lhrough entities. However, this report is a matter ol public record and its distribution is nol limited.

C/4 FC
San Juan, Puerlo Rico
March 

.l5, 
201 I

Stamp No. 2575447 ol the Puerlo Rico
Society of Ceftilied Public Accounlanls
was altixed to the record copy ol this report.

:-l'ega, (:PA, PS(;

Certified t'uhlir .\ca()tlrltart\ : \'laliagcDlcnl A(ili\()r\



OIIIIONWEALIII OF PUERTO RICO

ilUI.IICIPALIW OF ARROYO

SCHEIruLE OF FII{DINGS AND OUESNO]'IED COSIS

YEAB EilDED JUT{E 30, 2O1O

Section I - Summary of Audilo/s Results

financial fu'f,nents

Type ol audito/s repoil issued: Unqualified

lntemal control over financial reporting:
Material weakness identified? Yes No X
Significant deliciencies identified not considered to be material
weaknessss? Yes X None reported

Noncompliance materialto financialstatements noied? Yes No X

Fedenl awards

lntemal Control over major programs:

Material weakness identified? Yes X No

Signilioant deliciencies identified not considered to be material
weaknesses? Yes X None reported

Type ot audilo/s repo issued on compliance lor malor programs: Unqualified

Any audit findings disclosed that are required lo be reported in

accordance with Circular A-133, Section .510(a)?

Yes X No

ldenlification of major progftuns:

CFDA l{umber Name ol Federal Prcgram or Cluster

14.856 Lower lncome Housing Assistanc€ Program Seclion 8 Moderate
Rehabilitation

14.871 Section 8 Housing Chohe Voucher Program

14.228 Community Developm6nt Block Grants - State's Program

93.575 Child Care and Development Block Grant

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

Auditee qualified as low-risk auditee?

$300,000

Yes No X
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coililoltwEALlH 0F PUERTO RtCo

IIUNICIPALIW OF ARROYO

SCHEDULE 0F FlNDtl{cS AND oUEST|oNED COSTTi (CoilnNUED)

YEAR EilDED JUIIE 30, 2O1(t

Sec{ion ll - Financial Stabments Findings

Finding Belercnce

Requirement

Stalemert of Condition

Criteria

Cause ol Condition

Effec't of Gondition

Recommendalion

Qu*tioned Costs

ilanagemenl Response
and Corective Aciion

10.,01

Financial Beporting - Accounting Recods

During our examination of fte Munbipality's acmunling system, we noted that it does not
summadze the transaclions in a lomal General Ledger, in order to propedy record and account lor
he tnamactions ol all ol ib Govemmental Funds (Local, State and Federal funds). Also, tre
Municipalit/s accounting system did not provide to produce its Govemmental Wde Financial
Slalemenb.

Chapter Vlll, Anicle 8.010 ol the State Ac{ Number 81 of August 90, 1991 siates that the
Municipality should maintain an elfectiye and updaled accounting system.

The Municipality did nol establish etfective intemal control over the transactions recorded on ib
actouniing records. Aho, the accounting dah is not summarized in the lom ol a double-entry
general le@er record.

Ile Municipality's accounting system did not provide update and complete linancial information
that present the financial position and lhe resutt of operations and the change in fund balances.
Such inlomation is nec€ssary to take management decisions.

We recommend thal the Munbipality should implement intemal control and procedures in oder to
maintain an accounling system that conhins information perlaining to authorizations, obligations,
unobligated balances, assets, liabilities, outlays or expenditures, interlund lransactions, etc.

None

the Municipality maintains lwo set o, accounting records; a manual system and a computerized
system provided in the past by the ffice ot the Commissionor ol Municipal Attairs (OCAM).
Actually, all ol the transactions were recoded in both systems, but the manual system is lhe
pdmary financial records for financial stalements preparation purposes at the end of each fiscal
year due to lho lact lhat the computedzed system real accounts balances canied lonvard lrom
prior years were aflecled by accounling enoIs in the first years of the system operalion.
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COilIION}YEALITI OF PUERTO RICO

IIUNICIPALTTY OF ARROYO

SCHEITITLE OF Flt{Dlt'lGS AND OUESTIONED COSTS (CONT|iIUED)

YEAR EilDED JUilE 30, MlO

Seclion ll- Fimncial Shbmenb Findings

FindingBe{erence 10{11(Continued)

llanagEmenl R6ponse
and Con€ctive Action
(Continued) Neve heless, as part ol the conective aclion plan, the Commissioner ol Municipal AIIairs

(OCAM') consider allemalives to improve he accounting syslem, including lhe acquisition ol new
accounting sottwaro, and therefore, we will hope lo sohe our accrunling system condition in a
near luture. Afthough, the Legislature ol the Commonweahh Govemment ol Puerto Rico has
appropdated fun& for the design and implementation ol a new system, no further action has been
taken on this matter.

lmplementation Date: Not available at moment

Responsible Person: Nestor R. Alicea
Finance Depanment Direclor
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COI'IIOilWEAITH OF PUEBTO RICO

[IUNICIPALIIY OF ARBOYO

SCHEDULE OF FriltltNGS AND oUEST|ONED CoSTS (CONTTNUED)

YEAB EilDED JUilE 30, 2O1O

Seciion ll - Fimncial Stats,nentB Finding6

Finding Relercnce

Requircmenl

Statement ol Condition

10tr2

Expenditurce lor Goods and Services and Accounb Payables-
Purchasing and rcceiving

We perromed a cash disbuEemenls test and examined twelve (12) payrnents which belonged to
General Fund, lour (4) whir$ belonged to Law Number 4ii accounl, eleven (1 1) which belongod to
Pemanent lmprovoments a@ount, one (1) which belonged to Municipalily lmprovemenb account,
five (5) which belonged to Community Facilities Loans and cranb (AFl), six (6) which belonged to
Joint Resolution, lifteen (15) which belonged to Disaster Grant, and six (6) which belonged to
Community Development Block Grants - Stale's Program (CDBG). T}e following will summarize
the intemal control exceptions noted:

ln one (1) paymenl which belonged to General Fund, one (t) which belonged to Joint
Resolutions, one (1) which belonged to Community Development Bloc* Grants - Shte's
Program, one (1) which belonged to Community Facilities Loans and Grants (AFl), orE (I)
which belonged to Law Numbor 4il account and two (2) which belonged to Disaster Grant the
disbuBement voucherc did not include the signature ol lhe Prelntervenlion O{fice[

ln lhree (3) paymenb which belonged to Community Facilities Loans and Granb (AFl), one
(1) which belonged io Law NumbellS account, three (3) which belonged to permanent

lmprovemenb account and hree (3) which belonged to Disasler Grant the invobe did not
include the certification that he Municipality or any Municipalit/s employee will benefit lrom
the goods or servir:es teceived under contract

ln two (2) payments which belonged to General Fund, the invoice was nol included with the
suppo ing documenb along lhe disbursement voucher.

ln one (1) paymanl which belonged to Gommunity Development Block Granb +tate's
Program and one (l) which belonged to a Joint Resolulion the disbursement vouchers did not
include the signature and date it was approved by ltre Mayor.

ln one (1) payment which belonged to Joint Hesolutions the documents along the
disbursemenl voucher were not marked as paid.

The Revised Regulations on Basic standards for the Munhipalities ol puerto Rico establish in the
Chapter Four (4) that the Finance Director will be rasponsible to accounl and prepare
disbusemenls through documenb duly prepared and certilied, including sulricient evidential
matter to suppofi the transactions.

Cdteda
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COIIIIONWEALIH OF PUERTO BICO

TIUNICIPALITY OF ARROYO

SCHEDULE OF FTilDTNGS AilD oUESIIo]{ED COSTS (CoNTtilUED)

YEAR EilDED JUNE 30, 2O1O

Seclion ll - Financial Stabmerb Findlngs

FindingRefercnce lOO2(Coniinued)

Cause ol Condition The Municipality inlemal control procedures lailed to assurc that all transac{ions include all lhe
required documentalion and approvals.

Elhct ol Gondition The Municipality is not in compliance witr Chapler Four (4) ol the Revised Regulatiom on Bash
Standards for the Municipalities ol Pueilo Bir:0.

Becommendation We recommend that ltre Municipality should improve it5 intemal control and procedures in order to
assure lhat the disburcemenl vouchers conlain all the necessary supporting documenls berore
making the payments and are available lor examination.

Ou6tioned Cosl8 None

llanagement Response
and Conective Action Management will instruct the Finance Deparlment siaff (including ttre Olftcial Payer, ttre Pre-

interuentor, he Depanment Accountant, the Department Secretary, etc.) to skengthen he
procedurcs established in the regulalion, in order to assurs that the disbursemenl vouchers
contain all the necessary suppoiling documents and approvals belore making the paymenb. Also,
the Municipality instruct ib personnel to assure that proper filing ol documenb are pe omed so
that disbursemenl vowhers and heir juslificants are available for examination at any time.

lmplementalion Date: June, 2011

Responsible Pemon: N6stor R. Albea
Finance Depa menl Director
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COililOiIWEALTH OF PUERTO RICO

IIUNICIPALITY OF ARBOYO

SCHEDULE 0F FtllDll{cs Al{D ouEsTror{ED cosTs (cot{TtNUED)

YEAR EI'IDED JUI{E 3{t, 2010

Section lll - llajor Federal Award Program Findings and ouestioned Cosb

Finding Re-hrcnce 1O{t3

Prcgrams Seo[ion 8 Lower lncome ]lousing 6si3511ce Program€eciion I lloderate Behabitilation
(CFDA 14.856) U.S. Department ol ilousing and U6an lhvelopment

- Requirement Special Test - Establishment and llaintenance of a Beplacement Reserve

Statement of Condhion ln our audit process, we noted lhe following situation:

a) We could not identily lhat a replacement rcserve was prcpedy eshblished, required monthly
deposils were made, and disburcemenls were only for appmved puposes.

- Criteria Code ol Federal Regulations 24, Section 880.602 (a) states lhat a replacement reserue must be
established and mainhinod in an interestiearing account to aid in funding extraordinary
maintenance and repair and replacement ol capital items.

causeotconditio" 
Ii"llililTlt#:*tfl#^i XH#i':',1fl,.3 ffi5.1]1il1',j,ffi'fi:iffi;ilt]fr
extraordinary maintenarce and repairs and replacement ol capital items.

EfH of Condition The Municipality is not in compliance with Code ol Federal Regulations 24, section 880.602 (a)
and 880.601 (b).

Recommendation We recommend management lo improve monitodng procedures to assure that lhe owner ol the
proiect establish and maintain a replacemont reserue, make the required deposits to the reserve
and pe om all repair and maintenance lunclions (including ordinary and extraordinary
maintenance), and replacement of capital items, as stated in the lederal regulation.

_ ouestionedCosb None

llanagement Besponse
and C,oneclion Action The Program will establish a procedure to assure and monitor the required deposit by the owner to

cover the propertfs maintenance and repair.

lmplementation Date: June, 2011

Responsible Peson: Luis A. Tones
Section I Program Coordinator
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COIIHONWEALTTI OF PUERTO RICO

I'UI{ICIPALITY OF ARROYO

SCHEDULE OF FrNDrirGS AND oUEST|oNED COSTS (COilnNUED)

YEAR ETIDEDJUiIE 30, MlO

Finding Relercnce

Programs

Section lll - llajor Federal Award Program Findings and ouestioned Cools

Requircment

Stalement ol Condition

1o{t4

Section 8 Lower lncome lbusing Assishnce Program-Section I lloderate Behabilitation
(CFDA 14.856) U,S. Department ol Housing and Ultan lhvelopment

Section I Housing Choice Voucherc Prcgram (CFDA 1{.871); U.S. [hpailment of Housing
and Urban lhuelopmeni

Special Test - Selection ,rom the Section I Waiting Liat

ln our Waiting List test, we noted the following situation:

a. We could not identily lhe process ol the opening of a new Wailing List and could not vedly the
process of admission ol new panicipants admitted in the programs.

b. Tle Waiting Lbt did not include the racial or ethnic designation of the head ol household.

Code ol Federal Regulalions 24, Sec{ions 982.54 (d) and 982.201 through 982.207 states the
wailing list procedures and that the seleclion lrom the waiting list generally omus when the PHA
notifies a lamily, whose names reaches the top ol he waiting list, to come in to vedry eligibility lor
admission.

The Municipality inlemal control proceduEs failed to assure that the waiting list include all
inlormatjon required by Federal Regulalion and that the participants were selected from lhe top ol
the waiting list.

The Municipality is not in compliance vrfth code of Federal Hegulations 24, sections 982.54 (d)
and 982.201 through 982.207.

We recommend management to improve monitoring procedures to assuE that the parlicipants are
admitted to he program or are provided the oppoflunily lo be admitted to the program according
with the lederal regulalion.

Also, we recommend management to establish conlrol procedures to maintain a waiting list with all
inlormation required by the Federal Regulation (applicant name, lamily unit size, date and time ol
application, qualification lor any local prelerence and ethnic designalion ol the head ol household).
This control must p6mit proper tracing ol participanb selected in he waiting list in order to assure
the selection lrom the top ol the waiting list.

Cdteda

Cause of Condition

Effect of Condition

Recommendation
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COI'IIONWEALIH OF PUERTO BICO

[IUNICIPALIWOFARROYO

SCHEDULE OF FtNDtl{cS AND OUESTTONED CoSTS (CoNnilUED)

YEAR EI.IDED JUI{E 30, 2O1O

Section lll - llalor Federal Awad Prcgram Findings and euetioned Cocts

Finding Refercnce 1G04 (Continud)

OueslionedCoslc None

llanagement Response
and Conec{ion Action This situation was due to a brcak and entry robbery in the program's facilities. We have reinlorced

the securily ol $e files and the penonal inlormation inside the premises and expecl that this
situalion will not occur again. Nevsrtheless, the program has lhe panicipant list in hard copy and in
a manual list.

lmplementalion Date: June 201 1

Responsible PeFon: Luis A. Tones
Federal Programs Depadment Director
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COIIIIOI{WEALTH OF PUERTO RICO

ilU]'IICIPAUTY OF ABROYO

SGHEDULE OF F|ND|NGS AilD OUESTTONED OOSTS (COilnNUED)

YEAR ENDED JU}IE 30, 2O1O

Finding Releence

Prcgram

Requiremenl

Slatemeni of Condilion

Section lll - llajor Federal Awad Prcgram Findings and Ouectioned CostB

Cdteria

1o{E

Sec.tion 8 Housing Choice Voucherc Prcgram (CFDA 14.871) U,S, Irepaltment ot Housing
and U6an Development

Special Test - Ihpocitory Agrcements

During our vedlication, we noted lhat the Munbipality did not comply with lhe compliance
requirement ol Depcitory Agreemenb. The PHA is required to enter into depmitary agreement
wilh thek financial instiMions in the form required by HUD. (Form HUD-51999)

Code ol Federal Regulations 24, Subpart D, 982.156 shtes. (c) The PHA must enier into an
agreemenl with the depositary in the lorm rEuired by HUD. (d) lf required under a written lreeze
nolice lrom HUD to the depositary: (i) The depositary may not pemit any withdnawal by the PHA ol
funds held under th6 depositary agreement unless expressly authorized by wfnen nolice from
HUD to the depositary; and (ii) The deposihry must pemit withdrawals ol such tunds by HUD. (2)
HUD must send the PHA a copy of the lreeze notice from HUD to the depositary.

The program is not perloming an ellective review of compliance requirement that are required by
HUD.

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

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

None

The Program will make a procedure to comply with the preparation ol Form HUD- 51999,
Depository Agreement. Ihe Municipality will submit a conec{ive adion plan outlining this linding to
be corected in a detailed manner no later than end he liscal year 2011.

lmplementation Date: June 2011

Responsible P6rson: Luis A. Tones
Federal Programs Department Director

Cause of Condition

Ellect ol Condilion

Becommendation

Ouestioned Cosb

llanagement Besponse
and Corcctive A.ilion
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COITIIONWEALI}I OF PUERTO RICO

IIUilICIPALITY OF ARROYO

SCHEDUTE 0F Fll{otl{cs AND OUESnoilED COSTS (COilnNUED)

YEAR Ei{DED JUNE ilt, 2O1O

Finding Rebrence

Prcgram

Section lll - tlajor Federal Awad Prcgram Findinp and Oueotioned Costs

Requircment

Statement ol Condition

Criteda

10.{t6

Community Development Elock Gnnts - Sbte,s program (CFDA No. 14.228); U.S.
Department ol Housing and UDan Development pass through the Commonwealth of
Pue o Rico - Oflice ol Commissioner ol llunicipal Affuirs (OCA[i)

Allowable Activilies

During our audit, the Municipality did not maintain Hoising Behabilitation records for lhe fiscal year
ended June 30, 2010, lo present the position and the results of operations of lhe program.

Cole 9l Fedeal Regulations 24 Section 570.506 (b) state that at a minimum, the grantee should
mainlain records demonstrating that each activity undertaken meeb one of the three national
ofje.ctives of the CDBG Program, i.e., benefit low- and moderate-income pe6ons, prevent or
eliminale slums or blight, or meet community development nee6 having a panicuh; urgency.
Also, Code ol Federal Regulations 24, Section 570.506 (b) (9) states thh when CDBG--Staie
Program funds are used for esidential rehabilitalion activity to aid in the prevention or eliminalion
oI slums orblight in a slum or blighted area, the grantee must maintain records to support the local
delinition ol bubstandard, must document a pre-rehabilitation inspection report dascribing the
deliciencies in each structure to be rehabilitated, and must document the details and scope ol
CDBG assisted rehabilitation, by structure.

ln addition, the Municipality has an operational guide lhat includes all procedures and program's
requiremenls lor housing rehabilitalion activiiies.

The Municipality's controls and procedures lailed to assure that all participants files, regarding
housing rehabilitation aclivities, were duly documented as rquired by regulation.

]ne Uuligin{rtV qs not in compliance with Code ol Federat Hegulations 24, Seclion 570.506 (b),
Section 570.506 (b) (9), and with the operational guide.

we recommend Managemenl to instnrct and monitor program staff to created lile lollow
procedurcs establbhed by the Program, regarding housing rehabilitation activities. This should
include completion ol all eligibility and inspeclions loms established in the operational guide.

None

Cause ol Condition

Elfect ol Condhion

Recommendalion

Questioned Corls
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COTTOT{WEALI}I OF PUEBTO RICO

MUilrcPALITY OF ARROYO

scHErrutE oF FtilDtilcS Al{D oUESTIo]{ED COSTS (CoI{TNUED)

YEAR EilDED JUNE 30, 2O1O

Section lll - ltlaior Federal Award Prcgram Findings atd Oueslionod Costs

FindingRe{eence 10{16(Continued)

llanagemant Response
and CorEctive Action As pan of our corective action plan, we gave specific instructions to the progftm statt to assure

that the procedures eshblbhed by the regulation are lollowed. Aho, lhe program will monitor its
stalf Ior compliance wih its regulations.

lmplementalion Date: June 2011

Responsible Peson: Jimmy Delucca Guzmdn
Federal Program Director
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co[tfo].twEALrH 0F PUERTO R|CO

ilUi{ICIPALITY OF ARROYO

SCHEDULE OF FtilDmcS AND oUESTTONED CoSTS (CONnNUED)

YEAR Ei'IDED JUttE 30, 2010

Finding Relercnce

Program

Section lll - llaior Federal Awad Prcgnm Findings and Oueeffoned Cocts

Requirement

Statement ol Condilion

10{,7

Communily lrevelopmert Block Granb - State,s program (CFDA l{o. 1{.228); U.S.
Ihpaftnent ol Housing and Uftan Developnrenl; Pass through the Gommonwlth ol
Puerto Rico - Otice ol Commissioner of llunicipal Afhirc (OCAil)

Allowable Ac'tivitir

We pedormed a housekeeper activities test ol len (10) participant's liles and fornd the lollowing
exceplions:

a) ln len (10) participanfs files, we did not lind evidence that demonslrate if the program statl
coodinator visited the panicipant housing unit when only the palticipanl was in the house to
pedom an interuiew to evaluate the quality of seruices.

b) ln len (10) panicipanfs liles, we noted lhat the Service Coordinalor did not perform the visit to
the applicant housing unil to verily the location of il.

c) ln ten (10) parlicipants liles, we noted hat, as pad of the visits procedures, the Service
Coordinator did not document in the Fom OCAM-AH{06, the housekeeper perlomance.

Code of Federal Regulalions 24, Section 570.484 slates hat the Municipality must assure that the
program lunds benefit very low, low- and moderate income peEons and retajn documentalion
lustilying its certilication. Also, ttre Municipality has an oporalionai guide that includes all
procedures and program's requirements lor housekeeper aclivities.

The Municipalit/s controls and procedures tailed to assure that the program shlf lollows the
procedures includes in the operational guide, in order to comply with the program requirements.

TIe Municipality is nol in compliance with ltre Code ol Federal Regulations 24, Section S70./tg4
and with the operational guide.

We recommended the program staff to tollow the procedures established in the procedures
manual, including the use of the loms included on it.

None

Cdteda

Cause ol Condition

Efhct ol Gondition

Recommendalion

Oueslioned Costs
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COilTIOT{WEALTH OF PUERTO RICO

I'UNICIPALITY OF ABBOYO

SCHEDULE 0F Ftr{DtilGS AND oUESTTONED COSTS (CONnNUED)

YEAR EI{DED JUNE 30, 2O1O

Finding Refercnce

ilanagement Reeponse
and Coreclive Action

Seclion lll - ilayor Federal Awad Program Findings and Ouestioned Coob

1Ht7 (Conlinued)

We expect to assign a Program stafl with lhe responsibilities to mainhin the participanb' Iiles in
compliarre lhe Program regulations (to lollow all lhe procedures and lo use all lorms specilied in
lhe procedures guide). We are going to dis{uss the procedures guide Guia Openacional pana la
Prestaci6n del Servicio de Auriliares en el Hogaf wih the Program stafl and with the municipal
employees assigned to the Municipal Elderly Allains Depanment and enlorce ib conlent with
respect to on€ite visits.

lmplementation Date: June 2011

Responsible Person: Jimmy Delucca Guzmin
Fed€ral Program Diractor
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COIIMOilTUEALTH OF PUERTO RICO

ilUi{ICIPALITY OF ABROYO

SCHEDULE OF FtNDtr{cS AND oUEST|O}|ED COSTS (CONnilUED)

YEAR ENDED JUNE 30, ZI1O

Section lll - ilajor Fetteral Awad Prcgram Finding and euestioned Costs

Finding Relerence 1Ht8

Program community lreyelopment Block Grants - stale's prcgram (CFDA llo. 14.228); u.S.
DePafiment of Housing and Ulban ltevelopment; Pass $rcugh the Commonweahh ot
Pueflo Bico - Ofrice of Commiesioner ol llunicipat Allairs (OCAil)

Requirement Procurement - Contracl prcvisions

Statement of Condition During our contract provision test, we vedfied lour (4) construction conlracts fomalized during the
liscal year 2009-2010 and we noted following exceptions:

a) Three (3) contrach did noi include the provision lor contrac{ual remedies when contractor
violates contract lem.

b) ltree (3) contracts did not include provision for granting access io GAO or other tederal
agency to books and supponing documents.

c) Three (3) conlracts did not irclude provision lor retention ol all required records lor three (3)
years.

d) Ono (1) contract did nol include lhe provision for compliance with Executive Order fi246
'Equal Employment Opportunftf .

Cdteda OMB Common Rules, Subpart l, Section 
-.36 

(b) requires hat all purchase orders and conkacts
include all clauses required by Federal slalutes, executive ordoB and implementing regulations.

Cause of Condition No properly revision ol contrac{ clauses tor updates or made changes in conlract clauses, if
applbable.

Elfect ol Condition The Municipality is not in compliance with OMB Common Hules, Subpart t, Seclion _.36 (b).

Recommendation We recommend hat lho Municipality should strengthen ib procedures in order lo assure lhat lhe
contracts contain all provisions requested by lederal agencies.
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COTIIIONWEALI}I OF PUERTO RICO

I'U]{ICIPALITY OF ABROYO

SCHEDULE OF FrNIltilcS Ar{D oUEST|OI{ED COSTS (CONTINUED)

YEAB EilDEO JUNE 3I}, 2O1O

Seclion lll - llajor Federal Awad Prcgram Findinga and ouestioned Coets

FindingRe{ercnce 10{18(Continued)

Ouettioned Costs None

llanagement Besponse- and Conec'tive Action The Plogram Director is taking appropriate conective ation measurements to ensure that all
contracls include the provisions required by Federal and State regulalions, including those
mentioned in this linding.

lmplemenlalion Date: June 2011

Responsible Person: Luis A. Tores
Federal Prognam Dimctor
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COilIIONWEALTH OF PUEBTO BICO

IIU].IICIPALITY OF ARROYO

SUMIIARY SCHEDULE OF PRIOR YEAB AUDIT FINDII{GS

YEAR ET{DED JU]'IE 30, 2O1O

Cunent Status of Prior Audil Findings

'14.856

&
14.871

ln our Waitinq List tesl. we noted the followino situation: Durino the vear. the Municioal
Housinq Office was robbed. Several documenls and proorams' eouiprrlent were taken
from lhe premises, includino computers where the prooram kept lhe waitino list. We
could not vedlv the orocess ol admission of new oartbioanb in lhe oroorams due to
this situalion.

No conec{ive action was laken. The auditors reissued fre linding for the current year.
Finding Beference l0{,4

Dudno our vedfication. lhe Municipalitv did not perform the reouired Housino eualitv
Control re-insoections durino he liscal vear 2008-2ffi9.

14.228 Durino our audit. the Municioalitv did not maintain Housino Rehabilitation recor& lor
the liscal vear ended June 30. 2009. lo present the position and the results of
operations ol the Prooram.

No correc{ive action was taken. The auditors reissued lhe finding lor lhe cufienl year.
Finding Reference I 0-06

We oedomed a housekeeper activities test of ten (10) participanfs liles and found the

demonstrate il he prooram shfl visfted at leasl lwo (2) times per monlh the particioanl
housino unil to ensure fte qualitv of servbes. ln ten ( 10) oanicioanfs file. we noted that
lhe Seruice Coordinator did not oedormed visit to the applicant housino unit lo verifu

procedures. the Service Coordinator did not document in the Form OCAM-AH-006. the
housekeeoer oedormance.

No conectiye aclion was taken. The auditors reissued $e finding lor the cunent year.
Finding Reference 1 0-07



COIIITONWEALTH OF PUEBTO RICO

ilUilICIPAtITY OF ARROYO

SUII]iIABY SCHEDULE OF PR]OR YEAR AUDIT FINDINGS (CONNNUED)

YEAR ETIDED JUI{E 3{t, ATO

Odginal

Finding

Number
CFDA No. Cunent Slatus ol Pdor Audit Findings

09.07 14.228

disbusements between six (6) and thirtv six (36) dara after tre deoooiis.

Conective aclion was taken

Dudno our Cash Manaoement lest. we noted thal the Municipalitv reouesled funds that

09-08 14.228 Durino our Davis-Beon Act lest of one (1) construction proiect. we noted that the
Municioalitv did not have evirience to detemine if the contractor comolied with lhe
dispositiom Gtablished in lhe Davis Bacon Act.

Conective aclion was taken

08.06 14.856

&
14.871

The wafino list was not oreoared accordino with the lederal and local reoulation. This
list did not include: lhe dates and the time o, applicalion. oualilication lor anv local
Drelerence and racial or ethnic desionation ol the head of household:

Corec{ive aclion was laken.

08-06 14.856

&
14.871

The auditorc oerlormed examined nine (9) liles relaied to new oa icioanb admitted in
the oroorams dudno lhe fscal vear ended on June 30. 2008 fhree (3) related to
Seclion I Moderate Rehabilitation and six (6) related to Section 8 Housino Choice
Vouchersl. We noted that the PHA did not maintain evidenco that demonstrate that
these particioanb were selected from the Waitino List.

No corrective aciion was taken. The auditors reissued tre finding lor the curenl year.
Finding Relerence I 044.

0847 14.228 The audito,s perlormed a housino rehabililation test ol ten (10) oa icipant files and
found the lollowino exceplions: ln one (1) pa icioanfs lile. we did not idenlifv
documenial evidence hat conlirms the disabilities of he applicant ln lwo (2)
participanfs files. the rehabilitation contracl did not include the deficiencies to be
corected: In one (1) particioants file. the aoolicant elioibilitv detominalion was not
comoleted: ln the ten (10) participanfs liles, we did nol obsorve evidence ol the
Prooram Inspectot's initial. intemediate and linal visits.
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COIIIIONWEALTH OF PUERTO RICO

ilU}IICIPALITY OF ARROYO

suMrrABY SoHEDULE OF pRtOR YEAR AUDTT F[{DtilcS (CoNnNUED)

YEAR E]'IDED JUNE 30, 2O1O

Original
Finding
Number

CFDA No. Curent Status of Prior Audit Findings

No coneclive action was taken. The auditorc reissued the linding lor the current year:
Finding Reference 1 0-06.

08-08 14.28
lound the lollowinq exceotion: in eioht (8) oarticioanfs liles. we did not lind evidence
that demonstrale il the orooram shlf visited at least two (2) times per month lhe
Danicipant housino unit to ensure the oualitv ol setvices.

No coneclive action was taken. The auditons reissued ttre linding lor the curent year.
Finding Relererrce 1 0-07.

08-'10 14.228 Dudno the Davis-Bacon Act tst ol live (5) construction proiec{s. we noted lhat the
Municipalitv did not oerlom procedures in order to determine if the conlractors
complied wih he dispositions established in the Davis Bacon Act contracto/s laborers
interviews were not made and conlracto/s weeklv pavrolls were not reouested durinq
constrJclion Deriod

Conective action was taken

07-05 14.871 ln the Waitino Lisl Test. the auditors did not obtain evidence that demomtrate if the
selec{ion ol lour (4) oaflicioants admitled in lhe Prooam dudno the liscal vear 2006-
2007 was in accordance with lhe waitino list policies established in the administrative
pleL

The audit linding does not warant lunher action because two yeals have passed since
the audit repod in which lhe finding occuned was submitted to the Federal
clearinghouse.

0747 14.228 The auditors oerfomed a housino rehabilitation test ol nine (9) oarticioant liles and
lound lhe followino exceolions: (a) ln two (2) oarticioants liles. the auditors did not
identitv evidence ol the ore-rchabilitation insoection: (b) ln five {5) oa icioanfs liles. the
auditors did not found evidence that demonstrated if he deliciencies to be conected
were incorporated into a rehabilihlion contract (c) ln nine (9) oarticioanfs liles. the
aoolicant elioibilitv determination was not documented: (d) ln nine (9) participanfs files.
the auditors did not observed evidence ol lhe orooram's inspector linal visit.

Tle audit linding does not wananl funher aclion because two yeans have passed since
the audit report in which the linding occuned was submined to the Federal
cleadnghouse.
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COITIIONWEALIH OF PUERTO RICO

ilUilICIPALIW OF ARBOYO

SUlillilARY SCHEDULE 0F PRIoR YEAR AUDIT FINDIilGS (CoNnilUED)

YEAR ENDEDJUI{E 30, MlO

Odginal

Finding
Number

CFDA No. Cunent Status ol Prior Audit Findings

07-08 14.228 Durinq ths Davis-Bacln Act test o, three (3) construction Droioc{s. lhe auditons noted
that the Municipalitv did rclpcrlorm he required visib for monitodnq the classificalions
ol the wod(eE and the waoe nates paid. Also, lhe weew payrolls provided bv the
conlractor were not monitored to verifv lhe comDliance wih he oravailino waoe rales.

The audil linding does not wanant tu her aclion because tv,o yeas have passed since
the audit repoil in which the finding occuned was submitted lo the Federal

clearinghouse.

07-10 93.575 Dudno lhe examination. the auditor noted that tho Municipality dd nol maintain, Ior $e
Child Care and Development Block Grant Proqram, a reliaHe set of accountino Ecords
that oresent the financial position qt the prpqftm and he results ol its oenalions.

The audit finding does not waranl lunher action because two yearc have passed since
lhe audil report in which the finding occuned was submitted to the Federal

clearinghouse.
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