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INDEPENDENT AUDITORS' REPORT

To the Honorable llayor and
the Municipal Legislature
Municipality of Anoyo
Anoyo, Puerto Bico

We have audited the accompanying financial statements of the govemmental activities, each major lund, and the
aggregate remaining lund inlormation ol the Municipaliiy ol Anoyo, Puerto Rico (Municipalig) as of and lor the year

ended June 30, 201 1, which collectively comprise the Municipality's basic linancial stalements as listed in the table of
contents. These linancial statements are the responsibility ol the Municipality's management. our responsibility is to
express opinions on these financial statements based on our audit.

We conducled our audit in accordance with auditing standards generally accepted in the United States of America and

the standards applicable to linancial audits contained in lhe Govemment Auditing Standards, issued by the Comptroller
General ol the United States. Those standards require that we plan and perlorm the audit to obtain reasonable assurance

about whether the linancial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the linancial statements. An audit also includes assessing the
accounting pdnciples used and signilicant estimates made by management, as well as evaluating the overall financial

statements presentation. We believe that our audit provides a reasonable basis for our opinions.

ln our opinion, the linancial statemenls referred to above present fairly, in all material respects, the respective financial
position ol the governmental activities, each major tund, and the aggregate remaining lund information of the
Municipality of Affoyo, Puerto Rico, as of June 30, 2011 , and the respective changes in financial posilion, and where

applicable, cash llows thereof lor the year then ended in confomity with accounting pdnciples generally accepted in the
United States ol America.

ln accordance wilh Govemment Auditing Standards, we have also issued our report dated December 29, 2011, on our
consideration ol the Municipality's internal control over financial reponing and on our tests of its compliance with certain
provisions ol laws, regulations, contracts, and grant agreements and other matters. The purpose ol that report is to
describe the scope o, our testing ol internal control over financial reporting and compliance and the results ol that testing,

and not to provide an opinion on the intemal control over financial reporting or on compliance. That report is an integral
part of an audit performed in accordance with Government Auditing Standards and should be considered in assessing the
results ol our audit.

Calle Parand:1686. Ei Cerezal. San,luan. P.R 00916--illl - Tel i1S1i ra''-S0-l{ Far ("8r) r6{-q-11:



INDEPENDENT AUDITORS' REPORT (CONTINUED)

Accounting principles generally accepted in the United States ol America require that the management's discussion and

analysis and budgetary comparison inlormation on pages 3 through 12 and 
'18 

be presented to supplement the basic

linancial statements. Such information, although not part of the basic financial statements, is required by the
Governmental Accounting Standards Board, who considers it to be an essential part of linancial reporting lor placing the
basic financial statements in an appropriate operational, economic, or historical context. We have applied certain limited
procedures to the required supplementary information in accordance with the auditing standards generally accepted in the
United States ol America, which consisted ol inquiries ol management about the methods of preparing the infomation
and comparing the inlormation for consistency with management's responses to our inquiries, the basic financial

statements, and other knowledge we obtained during our audit ol the basic linancial statements. We do not express an

opinion or provide any assurance on the inlomation because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Our audit was conducted lor the purpose of forming opinions on the linancial statements that collectively comprise the
Municipality ol Anoyo's basic linancial statemenls as a whole. The accompanying schedule ol expenditures of lederal
awards is presented lor purposes ol additional analysis as required by U.S. Otfice ol Management and Budget Circular A-

133, /udls ot States, Local Govemments, and Non- Profit Organizations, and is not a required parl of the financial
statements. The schedule ol expenditures of lederal awards is the responsibility ol management and were derived lrom
and related directly to the underlying accounting and other records used to prepare the linancial statements. The

information has been subjected to the auditing procedures applied in the audit of the basic linancial statemenls and

certain additional procedures, including comparing and reconciling such information direclly to the underlying accounting
and other procedures in accordance with auditing standards generally accepted in the Uniled Slates ol America. ln our
opinion, the information is lairly stated in all material respects in relation to the basic linancial statements as a whole.

San Juan, Puerto Hico

March 5,2012

Stamp No. 2575536 of the Puerto Rico
Society ol Certilied Public Accountants
was atlixed to the record copy ol this report.

I ipe:.-l-aga, ('fA, PS('

-,rri. \lJrl:t9ct1i.rit,\rlrr'L'r.( ..1r1r.(l Prri)r . \..,',rrrl



COMMONWEALTH OF PUERTO HICO
MUNICIPALITY OF ARROYO

MANAGEMENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

The management ol Municipality of Aroyo, Puerto Rico (Municipalig) otfers lhis narrative overview and analysis of the
financial activities of the Municipality for the fiscal year ended June 30, 20'l'1. The Management's Discussion and Analysis
(MDM) is designed to focus on the current year activities, resulting changes and currently known facts, and much ol lhe
information is comparable to prior year. This MDM should be read in conjunction wilh the accompanying basic linancial
statements and the accompanying notes to those linancial statemenls.

The new reporting model required by Govemmental Accounting Standards Board Statement No. 34 was implemented during

liscal 2003-2004. This MD&A is prepared in order to comply with such pronouncement and, among other purposes, to provide

the linancial slatements users with the following major information:

. a broader basis in locusing important issues;. acknowledgement of an overview ol the Municipality's linancial activities;. provide for an evaluation of its linancial condition as of the end ol the indicated tiscal year, compared with prior year results;. identilication ol uses of funds in the linancing ol the Municipality's variety ol activities and;r assess management's ability to handle budgetary Iunctions.

FINANCIAL HIGHLIGHTS

The following are key linancial highlights for the liscal year:

{. The Municipality's assets exceeded its liabilities at June 30, 201 1 by $20,024,475, and at June 30, 2010 by $20,650,827, as
restated;

* The Municipality's total net assets decreased by $ (626,352) during liscal year 2010-201 1;

* As of June 30, 2011, the Municipality's govemmental lunds reported combined ending Iund balance ol $5,881,767, a
decrease ol $ (1,717,358) lrom the prior year;

* At June 30, 2011, lhe Statement of Net Asset presented an unrestricted deficit of $(8,303,155);
l. During liscal year 20'10-201 l, the Municipality issued $1,345,000 in bonG and notes debts;
.!. The Municipality's capital assets inventory increased as a result of this yeads operations. Capital assets as ol June 30, 20'11

were $32,840,196 (net ot accumulated depreciation);
* The investment in capital assets for this year was $22,697,418 (nel ol related debt);
l. Loan principal payments were $323,000 and $478,203 in 2011 and 2010, respectively.

OVERVIEW OF THE BASIC FINANCIAL STATEI'ENTS

This discussion and analysis are intended to serve as an introduction to the Municipality's financial statements. The
Municipality's basic financial statemenls comprise three components: govemmentwide financial statements; lund financial
statements; and notes to the financial statements. This report also contains other supplementary inlomation in addition lo the
basic linancial statements lhemselves.



COMMONWEALTH OF PUEBTO RICO

MUNICIPALIW OF ARROYO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONT|t'IUED)

FOR TTIE FISCAL YEAR ENDED JUNE 30, M11

GOVERNMEI{T.WIDE FINANCIAL STATEMENTS

The govemment-wide linancial statements are composed of: (1)the statement ol net assets and (2) the statement ol activities.

These linancial statements can be found immediately lollowing this MD&A. These financial statements are designed to provide

readers with a broad overview ol the Municipality's finances, in a manner similar to a privale-sector business.

STATEMENT OF NET ASSETS

The purpose of the slatement of net assets is to attempt to repon dl assets owned and all liabilities owed by the Municipality.

The Municipality reports of all of its assets when it acquires ownership over the assets and reports all ol its liabilities when

they are incurred. For example, the Municipality repofis buildings and inlrastructure as assets, even though they are not

available to pay the obligations incurred by the Municipality. On the other hand, the Municipality reports liabilities, such as

claims and judgments, bonds and notes payable, obligations under capital leases, compensated absences and certain

accounts payable and accrued liabilities, even though these liabilities might not be paid until several Iiscal years into the
tuture.

The difference between the Municipality's total assets and total liabilities reported in the statement ol net assets is presented

as net assets, which is similar to the total owners' equity reported by a commercial enterprise in its tinancial statements.

Although the purpose of the Municipality is not to accumulale net assets, as this amount increases or decreases over time,

such amounl represenls a useful indicator of whelher the linancial position ol the Municipality is either improving or
deleriorating, respectively.

STATEMENT OF ACTIVITIES

The statement of activities presents inlormation showing how the Municipality's net assets changed during the fiscal year
ended June 30,2011, by presenting all ol the Municipalitys revenues and expenses. As previously discussed, the items
reported in the statement of activities are measured in a manner similar to the approach used by a commercial enterpdse in
thal revenues are recognized when earned or established criteria are satisfied, and expenses are recorded when incuned by

the Municipality. Consequently, revenues are reporled even when they may not be collected for several months after the end
ol the fiscal year and expenses are recorded even though they may not have used cash during the current year.

Although the statement of activities looks diflerenl lrom a commercial enteprise's income slalement, the ditference is only in
lormat, not substance. Whereas the bottom line in a commercial enterprise represents its net income, the Municipality reports
an amount described as net change in net assets, which is essentially the same concept.

The locus of the statement ol activities is on the net cost o, various activities provided by the Municipality. The statement
begins with a column that identifies the cost ol each ol the Municipality's malor functions. Another column identifies the
revenues that are specifically related to the classilied govemmental functions. The ditlerence between the expenses and
revenues related to specilic functions/programs identilies the extent to which each lunction of the Municipality draws from
general revenues or is self-financing through fees, intergovemmental aid, and other sources ol resources.

This slatement also presents a comparison between direct expenses and program revenues for each lunction ol the
Municipality.



COI,IMONWEALTH OF PUERTO RICO

MUNICIPALITY OF ARROYO

MANAGEMENT'S DISCUSSI0N AND Ai'IALYSIS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

GOVERNMENT-WIDE FINANCIAL STATEMENTS (CONTINUED)

Both of the government-wide linancial statements ol the Municipality are principally supported by taxes and intelgovemmental
revenues. The govemmental activities of the Municipality include; mayor and municipal legislalure, general government, public

safety, public works, cullure and recrealion, health and sanitation, human services and welfare, urban development, education

and interests. Property laxes, municipal license taxes, sales taxes, and state and federal grants finance most ol these activities.

FUND FINANCIAL STATEMENTS

The Municipality's lund linancial statements consist ol: (1) the balance sheet and (2) the statement ol revenues, expenditures

and changes in fund balances. These financial statements report the linancial position and the resulis of operations ol the
Municipalitys govemmental funds, with an emphasis on the Municipalitt's major governmental funds.

A lund is a grouping of related accounts that is used to maintain control over resources that have been segregated lor specilic
activities or objectives. The Municipality, like most other state and local govemments, uses fund accounting to ensure and

demonstrate compliance with tinance-related legal requirements. Each lund is considered an independent liscal entity

accounted for within a set ol self-balancing accounts that compdse its assets, liabilities, fund equity, revenue, and expenditures.

Fund accounting segregates funds according to their intended purpose and is used to aid management in demonstrating

compliance with legal, financial and contractual provisions.

GOVERNMENTAL FUNDS

The Municipality's basic seryices are reported in the govemment lund linancial slatements. The govemment funds are reported

using an accounting method called modilied accrual accounting, which measures cash and all olher linancial assets thal can

readily be converted into cash. Governmental lunds are used to account lor essentially lhe same functions reported as
govemmental activities in the govemment-wide financial statements. However, unlike the government-wide financial statements,
govemmental lund financial statements focus on near-lerm inllows and outflows ol spendable resources, as well as on balances

o, spendable resources available at the end ol the fiscal year. Such inlormation may be useful in evaluating a govemmenl's

near-term linancing requirements. Because the locus ol governmental funds is nanower than that of the government-wide

linancial statements, it is useful to compare the inlomation presented lor govemmental lunds with similar inlomation presented

lor governmental activities in lhe govemment-wide financial statements. By doing so, readers may better understand the long-

term impact ol the government's near-term linancing decisions.

The Municipality adopls an annual appropriated budgei lor its general tund. A budgetary comparison stalement has been
provided for the general lund to demonstrate compliance with this budget.

NOTES TO THE BASIC FINANCIAL STATEIIENTS

The notes provide additional information that is essential to a lull understanding ol the data provided in the govemment-wide
and Iund linancial statements-

OTHER INFORMATION

ln addition to the basic Iinancial statements and accompanying notes, this repon abo presents cerlain required supplementary

information containing budget to actual compadsons for the general and major lunds.



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF ARROYO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30,2011

GOVEBNMENT-WIDE FINANCIAL ANALYSIS

GOVERNMENTAL NET ASSETS

As noted earlier, net assets may serve over lime as a useful indicator of a government's financial position. ln lhe case of the

Municipality, assets exceeded liabilities by $20,024,475 as ol June 30, 2011, versus $20,650,827 as of June 30, 2010, as

restated. Our analysis below locuses on the net assets (Table 1) and changes in net assets of the Municipality's governmental

activities.

Table 1

Statement ol Net Assets

Current and non-current assets

Capitalassets

Total Assets

Current liabilities

Long-term liabilities

Total Liabilities

Net assets:

lnvestment in capital assets, net of related

debt
Restricted

Deficit

Total Net Assets

201 1

$ 9,404,349
32,840,196

n244,545

3,650,029
18,570,041

_n,no,070

22,697,418

5,630,212
(8,303,1s5)

$ 20,024,475

2010
(as restated)

$ 11,385,486

31 ,227 ,738

___42$E2u_
3,221,428

18,740,969

___4_,%23s7_

20,860,509
10,812,900

(11,022,582)

$ 20,650,827

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

.2011

c 2010

Toial Assets Tolal Liabilities Total Net Asseb



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF ARROYO

MANAGEMENTS DISCUSSI0N AND ANALYSIS (CONTII'IUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

GOVERNMENT-WDE FINANCIAL ANALYSIS (CONTINUED)

The largest portion ol the Municipality's net assets rellects its investment in capital assets (e.9. land, buildings, machinery and
equipmenl), less any related debt used to acquire those assets still outstanding. These capital assets are used to provide

services to citizens; consequently these assets are not available for luture spending. lt should also be noted that the resources
required to repay the related debt must be provided from other sources, since the capital assets themselves cannot be used to
liquidate these liabilities. An additional portion ol the Municipalit/s net assels represenls resources that are subject to external
restrictions on how they may be used.

GOVERNMENTAL ACTIVITIES

Govemmental activities decreased the Municipality's net assets. Key elements ol this decrease are as lollows: the Municipality's
govemmental activities had nel expenses ol $(10,632,584). However, these services are intended to be primarily funded by
taxes, as opposed to charges for services and grants, and the net expenses exceed lhose taxes and other general revenues by

$(626,352).

The cost ol all govemmental activities this year was $14,894,632. Table 2 presents the cost ol each ol the Municipality's largest
pr0grams.

Table 2
Stabment ol Activities

Revenues

Program revenues:

Grants and contributions

Charge for seruices

General revenues:

Properly taxes
Municipal license lax
Sales and use tax
Other local laxes
lnterest and investment earnings
Miscellaneous

Tolal revenues

Expenses

General govemmenl
Public salety
Public works

Culture and recreation
Health and welfare

Economic Development
C,ommunity Development
Education
lnterest on long-term debts

Total expenses

Changes in net assets
Net assets - beginning, as restated

Nel assets - ending

mtl

$ 9,4s6,390

51,206

1,941,833

899,824
969,580

716,968

114,303
118,176

14,268,280

5,462,593
615,753

2,556,428
2,010,938
2,650,798

580,969

560,480
44,115

412,558

14,894,632

(626,3s2)

20,650,827

$ 20,024,475

ml0

$ 11,216,638

86,954

1,919,12'1

901,078

1,171,871
285,213

95,129

302,830

15,978,834

7,042,320
390,598

2,439,555

1,361,276
2,434,441

384,001
486,463

357,664

14,896,318

1,082,516
19,568,311

$ 20,650,827



COMMONWEALTH OF PUEBTO BICO
MUNICIPALITY OF ABROYO

MANAGEMENT',S DTSCUSSt0N AND ANALYSTS (C0NTtNUED)

FOR THE FISCAL YEAB ENDED JUNE 30,2011

GOVEBNMENT.WDE FINANCIAL ANALYSIS (CONTINUED)

2011 Revenues

2011 Expenditures

I General govemment

. Public salety

g Public works

r Culture and recreation

r Healti and welfare

c Econom'0 DeYelopnent

r Community Development

cRlrcalion



COMIIONWEALTII OF PUERTO RICO

MUNICIPALITY OF ARROYO

MAilAGEMENTS DFCUSS|o]{ AND ANALYSTS (CoNTTNUED)

FOB THE FISCAL YEAB ENDED JUNE 30, 2011

GOVERNMENT-WDE F|NANC|AL ANALYSTS (CONTTNUED)

Approximately thirty-two percent (327") of the Municipalitys govemmental activities total revenue came from taxes, while sixty-
six percent (66"/d resulted from grants and contributions. Federal granb represent twenty-nine percent (29%) of lhe Municipality
grants revenues. The Municipalitys govemmental activities expenses included items such as general govemment, public safety,
public works, cullure and recreation, health and wellare, economic developmenl, community development, education and

interest on long term debts.

Approximately thirty-seven percenl (37%) ol total expenses resulted lrom general govemment, seventeen perceil (1ryd lrom
public works, thirteen percent (13%) from culture and recrealion and eighteen percent (18%) lrom health and welfare.

GOvEBt'llrENT FUND FlNAl.lClAL AI.IALYSIS

As noted earlier, the Municipality uses lund accounting to ensure and demonstrate compliance with linance-related legal

requirements.

TaDlc 3
Bahnce Sheet

Assets:
Tohl assets - MaFr Funds
Tohlasseb - OtEr FuMs

Tohlas$18

Llabilities:
Tobl liabililies - l.tairr Funds
Tobl liabilities - Oher Funds

Combhed tobl liabilities

Fund Bahnces:
Resticted
Assigned
Unassigned

Combhsd lohl tund bahnces

Toi.l lbbililbs.nd fund babnces

2911

$ 8,587266
I,993,424

I 10.54',690

$ 4,197,357
501,566

4,698,93

5,630,445
112,212

130,070

5,88'1,767

t _-!qE8o,6so

2010
(a8 llsbbdl

$ 13,21730r
1,544604

$ 14,752IG

$ 4,433,482
2,7N:198

7,163280

10,894,736

224,63
(3,519,6641

7,s99,125

l__lq62los



COMMONWEALTH OF PUERTO BICO

MUNICIPALIW OF ABROYO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30,2011

GOVERNMENT FUND FINANCIAL ANALYSIS (CONTINUED)

Table 4
Chanqes in Fund Balances

Revenues:

Total revenues - Major Funds

Total revenues - Other Fuflds

Combined iotal revenues

Expendilu resi

Tohl erpendilures - Major Funds

Toial ependitu.es - Oher Funds

Cornbined total expenditures

Oher financing sourcres (uses):

Oher linancing sources - Major Funds

0her linancing sources- 0her Funds

Combined oher financing sources
(uses)

Net changes in fund balanc€

Fund Balance - beginning, as restated

Fund Bahnce - erding

20t1

$ 12,052,231

2.216,449

14,268,280

15,166,538

2,164,100

17,330,638

1,345,000

20't 0

$ 13,325,729

2,748,909

16,074,638

12,930,523

2,564,534

15,495,057

2,005,000

1,345,000

(1,717,358)

7,599,125

$ 5,8E1,767

2,005,000

2,584,581

5,014,544

$ 7,599,125 - {,0m,00

GOVERNMENTAL FUNDS

The focus of the l\,lunicipality's governmental funds is to provide information on near-lerm inflows, outflows, and balances of

spendable resources. Such inlormation is uselul in assessing the Municipality's Iinancing requirements. ln particular, unreserved

Iund balance may serve as a useful measure of a government's net resources available for spending at the end ol its liscal year.

At June 30, 201'1, the [4unicipality's governmental funds reported combined ending fund balances of $5,881,767, a decrease of

$(1,717,358) from the prior year.

As of the end ol the current fiscal year, the Municipality's governmental funds reported combined ending fund balances of

$5,881 ,767, a decrease of $1,717,358 in comparison with the prior year, as restated. There are reservations o{ fund balance

amounting to $5,742,697. The combined fund balances include restricted fund balance amounting to $5,630,485. This is the

portion of lund balance lhat reflects resources that are subject to externally enforceable legal restrictions 1) to pay for specific
program purposes ($1,531,346); 2) to pay for capital projects ($1,9a1,369); 3) to pay debt services ($2,157,770). There are

assigned lund balances amounting to $1 12,212 that represent resources for specilic purposes but do not meet the definition to

be classrlied as restricted or committed (generally executive orders approved by the Mayor).

Within the governmental funds, it is included the general fund which is the chiel operating fund of the Municipality. As of June

30, 201 1, the general fund has an unassigned fund balance of $139,070.

10



COiTMONWEALTH OF PUERTO RICO

MUNICIPALITY OF ARROYO

MANAGEMENT',S DTSCUSSTON AND Ai'IALYS|S (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

BUDGETARY HIGHLIGHTS

Budget and actual comparison schedules are provided in the Basic Financial Statements lor the General Fund. The Budgetary

Comparison Schedule ol the General Fund shows the original adopted budgets, the linal revised budget, actual resulls, and
variance between lhe Iinal budget and actual resutts for lhe general and malor special revenue funds. Table 5 summarizes the
results of the General Fund's Budgetary Comparison Schedule:

Table 5
Actual

Final Budget Amounts Variance

Total revenues

Total expenditures, encumbrances and
other linancing uses

- Ercess or deficiency

$ 9,188,310 $ 9,164,7,14 $ (23,566)

9.188.310 8.8s0.030 338,280

$_______________ $__3142!4 $114,2!4

The original and the linal budget ol the General Fund lor the liscal year ended June 30, 2011 amounted to $ 9,188,310. The

laws and regulations of the Commonwealth mandate a balanced budgel.

The total actual revenues (budgetary basis) ol the general lund lor the fiscal year ended June 30, 2011 were $9,164,7,14, which

is $23,566 less than the budgeted revenues. ln addition, the total actual expenditures and other linancing sources (budgetary

basis) ol the general lund lor the Iiscal year ended June 30, 2011 were $8,850,030, which is $338,280 less than the budgeted

expenditures.

CAPITAL ASSETS AND DEBT ADMINISTRATIOI,I

The Municipality's investment in capital assets lor its govemmental type activities as of June 30, 2011 amounted to $32,840,196
(net ol accumulated depreciation). This investment in capital assets includes land, buildings, improvements, lumiture and

fixtures, vehicles and Euipment, and infrastructure. The total increase in the Municipality's investment in capital assets for the

current fiscal year was $2,481,081. Table 6 present the major classes of capital assets.

Jab,le o-

Capital Assets Amount

Construction in progress $ 5,867,869

Land 5,705,674
Buildings and building improvements 1 1,162,110

lnf rastructure and inlraslructure
improvements 4,443,804

Equipment 176,236
Vehicles 139,918

Housing Project Brisas de Anoyo 1,342,581

Others 2.004

Total Assets $ 32.840.196
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COMMONWEALTH OF PUERTO RICO

MUNICIPALIW OF ARROYO

lrAl'IAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)

FOR THE FISCAL YEAB ENDED JUNE 30, 2011

LONG-TERM DEBT

At June 30, 2011, the Municipality had total of $18,570,041 in general obligations and otheB outstanding debts, as shown in

Table 7. Of this amount, $10,932,000 comprises debt backed by the lull faith and credit ol the govemmenl and $7,638,041 are

other obligations.

Table 7
Long Term D,ebts Amount

General obligations bonds and notes $ 10,932,000

Others 7.638.041

Total Long Term Debts $1057!.u1

The Municipality is required to limit the amount ol general obligation debt to 10% ot the total assessment ol propeny located

within the Municipality in order lor the bonds to be repaid with the proceeG of property taxes restricted lor debl services. Other

obligations include accrued vacation and sick leave and advances ol property taxes. More detailed information about the

Municipality's long{erm liabilities is presented in the notes to the linancial statements. The Municipality continues to meet its

financial needs through prudent use of its revenues and creative debt linancing programs.

ECONOMIC FACTORS AND NEXTYEAR'S BUDGETS AND BATES

Local, national and intemational economic factors influence the Municipality's revenues. Positive economic growth is correlated

with increased revenues lrom property taxes, municipal license taxes, sales taxes, charges tor services, as well as state and

federal grants. Economic growth in the local economy may be measured by a variety ol indicators such as employment growth,

unemployment, new construction, assessed valuation, and other revenues.

All of these lactors were considered in preparing the Municipality's budget lor the 2011 fiscal year. Some cost reductions helped

fund improvements of existing facilities, public safety and works, economic development initiatives and human service

improvemenls.

REQUESTS FOB INFORi,|ATION

This linancial report is designed to provide a general overview ol the Municipality's finances lor all those with an interest in the

government's linances. Questions conceming any of the inlormation provided in this report or requests lor additional inlormation

contact the Municipality's Finance Department at (787) 839-3500.
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Commonwealth ot Puerto Rico

llunicipality ot Arroyo
Statement of Net Assets

June 30,2011

Assets

Cash and cash equivalents

Cash wilh fiscal agent

Accounts receivable:

Municipal sales and use taxes

lntergovemmental

OtheB

olher assets

Capital assets

Land, improvements, and construction in progress

Other capital assets, net of deprechtion

Total capilal assets

Total assets

Liabilities
Acclunts payable and accrued liabilities

Due to other govemmental entities

Claims and judgments

Defered revenues:

Municipal license tax

Fedelal grant revenues

lnterest payable

Noncurrent liabilitis:

Due within one year

Due in more than one year

Total liabilities

Net Assets

lnvested in capital assets, nel of related debt

Restricted for:

Capital projects

Debt seruice

Otherpuposes

Unrestricted {def icit)

Total net assets

Governmental

Activities

$ 2,918,501

5,S44,061

90,m
409,788

35,738

5,i184

'1 6,1 68,5,13

16,671,653

32,840,196

42,244,545

710,434

't,430,388

2,n2

8n,873

501,1'15

127,447

880,326

17,689,715

2.220,070

22,697,418

1,941,369

2J57,n0

1,53r,073

(8,303,155)

$ 20,024,475

The notes io the financial statements are an inlegral part ol this shlement.
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Commonwealth of Puerto Bico

Municipality of Anoyo
Statement of Activities

For the Year Ended June 30, 201I

Proglam Beverues

tlel (E&ense) Reveoue and

ChengEs in l{€l tusets

Funclk ns/Programs E+en€es

Ch.rg€s lo.

Services

Operating

Grants and

Coartribulions

Crpit l

Grents rnd

conrribdixts

Gove,nms al

Aclivilier

Genelal qovemmeil

Public salety

Public works

Heath and w€[are

Culfule ard rccrcalion

Economic development

Communily develogient

Educalion

la ercston longlem debl

Tolal govemmer{at aclivilies

$ (5,162,5y3)

(494,088)

'1,746,922)

(420,3v3)

0,963,082)

(r 10,074)

(39,74r)

16,867

(412,558)

$ {10,632,584)

5,162,593

615,753

2,556,428

2,650,798

2,010,938

580,969

560,480

44,115

412,558

3,350

47,856

118,315

155,704

2,230,405

470,895

60,982

6$,8m

520,739

14,894,632 $ 51.206 $ 3.036,301 $ 1,r74,54r

Geneml rcvenues:

Prcpny laxes

Munbpal license tares

Munbpal sales and use lares

OltEr local laxes

Granb and conhibulions not rcstia{ed to specific programs

lr €rEsl and investnent eamings

Mbcellaneous

Tohl general revenues

Chang€ in net assels

Net asseb - beginning-as reslated

Net assets - ending

1,941,8:33

899,824

969,580

716,968

5,245,548

114,303

118,176

10,006,232

(626,352)

20,6il,V7

$ 20,t24fi5

The notes to the financial statements are an integral pad ol lhis statement. 14



Commonreallh ol Puerto Rico

unicipality ol &royo
Balance Sheet

Govemmental Funds

June 30,2011

GqElEl

Fund

Debl

S€rvice

Spocbl

fuerd GEnt6

C4rhlP(Fct3
Fuld - Sbt! &

OdEr Totel

GoYemrEntal

Frnd3

Cash and ca* eqdealenE

Cash $h fiscal agEnl

Munaipal sales and use bles

Otlels

Due IIon ort€r luds
Ot|€r asseb

L"hbiliLs and Fund B.bnces

tiablilies:

A.counb payahle ad aHU€d liabni€r

Due b o$er Sove.nrHbl enl,tus

Due lo otler inG
ClainE aid jrrdgntons

Fede.al g.anl rercnues

Tohl liaDiilies

Restired

Unas*rcd

Tobl ftrd balarEs

ToH rafililies and tund balaff€s

519,757 I
1,379,945

6t541
t,625

13,53t

1,m5!06

735,130 $

3,129

171,e5

-$
2,137,p8

17,079

281850r

5,944,061

90,m
109,788

- t 1,663$11 $

2,123,35q

2S2S
5,175 2q63

3,062205.00 912,884.m 2,161,107-co 2,1577/0.N t893,121.m 10,580,6S0.m

$ 160,102 i 22,118 $

1,130,388

38S'621

2.m

27571 $ - $

185,161

5,128 35,738

90,535 1,176,34r

5,M 5,18rt

200,310 $ 710,&
1,430,388

301256 1,176,341

2,n2

8n,8n

1 ,94t ,369 2,157 ,n0 1,491,858 5,m,485

112212

|tt,813
501,115

139,070

501,115

2;nt,45 912,88,r s13,68 - 501,566 4,698,923

x9,1€8

112212

119,070

2W,nO 1.941.369 2,15i,0 1,491,858 5,881,767

I 3.06220s S S1238.1 $ 2,4sr1,107 $ 2,1 ,n0 $ 1,998,421 $ 10,580,601)

The notes lo the financial statemenh are an integral parl ol this slatemenl. 15



CommonHIh ol Pu€Jb Rico

unicipalily ol Anoyo
StaEn€nt ol Revsrues, Ependilules and Changes in Fund Bahnces

GoEmms al Funds

For the Year Ended June fl!, ml i
Sp.{fl C{iuPr.i*E I}.h Otrd

GerI n !f,.rE Fu{ FrId - S-lrE I Ssrh. Gomic
ToE

R d Feite.rl G'I1B Locd G.I1E Fund Fmlb tuilb

Mlnicilal lisEe b(es

Muni:ial sd€s ad use hes
Laonr€s"oa.m'A ald odEr hcal hl€s

Intsgo/emm€[lE

Eellld Eopedy

lnE€61

F€d€ral 0"d1s

Elpsdiutt
Olrent

G€n€ral So{efln€nt
PlUb s#y

CulEe aid ,ecadbn

Cdnnunity delokpment

Edxatoo

D€ sslics:

fti(i)al

Iotd ep€ldtr€s

Erc€ss {d(,i)ixlcy} offt srr€s ov€r

{u@ €rq€ndtxes

OtE fn$cing rorc.. {ur€.)
Tansl?s in

Tanslss ot1

LdtS Bm debl isslar'ce

Totd dler finandE sourcss (lEas)

Itel dangs a ftid bdances

Furd bdance (d€fio'0, bqinnllglas legabd

Fun Marco, srftg

76.068 14108 lt8,t76

9,164,71,1 1,619,612 417,0E9 850,586 22ld$9 l1?fa23o

5,601563

s03ll
2,1$,633

d35r9
183,E66

80r80

315,6rE

581,(E7

119,009

5e0,740

2J63p16

5e4,5S

€9.010

t.t@.306

90337

51,029

r35115

161860

{3215

rJ{p,{83 $ I
899n2{

561,794

7i7,0€8

5215,v8 78,901

38
47,856

114J03

1F10,908

$ €e800 E

117:76

1,911,633

899,821

9S560

717,080

6266,1S

3230

516,896

111,300

2,m1211

5,6S1563

533,6
3,632311

2550,{91

3,016r82

580,969

fl110
43215

(3,062,358)

112JS5

(112,395)

1315,000

1345,000

323,000 41,451 36l,ls1

u,lv l9,1gt 366847

9,3+,&92 1,619,812 3,629,0m 552,754 2,164,1m 17330,638

(200,r1E)

(1r2,3s6)

1&W

{3211,991) 297,W

- 112J€5

1,q2,457 (3211,991) 110,27 {r,7r7,358)

- 1153,360 1.717ffi 1,13S,909 7599,125

2S,7r0 t $ t,94r,B I 2,157:t7O a 1,191,&58 t 54814L

The notes lo the financial slalements are an integral pa( of this statement.
't6



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF ARROYO

RECONCILIATION OF THE GOVERNMEIITAL FUNDS BALANCE SHEET
TO TT{E STATEMENT OF NET ASSETS

FOR THE FISCAL YEAR ENDEO JUNE 3{I, 2011

Total Fund Balances - Govemmental Funds (Page 15)...

Amounts reported for Govemmental Activities in the Slatement ol Net Assets are different because:

Capital Assets used in govemmental activities are not financial resources and therelore, are

not reponed in the funds. ln the current period, these amounts are:

$ 5,881,767

Non Depreciable Capital Assets ............ $ 16,168,541

Depreciable Capital Assets.................. 34,103,890

Accumulated Depreciati0n.................... fi7.+32,237\

Total CapitalAssets 32,840,196

Some liabilities are not due and payable in the current period and therelore, are not reporled

in the lunds. Those liabilities consist ol:

General Bonds and Notes Payable........
Section 515 Direct Loan.

Compensated Absences
Claims and Judgments...

Propefi Tax Debt - Law 42 ...........-.......

Property Tax Debt - Law 146 .................

Property Tax Debt- Final Liquidation.....
Landfill Obligation

LIMS Repayment P|an..........................
Puerto Rico Aqueduct and Sewer Authority Debt.................

10,932,000

1,870,778
1,262,088

121,422

2,113,493
512,188

75,595
1,659,276

16,201

7.000

Total Long-Term Liabilities..............

lnterest liabilities not due and payable in the cunent period and, therefore, ale not

reported in the |unds.............................

Total Net Assets ot Govemmental Activities (Page 13)...

(18,570,041)

fi27.447\

t20.024.475

See accompanying Notes to Basic Financial Statements.
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COMI'ONWEALTH OF PUERTO RICO

MUNICIPALIW OF ARROYO

RECONCILIATION OF THE STATEI,IENT OF REVENUES, EXPENDITURES, AND CHANGES
IN FUND BALANCE OF GOVEBNi'ENTAL FUNDS TO THE STATEMENT OF ACTIVITIES

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Net Change in Fund Balances - Total Govemmental Funds (Page 16) ... $ 0,717,358)

Amounts reported for Govemmental Activities in the Statement ol Activities are ditferent because:

Govemmental lunds repon capital outlays as expenditures. However, in the Statement of

Activities the cost of those assets is allocated over their estimated useful lives and reported

as depreciation expense. ln lhe currenl period, these amounts are:

CapitalAssets Additi0ns....................... $ 2,596,596

Depreciation Expense................. t984,138)
Excess ol Capital Assets Additions ovel Depreciation Expense....... 1,612,458

Debt proceeds provide current linancial resources to govemmental funds, but issuing debt

increases long- term liabilities in the Statement ol Net Assets. ln the currenl period,

these amounts are:

(1.345.000)

Total Long- Term Debl lssuance (1,345,000)

Repayments ol long-term bonds and notes principal are expenditure in the governmental

- lunds, but the repayment reduces LongiTem Liabilities in the Statement ol Net Assets.

ln the current year the repayments were:

Repayments ol other long{erm debls pdncipal are expenditure in the govemmental

Iunds, but the repayment reduces Long-Term Liabilities in the Statement of Net Assets.

The lollowing amount represented the change in accrued interest from pdor year:

- 
Oecrease in Section 515 Direct 10an....... 41,451

lncrease in Compensated Absences..... (148,829)

lncrease in Claims and Judgments......... (13,838)

Decrease in Property Tax Debt - Law 42................... 48,139

Decrease in Property Tax Debt - Law 146................. 24,390

- Increase in Landfill Ob1i9ati0n.................. (41,410)

Decrease in LIMS Repayment P|an....... 31,011

Decrease in U.S. Depanment ol Homeland Security Debt ...'................. 464'219

Decrease in Department of Labor and Human Resources Debt ..... ........ 57,026

Decrease in Puerto Rico Aqueduct and Sewer Aulhority Debt................. 84,000

Iotal Additional Expenditures..........
- Certain interest cost reported in the Statement ol Activities do not require the use of current

financial resources and, therelore are not reported as expenditures in the governmental

lunds. The lollowing amount represented the change in accrued interest from prior yean

Change in Net Assets of Govemmental Activities (Page 14)

323,000

546,159

(45.611)

$,G2ff54

See accompanying Notes to Basic Financial Statements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF ARROYO

NOTES TO THE BASIC FINANCIAL STATEMENTS

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

NOTE 1 - SUMIIARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Anoyo, Pue o Rico (Municipality) was lounded in the year 1855, and operates as a govemmental unit ol
the Commonwealth ol Puerto Rico, under the Law Number 8l of August 30, 1991, known as "Autonomous Municipalities Law ol
the Commonwealth ol Puerto Rico'. The govemmental system of the Municipality is composed ol the execuiive and legislative

bodies. The Mayor is the Chiel Executive 0flicer and is elected every lour years in the general elections ol the Commonwealth

of Puerto Rico. The legislative body consists ol twelve Legislators also elected in the general elections of Puerto Rico lor a four-
year lerm.

The Municipality provides services such as: health, public works, sanitation, aids and services to low-income and elderly
citizens, public safety, housing and urban development, culture and recreation, planning, zoning and other general and

administrative services.

The accounting policies ol the Municipality conlorm to accounting principles generally accepted in the United States of America

as applicable to governmenlal units. The lollowing is a summary ol the more signilicant policies.

The accompanying basic linancial statemenls of the Municipality have been prepared in conformity with accounting principles

generally accepted in the United States ol America (GMP) as prescribed by the Govemmental Accounting Standards Board

(GASB). The GASB is the standard-setting body for govemmental accounting and linancial reporting. The GASB periodically

updates its codification ol the existing Govemmental Accounting and Financial Reporting Standards which, along with

subsequent GASB pronouncements (Statements and lntepretations) constitutes GMP for governmental units.

ln June 1999, the GASB issued Statement Number 34, Basic Financial Statemenb-and Managenent's Discussion and

Analysislor State and Local Govemments. This statement establishes new financial reporting requirements lor state and local

govemments. The Municipality adopted the provisions ol GASBS No. 34, No. 37 and No. 38. They require new information and

restructure much ol the information that govemments have presented in the pasl.

The accompanying basic financial statements present the financial position and the results ol operations ol lhe Municipality and

its various funds and lund types. The basic tinancial slatements are presented as of June 30, 201 l, and for the liscal year then

ended. The more signiticant ol these accounting policies are described below and, where appropriate, subsequent

pronouncements will be relerenced.

ln the current year, the Municipality adopted the provisions ol GASB Statement No. 54, Fund Balance Repoling and

Govemmentat Fund Type Definitions (GASB No. 54), which modified the interpretations ol certain terms within the definition of

the special revenue lunds and the types of activities the Municipality may choose to repon in those funds. GASB No. 54 also

clarified the capital projects fund \pe delinition lor better alignment with the neeG ol preparers and users. Delinitions ol other

governmental fund types were also modilied lor clarity and consistency.

A. Financial Reporting Entity

ln evaluating how to deline the Municipality lor financial repolting purposes, management has considered all potential

component units. The decision to include a poiential component unit in the reponing entity was made by applying the provisions

of Statement No. 14, The Financial Reporting Entity, of the GASB, as amended by GASB Statement No. 39. The basic, but not

the only criterion lor including a potential component unit within the reporting entity is il elected otlicials of a primary govemment

are linancially accountable lor the entity. Financial accountability exists il the primary governmental appoints a voting majority

of the entity's goveming body, and if either one of the lollowing conditions exist: the primary govemmenl can impose its will on

the other entity or the potential exists for the other entity to (1) provide specilic linancial benelits to or (2) impose specific

Iinancial burdens on the primary govemment.
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COMMONWEALTH OF PUERTO RICO
IiIUNICIPALITY OF ARROYO

NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

NOTE 1 - SUMMARY 0F StGNtF|CANT ACCOUNTTNG pOLtCtES (CoNT|NUED)

A. Financial Beporting Entity (Continued)

A second criterion used in evaluating potential component units is if the nature and significance of the relationship between the
entity and a primary govemment are such that to exclude the entity from the linancial reporting entity would render the financial

slatements misleading or incomplete. GMP details two methods ol presentation: blending the linancial data ol the component
unit's balances and lransaclions in a manner similar to the presentation of the Municipality's balances and transactions or
discrete presentation of the component unit's financial data in columns separate lrom the Municipality's balances and

transactions.

B. Measurement Focus and Basis of Accounting

The relative importance of each criterion must be evaluated in light ol specilic circumstances in order to determine which

components units are to be included as part ol the reporting entity. Based on the above criteria, the linancial statements ol

Brisas de Anoyo Housing Proiect n0.565039950 were included in the general-purpose linancial slatements as a blended

component unit.

Blended C,omponent Unit: Brisas de Arroyo Housing Project is a housing development consisting ol one hundred four (104)

dwelling units located in Anoyo, Puerto Rico. The Prolect is owned by the Municipality, but the activities on it are carded-on by a

management agent unrelated to the Municipality. The housing development is designated to assist various segments ol the
general public in obtaining adequate and reasonable priced rental housing. The Project operated undet linancing lrom US

Department ol Agriculture Section 515 Rural Rental Housing Loans Program, and with a Section I New Construction and

Substantial Rehabilitation Program housing assistance grant agreement with US Housing and Urban Development. For financial

reporting purposes, the Housing Project is reported as if it were part of the Municipality's operations because its pulpose is to

provide low-income housing to citizens ol the Municipality. The Financial Statements of the blended component unit can be

obtained directly from the Municipality's Chiel Financial Officer at PO Box 477, Arroyo, Puerto Rico 00714-0477, or call (787)

839-2030.

Govemment-Wide Financial Statements

The govemment-wide linancial statements (the Slatement of Net Assets and the Statement ol Activities) are reported using the

economic resources measurement locus and the accrual basis of accounting. Revenue is recorded when earned and expenses

are recorded when a liability is incuned, regardless of the timing of related cash flows. Grant and similar items are recognized

as revenue as soon as all eligibility requirements have been met.

Govemmental Fund Financial Statements

The governmental lund Iinancial statemenb are repo ed using the current linancial tesources measurement focus and the

modilied accrual basis ol accounting. Revenues are recorded when susceptible to accrual; as soon as it is both measurable and

available. "Available' means collectible within the current period or soon enough thereafter, normally within sixty (60) days, to be

used to pay liabilities ol the cunent period. Expenditures are generally recognized when the related liability is incurred.
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COMMONWEALTII OF PUERTO RICO

MUNICIPALITY OF ARROYO

NOTES TO THE BASTC F|NANC|AL STATEMENTS (CoNT|NUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

NOTE 1 - SUMMARY 0F STGNTFTCANT ACCoUNTTNG POLtCtES (CONTTNUED)

B. lleasurement Focus and Basis ol Accounting (Continued)

The exception to this general rule is the principal and interest on general obligation long{erm debt and compensaled absences,

if any, are recognized when due.

ln applying the "susceptible to accrual' concept to intergovemmental revenues (federal grants) pursuant to GASBS No. 33,

Accounting and Financial Repofting for Nonexchange lransacflbns (the Municipality may act as either provider or recipient), the
provider should recognize liabilities and expenses and the recipient should recognize receivables and revenue when the

applicable eligibility requirements including time requirements, are met. Resources transmitted belore the eligibility requirements

are met should, under most circumstances, be reported as advances by the provider and defened revenue by the recipient.

There are essentially two types of revenue. For some granls, funds must be expended by the Municipality on the specilic
pupose or project before any amounts will be reimbursed. Revenue is, therefore, recognized as expenditures are incurred to

the extent available. For the olher revenue, moneys are virtually unrestricted and are generally revocable only lor failure to

comply with prescribed compliance requirements. These resources are reflected as revenue at the time of receipt or earlier if

the susceptible to accrual criteria is met. Expenditures are generally recorded when a liability is incuned, as under accrual

accounting. Modilications to the accrual basis ol accounting include the lollowing:

* Employee's vested annual vacation and sick leave is recorded as expenditure when utilized. The amount ol accumulated

annual vacation and sick leave unpaid at June 30, 2011, has been reported only in the governmenl-wide linancial

statements.

C. FinancialStatementPresentation

The basic linancial statements include both government-wide (based on the Municipality as a whole) and lund financial

statements. While the previous linancial reporting model emphasized fund types (the iotal ol all funds ol a particular type), in the

new financial model the focus is on either the Municipality as a whole, or major individual funds (within the basic financial

statements). Both the government-wide and lund financial statements (within the basic financial statements) categorize primary

activities as either govemmental or business type.

Govemment-Wide Financial Statements

The government-wide linancial statements (the Statement ol Net Assets and the Statement ol Activities) report inlormation ol all

the activities of the Municipality. For most part, the etfect ol interlund activity has been removed from these government-wide

linancial statements. Govemmental activities, which normally are supported by taxes and intergovernmental revenues, are

reponed separately from business-rype activities, which rely to a significant extent on fees and charges for suppott.

The locus ol the Statement ol Net Assets is designed to be similar to bonom line results for the Municipality and its

governmental activities. This statement, for the lirst time, combines and consolidates governmental lund's current linancial

resources (short{erm expendable resources) with capital assets and long{erm obligations.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF ARROYO

I{OTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

NOTE 1 - SUMMARY 0F STGNTF|CANT ACCOUNTTNG POLTC|ES (CoNT|NUED)

C. Financial Statement Presentation (Continued)

The Statement ol Net Assets presents the reporting entities'assets and liabilities, with the ditference reporled as net assets. Net
Assets are reported in three categories:

* lnvested in Capital Assets, Net of Related D,ebl - These consists ol capital assets, net ol accumulated depreciation and

amortizalion, and reduced by outstanding balances for bonds, notes, and other debt that are attributed to the acquisition,
construction, or improvement of those assels.

.3. Restdcted Net Assets - These results when constraints are placed on net assets use, which can be either extemally
imposed by creditors, grantors, contributors, and the like, or imposed by law through constitutional provisions or enabling

legislation.

* Unrestricted Net Assets - These consisls ol net assets which do not meet the delinition ol the two preceding categories-

Unrestricted net assels often are designated, to indicate lhat management does not consider them to be available lor
general operations. Unreslricted net assets often have constraints on resources that are imposed by management, but can

be removed or modified.

When both restricted and unrestricted resources are available lor use, generally it is the Municipality's policy to use restricted

resources firsl, then lhe unrestricted resources as they are needed.

The Statement ol Aclivities is locused on both the gross and net costs per lunctional category. The statement reduces gross

expenses (including depreciation) by related program revenues, operating and capital grants. This is intended to summarize and

simplity the use/s analysis ol cost ol various govemmental services.

Governmental Fund Financial Statements

The lund linancial slatements (the Balance Sheet and the Statement ol Revenues, Expenditures, and Changes in Fund

Balances) are, in substance, very similar to the linancial statements presented in the previous linancial reporting model.

Emphasis here is on the maior lunds in the govemmental category. Non-major lunds are summarized into a single column.

Traditional users of govemmental financial statements will find lhe Fund Financial Statements presentation more lamiliar. The

Iocus is on Major Funds, rather than the previous linancial model's lund types. The Govemmental Major Fund Stalements are

presenled on currenl financial resources and modiried accrual basis ol accounting.

This is the manner in which these lunds are normally budgeted. This presentation deemed mosl appropriate to (a) demonstrale

legal and covenant compliance, (b) demonstrate the source and use of liquid resources, and (c) demonstrale how the

Municipality's actual experience conforms to the budgeted liscal plan.

Since the governmental lund slatements are presented in a diflerent measurement locus and basis of accounting than the
government-wide statements, reconciliation is presented and a separate explanation lor each differences.
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MUNICIPALITY OF ARROYO

NoTES TO THE BASTC FINANC|AL STATEMENTS (CoNT|NUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

NOTE 1 - SUMMARY OF SlcNlFlCAt'lT ACCOUNTING POLICIES (CONTINUED)

C. Financial Statement Presentation (Continued)

The Municipality reports its financial position (Balance Sheet) and results ol operations (Statement of Revenues, Expenditures
and Changes in Fund Balance) in funds, which are considered separate accounting entities. The operations of each fund are
accounted lor within a set of self-balancing accounts. Fund accounting segregales lunds according to their inlended purpose

and is used to aid management in demonstrating compliance with legal, linancial, and contractual provisions.

The new model as delined in GASBS No. 34 established criteria (percentage ol the assets, liabilities, revenues, or
expenditures/expenses of either fund category in the govemmental fund) for the determination ol major funds. The non-major
lunds are combined in a single column in the lund linancial statements. The Municipality reports the lollowing major lund:

General Fund - is the Municipality main operating lund used to account for and report all linancial and reported resources
and govemmental activities, excepl for those required to be accounted for in another lund. lt is presumed that the
Municipality's govemmental activities have been reported in the general fund except lor lransactions for which one ol the
following compelling reasons has required the use ol another fund: (l) legal requirements, (2) USGMP requirements or (3)

the demands ol sound linancial administration requiring lhe use ol a governmental lund other than the general fund. lts
revenues consist mainly ol taxes, licenses and permits, intergovernmental, charges for services and other.

Special Revenue Fund - Federal Grants - is a major govemmental fund used to account lor and report the proceeds ol
specific revenue sources that are legally restricted or commitled to expenditure lor specilied purposes other than debt
service or capital projects. Resources restdcted or committed to expenditure lor purposes normally financed from the
general lund are generally accounted lor in the general lund provided that all applicable legal requirements can be
appropriately satisfied and the use ol special revenue lunds is not required unless they are legally mandated.

Capital Proiects Fund - State & Local Grants - is a major governmental lund used to account lor and report linancial
resources that are restricted or committed to expenditure for capital outlays, including the acquisition or construction of
major capital lacilities, including those outlays financed by the general obligation bond proceeds (other than those financed
by proprietary lunds or in trust funds lor individuals, private organizations, or other govemments). The use of the capital
projects lunds has been limited lo only for major capital acquisitions, construction or improvement activities that would
distort financial resources trend data il not reported separately lrom the other Municipality's operating activities. The routine
purchases of minor capitalizable assets (such as lumiture, otfice equipment, vehicles and other minor capital assets or
improvements) have been reported in the govemmentallund trom which financial resources were used forthe payment.

Debt Service Fund - is a major governmental lund used to account for and report lor the accumulation ol financial
resources that are restricted for, and the payment of, principal and interest for: (1) bonds payable lor which debt service
payments are legally mandated to be accounted for in a debt seruice lund and (2) certain special long{erm obligations for
which the Municipality is been accumulating financial resources in advance to pay principal and interest payments maluring
in future years.

GASBS No. 34 eliminates lhe presentation ol Accounl Groups, but provides lor these records lo be maintained and incorporates

the information into the Governmental column in the Government-Wide Statement ol Net Assets.

The accounts of the Municipality are organized on the basis of funds, each il which is considered a separate accounting entity.
The operations ol each fund are accounted lor with a separate set ol seltbalancing accounts that comprise its assels, liabilities,

fund equity, revenues, and expenditures. Fund types are as follows:

General Fund - ls the general operating fund of the Municipality. lt is used to account for all governmental activity, except
those required to be accounted for in another lund.
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NOTES TO THE BASTC F|NANC|AL STATEMENTS (CoNT|NUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

NOTE 1 - SUMMARY OF STGNtF|CANT ACCOUNTTNG pOLtCtES (CoNT|NUED)

C. Financial Statement Presentation (Continued)

Special Revenue Fund - Local and State Grants - Special Revenue Funds are used to account for revenues dedved
lrom local funds, state grants or other restricted revenue sources. The uses and limitations ol each special revenue lund
are specilied by Municipality ordinances and state statutes.

Special Revenue Fund - Section 8 Programs - Special Hevenue Funds are used to account for revenues derived from
section 8 choice voucher program and from section 8 moderate rehabilitation program. The uses and limitations ol each
special revenue fund are specified by Municipality ordinances or federal and stale statutes.

Special Revenue Fund - Housing Proiect - Special Revenue Funds are used to accounl lor revenues derived from the
blended component unit activities. The uses and limitations ol each special revenue fund are specilied by Municipality
ordinances or lederal and state statutes.

Special Revenue Fund - Federal Grants - Special Bevenue Funds are used to account for revenues derived lrom federal
grants. The uses and limitations of each special revenue fund are specilied by Municipality ordinances or lederal and state
statules.

Capital Proiects Fund - State and Local Grants - Capital Projects Fund are used to account lor financial resources used
lor the acquisition or construction ol major capital facilities.

Capital Prolects Fund - Federal Grants - This is the fund used to account lor revenues derived from federal grants
related to capital projects. The uses and limitations ol each capital projects fund are specilied by Municipalily ordinances or
lederal and state statutes.

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

D. Budgetary Data

The Municipality annually adopts the Budget Resolution lor all operating funds ol the Municipality except lor certain restricted
accounts ol Proprietary Funds and Special Bevenue Funds. Budgetary control is legally maintained at the fund level. The
budget is prepared using the modified accrual basis of accounling with encumbrance included as budgetary basis expenditures.
The Municipality's Budget Resolution provides transfer authority (1) to the Mayor and the Management and Budget Director,
within and between deparlments and lunds, as long as the total budget of the Municipality (net ol inter{und transfers) is not
increased; (2) to the Management and Budget Director to implement grant budgets as the grant applications are accepted by
the Municipality; and (3) to the Management and Budget Director to amend (re-appropriate) each new yea/s budget, to the
extent of outstanding encumbrances, and/or unexpended projecvgrant appropriations at year end. Municipality's Legislature
action is required for (1) use ol the budgeted Legislature contingency, and (2) the approval of supplemental appropriations.
During the year, several supplemental appropriations were necessary.

The budget columns (original and final budgets) ol the Budgetary Companson - General Fund rellect the original budget and
the amended budget (which have been adjusted for legally authorized revisions ol the annual budgets during the yea0.
Appropriations, except remaining project appropriations, encumbrances, and unexpended grant appropriations, lapse at the end
of each liscal year.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF ARROYO

NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

NoTE | - SUMMARY 0F S|GNtF|CANT ACCoUNTTNG pOLtCtES (CONTTNUED)

D. Budgetary Data (Continued)

Amendments to the budget, including translers, require the approval ol the Municipal Legislature. Unencumbered appropriations
lapse at the end of the next liscal year. The Municipality lollows these procedures, in accordance with law, in order to establish
the budgetary data rellected in the basic linancial statements:

1. Prior ol May 15 ol each fiscal year, the Mayor submits to the Municipal Legislature a proposed budget lor the liscal year
commencing the lollowing July 1 in addition ol a budget message.

The budget document is available lor public inspection prior to its approval by the Municipal Legislature.

The Commissioner ol Municipal Aflairs examines the budget to verify il it complied with the law's standards and senG il to
the Mayor for any comments or recommendation belore the limited date establishes by the Law.

Prior to June '13, the annual budget is legally enacted through passage of the annual appropriation ordinance.

lf a budget is not adopted prior to the end of the end ol the liscal year, the annual budget lor the preceding liscal year, as
approved by the Municipal Legislature and the Mayor, is automatically renewed for the ensuing liscal year until a new
budget is approved. This permits the Municipality to continue making payments lor its operating and other expenses until
the new budget is approved.

Subsequent to the enactment of the annual appropriation ordinance, the Municipal Legislature has the authority to make
necessary amendments made during the liscal year and are reflected in the budget inlonnation included in the Budgetary
Comparison Schedule - General Fund.

Since the budgetary basis ditlers Irom accounting principles genenlly accepted in the United States ol America (GMP), actual
amounts ,or the General Fund in the accompanying Budgetary Comparison Schedule, is presented on the budgetary basis to
enhance comparability.

The principal diflerences between the budgetary and GMP bases are the lollowing:

1. Encumbrances are recorded as expenditures under the budgetary basis and as a reserve of fund balances under GMP.

2. The non-exonerated portion ol the property tax advances are presenled as revenue in the budgetary basis and as other
linancing sources under GMP.

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

4. Certain accrued liabilities and other debts are not included in the budgetary basis.

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

All encumbrance appropriations in the operating budget lapse at the end of the fiscal year. Property taxes collected during the
current year by the Municipal Revenue Collection Center (Fiscal Agent) are presented as revenues in the accounting basis but
are not considered in the budgetary schedule.
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NOTES TO TI{E BASIC FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAB ENDED JUNE 30, 2011

NOTE 1 - SUMMARY OF StcNtF|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

D. Budgetary Data (Continued)

The special funds of the Special Revenue Fund have not been included in the budgetary comparison because balances are nol
budgeted. Also the budget prepared lor the Federal Finance Awards Programs included in the Capital Projects and Special
Revenue Funds is based on a program period which is not necessarily a year. Accordingly, it's not practical to present an
annual comparison of budget for such programs.

E. Cash, Cash Equivalent and lnvestment

The Director ol Finance of the Municipality is responsible lor investing the available resources in certilicates of deposit and other
short{erm investments. lnvestments are made from the available combined lunds of the Municipality and, accordingly, it is not
practical to disclose cerlilicates of deposit and other short{erm investments individually by fund in the combined linancial
statements. lnterest eamed on cenilicates ol deposit and other short-tem investments are recognized as revenue in the
General Fund. Cash in the Special Hevenue, Debt Service and Capital Project Funds are restricted; accordingly, resources
available were not used for pool investments.

Under the laws and regulations ol lhe Commonwealth, public funds deposited by the Municipality in commercial banks must be
lully collateralized lor the amounts deposited in excess of the lederal depository insurance generally provided by the Federal
Deposit lnsurance Corporation (FDIC). All securities pledged as collateral are held by agents designated by the
Commonwealth's Secretary ol the Treasury, but not in the Municipality's name.

Cash with fiscal agent represents property tax collections relained by the Municipal Revenues Collection Center and
undisbursed proceeds ol certain bonds, loans or grants which are maintained in a cash custodian account by the Govemment
Development Bank ol the Commonwealth ol Puerlo Rico. The sinking lund is maintained by the Govemmental Development
Bank of Puerto Rico, agency which acts as the insurer and payer ol lhe Municipality's bonds and notes issued in accordance
with law.

F. Receivables

Receivable are stated nets ol estimated allowances for uncollectible accounts, which are detemined upon past collection
expedence and current economic conditions. Receivable lrom Federal Government represents amounts owed to the
Municipality lor reimbursement of expenditures incuned pursuant to federally lunded programs.

G. lnventories

The General, Special Revenue and Capital Project Funds, purchases office and printing supplies, gasoline, oil and other
expendable supplies held lor consumption. The cost of purchases is recorded as expenditure in the appropriate lund and the
inventory is not recorded in the basic financial statements.

H. Capital Assets

Property, plant and equipment purchased or acquired is carried at historical cost or estimated historical cost. Contdbuted assets
are recorded at lalr market value as of lhe date received. The Municipality's capitalization levels are $500 on personal property.
For improvements other than buildings, the capital outlay musl be greater than $10,000, extend the estimated uselul life lor ten
years, and be greater than 10% of the odginal cost ol the asset. Other costs incuned lor repairs and maintenance is expensed
as incuned.
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NOTE 1 - SUMMARY 0F StcNtFtCANT ACCOUNTTNG pOLtCtES (CONTTNUED)

H. CapitalAssets (Continued)

Depreciation on all assets is provided on the straight-line basis over the lollowing estimated useful lives:

Capihl Assets Years

Buildings and site improvements
lnfrastructu re

Works ol art

Motor vehicles, fumiture and lixtures
Machinery and equipments

l. D,etened revenues- ln the GFFS, delerred revenues arises when one ol the lollowing situations occur:

a. Potential revenue does not meet both the 'measurable' and "available' criteria lor revenue recognition in the current
pedod (unavailable revenue). As previously discussed, available is defined as due (or past due) at June 30, 2011 and
collected within 60 days thereafter to pay obligations due at June 30. ln subsequent periods, when both criteda are
met, the liability lor delened revenue is removed and revenue is recognized.

b. The Municipality receives resources before it has a legal claim to them (uneamed revenue). ln subsequent periods,
when the revenue recognition criterion is met, the liability lor delerred revenue is removed and revenue is recognized.

Delened revenues at the govemmenlwide level arise only when the Municipality receives resources before it has a
legal claim to them.

J. Long.TermObligations

The liabilities reported in the government-wide financial statements included general and special obligation bonds and notes,
and other long{erm liabilities, such as vacation, sick leave, litigation, long{erm liabilities to other govemmental eniities.

ln the fund linancial statements, governmental fund types recognize bond issuances cost, during the cunent period. The lace
amount ol debt issued is reported as other linancing sources, while bond issuance costs, whether or not withheld from the
actual debt proceeds received, are reported as expenditures.

K. C,ompensatedAbsences

The Municipality accrues accumulated unpaid vacation and sick leave and associated employee-related costs when eamed (or
estimated to be eamed) by the employee. The Municipality's employees are granted 30 days o, vacations and 18 days ot sick
leave annually. Vacations may be accumulated up to a maximum ol sixty (60) days and sick leave up to a maximum of ninety
(90) days. ln the event of employee resignation, the employee is paid for accumulated vacation days up to the maximum
allowed. Separation from employment prior to use of all or part ol the sick leave terminates all rights lor compensation, except
lor employees with ten years ol service who are entitled to sick leave pay up to the maximum allowed. The Municipality accrued
a liability lor compensated absences, which meet the following criteria:

1. The Municipality's obligalion relating to employee's righis to receive compensation lor future absences is attributable to
employee's services already rendered.

2. The obligation relates to rights that vest or accumulate.

3. Payment ol the compensation is probable.

4. The amount can be reasonably estimated.
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NoTE 1 - SUMMARY 0F StcNtF|CANT ACCOUNTTNG pOLtCtES (C0NTtNUED)

K. Compensated Absences (Continued)

ln accordance with the above criteria and requirements as established by GASBS No. 16; the Municipality has accrued a liability
for compensated absences, which has been earned but not taken by Municipality's employees. For the govemment-widi
statements, the current portion is the amount estimated to be used in the lollowing yeai. For the governmental funds
statements, all of the compensated absences are considered long{em and therefore, are not a lund liability and represents a
reconciling item between the fund level and govemment.wide presentations.

The following is a summary of changes in the balance ol Compensated Absences lor the fiscal year ended June 30, 2011 .

BALANCE NEW
tssuEs

REIIREiIEITIIS
AND CURRENT BALAI{CE CURREI{T LONG.TER[I

PORTIONJULY 1.2010 IIATURATES JUNE 30,2011 PORTION

1.1 $ 148,829 $ 1,262,088 S___l?!p!q 1.1

L. lnsurance

The Municipality has insurance coverage lor its public facilities, primarily to provide protection lrom catastrophic losses. Also,
principal officials ol the Municipality are covered under various surety bonds. The Secretary ol the Treasury Department ol the
Commonwealth ol Pueno Rico is the agent commissioned to place all ol the Municipality's insurance coverage. Corresponding
premiums payable are withheld by lhe Municipal Revenue Collection Center lrom quarterly advances of annual property tax and
subsidy send to the Municipality.

M. lnterfundTransactions

lnter{und transactions are rellected as loans, reimbursements or translers. Loans are reported as receivables and payables as
appropriate and are subject to elimination upon consolidation. Reimbursements occur when one lund incurs a cost, charges the
appropriate benefiting lund and reduces its related cost as a reimbursement. All other interfund transactions are treated as
transfeB. Transfers between governmental or propdetary lunds are netted as part of the reconciliation to the govemment-wide
columnar presentation. The Municipality has the following types ol reciprocal and nonreciprocal interfund activities:

'!' lnterfund loans - Bepresent amounts provided with a requirement lor repayment, which are recorded as 'due lrom' in the
lender governmental fund and'due to'in the borrower govemmental fund. lnterfund receivables, which are not considered
cunently available tinancial resources, are reported as advances. For amounts not expected to be collected within a
reasonable period, interlund receivables/payables are reduced to the estimated realizable value and the amount that is nol
expected to be repaid is reported as a transfer from the governmental fund that made the loan.

* lnterlund translers - Represent llows of assets (permanent reallocation of linancial resources among governmental
lunds) without equivalent llows of assets in return and without a requirement lor repayment. Translers are reported as
other linancing uses in the govemmental lund making translers and as other financing sources in the govemmental fund
receiving transleIs.

* lnterlund reimbursemenls - Represent repayments lrom the govemmental fund responsible lor particular expenditures or
expenses to the governmental tund that initially paid for them.
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NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (COt'tTtt'tUED)

N. Reservations of Fund Balance - Govemmental Funds

ln the current Jear, the Municipality adopted the provisions ol GASB Statement No. 54, Fund Balance Reporting and
Govemnental Fund Type Delinitions (GASB No. 54), which enhanced the uselulness of lund balance inlormation Uy proviOing
clearer lund balance classilications that can be more consislently applied. This statement establishes fund balance
classilications lhat comprise a hierarchy upon the use of the resources reported in govemmental lunds

Pursuant to the provisions ol GASB No. 54, the accompanying GFFS report lund balance amounts that are considered
restricted, assigned, and unassigned, based on the relative slrength ol the constrains lhat control how specilic amounts can be
spent, as described as follows:

* Restricted - Represent resources lhat can be spent only for the specific puposes stipulated by constitutional provisions,
external resource providens (extemally imposed by creditors or grantors), or through enabling legislation (that is, legislation
that creates a new revenue source and restricts its use). Etlectively, restdctions may be changed or lifted only with the
consenl of resource provides.

':' Assigned - Represenl resources intended to be used by the Municipality for specilic purposes but do not meet the criteria
to be classiried as restlicted or commined (generally executive orders approved by the Mayor). lntent can be expressed by
the Municipal Legislature, the Mayor or by an olficial or body to which the Municipal Legislature delegates authoriiy in
conlormity with the Autonomous Municipalities Act ol Puerto Rico, as amended. ln governmental lunds other than the
general fund, assigned lund balance represents the remaining amount that is not restricted or committed.

+ Unassigned - Represent the residual classification lor the Municipalitys general lund and includes all spendable amounts
not contained in the other classifications. ln other funG, the unassigned classification is used only to report a delicit
balance resulting lrom overspending for specilic purposes for which amounts had been restricted, committed, or assigned.

Negative fund balance amounls are assigned amounts reduced to the amount that will raise the tund balance to zero.
Consequently, negative residual amounts in restricted, committed and assigned lund balance classilications have been
reclassilied to unassigned lund balances.

The Municipality reports resources constrained to stabilization as a specilied purpose (restricted or committed fund balance in
the general fund) only if: (1) such resources meet the other criteria lor those classifications, as described above and (2) the
circumstances or conditions that signal the need for stabilization are identilied in sufficient detail and are not expected to occur
routinely. However, the Municipality has not entered into any stabilization-like anangements, nor has set aside material linancial
resources lor emergencies and has not established formal minimum lund balances amounts as of for the fiscal year ended June
30, 201 1.

ln situations when expenditure is made lor a purpose for which amounts are available in multiple lund balance classifications,
the Municipality generally spends committed resources lirst, and then unrestdcted resources. Within unrestricted resources, the
Municipality generally spends committed resources Iirst, lollowed by assigned resources, and then unassigned resources.

O. Claims and Judgments

The estimated amount of the liability lor claims and iudgments, if any, which is due on demand, such as lrom adjudicated or
settled claims, is recorded in the General Fund. The Long-Term Liabilities includes an amount estimated as a contingent liability
or liabilities with a fixed or expected due date, which will require future available financial resources for its payment.
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NoTE 1 - SUMMARY 0F StcNtFtcANT ACCOUNTTNG pOLtCtES (CONTTNUED)

P. Use ot Estimates

The preparation ol the basic financial statements in conlormity with accounting pinciples generally accepted in the United
States ol America requires management to make estimates and assumptions ttrii atteit thdreported amounts ol assels and
liabilities and disclosures of contingent assets and liabilities at the date ol the basic linanciai statements and the reported
revenue and expenses during the reporting period. Actual results could differ from those estimates.

Q. Accounting lor Pension Costs

For the purpose of applying the requirements of GASB Statemenl No. 27, Accounting for Pensions by State and Local
Govemment Employers (GASB No. 27), the state government ol the Commonwealth of Fuerto Rico is considered to be the
sponsor ol the Employees' Retirement System of the Government ol Puerto Bico and its lnstrumentalities (ERS) and System
2000, a multi-employer cost-sharing delined benelit pension plan and a hybrid delined contribution plan, respectively , in which
the employees of the Municipality palticipate. The Municipality is considered a participant and not a iponsor, of these retirement
systems since the maiority ol the participants in the aforementioned pension trust lunds are employees of the Commonwealth ol
Puerto Rico and the basic financial stalements of such retirement systems are part of the financial reporting entity of the
Commonwealth ol Puerto Rico. Accordingly, no portion of the net pension obligation (NPO) related to ERS has been allocated
to the Municipality in the accompanying basic financial statements. The basic linancial statements ol the Commonwealth ol
Puerto Rico report the total amount ol the net pension obligation ol ERS, including any amount that may correspond to the
Municipality.

The Municipality accounts lor pension cosls rrom the standpoint of a participanl in a multiple-employer cost-sharing plan.
Accordingly, pension costs recognized in the accompanying basic financial statements are equal to the statutorily required
conlributions, with a liability recorded lor any unpaid required contributions.

H. Risk Financing

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

Cost of insurance allocated to the Municipality and deducted from the gross property tax collections by the Municipal Revenue
Collection Center ("CR|M') lor the year ended June 30, 2011 amounted to $159,2€. The current insurance policies have not
been cancelled or terminated. The CRIM also deducted $120,832 for workers compensation insurance covering all municipal
employees.

S. Future Adoption of Accounting Pronouncements

The GASB has issued the lollowing statements that have etfective dates after June 90, 201 1:

, GASB Statemenl No. 60, Accountlng and Financial Repofiing for Seruice Concession Arangements (GASB 60). The
requirements of this statement are effective lor the liscal year commencing on July 1, 2O.l 

.1.

'.:' GASB Statement No. 6'1, Ihe Financiat Reporting Enlrty (GASB 61). The requirements ol this statemenl are etfective for
the fiscalyear commencing afterJune 15, 2012.
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':' GASB Statement No.62, Codilication of Accounting and Financial Repofiing Guidance Contained in pre-November 30,
1989 FASB ancl AICPA pronouncements (GASB 62). The requirements ol this statement are etfective lor the fiscal yeai
commencing on July 1,2012.

t:' GASB Statement No.63, Financial Repofting Delened Outftows of Besources, Defened tnflows of Resources and Net
Post?on. The requirements ol lhis statement are etlective lor the fiscal year commencing on December 15, 2011.

* GASB Statement No. 64, Detivative lnstruments: Application of Hedge Accounting Termination Provision (amendment to
GASB Statement Na 53). The requirements ol this statement are effective for the liscal year commencing on June 15,
2011 .

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

NOTE 2 - CASH AND CASH EOUIVALENTS

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

The Municipality adopled the provisions ol GASB Statement No. 40 (GASB No. 4O), Deposit and lnvestnent Bisk Disclosure, an
Anendment to GASB Statement /Vo. 3. This statement requires that state and local governments disclose essential risk
inlomation about deposits and investments. The disclosure requirements cover lour main areas: (1) credit dsk, (2) interest rate
risk, (3) custodial credit risk, (4) loreign exchange exposure.

Credit risk - This is the risk that an issuer or other counterparty to an investment will not lulfill its obligations. ln compliance
with the laws and regulations of the Commonwealth, the Municipality has adopted, as it's custodial and credit risk policy, the
Statement ol lnvestment Guidelines fot the Govemment of the Commonwealth ol Pueto Rico. Accordingly the Municipality
invests only in obligations ol the Commonwealth, obligations ol the United States of America, certificites ol depositi,
commercial paper, bankers' acceptances, or in pools of obligations of the municipalities of Puerto Rico, which are managed
by GDB. According to the aforementioned investment guidelines, the Municipality does not invest in maftetable securitiei or
any b/pes of investments lor which credit risk exposure may be significant. Therefore, the Municipality's management has
concluded that the risk related to any possible loss related to delaults by commercial banks on the Municipality's deposits is
considered low at June 30, 2011.

lnterest rate dsk - This is the risk that changes in interesl rates ol debl investments will adversely atfect the fair value o, an
investment. The Municipality manages its exposure to declines in lair values by: (1) not including debt investments in its
investment portfolio at June 30, 2011, (2) limiting the weighted average maturity of its investments to three months or less,
and (3) keeping most ol its bank deposits in interests bearing accounts generating interests at prevailing market rates. At
June 30, 201 1, the Municipality's investments in cenilicates of deposits are recorded at cost, which approximates their lair
value. Therefore, the Municipality's management has concluded that at June 30, 201 l, the interest rate risk associated with
the Municipality's cash and cash equivalents is considered low.
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NOTE 2 - CASH AND CASH EOUTVALENTS (CONTTNUED)

Custodial credit risk - ln the case of deposits, this is the risk that in the event of a bank lailure, the Municipality,s deposits
may not be recovered. Pursuant to lhe Statement ol tnvestrnent Guidetines for he Govemment of the Comionwealth of
P^uerto Rt:ol\9 balances deposited in commercial banks by the Municipality are insured by the Federal Deposit lnsurance
Corporation (FDIC) generally up to a maximum ol $250,000 per depositor. ln addition, publil lunds deposited in commercial
banks by the Municipality are lully securities pledged as collateral are held, in the Municipalitys name, by the agents ol the
Commonweallh's Secretary of Treasury. Deposits with GDB are uninsured and uncollateialized. Howevel no bsses related
to delaults by GDB on deposit transactions have been incuned by the Municipality through June 30, 201.l. Therefore, the
Municipality's management has concluded that at June 30, 2011 the custodiai credit riskissociated with the Municipaiity's
cash and cash equivalents is considered low.

Foreign exchange risk - The risk that changes in exchange rates will adversely affect the value of an investment or a
deposit. According to the alorementioned investment guidelines, the Municipality is prevented from investing in loreign
securities or any other qpes ol investments in which loreign exchange risk exposure may be significant. iccordingiy,
management has concluded that the foreign exchange dsk related to the Municipalitys depoiits is considered low at June
30,2011.

The Municipality's bank balances in commercial banks ol $5'19,757 in the general fund and $735,130 in the special revenue
were lully collateralized at June 30, 2011. ln the other govemmental lunds, there were deposits with commercial banks of
$1,663,614 that were lully collateralized. -

The deposits at GDB ol $1,379,945 in the general fund, the $3,429 in the special revenue lund - lederal grants, the $2,287,328
in the capital projects Iund - stale and local grants, and the $2,123,359 in the debt service fund are unsecured and
uncollateralized, as no collateral is required to be carried by govemmental banks.

NOTE 3 - RECEIVABLES

A. Municipal Sales and Use Taxes Receivable

As described below in Note 14, the Municipal Legislature approved the imposition ol the municipal sales and use tax during
fiscal year 2006-2007. lndividuals, organizations and entities subject to collect the municipal sales and use tax must lile i
tax relum to the Municipality. Tax is due each 20r' day ol each month based on tax collected in the preceding month.
Therefore, sales tax receivable ol $61,541 in the general lund and $29,236 in the debt service lund represents the amount
due by the taxpayers at June 30, 2011.

B. lntergovernmentalReceivables

lntergovemmental receivable in the special revenue fund - lederal grants represent expenditures incurred not yet
reimbursed by the federal agencies or the pass-through grantors. Following is a detail ol the iniergovemmental receivable:

D,escription Amount

Community Development Block Grant - State's
Program

Child Care and Development Block Grant
Homeland Security Grant Program
Others

Total

$ 49,s93
45,439
56,7s6
22.537

$ 174J25
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t{oTE 3 - RECETVABLES (CONTTNUED)

lntergovemmental receivable in other govemmental funds represent expenditures incurred not yet reimbused by a state
agency. Following is a detail ol the intergovemmental receivable:

Govemmental Enlity Amount

Commonwealth ol Puerto Bico-Department of
Labor and Human Resources - Law 52

Puerto Rico Human Resources and
Occupational Development Council

Total

$ 146,950

81.713

$__220,003

NOTE 4 - INTERFUND TRANSFER AND BALAIICES

A, INTERFUND RECEIVABLES - DUE FROM / TO OIHER FUNDS

lnterlund receivables and payables at June 30, 2011 are summarized as follows:

General Fund

General Fund

General Fund

Other Govemmental
Funds

Total

Special Revenue Fund-
Federal Grants

Capital Poects Fund-
Local and State Grants

Other Govemmental
Funds

Capital Proiects Fund-
Local and State Grants

Payroll and related accruals paid

and not reimbursed, and other
reimbursable expenditures

Payroll and related accruals paid

and not reimbursed, and other
reimbursable expenditures

Payroll and related accruals paid

and not reimbursed, and other
reimbursable expenditures

Cash pool in the same bank
accounl

$ 389,621

394,929

301,256

90.s35

$ 1.176.341
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NOTE5-CAPITALASSETS

Capital asseb; those with an estimated uselul live ol one year or more from the time of acquisition by the Municipality and a
cost ol $25 or more, are primarily funded through the issuance ol long-tem bonds and loans. A summary of capital assets and
changes occurring in 2011, including those changes pursuanl to the implementation ol GASB Statement No. 34, follows. Land
and construction in progress are not subject to deprecialion

Balance
Govemmental Activities July 1,2010

Retirements/ Balance
Reclassifications June30,2011Additions

Capital asset, not being depreciated:
Land

Construction in progress

Housing Project

Total capital assets not bcing depreciated

Capital assets, being depreciated:
Buildings
Building improvements
lnlrastructure

lnf raskucture improvements
Equipment
Furnishing
Work of Art
Computers

Vehicles
Housing Project

Total capital assets being deprcciated

Less accumulated depreciation fof
Buildings
Building improvements
lnfrastructu re

lnf rastructure improvements
Equipment

Furnishing
Work of Arl
Computers
Vehicles
Housing Prqect

Total accumulated depreciation

Total capital assets being depreciated, net

Governmental activities capital assets, net

$ 9,705,674
5,752,354

595.000

16.053.028

15,119,944
2,876,547
5,390,960
1,162,458

809,744
316,836

3,410
92,556

2,168,352
3.682.002

3'1.622.809

(7,638,962)
(227,61\

(2,409,335)
(289,150)
(653,063)
(311,079)

12,614]'
(88,580)

(1,989,987)
(2.837.718)

(16.,148.099)

15.174.710

$11227.238

1 15,515
$ 9,705,674

5,867,869
595.000

16.168.543

15,981,597
3,535,001

5,636,8,U
1,705,183

891,166
316,836

3,410
92,556

2,256,606
3.684.691

34.103.890

(8,038,s02)

(31s,986)
(2,49s,394)

(402,829)
(714,930)
(3r5,882)

(2,e55)

(e1,e61)
(2,116,688)
(2.937.110)

(17.432.237\

16.671.653

115.515

861,653
658,454
245,884
542,725
81,422

88,254
2.689

2.481.081

(399,540)
(88,375)

(86,059)
(113,679)
(61,867)

(4,803)

(341)

(3,381)
(126,701)

(99.392)

(984.138)

'1.496.9,8

$ 1.612.458 $_______________ $32.040J90
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NOTE 5 - CAP|TAL ASSETS (CoNT|NUED)

Depreciation expenses were charged to govemmental functions/programs as ,ollows:

Governmental activities Amount

General Govemment
Public Salety
Public Works
Communily Development

Health and Wellare
Education

Culture and Recreation

Tohl depreciation expenses

$ 275,738

82,717
222,382

39,740
'100,307

900
262.354

$__9E4!38

NOTE 6 - ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Accounls payable and accrued liabilities in govemmentallund tinancial statements represent expenditures incuned during liscal
year 2010-2011, and not paid by the Municipality at June 30, 2011. Following is a detail of these accounts payable and accrued
liabilities:

Major Governmental Funds
Accounts
Payable

Accrued
Liabilities Tohl

General Fund

Special Hevenue Fund - Federal Grants
Capital Pojects Fund - State & Local

Grants

Other Governmental Funds

Total

$ 144,541

22,148

27,574
200,310

e$4SX!

$ 3'15,861

$115.8CI1

$ 460,402
22,148

27,574
200.310

$_l1a[14

NOTE 7 - DUE T0 OTHER GOVERI'IMENTAL UNITS

As of June 30, 2011, balance due to other govemmenlal units consists ol the following:

Governmental Agency Amount

Puerlo Rico Aqueduct and Sewer Authority
General Service Administration

Treasury Department

Office of the Governor
Municipal Revenue Collection Center
Commonwealth ol Puerto Rico-Department

of Labor and Human Resoulces
Puerto Rico Electric Power Authodty

Tohl

$ 75,888

13,405

u7,064
928,439

587

63,380
1.625

s 1.430.388
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NOTE 8- DEFERBED BEVENUES

A. Municipal License Tax - The delened revenues of $82873 in the general lund relates to municipal license tax collected
in liscal year 2010-1 1 that will be eamed in liscal year 2011-12.

B. Federal Govemment - The delened revenues presented in the other govemmental lunds represents the portion of federal
grants received for which qualifying expenditures have not been incurred. Delened revenues lrom the lederal govemment
are as lollows:

Program Description Amount

Disaster Grants - Public Assistance $ 487,042
Others 14.073

Tolal $__50t115

NOTE 9 - GENERAL LONG-TERil DEBTS

Long{em liability activity for the year ended June 30, 2011, was as lollows:

Beginning Bonowings Paymenls or Ending Due Within
Description Balance or Addilions Deductions Balance One Year

Bonds Payable $ 4,685,000 $ 1,345,000 $ (165,000) $ 5,865,000 $ 190,000
Note Payable 5,225,000 (158,000) 5,067,000 246,000
Section 515 direct loan 1,912,229 (41,451) 1,870,778 44,976
Compensated absences '1,113,259 148,829 1,262,088 125,000
Claims and judgments 754,353 19,838 (646,769) 121,422 100,000
Property Tax Debt- Law 42 2,161,632 (48,139) 2,1 13,493 5'1,164
Property Tax Debt- Law 46 536,578 (24,390) 512,188 24,390
Property Tax Debl - Final

Liquidation 75,595 75,595 75,595
Landfill obligation 1,617,866 41,410 1,659,276
LIMS Bepayment Plan 47,212 (31,011) 16,20'1 16,201
U.S. Department of Homeland

Security Debt 1,285,531 (1,285,531)
Treasury Deparfnent - lncome

Tax Withheld 1,058,254 (1,058,254)
Department ol Labor and Human

Resources Debt 57,026 (57,026)
Puerto Bico Aqueduct and

Sewer Authority 91.000 (84.000) 7.000 7.000

roral $20s20835 $_tEtg.oz $6,599J20 slEJZ0,041 L,jE0J20

_ A. LEGAL DEBT t ARGTN

The Municipality is subject to a legal debt margin requirement, which is equal to 10% of the total assessment ol property
located within the Municipality plus balance ol the ad valorem taxes in the debt service lund, for bonds payable to be repaid
with the proceeds ol property taxes restricted lor debt service. ln addition, belore any new bonds are issued, the revenues
ol the debt service lund should be sutficient to cover the projected debt service requirement. Long{em debt, except lor the

- bonds payable, is paid with unrestricted funds.
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NOTE 9 - GENERAL LOt'lc-TERIil DEBTS (CONTINUED)

B. GEi'IERAL OBLIGATI0NS BONDS

The Municipality issues general and special obligation bonds to provide lunds lor the acquisition and construc{ion of major
capital facilities. General obligations bonds as ol June 30, 2011, are comprised ol the following individual issues:

DESCRIPTION AMOUNT

$1,410,000 Series 2002, lor construction puposes, payable in semiannual installments, excluding
variable interests from2.7% lo 5.6ok,lhtough July 1,2026

$940,000, Series 2002, lor operational purposes, payable in semiannual installments, excluding
variable interests lrom 1.3% to 7.5%, lhrough July 1, 2026

$1,250,000, Series 2007, ,or construction purposes, payable in semiannual installments, excluding
variable interests lrom 1.5% to 7.070, through July 1, 2031

$1,355,000, Series 2009, for construction purposes, payable in semiannual installments, excluding
variable inlerests from 5.0"/o to 7.0%, through July 1, 2024

$1,345,000, Series 2011, lor operational purposes, payable in semiannual installments, excluding
variable interests lrom 6.0% to 7.570, lhrough July 1, 2035

$135,000, Series 2010, lor operational puposes, payable in semiannual installments, excluding
vadable interests from 5.070 to 7.0%, through July 1, 2015

Total General Obligations - Bonds

$ 1,17o,ooo

780,000

1,160,000

1,300,000

1,345,000

110,0000

$_LE65,000

These bonds (except the Series 2010 amounting $135,000, that is payable with operational resources, and the Series 2011
amounting $1,345,000, that is payable with municipal sales and uses taxes resources restricted lor debt service), are payable

from the special ad valolem property tax of 2.00% which is restricted lor debt service and retained by the Government
Development Bank for Puerto Rico for such puposes.

The annual requirements to amorlize these bonds obligations, outstanding as ol June 30, 201 1, are as Iollows:

Year Ending
June 30,

Pdncipal
payment

lnterest
payment

2012
2013
2014
2015
2016
2017-2021
2022-2026
2027-2031
2032-2036

Total

$ 190,000

200,000
225,000
240,000
220,000

1,385,000

1,855,000

960,000

590.000

$l.865J00

$ 339,183
382,425
368,713
3s3,255
336,923

1,429,237

868,832

369,050
99.313

$_4,s46sq1

$ 529,183
582,425
593,713
593,255
556,923

2,814,237
2,723,832
1,329,050

689.313

flaff.!!31
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NOTE 9 - GENEBAL LONG-TERM DEBTS (CONTTNUED)

C. NOTES PAYABLES

The proceeds ol the issuance ol notes payables are used principally to pay debt incuned in prior years and to cover the
expenditures ol a special event. Notes payables as ol June 30, 201 1, are comprised ol the lollowing individual issues:

DESCRIPTION AMOUNT

$460,000, Series 2006, lor construction purposes, payable in annual installments, excluding interests
at 4.50%, through July l, 2013

$4,640,000, Series 2009, lor construction purposes, payable in semiannual installments, excluding
valiable interests lrom 1.5% to 7.5%, through July 1, 2033

$515,000, Series 2010, for operational purposes, payable in semiannual installments, excluding
variable interests from 6.0% to 7.5%, through July 1, 2014

Total I'lotes Payable

$ 147,000

4,495,000

425.000

$_L002,000

The Series 2004 note amounting $,160,000 and the Series 2010 note amounting $515,000 are payable with operational
resources. The Series 2009 amounting $4,640,000 is payable with municipal sales and uses taxes resources restricted for debt
service.

The annual requirements to amortize these bonds obligations, outstanding as of June 30, 201'1, are as follows:

Year Ending
June 30,

Principal
payment

lnterest
payment Total

2012
2013
2014
2015
2016
2017-2021
2022-2026
2027-2031
2032-2036

Total

$ 246,000

266,000
200,000
215,000
105,000

655,000
945,000

1,355,000
1.080.000

$_1,062J00

$ 107,15s
261,452
337,500
322,312
310,500

1,421,625
1,135,125

724,125
165.750

$_4JE5JEE

$ 353,15s
527,492
537,500
537,312
415,500

2,076,625
2,080,125
2,079,125
1.245.750

$__9,E52JEE

D. SECTION5l5 DIRECTLOAN

Liabilities of $1,870,20 reported in the statement of net assels represents the outstanding balance ol the Housing Project,
Section 515loan payable. This loan is payable in annual installments, excluding variable interests lrom 7.070 to 9.0%, through
July 1, 2033.
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D. COMPENSATEDABSENCES

The government-wide stalement ot net assets includes $859,703 of accrued sick leave benelits, and $402,385 of accrued
vacation benefits, representing the Municipality's commitment to lund such costs from future operations.

E. CLAIMSAI'IDJUDGMENTS

Liabilities ol $121,422 reported in the statement of net assets represent the balance owed lor claims and judgments at June 30,
2011, as descdbed in Note 18.

F. PROPERTYTAX DEBT-LAW42

On January 26, 2000, Act No. 42 was enacted to authorize the CRIM to enter into a linancing agreement ol up to $200 million,
for a term not exceeding 30 years. The financing agreement allows lor lhe linancing ol a debt that the municipalities ol Puerto
Rico have with the CBIM, arising from the final settlements ol property tax advances versus actual collections through fiscal
year 2000. The amounts that the municipalities will collect from the additional property taxes resulting from the increases in the
subsidy from the Commonwealth to the municipalities are assigned through this law to repay such loan. The increase in this
subsidy was the result ol the Public Law No. 238 ol August 15, 1999. The outstanding balance ol the note payable to the CRIM
at June 30, 201'l amounted to $2,113,493.

G. PROPERTYTAX DEBT- LAW 146

On September 24, 2002, the CHIM, on behall of the municipalities ol Puerto Hico, entered into a financing agreement with GDB
pursuant to the provisions ol Law No. 146 of Oclobe|I1, 2001. The purpose of this financing agreement was to extinguish in

advance certain bonds payable issued by the Public Finance Corporation, a subsidiary of the GDB, which were originally issued
to pay certain property tax receivables owned by the municipalities ol Puerto Rico through 1996. The outstanding balance ol the
note payable to the CRIM at June 30, 2011 amounted to $512,188.

H. PROPERTY TAX DEBT - FINAL LIOUIDATION

Property tax debt ol $75,595 reported in the statement ol net assets represents the balance owed resulted lrom CRIM Iinal
liquidation, as described in Note 18.

I. LANDFILL OBLIGATION

The $1,659,276 reported as landfill obligation at June 30, 20'1'1, represents an estimate related to closure and post closure
costs, as described in Note 10.

J. LIMS HEPAYMENT PLAN

During the fiscal year 2001-2002, the Municipality authorized the CRIM to retain the corresponding portion for the linancing
project of Land lnformation Management System - LIMS, contracted by the CRIM. A total ol $248,7/4 is to be retained in a ten
years period at an inlerest rate ol 5.957o, until November 28,2011. At June 30, 2011, the outstanding debt balance was

$'16,201. This amount will be presented in the government wide statement of net assets.
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K. PUERTO RICO AQUEDUCT AND SEWER AUTHOBITY

During past years, the Municipality entered into a financing agreement with Puerto Rico Aqueduct and Sewer Authority, for the
payment ol the Municipality's debt lor waler and sewer services. The balance at June 30, 201 1 ol this agreement was $7,000.

NOTE 1O - LANDFILL OBLIGATION

State and lederal laws and regulations require the Municipality to place a final cover on its landfill site, when it stopped
accepting waste, and perlom certain maintenance and monitoring lunctions at the site lor 30 years afler closure. ln accordance
with Stalement No. 18 ol the GASB, 'Accounting lor Municipal Solid Waste Landfill Closure and Post-closure Care Costs', the
Municipality has performed a study of the activities that need to be implemented at the Municipalitys landlill to guarantee the
maximum yield ol available space and to comply with applicable state and federal regulations.

Based on this study, the Municipality has recognized $1,659,276 as the Municipditfs estimated current cosi for landfill closure
and post-closure costs as oI June 30, 201 1. The annual eslimale ol post closure costs has been assessed approximately to be

$15,500 lor a period ol approximately 30 years. Aclual costs may be diflerent due to inflation, changes in technology, or
changes in laws and regulations. The balance ol closure and postclosure costs are reporled in the governmenl-wide statement
of net assets.

NOTE 11 -DEBT RETIREMENT

Revenues of the debt service lund consist ol the ad-valorem property taxes which are recognized as revenue when collected
lrom taxpayers and reported by the Municipal Revenue Collection Center ol the Commonwealth ol Puerto Rico to the
Municipality.

These property taxes are accumulated by the Municipal Revenue Collection Center in costs ol the general obligations bonG
issued by the Municipality. Payments are made to the Govemment Developmenl Bank ol the Commonwealth of Puerlo Rico

lrom such accumulated funds by the Municipal Hevenue Collection Center of Puerto Rico.

NOTE 12 - PROPERW TAXES

The personal propelty tax is self assessed by the taxpayer on a retum which is to be liled by May 15 ol each year with the
Municipal Revenue Collection Center (CRIM), a governmental entity created by the govemment ol Puerto Hico as part of the
Municipal Governmental Autonomous Law ol August 1991- Heal property tax is assessed by the CRIM on each piece ol real

esiate and on each building.

The assessment is made as of January 1 of each year and is based on currenl values lor personal property and on estimated
values as of 1957 lor real propeny hx. The tax on personal property must be paid in full together with the relurn by May 15.

The tax on real propeny may be paid in two installments by July 1 and January 1. The CRIM is responsible lor the billing and

collections ol real and pemonal property taxes on behall ol all the municipalities ol Puerto Rico. Pdor to the beginning of each
Iiscal year, the CHIM inlorms the Municipality of the estimated amount o, property tax expecled to be collect lor the ensuing
liscal year. Throughout the year, the CHIM advances lunds to the Municipality based on the initial estimated colleclions.
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NoTE 12 - PROPERTY TAXES (CoNT|NUED)

The CRIM is required by law to prepare a settlement statement on a liscal year basis, whereby a comparison is made between
the amounts advanced to the Municipality and amounts aclually collected lrom taxpayers. This settlement has to be completed
on a preliminary basis not later than three months after liscal year-end, and a linal settlement made not later than six months
attel yearend. lf the CRIM remits to the Municipality propedy tax advances, which are less than the tax actually collected, a
receivable from the CRIM is recorded at June 30. However, if advances exceed the amount actually collected by the CRIM, a
payable to the CRIM is recorded at June 30.

0n January 26, 2000, Public Law No. 42 was enacted which authorized the CRIM to obtain a loan up to $200,000,000, and Ior a
term not to exceeding 10 years, to allow lor the linancing of the debt that the Municipalities ol Puerto Rico have with the CRIM
adsing lrom final settlements of property tax advances ve6us actual collections through liscal year ended June 30, 2000. The
amounts that the Municipalities will collect lrom additional property taxes resulting from increases in the subsidy from the
Commonwealth ol Puerto Rico to the Municipalities are assigned through this law to repay such loan. The increase in this
subsidy was the result ol the Public Law No. 238, enacted on August 15, 1999. On October 1 1, 2001, Public Law No. 146 was
enacted to amend Public Law No. 42, to exlend the loan amofiization pedod up to 30 yeaB.

Also, on Oclober 1 1, 2002, Public Law No. 172 was enacled, to provide as an option for the Municipalities to include the debt
that the Municipalities ol Puerto Hico have wilh the CRIM arising lrom final settlements of property tax advances versus actual
collections lor the liscal year ended June 30, 2001 with the loan authodzed through Public Law No. 42 enacted on January 26,
2000.

0n June 26, 1997, Public Law No. 21 was enacted authorizing the CRIM, among olher things, to sell the property tax
receivables related to taxpayers who owned property taxes lrom 1974 to 1996. Such property tax receivables were purchased

by the Public Financing Coryoration, a subsidiary ol the Government Development Bank ol Puerto Hico (GDB) using the
proceeds ol a bond issuance executed 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 ol the Law and to the sale transaction, it was detected that a subslantial percentage ol the
receivables sold were uncollectible. ln order to protect the economic damage to the linancial structure of municipalities caused
by the substitution ol 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 authorized to obtain a loan trom any qualilied linancial institution

and pay in advance the outstanding balance of the bonds issued and any relaled cost incurred for the purchase by the Public
Financing Corporation (a GDB subsidiary) ol the tax receivables. The loan is being paid by the municipalities thru a 30 year

long term financing negotiated by the CRIM with GDB on behall ol such municipalities as authorized by the indicated Law.

Residential real propeny occupied by its owner is exempt by law lrom the payment of property taxes on the lirst $ 15,000 of the
assessed value. For such exempted amounls, the Puerlo Bico Treasury Department assumes payment ol the basic tax to the
Municipalities, except Ior property assessed at less than $ 3,500 lor which no payment is made. As part of the Municipal
Autonomous Law ol 1991, the exempt amount to be paid by the Puerlo Hico Treasury department to the Municipalities was
frozen as of January 1, 1992. ln addition, the law grants a tax exemption lrom the payment of personal property taxes of up to

$50,000 of the assessed value to retailers having annual net sales ol less than $ 150,000.

The annual tax rate is 8.837o lor real property and 6.837o lor personal property of which 1.037o ol both tax rates are lor the
redemption ol public debt issued by the Commonwealth of Puerto Rico. The remaining percentage is distributed as follows: (a)

5.8% and 3.8%, respectively, represents the Municipality's basic property tax rate which is appropriated lor basics and
accounted lor in the general fund. A portion of such amount is deposited in an equalization lund togelher with a perceniage of
the net revenues ol the Puerto Bico electronic lottery and a subsidy lrom the Commonwealth of Puerto Rico. From such lund, a
distribution is made to all municipalities; (b) 2.00% represents the ad valorem tax restricted lor debt service and accounted for in
the debt service lund.
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NOTE 13 - MUNICIPAL LICE]'|SE TAX

The Municipality imposes a municipal license tax on all businesses that operate within the Municipality, which are not totally or
partially exempt from the tax pursuant lo the lndustrial lncentives Acts ol the Commonwealth of Puerto Rico. This is a sel!
assessed tax based on the business volume in gross sales as shown in the tax retum that is due on April '15 ol each year.
Entities with sales volume of $1,000,000 or more must include audited financial statemenls together with the tax retum. During
the fiscal year ended June 30, 201 1, the lax rates were as lollows:

* Financial business- 1.50% ol gross revenues

* Other organizations- 0.50% ol gross revenues

This tax is due in two equal installments on July 1 and January 1 of each fiscal year. A discount of 57o is allowed when full
payment is made on or belore Apdl 15. Municipal license tax receivable represents liled municipal license tax retums that were
uncollected as of June 30, 2011 net of allowance for uncollectible.

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

NOTE 14 - MUNICIPAL SALES AND USE TAXES

On July 29, 2007, an amended to Act No. I 17 ol July 4,2006, known as the 'Tax Fairness Act of 2006", was enacted with the
purpose of establishing a mandatory sales and use tax of 1.5% at the Municipal Level. The Municipalities ol Puerto Rico are
responsible to collect 17o ol the conesponding tax with the same exemptions and limitations that the ponion collected by the
Treasury Department. The Act provides an optional surlax on the un-process food. This surtax must be approved by the
Municipal Legislature.

The Treasury Department is responsible to create the Municipal Development Fund (.02%), the Municipal Redemption Fund
(.02%) and the Municipal lmprovements Fund (.01%) with the remaining 0.5%.

On September 2, 2008, the Municipal Legislature approved the transfer of 50% lrom the Municipal Development Fund to the
Municipal Redemption Fund, as approved by Law 64 lrom July 3, 1996, as amended, to increase its debt issuance capacity.
Loans issued with those lunds can be used for waste management and recycling activities, consiruclion ol infrastructure, health

and public safety projects and the payroll expenses related to those programs.

NOTE 15 - INTERGOVERNMENTAL REVENUES

lntergovernmental revenues consist primarily ol funds received lrom the Commonwealth of Puerto Rico, "in lieu of tax'
payments from the Quasi-public Corporation, Puerto Rico Electric Power Authority, and federal financial assistance received

irom lederal government.

Granls and subsidies received from the Commonweallh of Puedo Hico and lederal agencies include, among others, a general

subsidy lot urban development and capital improvements. lntergovernmental revenues are accounted for through the General
Fund except for those directly related to urban development and capital improvemenls, which are accounted for through the
Special Revenue and the Capital Project Funds. Federal Financial Assistance is recorded in the Special Bevenue Fund.
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NOTE 16 - INTEBFUND TRANSFERS

lnterlund transfers during the liscal year ended at June 30, 201 1, are summadzed as follows:

Transler Out Transfer ln Purpose Amount

General Fund

Total

Debt Service Fund Debt retirement $ 112.395

$__112,it95

NOTE 17 - PENSION PLAN

The Employee's Retirement System of the Commonwealth and its lnstrumentalities (the Retirement System) is a cost-sharing
multiple defined benefit pension plan sponsored by, and reporled as a component unit ol the Commonwealth of Puerto Rico. AII

regular employees ol the Municipality under 55 years of age at the date of employmenl become membeB ol the Betirement
System as a condition to their employment.

The Relirement System provides retirement, death and disability benefits pursuant to legislation enacted by the
Commonwealth's legislature. Disability retirement benelits are available to members for occupational and non-occupational
disabilities. Retirement benerits depend upon age at retiremenl and the number ol years ol creditable service. Benelits vest
after ten years ol plan parlicipation.

Members who have attained 55 years of age and have completed at least 25 years ol creditable service or members who have
attained 58 years ol age and have completed ten years ol creditable service are entitled to and annual benelit payable monthly
lor lile.

The amount ol the annuity shall be one and one-half percent of the average compensation, as defined, multiplied by the number
of years ol creditable service up to twenty years, plus two percent ol the average compensation, as defined, multiplied by the
number of years of creditable seruice in excess of 20 yeaB. ln no case will the annuity be less than $200 per month.

Pa(icipants who have completed at least 30 years of creditable service are enlitled to receive the Merit Annuity. Participants
who have not attained 55 years ol age will receive 65 percent ol the average compensation, as defined; otherwise they will
receive 75 percent ol the average compensalion, as delined. No benelits are payable if the participant receives a refund ol
his/her accumulated contdbutions. Disability retirement benefits are available to members for occupational disability up to a
maximum benefit ol 50% of the average salary, as defined. However, for non-occupational disability, a member must have at
least 10 years ol creditable services.

Commonwealth legislation requires employees to contribute 5.775% for the lirst $550 ol their monthly gross salary and 8.275olo

lor the excess over $550 ol monthly gross salary. The Municipality is required by the same statute to contribute 9.2757o ol the
participant's gross salary.

On September 24, 1999, an amendment to Act No. 447 ol May 15, 1951, which created the Retirement System, was enacted
with the purpose ol establishing a new pension program (System 2000). Employee's participation in the current system as of
December 31, 1999, may elect to stay in the defined benefit plan or transfer to the new program. Persons joining the
Municipality on or after January 1, 2000, will only be allowed to become members of System 2000. System 2000 will reduce the
retirement age from 65 years to 60lor those employees who joined the current plan on or afler April 1, 1990.
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NoTE 17 - PENS|oN PLAN (CONTTNUED)

System 2000 is a hybrid delined contribution plan, also known as a cash balance plan. Under this new plan, there will be a pool
of pension assets, which will be invested by ERS together with those ol the cunent delined benelit plan. The Commonwealth ol
Puerto Hico will not guarantee benefits at retirement age. The annuity will be based on a formula which assumes that each year
the employee's contlibution (with a minimum ot 8.275% to the employee's salary up to a maximum of 10%) will be invested in
an account which will either: (1) earn a lixed rate based on lhe two-year Constant Maturity Treasury Note or, (2) earn a rate
equal to 7570 of the return of the ERS's investment portlolio (net ol management fees), or (3) earn a combination ol both
altematives. Participants will receive pedodic account statements similar to those ol delined contribution plans showing lheil
accrued balances. Disability pensions will not be granted under System 2000. The employer's contribution (9.275% of the
employee's salary) will be used to lund the current plan.

ll at the time of retirement accumulated benefits amount to $10,000 or less may elect to receive a lump sum distribution up to
the accumulated benefits. Under the new program lhe retirement age is reduced lrom 65 to 60 Ior those employees who joined
the current plan on or after April 1, 1990.

FUNDING POLICY

The authority under which the funding policy and the obligations to contribute to the ERS and System 2000 by the plans'
memberc, employers and other contributing entities (state and municipal contributions), are established or may be amended by
law.

Contribution requirements are established by law and are as tollows:

Municipality

Employees:

Hired on or before March 31, 1990

Hired on or before April 1, 1990

ANNUAL CONTRIBUTION

Fiscal vear

2011

2010

2009

9.2757o of gross salary

5.75% ol gross salary up to $6,600
8.275% of gross salary over $6,600
8.275% of gross salary

The Municipality contributions during those years are recognized as total pension expenditures/expenses in the category ol
administration as follows:

Law No. tl47

$ 188,601

$ 1s4,768

$ 187,853

Svstem 2000

$ 42,710

$ 40,896

$ 38,540

These amounts represented the 100% of the required contribution lor the corresponding year. Additionally, changes made in the
types and amounts ol benefits otfered by special laws and cost of living adjustments, led to a one{ine recommended
contribution to lund the retroactive adjustment related to the changes.

Additional inlormation on the Retirement System is provide in its financial stalements lor the year ended June 30, 2011, a copy
ol which can be obtained from the Hetirement System, Minillas Station, PO Box 42004, San Juan, PR 00940.
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NOTE 18 - COMMITI,IENTS AI,ID CONTINGENCIES

A. CLAIMSANDJUDGMENTS

The Municipality is a delendant in a number o, lawsuits arising principally lrom claims against the Municipality lor alleged
improper actions, and other legal matters that arise in the ordinary couse ol the Municipality's activities.

With respect to pending and threatened litigation, the Municipality has reported liabilities ol approximately $121,422 lor awarded
and anticipated unlavorable iudgments. This amount was included in the linancial statements and represenls the amount
estimated as probable liability or a liability with a fixed or expected due date, which will require future available financial
resources lor its payment.

The Municipality panicipates in a number ol federal linancial assistance programs lunded by the Federal Govemment. These
programs are subjecl to audit on behalf the grantors to assure compliance with grant provisions. lf expenditures are disallowed
due to noncompliance with grant programs requirements, the Municipality may be required to reimburse these costs, to the
grantor agency. The U-S. Department ol Homeland Security issued a final resolution in relation to a disallowed cost arising lrom
an audit of the lederal program Public Assistance Grants. The govemmental wide-statement ol net assets and the fund financial
statement-balance sheet includes a liability ol $928,439 lor disallowed costs in accordance with the final resolution issued by
lhe U.S. Department of Homeland Security.

B. Other Commitments:

At June 30, 2011, the general fund had commitments of approximately $1 12,2'12 lor executory purchase orders or contracts that
will be honored during the subsequent year.

NOTE 19 - ACCOUNTING CHANGES AND BESTATEMENTS

A, GOVERNMENTAL FUND FINANCIAL STATEMENTS

The lollowing restatements have been made in the govemmental lund linancial statements, which are reported as an
adjustment to the beginning lund balances:

Description
General

Fund

Special Revenue
Fund - Federal

Grants

Capital Proiects
Fund - Slate &
Local Grants

Debt Servicr
Fund

Oher
Govemmental

Fund Total

Fund balance, beginning $ (1,655,083)

To reclassify long term
agencies debts and to correct
interfund transactions 913,396

Fund balance, beginning
as restated $ _IZ1L00Z)

$ 5,644,060

(490,700)

$ 5,153,360

$ 1,747,s43 $ 3,485,011 $ 9,221,531

(2,045,102\ (1,622,406)

$ 1.439.900 $ 7.599.125s. $ 1.747.5$
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NoTE 19 - ACCoUNTTNG CHANGES AND RESTATEMENTS (CONTTNUED)

B, GOVERNUET'ITAL WDE FINANCIAL STATEMENTS

The following restatements have been made in the govemmental wide financial statements, which are reported as an
adjustment to the beginning net assets:

Description Total

Nel assets, beginning

To correct prior year liabilities

Total

$ 20,393,667

257,160

$_20$50.E22

I{OTE 20 - FUND BALANCE

As ol June 30, 201 l, lund balance is comprised of the following:

Capital Proirts
Spacial Fund

Genelal Revenue Fund Slate and Local
Fund Balance Fund Federalcrank GrantE

Debt Service
Fund

Ohel
Govemmental

Fund

Bestrictsd lor:
General govemment

Public salety
Public works

Health and vi,elfare

Cullure and recreation
Educalion

Debt seruice

Assigned for:
General govemmenl
Public safety
Public wofts
Health and wellare
Culture and recrealion

Unassign€d

Total Fund Balance

$ 39,488

88,151

1,092

18,302

74
4,593

139,070

l_______2gt z0

$ 39,488

3,961

2,240,760
1,031,990

116,516

40,000

2,157,n0

88,151

1,092

18,302

74

4,5S3

139,070

1,799,373
3,961

441,387

1,031,990

10,520

4,000

105,996

36,000

2,157,n0

I t_____lJul169 IJLIT.ZA l__L4qara L_,LEELz6z

NOTE 21 - SUBSEOUENT EVENTS

Act No. 94 issued on June 16, 2011 by the Legislature established an incenlive plan lor the payment ol real and personal
propeny tax dues, beginning on July 14, 2011. This Act provides an amnesty to all property tax payers lorgiving all penalties,
charges and interests of the unpaid principal ol pass-due property tax liability. The period that tax payers have to enioy for such
benelit is for exactly ninety (90) days beginning on July 14 through October 11, 2011. The unpaid property taxes covered under
this Act are those related to fiscal year 2009-2010 and earlier (for real property taxes) and lor 2008 and eadier lor personal
property tax.
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Budqeted Amounts
Original Final

Vadance with
ActualAmounts FinalBudget

(BudgetaryBasis) Positive
(See Note 1) (Neqative)

HEVENUES:
Property taxes
Fines and forfeiture
Municipal license tax
Municipal sales and use tax
Licenses, permits and other local taxes
lntergovernmental
Renl of property

lnterests

Miscellaneous

Total r€venues

EXPE]iIDITURES, ENCUMBRANCES AND
OTHER FINANCING USES:

Current:
General government

Public salety
Public works
Health and wetlare
Culture and recrealion

Operating kansler to olher funds

Total expenditures, encumbrances and other
financing uses

$ 1,s25,054 $ 1,525,054
5,000 5,000

964,250 964,250
679,407 679,407
450,000 ,150,000

5,296,321 5,296,321

1$,n8- 143,n8_

124.500 124.500

9.188.310 9,188.310

5,202,861 5,340,501

425,862 412,499
2,315,500 2,197,313
684,269 680,039
482,143 480,283
n,675 77.675

9.188.310 9,188.310

$ 1,509,033
3,230

899,824

551,794
717,088

5,245,548
47,856

114,303
76.068

9.164.7U

$ (16,021)
(1,770)

(64,426)
(127,613)

267,088
(50,773)
(9s,922)

114,303
(48.432\

(23.566)

EXCESS (DEFTC|ENCU OF REVENUES OVEB
(UNDER) EXPENDTTURES, ENCUMBRANCES
ANDOTHEB FINANCINGSOURCES(USES) $ $

Explanation of Ditferences:

Sources/inllows ol resources:
Actual amounts (budgetary basis)"available for appropriation' lrom the budgetary comparison schedule
Differences-budget to GAAP

Total revenues

Uses/outfl ows of resources:
Actual amounts (budgetary basis)total charges lo appropiations' Irom the budgetary comparison schedule

Dlfferences-budget to GMP:
Prior year encumbrances recorded as current year expenditures for GMP basis
Current year encumbrances recorded as expenditures for budgetary purposes
Operating transfer to other funds

Total expenditures

5,06'1,488

357,426
2,201,637

632,793
484,29'l
'112.395

8.850.030

$ 314,714

279,0't3
55,073
(4,3241

47,246
(4,008)

{34.720\

338.280

$ 314.714

$ 9,164,7,14

$_9JO{,2{4

$ 8,8s0,030

702,3'17

(75,060)
(112.395)

$ 9301,892
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I'IOTE 1 - STEWARDSHIP, COMPLIANCE AND ACCOUT'ITABILITY

A. BUDGETARYCONTROL

The Municipality's annual budget is prepared on the budgetary basis ol accounting, which is not in accordance with
GMP, and represents depadmental appropriations recommended by the Mayor and approved by the Municipal
Legislature prior to the beginning ol the liscal year. Amendments to the budget require the approval ol the Municipal
Legislalure. Translers ol appropriations within the budget, known as Mayor's Resolutions, do not require the approval
ol the Municipal Legislature.

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

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

The unencumbered balance of any appropriation at the end ol the tiscal year will lapse at the end of such liscal year.
Other appropriations, mainly capital proiect approprialions, are continuing accounls lor which the Municipal Legislature
has authorized that an unspent balance ,rom the pdor year be carded lonrrard and made available for current spending.

The annual budget as presented in the Budgetary Comparison Schedule-General Fund is the budget ordinance at June
30, 2011 representing the original budget. There were no supplemental appropdations for the year ended June 30,
2011.
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Federal Grantor/Pas$throu gh
Grantor/Program or Cluster Title

FederalCFDA Pass-through
Number Entity ldentifying

Number Expenditures

U.S. DEPARIIiIENT OF AGRICULTURE:
Pass-through the Commonwealth of puerto Rico
Department ol Education:

v Child and Adult Care Food Program

Total U.S. Depanment ol Agriculturc

U.S. DEPARTIIENT OF HOUSI]TG AND URBAN
DEVELOPiIENT:

Direct Program:

Lower income Housing Assislance Program
Section 8 Moderate Rehabilitation

Homeless Prevention and Rapid Re-Housing
Program (Recovery Act Funded)
Total U.S. Department ol Housing and Urban
Development

Direct Program:

Section 8 Housing Choice Voucher Program 14.871

Pass-through the Commonwealth ol puerto Rico -
Office ol the Commissioner of Municipal Affairs:
Community Development Block Grants -
State's Program

10.558 NotAvailable $26,692

$26,692

14.856 677,610

482,696

14.228 02-AB-FC-R|-07
03-AB-FC-07

04.48-FC-07
05-AB-FC-07
06-AB-FC-07

07-AB-FC-07
08-AB-FC-07

09-AB-FC-07

14.262

520,739

185,959

_ ____L,q67p04
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Federal Grantor/Pass-through
Grantor/Program or Cluster Title

U.S DEPARTMENT OF JUSTICE:

Pass{hrough the Commonwealth of Puerto
Rico Department of Justice:

Public Safety Pannerchip and Community
Policing Gnand

Total U.S Depanment of Justice:

U.S. DEPARTIiIENT OF ENERGY

Energy Efliciency and Conservation Block
Grant Program (Recovery Act Funded)

Total U.S. Depa ment ot Energy

U.S DEPARTMENT OF HEALITI AND HUMAN
SEBVICES:

Pass-through lhe Commonweallh of Puerto Rico
Administration for Children and Families (ACUDEN):

CCDF Cluster:
Child Care and Development Block Grant
ARRA- Child Care and Development Block Grant
(Recovery Act lunded)

Total U.S. D,eparlment ol Health and Human
Services

U.S. DEPARTMENT OF HOMELAND SECUBITY:

Pass-through the Commonwealth ol Puerto Rico .
Govemor Authorized Representative (GAR):

Disasler Grants - Public Assistance
Homeland Security Grants Program

Total U.S. Department ot Homeland Security

TOTAL EXPENDITURES OF FEDERAL AWARDS

Federal
CFDA
Number

Pass-thrcugh Entity
ldentifying Number

Expenditures

'l6.710 Not Available

81.128 Not Available

26,632

26,632

13,500

13,500

354,909

55,009

4{X',9r8

315,618
56,756

t72,374

$?119120

50

93.575

93.713

97.036

97.067

Not Available

Not Available

Not Available
Not Available

The accompanying notes are an integral part ol this schedule.
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I{OTES OF THE SCHEDULE OF EXPENDITURES OF FEDERAL AWABDS

FOR THE FISCAL YEAR ENDED JUilE 30, 2011

1. BASIS OF PRESEITITATION:

The- accompanying Schedule ol Expenditures of Federal Awards includes the federal grant activity of the Municipality
of Anoyo and is presented on lhe modilied accrual basis ol accounting. The basis oiaccounting is the same used to
prepare the lund linancial statements. The information in this $[edule is presented in 

"accordance 
with the

requirements ol OMB circular A-133, A udits of states, Locat Govemments, and Non-protit organizations.

2. RELANONSHIP TO FEDERAL FII{ANCIAL REPORTS:

Amounls reponed in the accompanying Schedule are included in the Other Govemmental lunds in the Municipality,s
fund linancial statements. The reconciliation between the expenditures in the lund financial statements and ihe
expenditures in the Schedule ol Expenditures of Federal Awards is as lollows:

Per Schedule ol Expenditures ol
Federal Awards

Nonfederal programs expenditures

Total Expenditures in the basic
linancial statements

Special Bevenue
Fund Fderal

Grants

$ 1,55s,814

63,998

-___llsr93l2

Oher
Govemmental

Funds

$ 1,160,s06

1,003.794

___12J0{100

$ 2,716,120

1.067.792

_l3J83tl2

51



I.6pez-Yega, CPA, PSC

Member ot
. American InstituG of

Certified Public Accountants

. Puerto Rico Society of
Cenifi ed Public AccountanisCertifred Public Accountants / I\,Ianagement Advisors

REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER
MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE

WITH GOYERNMENTAUD'T'NG STANDARDS

To the Honorable Mayor
and the Municipal Legislature
Municipality ol Anoyo
Anoyo, Puerto Rico

We have audited the financtal statements of lhe governmental activities, each major Iund, and the aggregate remaining
fund intormation ol the Municipality ol Aroyo, Puerto Rico, as of and for the year ended June 30, 2011, which
collectively comprise the Municipality's basic financial statemenls and have issued our report lhereon dated
December 29, 201 1. We conducted our audit in accordance wilh auditing standards generally accepted in the United
States ol America and the standards applicable to linancial audits contained in Government Auditing Standards, issued
by the Comptroller General 0f the United States.

lnternal Control Over Financial Reportino
ln planning and perlorming our audit, we considered the Municipality of Anoyo's internal conlrol over financial
reporting as a basis for designing our auditing procedures lor the purpose ol expressing our opinions on the financial
statemenls, but not for the purpose of expressing an opinion on the effectiveness of the Municipality ol Arroyo's
inlernal control over financial reporting. Accordingly, we do nol express an opinion on the effectiveness ol the
Municipality ol Arroyo's intemal control over linancial reporting.

A deficiency in intemal control exists when the design or operation of a control does not allow managemenl or
employees, in the normal course of perlorming their assigned functions, to prevent, or detect and correct
misstatements on a timely basis. A material weakness is a deliciency, or a combination of deficiencies, in internal
control such that there is a reasonable possibility that a malerial misstatement of the entity's linancial statements will
not be prevented, or detected and corrected on a timely basis.

Our consideration of internal control over financial reporting was for the limited purpose described in the preceding
paragraph of this seclion and was not designed to identify all deficiencies in inlernal control over financial reporting that
might be deficiencies, significant deficiencies, or material weakness. We did not identify any deliciencies in internal
control over financial reporting that we consider to be material weakness, as defined about. However, we identi{ied
certain deficiencies in intemal control over financial reporting, described in the accompanying schedule of findings and
questioned costs that we consider to be significant deficiencies in internal conhol over linancial reporting. Significant
deficiencies are described in the accompanying schedule ol findings and questioned costs as item 11-01 and 11{2. A
signiftcant deficiency is a deficiency, or a combinalion ol deficiencies, in internal control that is less severe than a
material weakness, yet importanl enough to merit attention by those charged with governance.

Calle Parand #1686, El Cerezal, San Juan. P R. 00926-3144 . Tel (787) 77'l-8044 I Fax (787) 764-937i



REPORT ON INTERNAL CONTROL OVER FINANCIAT REPORTING AND ON COMPLIANCE AND OTHER
MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFONMEO rH ICCONOAT'riE

wTH GOy€R/vMENf AuDtf ,Nc SIANDAFDS (CONTTNUED)

Comoliance and Other llafterc

As part of obtaining reasonable assurance about whether the ilunicipality of Anoyo's linancial statements are lree ol
material misstalemenl, we pedormed lests. of its compliance with certain provisions of taws, 

"lrirrio*, 
.lnrra.r. ano

grant agreements, noncompliance wilh which could have a direct and material elfect on the ditermination of financial
slatement. amounts. However, providing an opinion on compliance with those provisions was nol an oblectve of our
audit, and accordingly, $/e do not express such an opinion. The results oj our tests disclosed no instances ol
noncompliance or olher matters that are requiled to be reponed under Government Auditing Standards.

The Municipalily ol Anoyo's response to the lindings identilied in our audit is described in the accompanying
schedule of lindings and queslioned cosls. We did not audit the Municipality of Anoyo'r n.ponr. .nO, .ccordingly,
we express no opinion on it.

This report is intended solely lor lhe. informalion and 
_use 

of management and federal awarding agencies and pass-
through entities. However, this repon is a maner ol public record and-its distribution is not limited.

#K":^fuqorfr<
San Juan, Puerto Bico
March5,2012

Stamp No.2575537ofthe Pue o Rico
Society ol Certilied Public Accountants
was atfixed to the record copy of this report.
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Ldpez-Vega, CPA, PSC

Curtified Public A!.uountirnts / Ivlanascnrcnl Advisors

INDEPENOENT AUDITOR'S REPORT ON COMPLIANCE WTI{ REQUIREMENTS THAT COULD HAVE A DIRECT AND
MATERIAT EFFECT ON EACH MAJOR PROGRAM AND ON INTERNAL CONTROT OVER COMPLIANCE IN

ACCORDANCE WlTtI OMB CIRCUTAR A.133

\lrnrbu'ol:

" \lrrltcrir lnslilulr ol
( r,rtilird l']uhlic,\(coultrrit!

a l'ur.rlrr l{ito \orir,l.r of
l r,r'1iliIri i'uIiit \.rou tr.r1.

To the Honorable ilayor
and the llunicipal Legislature
llunicipality ot Anoyo
Anoyo, Pue o Bico

Comoliance
We have audited the Municipality of Anoyo corplhnce with the types ol compliance rEuiremenls described in the
OMB Cttcular A-133 Compliane Supplement that could have a dirit and material efled;n each ol ilunicipality of
Aroyol maior lederal proglams for lhe fiscal year June 30, 2Ol 1. llunicipality ol Anoyo's major lederal progiam
are identified in the summary of auditois results section ol the accompanying 

-schedub;l 
lindings and que*i6ned

cosls. 
.Compliance with the requiremenlg o! laws, regulations, contracts, and granls applicable tieach oi its major

lederal prograrns bthe responsibility of the tlunicipality ot furoyo's managem-ent. Oui responsibilily b to express an
opinion on the llunicipalig ol Anoyo a compliance based on oui audit.

We condmted our audil ol compliance in accodance with auditing standards generally accepled in the United srales of
America; the- slandards applicable to linancial audits contained in Govemment Auditing'standar&, bsued by the
Comptroller General ol lhe United States; and OMB Circular A.13i,, Audits ol States, Lid Govemments, and Non-
Prolit Organizations. Those standards and OMB Circular A-133 require that we plan and perform lhe audit lo obtain
reasonable assurance about whether norcompliance with lhe types of compliance requirements rererred to above that
could have a direct and malerial eflecl on a m4or lederal program occured. An audit includes examining, on a lest
basis, evidence about the tlunicipali$ ol Anoyo's comptiance with those rEuirements and perlorming such other
procedules as we considered necessary in the circumstances. We believe thal our audit providbs a reas6nable basis
lor our opinion. Our audit does not provide a legal detemination ol the llunicipality oi Anoyo's compliance with
those rEuirements.

ln.our opinion, lhe unicipality of Anoyo complied, in all material respects, with the compliance requirements
relerred to above thal could have a direcl and material ellect on each ol its maior lederal programs for lhe year ended
June 30,2011. However, the resulls ol our audiling procedures disclosed instances oil noncompiance with those
requirements, which are required lo be reponed in accordance with OMB Circular A-133 and which aie described in lhe
accompanying schedule ol lirdings and queslioned cosls as item I 1 .00 through 1 1 .07.

lntemal Control Over Comoliance
Management ol the llunicipality of Anoyo is responsible lor eslablishing and maintaining elfeclive inlemal control
over compliance r,vith lhe requilements ol laws, regulations, contracts, and granb applicabie to lederal programs. ln
planning.and perlorming our audit, we considered the tlunicipality ol Anoyb's intemal conlrol over compliince with
ihe requirements thal could have a direct and material ellect on a maior lederal program to determine ihe auditing
procedures tor the purpose ol expressing our opinion on compliance and lo test and reporl on inlemal conlrol ovei
compliance in accordance with OMB Circular A-133, but not lor the purpose ol expressing an opinion on the
elfecliveness o, intemal control over compiarre. Accordingly, we do not express an opinion ori the efiectiveness of
ilunicipality of Anoyo's intemal conhol over compliance.
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INDEPENDENT AUDITOR'S REP.ORI-ON COMPLIANCE WITH REQUIREMENTS THAT COULD HAVE A DIRECT ANDMATERIAL EFFECT ON EACH MAJOR PROGRAM AND ON INiERNAt CONTROT OVER COMPLIANCE IN
ACCORDANCE WITH OMB CtRCUtAR A_133 (CONTTNUED)

our consideration of intemal control over compliance was for rhe limiled purpose described in the preceding paragraph
and was nol designed lo identify all deliciencies in intemal control over compliance that might be si;nir.nt orri.irn.ir.or maledal weaknesses and therefore, there can be no assurance that'all deficiencies', rigrid.;i-i.iiri.n.i.r, o,matedal weaknesses have been identilied. However, as discussed below, we ioentitied cenafi deJiciencies in internatcontrol over compliance lhat we consider to be material weaknesses and otheE deficiencies that we consider to be
signif icant deficiencies.

A defiaency in intemal contrct over compliance exists when the design or operation of a control over compliance does
nol.allow managemenl or employees, in the normal course of perloniing thlf .*'s*Jrrr.ii..s,'to prevlnr or oetect
and correct noncompriance with a type oI compriance rEuiremenr or a-federar pr"g"; il; ti1l1gil [ari.. l ,rrrrar
weakness in intemal control over compliance is a deficiency, a combination oi oj'i.i.n.iri, ln inie l control overcompliance, such that there is a 

.reasonable 
possibility thit materiat noncomptiance ;i[i ; fi; ; comptiance

requirement of a federal program will not be prevented, oi detected and conected, on a timely uasiJ we consider the
deliciencies in intemal control over compliance described in the accompanying schedule or tinainls ano questioned
costs as ilem 11{r7 to be material weaknesses.

A signilicant deliciency in intemat contrcl over compliance is a deficiency, or a combination of deficiencies, in internal
control over compliance with a type of compliance requirement of a fedeial program that is less severe ihan a materiat
weakness in inlemal conlrol over compliance, yet important enough to rierit attention fy 1nor.'tt.rgro *itl.,governance. We consider the deficiencies in inlemal conlrol over compiance described in the accompanying schedule
of findings and questioned costs as items 1l{r3 through t16lo be signilicant aeticiencLi.

The Municipality ol Anoyo's responses to lhe findings identified in our audit are described in the accompanying
schedule ol findings and questioned costs. We did not iudit Municipalig ol Anoyo'. ,esponi. .nO, accoroingty, we
express no opinion on lhe responses.

We also noted other matters involving the intemal control over compliance and certain immaterial instance ol
lgncgTe!119e, which we have reporled to management of the Municipality ol Anoyo in a sepiiate ietter dated
March 5,2012.

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

/)
,/ ,/

-4,ya- l4q aE ,Pr<-
Lo{Ez-yEcA,cPA, Psc ./
San Juan, Puerto Rico
March 5, 2012

Stamp No. 2575538 ol the Puerto Rico
Society of Certilied Public Accountants
was affixed lo the record copy ol this report.
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COMI'ONWEALITI OF PUERTO RICO
MUNICIPALIW OF ARROYO

SCHEDULE OF FIl{DINGS AND QUESTIONED COSTS

FOB THE FISCAL YEAB ENDED JUI{E 30, 2011

Section I - Summary of Audito/s Results

Financial Statqrcnts
Type of audito/s report issued:

lntemal control over linancial reporting:
Material weakness identified?
Signilicant deliciencies identified not considered to be
weaknesses?

Noncompliance material to financial statements noted?

Unqualified

yes

material

Yes X

Unqualitied

Yes X No

NoX

None reported

NoXYes

F&nlawards
lntemal Control over maior programs:
Material weakness identified?
Significant deficiencies identified not considered lo be material
weaknesses?

Type of audito/s repon issued on compliance lor major programs:

Any audit lindings disclosed that are required to be reported in
accordance with Circular A-133, Section .510(a)?

Yes X

Yes X

No

None reported

ldentilication ol major programs:

CFDA Number Name ol Federal or Cluster

Lower lncome Housing
Rehabilitation

Assistance Program Section 8 Moderate

Section 8 Housing Choice Voucher Program

Community Development Block Grants - State's program

CCDF - Cluster
Child Care and Development Block Grant
ARRA- Child Care and Development Block Grant (Recovery Act funded)

Disaster Grants - Public Assistance

between Type A

$300,000

Yes No X

14.8s6

14.871

14.228

93.575

93.713

97.036

Dollar threshold used to dislinguish
and Type B programs

Auditee qualified as low-risk auditee?
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF ARHOYO

ScHEDULE OF FtND|NGS AND 0UESTTONED COSTS (CONTTNUED)

FOB THE FISCAL YEAE ETIDED JUNE 30, 2011

Section ll - Financial Statements Findings

Finding Reference

Requirement

Statement of Condilion

Criteria

Cause ol Condition

Etlect ot Condition

Becommendation

Questioned Costs

Managemenl Response
and Corrective Action

11-01

Financial Heporting - Accounting Records

During our examination of the Municipality's accolnling system, we noted that the Municipality,s
accounling records for Local, state and Federal funds does not provide modified basis financial
statements- Also, the accounting system does not offer subsidiaries to produce government wide
financial statements. The computerized system provided by the oliice of iommissioner of
Municipal Atfairs (ocAM) and manual system maintained by the finance department personnel do
not provide adequate and effective financial information to generate the basic financial statements
since the accounts balances were atfected by accounting enors in the lirst years of the system
operations.

Therefore, the Municipality's hires the professional services ol local accounling firms to perform
the required adjuslment entries to convert its accounting records from cash basis to modified and
then lo accrual basis and compile the necessary informaiion as required by GAAp and Law 8.1.

chapler vlll, Article 8.010 of the Stare Act Number 81 of August 30, 1991, states that the
Municipality should maintain an elfective and updated accounting srstem.

The Municipality did not establish effective internal control over the transactions recorded on its
accounting records. Also, the accounting data is not summarized in the form ol a double-entry
general ledger record.

The lilunicipality's accounting system did not provide update and complete financial inlormation
that present the linancial position and the result of operations and the change in fund balances.
Such inlormation is necessary to lake management decisions.

we recommend that the Municipality should implement internal conhol and procedures in order to
maintain an accounting system that contains information pertaining to authorizations, ob gations,
unobligated balances; assels, liabilities, outlays or expenditures, interfund lransactions, etc."

None

The Municipality maintains two sel ol accounting records;. a manual syslem and a computerized
system provided by the office of the commissioner of Municipal Affairs (ocAM). Actually, all ol the
transactions were recorded in both systems, but the manual system is the primary financial
records for financial slatements preparation purposes at the end of each liscal year dueio the fact
that the computerized system real accounts balances carried fonrard from prior years were
aflected by accounting errors in the first years of the system operation.



COIIMOI'IWEALTH OF PUEBTO B|CO
IiIUNICIPALITY oF ARRoYo

ScHEDULE OF FtND|NGS AND OUESTTONED COSTS (COilTTNUED)

FOB THE FISCAL YEAB E].IDED JUNE 30, 2011

Section ll - Financial Statements Findings

'- Finding Relercnce 11{t (Continued)

lranagement Besponse
and Conective Action

- (continued) 
iffiX;,ff*3:',.'T,Ti*'[T','#ii: ll:L.ff,:;:lfr:frffi:;1il:H'ff1,ffi';
new accounting software, and therelore, we will hope to solve our accounling syitem condition in a
near future. Afthough, the Legislature of the commonwealth Govemmenl of puerto Rico has
appropriated funds lor the design and implementation ol a new system, no lurther action has been
taken on this matter.

lmplementationDate: June201?

Responsible PeEon: N6stor R. Alicea
Finance Department Director
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COMMOIIWEALTH OF PUERTO RICO
MUT{ICIPALITY OF ARROYO

SCHEDULE 0F F|ND|NGS AND QUESTTONED COSTS (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Section ll - Financial Statements Findings

Finding Relerence

Requirement

Statement of Condition

Criteria

Cause of Condition

Effect of Condition

Recommendation

11-02

Expendilures lor Goods and Services and Accounts payables-
Purchasing and receiving

we performed a cash disbursements test and examined nineteen (19) payments which belonged
to General Fund, six (6) which belonged lo Permanent lmprovements account, twenty two (22)
which belonged to Joint Resolution, two (2) which belonged to Disaster Grant, and eieven (t ti
which belonged to Community Developmenl Block Grants - State,s program (CDBG). ih;
Iollowing will summarize the intemal control exceptions noted:

a. ln two (2) payments which belonged to General Fund, three (3) which belonged to Joint
Hesolutions and two (2) which belonged to Disaster Grant the disbursement vouchers did not
include the signature ol the Pre-lntervention Officer.

b. one (1) payment voucher which belonged to General Fund, did not include the certification
that the Municipality or any Municipality's employee will not benelit lrom the goods or services
received under contract.

c. ln two (2) payments which belonged to General Fund, one (1) payment which belonged to
Permanent lmprovements account and one (1) which belonged to a Joint Resolution the
disbursement vouchers did not include the signature and date it was approved by the Mayor.

d. ln one ('l) payment which belonged to General Fund and three (3) which belonged to Joint
Resolutions the documents along the disbursement voucher were not maked as paid.

'Reglamento para la Administraci6n Municipal' establish in the Chapter Four (4) that the Finance
Director will be responsible to account and prepare disbursements through documents duly
prepared and certilied, including sutficient evidential matter to suppon the transactions.

The Municipality intemal control procedures failed to assure that all transactions include all the
required documentation and approvals.

The Municipality is not in compliance with Chapter Four (4) ol the .Reglamento para la
Administraci6n Municipal'.

we recommend that the Municipality should improve its internal control and procedures in order to
assure that the disbursement vouchem contain all the necessary supporting documents before
making the payments and are available lor examination.
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COMIIONWEALTH OF PUERTO BICO
MUNICIPALIW OF ARROYO

SCHEDULE OF Ftt{DtNGS AND OUESflONED COSTS (COilnNUED)

FOR THE FISCAL YEAR ENDED JU].IE 30, 2011

Section ll - Financial Statements Findings

- Finding Reference 11{12 (Continued)

Oueslioned C,osts None

ilanagement Besponse
and Corective Action Management will instruct the Finance Department stafl (including the Official payer, the pre-

intervenlor, the Department Accountant, the Department Secretary, etc.) to st;engthen the
procedures established in the regulation, in order to assure that the disbursement voucheF
contain all the necessary supporting documents and approvals before making the payments. Also,
the Municipality instruct its personnel to assure that proper Iiling ol documents aie performed so
that disbursement vouchers and lheir iustificants are available lor examination at any iime.

lmplementation Date: June 2012

Responsible Person: N6stor R. Alicea
Finance Department Director
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF ARROYO

SCHEDULE OF Ftt{D|NGS AND QUESTTONED COSTS (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 3{', Mll

Section lll - Major Federal Award program Findings and euestioned C,osts

Finding Beference 1l{Xl

Programs Seclion I Lower lncome Housing Assistance Program-Section I Moderate Behabilitation
(CFDA 14.856) U.S. Department ol Housing and Urban [hvelopment

Requirement specialrest- Establishment and Maintenance ola Replacement Reserue

Statement of Condillon ln our audit process, we could not identify that a replacement reserue was properly, required
monthly deposits were made, and disbunsements were only for approved purposes.

Criteria Code ol Federal Regulations 24, Section 880.602 (a) states that a replacement reserue must be
established and maintained in an interest-bearing account to aid in lunding extraordinary
maintenance and repair and replacement of capital items.

Cause ol Condition The Municipality conlrols and procedures lailed to assure that a replacement reserve was
establish in an interest-bealing account as required by Federal Regulation lor the purpose ol
extraordinary mainlenance and repaim and replacement of capital items.

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

Recommendation We recommend management to improve monitodng procedures to assure that the owner ol the
project establish and maintain a replacement reserve, make lhe required deposits lo lhe reserve
and perfom all repair and maintenance lunctions (including ordinary and exlraordinary
maintenance), and replacement ol capital items, as stated in the lederal regulation.

ouestioned Costs None

ilanagement Response
and Correclion Action The Program will establish a procedure to assure and monitor the required deposit by the owner to

cover the properly's maintenance and repair.

lmplementationDate: June2012

Responsible Penon: Luis A. Tones
Section I Program Coordinator
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COMMOT{WEALITI OF PUERTO BICO
MUNICIPALITY OF ARROYO

ScHEDULE OF FtilDtNGS AND oUESTtoilED COSTS (CONTTNUED)

FOR IHE FISCAL YEAR ENDED JUNE 30, 2011

Finding Reference

Programs

Section lll - Major Federal Award Program Findings and Ouestioned Costs

Requiremenl

Statement ot Condilion

11{t4

section 8 Lower lncome Housing Assistance Program-section I oderate Rehabilitation
(CFDA 14.856) U.S. Department of Housing and Urban Development

S{!9! A Housing Choice Vouchers Program (CFDA 14.S71); U.S. Department of Housing
and Urban llevelopment

Special Test - Selection fiom lhe Section 8 Waiting List

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

a. We could not identify the process ol the opening ol a new Waiting List and could not vedly the
process ol admission of new participants lo the programs.

b. The Waiting List did not include the racial or ethnic designation ol the head ol household.

Code ol Federal Regulations 24, Sections 982.54 (d) and g82.20t through 982.207 states the
waiting list procedures and that the selection lrom the waiting list generally occurs when the pHA

notilies a family, whose names reaches the top of the waiting list, to come in to verily eligibility for
admission.

The Municipality intemal control procedures failed to assure that the waiting list include all
information required by Federal Regulation and that the participants were selected lrom the top ol
the waiting list.

The Municipality is not in compliance with Code ol Federal Regulations 24, sections 982.54 (d)
and 982.201 through 982.207.

We recommend management to improve monitoring procedures to assure that the participants are
admined to the program or are provided the opportunity to be admitted to the program according
with the lederal regulation.

Also, we recommend management to establish control procedures to maintain a waiting list with all
information required by the Federal Regulation (applicant name, lamily unit size, date and time ol
application, qualification lor any local prelerence and ethnic designation of the head of household).
This control must permit proper tracing ol participants selected in the waiting list in order to assure
the selection from the top of the waiting list.

Cdteda

Cause of Condition

Eftect ol C,ondition

Recommendation
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF ARROYO

ScHEDULE OF FtND|NGS AllD oUESTTONED COSTS (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, a)11

Section lll - Maior Federal Award Program Findings and euestioned Costs

FindingReterence 11{4(Continued)

Ouestioned C,osts None

ilanagement Response
and Conection Action This situation was caused by a robbery at the program offices. We have reinlorced the security of

the liles and the pemonal information inside the premises and expect lhat this situation will not
occur again.

lmplementation Date: June 2012

Responsible Person: Luis A. Tones
Federal Prognams Department Director
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COM'iIONWEALIH oF PUERTo RICO
IIUNICIPALITY OF ARROYO

SCHEDULE OF F|ND|NGS AND 0UESTTONED COSTS (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Finding Reference

Program

Bequirement

Statement of Condition

Section lll- Maior Federal Awad Program Findings and eueslioned C,osls

Criteria

11{5

SecJlolt E Housing Choice Voucherc Program (CFDA 14.S71) U.S. Department ol Housing
and Urban Development

Special Test - Ihpository Agreements

During our audit, we noted that the Municipality did not comply with the compliance requirement of
Depository Agreements. The PHA is required to enter into depositary agreemenl with their
financial institutions in the lom required by HUD. (Form HUD-51999)

Code of Federal Regulations 24, Subpart D, 982.156 states. (c) Ttre pHA must enter into an
agreement with lhe depositary in the form required by HUD. (d) lf required under a written freeze
nolice lrom HUD lo the depositary: (i) The depositary may not permil any withdrawal by the pHA ol
funds held under the depositary agreemenl unless expressly authodzed by written nolice from
HUD to the depositary; and (ii) The depositary must permit withdrawals ol such lunds by HUD. (2)
HUD must send the PHA a copy of the lreeze notice lrom HUD to the depositary.

The program is not perfoming an etfective review ol compliance requirement that are required by
HUD.

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

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

None

The Program will make a procedure to comply with the preparation of Fonn HUD- 51999,
Depository Agreement. The Municipality will submit a conective action plan outlining this linding to
be conected in a detailed manner no later than end the liscal year 20'l 1.

lmplementationDate: June2012

Responsible Person: Luis A. Torres
Federal Programs Department Director

Cause of Condition

Effect ot Condition

Recommendation

ouestioned Costs

ilanagement Response
and Corective Action
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COI'MONWEALITI OF PUERTO RICO
MUNICIPALITY OF ARROYO

SCHEDULE 0F FtilDtNGS AND oUEST|oNE0 COSTS (CONTTNUED)

FOR THE FISCAL YEAB ENDED JUNE 30, 2011

Sec{ion lll - Maior Federal Award Program Findings and Ouestioned Costs

Finding Reference 11.06

Program C,ommunity Development Block Grants - State's Program (CFDA No. 14.22s); U.S.
Department of Housing and Urban Development; Pass through the C,ommonwealth ol
Puerto Rico - Ottice of Commissioner of Municipal Afiairs (OCAM)

Requirement Davis-Bacon Act

Stalement ol Condition During our Davis-Bacon Act test, we verilied one (1) construction project. The following will
summarize the exceptions noted:

a) We noted that during the ,iscal yeat 2010-2011, the Municipality did not perform the required
on-site visits to monitor the classilications ol workers and wage rates paid;

b) The contractor did not submit all the weekly certified payrolls during the contracts period;

c) We did not obtain evidence demonstrating that the Municipality's monitors certified the weekly
payroll supplied by the contractors.

Cdteda Davis-Bacon Act, as amended DOL (40 USC 276ato 276a-71.

Cause of Condition The Municipality's controls and procedures lailed to apply all monitoring system procedures
developed to test applicable contractors with respect to payment of prevailing wages.

Effect ol Condition The Municipality is not in compliance with Davis-Bacon Act, as amended DOL (40 USC 276a to
276a-7\.

Recommendation We recommend Management to follow monitodng system procedures developed, including the
following:

a) On site visits;

b) Perlorm contractors and subcontractors interviews, and;

c) Obtain contractor's and subcontracto/s weekty payrolls to be reviewed on a weekly basis to
establish the degree ol compliance and the nature and extend ol violations, if any, and then,
communicate contractors promptly about any failure in the payroll process.
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COMIIO},IWEALIH OF PUERTO RICO
MUNICIPALITY OF ABROYO

SCHEDULE OF F|NDINGS AilD 0UEST|oNED COSTS (CONTI,IUED)

FOR THE FISCAL YEAB ENDED JUNE 30, 2011

Section lll- ilajor Federal Award Program Findings and euestioned Costs

FindingRelercnce 11-06(Continued)

Questioned Costs None

llanagement Response
and Conective Action To colrect the condition, we instructed the assigned Program statf with the duties ol a Labor

Standards Officer to properly document the procedures applied in compliance with the Davis
Bacon Act requirements.

lmplementationDate: Juneall2

Responsible Peson: Jimmy De Lucas
Federal Programs Department Director
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COMMO]'IWEALTH 0F PUERTO RICO
I'UNICIPALITY OF ABROYO

ScHEDULE OF F|ND|NGS AND OUESTTONED COSTS (CONT|ilUED)

FOB THE FISCAL YEAR ENDED JUNE 30, 2011

Section lll - Maior Federal Award Program Findings and euestioned Costs

Finding Referenc€ 11{7

Program Child Care and Development Block Grant (CFDA No.93.575); U.S. Depanment of Health and
Human Services; Pass through the Commonwealth of Puerto Ricb - Administration lor
Children and Families

Requiremenl

ARRA- Child Care and lhvelopment Block Grant (Becovery Act funded); (CFDA No. 93.713);
u's. Department ol Health and Human services; pass through the commonwealth ol puerto
Rico - Administration lor Children and Families

Financial Administration - Standa.d lor Financial Managemeni System

Statement of C,ondilion During our audit we noled that the Municipality did not maintain, lor the Child Care and
Development Block Granl Program, a reliable set o, accounting records that present the linancial
position of the program, the resulls ol operations and changes in lund balance.

Criteria Code of Federal Regulations 45, Subpart C, Section 92.20 (b) (2) states that the granlees and sub
grantees must maintain records, which adequately identify the source and application ol funds,
provided lor financially-assisted activities. These records must contain inlonnation penaining to
grant or sub grant awards and authorizations, obligations, un-obligated balances, assets, liabilities,
outlays or expenditures, and income.

Cause of Condition The Municipality did not maintain adequate controls and accounting records to assure the
accountability ol all Federal transactions in accordance with Federal regulations. This situation
may cause the non-compliance with certain regulations like allowable costs or allowable activities.

Effect ot Condition The Municipality is not in compliance with Code ol Federal Regulation 45, Subpart C, Section
e2.20 (b)(2).

Recommendation We recommend lhat the Municipality should implement controls and procedures in order to assure
that an accurate set of accounting records will be maintained.

QuestionedCost None.

Management Response The Municipalitys Management concurs wilh the finding. Auditois recommendation would be
considered as part ol corrective action plan development and implementation

lmplementation Date:

Besponsible Person:

June 2012

Jimmy De Lucas

Federal Programs Department Director
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COMMOI'IWEALTH OF PUEBTO RICO
MUI{ICIPALITY OF ABROYO

SUIIMARY SCHEDULE OF PRIOR YEARS AUDIT FII{DINGS

FOR I}IE FISCAL YEAR ENDED JUIIE 30, 2011

Cunent Status of Prior Audit Findings

14.8s6

No conective action was taken. The auditors reissued the linding lor the currenl year.
Finding Relerence 1 1-03

14.856

&
14.871

In ou W.jtit'o Lirt t-.rt. ,y. not.d.th. follo*inq .itrrtion, *, ,orld not idrntitu th,

the racial or ethnic desionation ol the head of householrt.

No correclive action was taken. The auditors reissued the finding for the current year.
Finding Relerence 1 1-04

During our verification. We noted that the Municipalitv did not comolv with the
cpmoliance requirement ol Deoositorv Aoreementsm
gSoosrte-ry= qEglr,Ent with
(Form HUD-51999)

No conective action was taken. The auditors reissued the finding for the current year.
Flnding Relerence 1 1-05

Purito oyr audit, the M n records for
the liscal vqar elded June 30. 2010, to present the position and the resuGJi
oDerations of the Proqram.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF ABROYO

SUMIiIARY SCHEDULE OF PBTOR YEARS AUDTT FtNDtNcS (CONTI{UED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Original

Finding

Number
CFDA No. Cunent Status ol Pdor Audit Findings

Corrective action was taken

Corrective aciion was taken

'10-07 14.228

10-08 14.228

09-03 14.856

&
14.871

No corrective action was taken. The auditors reissued the linding lor the current year.
Finding Reference 1 1-04

09-04 14.871

Corrective action was taken

Control re-inspections durinq the liscal vear 2008-2009.
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CO;iIMONWEALI}I oF PUEBTo RIco
MUNICIPALITY OF ABROYO

suilitABy SCHEDULE OF pRtoB YEABS AUDTT FrNDr,lGs (col,lTtNuED)

FOR THE FISCAL YEAR ENDED JUNE 30, 20,'1

Current Status of prior Audit Findings

Corrective action was taken

9lq! tl',,c,*h Mfl...,
UCL. no, di$.pro.d on r r.*or.blr_.l.r.g.of@

disbursements between six (6) an<l thi six (36) davs atter the deoosits.

No conective acrion was taken. The auditors reissued the linding for the current year.
Finding Relerence 11-06

14.8s6

&
14.871

The audit finding does not warrant rurther action because two years have passed since
the audit report in which the linding occurred was submitted to the Federal
clearinghouse



COMMOilWEALTH OF PUERTO RICO
MUNICIPALITY OF ABROYO

suMMARy SCHEDULE OF pRtoR YEARS AUDTT Ftr,lDfi{cs (coNTtNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Cunent Status of prior Audit Findings

14.856

&
14.871

.I:' :xl,l,tli;XX'il*#1il'lff' l,'^11-'r 
action because two vears have passed since

clearinghouse 'lndlng occurred was submitted to the Fedeai

theseoarticioanffi

The audit linding does nol wanant ,unh_er action because two years have passed since

ffi,fl['||r:?* 
in which the rindins occurred ** .;6;it;i-; rhe Federar

The audit finding does not warant turther aclion because two years have passed sincethe audit repon in which the rrnding occuned was submitted to the Federarclearinghouse

quGreaol,irtr

The audit finding does not wanant frJrlher action because two yeaIs have passed sinceg,f,:*,,:.J* in which rhe nnains occurlJ-i;";;d;ffi1 rhe Federar
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