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INDEPENDENT AUOITORS' REPORT
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To the Honorable Mayor and
the Municipal Legislature
Municipality of Anoyo
Anoyo, Puerto Rico

We have audited the accompanying flnancial slatements of the governmental activities, each major fund, and the
aggregate remaining fund information.of lhe.Autonomous ltfunicipality of Aroyo, puerto Rico (Municipality), as of and
for the year ended J une 30,2012, which mllectively comprise the Mu;icipality'i basic financial stat"r.nis .Jiisteo in tne
table of contents. These financial statements are the responsibility of the [4u;icjpality's management. Ouiresponsibllity is
to express opinions on these financial statements based on our audit,

We conducted our audit in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Goveinment Auditing Standards, orr.O Uy m. Comptroller
General of the United States. Those standards require that we plan and perform'ihe audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audil includes examining, on a Lst basts,
evidence supporting the amounts and disclosures in the financial statements. An audit also rncludls assessing the
accounting pnnciples used and the signilicant estimates made by management, as well as evaluating the overallfinancial
statement presentation. we believe that our audit provides a reasonable basis for our opinions.

As discussed in Note 10 the financial statemenls, the Municipality did not comply the requirements established by
Stalement No. 18, Accounting for l\4unicipal Solid Waste Landfill Ctosure and Post blosure Care Costs, isiued by the
Governmental Accounting Standards Board and the regulations set forth by the U.S. Environmental proteciion Ageniy. At
June 30 2012, the acmmpanying statemenl of net assets does present a liability for closure and post closure care costs
of the Municipality's solid waste landfill of $1,694,062, but this estimate has not been update based on a study of the
aclual landfill capacity used at June 30, 2012. The amount by which departure would affect the liabilities, nel assets and
expenses of the governmental activities is not reasonably determinable,

ln our opinion, because of the effects of the matters discussed in the third paragraph, the linancial statements referred to
prevjouslydo not present fairly, in allmaterial respects, lhe respective financiai-position of the governmental activities of
the Municipality of Arroyo, Puerto Rico,.as.June 30, 2012, the changes in the financial position, thereoi foi tne year
then ended in conformity with accounting principles generally accepted in the united states oi Amenca.

Further, in our opinion, the flnancial statements refened to above present fairly, in all material respects, the financial
position of each major fund and the aggregate remaining fund information for the aggregaled remaining fund information
of Municipali$ of Anoyo, as of June 30, 2012, and the respective changes in the f,niniiat position forihe year ended in
conformity with accounting principles generally accepted in the United Stjtes of America.

ln acmrdance with Government Auditing Standards, we have also issued our report dated March 5, 20,13 on our
consideration of the Municipality's internal conlrol over financial reporting and on oui tests of rts mmpliance with certain
provisions of laws, regulations, contracts and grant agreements and oiher mafters. The purpose of that report is to
describe.the scope of our testing of internal control over financial reporting and compliance and ihe resuls of ttrat teslng,
and not to provide an opinion on lhe intemal control over financial reporting or on compliance. That reporl js an integii
part of an audit performed in accordance with Government Auditing Standards and shouid be considered in assessingihe
resulls of our audit,
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INDEPENDENT AUDITORS' REPORT (CONTINUED}

Accounling principles generally accepted in the United States of America require that the management,s discusslon
and. analysis and budgetary mmparison information on pages 3 through 12 and /€le presenre-o to suplf.r*t tf,"
basic financial statements. Such information, although not i part of lhe- basic flnancial siatements, is 

"i[ir.l Uy tn.
Govemmental Accounting Standards Board, who considers it lo be an essential part of financial 

"portirifi 
ioipl.ing

the basic financial statements in an appropriate operalional, economic, or historical context. We trave ap[tieO Lnain
limited procedures to the required supplementary information in accordance with the auditing standards generally
accepted in the United States of America, which consisted of inquiries of management aitnut the meihods of
preparing the information and mmpanng the information for consistency wilh mainagement's responses to our
inquiries, the basic financial statements, and other knowledge we obtained during our-audit of the basic flnancial
statements, We do not express an opinion or provide any assuran@ on the lnformation because the limited
procedures do not provide us with sufflcient evidence to express an opinion or provide any assurance.

our-audil was conducted for the purpose of forming opinions on the financial statements that collectively comprise
the Munjcipality of Anoyo's flnancial. slalements. The Shedule of Expenditures of Federal Awards, as iequired by

! s office of Management and Budget circular A-'133, Audits of States, Local Govemments, ind Non- profit
Organizations, is presented for purposes of additional analysis and is not a required part of the financial stalements.
Such information is the responsibility of management and was derived from'and relale direcfly to the underlying
accounting and other records used to prepare the financial statements. The information has been subjected to the
auditing procedures applied in the audit of the financial statements and certain additional procedures, including
clmparing and remnciling such information directly to the underlying accounting and other records used to prepared
the financlal statemenls or the financial stalements themselves, and other addiiional pro@dures in accordance with
auditing standards generally accepted in the United States of America. ln our opinion, the Schedule of Expenditures
and FederalAwards is fairly stated in all matenal respects in relation to the financial statements as a whole.

ifhfi4z
LOPEZ-VEGA, CPA, PSC

San Juan, Puerto Rico

March 5,2012

Stamp No. 2632084 of the Puerto Rico
Society of Certified Public Accountants
was affixed lo the record mpy of this report.
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COIIIMOT{WEALTH OF PUERTO RICO
MUNICIPALITY OF ARROYO

MAI{AGEMENT'S DISCUSSION AND ANALYSIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

The management of ltlunicipalrty of Arroyo, Puerto Rico (Municipality) offers this narrative overview and analysis of the
finan^cial activities of the, Municipality for the fiscal year ended .tune ro,2Otz. The Management'i oir.rglon ani Anatysis
(MD&A) is designed lo focus on the arrrent year activities, resulting changes and .rnenily knorrn facts, and much of the
information is comparable to prior year. This MDM should be reai in co-njunction witn the acmmpanyinl basic financial
statements and the accompanying notes to those financial statements.

During the fscal year 2003-2004 was implemented the reporting model required by Govemmental Accounting Standards Board
Statement No. 34. This MD&A is prepared in orderlo mmply with such pronouncement and, among other pu-rposes, to provlde
the financial slalements users with lhe following major information:

. a broader basis in focusing important issues;. acknowledgement ofan overview of the Municipality's linancial activilies;

' provide for an evaluation of its financral mndition as ofthe end of the indicated fiscal yeal compared with prior year results;. identifcation of uses of funds in the financing ofthe Municipality,s variety of activities Lnd;. assess management's ability to handle budgetary functions.

FINANCAL HIGHLIGHTS

The following are key financial highlights for the tiscal year:

* The Municipality's assets exceeded its liabilities at June 30,2012by $20,2M,087, and at June 30, 2011 by 919,903,239, as
restated;

.i. During the fiscalyear 2011-2012; the Municipalitys total net assets increased by $300,gr4g* As of June 30, 2012, the Municipality's govemmental funds reported combined ending fund balance of 93,379,410, a
decrease of $ (2,514,737) from the prior year;

At June 30, 2012, the Statement of Net Asset presenled an unrestricted deficit of 9(g,639,&14);
The Municipality's capital assets inventory increase as a result of this yeads operations. Capital assets as of June 30, 2012
were $34,8'12,853 (net of accumulated depreciation);
The investment in capital assets for this year was 924,991,051 (net of related debt);
Loans principal payments were 9436,000 and $323,000 in 201 2 and20j1 , respectively.

OVERVIEW OF THE BASIC FINANClAL STATEMENTS

This discussion and analysis are intended to serve as an introduction to the Municipalily's financial statements. The
Municipality's basic financial statements compnse three components: govemment-wide linanCial statements; fund financial
statements; and notes to the financial statements. This report also contains other supplementary informalion in addition to the
basic financial slatements lhemselves.

*
*

.t
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF ARROYO

MANAGEMENT'S DTSCUSSTON AND ANALYS|S (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2OI2

GOVERNMENT.WDE FINANCAL STATEMENTS

The govemment-wide ,inancial statements are composed of: (1) the slatement of net assels and (2) the statement of activities.
These flnancial slatements can be found immediately following this MD&A. These financial statements are designed to provide
readers with a broad overview of the Municipality's finances, in a manner similar to a private-sector business.

STATEMENT OF NET ASSETS

The purpose of the slatement of net assets is to attempt to report all assets owned and all liabilities owed by the Municipality.
The Municipality reporls of all of its assets when it acquires ownership over the assets and reports all of its liabilities when
they are incurred. For example, the Municipality reports buildings and infrastructure as asseis, even though they are nol
available to pay the obligations incuned by the Municipality. On the other hand, the lrlunicipality reprts lia-bilities, such as
claims and judgmenls, bonds and notes payable, obligations under capital leases, compensated absences and certain
acmunts payable and accrued liabilities, even though these liabilities might not be paid until several fiscal years into the
fulure,

The difference belween lhe Municipality's total assets and lotal liabilities reported in the stalement of net assets is presenfed
as net assets, which is similar to the total owners' equity reported by a mmmercial enterprise in its financial statements.
Although the purpose of the Municipality is not to accumulate net assets, as this amount increases or decreases over time,
such amounl represents a useful indicator of whether lhe financial position of the Municipality is either improving oi
deteriorating, respectively.

STATEMENT OF ACTIVITIES

The statement of activrties presents information showing how the Municipality's nel assets changed during the fiscal year
ended June 30, 2012, by presenting all of the Municipality's revenues and expenses. As previo-usly discrissed, the items
reported in the statement of activities are measured in a manner similar to the approach used by a commercial enterprise in
that revenues are remgnized when earned or established criteria are satisfied, and expenses are recorded when incuned by
the Municipality. Consequently, revenues are reported even when they may not be collected for several monlhs after the end
of the fiscal year and expenses are remrded even though they may nol have used cash during the current year.

Although the statement of activities looks differenl from a commercial enterprise's income statement, the difference is only in
format, not subslance. 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 essentjally the same concept.

The focus of the statement of activities rs on the nel cosl of various activities provided by the Municipalily. The slatement
begins with a column that identifies the cost of each of the Municipality's major functions. Another mlumn identifies the
revenues that are specifically related to the classified governmental functions. The difference between the expenses and
revenues relaled to specific functions/programs identifies the extent to which each function of the Municipality draws from
general revenues or is self-linancing through fees, inlergovernmental aid, and other sources of resources.

This statement also presents a comparison between direct expenses and progam revenues for each function of the
Municipality,



COMMONWEALTH OF PUERTO RICO
IIllUNICIPALITY OF ARROYO

MAtitAcEMENT'S DTSCUSSTON AND ANALYStS (CONTTNUED)

FOR THE FISCAL YEAR EI{DED JUNE 30, 2OI2

GovERNMENT.WDE FTNANCAL STATEMENTS (CONTTNUED)

Both of the govemment-wide financial statements oI the Municipality are principally supported by taxes and intergovemmental
revenues. The governmental activities of the Municipality include; mayor and muniiipai iegislatuie, general govemment, public
safety, public works, culture and recreation, health and sanitation, human services and we-lfare, urbin deveiopment, education
and interests, Property taxes, municipal license taxes, sales taxes, and state and federal grants flnance most oithese activities.

FUND FINANCIAL STATEMENTS

The Municipality's fund financial statemenls mnsisl of: (1) the balance sheet and (2) the statement of revenues, expenditures
and changes in fund balances. These financial statements report the financial poiition and lhe results of operations of the
Municipality's governmental funds, with an emphasis on the Municipality's major govemmental funds.

A fund is a grouping of related accounts that js used to maintain control over resources that have been segregated for specific
activities or objectives. The Municipality, like most other state and local governments, uses fund accounlng lo ensuie and
demonstrale mmpliance wrth finance-related legal requirements. Each fund is considered an independ-ent fiscal entity
acmunted for within a set of self-balancing accounts that mmprise its assets, liabilities, fund equity, revenue, and expenditures.
Fund accounting segregales funds according to their intended purpose and is used lo aid minagement in demonstrating
mmpliance with legal, financial and mntractual provisions.

GOVERNMENTAL FUNDS

The Municipalily's basic services are reported in the government fund financial slatements. The govemment funds are reporled
using an acmunting method called modifed accrual accounting, which measures cash and all other linancial assets that can
readily be converted into cash, Govemmental funds are used to account for essentially lhe same functions reporled as
governmental activities in the govemmenlwide linancial statements. However, unlike the governmenlwide financialstatements,
governmental fund financial statements focus on near-term inflows and outflows of spendable resources, as well as on balances
of spendable resources available at the end of the fiscal year. Such information may be useful in evaluating a government,s
near-term financing requirements. Because the focus of govemmental funds is narrower than that of the governmenlwide
financial slalements, it is useful to compare the information presented for govemmental funds with similar inforiation presented
for govemmental activities in the govemmenlwide financial statements. By doing so, readers may better understand the long-
tem impact of the govemment's near-lerm financing decisions.

The l\4unicipality adopts an annual appropriated budget for its general fund. A budgetary comparison statement has been
provided for the genenl fund to demonstrate compliance with this budget.

NOTES TO THE BASIC FINANCIAL STATEMENTS

The notes povide additional information that is essential to a full understanding of the data provided in the govemment-wide
and fund tinancial statements.

OTHER INFORMATION

ln addition to the basic llnancial statements and accompanying notes, this report also presents certain required supplementary
information containing budget to actual comparisons for the general and major funds.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF ARROYO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

GOVERNMENT-WIDE FINANCIAL ANALYSIS

GOVERNMENTAL NET ASSETS

As noted earlier, net assets may serve over time as a useful indicator of a govemment's financial position. ln the case of the
Municipality, assets exceeded liabilities by $20,2U,087 as of June 30, 2012, versus $19,903,239 as of June 30, 20,1j, as
restated. Our analysis below focuses on the net assets (Table 1) and changes in net assets ofthe Municipality's governmental
activities.

Table I
Statement of Net Assets

Current and non-cunent assels
Capital assets

Total Assets

Current liabilities
Long{erm liabilities

Total Liabilities

Net assets:
lnvestrnent in capital assets, net of related
debt

Restricted

Defcit

Total Net Assets

2012

$ 5,119,359

34,812,853

___3spn,x2_
1,905,666

't7,822,459

19,728,125

24,991,051

3,852,680
(8,639,644)

$ 20,204,087

2011
(as restated)

$ 9,416,730

32,706,579

42,123,309

3,650,029
18,570,041

22,220,070

22,563,801

5,630,212
(8,290,774)

$ 19,903,239

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,m0,000

0

a2012

a2011



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF ARROYO

MANAGEMENT',S DTSCUSSTON AND ANALYSTS (CoNTtilUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

GOVERNMENT.WDE FINANCIAL ANALYSIS (CONTINUED)

The largest portion of the Municipality's net assets reflects its investment in capital assets (e.9. land, buildings, machinery and

equipment), less any relaled debt used to acquire those assets still outstanding. These capital assels are used to provide

services to citizens; consequently these assets are not available for future spending. lt should also be noted that the resources

required to repay lhe related debt must be provided from other sources, since the capital assets lhemselves cannot be used to

liquidate these liabilities. An additional portion of the Municipality's net assets represents resources that are subject to exlernal

restnctions on how they may be used.

GOVERNMENTAL ACTIVITIES

Govemmental activilies decreased the Municipality's net assets. Key elements of this decrease are as follows: the Municipality's

governmental activities had net expenses of $(10,021,5a5). However, these services are intended to be primarily funded by

taxes, as opposed to charges for services and grants, and those taxes and other general revenues exceed net expenses by

$300,848.

The cost of all govemmental activities this year was $13,943,748. Table 2 presents the cost of each of the Municipality's largest

programs.

Table 2
Statement of Ac{ivities

Revenues

Program revenues;

Grants and contribulions
Charge for services

General revenues:

Propedy taxes
Lilunicipal license taxes
Sales and use taxes

other local taxes

lnterest and investrnent earnings

olher reYenues

Tolal revenues

Expenses
General govemment

Public safety
Publicuofts
Culture and recreation

Health and welfare
Economic Development
Communily Development
Education

lnterest on long-term debls

Total expenses

Changes in net assets
Net assets - beginning, as restated

Net assets - ending

2011
2012 (as restatd)

669,6'10 118,176

14,244,596 14,?f,8,280

$ 9,386,911

40,716

1,901,512

1,030,876

983,287

1n,741
53,943

$ 9,456,390
51,206

1,941,833

899,824
969,580
716,968
114,303

5,462,593
615,753

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

580,969
560,480

44,115

6,468,594
490,087

2,38't,628
't,0M,355

2,247,100
2N,713
345,52s
333,615
472,131 412,558

13,943,748 14,894,632

3m,848 (626,352)

19,903,239 20,529,591

_l__!9,?0{g __l__19p9!l!9_



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF ARROYO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

GOVERNMENT.WIDE FINANCIAL ANALYSIS (CONTINUED)

2012 Revenues

r4.70"h
a Grants and conkibutions

I Charges for services

c Property taxes

E Municipal lrr:ense tax

E Sabs and use tax

I Ofier local taxs

ra lnlerest ad in\resUn€nt eamings

ra Mi6cdlarEotrs

2 Expenditures

I General govemment

r Public safety

c Public vorks

r Culture and recreation

c Health and welfare

s Economic Devdopment

c Community Developrfleflt

e Educatioo

r. lnterest on bng{enn deffi



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF ARROYO

MANAGEMENT'S DISCUSSION AND ANALYSIS (CONTINUED}

FOR THE FISCAL YEAR ENDED JUNE 30, 2OI2

GOVERNMENT.WDE FtNANCtAL ANALyStS (C0NTtNUED)

Approximately Twenty+ight percent (28%) of the Municipality's governmental activities total revenue came from taxes, while
sixty-six percent (66%) resulted from grants and contributions. Federal grants represent thirty-two percent (32%) of the
Municipality grants revenues.

The l\,lunicipality's govemmental activities expenses included items such as general government, public safety, public works,
culture and recreation, health and welfare, economic development, community developmenl, education and tnterest on long
teq dgbls Approximately forty-six percent (46%) of total expenses resulted from general government, seventeen percenl
(17%)from public works, seven percent (7%)from cullure and recreation and sixteen (16%)from health and welfare.

GOVERNMENT FUND FINANCIAL ANALYSIS

As noted earlier, the Municipality uses fund accounting to ensure and demonstrate compliance with tinance-related legal
requirements.

T.ble3
Balance Sher,l

Assels:

Toial asseb - Major Funds
Tolal asseb - Ober Funds

Totalasael!

Liabililier:

Tolal liabililies - Major Funds
Total liabililies - Oher Funds

Combined total liabilities

Fund Balances:
Resbicted

Assigned

Unassigned

Combined total tund balances

Total liabilities and tund balances

N12

$ 5,159,476

1,681,576

$ 6,84r,052

$ 3,153,170

308,472

3,461,642

3,852,680

li473.2701

3,379,410

t 6,81i,052

2011

las restaGdl

$ 8,587,266

2,005,804

$ 10,593,070

$ 4,197,357

4,698,923

5 642,665

112.212
139,070

5,894,147

I 10,593,070

12,000,000 - -

r0,0m,m0

8,000,0m

4,0m,m0

2,0m,m0

TodAsEEb



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF ARROYO

MANAGEMENT'S DTSCUSSTON AND ANALYS|S (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

GoVERNMENT FUND FtNANCtAL ANALYStS (CONTTNUED)

Iable4
Chanoes in Flnd Balanc€i

Revenuesl

Tolal revenues - Major Funds
Tolal revenues - olher Funds

Combined tolal re,,/enues

Expeidifures:
Total expendifures - Major Funds
Total expenditurcs - Oher Funds

Corhbined lotal expendifu res

Oher f nancing sources (uses):

Oher {nancing sources - Major Funds
Oher fnancing sources - Oher Funds

Cofibined olher financing sources
(us$)

Nel danges in fund balance

Fund Balance - beginning, as.estated

Fund Balance - ending

1,345,000

12.514,737) (1,717,358)

5,894,147 7,611,505

t 3,379,ar0 I s.89,r.147

2012

$ 12 569,124
1,675,472

14,244,596

14,946,9'3
1,812,420

16,759,333

(5,814)

5,814

2011

las restatedl

$ 12,052.231

2,216,049

14,268,280

15,'66,53E
2,164,100

17,330,638

,,345,000

15,000,000

10,000,000

GOVERNMENTAL FUNDS

The focus of the Municipality's governmental funds is to provide information on near-term inflows, outflows, and balances of
spendable resources. Such information is useful in assessing the [4unicipality's financing requiremenls. ln particular, unreserved
fund balance may serve as a useful measure of a government's net resources available for spending at the end of its fiscal year.

At June 30, 2012, the Municipality's governmental funds reported combined ending fund balances of 93,379,4'10, a decrease of
$(2,514,737) from the prior year.

The Municipality has an unassigned fund deficit of ($473,270) in its General Fund. The remainder ofthe balance is reserved to
indicate that it is not available for new spending because it has akeady been restricted to pay debt service ($2,396,525) and for
other restricted purposes ($'1 ,456,155).

10



COMIIOI{WEALTH OF PUERTO RICO
IIiUNICIPALIW OF ARROYO

ITTANAGEMENT'S DTSCUSSTON AND AMLYS|S (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

BUDGETARY HIGHLIGHTS

Budget and actual comparison schedules are prcvided in the Basic Financial Statements for the General Fund. The Budgetary
Comparison Schedule of the General Fund shows the original adopted budgets, the flnal revised budgel, actual results-, and
variance between the final budget and actual esults for the general and major special revenue funds. Tibie 5 summarizes lhe
results ofthe General Fund's Budgetary Comparison Schedule:

Total revenues

Total expendifu res, encumbrances and
o$er financing uses

Ercess or deficiency

$ 9,828,484 $ 9,312,738

10.454.485

3 Jt1.111.7471

$ (515,746)

t626.001)

$t1.141.71?r

The original and the final budget of the General Fund for the fiscal year ended June 30, 2012 amounted lo g 9,828,484. The
laws and regulations oflhe Commonwealth mandate a balanced budget.

The-tolal actual revenues (budgetary basis) of the general fund for the fiscal year ended June 30, 20'12 were $9,312,738, which
is ($515,746) less,than the budgeted revenues. ln addition, the total ictual expenditures and other financing sources
(budgetary basis) of the general fund for the fiscal year ended June 30,20i2were $10,4s4,485, which is $626,001 irore than
the budgeted expenditures.

CAPITAL ASSEIS AND DEBT ADMINISTRATION

The Municipality's investment in capital assets for its govemmental type activities as of June 30, 2012 amounted to 934,812,853
(nel of accumulated depreciation). This investment in capital assets includes land, constructions in progress, wo*s of art,
buildings, buildings improvements, infrastructure, infrastructure improvemenls, equipment, furnishing, computers and vehicles.
The total increase in the i/unicipality's investment in capital assels for the current fiscal year was $4,365,048. Table 6 presenl
the major classes ofcapital assets.

Table 6
Capital Assets Amount

Land

Land - Housing Project

Construction in progress

Buildings and improvements
lnfrastructure and improvements
Equipment
Buildings and improvements -fumishings and

equipment - Housing Project
Others

Total Assets

$ 9,705,674
595,000

1,518,524
15,215,063
6,829,055

202,6U

673,066
73.807

$__34JUZE53
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF ARROYO

MANAGEIT|ENT'S DISCUSS|oN ANO AilALyStS (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

LONG.TERM DEBT

At June 30, 20'12, the Municipality had total ol $12,822,459 in general obligations and others outstanding debts, as shown in
Table 7:

Table 7

Bonds and notes payable
Section 51 5 direct loan
Others

Total Long Term Debts

$ 10,496,000
1,825,802
5.500.657

$_17.04s9

The Municipality is required to limit the amount of general obligation debt to 10% of the total assessment of property located
wilhin the Municipality in order for the bonds to be repaid with the proceeds of property taxes restricted for debl services. Other
obligations include accrued vacalion and sick leave and advances of property taxes. More detailed information about the
Municipality's long{erm liabilities is presented in the noles to the linancial statements. The Municipality continues to meet its
Iinancial needs through prudent use of its revenues and creative debt financing programs.

ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

Local, national and intemational economic factors influence the Municipality's revenues. posilive economic growth is conelated
with increased revenues from property taxes, municipal license taxes, salls taxes, charges for services, ai well as slate and
federal.grants. Economic groMh in the local economy may be measured by a variety of in-dicatons sucfr ai employment growth,
unemployment, new mnstruclion, assessed valualion, and other revenues.

All of these factors were mnsidered in.preparing the Municipality's budget for the 2012 fiscal year. Some cost reductions helped
fund improvements of existing facilities, public safety and wo*s, iconomic development initiatives and human service
improvemenls.

OTHERCOMMENTS

Act No 94 issued on June 16, 2011 by the Legislature established an incentive plan for the payment of real and personal
property tax dues, beginning on July 14, 2011 . This Act provides an amnesty to all property tax piyers forgiving all penalties,
charg^es and interests of the mpaid principal of passdue property tax ljability. fne perioO ttrat ta* payers traie toinjoy for such
benelit is for exactly ninety (90) days begMrng on July 14 though October i 1, 20i 1, The unpaid property taxes covered under
this Acl are those related to liscal year 2009-2010 and eadier lfor real property taxes) and for i008 and earlier for personal
pmperty tax.

REQUESTS FOR INFORMATION

This fnancial report is designed to provide a general overview of the Municipality's finances for all those with an interest in the
government's finances. Questions concerning any of the information provided in t'his report or requests for additional information
contact the Municipality's Finance Department at (787) 839-3500.
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Commonwealth of Puerto Rico
ilunicipality of Anoyo

Statement of et Assets
June 30, 2012

Assets

Cash and cash equivalenb

Cash wi$ fscal agent

Accounts receivable:

l\4unicipal licefl se taxes

Municipal sales and use taxes

lntergovemmeotal

Otrer asseb

Capital asseb

Land, improvemeots, ad consfudion in progress

Other capital asseb, net of depreciation

Total capital assets

Total asseG

Liabilities
Accounts payable and acsued liabilities

Due to other govemmefltd enlities

Hefied revenues:

Municjpal license tax

Federal grant revenues

lnteresl payable

Nonqrrent liabilities:

Due within one year

Due in more than one year

Total liabilities

l,l€[ Assets
lnvested in cadtal asseb, net ol related debt

Restricled lorl

Debt service

Other purpoes

Unreslicied (defcit)

Total net asseG

Govemmental

Activities

$ 1,378,387

3,135,n7

22,622

59,794

517,834

5,485

11,822,W

D,gW,245

34,8't2,853

39,932,212

551,446

N1,482

890,881

96,'t40

165,717

7U,415

17,m8,044

19,728,125

24,991,051

2,396,525

1,456,155

(8,639,644)

$ m,m4,M7

The notes to the financial statemenb are an integral pai of his slatement
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Gommonwealth of Puerto Rico

Municipality of Aroyo
Statement of Aclivities

For the Year Ended June 30, 2012

Expcns€3

Ch.€6 br
Servicc!

opcrritg

Grnta and

Cor|tlbutiol!r

CEihl

G..[ta and

Cortl]xlliona

program Rcyafiue6

€l (Erpense) Racnu. ad
Chrllga6 in at Ass€t!

Got emngltal

Ac{rilh!Func{ois/Piog,ams

General go!€mment

hrblb sabty

Publb trorks

lhrllh and , eFare

Cullure and edealibn

Economic developmenl

Communily de\€bflnent

Bucalion

lnle€st on longbm debl

Tolai govemmental &tlilies $ 13,943,748 $ 40,716 $ 3,167,806

$n,131)

$ (10,021,540

(6,168,594)

(374,961)

(,n0,9t7)

(739.123)

(1,m4,355)

n75n
t,019

1,901,512

i,030,876

983,287

1n,741

5,ffi!24
53,S{3

669,610

10,322,393

6,468,591

490,087

2,381,628

2,247,lN

1,m4,355

m,713

345,525

33,6r5

4n,131

9,812

4,90{

115,126

r,050072

1472,16

200,713

3Nln

60,579

653,102

713,681

Generalrcvenues:

Poperty laxes

Munlipal lcense tares

Munijpal sales dld us€ laxes

otl€r bcal hxes

&ants and confibutions nol,esticted lo speaific pograms

lntere( and investnent eaminos

Migaellaneous

Tolal geflerd rEvenues

ChangE in net assets

Netasseb - beginning-as eslated

Net assets , ending

The noles to the financial slatements are an integral part of this stalemenl.

300,848

19,903,239

n,n4,M7
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Commonweatth of Pueno Rico
irunicipality of Anoyo

Balance Sheet
Governmental Funds

Jun6 30,2012

Gdraal

F!nd

Sp€d.l

Revelua Fund.

F.d€.al Grarb

CaDital Roi.crs

Fund - St t E

Locrl GrstB

Debt

Service

Fund

Olhe. Tdl
Govsnmqrbl Govaatxnenbl

Fuds Funds

Alaafa

Cash drd cash equivahnts

Cash u/ih fiscal ag€nt

l€counls receivable:

Muniipd liceise laxes

Monijpal sales and use laxes

lnEgolcmfllenld

Due fun otEr funds

olher agsets

Total assets

Uabilhiea ad Fund Belarcss

tiabililies:

Accounts pay"ble d ryued liabifities

Due b other govemrEnld €nlilies

Due lo oliea funds

DelgiEd elenues:

Munidpal lisNe tar

Federal grant reveflues

Total liablilies

Fund balances:

Restided

Unassigned

Total fund balances (d€fcit)

Total liabilites and tund beldres

1*,521

83,051

n,62
5S,79{

117,558

916,185

200,349

$,1m m8,57r

5,759

305,000

t
2,N,fil

1,m3,511 1,378,U7

3,136,237

n,622

59,794

517,834

1]21,693

236,130 6,018 152,369

500,zu

5,485 5,485

$ 1,3'1,Or+ t 489,587 I 919,330 $ 2,396.s25 $ 1,681,576 $ 6,841,052

$ 310,690 3

m1,82
311,m

$ m,121 $

218,X1

,50,635 $

242,812 919,330

551,446

N1,42
1,n1,693

890,881 890,881

96,110 96,140

1 ,711253 489,587 w,472 3,161 ,642

83,051

ll473,270)

(390,219)

2,396,525 1,373,1U 3,852,680

1173,270)

- 2,336,525 1,373,101 3,379,{10

$ 1,3n,034 t 189,587 $ 919,330 I 2,396,525 t 1,681,5/6 $ 6,811,052

The notes to the financial statements are an integral part of fiis statement.
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Commonweafth of Puerto Rico
ilunicipality ofAnoyo

Statement of Revenues, Expenditures and Changes in Fund Balances
Govemmental Funds

For the Year Ended June

Gemaal

Fud

$ 1,413.917

1,030,876

m5,698
In,741

5,505t24
1,569

58,113

53,913

609,928

9y''/,200

6,506,919

438,941

2,324,fi2
669,763

578,@7

Totd
Govammeobl

Fundr

$ 1,901,512

1,0$,876
9&3,287

ln,?11
5,U2,48

1,569

549,6&5

53,943

3,M2,069

6,506,919

516,714

4,871,U2
2,112,414

589,167

m,713
653,102

333,615

480,976

S€d.l &pihl Projec& Ihbt O(he.
Revsue Fund F0nd - stltet Sc ir Goye.nmental
Feder.l Gr.l{r Local Granb Fund Funda

RoY.fuer
Popedy laxes

l uniipal license laxes

Municipal sales and use lacs
Licenses,pemits and o{ler local laxes
lnleeovemmenlal

Fines and hdeiturEs

Rent of prDperty

lnbesl
FedeElgranls

Mbaelhneous

Tolal mv€nues

&reodlttre.
Cunenl:

Cieneml gov€mmenl

Public safety
Public vlork
Health and $elbre
Cullurc and €dealion
Economic de\,Ebprnenl

Communily develognenl

Educatioi

Debt service:

frincipal
lnlerest

Totalexpendifues

Ev{ess (deficiency) of revenues over
(unde4 expenditures

Oth.r fi.ncing aourara (u3e')

TlalBfers in

TnansfuB out

Total other fnancing sources (uses)

- $ 487,595 $

3r/,589

65,848 271,576

491,572

861,6762,1m,393

50,618 661.m6

2.180.393 66.fi8 m5.t81 1.675.472 142115&

10,518,662 1,684,350

2,N7,707

_ 300,191 
'33,667 

433,861

2,N7,707 736J91 1,812An 16,759,333

43,408

539,193

118,917

613,102

3nl9

34,365

't,383,734

1l,08rl

2fi,713

3,885

14,976

(1,061,153)

504,643
(121,179\ (496.043)

380,464 (496,043)

(1,941,369) t28,9S0 (136,948) 125$ln

100,765 11,414 62A,822
(8,600) 1628,814

- 109,765 5,814

(1,911,369)

196,043

Net change in fund balances

Fund bahnce, beginningrs rcslated
Fund balance (defdt), ending

238,755 (131,134) 12.s14,737)

1.941369 2.157,n0 1,504.238 5.8!/..141l . i - r---rrEra -----iEld- s------ifrqlm-

The notes lo the financial stalernents are an integral part ofthis statement.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF ARROYO

RECONCILIATION OF THE BALANCE SHEET. GOVERNMENTAL FUNDS
TO THE STATEMENT OF NET ASSEIS

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

Total Fund Balances - Governmental Funds (Page l5)

Amounts reported for Govemmental Activlties in the Statement of Net Assets are different because:

Capital Assets used in govemmenlal aclivities are nol linancial resources and therefore, are
not reported in the funds. In lhe current period, these amounts are:

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

Total Capital Assets

Some liabilities are not due and payable in the current period and therefore, are not reported
in the funds. Those liabililies mnsist of:

General Bonds and Notes Payable ........
Section 51 5 Direct 10an .,.....,..................
Compensated Absences ...,..,....,..............
Claims and Judgmenls................,...,..,,..
Property Tax Debt - Law 42.....................
Property Tax Debt - Law 146..................,
Landfi ll Obligation....

Total Long-Term liabi|ities......................

lnterest liabilities not due and payable in the cunent period and, therefore, are not
reported in the funds

$ 1 1,822,608
41,814,873

fig,824.6281

$ 3,379,410

34,812,853

(17,822,4s9)

( 165,717)

J20.204.087

10,496,000
1,825,802
1,103,046

153,422

2,062,329
487,798

1,694,062

Total Net Assets of Govemmental Ac'tivities (Page 13)......

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

MUNICIPALIW OFARROYO

RECONCILIATION OF THE STATEMENT OF REVE]iIUES, EXPENDITURES, AND CHANGES
IiI FUND BALANCE OF GOVERNMENTAL FUNDS TO THE STATEMENT OF ACTIVITIES

FOR THE FISCAL YEAR ENDED JUNE 30, 2OI2

Net Change in Fund Balances - Total Governmental Funds (Page 16)......................... $ (2,514737)

Amounts reported for Governmental Activities in the Statement of Activities are different because:

Governmental funds reporl capital outlays as expenditures. However, in the Statement of
Activities lhe cosl ol lhose assets is allocated over their estimated useful lives and reported

as depreciation expense. ln the current penod, these amounts are:

Capital Assets Additions ......................... 3,365,048
Depreciation Expense.................. 1,258.n4\

Excess of Caprtal Assets Additions over Depreciation Expense..,.... 2,106,274

Repayments of long{erm bonds, notes and other loans principal are expenditure in the governmental

funds, but the repayment reduces Long-Term Liabilities in the Statement of Net Assets.
In the current period, lhese repaymenls are:

Bonds and Noles 436,000
44.976Section 515 Direct Loan

Total Payments.......

Repayments of other long-term debts principal are expenditure in the governmental

funds, but the repayment reduces Long-Term Liabilities in the Statement of Net Assets.
The following amount represented the change in these debts from prior year:

Decrease in Compensated Absences.....
lncrease in Claims and Judgments..,...,..
Decrease in Property Tax Debt - Law 42....................
Decrease rn Property Tax Debt - Law 146

lncrease in Landfill Ob|igati0n.........,......,,.
Decrease in LIMS Repayment P|an...........,.....,.,..,..,.,

Decrease in Property Tax 2009-2010 Settlement,,.....
Decrease in Puerto Rico Aqueduct and Sewer Authority Debt ................

Total Additional Expenditures,...,,..,...,...,..

Cerlain interest cost reported in the Statement of Activities do not requrre the use of current
financial resources and, therefore are not reported as expenditures in the governmental

funds. The following amount represented the change in accrued interest from prior year.

Change in Net Assets of Governmental Ac{ivities (Page 14)

See accompanying Noles to Basic Financial Statements.

159,042
(32,000)

51 ,164
24,390

(u,787\
16,201
75,595
7,000

480,976

266,605

(38.270)

$___100.848
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF ARROYO

NOTES TO THE BASIC FIMNCIAL STATEMENTS

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Anoyo, Puerto Rico (Municipality) was founded in the year 1855, and operates as a govemmental unit
of lhe Commonwealth of Puerto Rico, under the Law Number 81 of August 30, 1991, known as 'Autonomy Municipalities Law of
the Commonwealth of Puerto Rico". The governmental system of the Municipality is composed of the executive and legislative
bodies. The Mayor is the Chief Executive Officer and is elected every four years in the general elections of the Commonwealth
of Puerto Rico. The legislative body consists of twelve Legislators also elected in the general elections of Puerto Rico for a four-
year period.

The Municipality provides services such as: health, public works, sanitation, aids and services lo low-income and elderly
citizens, public safely, housing and urban development, culture and recrealion, planning, zoning and other general and
administrative services.

The acmunting policies of the Municipality conform to accounting principles generally accepted in the United States of America
as applicable to governmental untts, The following is a summary of the more significant policies.

The accompanying basic financial stalements of the Municipality have been prepared in conformity with accounting principles
generally accepted in the United Stales of America (GMP) as prescribed by the Govemmental Accounting Standards Board
(GASB). The GASB is the standard-setting body for governmental accounting and financial reporting. The GASB periodically
updates its codification of the existing Govemmenlal Accounting and Financial Reporting Standards which, along with
subsequent GASB pronouncements (Slatements and lnterpretations) constitutes GAAP for governmental units.

ln June 1999, the GASB issued Statemenl Number 34, Basic Financial Slafements-and Management's Discussion md
Analysis-fu State and Local Govemnents. This statement establishes new financial reprting requirements for state and local
governments. The Municipality adopted the provisions of GASBS No. 34, No. 37 and No. 38. They requhe new information and
restructure much ofthe information that governments have presented in the past.

The accompanying basic Ilnancial statements present the financial position and the results of operations of the Municipalfty and
ils various funds and fund types. The basic llnancial slatements are presented as of June 30, 2012, and for the fiscal year then
ended, The more significant of these accounting policies are descnbed below and, where appropriate, subsequent
pronouncements will be referenced.

ln the prior year, the Municipality adopted the provisions of GASB Statement No. 54, Fund Balance Repfting and
Govemmental Fund Type Definitions (GASB No. 54), which modified the interpretations of certain terms within the deflnition of
the special revenue funds and the types of activities the Municipality may choose to report in those funds. GASB No, 54 also
clarified the capital poects fund type definition for better alignment with the needs of preparers and users. Delinitions of other
governmental fund types were also modified for clanty and consistency.

A. Financial Reporting Entity

ln evaluating how to define the Municipality for financial reporting purposes, management has considered all potential
componenl units. The decision to include a potential component unit in the reporting entity was made by applying the provisions
of Statement No. 14, The Financial Reporting Entity, ofthe GASB, as amended by GASB Statement No. 39. ThL basic, but not
the only criterion for including a potential mmponent unit within the reporting entity is if elected officials of a primary govemment
are flnancially accountable for the entity. Financial accountability exists if the primary govemmental appoints a voting majonty
of the entity's goveming body, and if either one of the following conditions exist: the primary government can impose ils will on
lhe other entity or the potential exists for the other entity to (1) provide specific tinancial benefits to or (2) impose specilic
financial burdens on the primary govemment.
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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, 2OI2

NOTE 1 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

A. Financial Reporting Entity (Continued)

A second crilerion used in evaluating potential component units is if the nature and significance of the relationship between the

entity and a primary government are such that to exclude the entity from the flnancial reporting entity would render the financial

slatements misleading or incomplete, GAAP details two methods of presentation: blending the financial data of the component

unit's balances and transactions in a manner similar to the presenlation of the Municipality's balances and transactions or

discrete presentation of the component unit's financial data in columns separate from the Municipality's balances and

transactions.

The relative importance of each cntenon must be evalualed in light of specific circumslances in order to determine which

mmponents units are to be included as part of the reporting entity, Based on the above criteria, the linancial statements of

Brisas de Anoyo Housing Project n0.565039950 were included in the general-purpose Iinancial slatemenls as a blended

mmponent unit.

Blended Component Unit: Brisas de Anoyo Housing Project is a housing development consisting of one hundred four (1M)
dwelling units located in Arroyo, Puerto Rico. The Project is owned by the [ilunicipality, bul the activities on it are caniedon by a

management agent unrelated to the Municipality. The housing development is designated lo assist various segments of the
general public in obtaining adequate and reasonable priced rental housing. The Project operated under financing from US

Department of Agriculture Section 515 Rural Rental Housing Loans Program, and with a Section 8 New Construction and

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

reporting purposes, the Housing Project is reported as if it were part of the Municipality's operations because its purpose is to
provide low-income housing to citizens of the Municipality. The Financial Statements of the blended component unit can be

obtained direclly from the Municipality's Chief Financial Officer at PO Box 477, Anoyo, Puerto Rico N714-U77, or call (787)

83$2030.

B. JUleasurement Focus and Basis of Accounting

Govemment-Wide Financial Statements

The govemmenlwide financial statements (the Statement of Net Assets and the Statement of Activities) are reported using the

economic resources measurement focus 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 alleligibility requirements have been met.

Governmental Fund Financial Statementg

The governmental fund financial stalemenls are reported using the cunent linancial resources measuremenl focus and the
modified accrual basis of accounting. Revenues are recorded when susceplible to accrual; as soon as it is both measurable and
available. "Available' means collectible within the cunent period or soon enough thereafter, normally within sixty (60) days, to be

used to pay liabilities of the cunent period. Expenditures are generally recognized when the related liability is incuned,
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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, 2OI2

NOTE I - SUMMARY OF S|GNTFTCANT ACCoUNTING FoLICIES (CONTINUE0)

B. Measurement Focus and Basis of Accounting (Continued)

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

if any, are recognized when due.

ln applying lhe "susceptible to accrual" concept to intergovernmental revenues (federal grants) pursuant to GASBS No. 33,

Accounting and Financial Reporting for Notexchange Transadions (the Municipality may act as either provider or recipient), the
provider should recognize liabililies and expenses and the recipient should recognize receivables and revenue when the

applicable eligibility requiremenis including lime requiremenls, are mel. Resources lransmitted before the eligibility requirements

are met should, under most chcumstances, be reprted as advances by the provider and deferred revenue by the recipient.

There are essentially two types of revenue. For some grants, funds must be expended by the Municipality on the specific
purpose or pmject before any amounts will be reimbursed. Revenue is, therefore, recognized as expenditures are incuned to
the extent available. For the other revenue, moneys are virtually unrestricted and are generally revocable only for failure to
mmply with prescribed mmpliance 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 incurred, as under accrual
accounting. Modifications to the accrual basis of accounting include the following:

+ Employee's vested annual vacalion and sick leave is recorded as exp€nditure when utilized. The amount of accumulaled
annual vacation and sick leave unpaid at June N, 2012, has been reported only in the government-wide financial
statements.

C, FinancialStatementPresentation

The basic financial statements include both government-wide (based on the Municipality as a whole) and fund financial
statements. While the previous financial reporting model emphasized fund types (the total of all funds of 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 govemment-wide and fund financial statements (within the basic linancial statements) categorize primary
activities as either governmental or business type.

Govemment-Wide Financial Statements

The govemment-wide llnancial statements (the Statement of Net Assets and the Statement of Activities) report information of all
lhe activilies of the Municipality. For most part, the effect of interfund activily has been removed from these govemmenfwide
financial statements. Govemmenlal activilies, which normally are supported by laxes and intergovernmental revenues, are
reported separately from business-type activities, which rely to a srgnificant extent on fees and charges for support.

The focus of the Statement of Net Assets is designed to be similar to bottom line results for the l\4unicipality and its
governmental activities. This statement, for the lirst lime, combines and consolidates governmenlal fund's cunent linancial
resources (short{erm expendable resources) with capital assets and long{erm obligations.
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COIIIMONWEALTH OF PUERTO RICO

MUNICIPALITY OF ARROYO

NOTES TO THE BASIC FIMNCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

NoTE I - SUMMARY OF STGNTFTCANT ACCOUNTTNG POLICIES (CONTINUED)

C. Financial Statement Presentation (Continued)

The Statement of Net Assets presenls the reporting entities' assels and liabilities, with the difference reported as net assets. Net

assets are reported in three calegories:

.!. lnvested in Capital Asse{s, Net of Related Debt - These consists of capital assets, net of accumulated depreciation and

amorlization, and reduced by outstanding balances for bonds, notes, and other debt that are attributed to the acquisition,

construction, or improvement of those assets.

* Restricted Net Assets - These results when constraints are placed on net assets use, wlrich can be either externally

imposed by creditors, grantors, contributors, and the like, or imposed by law through constitutional provisions or enabling

legislation.

* Unrestricted Net Assets - These consists of net assets which do not meet the delinition of the two preceding categories.

Unrestricted net assets often are designated, lo indicate that management does not consider them to be available for
general operations. Unrestricted net assets ofren have constraints on resources that are imposed by managemenl, but can

be removed or modified.

When both restricted and unrestricted rcsources are available for use, generally it is the l/unicipality's policy to use restricted

resources first, then the unrestricted resources as they are needed.

The Statement of Activrties is focused on both the gross and net costs per functional category, The statement reduces gross

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

simplify the useds analysis of cost ofvarious govemmenlal services.

Govemmental Fund Financial Statements

The fund financial statements (the Balance Sheet and the Statement of Revenues, Expenditures, and Changes in Fund

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

Emphasis here is on the major funds in the govemmental category. Non-major funds are summarized into a single mlumn.

Traditional users of governmental financial statements will fnd the Fund Financial Statements presentation more familiar. The

focus is on l/ajor Funds, rather than the previous financial model's fund types. The Govemmental Major Fund Statements are
presented on cunent financial resources and modilied accrual basis of accounting.

This is the manner in which these funds are normally budgeted. This presenlation deemed most appropriate to (a) demonslrate
legal and covenant mmpliance, (b) demonstrate the source and use of liquid resources, and (c) demonstrale how the
Municipality's actual experience conforms to the budgeted fiscal plan.

Since lhe governmental fund statements are presented in a different measurement focus and basis of accounting than the
government-wide statements, reconciliation is presented and a separate explanation for each differences.
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NOTE I - SUMMARY OF StGNtF|CANT ACCOUNTTNG POL|C|ES (CoNT|NUED)

C. Financial Statement Presentation (Continued)

The Municipality reports its financial position (Balance Sheet) and results of operations (Statement of Revenues, Expenditures

and Changes in Fund Balance) in funds, which are mnsidered separate accounting entities. The operations of each fund are

accounted for within a set of self-balancing accounls. Fund acmunting segregates funds according to their intended purpose

and is used to aid management in demonslrating compliance with legal, financial, and conlractual provisions.

The new model as defined in GASBS No. 3 established criteria (percentage of the assets, liabilities, revenues, or

expenditures/expenses of either fund category in the govemmenlal fund) for the delermination of ma.jor funds. The non-major

frrnds are mmbined in a single mlumn in the fund financial statemenls. The Municipality reports the following major fund:

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

charges for services and other.

Special Revenue Fund - Federal Grants - is the accounting entity in which revenues derived from federal grants, is

accounted for. The uses and limitations of each special revenue fund are specified by Municipality ordinances or federal

and state statutes,

Capital Projects Fund - State & Local Grants - is the accounting entity in which revenues derived from localfunds, state
grants or other restricted revenue sources related to capital p@ects, is accounted for. The uses and limitations of each

capital projects fund are specified by Municipality ordiflances or state statutes.

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

GASBS No. 34 eliminates the presentation of Account Groups, but provides for these records to be maintained and incorporates
the information into the Governmental mlumn in the Govemment-Wide Statement of Net Assets.

The accounts of the Municipality are organized on the basis of funds, each if which is mnsidered a separate acmunting entity.
The operations of each fund are accounled for with a separate set of self-balancing accounts thal comprise its assets, 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 govemmental activity, except
those required to be accounted for in another fund,

Special Revenue Fund - Local and State Grants - Special Revenue Funds are used lo accounl for revenues denved
from local funds, state grants or other restricted revenue sources. The uses and limitations of each special revenue fund
are specified by Municipality ordinances and state stalutes.
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NOTE 1 - SUMMARY 0F STGNIFICANT ACCoUNTING FoLICIES (C0NTINUED)

C. Financial Statement Presentation (Continued)

Special Revenue Fund - Sec,tion 8 Programs - Special Revenue Funds are used to acmunt for revenues denved from

seclion 8 choice voucher program and from section 8 moderate rehabilitation program. The uses and limitations of each

special revenue fund are specilied by Municipality ordinances or federal and state statutes,

Special Revenue Fund - Housing Project - Special Revenue Funds are used to account for revenues derived from the

blended mmponent unit activities. The uses and limitatrons of each special revenue fund are specifled by Municipality

ordinances or federal and state statutes.

Special Revenue Fund - Federal Grants - Special Revenue Funds are used lo account for revenues derived from federal

grants. The uses and limitations of each special revenue fund are specified by Municipality ordinances or federal and stale

statutes.

Capital Projects Fund - State and Local Grants - Capital Projects Fund are used to account for financial resources used

for the acquisilion or construction of major capital facilities.

Capital Projects Fund - Federal Grants - This is the fund used to account for revenues derived from federal grants

related to capital projects. The uses and limitations of each capital projects fund are specified by Municipality ordinances or

federal and state statutes.

Debt Service Fund - Debt Service Fund are used to account for the accumulalion of resources for and the payment of,

general long{erm debt principal, interest, and related cosls.

D. Budgetary Data

The l\4unicipality annually adopts the Budget Resolution for all operating funds of the Municipality except for certain restricted

accounts of Proprietary Funds and Special Revenue Funds. Budgetary conhol is legally maintained at the fund level. The

budget is prepared using the modified accrual basis of accounting 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 departments and funds, as long as the total budget of the l\4unicipality (nel of interfund transfers) is not

increased; (2) to the [4anagement 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 pOecugrant appropriations at year end. Municipality's Legislature

action is required for (1) use of the budgeted Legislature contingency, and (2) the approval of supplemental appmprjations.

During the year, several supplemenlal appropriations were necessary.

The budget columns (original and final budgets) of the Budgetary Comparison - General Fund reflect the original budget and

the amended budget (which have been adjusted for legally authorized revisions of the annual budgets during the year).

Appropriations, except remaining poject appropriations, encumbrances, and unexpended grant appropriations, lapse at the end

of each fiscal year.
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NOTE 1 - SUMMARY OF S|GN|F|CANT ACCOUNTING POLICIES (CONTIi{UED)

- D. Budgetary Data (Continued)

Amendments to the budget, including transfers, require the approval of the Municipal Legislature. Unencumbered appmpriations

lapse at the end ofthe next fiscal year, The Municipality follows lhese procedures, in accordance with law, in order to establish

the budgetary dala reflected in the basic financial statements:

- 1. Prior of May 15 of each fiscal year, the Mayor submits to the Municipal Legislature a propsed budget for the fiscal year

commencing the following July 1 in addition of a budgel message.

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

3. The Commissioner of Municipal Affairs examines the budget to verify if it complied with the law's standards and sends it to

_ the Mayor for any mmments or recommendation before the limited dale eslablishes by the Law.

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

5. lf a budget is not adopted prior to the end of the end of the fiscal year, the annual budget for the preceding fiscal year, as

approved by the Municipal Legislature and the Mayor, is automatically renewed for the ensuing fiscal year until a new
budget is approved, This permits the Municipality to continue making payments for its operating and other expenses until

- the new budget is approved.

6. Subsequent to the enactment ol the annual appropriation ordinance, the Municipal Legislature has the authority lo make
necessary amendments made during the liscal year and are reflected in the budget information included in the Budgetary

Comparison Schedule - General Fund,

- Since the budgetary basis differs from accounting principles generally accepted in the United States of America (GMP), actual
amounts for the General Fund in the acmmpanying Budgetary Comparison Schedule, is presented on the budgetary basis to
enhance comparability.

The principal differences between the budgetary and GAAP bases are the following:

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

2. The noncxonerated portion of the property tax advances are presented as revenue in the budgetary basis and as other
linancing sources under GAAP.

3. lnterfund hansactions of lhe General and Special Revenue Funds are not included in the budgetary basis.

- n. 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 lape at the end of the fiscal year. Property taxes collected during the

- cunenl year by lhe Municipal Revenue Collectjon Center (Fiscal Agent) are presented as revenues in the accounting basis but
are not considered in the budgelary schedule.
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NOTE I - SUMMARY OF STGNIFICANT ACCOUNTING POLICIES (CONTINUED)

D. Budgetary Data (Continued)

The special funds of the Special Revenue Fund have not been included in the budgetary comparison because balances are not

budgeted. Also the budget prepared for the Federal Finance Awards Programs included in the Capital Poects and Special

Revenue Funds is based on a program period which is not necessarily a year. Acmrdingly, it's not practical to present an

annual mmparison of budget for such programs.

E. Cash, Cash Equivalent and lnvestment

The Director of Finance of the Municipality is responsible for investing the available resources in certificates of deposit and other
short-lerm investments, lnvestments are made from lhe available combined funds of the Municipality and, accordingly, it is not
practical to disclose certilicates of deposil and other short-term investmenls individually by fund in the combined financial

statements. lnterest eamed on certifcates of deposit and other short-term investments are recognized as revenue in the
General Fund. Cash in lhe Special Revenue, Debt Service and Capital Pqect Funds are restncted; acmrdingly, resources

available were not used for pool investments.

Under the laws and regulations of the Commonweallh, public funds deposited by the Municipality in commercial banks must be

fully collateralized for the amounts deposited in excess of the federal deposilory insurance generally pmvided by the Federal

Deposil lnsurance Corporation (FDIC). All securities pledged as collateral are held by agents designated by the
Commonweallh's Secretary of the Treasury, but nol in the Municipality's name.

Cash with fiscal agent represenls property tax mllections retained by lhe Municipal Revenues Collection Cenler and

undisbursed proceeds of cerlain bonds, loans or grants which are maintained in a cash custodian acmunt by the Govemment

Development Bank of the Commonwealth of Puerto Rico. The sinking fund is maintained by the Govemmental Developmenl
Bank of Puerto Rico, agency which acls as the insurer and payer of the lvlunicipality's bonds and notes issued in acmrdance
with law.

F. Receivables

Receivable are stated nets of estimated allowances for uncollectible accounls, which are determined upon pasl collection

experience and current economic conditions. Receivable from Federal Government represents amounts owed to lhe
Municipalily for reimbuBemenl of expenditures incuned pursuant to federally funded programs.

G. lnventories

The General, Special Revenue and Capital P@ects Funds, purchases offlce and printing supplies, gasoline, oil and olher
expendable supplies held for consumption. The cost of purchases is recorded as expenditure in the appropriate fund and the
inventory is not recorded in the basic financial statements.

H. CapitalAssets

Property, plant and equipment purchased or aquired is canied at historical cost or estimated historical cost. Contributed assets
are recorded at fair market value as of the date received. The Municipality's capitalization levels are $500 on personal property.

For improvemenls other than buildings, the capital outlay must be greater than $10,000, extend the estimated useful life for ten
years, and be greater than 10% of the original cost of the asset. other costs incurred for repairs and maintenance is expensed
as incurred.
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NOIE'l - SUITIIMARY OF SIGNIFICANT ACCOUNTING POLICIES {CONIINUED)

H. Capital Assets (Continued)

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

Capital AssEts Years

Buildings and site improvements

lnfrastructu re

Molor vehicles, furniture and llxtures
Machinery and equipments

l. Long-TermObligations

The liabilities reported in the government-wide financial statements included general and special obligation bonds and notes,

and other long-term liabilities, such as vacation, sick leave, litigation, long-term liabilrties to other govemmental entities.

ln lhe fund financial statements, governmental fund types recognize bond issuances cost, during the cunent period. The face

amount of debt issued is reported as other financing sources, while bond issuance cosls, whether or not withheld from the
actual debt proceeds received, are reported as expenditures.

J. CompensatedAbsences

The Municipality accrues accumulated unpaid vacalion and sick leave and associated employee-related costs when eamed (or

esiimated to be eamed) by the employee. The Municipality's employees are granted 30 days of vacations and 18 days of sick
leave annually. Vacations may be actumulated up to a maximum of 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 vrcation days up to the maximum
allowed. Separation from employment prior to use of all or part of the sick leave terminates all rights for mmpensation, except
for employees wth ten years of service who are entilled lo sick leave pay up to the maximum allowed. The l\,lunicipality accrued

a liability for mmpensated absences, which meet the following criteria:

L The Municipality's obligation relating to employee's rights to receive compensation for future absences is attributable to

employee's services already rendered.

2. The obligation relates to rights that vesl or accumulale.

3. Paymenl of the mmpensation is probable.

4. The amount can be reasonably estimated.

ln accordance with the above criteria and requiremenls as established by GASBS No. 16;the Municipality has accrued a liability
for compensated absences, which has been eamed but not taken by Municipality's employees. For the govemment-wide

statements, the cunent portion is lhe amount estimated to be used in lhe following year. For the govemmental funds
stalemenls, all of the compensaled absences are mnsidered long{erm and therefore, are not a fund liability and represents a
reconciling item between the fund level and governmentwide presenlalions.

40
40
5

35
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NOTE 1 - SUMMARY OF Slcl'l|FICANT ACCOUNTING P0LICIES (CONTINUED)

J. Compensated Absences (Continued)

The following is a summary of changes in the balance of Compensated Absences for the fiscal year ended June 30, 2012.

RETIREl{ENTS

BALAT{CE AND CURRET{T BALA CE

JULY ,I. 
2O1 

,I NEW ISSUES i'ATURATES JUNE 30.20,12

$_____L262-0!0 $- $-----159^042 $ ltllii-046

CURRENT LOi{GTERII
PORTION PORTIOil

$____llt0-844 $_____912A2

K lnsurance

The l\4unicipality has insurance coverage for its public facilities, primarily to provide protection from catastrophic losses. Also,

principal officials of the Municipality are covered under various surety bonds. The Secretary of the Treasury Department of the
Commonwealth of Puerto Rico is the agent commissioned to place all of the Municipalrty's insurance coverage. Corresponding
premiums payable are withheld by the Municipal Revenue Collection Center from quarterly advances of annual property tax and

subsidy send to the l\4unicipality,

L. lnterlundTransac{ions

lnterfund transactrons are reflected as loans, reimbursements or transfers. Loans are reported as receivables and payables as

appropriate and are subject to elimination upon consolidation, Reimbursements occur when one fund incurs a mst, charges the

appropriate beneliting fund and reduces its related mst as a reimbursement. All other interfund transactions are treated as

transfers. Transfers between govemmental or proprietary funds are netted as part of the reconciliation to the govemmentwide

columnar presentalion. The Municipality has the following types of reciprocal and nonreciprocal interfund activities:

* lnterfund loans - Represent amounts provided wth a requirement for repayment, which are recorded as "due from' in the

lender governmental fund and "due to" in the bonower govemmental fund. lnterfund receivables, which are not considered

cunently available financial resour@s, are reported as advances. For amounts not expected to be collected within a
reasonable period, interfund receivables/payables are reduced to the estimated realizable value and the amount that is not

expected to be repaid is reported as a transfer from the governmental fund that made the loan.

* lnterfund transfers - Represent flows of assels (permanenl reallocation of flnancial resour@s among governmental

funds) without equivalent flows of assets in retum and without a requiremenl for repayment. Transfers are reprted as

other financing uses in the govemmental fund making transfers and as other financing sources in the govemmental fund

receiving transfers.

* lnterfund reimbursements - Represent repayments from the govemmental fund respnsible for particular expenditures or
expenses to the govemmentalfund that initially paid for them.

M. Reservations of Fund Balance - Governmental Funds

ln the prior year, the l/unicipality adopted lhe provisions of GASB Statement No. 54, Fund Balance Repofting and
Govemmental Fund Type Definitions (GASB No. 54), which enhanced the usefulness of fund balance information by providing

clearer fund balance classifications that can be more consistently applied. This statement establishes fund balance

classiflcations that comprise a hierarchy upon the use of the resources reported in governmental funds.
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Pursuant to the provisions of GASB No. 54, the accompanying GFFS report fund balance amounts thal are considered

restricted and unassigned, based on lhe relative strength of the constrains that control how specific amounts can be spent, as

described as follows:

* Restricted - Represent resources lhat can be spent only for the specific purposes stipulated by constitutional provisions,

externai resource providers (externally imposed by creditors or grantors), or through enabling legislation (thal is, legislation

that creales a new revenue source and restricts its use). Effectively, restrictions may be changed or lifted only with the

consent of resource providers.

, Unassigned - Represent the residual classification for the Municipality's generalfund and includes all spendable amounls

not contained in the other classifications. ln other funds, the unassigned classification is used only to report a deflcit

balance resulting lrom overspending for specific purposes for which amounts had been restricted, committed, or assigned.

Negative fund balance amounts are assigned amounls reduced to the amount that will raise the fund balance to zero.

Consequently, negative residual amounts in restricted, committed and assigned fund balance classifications have been

reclassified to unassigned fund balances.

The l\,lunicipality reports resources constrained to stabilization as a specifled purpose (restncted or committed fund balance in

the general fund) only if: (1) such resources meet the other criteria for those classifications, as described above and (2) the

circumstances or conditions that signal the need for stabilization are identified in sufficient detail and are not expected to occur

routlnely. However, lhe Municipality has not entered into any stabilization-like anangements, nor has set aside material linancial

resources for emergencies and has not established formal minimum fund balances amounts as offor the fiscal year ended June

30,2012.

ln situations when expenditure is made for a purpose for which amounts are available in multiple fund balance classifications,

the Municipality generally spends committed resources first, and then unrestricted resources. Within unrestricted resources, the

Municipality generally spends mmmitted resources first, followed by assigned resources, and then unassigned resources.

N. Claims and Judgments

The estimated amount of the liability for claims and judgments, if any, which is due on demand, such as from ad.judicated or
settled claims, is recorded in the General Fund. The Long-Term Liabilities includes an amount estimated as a contingent liability

or liabililies with a llxed or expected due date, which will require future available financial resources for its payment.

O. Use of E3timates

The preparation of the basic financial slatements in conformity with accounting pnnciples generally accepted in the United

States of America requires management to make estimates and assumptions that affecl the reported amounts of assels and

liabilities and disclosures of contingent assets and liabilities at the date of the basic financial statements and the reported

revenue and expenses during the reporting period. Aclual result muld differ from those estimates.
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P. Accounting for Pension Costs

For the purpose of applying the requirements of GASB Statemenl No. 27, Arcounting for Pensrbns by State and Local

Govemnent Employet (GASB No. 27), the state govemment of the Commonwealth of Puerto Rico is considered to be the
sponsor of the Employees' Retirement System of the Government of Puerto Rico and its lnstrumentalities (ERS) and System

2000, a multi-employer cost-sharing defined benefit pension plan and a hybrid defined mntribution plan, respectively , in which

the employees ofthe Municipality participate. The Municipality is considered a participant and not a sponsor, of lhese retirement

systems since the majority of the participants in the aforementioned pension trust funds are employees of the Commonweallh of
Puerto Rico and the basic flnancial statements of such relirement systems are part of the financial reporting entity of the

Commonwealth of Puerto Rico. Accordingly, no portion of the net pension obligation (NPo) related lo ERS has been allocated

to the l\4unicipality in the accompanying basic financial statemenls. The basic financial slatements of the Commonwealth of
Puerto Rico repo( the total amount of the net pension obligation of ERS, including any amount that may conespond to the

Municipality.

The Municipality accounts for pension costs from the standpoint of a participant in a multipleemployer cost-sharing plan.

Accordingly, pension costs recognized in the accompanying basic financial statements are equal to the statutorily required

contributions, wilh a liability recorded for any unpaid required contnbutions.

Q. Risk Financing

The Municipality canies commercial insurance to cover casualty, theft, tort claims and other losses. lnsurance policies are

negotiated by the Puerto Rico Treasury Departmenl and costs are allocaled 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') for the year ended June 30, 2012 amounted to $213,2,14. The cunent insurance policies have not

been cancelled or terminated. The CRIM also deducled $203,920 for workers compensation insurance covering all municipal

employees.

R. Future Adoption of Accounting Pronouncements

The GASB has issued the following standards that have effective dates after June30,2012:

* GASB Statement No.60, Acwunting and Financial Repo ing for Seruice Concession Ananganents (GASB No. 60), The

objective of this Statement is lo improve flnancial reporting by addressing rssues related to service concession

anangements (SCAS), which are a type of public-private or public-public partnership. This Statement is effective for periods

beginning after December 15, 2011.

* GASB Statement No. 61, The Financial Repoting Entity: Onnibus-an amendment of GASB Sfalemenls No. 14 and No.

34 (GASB No. 61). The objective of this Statement is to improve financial reporting for a governmental financial reporting
enlity. The requirements of Slatement No. '14, Ihe Financial Repwting Entity, and the related linancial reporting

requirements of Statement No. 34, Basrb Financial Statenents-and Managanent's Drsarssion md Analysis-fw &ate
and LualGovemments, were amended to better meet user needs and to address reporting entity issues that have arisen
since the issuance of those Statements. This Statement is effective for periods beginning after June 15, 2012.
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NOTE 1 - SUMMARY 0F S|GNIF|CANT ACCOUNTTNG POL|C|ES (CONTTNUED)

R. Future Adoption of Accounting Pronouncements (Continued)

a GASB Statement No.62, Codiftcdion of Accanting and Finanaal Repofting Guidance Contained in Pr+November 30,

,989 FASB and AICPA Pronouncements. The objective of this Statement is to incorporate into the GASB's authoritative

literature certain accounting and flnancial reporting guidance that is included in the following pronouncements issued on or
before November 30, '1989, wich does not conflict with or contradict GASB pronouncements; 1) Financial Accounting

Standard Board (FASB) Statemenls and interprelations, 2) Accounting Principles Board Opinions, 3) Accounting Research

Bulletins of the American lnstitute of Certified Public Accountants' (AICPA) Committee on Accounting Procedure. This

Stalement is efiective for periods beginning after December'15, 201'1.

n GASB Statement No. 63 Financial Repoling of Defared Oufflows of Resourceg Defend lnflows of Resources, and Nel
Posrtion. The objective of this Statement is to provide financial reporting guidance for defened outflows of resources and

defened inflows of resources. Concepts Statement No. 4, Elements of Financial Statements, intmduced and defned lhose
elements as a consumplion of nel assets by the govemment that is applicable to a future reporting period, and an

acquisition of nel assets by lhe govemment that is app cable to a future reporting period, respectively. The provisions of
this Stalemenl are effective for financial statements for periods beginning after December 15, 2011 . Earlier application is

encouraged.

* GASB Statement No. 65, ltems Previously Reported as Assets and Liabilities. The objective of this Statement is to
establishes accountrng and financial reporting standards that reclassifo, as defened outflows of resources or defened

inflows of resources, cerlain items that were previously reported as assets and liabilities and recognizes, as outflows of
resources or inflows of resour@s, certain items that were previously reported as assets and liabilities, This Statement also
provides other financial reporling guidance related to the impact of the financial statement elements defened outflows of
resources and defened inflows of resources, such as changes in the determination of the major fund calculations and

limiting the use of the term defened in financial statement presentations. The pmvisions of this Statement are effective for
financial statements for periods beginning after December'15, 2012. Earlier application is encouraged.

n GASB Statement No. 66, Technical Conections-2012-an amendment of GASB Statements No. 10 and No. 62- The

objective of this Statement is to improve accounting and financial reporting for a governmental financral reporting entity by

resolving conflicling guidance that resulted from the issuance of two pronouncements, Statements No. 54, Fund Balance

Reporting and Govemmental Fund Type Definitions, and No. 62, Codification of Acounting and Financial Reporting

Guidance Contained in Pre-November 30, 1989 FASB and AICPA Pronouncements. The provisions of this Statemenl are

efiective for flnancial statements for periods beginning after December 15, 2012. Earlier application is encouraged.

The impact of these statements on lhe Municipality's basic linancial statemenls has not yet been determined.

NOTE 2 - CASH AND CASH EQUIVALENTS

The l\4unicipality maintains its deposits in vanous mmmercial banks located in Puerto Rico and Government Development Bank

for Puerto Rim (GDB). Proceeds from bonds and funds related to certain grant awards are required by law to be held with

GDB.

The Municipality adopted the provisions of GASB Statement No. 40 (GASB No. 40), Deposit and lnvatment Risk Disdosure, an

Amendment fo 6A58 Stafemenf No. 3. This statement requires that state and local govemments disclose essential risk

information about deposits and investrnents. The disclosure requirements cover four main areas: (1) credil risk, (2) interest rate
risk, (3) custodial credit risk, (4) foreign exchange exposure.
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ilOTE 2 - CASH AND CASH EQUIVALENTS (CONTINUED)

Credit risk - This is the risk that an issuer or other counterparly to an investment will not fulfill its obligations. ln mmpliance
with the laws and regulations of lhe Commonwealth, the Municipality has adopted, as it's custodial and credit risk policy, the

Statenent of lnvestment Guidelines for the Govemment of the bnnonwealth of Pueio Rico. Acmrdingly the Municipality

invesls only in obligations of the Commonwealth, obligations of the United States of America, certificates of deposits,

commercial paper, bankers' acceptances, or in pools of obligations of the municrpalities of Puerto Rico, which are managed

by GDB, According to the aforementioned investment guidelines, the Municipality does not invest in marketable securities or

any types of investments for which credit risk exposure may be significant. Therefore, the Municipality's management has

concluded that the risk relaled to any possible loss related to defaults by commercial banks on the Municipality's deposits is

considered low at June 30,2012.

lnterest rate risk - This is the risk that changes in inlerest rates of debt investments will adversely affect the fair value of an

investment. The Municipality manages its exposure lo declines in fair values by: (1) not including debt inveslmenis in its
investment porlfolio at June 30, 2012, (2) Iimiting the weighted average maturity of its investmenls lo three months or less,

and (3) keeping mosl of its bank deposits in interests bearing accounts generating interests al prevailing market rates. At
June 30, 2012, the Municipality's investments in certillcates of deposits are remrded at cost, which approxmates their fair
value. Therefore, lhe Municipality's management has concluded that at June 30, 2012, the interest rate nsk associated with

the Municipality's cash and cash equivalents is considered low.

Custodial credit risk - In the case of deposits, this is the risk that in the event of a bank failure, the Municipality's deposits

may nol be recovered. Pursuanl lo the Slalemenl of /nvestnent Guidelines fu the Govmment of the Commowealth of
Puerto Rrbo the balances deposited in commercial banks by the Municipality are insured by the Federal Deposit lnsurance

Corporation (FDIC) generally up to a maximum of $250,000 per depositor. ln addition, public funds deposited in commercial

banks by the Municipality are fully securities pledged as mllateral are held, in the Municipality's name, by the agents of the
Commonwealth's Secretary of Treasury. Deposits with GDB are uninsured and uncollateralized. However, no losses related

to defaults by GDB on deposit transactions have been incuned by the Municipality through June 30, 2012. Therefore, the

Municipalitys management has concluded that at June 30,20'12 the custodial credit risk associated with the Municipality's

cash and cash equivalents is considered low.

Foreign exchange risk - The risk that changes in exchange rates will adversely affect the value of an investmenl or a

deposit. According to the aforementioned investment guidelines, the Municipality is prevented from investing in foreign

securities or any other types of investmenls in which foreign exchange risk exposure may be significant. Accordingly,

managemenl has mncluded that the foreign exctange risk related to the Municipality's deposits is considered low at June

30,2012.

The l\4unicipality's bank balances in commercial banks of $154,524 in the general fund and $200,349 in the special revenue

fund - federal grants were fully collateralized at June 30, 2012. ln the other governmental funds there were deposits with

commercial banks of $1,023,514 that were fully collateralized.

The deposits at GDB of $83,051 in the general fund, the $53,108 in the special revenue fund - federal grants, the $608,571 in

the capital projects fund - state and local grants, and the $2,390,507 in the debt service fund are unsecured and

uncollateralized, as no collateral is required to be carried by govemmental banks.
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NOTE 3 - RECEIVABLES

A. Municipal License Taxes

As described below in Note 13, municipal license tax receivable represents filed municipal license tax retums that were

uncollected as of June 30, 2012, net of allowance for uncollectible. Therefore, municipal license tax receivable of $22,622
in the general fund represents the amount due by the taxpayers at June 30, 2012.

B. Municipal Sales and Use Taxes Receivable

As described below in Note 14, the Municipal Legislature approved the imposition of the municipal sales and use tax during

fiscal year 2006-2007. lndividuals, organizations and entities subjecl to collect the municipal sales and use tax musl file a

lax retum to the Municipality. Tax is due each 20m day of each month based on tax collected in the preceding month.

Therefore, sales tax receivable of $59,7% in the general fund represents the amount due by the taxpayers at June 30,

2012.

C. lntergovemmental Receivables

As described below in Note '12, the CRIM is required by law lo prepare a settlement statement on a fiscal year basis,

whereby a comparison is made between the amounts advanced to the Municipality and amounts actually collected from

taxpayers. This settlement has to be completed on a preliminary basis not later than three months after fiscal year+nd,

and a llnal settlement made not later than six months after year-end. lf the CRIM remits to the Municipality pruperty tax

advances, which are less than the tax actually coilected, a receivable from the CRIM is remrded at June 30. However, if

advances exceed the amount actually collected by the CRllt/, a payable to the CRIM is recorded at June 30. Therefore,

intergovernmental receivable of $117,558 in the general fund represents the amounts due from the CRIM resulting from the

excess of cunent year property tax collections over cunent year advances.

intergovernmental receivable in the special revenue fund - federal grants represent expenditures incurred not yet

reimbursed by the federal agencies or the pass-through grantors. Following is a detail of the intergovemmental receivable:

Proqram Description Amount

Community Development Block Grant - State's

Program

Child Care and Development Block Grant

0thers

Total

lntergovernmental receivable of $152,369 in other govemmental funds represent Law 52 proposal expenditures incurred

not yet reimbursed by the Commonwealth of Pue(o Rico - Department of Labor and Human Resources.

$ 74,615
156,104

5.411

l_23CJ3!
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NOTE 4 - INTERFUND TRANSFER AND BALANCES

A" INTERFUND RECEIVABLES - DUE FRO'II / TO OTHER FUNDS

lnterfund receivables and payables at June 30, 2012 are summarized as follows:

Receivable Fund Payable Fund Purpose Amounl

Payroll and related accruals pad

Special Revenue Fund- and not reimbursed, and other

General Fund Federal Grants reimbursable expenditures $ 242,812

Construction pmjects contracts
incuned as loans by operational

Capital Projects Fund- funds, and not reimbursed by the

General Fund State and Localcrants specialfunds 425,322

other Govemmental Paymll and related accruals paid

General Fund Funds and not reimbursed 248,351

Operational loans not reimbursed

Capital Prolects Fund- to special funds at the end of the

Stale and Local Grants General Fund fiscal year 305,000

operalional loans not reimbursed

Other Govemmental to special funds at the end of the

Funds General Fund fiscalyear 6,200

Other Govemmental Capital Projecls Fund- Cash pool in the same bank

Funds State and Local Grants account 494.008

Total

u
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NOTE5-CAPITALASSETS

Capital assets; those with an estimated useful live of one year or more from lhe time of acquisition by the l\4unicipality and a

mst of $25 or more, are primarily funded through the issuance of long{erm bonds and loans. A summary of capital assets and

changes occuning in 2012, including those changes pursuant to the implementation of GASB Statement No. 34, follows. Land

and construction in progress are not subject to deprecialion

Govemmental Activities

Balance
July 1,2011 (as

restated) Additions
Retirements I Balance

Reclassilications June30,2012

Capital asset, not being depreciated:
Land

Land - Housing Project

Work ol Art
Construc{ion in progress

Total capital assets not being depreciated

Capital assets, being depreciated:

Buildings
Building improvements

lnlrastructure
lnf rastrucfu re improvements

Equipment

Fumishing

Computers

Vehides
Buildings and improvements - fumishings

and equipment - Housing Project

Total capital assets being depreciated

Less acormulated depreciation for:

Buildings

Building improvements

lnfrastruciure

lnlrastructure improvements

Equipment

Furnishing

Computers

Vehides
Buildings and improvements - fumishings

and equipment - Housing Project

Total accumulded depreciation

Total capital assets being depreciated, net

Govemmental activities capital assets, net

$ 9,705,674

595,000

3,410

5.867.869

16.'171.953

15,981,597
3,535,00'l

5,636,844
1,705,183

891,166

316,836
92,556

2,256,606

3.684.691

34.100.480

(8,038,502)

(332,677]|

(2,495,394)

152s,512\
(717,2M\
(313,080)

(91,961)

(2,114,3741

(2.937.110)

('17.565,854)

16.534.626

i 32J06,529

$

1,620.976

1.620.976

2,751,343
'1,921,667

'101,709

2,794,828
121,872

$

(5.970.321)

$ 9,705,674

595,000
3,410

1.518.524

11.822,608

18,732,940

5,456,668

5,738,553
4,500,011
'l,013,038

316,836
92,556

2,256,606

3,707.665

41.8'14.873

(8,505,451)

(469,094)

(2,583,996)
(825,513)

(810,374)

(316,430)

(92,s56)

(2,186,615)

(3.034.599)

(18.824.628)

22.990.245

t_34.U4!53

22.974

7.714,393

(466,949)

(136,417)
(88,602)

(300,001)

(93,130)

(3,350)

(5e5)

(72,241)

(97.489)

fi.258.774\

6.455,6'19

3 8.076.595
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NOTE 5 - CAPITAL ASSETS (CONTINUED)

Depreciation expenses were charged to govemmenlal functions/programs as follows:

Govemmental activities

General Govemment $ 263,067

Public Safety 95,245
Public Works 348,319

Community Development 39,295

Health and Welfare 97,660

Culture and Recreation 415.'188

Total depreciation expense il2fi;Ib

NOTE 6 - ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Acmunts payable and accrued liabilities in govemmental fund linancial statements represent expenditures incuned during fiscal

year 2011-2012, and not paid by the Municipalily at June 30, 2012. Following is a detail of these accounts payable and accrued

liabilities:

Accounts Accrued
Maior Govemmental Funds Payable Liabilities Total

General Fund $ 186,564 $ 154,126 $ 340,690

Special Revenue Fund - Federal Grants 150,635

Other Governmental Funds 60.121

'150,635

Total i--392J20 $154,120 $-l5rrg0

: 60.121

NOTE 7 - DUE TO OTHER GOVERN]IIEMTAL UNITS

As of June 30, 2012, balance due to other governmental units consists of the following:

ovemmental Agency Amount

Puerto Rico Aqueduct and Sewer Authority $ 179,860

General Service Administration 12,430

Municipal Revenue Collection Center 587

Commonwealth of Puerto Rico-Department

of Labor and Human Resources 8.605

Total $--ALe
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NOTE 8 - DEFERRED RA/ENUES

A. unicipal License Tax - The deferred revenues of $890,881 in the general fund relates to municipal license tax collected

in Ilscal year 201'1-12 that will be eamed in fiscal year 2012J3.

B. Federal Govemment - The defened revenues presented in the special revenue fund - federal grants represents the

portion of federal grants received for which qualifying expendilures have not been incurred. Deferred revenues from lhe
federal government are as follows:

Program Description Amount

Disaster Grants - Public Assistance

Others

Total

$ 78,417
17,723

i__lq!flr

NOTE 9 - GENERAL LONG.TERM DEBTS

Long{erm liability activity for the year ended June 30, 2012, was as follows:

Description
Beginning
Balance

Borowings
or Additions

Payments or
Deduciions

Ending
Balance

Due Within
One Year

Bonds Payable

Notes Payable

Seclion 515 direc{ loan

Compensaled absences

Claims and judgments

Property Tax Debt - Law 42
Propery Tax oebt - Law46
Property Tax Debt - Final

Liquidation

Landfill obligation

LIMS Repayment Plan

Puerto Rico Aqueduct and

Sewer Authority

Total

$ 5,865,000
5,067,000
't,870,778

1,262,088
12',t,422

2,',t13,493

5'12,188

75,595

1,659,275
16,201

7,000

l_1&5z0,qm

'132,000

34,787

I--I60J!Z

$ (190,000)

(246,000)

(44,976)
(159,042)

(100,000)

(51,164)
(24,390)

(75,595)

(16,201)

(7.000)

Ij914J0E)

5,675,000

4,821,000

1,825,802
1,103,046

153,422

2,062,329
487,798

'1,694,062

$ 200,000

266,000
48,803

'190,844

54,378
24,390

lt_z,E2aEg LIE4J1!

A. LEGAL DEBT MARGIN

The Municipality is subject to a legal debt margin requirement, which is equal to 10% of the total assessment of property located

within the Municipality plus balance of the ad valorem taxes in the debt service fund, for bonds payable to be repaid with the

proceeds of property taxes restricted for debt service. ln addition, before any new bonds are issued, the revenues of the debt

service fund should be sufficient to cover the poected debt service requirement. Long-term debt, excepl for the bonds payable,

is paid with unreslricted funds,
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NOTE 9 - GENERAL LONG.TERM DEBIS (CONTINUED)

B. GENERAL OBLIGATIONS BONDS

The Municipality issues general and special obligation bonds to provide funds for lhe acquisition and construction of major

capital facilities. General obligations bonds as of June 30, 2012, are comprised of lhe following individual issues:

DESCRIPTION AMOUNT

$1,410,000 Series 2002, for construction purposes, payable in semiannual installments, excluding

variable interests from 2,7% to 5.6%, through July 1, 2026 $ 1,130,000

$940,000, Series 2002, for operational purposes, payable in semiannual installmenls, excluding
- variable interests from 1.30/o to 7.570, through July 1, 2026 755,000

$1,250,000, Series 2007, for construction purposes, payable in semiannual inslallments, excluding

vanable interests from 1.50/o to 7.0%, through July 1, 2031 1,135,000

$1,355,000, Series 2009, for mnstruction purposes, payable in semiannual installments, excluding
- vanable interests from 5.0% to 7.0Y0, through July 1, 2024 1,240,000

$1,345,000, Series 2011, for operational purposes, payable in semiannual inslallments, excluding

variable inlerests from 6.0% to 7.5%, through July '1, 2035 1,330,000

$135,000, Series 2010, for operational purposes, payable in semiannual installments, excluding- variable interests from 5.070 to 7.0%, through July 1, 2015 85.000

Total General Obligations - Bonds l_1,625,000

These bonds (excepl the Series 2010 amounting $135,000, that is payable with operational resour@s, and the Series 20'11

v amounting $1,345,000, that is payable with municipal sales and uses taxes resources restricted for debt service), are payable

from the special ad valorem property tax of 2.00% which is restricted for debt service and retained by the Govemment

Development Bank for Puerto Rim for such purposes.
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NOTE 9 - GENERAL LONG.TERM DEBTS (CO],ITINUED)

The annual requirements to amortize lhese bonds obligations, outstanding as of Ju ne30,2012, are as follows:

Year Ending
June 30,

Principal
payment

lnterest
Davment Total

2013
2014
2015
2016
2017
2018-2022
20232027
202*2032
203T2037

Total

$ 200,000
225,0N
240,000
220,M
240,M

1,495,000
'1,840,000

815,000
400,000

$ 5.675.000

$ 261,218
368,713
353,255
336,923
321,623

1,332,494

7M,078
305,613

62.625

s_4.0E6.?t2

$ 461,218
593,713
593,255
556,923
561,623

2,827,494
25U,078
1,120,613

462.625

$ 9.761.542

C. NOTES PAYABLE

The proceeds of lhe issuance of notes payables are used principally to pay debt incuned in pnor years and lo mver lhe
expendilures of a special event. Notes payables as of June 30, 2012, are comprised of the following individual issues:

DESCRIPTION AMOUNT

$460,000, series 2006, for construction purposes, payable in annual inslallments, excluding interests
at 4.50%, through July 1, 2013

M,640,000, Series 2009, for mnstruction purposes, payable in semiannual installments, excluding
variable interests from 1.5% to 7,5%, through July 1, 2033

$5'15,000, Series_ 2010, for operational purposes, payable in semiannual installments, excluding
variable interests from 6.0% to 7,5%, lhrough July '1, 2014

Total Notes Payable

The Series 2010 note amounting $515,000 is payable from the special ad valorem property tax of 2.00% which is restncted for
debt service and 

-retained 
by the Governmenl Developmenl Bank for Puerlo Rim for such-purposes and the Series 2006 note

amounting $460,000 is payable with operational resources. The Series 2009 amounting $+,0+O,mO is payable with municipal
sales and uses taxes resources restricled for debt service.

The annual requirements to amortize these bonds obligations, outslanding as of June 30, 2012, are as follows:

76,000

4,4'15,000

330.000

$_4821000
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Year Ending

NOTE 9 - GENERAL LONG.TERM DEBTS (CONTINUED)

Principal lnterest

2013
2014
2015
2016
2017
201&202
2023-2027
202A2$2
20312037

Total

$ 266,000
200,000
2'15,000

105,000

115,000
705,000

'1,015,000

1,455,000
745.000

$__4J2!.0!p

$ 132,465
3U,125
318,563
306,563
298,313

1,346,063
1,026,'188

567,938
56.8'13

L4:UZJ31

$ 398,465
5Uj25
533,563
41 '1,563

4'13,3,13

2,051,063
2,U1,188
2,022,938

801,813

$_120&031

D. SECTION 515DIRECTLOAN

Liabilities of $1,825,802 reported in the statement of net assets represents the outstanding balance of the Housing project,
Section 515loan payable. This loan is payable in annual installmenis, excluding vanable intErests from z.Oy" to g.Oy"-, ttrrough
July 1, 2033.

E. COMPENSATEDABSENCES

The govemmenlwide slatement of net assets includes 96g6,54g of accrued sick leave benefits, and 9416,497 of accrued
vacation benefits, representing the Municipality's mmmitment to fund such cosls from fulure operations.

F. CLAIMSANDJUDGMENTS

Liabilities of $153 422 reported in the statement of net assets represent the balance owed for claims and judgments at June 30,
2012, as described in Note'18.

G. PROPERTY TAX DEBT- LAW42

on January 26, 2000, Act No 42 was enacted to authorize the cRlM to enter into a financing agreement of up to $200 million,
for a term not exceeding 30 years. The flnancing agreement allows for the financing of a de6t t"hat the municiialities of puerto
Rico i^ave wth the CRIM, arising from the linal settlements of property lax advan&s versus actual collections through ,iscal
year 2000 The amounts that the municipalities will collect from ihe addltional property taxes rerrrting i;m1-il incr.ases in the
subsidy from the Commonwealth to the municipalities are assigned through this lawto repay suchioan. the increase in this
subsidy was the result of the Public Law No. 238 of August 15, 1999. The ;ulstanding balance of the noi. pryrOt. to tf," Cntnt
at June 30, 2012 amounted to 92,062,329.

H. PROPERWTAX DEBT- LAW 145

on September 24, 2002, the CRIM, on behalf of the municipalities of Puerto Rim, entered into a financing agreement with GDB
pursuant to the provisions of Law No. 146. of 

_October 
11, 200'1. The purpose of this finan.ing agr."reit iaito extinguish in

advance certain bonds payable issued by lhe Public Finance Corporation, a subsidiary of the dDd, which wereoriginaljy issued
to pay certain property tax receivables^owned by the municipalities of Puerto Rico through 1996. The outstanding balance of the
note payable lo the CRIM at June 30, 20,12 amounted to g4g7,79g.

40



COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF ARROYO

NOTES TO THE BASTC F|NANClAL STATEMENTS (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2OI2

NOTE I - GENERAL L0NG-TERM DEBTS (CONTTNUED)

I. LANDFILL OBLIGATION

The $1,694,062 reported as landfill obligation at June 30, 2012, represents an estimate related to closure and post closure
msts, as described in Note '10.

NOTE 1(l - LANDFILL OBLIGATION

4ccoralng to the regulations set forth by the U,S. Environmenl Protection Agency (EPA) in its "Sotid Waste Disposat Facility
Criteria", issued on Oclober g, 1991, the Municipality is required to place a final cover on the Municipality's landfiil site when it
stops accepting waste, and to perform certain maintenance and monitoring functions at the site for 30 years after closure. ln
accordance with GASB No. 18, the Municipality has to perform a study of the activities that need available space and to mmply
with applicable state and federal regulations. The Municipality has recorded an estimate liability of $1,694,062 in ihe
acco-mpanying GWFS, using estimated current costs allocaled, based on an estimate of the actual landiill capacity used al June
30, 2012. Actual costs may be differen-t lo the recorded estimated liability due to inflation, changes in technology, or changes in
Acts and regulations. At June 30, 2012 lhe Municipalily's has not perform a study of the activities lhat need tdLi impteminea
at the Municipality's solid waste landfill facilities and has not adjusted and eslimated liability in accordance with that study.

NOTE 1I - DEBT RETIREMENT

Revenues of the debt service fund consist of the ad-valorem property taxes which are recognized as revenue when collected
from taxpayers and reported by the Municipal Revenue Collection Center of the Com;onwealth of puerto Rim to the
Municipality.

These property taxes are accumulated by the Municipal Revenue Coilection Center in msts of lhe general obligations bonds
issued by the Municipality. Payments are made lo the Government Development Bank of the Comrionweallh of puerto Rico
from such accumulated funds by the Municipal Revenue Collection Center of puedo Rim.

NOTE 12 - PROPERW TMES

The personal property tax is self assessed by the taxpayer on a return which is to be filed by May 15 of each year with the
Municipal Revenue Collection Center (CRIM), a govemmental entity created by the govemment of puerto Rico as part of the
Municipal Governmental Autonomous Law of August 1991. Real property tax is assessed by the CRIM on each piece of real
estate and on each building.

The assessmenl is made as of January 1 of each year and is based on currenl values for personal property and on eslimated
values as of '1957 for real property tax. The.tax on personal property must be paid in full iogether with the return by May ,15.

The tax on real property may be paid in two installments by July 1 and January 1. The CRIM is responsible for the 6illing ana
collections of real and personal property taxes on behalfof all the municipalitiei of Puerto Rico. Prior to the beginning of-each
fiscal year, the CRIM informs the Municipality of the estimated amount of property tax expected to be collect ior thjensuing
fiscal year. Throughout the year, the CRIM advances funds lo the Municipality based on the initial estimated collections.
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NOTE 12 - PROPERTY TAXES (CONTINUED)

The CRIM is required by law to prepare a settlement statement on a flscal year basis, whereby a comparison is made between
the amounts advanced to the Municipality and amounts actually collected from taxpayers. This settlement has to be completed
on a preliminary basis not later than three months after fiscal yearcnd, and a final settlemenl made not later than six months
after year-end. lf the CRIM remits to the Municipality property tax advances, which are less than the tax actually collected, a
receivable from the CRIM is recorded at June 30. However, if advances exceed the amount actually collected by the CRll\4, a
payable to the CRIM is recorded at June 30.

On January 26, 2000, Public Law No. 42 was enacted which authorized the CRIM to obtain a loan up to $200,000,000, and for a
term not to exceeding 10 years, to allow for the financing of the debt that the Municipalities of Puerto Rico have with the CRIM
arising from final settlements of property tax advances versus actual collections through fiscal year ended June 30, 2000. The
amounts that the Municipalities will collect from additional property taxes resulting from increases in the subsidy from the
Commonwealth of Puerto Rim to the Municipalities are assigned through this law to repay such loan, The increase in this
subsidy was the result ofthe Public Law No. 238, enacted on August 15, 1999. On October 11, 2001, Public Law No. 146 was
enacted to amend Public Law No. 42, to extend the loan amorlization period up to 30 years.

Also, on Octobel11, 2002, Public Law No. 172 was enacled, to provide as an option for the Municipalities to lnclude the debt
that the Municipalities of Puerto Rico have with the CRIM arising from linal settlements of property tax advances versus actual
colleclions for the Iiscal year ended June 30, 200'l with the loan authorized through Public Law No. 42 enacted on January 26,
2000.

On June 26, 1997, Public Law No. 21 was enacted authorizing the CRIM, among other things, to sell the property tax
receivables related to taxpayers who owned property taxes from '1974 to 1996. Such property tax receivables were purchased

by the Public Financing Corporation, a subsidiary of the Government Developmenl Bank of Puerto Rico (GDB) using the
proceeds of a bond issuance execuled for such purposes. Said Law imposed the CRIM the obligation to replace unmllectible
property tax receivables with any valid property tax receivable o equivalent in money.

Subsequent to the approval of the Law and to the sale transaclion, it was detected that a substantial percentage of the
receivables sold were uncollectible. ln order to protect lhe emnomic damage to the financial structure of municipalities caused
by the substitution of uncollectible tax receivables with sound collectible receivables, on October 'l 1 , 200'1, Public Law No. 146
was approved and enacted. Through this Law, the CRIM was authorized to obtain a loan from any qualified financial institution
and pay in advance the outstanding balance of the bonds issued and any related cost incurred for the purchase by the Public
Financing Corporation (a GDB subsidiary) of the tax receivables, The loan is being paid by the municipalities thru a 30 year
long term Iinancing negotiated by the CRIM with GDB on behalf of such municipalities as authorized by the indicated Law,

Residential real property occupied by its owner is exempt by law from the payment of property taxes on the first $ 15,000 of the
assessed value. For such exempted amounts, the Puerto Rico Treasury Department assumes payment of the basic tax to the
Municipalities, except for property assessed at less than $ 3,500 for which no payment is made. As part of the Municipal
Autonomous Law of 199'1, the exempt amount to be paid by the Puerto Rico Treasury department to the Municipalities was
frozen as of January 1, 1992. ln addition, the law granls a tax exemption from the payment of personal property taxes of up to
$50,000 of the assessed value to retailers having annual net sales of less than g 150,000.

The annual tax rate is 8.830/o for real property and 6.83% for personal property of which 1.03o/o of both tax rales are for the
redemption of public debt issued by the Commonwealth of Puerlo Rico. The remaining percentage is distributed as follows: (a)
5,8% and 3.8%, respectively, represents the Municipality's basic property tax rate which is appropriated for basics and
acmunted forin the general fund. A portion of such amounl is deposited in an equalization fund together with a percentage of
the net revenues of the Puerto Rico electronic lottery and a subsidy from the Commonweallh of Puerto Rico. From such fund, a
distribution is made to all municipalities; (b) 2.00o/o represents the ad valorem tax restricted for debt service and accounted for in
the debt service fund.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF ARROYO

NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 20,t2

NOTE 13 - MUNICIPAL LICENSE TAX

The Municipalily imposes a municipal license tax on all businesses lhat opemte within the Municipality, which are not totally orpartially exempt from lhe tax pursuant to the lndustrial lncentives Acts oi the commonwealth oi i;;;d i,*. This is a self-
assessed tax based on the business,volume in gross sales as shown in the lax retum tnar is aue-on npiir-15 of each year.
Entities with sales volume of $1 ,000,000 or more hust include audited financial slatements together with ttie tax return. During
the fiscal year ended June 30, 201'1, the lax rates were as follows:

n Financial business- 1.50% ofgross revenues.:. Other organizations- 0.50% of gross revenues

This tax is due.in two equal installments on July 1 and January 1 of each liscal year. A dismunt of 5% is allowed when full
payment is made on or.bjfore April 15. Municipal license tax receivable representi filed municipal license tax rerums that were
uncollected as of June 30, 20'12 net of allowance for unmllectible.

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

NOTE 14 - MUNICIPAL SALES AND USE TAXES

on July 29, 2007, an amended to Act No. 'l 17 of July 4,2006, known as lhe "Tax Faimess Act of 2006", was enacted with the
purpose ol establishing-a mandatory sales and use lax ol 1,5o/o at the Municipal Level, The trrtunicipaiitiei otiuerto Rico are
responsible to collecl 10lo of lhe conesponding tax wth the same exemplions and limitations tnat tire portion collected by the
Ip.9yV.9+..1r.nt. The Act provides an optional surtax on the un-process food. This surtax must be approved by the
Municipal Legislature.

l!9..Treasury Denartment is responsible to creale the Municipal Development Fund (.20/ol, the Municipal Redemption Fund
(.2%)and the Municipal lmprovements Fund (.,1%) with the remaining 0.S%.

On September 2, 2008, lhe Municipal Legislature approved the transfer of 50% from the Municipal Developmenl Fund to the
Municipal Redemption Fund, as approved.by Law 64 from July 3, 'lgg6, as amended, to increase its debt issuance capacity.
Loans issued with those funds can be used for waste management and recycling activiiies, consrruction of intrastructure, health
and public safety projects and the payroll expenses related to lhose programs.

NOTE 15 - INTERGOVERNMENTAL REVENUES

lntergovernmental revenues mnsisl primarily of funds received from the Commonwealth of puerto Rico, ,in 
lieu of tax"

Paym.enls 
fr.om the Quasi-public Corporation, Puerto Rico Electric Power Authority, and federal financial assistance receiveo

from federal government.

Grants and subsidies re@ived from the Commonwealth of Puerto Rico and federal agencies include, among others, a general
subsidy for urban development and capital improvements. lntergovernmental revenuels are accounted for ttirougn he General
Fund except for lhose directly related to_urban development and capital improvements, *il;h;;;;ril;ior through the
Special Revenue and the Capital Project Funds. Federal Financial Assistance is recoroed in fu specri fi.rc.r" f*a.

43



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF ARROYO

NoTES TO THE BASTC F|NANC|AL STATEMENTS (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

NOTE ,I6 - INTERFUND TRANSFERS

lnterfund transfers during the fiscal year ended at June 30, 2012, are summarized as follows:

Transfer Out Tlansfei ln

General Fund

General Fund

Debt Service Fund

Other Govemmental
Funds

Special Revenue Fund

- Federal Grants General Fund

Other Govemmenlal
Funds General Fund

Total

Debt retirement

To reclassifo special fund
expenditures

Reimbursed funds after
Govemo/s Authorized
Representative (GAR) audits

To reclassify operational
expenditures

'109,765

14,414

496,043

8.600

g 628-822

NOTE 17- PENSION PLAN

The Employee's Retirement System of the Commonwealth and its lnstrumentalities (the Retirement System) is a cosLsharing
multiple defined benelit pension plan sponsored by, and rcported as a component unii of the Commonwlalth of puerto Rico. All
regular employees of the Municipality under 55 years of age at the date of employment bemme members of the Retiremenl
System as a condition to their employment.

The Retirement System provides...retirement, death 
-and 

disability benefits pursuant to legislation enacted by the
Commonwealth's legislature. Disability retirement benelits are available to members for occupati;nd and non-occup;tional
disabilities. Retirement benefits depend upon age at retirement and the number of years of creditable service. Beneirts vest
after ten years of plan participation.

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

The amount of the annuity shall be one and one-half percent of the average mmpensation, as defined, multiplied by the number
of years of creditable service up to twenty yeam, plus two percent of the average mmpensation, as defined, muliiptied by rhe
number of years of creditable service in excess of 20 years. ln no case will the annuity be less than g200 per monlh.

Participants who have completed at least 30 yeans of creditable service are entitled to receive the Merit Annuity. participants
who.have not atlained 55 years of age will receive 65 percent of the average compensation, as defned; othenrrrise they will
receive 75 percent of the average compensation, as defined. No benefits are payiOte if the participant ieceives a refund of
his/her accumulated contnbutions. Disability retirement benefits are available to members for occupational disability up to a
maximum benellt of 50% of the average salary, as defined, However, for non{ccupational disability, a member must have at
least '10 years of creditable services,

Commonweallh legislation requires employees to contribute S.77S% for lhe first $550 of their monthly gross salary and g.275%
for lhe excess over $550 of monthly gross salary, The Municipality is required by the same statute to iontribut g.zzSyo ot tt'.
participant's gross salary.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF ARROYO

NOTES T0 THE BASTC FTNANCIAL STATEMENTS (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2OI2

NoTE r7- PENSTON PLAN (C0NT|NUED)

On September 24, '1999, an amendment to Act No. 447 ol llay'15, '1951, which created the Retirement Syslem, was enacted
with the purpose of establishing a new pension program (System 2000). Employee's participation in the cunent system as of
December 31, 1999, may elect to stay in the defined benefit plan or lransfer to the new program. Persons joining lhe
Municipality on or after January 1, 2000, will only be allowed to become members of System 2000. System 2000 will reduce the
relirement age from 65 years to 60 for those employees whojoined the cunent plan on or afler April 1, 

,1g90.

System 2000 is a hybrid defined mnhibulion plan, also known as a cash balance plan. Underthis new plan, there will be a pool
of pension assets, which will be invested by ERS together with those of the flrrent defined benefit plan. The Commonwealth of
Puerto Rico will not guaranlee benefits at retiremenl age. The annuity will be based on a formula which assumes lhat each year
the employee's contribution (wilh a minimum of 8.275% to the employee's salary up to a maximum of 107d will be invested in
an accounl which will either: (1) eam a fixed rate based on lhe two-year Constant Maturity Treasury Note or, (2) eam a rate
equal to 75% of the relurn of the ERS's investment portfolio (net of management fees), or (3) eam a combination of both
altematives. Parlicipants will receive periodic account statements similar to those of delined mntribution plans showing their
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 fund the cunenl plan.

lf at the time of retirement accumulated benelits 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 from 65 to 60 for those employees who joined
the cunent plan on or afler April 1, 1990.

FUNDING POLICY

The authority under which the funding policy and the obligations lo contfibute to the ERS and System 2000 by the plans'
members, employers and other mntributing entities (slate and municipal mntributions), are established or may be amended by
law.

Conlribution requirements are eslablished by law and are as follows:

Municipality

Employees:
Hired on or before March 31, 1990

Hhed on or before April '1, 1990

9.275% of gross salary

5,775% ofgross salary up to $6,600
8.275% of gross salary over $6,600
8.275% of gross salary
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF ARROYO

NOTES TO THE BASIC FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

NOTE 17- PENSTON PLAN (CoNT|NUED)

A1{NUAL CONTRIBUTION

The Municipality contributions dunng those years are recognized as total pension expendilures/expenses in the category of
administration as follows:

Fiscalvear Law No. rl47 Svstem 2000

2012 $211,U4 $ 50,066

n11 $188,601 $ 42,710

2010 $194,768 $ 40,s96

- These amounts represented the 100% ofthe required contribution for the correspnding year. Additionally, changes made in lhe
types and amounts of beneflls offered by special laws and cost of living adjustments, led to a one{ine remmmended
contnbution to fund the retoactive adjustment related lo the changes.

Additional information on the Retirement System is provide in its financial statements for the year ended June 30, 20,12, a copy

- of which can be obtained from the Retirement System, Minillas Slation, PO Box 42004, San iuan, pR 00940.

NOTE ,I8 - COMMITMENTS AND CONTINGENCIES

A CLAIMSANDJUDGMENTS

- The Municipality is a defendant in a number of lawsuils arising principally from claims against the Municipality for alleged
improper aclions, and other legal matteB that arise in the ordinary couBe of the Municipality'J activities.

With respect to pending and threatened litigation, the Municipality has reported a liability of $153,422 tor awarded and
anticipated unfavorable judgments, This amount was included in the financial statements and'represents lhe amount estimated
as probable liability or a liability with a llxed or expected due date, which will require future avaiiable financial resources for its

- payment.

B, FEDERALGRANTS

The Municipality participates in a number of federal financial assistance programs funded by the Federal Government. These
programs are subject to audit on behalf the grantorc to assure compliance with grant provisions. lf expenditures are disallowed

- due to noncompliance with grant programs requirements, lhe Municipality may be requhed to reimburse these costs, lo the
grantor agency.

C. OTHERCOMMITMENTS

At June 30, 2012, the general fund had commitments of approximately 9266,'192 for executory purchase orders or contracts that
- will be honored during the subsequent year.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF ARROYO

NOTES T0 THE BASTC FTNANCAL STATEMENTS (C0NTtNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

NOTE I9 - ACCOUNTING CHANGES AND RESTATEMENTS

A. GOVERNMEMTAL FUND FIMNCIAL STATEMENTS

The following restatemenls have been made in the govemmental fund flnancial statements, which are reporled as an
adiustment to the beginning fund balances:

General
Fund

SpecialReYenue
Fund - Federal

Grants

Capital ProjecG
Fund - State &
Local Grants

Debt Selice
Fund

Other
GoYemmental

Fund

Fund balance, beginning

Cancelled checks

Fund balance, beginning as
restated

$ 290,770 $ $ 1,491,858

12.380

Total

$ 5,88'1,767

12.380

$ 1,941,369 $ 2,',t57,770

L290,110 S_______________ S__L9[r09 L2ts7.Jn L$04,2:!E $_l!g4Jrlz

B. GOVERNMENTAL WDE FINANCIAL STATEMENTS

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

Description Total

Net assets, beginning

Cancelled checks

To correct prior year capital assets
accumulated depreciation

Net assets, beginning as restated

$ 20,024,475

12,380

(133,616)

$_r9Jt03239

NOTE 20 - FUND BALANCE (DEF|C|T)

As of June 30, 2012, fund balance (deficit) is comprised ofthe following:

Fund Balance (Deficit)

Sp€cial Revenue
Fund

Federal Grants

Capihl Projects
Fund

Staie and Local Debt Service
Grants Fund

General
Fund

Olher
Govemmental

Fund Total

Resficted for:
General govemment

Public u/orks

Health and welfare
Culture and reqeation
Education

Debt service

Unassigned

Total Fund Balance (Deficit)

1473.270\

L_____890219t

2,396,525

l__2J90"r25

497,741
865,954

5,409
4,000

$ 83,051

497,741

865,954
5,409
4,000

2,396,525

t473.270\

l__ltz9J10

83,051 $

i_,___-----------
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COMMOT{WEALTH OF PUERTO RICO

MUNICIPALITY OF ARROYO

BUDGETARY COMPARISON SCHEDULE. GENERAL FUND
(SEE NOTES TO BUDGETARY COMPARISON SCHEDULE)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

Budoeted Amounts
Orisinal Final

Variance with
Ac.tualAmounts FinalBudget
(BudgetaryBasis) Positive

(See [ote 1) (Negative)

REVE UES:

Property laxes
Fines and forleiture
Municipal license tax
Municipal sales and use tax
Licenses, permits and ourer local taxes

Intergovemmental

Rent ol property

lnterests
Miscellaneous

Total revenues

EXPENDITURES, ENCU]IIBRANCES AND

OTHER FINANCING USES:

Curent:
General govemment

Public salely
Public vorks
Health and welfare

Culfure and recreation

Operaling transler to olher funds

Total expe ditur6, encumbrances and other
financing uses

EXCESS (DEF|C|E]{CY) OF REVENUES OYER
(UNDER) EXPEND]TURES, ENCUlIIBRANCES
AND OTHER FINANCING SOURCES (USES)

Explanation ot Differences:

Sourcesfi nfl ows of resources:

$'1,413,916
5,000

1,244,500
795,000

560,000

5,509,468
135,900

'1,500

163.200

5,825,956
411,131

2,233,321

681,665

566,096
110.315

9,828.484

$ 1,413,916
5,000

1,244,500
795,000

560,000

5,509,468
'135,900

1,500

9.828.484

5,449,832

465,622
2,430,925

722,264
649,526
'110.315

9,828.484

$ 1,4'13,916

1,569
'1,030,876

605,698
177 ,7 41

5,505,424
58,'113

53,943

465.458

9.312.738

$
(3,431)

1213,624)
(189,302)

(382,259)
(4,044)

(77,787)

52,443
302.258

(515.746)

Actual amounts (budgetary basis)'available lor appropriation' Irom the budgetary comparison schedule

Differences-budget to GMP:
GAAP adjustnents to revenues

Total revenues as reported on he statement ol revenues, expenditures, and dlanges in fund balances

Uses/oufflorvs of resources:
Actual amounts (budgetary basis)lotal charges to appropriations' trom the budgetary comparison schedule

Difierences-budget to GMP:
Prior year enanmbrances recorded as cunent year expenditures for GAAP basis

Cunent year encumbrances recorded as expenditures for budgetary purposes

Operaling transfer to other funds

Total expenditures as reported on the statemenl of revenues, expendifures, and changes in fund balances

6,379,421
438,577

2,268,090

670,59'l

588,04'l

109.765

10,454.485

$ (1 .141 ,7 47\

(929,589)

27,U5
162,835

5'1,673

6'1,485

550

(626.001)

$n.fi1.7471

$ 9,3'12,738

144,471

$__l-452209

$ 10,454,485

357,412
(183,470)
(109,765)

$_xM8.002
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF ARROYO

NOTES TO BUDGETARY COMPARISON SCHEDULE - GENERAL FUND

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

NOTE 1 - STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

A. BUDGETARYCONTROL

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

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

For budgetary purposes, encumbrance accounting is used. The encumbrances (i.e., purchase orders, mntracts) are
considered expenditures when incuned. For GAAP reporting purposes, encumbrances outstanding at yearcnd are
reponed as reservalions of fund balances and do not constitule expenditures or liabilities because the mmmitments will
be honored during the subsequent year.

The unencumbered balance of any appropriation al lhe end of the fiscal year will lapse at the end of such fiscal year.
Other appropriations, mainly capital project approprialions, are continuing accounts for which the Municipal Legisliture
has authodzed that an unspent balance from the pnor year be carried foMard and made available for cunent spending.

The annual budget as presenled in the Budgetary Comparison Schedule-General Fund is the budget ordinance at June
30, 20'12 representing the original budget. There were no supplemenlal appropriations for the year ended June 30,
2012.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF ARROYO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE FISCAL YEAR ENDED JUl'IE 30, 2012

Federal GrantorrPass-through
Grantor/Program or Cluster fitle

FederalCFDA Pass-through
Number Entity ldentifying

NumEr Expenditures

U.S. DEPARTMENT OF AGRICULTURE:

Pass{hrough the Commonwealth of Puerto Rico

- Department of Educalion:

Child and Adult Care Food Program 10,558 Not Available $22,433

Total U.S. Department of Agriculture $22,433

U.S. DEPARTMENT OF HOUSING AND URBAN

- DEVELOPMENT:

Direct Program:

Lower income Housing Assistance Program

Section 8 Moderate Rehabilitation 14.856 579,302

- Direct Program:

Section I Housing Choice Voucher Progran 14.871 493,8'14

Pass-through the Commonwealth of Puerto Rico -
ffice of the Commissioner of Municipal Affairs:

Community Development Block Grants -- State's Program 14.228 02-AB-FC-R|-07
03-AB-FC-07
04-AB-FC-07
05-AB-FC-07
06-AB-FC-07
O7.AB.FGO7
O8.AB.FGO7
09-AB-FG07 653,101

Homeless Prevenlion and Rapid Re-Housing

Program (Recovery Act Funded) 14.262 118,902

- Total U.S. Department of Housing and Urban

Development 1,8/t5,119
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF ARROYO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

Federal Grantor/Pass-through
Grantor/Program or Cluster Title

U.S. DEPARTMENT OF ENERGY

Energy Efficiency and Conservation Block

Grant Program (Recovery Act Funded)

Total U.S. Department of Energy

U.S DEPARTMENT OF HEALTH AND HUMAN

_ SERV|CES:

Pass{hmugh the Commonwealth of Puerto Rico

Administration for Children and Families (ACUDEN):

- ARM- Child Care and Development Block Grant
(Recovery Acl funded)

Federal

CFDA Pass-through Entity
Number ldentifying Number Expenditures

81.128 Not Available 78,4U

78,M

93.713 Not Available

307,297

Jb

CGDF Cluster:
Child Care and Development Block Grant 93.575 Not Available

Total U.S. Department of Health and Human

Services 307,333

_ u.s. DEPARTMENT 0F HOMELAND SECURTTY:

Pass-through the Commonwealth of Puerto Rim -
Governor Authorized Representative (GAR):

Disasler Grants - Public Assistance 97.036 Not Avaihbb 345,536

Homeland Security Grants Program 97.067 Not Available 43,408

Total U.S. Department of Homeland Secudty 388,944

TOTAL BOENDITURES OF FEDERALAWARDS $2,642,A3

The accompanying notes are an integral part of this schedule.
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COMIIIONWEALTH OF PUERTO RICO

MUNICIPALITY OF ARROYO

NOTES OF THE SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

1. BASISOFPRESENTATION:

The acompanying Schedule of Expenditures of Federal Awards includes the federal granl activity of the llunicipality
of Anoyo and is presented on the modified accrual basis of accounting. The basis of accounting is lhe same used to
prepare the fund financial statements. The information in this Schedule is presented in accordance with the
requirements of OMB Circular A-133, Audrls of States, Local Govemments, and Non-Prol Organizdions.

2. RELATIONSHIP TO FEDERAL FI]I|ANCIAL REPORTS:

Amounts reported in the accompanying Schedule are included in the Other Govemmenlal funds in lhe Municipality's
fund financial statements. The reconciliation between the expenditures in the fund flnancial statements and the
expenditures in the Schedule of Expenditures of Federal Awards is as follows:

Description

Special Revenue Oher
FundFederal Govemmental

Grants Funds Total

Per Schedule of Expenditures of
Federal Awards $ 1,780,617 $ 861,676 $2,U2,n3

Nonfederal pograms expenditures (96.264 950.744 85/.477

Total Expenditures in the basic

financial statements _____$L6&1350 _____$L812.4A ___I3E0JZ0
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER

MATTERS BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED IN ACCORDANCE

WITH GOYERNMEIITAUD'I'IVG STANDARDS

To the Honorable Mayor
and the Municipal Legislature
Municipalig of Anoyo
Arroyo, Puerto Rico

We have audited the flnancial statements of the governmental activities, the aggregate discretely presented component

units, each major fund, and the aggregate remaining fund information of the Autonomous Municipality of Ponce,

Puerto Rico, (Municipality) as of and for the year ended June 30, 2012, which mllectively compnse the

unicipality's basic Iinancial statements and have issued our report thereon dated March 5, 2012. The report on the

governmental fund {inancial stalemenls was unqualified but the reporl on the govemment wide financial statements has

an adverse opinion because we were unable to obtain compelent evidential matter related to the solid waste landlill

liability. We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to flnancial audils contained in Govemment Auditing Slandards, issued by the

Compkoller General ofthe United States.

lntemal Control Over Financial Reoortinq
l\,lanagement of the Municipality is responsible for establishing and maintaining effective internal conhol over financial

reporting. In planning and performing our audit, we mnsidered the Municipality's internal control over financial

reporting as a basis for designing our auditing procedures for the purpose of expressing our opinions on the financial

statements, bul not for the purpose of expressing an opinion on the effectiveness of the ttlunicipality's internal mntrol
over financial reporting. Accordingly, we do not express an opinion on the efiectiveness of the Municipality's internal

control over financial reporting.

Our consideration of internal control over financial reporting was for the limited purpose descnbed in the preceding

paragraph and was not designed to identify all deficiencies in internal conlrol over financial reporting that might be

significant deficiencies, or material weaknesses, and therefore, there can be assurance that all deficiencies, signiflcant

deficiencies, or material weakness have been identified. However, as described in the acmmpanying schedule of
findings and questioned costs, we identified certain deficrencies in intemal @ntrol over financial reporting that we

consider to be matenal weakness and other deficiencies that we consider to be significant deficiencies.

A deficiency in internal conlrol exisls when the design or operation of a conkol does not allow managemenl or

employees, in the normal course of performing their assigned functions, to prevent or detect and correct misstatements

on a timely basis. A mateialweakness is a deficiency, or a combination of deficiencies, in internal control such that

there is a reasonable possibility that a material misstalement of the entity's financial statements will nol be prevented,

or detected and corrected on timely basis. We consider the deficiency described in the arcompanying schedule of
findings and questioned cosls, as item 12-03, to be material weaknesses.
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER

MATTERSBASEDoNANAUDIToFFINANCIALSTATEMENTSPERFoRMEDINAccoRDANCE
WITH GOVEPNMENTAUDflNG SIANDARDS (CONTINUED)

A signifrcant deficiency is a deficiency, or combination of defrciencies, in internal control that is less severe than a

matirial weakness, yet important enough to merit attention by those charged with governancl We.mnsider the

deliciencies described in the accompanyichedule offinding and queslioned costs, as item 12'01, 12'02,12'03 and 12'

04, to be signilicant deficiencies.

Compliance and Oher Matters

As patfi obtanrrg reasonable assurance about whether the Municipality's financial statements are free of malerial

misstatement, we ierformed tests of its compliance with certain provisions of laws, regulations, conlracts 91d 
grant

agreements, noncompliance with which could have a direct and material effect on the determination of flnancial

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

auOit, and accordingly, we do not ex-press such an opinion, The results of our tests disclosed no instances of

non@mpliance or olher matters that are required to be reported undet Govemment Auditing Standards.

The Municipality's response lo the flndings identified in our audit is descnbed in the acmmpanying schedule of

findings and queitioned costs. We did not audit the ][unicipality's response and, accordingly, we express no opinion

on it.

This report is intended solely for the information and use of the management and federal awarding agencies and pass-

through entities. However, lhis report is a matter of public record and its distribution is not limited.

'arrl*",& u
LOPEZ-VEGA, CPA, PSC

San Juan, Puerto Rim
March 5, 2013

Stamp No. 2632085 of the Puerto Rico

Society of Certi{ied Public Accountants

was afiixed to the record mpy of this report,
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE wlTH REQUIREMENTS THAT COULD HAVE A DIRECT AND
MATERIAL EFFECT ON EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN

ACCORDANCE WITH OMB CIRCULAR A-133

To the Honorable Mayor
and the Municipal Legislature
Municipality of Arroyo
Arroyo, Puerto Rico

Comoliance
We have audited the Municipality of Arroyo's compliance with the types of compliance requirements described in the
OMB Circular A-133 Compliance Supplement that could have a direct and malerial effect on each of the Municipality
of Anoyo's major federal programs for the year ended June 30, 2012. The Municipality of Arroyo's malor federil
programs are identified in the summary of audito/s results section of the accompanying schedule of findings and
questioned costs. Compliance with the requirements of laws, regulations, contracts, and grants applicable to each of its
maior federal programs is the responsibility of the Municipality of Anoyo's management, Our responsibility is lo
express an opinion on the Municipality of Arroyo's compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally accepted in the United States of
America; the standards applicable to financial audits contained in Govemnent Auditing Standards, issued by the
Comptroller General of the United States; and oMB Chcular AJ33, Audits of States, Local Governments, and Non-
Profit Organizations. Those standards and OMB Circular A-133 require that we plan and perform the audit to obtain
reasonable assurance about whether nonmmpliance with the types of compliance requirements refened to above that
could have a direct and material effect on a major federal pmgram occurred. An audit includes examinlng, on a test
basis, evidence about the Municipali$ of Arroyo's compliance with those requirements and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis
for our opinion. 0ur audit does not provide a lEal determination of the Municipalig of Arroyo's compliance with lhose
requirements.

ln_our opinion, the Municipality of Arroyo mmplied, in all material respects, with the compliance requirements
referred to above that could have a direct and material effect on each of its major federal programs for the year ended
June 30, 2012. However, the results of our auditing procedures disclosed instances of noncompliance with those
requirements, which are required to be reported in accordance with oMB Circular A-133 and which are described in the
accompanying schedule offindings and questioned costs as items 12.05 through ,l2.10.

lntemal Control Over Comoliance
Management of the Municipality of Anoyo is responsible for establishing and maintaining effective internal conlrol
over compliance with the requirements of laws, regulations, contracts, and grants applicable to federal programs. ln
planning and performing our audit, we mnsidered the Municipality of Anoyo's intemal control over mmpliince with
the requirements that could have a direct and material effect on a malor federal program to determine the auditing
procedures for the purpose of expressing our opinion on mmpliance and to test and report on intemal mntrol ovei
compliance in accordan@ with OMB Circular A{33, but not for the purpose of expressing an opinion on the
effectiveness of internal control over compliance. Accordingly, we do not express an opinion on thi effectiveness of the
Municipality of Arroyo's intemal control over compliance.
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INDEPENDENT AUDITOR'S REPORT ON COMPLIANCE WITH REQUIREMENTS THAT COULD HAVE A DIRECT AND
MATERIAL EFFECT ON EACH MAJOR PROGRAM AND ON INTERNAL CONTROL OVER COMPLIANCE IN

ACCORDANCE W|TH OMB CTRCULAR 4_133 (CONTTNUED)

A deficiency in intemal control over compllarce exists when the design or operation of a conlrol over compliance does
not allow management or employees, in the normal course of performing their assigned functions, to prevent, or detect
and correct, noncompliance with a type of compliance requirement of a federal program on a timely basis. A mafenal
weakness in internal mntrol over compliance is a deficiency, or mmbination of dericiencies, in iniernal control over
compliance, such that there is a reasonable possibility that material nonmmpliance with a type of compliance
requirement of a federal program will not be prevented, or detected and corrected, on a timely basis.

Our consideration of internal control over compliance was for lhe limited purpose described in the flrst paragraph of this
sectton and was not designed to identify all deficiencies in internal control over mmp ance that mighl be defrciencies,
significant deficiencies or material weaknesses. We did not identifi any deficiencies in intemal control over compliance
that we consider to be material weaknesses, as defned above. However, we identified certain deficiencies in internal
control over compliance that we consider to be signilicant deficiencies as described in the accompanying schedule of
findings and questions costs as items 12-05 thru 12-10. A significant deficiency in intemal controt ovu finpliance is a
deficiency, or a combination of deficiencies, in internal control over compliance with a type of compliance requirement
of a federal program thal is less severe than a material weakness in intemal control over compliance, yet lmportant
enough to ment attention b those charge with govemance.

The Municipality of Arroyo's responses to the findings identified in our audit are described in the accompanying
schedule of findings and questioned costs. We djd not audit Municipality of Anoyo's response and, accordingly, w6
express no opinion on the responses.

We also noted other matters involving the internal conlrol over compliance and certarn immatenal instance of
nonmmpliance, which we have reported to management of the Municipality of Arroyo in a separate letter dated
March 5, 2013.

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

,/P$",frl <
LOPEZ.VEGA, CPA, PSC

San Juan, Puerto Rico

l\4arch 5, 2013

Stamp No. 2632086 of the Puerto Rico
Society of Cerlified Public Accountants
was affixed to the record copy of this report.



COMMOI'IWEALTH OF PUERTO RICO
MUNICIPALIW OF ARROYO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

Sec{ion I - Summary of Auditor's Results

Financial State,rrenb
Type of auditor's report issued:

lntemal mntrol over financial reporting:
Material weakness identified?
Significant deficiencies identified not considered to be material
weaknesses?

Noncompliance malerial to financial stalements noled?

Fdenl awards
lntemal Control over major programs:

Material weakness identified?
Signilicant deflciencies identified not considered to be malerial
weaknesses?

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

Any audit findings disclosed that are required to be reported in
accordance with Circular A-'133, Section .5'10(a)?

ldentrfication of major programs:

Unqualified in the FFS and adverse in
the GWFS

XNo

X None reported

NoX

Yes

Yes

Yes

Yes

Yes X

Unqualified

Yes X

NoX

None reported

CFDA ltlumber l{ame ol Federal

14.856

14.871

14.228

93.575
93.713

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

Audilee qualified as low+isk auditee?

or Cluster

Lower lncome Housing Assistance Program Section 8 Moderate
Rehabilitation

Section 8 Housing Choice Voucher Program

Community Development Block Grants - State's Program

CCDF - Cluster
Child Care and Development Block Grant
ARM- Child Care and Development Block Grant (Remvery Act funded)

$300,000

Yes

E1

NoX



COMMONWEALTH OF PUERTO RICO
MUI'llClPALlTY OF ARROYO

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED}

FOR THE FISCAL YEAR ENDED JUNE 30, 2OI2

Section ll- Financial Statements Findings

Finding Reference

Requirement

12.0'l

Operaling deficit of general fund

Statement of Condition As of June 30, 2012, the Municipality closed with an accumulated deficit in its General Fund of
$390,2'19 The current year operation closed with a net change in fund balances in the General
Fund amounting to ($680,989), The accumulated deficit wai caused by lhe overstatement of
estimated revenues and the incunence of obligations without credits in the Ludgelary accounfs.

Criteria Afticle 7.011, Section (a) of Autonomous Municipal Act (Law 81) estabtishes that if the Municipal
close its operalions on deficit it must provide for sufficient resources to cover it during the next
fiscal year. Section (b) establishes among other things, that; Provides that accrued defrcit in The
Municipality, by public debt, will be amortized in a period of 40 yearc. The equivalent amortization
amount will be established in an expense acmunt in lhe annual budgel known as accrued deficit
which will be indicated in the chart of accounts.

Article 8.004 (b) establishes no amount shall be expended or obligated in a given fiscal year of if
exceeds its budgeted or authorized amounts by the Municipal Legialalon.

Section 3 of the revised regulation over Basic Standards for Municipalities of puerto Rico (The
regulation) states that it must be special care to prepare the revenues estimales so these do not
results in budget appropriations in excess ofavailable resources.

Gause of Condition The oveBlatement of estimated revenues and/ or the incurrence of obligations without credits
available of this approved budgetary accounts caused the Municipality to o$rate with a deficit.

Effect of Condition The Municipality did not mmply with the Article 7,01'1, Section (a), Arricb 8.004 (b) and Section 3
of the revised regulation over basrc Standard for Municipalities oi Fuerto Rico
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF ARROYO

ScHEDULE OF F|ND|NGS AND QUESTTONED COSTS (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

Sec{ion ll- Financial Statements Findings

Finding Reference

Recommendation

SuBtioned Costs

Management Response
and Conective Action

Responsible Person: Ginny Col6n
Finance Department Director

,l2.01 (Continued)

we remmmend the Municiparity to evaruate the adquacy of the provision for deficit reserve
accounts in the next fiscar budget. Arso, the Municipaiity's officers must evaruale the negative
variances 

.between budgeted revenues and actuar revenues trend to reduce the bud'geted
expenses by department (quarterly allocation process) and to avoid future operational deficlts at
end of year.

None

]I.*ll.]t1tr"r^Prgcompty wilh.taward-regutarion and shoutd prepare a batance budgel for
rne flscar year 

.ZU1J-2014 .during May 2013, Also, during fiscal year nfi-2014, the Financeurefior shourd monitor the actual revenues and expenditures in order to eliminate the
accumulated deficit of 9390,219.

lmplementationDale: June,2013
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COMMONWEALTH OF
MUNICIPALIW OF

ScHEDULE OF FtND|NGS AND QUESTTONED COSTS (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

Statement of Condition During our examination. of thel4unicipality's accounting system, we noted that the Municipality,s
accounting records for Local, State and Federal funds-doLs not provide modified basis financial
statements- Also, the accounting system does not offer subsrdiaries to produce government wide
financral slalements The computerized system provided by the ofiice of dommissioner of
[4untcipal Affairs (OCAM) and manual system mainiained by thL finance oepart,nent personnel do
not provide adequate and effective financial information to generate the basic financial statements
since the amounts balances were affected by accounting-enors in ttre firsf yeais of the system
operations,

Seciion ll- Financial Statements Findings

Finding Reference

Requirement

Criteria

Cause of Condition

Effect of Condition

Recommendation

Questioned Costs

Management Response
and Conective Ac{ion

12-02

Financial Reporting - Accounting Records

Therefore, the Municiparity hires the professionar services of locar accounting firms ro perform the
required adjustment entries to convert its accounting records from cash basiJto modified and then
to accrual basis and compile the necessary information as required by GAAp and Law g1.

chapter vlll, A(icle 8.010 of the state Act Number g1 of August 30, 1991, states that the
l\4unicipality should marntain an effective and uNated accounting s"ystem.

The Municipality did not establish effective internal control over the transactions recorded on its
accounting remrds. Also, the accounting data is not summarized in the form or a aouote_eniry
general ledger remrd.

The Municipality's accounting system did not provide update and complete financial informatron
that. prcsent the financiar position and the resurt of opeiations and the change in fund barances.
Such rnformation is necessary to take management decisions.

we remmmend that the Municiparity shourd rmprement intemar contror and procedures in order to
maintain an accounting system that conlains information pertaining to autho.zations, ourigai;ns,
unobligated balances, assets, liabilities, ouflays or expenditures, int6r fund transactions, etc.

None

The Municipality maintains two sets of accounting re@rds; a manuar system and a computenzed
system provided by the office ofthe commissioner of MunrciparAffairs (ocAM), Actuafly,'a[ ofihe
lransactions were recorded in both systems, but the manuar system is th'e primary financiar
records for financiar statemenls preparation purposes at the end of each fiscal year dueio the fact
rnat lne.mmpulerized system real accounls balances canied forward from pnor years were
affected by-accounting enors in the lirst years of the system operation. 

- 
rn addition, the auditors

didnl qualify the govemment wide financial statemenG because all necessary information was
provided: long{erm debts were confirmed by the required Agencies and/or analyiis for the

bU



CoIiUi|ONWEALTH OF PUERTO RICO
MUI'IICIPALITY oF ARRoYo

SGHEDULE OF F|ND|NGS AitD QUESTTONED COSTS (COi.IT|NUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2OI2

Sec-tion ll- Financial Statenenb Findings

Finding Reference

Itlanagement Response
and Conec{ive Ac{ion

12. 02 (Continued)

(Continued)

Accruals were submitted, and ad.lustments r /ere made; and lixed assets information was provided
and adjusred, As exprained in lhe condition of the finding, the info-ation *. p.ric.d to account

91 llll:trll.* and no adjustments were provided 5y auOitors, tfrerefore, we understand thata' 
'.qurre. 

rnr.rmati,n was obtained and no adjustmenls or quarifications were made to the
Financial Statements and no deficiency exists.

lmplementalionDate: AkeadyCompleted

Responsible Person: Ginny Col6n
Finance Department Director
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF ARROYO

ScHEDULE OF F|ND|NGS AND QUESTTONEO COSTS (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

Sec'tion ll- Financial Statemenb Findings

12-03

Accolnting Records- Municipal solid waste Landfill closure and post.clGure care and
Maintenance Cosls

Statement of Condition The Municipality.did not adjust in ils government wide financial statements, the required liability for
closure and post closure costs based on an adequale study of th; ..i1iitl.. Jiir," sotid waste
tandtiil.

Finding Reference

Requirement

Criteria

Cause of Condition

Effect of Condition

Recommendation

QuBtioned Cost

Itianagement Response

1l*r^10r,9,1jle Municiparitv did not rearizerhe required srudv of rhe avairabre space and lhe
es.mare..cosr or lhe cr.sing and post-crosing of the Municiparity's waste randfifl. rn addition, lhe
amount of expenses remrded in the flnanciar stalements is based on an estimate made by the
Municipality's management.

Regulations set forth by the u.s. Environmentar protection Agency (EpA) in its "sorid waste
Disposal Facility criteria"; the Municiparity is.required to prace J finai cover on the Municiparity,s
solid. waste.landJill site when it stops accepting waste, and to perform cerrain maintenance and
monitoring functrons at lhe site for 30 years after crosure. GAdB 1g requires me l/unicifatit/ ro
perfo_rm, a study of the activities lhat need to be impremented at the Municiparity,s sorio wiste
landfill facilities to guarantee the maximum yierd of avairabre space and to compry with appricabre
state and federar regurarions. Based.on^this study, the Municiparity must recogniie a tiaoirity in its
statemenl of net assets at June 30, 2012

The Municipality did not mainrain an adequate contror of the accountabirity of the crosure and post
closure care costs_of Municipar sorid waste randfifl. rn addition, the Municiparity did not perrorm G
study required by EPA and GASB ,18.

The Municipality is nol in compliance with GASB 1g and the,Solid waste Disposal Facility criteria,
issued by the U.S. Environmental protec,tion Agency.

ff srllu,.ll management to perform the study of the activities that need to be imprement at
rne ruunrcrparty's solid waste landfill facilities and determine the amount of the liability that should
be report in the govemmental activities.

None.

During the Transition Process, the consurting Frrm in charge of preparing the financiar statements,
notes and other supprementary information, informed to thd new Aamrniiration that tney onty usJ
the formula to mmpute the randfifl crosure and postcrosure care costs and ttre riauirity reminiiJ
in lhe financiar statemenl provided by auditors of the Municiparity in previousy auaitea nn"anclr
statements. Accordingly, they assumed that this method compiieO *m bmp.
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COTTOiMEALTH OF PUERTO RICO
TIUiIICIPALIW OF ARROYO

SCHEDULE OF FIND|NGS AilD QUESTTOilED COSTS (COilTtiluED)

FOR THE FISCAL YEAR EI{DED JUNE 30, ZI'2

Sec{ion ll- Financial Statements Findings

' Finding Reference 12.03 (Continued)

As explained in rhe condition of the.Iinding, the expense and riabirity shourd be based on a study
rearized by the Municiparity. we wi further evaruate the carcuration of crosure ana Grcmuiimsts and will proceed with the requirements of the professional standards.

lmplementation Date: June 20,13

Responsible Person: Ginny Col6n
Finance Department Dhector

63



COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF ARROYO

SCHEDULE OF FtNDtilcs AND QUESTTONED COSTS (CONTTNUED)

FOR THE FISCAL YEAR EI{DED JUNE 30, 2012

Seclion ll- Financial Statements Findings

Finding Reference

Requirement

Statement of Condition

12.04

Expenditures for Goods and Services and Accounts payables.
Purchasing and receiving

we performed a cash disbursements test and examined forty (40) payments which beronged to
General Fund, one (1) which hlgnS..d. 19 permanent ld;r#;;G account, six (6) which
belongedlo Joint.Resorution one (i)which beronged to Energy Efficiency ano conservation Brockoranl Hrogram, two (2) whjch belonged 

.to- 
Municipal lmprovements and fourteen (i4) which

belonged to,community Deveropment Brock Grants - sut.'i p.s#icDBG). The foirowing ;ii
summanze the inlernal control exceptions noted:

a. ln six (6) payments which belonged to General Fund and one (1) which belonged to
Permanent rmprovements, the disbursement vouchers did not inctual tire purcnase oraJr.

b. Three (3) payments which beronged to Joint Resorutions one (,r) which beronged to
Pennanent rmprovemenrs and four (4) payment voucher from the Generar Fund did not
include the certification that the Municiparity or any Municrparitys emproyee wifl not beneni
from lhe goods or services received under contracl.

. ::!5]-TITI]r,1ll.f tr9.s99 to Generat Fund and one (1) paymenr which beronsed ropermanent rmprovements did not incrude the requisitions in the drsbursement vouchers.

d. ln one (1) payment which belonged to Community Developmenl Block Grants _ State,s
Program (CDBG), the purchase Order was not iisued beiore the receiving of good or
services.

e. In three (3) payments which belonged lo General Fund, the disbursement vouchers did nol
include the invoice.

f in four (4) payments which belonged to General Fund, lhe disbursement vouchers did not
include at least three quotations for the purchase.

g' In three (3) payments which beronged to Generar Fund, the disbursement vouchers did not
include all required signatures.

h. ln four (4) payments which belonged to General Fund and one (.1) which belonged to Joint
Resolution, the disbursement vouchers weren,t available for our examination,
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COiIUONWEALTH OF PUERTO R|CO
MUNICIPALIW OF ARROYO

SCHEDULE OF Ftr,tD|NGS AND QUESTTONED COSTS (CONT|iluED)

FOR THE FISCAL YEAR EI,IDED JUNE 30, 2OI2

Section ll- Financial Statements Findings

FindingReference l2-04(Continued)

criteria "Reglamento para la Adminishacion Municipal" establish in lhe chapter Four (4) that lhe Finance
Director.will be responsible to account d.a p"pi" oirorl.;;i; iffiil';.cumenrs dutyprepared and certified, including sufficient evidentiai matter to support 1'. ir.n."r.tio^.

Cause of Condition The Municipality intemal control procedures failed to assure that all hansactions include all the
required documenlation and approvals.

Effect of condition The Municipality is.not in compliance with chapter Four (4) of the "Reglamento para la
Administraci6n Municipal".

Recommendation We remmmend thal the Municipality should improve its intemal mntrol and procedures in order to
assure that lhe disbursement vouchers contain all the necessary srpport,ng documents oetore
making the payments and are available for examination.

Questioned Costs None

Management Response
and coneclive Ac-tion we are improving our intemal controls in order to assure that all required information is obtained

before making a disbursement.

lmplementation Dale: June 2013

Responsible person: Ginny Col6n
Finance Department Director
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF ARROYO

SGHEDULE 0F FtNDtNGS AND QUESTTONED COSTS (COr,tTtr{uED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2OI2

Section lll - Major Federal Award program Findings and eu*tioned Costs

Finding Reference 12.0s

Programs section, 8 
-Lower-lncome 

Housing Assistance Program.section g Moderate Rehabilitation
(CFDA i4.856) U.S. Department oiHousing and Urbin Oevaolment"'---'-'-

Requirement speciar rest - Estabrishment and ltraintenance of a Repracement Reserve

statement of condition ln our .rjlll?o:r: 
Yg 

*uld not identify that a replacement rcserve was property established,
requrred monthry deposits were made, or tirat disbursements *r. only toi .p[.,|J prrpor.r.

criteria code of Federal Regulations 24, Section 880.602 (a) states that a replacement reserve must be
established and maintained in an intereslbearing accounl to.i,i in-r*,ling extraordinary
maintenan@ and repair and replacement of capital it6ms.

cause of condition The Municipality conlrols and procedures failed lo assure that a replacement reserve was
establish in an interest-bearing account as required by reaerd negui;tjon ioi i'n, prrpor. ot
extraordinary maintenan@ and repairs and replacement bf capital itemi.

Effect of Condition The Municipality is not in compliance wilh Code of Federal Regulalions 24, section g80.602 (a),

Recommendation we reco1191! management to improve monitoring procedures to assure that the owner of theproject establish..and maintain a replacement reserve, make the required o"poiiir ro the reserve
and perform all repair and mainlenance functions (including 

' ororrry .nJ e{raordinary
maintenance), and repracement of capitar items, as stated in the feie"r reg;6fur.-

Questioned Costs None

Management Response
and conection Aclion we are improving our internal controls in order lo adequately monitor that the replacement reserve

lransfers are made when due.

lmplemenlation Date: June 2013

Responsible person: Juan Devarie

Section 8 program Coordinator
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COMMOT{WEALTH OF PUERTO RICO
MUNICIPALIW OF ARROYO

SCHEDULE OF FINDINGS AND QUESTTONED COSTS (CONTtl,lUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2OI2

Finding Reference

Programs

Requirement

Statement of Condition

Criteria

Cause of Condition

Effec't of Condition

Recommendation

Section lll - Major Federal Aurard program Findings and euestioned Costs

12.06

sec{ion 8 Lower rncome Housing Assistance program.Sec,tion g Moderate Rehabiritation
(CFDA 14.856) U.S. Department of Housing and U6in Oevaopment'

S1t!T g Housing Choice Voucherc program (CFDA 14.S7i); U.S. Department of Housing
and Urban Development

Special Test - Selection from the Sec.tion g Waiting LiEt

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

a. The PHA did not.have written poricies in its Hcvp administrative pran for serecting appricants
from lhe waiting list.

b. The PHA has no evidence of the pubric notice to the famiries when it opened and crosed the
waiting list.

code of Federal Regurations 24, secrions 9g2.s4 (d) and 9g2.20i through 982.207 states the
waiting list procedures and that the serection from thb waiting rist generafly-occurs ,tr"n ttre pin
notifies. a family, whose names reaches the top of the waiting-tist, io mme in to verity etigiuirity roi
admission.

I!aya'or1',t intemar contror procedures faired to assure that the waiting rist incrude a
rnrormaron.requrred by Federar Reguration and that the panicipants were serectei from the top of
the waiting list.

The lrunicipality is not in compriance with code of Federar Regurations 24, sections gs2.s4 (d)
and %2.201 through 982.207.

we recommend management to improve monitoring procedures to assure that the parricipanrs are
admitted.to the program or are provided the opportunity to be admilted to ttre program iccordint
with the federal regulation.
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COIIMONWEATTH OF PUERTO RICO
MUilICIPALITY OF ARROYO

SCHEDULE OF F|NDTNGS AND QUESTTONED COSTS (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

Section lll- Major Federal Award program Findings and euestioned Costs

FindingReference 12.06(Continued)

QuestionedCosts None

Itlanagement Response
and conection Ac{ion we will revise the HcvP administrative plan in order to assure that the selection of participants are

made according to federal regulations.

lmplementation Date: June 20,13

Responsible person: Juan Devarie
Federal programs Department Director
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Finding Reference

Program

Requirement

Statement of Condition

Criteria

Cause of Condition

Effec't of Condition

Recommendation

Questioned Costs

Management Response
and Conec'tive Action

Sec'tion lll- Major FederalAward program Findings and euestioned Costs

12.07

sec{ion I Housing choice vouche* program (CFDA 14.g7r) u.s. Department of Housing
and Urban Development

Special Test - Depository Agreements

During our audit, we noted that the Municiparily did not compry with the compriance requirement of
Deposilory Agreements. The pHA is required to enter inlo depository agreement with lheir
financial institutions in the form required by HUD. (Form HUD_5199ti)

code of Federal Regurations 24, subpart D, 9g2.156 states. (c) The pHA must enter into an
agreement with the depositary in the form required by HUD. (d) lirequired under a written freeze
notice from HUD to the deposilary: (i) The depositary may not firmit any withdrawal by the pHA of
funds. held under rhe depositary agreement unresi exfressry authorized by written'notice from
HUU to the deposrtary; and (ii) The depositary must permit withdrawars of suth funds by HUD. (2)
HUD must send the PHA a copy of lhe freeze notice irom HUD to the depositary.

The program is not performing an effective review of mmpriance requirement that are required by
HUD.

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

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

None

Depository agreements will be obtained to comply with federal regulations.

lmplementation Date: June 2013

Responsible Person: Ginny Col6n
Finance Department Director
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2012

Section lll- iilajor FederalAwaid program Findings and euestioned Costs

Finding Reference 12.08

Program community Deveropment Brock Grants - state,s program (CFDA ilo. r4.22g); u.s.
Department of Housing and Urban Development; eassitrouih the Commonwealth ofpuerto Rico - ffice of Commissioner of Municipal Affairs (OCAM-)

Requirement Davis-Bacon Ac{

Statement ofCondition During our Davis-Bamn Act tesl, we verified one (1) construction project. The following will
summarize the exceptions noted:

a) We noted that during the fiscal year 2rln12, the Municipatity did not apply adequate
monitoring procedure to required on-srte visits to monitor the clasiiflcations of workers and
wage rates paid.

b) We did not obtain evidence thal the Municipality's monitors certified the weekly payroll
supplied by the mnhactors.

c) The mntractor did not submil the cerlifications and copies of payroll. (Weekly payroll)

Criteria Davis-Bacon Acl, as amended DOL (40 U SC 276a to 276a-7).

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

Effec't of Condition The Municipality is nol in compliance with Davis-Bamn Act, as amended DOL (40 USC 276a to
276a-7).

Recommendation We recommend that the Municipality should establjsh defined procedure to monitor the
enforcement of the Acl's regulation. Those procedures should including the following:

a) 0n site visits;

b) Obtain mntracto/s and subconhacto/s weekly payrolls to be reviewed on a weekly basis to
establish the degree of compliance and the nature and extend of violations, if any, and then,
communi@te contractors prompfly about any failure in the payroll process,
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ScHEDULE OF Ftl{DtNGS AND QUESTTONED COSTS (CONTtr{uED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2OI2

Finding Reference

Questioned Costs

Management R6ponse
and Conec.tive Action

Section lll - Major Federal Award program Findings and euestioned Costs

't2.08 (Continued)

None

The Davis-Bacon-Act requires us to veriry that the contractor or sub@ntractor submifted weekrytlq reqyired cenified payrofls. Accordingio the mndition, ,,rre ir. *t rqrir"o to perform on-site
ylitg ot tlg projects rn addition, in seition 101 of the finding, tt'e .rJiio" eslabrished rhat we
didnt ceffry-the weekry payml submitted by the mntractor; .ril rn ...tion't.t ,.labrished that the
contractor did not submil the certifications. we understand thar the payrofls were submitted to the
auditors for their evaruation based on the condition. No further action'is'required.

lmplementation Datei June 2013

Responsible Person: Ginny Col6n
Finance Department Dhector
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Seclion lll- ilajor Federal Award program Findings and euestioned CosB

Finding Reference

Program

Requirement

Statement of Condition

C.iteria

Cause of Condition

Effect of Condition

12.09

Community Development Block.Grant - State,s program (CFDA" No. i4.228); U.S.Department of Housing and Urban Development; pi.i if,,'rorgt State _ ffice ofCommissioner of Municipal Affairs

Program lncome

:r^I9:yl.::11 9l_tle nroOram income requirements we noted that rhe Municipatity did not
matntarn tnternal c.ntrols lo assure the proper determination, accounling anA urb of prog";
income, as discuss below:

a. Program income records were not available for our examlnation.

b, Program incom-e was not reported in accordance with the program requirements and other
regulations applicable.

code of Federal Regurations 24, subparl c, part 85.20 (b) (2) states lhat the grantees and subgrantees musl maintain records, which adequatery ioentry ttr6 source and app-rication of funds,provided for financiafly-assisted activities. These iecords must .ont.in inro-ition prtii.i.g kigrant or sub grant awards and aurhonzations, obrigations, unobrigated barances, assets, riabirities,
outlays or expenditures, and income. And code ofiederar Regrritionr i+, n.rt szo.+as'1oilz' 

--'

code of Federal Regurations 24, pan i7o 489 (e) (3) HUD requires vigorous state oversight ofremvered funds retained at the rocar rever. iommunity 'Deveroimenl 
has the urtimate

responsibility for the proper use of these funds and must ensuie that program lncome is used in a
manner consislent with requirements. For this reason, annual progra-m lncome/Miscellaneous
Revenue Reports are required (see Attachment4-1). A grantee witti ttre porentiar of generating
recapture funds must submit a report for the Iiscal year ending June 30.

The Municipality did not maintain adequate intemar conkors in order to assure the proper
determination, accounting and use of pmgram income.

The.lt4unicipalrty is rot in compriance with code of Federar Regurations 24, Subpart c, part g5.20
(b) (2), and Code of Federat Regulations 2a, part 570,aS9 (e) (5i
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COIiIilOT{WEALTH OF PUERTO RICO
MUNICIPALITY OF ARROYO

SCHEDULE OF FINDINGS AilD QUESTIOIIED COSTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2OI2

Seclion lll - Major Federal Award program Findings and euestioned Costs

FindingReference i2.09(Continued)

Recommendalion we.recommend-management to develop inlemal controls and procedures in order to assure lhat
the handling of Program lnmme complies with federal and slaL'requirements

- Questioned Costs None

Itlanagement Response
and Gonective Ac{ion Procedures will be verified in order to assure compliance with federal awards.

lmplementation Date: June 2013

Responsible Person: Ginny Col6n
Finance Department Director
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SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
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Sec-tion lll- Major Federal Award Program Findings and Questioned Costs

Requirement

Statement of Condition

12-10

Child Care and Development Block Grant (CFDA No. 93.575); U'S. Department of Health and

Human Services; Pass through the Commonwealth of Puerto Rico - Administration for
Children and Families

ARRA. Child Care and Development Block Grant (Recovery Act funded); (CFDA No. 93.713);

U.S. Department of Heahh and Human Services; Pass through the Commonwealth of Puerto

Rico - Administration for Children and Families

Reporting Financial - Administration

During our audit, we noted that the Municipality did not maintain adequate accounting records for

the Child Care and Development Block Grant Program. However, the Municipality hires the
professional services of extemal accountants to perform the trial balance of the program. These

accountants obtain the information from various sources, departments and persons within the

Municipality.

Also the Municipality did not have evidence that the annual closing reporl was submitted timely.

Code of Federal Regulations 45, Subpart C, Section 92.20 (b) (2) states that the grantees and sub
grantees must maintain records, which adequately identify the source and application of funds,

provided for financially-assisted activities. These records must mntain information pertaining to
grant or sub grant awards and authorizations, obligations, unobligated balances, assets, liabilities,

outlays or expenditures, and inmme,

The lrlunicipality did not maintain adequate controls and accounting records to assure the
accountability of all Federal transaclions in accordance with Federal regulations.

The Municipality is nol in compliance with Code of Federal Regulation 45, Subpart C, Section

92.20 (b) (2).

We recommend that the Municipality should implement controls and procedures in order to assure

that an accurate set of accounting records will be maintained and all report submitted.

None,

Criteria

Cause of Condition

Effec{ of Condition

Recommendation

Questioned Cost

Finding Reference

Program
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SCHEDULE OF F[{Drr{GS AND QUESflOI{ED COSIS (CONT|r{UED)

FOR THE FISCAL YEAR EilDED JUNE 30, M12

Section lll- ilajor Federal Avvard Program Findings and Questioned Costs

FindingReference 12-10(Continue)

anagement Response The Municipality hircd a Consultant in order to improve the intemal controls. Eventhough, the
Municipality will be monitodng the submission of the reports in order to mmply with the
regu lations.

lmplementation Date: June 2013

Responsible Pemon: Ginny Col6n
Finance Depafi ment Director
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SGHEDULE OF PRIOR YEARS AUDIT FINDINGS
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Original
Finding
Number

CFDA No. Cunent Stalus of Prior Audit Findings

11-03 '14.856 ln our audit omcess. rle could not identifv that a replmement reserve was orooerlv. reouired
monthlv deoosits were made. and disbursements were onlv for aooroved ourooses.

No corrective action was taken. The auditors reissued the finding for the current year. Finding
Reference 12{3

11-M 14.856 ln our Waitino List test. we noled the followino situation: We could not identifv lhe orocess of
the openino of a new Waitino List and could not verify lhe orocess of admission of new
participants to the pmorams. The Waitino List did not indude the racial or ethnic desionation of
the head of household.

No mrrective action was taken. The auditors reissued the |lnding for the current year. Finding
Reference 12-04

11-05 14.871 Durino our audit, we noted that the Municipality did not comDlv with the comoliance
requirement of Depositorv Aqreements. The PHA is reouired to enter into deDositarv
aoreement with their financial institutions in the form required bv HUD. (Form HUD-5'lggg)

No corrective action was taken. The auditors reissued the finding for the current year. Finding
Reference 12-05

11-06 14.228 Durinq our Davis-Bacon Act tesl, we verified one ('l) construction Droiect. The followino will
summarize the exceptions noted: We noted that durino the fiscal year 2010-2011, the
MuniciDalitv did not oerform the required on-site visits to monitor the classifications of workers
and waoe rates paid: The contraclor did not submit all the weekly certified Dayrolls dudno the
contracts oeriod: We did not obtain evidence demonstratinq that the MuniciDaliMs monitoB
certitied the weeklv payroll supplied bv the conlractors.

No conective action was laken. The auditors reissued the finding for the cunent year. Finding
Reference 12-06
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Original
Finding

Number
CFDA No. Cunent Status of Prior Audit Findings

1G07 93.575 Durino our audit we noted that the Municipalitv did not maintain. for the Child Care and
DeveloDment Block Grant Prooram. a reliable set of accountino remrds that present the
financial position of the orooram. the results of operations and chanoes in fund balance.
No corrective action was taken, The auditon reissued the finding for the current year. Finding
Reference 12-10

'l0-03 14.856 ln our audit process. we noted the followinq siluation: we muld not identifv that a reolacement
reserve was propedv eslablished. required monthlv deposits were made. and disbursements
were only for aDDroved ourposes.

No mrrective action was taken. The auditors reissued the finding for the current year. Finding
Reference 11-03

1G04 14.856

&
14.871

ln our Waitinq List test, we noted the followino situation: we could not identifv the orocess of the
ooenino of a new Wailino Lisl and muld not venfv the process of admission of new oarticioants
admitted in the proorams: the Waitino List did not include the racial or ethnic desionation of the
head of household,

No corrective action was taken. The auditors reissued the finding for the cunent year. Finding
Reference I 2-04

1G05 14.871 Durino our verification, we noted that the Municipality did not complv with the comoliance
reouirement of Delnsitory Aqreemenb. The PHA is reouired to enter into deoositarv
aoreement with their financial institutions in the form required by HUD. (Form HUD-51999)

No conective action was taken. The audjtors reissued the finding for the cunent year. Finding
Reference 12-05

0$03 14.856

&
14.871

ln our Waitino List test. we noted the followino situation: Dunno the vear, the Municipal Housino
ffice was robbed. Several documenls and proorams' equiDment were laken from the
premises. includinq computers where the orooram kept the wailino list. We could not verifv the
process of admission of new oarticipants in the Droqrams due to this situation.

The audit finding does not warrant further action because two years have passed since the
audit report in which the llndino occuned was submitted to the Federal clearinqhouse

09-04 14.871 Durino our verification, the Municipality did not Derform the reouired Housino Qualitv Control re-
insoections durino the fiscal vear 2008-2009.
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SCHEDULE OF PRIOR YEARS AUDIT FINDINGS (CONTINUED)
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Original
Finding
Number

CFDA No. Cunenl Status of Prior Audit Findings

The audit finding does not warrant further action because two years have passed since the
audit report in which the finding occurred was submined to lhe Federal cleannghouse

0905 14.228 Dunnq our audit, lhe Municioalitv did not maintain Housino Rehabilitation records for the fiscal

vqar ended June 30, 2009, to present the position and the results of oDerations ofthe Prooram

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

0*06 14.228 We performed a housekeeDer activities test of ten (10) DarticiDanl's files and found the
followino exceplion: ln one (1) participant's files, we did not find evidence that demonstrate if
the proqram staff visited al least two (2) times per month the participant housinq unit lo ensure

Oe quality of services. ln ten ('10) participant's file, we noted that the Service Coordinator did

not performed visit to the applicant housinq unil to verify location of it. ln two (2) participant's

files. we noted that. as part of the visits procedures, the Service Coordinator did not document
in the Form OCAM-AH406, the housekeeoer oerformance.

The audit finding does not warrant further action because lwo years have passed since the
audit report in which the finding occuned was submitted to the Federal clearinghouse

0+07 14.228 Durinq our Cash Manaoement test, we noted that the MuniciDality requested funds that were
not disbursed on a reasonable lapse of time. We selected a sample of six (6) fund requisitions

thirtv six (36) davs after the deoosits.

The audit finding does not wanant further action because two years have passed since the
audit report in which the finding occuned was submitted to the Federal clearinghouse
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