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Indeoendent Auditon;' ReDort on Basic Financial Statements and Suoplementarv Schedule of
glpqgirsIs!-susd

The Honorable Mayor, Members ofthe
Mu[ioipal Legislaturc and leople of
the Municipality of Bananquitas
Barranquitas, Puerto Rico

We have audited the accompanying financial statements of the govemmental activities, each maior fund,
and the aggregate remaining fund information ofthe Municipality of Baranquitas ofthe Commonwealth
of Puerto tuco (the "Municipality"), as of and for the year ended June 30, 2010, which collectively
comp se the Municipality's basic financial statements as listed in the accompanying tabl€ of contents.

These financial statements are the rcsponsibility ofthe Municipality's management. Our responsibility is

to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the united States of
America and the standards applicable to financial audits contained in Govemment Auditing Standards,

issued by the Comptroller General of the United States. Those standards require that we plan and perfom
the audit to obtain reasonable assumnce about whether the financial statements are ftee of matenal
misstatement. An audit includes examining, on a test basis, evidence supporting the amounts and

disclosues in the financial statements. An audit also includes assessing the accounting principles used

and significart estimates made by management, as well as evaluating the overall financial statements

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

In our opjnion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the Sovemmental activities, each major fund, and the aggegate remaining

fund information ofthe Municipality of Barranquitas ofthe Commonwealth ofPuerto Rico, as ofJune 30,

2010, and the respective changes in financial position, thereoffor the year then ended in conformity with
accounting principles generally accepted in the United States ofAmerica.

In accordance with Covemment Auditing Standards we have also issued our report dated December 9,

2010, on our consideration of the Municipality of Ba[anquitas of the Commonwealth of Puerto Rico
intemal conhol over financial reporting and on our tests of its compliance with certain provisions of laws,

. regulations, contoacts, grants and other matters. The purpose ofthat report is to describe the scope ofour
testing ol intemal control over financial reporting and compliance and the results ofthat testing and not

to provide an opinion on the int€mal control over financial reporting or on compliance. That report is an

integral part of an audit performed in accordance with Govemment Auditing Standards ard should be

considered in assessing the results of our audit.

The accompanying Management's Discossion and Analysis and the Budgetary Comparison Schedule are
not reqlired f.rts ofthe basic financial statements refened to above. but are supple4s4Ery-i[bro4t!9l
required by accounting principles generally accepted in the United States ofAmerica. We have applied
ce(ain limited procedures, which consisted principally of inqui.ies of manag€ment regarding the mothods

ofmeasurement and presentation ofthe required supplementary information. However, we did not audit
the information and express no opinion on it.

Our audit was conduct€d for the purpose of forming opinions on the financial statements that collectively
comprise the Municipality's basic financial statements. The acconipanying schedule of expenditures of
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federal awards is presented for purposes ofadditional analysis as required by U.S. Office ofManagement
and Budget Circular A-133, Audits of States and Local Govemments, and Non-Plortt Orya izations, ali,d

is not a required pad of the basic financial statements of the Municipality. Th€ Schedule of Expenditues
and lederal Awards have been subjected to the auditing procedures applied in the audit of the basic
financial statements and, in our opinion, are fairly stated in all materjal respects in rclation to the basic
finalrcial statem€nts take as a \!hoie.

December 9,2010
Toa AIta, Puerto Rico

Stamp No.2448903
was affixed to the
original report. w- fs,
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CoMMoNwEALTH oF puERTo Ittco
MUNICIPALITY oF BARRANQUITAS

Management,s Discussion and Analysis
Fiscal year Ended June 30, 2010

As management of the Municipality of Bananquitas (the Municipaiity), we ofrer readeN the folowing
discussion and analysis ofthe Municipality,s financial activities report€d in the accompanying basii
finanoial stalements fbr the fiscal year ended June i0, 2010. wc incourage readers to consider thc
information presented here in conjunction vr'ith additional information thut i" fu.i"h"d in th"
Municipality's fioancial statements, which follow ihis narrative.

FINANCIAL MGELIGHTS

Gove mment-Wide Hig h lig hts :

. The Municipaliry's assets exceeded its liabilities (net assets) by $21,3g1,355 at June 30, 2010. The
Municipality's net assets increased by $958,635 during the fiscal year ended June 30, 2010.

o The Municipality's assets increased from g42,613,077 at lwe 30,2009 to 945,304,019 at June 30,
2010, for an increase of $2,690,942.

. The liabilities ofthe Municipality increased fiom $22,190,35j at June 30,2009 to $23,922,664 at
June 30, 2010, for an increase of$1,732,307.

. The revenues ofthe Municipaijty increased from $12,201,601 for the fiscal year ended June 30,2009
to $14,404,544 for the fiscal year ended June 30, 2010, for an increase of $2,202,943.

. The Municipality's expenses increased fiom $12,341,060 for the fiscal year ended June 30, 2009 to
$13,445,909 for the fiscal y€ar ended June 30, 2010, for an increase ofgi,104,849.

Governme ntal F un ds' Ebhlights :

. The total fund balances of govemmental furlds amounted to $9,458,292 at June 30, 2010, which
increased by $309,117 during fiscalyearended June 30,2010.

. The total assets of govemmental funds increasel ftom $16,75,7,229 at June 30, 2009 to $18,4g5,385
at June 30, 2010, for an increase of$1,728,156.

. The govemmental fund's total liabilities increased frorn g7,608,054 at June 30, 2009 to $9,027,093 at
June 30, 2010, for an increase of$1,419,039.

. The total revenues of govemmental funds increased from $13,5g0,g29 for the fiscal year ended June
30,20091o$l4,4l5,69tforthefiscalyearendedJune30,20l0,foranincreaseof$g34,862.

. The govemmental fund's total expenditures increased fiom $13,828,058 for the fiscat year erded
June 30, 2009 to $14,106,574 for the fiscal year ended June 30, 2010, for an increase of$278.516.



CoMMoNwf,ALTH oF PUERT0 Iuco
MUNICIPALITY oF BARRANQUIIAS

Management's Discussion and Analysis
Fiscal Year Ended June 30, 2010

OVtrRVIEW OF TEE BASIC FINA]YCIAL STATEMENTS

The purposc of financial repofting is to providc extelral uscrs of basic linarrcial statcmcnis with
information that will help them to make d€cisions or draw conclusions about the Municipali8. There are
many extemal parties that use the basic financial statements of the Municipality; however, these parties
do not alvays have the same specific objectives. In ordcr to address the needs ofas many parties as
reasombly possible, the Municipality, in accordance with required financial reporting standards, presents
this Management's Discussion and Analysis (MD&A) as an introduction to the accompanying basic
fmancial statements. This narrative rcpresents an overyiew and analysis ofthe financial activities of the
Municipality for the fiscal year ended June 30, 2010. Because this MD&A is designed to focus on the
current year activities, resulting changes and currently known facts, we encourag€ readers to cotrsider the
information presented in this MD&A in conjunction with the additional information fumished in the
accompanying basic financial statements.

The Municipality's basic financial statements include thrce components: (l) govemment-wide finallcial
statements (GWFS), (2) govemmental fund financial statements (GFFS), and (3) notes to the basic
financial statements (NBFS). This report also contains additional required and other supplementary
information in addition to the basic financial statements themselves. These components are described
below.

The basic financial statements focus on: (1) the Municipality as a whole (govemrnent-wide financial
r€porting) and, (2) the Municipality's major individual govemmental funds. Both perspectives allow ihe
users to address relevant questions, broaden a basis for comparison Cvear to year or govemment to
govemment) and enhance the Municipality's accountability. The components of the basic financial
statements are described below.

a) Govemmenawide Firlancial Statements

The GWFS arc composed of: (l ) the statements of net assets (SNA) and (2) the statement of activities
(SA). These financial statements can be found immediately following this MD&A. GWIS are
designed to provide readers with a broad overview of the Municipality's operations as a whole in a
manner similar to private-.sector business. These statements provide short-term and long-term
information about the Municipality's financial position, which assist the Municipality,s management
to determine the economic condition at June 30, 2010. The GWFS are prepared using methods that
are similm to those used by most private businesses.

1. Statement ofNet Assets

The purpose of SNA is to attempt to report all assets owned and all liabilities owed by the
Municipality. The Municipality reports of all of its assets when it acquires ownership over the
assets and reports all of its liabilities when they are incuned. For example, the Municipality
reports buildings and infrastructure 4s !!!!E !!9lli!19!gh lhgy are not available to pay the
obligations incured by the Municipality.

On the other hand, the Municipality reports liabilities, such as claims andjudgments, even though
these liabilities might not be paid until several fiscal years into the future.

The difference between the Municipaliiy's total assets and total liabilities reporred in SNA is
presented as net assets, which is similar to the total o\rne$, equity report€d by a cornmercial
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CoMMoNWEALTH oI' PUERTo ITCO
MUNICIPALTTY oF BARRANQUITAS

Management's Discussion and Analysis
FiscalYear Ended June 30,2010

enterpris€ in its financial statements. Although the purpose of th€ Municipality is not to

- accumulate net assets, as this amount in$eases or decreases over time, such afiount represents a

useful i:rdicator of lvhether the financial position of thc Municipali4 is cithcr improving or
deteriorating, respectively.

- 2- Statement ofActil, lie$

The SA presents information showing how the Municipality's net ass€ts changed during the fiscal
- year ended June 30,2010, by presenting all ofthe Monicipality's revenues and'expenses. As

previously discussed, the items reported in SA are measured in a manner similar to the approach

used by a commerc;al enterprise in that revenues arc recognized when eamed or established

- criteria arc satisfied, and expenses are rccorded when incurred by the Municipality.
Consequently, revenues are repoded even when th€y may not be collected for seveml months

after the end of the fiscal year and expens€s ar6 recorded even though they may not have used

- cash dudng the current year.

Although SA looks different fiom a commercial enterprise's income statement, the difference is

_ only in format, not substance. Whereas the bottom line in a commercial enterpdse represents its
net income, the Municipality reports an amount described ^s 

et change i, ael arssrs, which is

essentially the same concept.

- The focus of SA is on the ,zel cor, of various activities provided by the Municipality. The
statement begins with a column that identifies the cost of each of the Municipalify's major
functions. Another column identifies the revenues that are specifically rclated to ihe classified

- govemmental functions. The difference bet\reen the expenses and reve ues related to specific
firnctions/programs identifies the extent to which each function ofthe Municipality draws from
general revenues or is self-financing through fe€s, intergovemme[tal aid, and other sources of

* resources,

This statement also presents a comparison betwe€n direct expenses and program revenues for

- each function ofth€ Municipality.

GWIS and GFFS pr€sent all of the Municipality's govemmental activities, which ar€ supported

_ mostly by taxes and intergovemmental revenues (such as federal and state gants and confoibutions).
All services normally associated with the Municipality fall into this category, including culture,
recreation and education; general govemment; health and sanitation; public safety; public housing

_ and welfare; and economic and urban development.

b) Govemme tal Furrd Fifioncial Stalernents

* The Municipalify's GFFS consist of (1) the balance sheet govemmental funds, (2) the statement of
revenues, expenditures and changes in fund balances govemmental funds, and (3) the statement of

- statements report the financial position and results of operations of the Municipality's govemmeDtal
funds, with an emphasis on the Municipality's major govemmental funds.

- A fund is a grouping ofrelated accouDts that is used to maintain control over resources that have been
segregated for specific activities or objectives. The Municipality, like most other state and local
govemments, uses fund accounting to ensure and demonstate compliance with finance-related legal
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MUNICIPALITY oF BARRAI.{oUITAS

Management's Discussion and Analysis
Fiscal Year Ended June 30, 2010

requirements. Each fund is considered an independent fiscal entity accounted for withiD a set of self-
balancing accounts that comprise its assets, liabilities, firnd equig, revenue, and expenditures. Fund
accouoting segregatcs funds accolding to their intended putpose and is used to aid tranagemert i
demonstrating compliance with legal, financial and contractual provisions.

Govemmental funds are used to account for all ofthe services provided by the Municipality. These
funds are used to account for essentially the same functions rcported as govemmental activities in tle
GWFS. Unlike GWFS, the focus ofGFFS is direct€d to specific activities ofthe Municipality ralher
than the Municipality as a whole; th€refore, GFFS report the lvlunicipality's opemtions in more detail
than th€ GWFS.

GFFS provide a detailed short-term view of the Municipality's finances that assist in determining
whether there will be adequate financial resources available to meet the current needs of the
Municipality, which is, evaluating the Municipality's near-term financing requirements. Ior fmancial
reporting puposes, the Municipality classifies its govemmental funds within the following types: (1)
general fund, (2) debt service fund, (3) special revenue funds, and (4) capital projects funds.

GFFS are prepared on an accounting basis that is significantly differcnt from ihat used to prepare
GWFS. In general, GFFS focus on near-tem inflows and outflows ofexpendable financial resources,
consequently, generally measure and account for cash and other assets that can easily be converted to
cash. For example, amounts reported on the balance sh€€t include capital assets within a very short
period of time, but do not include capital assets such as land and buildings. Govemmental firnd
liabilities generally include amounts that nomally are going to be paid within a very short period
after the end of the fiscal year. The difference between a fund's total assets and total liabilities is
r€ported as the fund balance, and generally indicates the amount that can be irsed to finance the next
fiscal year's activities. Likewise, the operating statement for govemmental funds reports only those
revenues and expenditures that wer€ collected in cash or paid with cash, respectively, during the
cuF€nt fiscal year or very shortly after the end ofthe fiscal year.

Because the focus of GFFS is narrower than that of the GWFS, it is useful to compare the fund
information presented for govemmental funds with similar information presented for govemmental
activities in the CWFS. By doing so, readers may better understand the long-term impact of the
Municipality's near-te.m financial decisions. Both the govemmental funds' balance sheet and the
govemmental funds' statement of rcvenues, expenditures and changes in fund balances provide a
reconciliation to facilitate th€ comparison between govemmental funds and the governnental
activities reported in the govemment-wide financial statements.

The Mmicipality has five (5) major govemmental funds. Each major fund is presented in a separate
column in the governmental funds' balance sheet and the govemmental funds' statement of revenues,
expenditures and changes in fund balances. The five (5) major govemmental funds are: (1) geneml
fund, (2) capital improvements bood fund, (3) legislative joinr resotutions furd, (4) debt se ice tund,
and (5) community developmert block gant tund-

4 Noles to Basic Financial Statements

The NBFS provide additional information that is essential for a full understanding of the data
provided in the GWFS and GFFS. The NBFS can be found immediately following the basic financial
statements.
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MUNICIPALITY oF BARRANQUITAS

Management,s Discussion and Analysis
Fiscal Year Ended June i0_ 2010

d) Othet Sapplemehtary I Jomation

The basic financial statements are follorvcd by a section of other supptementary infomation
consisting of: (1) combining balance sheet non-major govemm€ntal funds, 12) combining statement
ofrevenues. expenditures and changes in fund balances _ non_major governmentalhnds, (3)
hudgerary comparison scfiedule debt service firnd, (4) notes to budgetary comparison schedule .

debt service fund, and (5) schedule of capitai assets used in the operation ofgovemmental funds, as
detailed in the accompanying table ofcontents.

FN.IANCIALANALYSIS OF GOWRNMENT-WIDE FINANCIAL STATEMENTS

The Municipality's overarr financial position, for the rast two fiscai years are summarized as forlows,
based on the inlormalion included in the accompanying CWfS:

Comparative Stalement of Net Assets
Governmental Activities (Condensed)

June 30,2010 atrd 2009

2010 2009Assets:
Current assets

Non-curent assets:

Cap;tal assets. net
Other non-curent assets

Total assets

Liabiliti€s:
Current liabilities
Long-torm obligations due within one year
Long-term obligarions due afler one year

Total liabilities

Net assets:

Invested in capital assets, net ofrelated debt
Reshicted for debt service and others
Uffestricted

Total net assets

$ 18,126,'t76

27,t52,678
)/ sAs

---453Dmit

8,412,539

1,037,898

14,472,227

23,922,664

$ 16,342,208

26,244,811

26,058
42,613,017

7,317,051

612,899

14,260,407

22,190,357

24,843,751
2,120,804

(5,583,200)

$ 21,381,355

23,442,377

2,04t,067
(5,060,724)

$ n@ih

cash in.banks ($15,281,403)oiwhich $11,979,941 
.are 

restrictJd, property ,;;""t""i"'fii:15,;J;
net of^allowance for doubtful accounrs, mrnicipal ticense raxes receivuff" 

"f Si.Si0. ;"t ofullowance forouuuuur acoounrs, mfinrclpar tlcense taxes recejvable of95,970, net ofal]owance fordoubtful accounts, and intergovemmental receivables of $1,575,g35, n"t oi utiorrrn"" tbr doubtfulacooults.
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CoMMoNWEALTH oF PUERTO RICO
MUNTCIPALITY OF BARRANQUITAS

Management's Discussion and Analysis
FiscalYear Ended June 30,2010

The rcstricted cash of $11,979,941 represents resources legally designated for: (l) the palment of debt
servic€, (2) th€ acquisition, construction and improvement ofmajor capital assets, and (3) the operations
offederally and state funded gant award programs. Apodion ofpropedy taxcs receivablc, amounting to
$5,821, net of allowance for doubtful accounts, rcpresents restricted resou.ces set aside to redeem the
bonds ofthe Municipaliq/ in minimum annual or biannual principal and interest payments.

The Municipality's non-curent assets, amounting fo $27,\j7,243 at June 30, 2010, are substantially
composed of capital assets, with an aggregate cost basis of 943,655,957, which are reported net o1
accumulated dep.eciation and amortization of g 16,503,2'j9.

During the fiscal year ended June 30, 2010, the assets of the Municipality increased by $2,690,942 in
comparison with the prior fiscal year, principally for the net efrect ofthe following facts:

. Cash in banks increased by $1,511,879 mainly due to an increase in the collections ofproperty taxes
during tle fiscal year ended June 3 0, 2 01 0.

. Capital assets increased by 9907,867 due to the excess of current year additions ($2,015,966) over
depreciation/amortization expense ($1,108,099) for rhe fiscal year ended June 30,2010_ Thep &ipal additions to capital assets for the current fiscal year were related to conskuction in progress
($1,580,436), building, stuctures and building improvements ($290,57g), infrastructure 

-land

t$ I 15,332 ). and machinery. equipment, fumirure and fixrures ($29.620).

At June 30, 2010, the Municipality's curent liabilities amounting to 99,450,437 are mainly composed of
u:reamed revenues (96,093,597), accounts payable and accrued iiabilities ($2,318,942) and the iortionsdue within one year of compensated absences ($609,973) and bonds payab)e ($425,000). ieferred
revenues consist of uneamed revenues associated with municipal license ta-\es ($542,060) and
intergovemmental gants and contributions related to state and federally funded prcgams ($5,551,537).
As noted in the condensed statement of net assets, the Municipality's current asseis exceeared current
liabilities by $8,676,339, for a curent ratio (current assets to currint liabilities) of 1.92 to 1.00.

The Municipality's non-current liabilities, amo[r.,tingto 914,412,22.1 at June 30, 2010, are composed of
portions due after one year of bonds payable ($5,755,000), compensated absences ($945,76D; and the
estimated liability for municipal sorid waste Iandfilr crosure and post-closure care costs (g7,771,i60).

At June 30, 2010, the liabilities ofthe Municipaliry increased by $1,732,307 in comparison with the prior
fiscal ymr, principally for the following facts:

. Un*med revenues inqeased by 9901,727, which was caused principally by the increase in uneamed
grants and contdbutions offederal and state funded grant award programs.

. Accounts payables to suppliers and accrued liabilities incrcased by $5 5 1,01 1 dudng fiscal year.

i 
a).rnenrs during

the curent fiscal year.

As noted earlier, net assets may serve over time as a useful indicator of the Municipality,s financial
statement position. Th6 assets ofthe Municipaliry exceeded ljabilities by g21,381,355 at June 30, 20I0.
The most significant portion of net assets ($24,843,751) reflects the Municipaiity's investment in capital



COMMONVEALTE OT PUERTO RICO
MUNICIPALITY oF BARRANoUTTAS

Management's Discussion and Analysis
Fiscal Year Ended June 30,2010

ass€ts (e.g. land, buildings, machinery, equipment, infrastructue, etc.), net of all related debt still
outstanding that was issued to acquire, conshuct or improve those assets. The Municipality uses the
capital assets to provide services to its citiTens: consequently, these assets are not available lor futnre
spending. Although the Municipality's investment in capital assets is reported net of th€ outstanding
rclated debt, the resources needed to repay that d€bt must be pmvided by other sources, as capital assets
cannot be used to liquidate these liabilities.

Another significant portion ofnet assets at June 30, 2010, represents resources that ere restricted for debt
service payments ($1,714,839) and the ope.aiions of state and federally funded grant award programs
($405,965). The rcmaining component of total net assets consists of unrestricted negative balance of
($5,583,200) at June 30, 2010. This unreshicted negative balance is the consequence ofprevious budgets
that did not provide sufficient funding for incurr€d long-term obligations, such as bonds payable, notes
payable compensated absences, claims andjudgments, obligations under capital leases, estimated liability
for municipal solid waste landfill closure and post-closure care costs, etc. Historically, a significant
portion of such obligations has been budgeted on a pay-as-you-go basis.

The total net assets ofthe Municipality increased by $958,635 for the fiscal year ended June 30, 2010.
Such increase is due to the excess of total revenues (g14,404,544) over expenses (g13,445,909) for the
fiscaly€ar ended June 30, 2010.

ThX Space lhs Beea latentionou! Lelt Blnhk
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COMMONWEALTH oF PUERTO RICO
MUNICTPALITY oF BARRANoUITAS

Management's Discussion and Analysis
Iiscal Year Ended June 30, 2010

The following is a compamtive condensed presentation ofthe Municipality's rcsults ofopemtions as
reported in the GWFS:

Comparative Statement of Actiyities
Gov€rnmental Activities (condensed)

Fiscal Y€ars Ended Junc 30,2010 ,nd 2009

2010
Program revenues:

Program-specifi c operating grants

and contributions

Progam-specifi c capital grants and contibutions
Charges for services

Total program rcvenues

Genetal teYetrues;

Property taxes

Municipal license taxes

Construction excise taxes

Sales and use tax
Uffestricted gmnts and contributions
Interests on deposits and miscellaneous revenues

Total general revenues

Total revenues

3,295,296 3,080,700

11,109,248 9,120,90t
14,404,544 12,201,601

2009

t,346,354

1,6t6,28t
332,661

1,255,79',1

1,639,929

t84,974

'1,124,088

840,101

9s,809

553,210

2,3tt,272
t84,76E

6,341,420

930,600

80,715

8t3,412
504,352

4s0,342

Program expenses:

General govemment

Urban and economic development

Public safety

Health and sanitation

Culture, recreation and education

Public housing and welfare
Interest on long-term obligations

Total expenses

Net incr€ase (decrease) in net assets

Net assets, at beginning of fiscal year
Net assets, at end offiscal year $ 21,381,35s $ 20,422,',720

5,345,28'7

2,104,213

t,076,221

2,03t,413
806,19r

1,867,859

214,725

4,169,'762

1,682,t06

1,101,986

2,13 t,3't0
111,923

2,227,887

314,026
13,445,909 12,341,060

958,635 (139,4s9)
20,422,'.720 20,562,1',79

As previously mentioned, the Municipality's net assets increased by $958,635 during the curent fiscal
year- ApEoximately 60 percent ($6,613,208) of the Municipaiity,s total rcvenues for the cunent liscal
year came liom taxes (property taxes, municipal license taxes, construction excise taxes and sales and use
taxes), while 23 p€rcent ($3,295,296) resulted from program revenues.

10
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The Municipality's expenses cover a wide range of sewices. The largest expenses ofthe Municipality for
the fiscal year ended June 30, 2010 were related to: (l) general adminishating and operating costs
($5,345,287), which were classified as ',geneml govemment,,, (2) public housing and wilfare),
($1,867,859), (3) u$an and economic development ($2,t04,2t3), ,na 1+y h*ttt and sanitation
($2,031,413).

As previously mentioned, the Municipal,ty's expenses increased from $12,341,060 for the fiscal year
etrded June 30,2009 to $13,445,909 for the fiscal year ended June 30,2010, for an increase of
$1,104,849. The most significant fluctuation between the current fiscal year,s expenses and those ofthe
prior fiscal yem occurred in the general govemment expenses, which increased $i,175,525 and payment
of intercst on long term obligation, which decreased $99,301 during curent fiscal yoar.

CoMMoNWEALTH oF PUERTo Iuco
MUNICIPALITY oF BARRANQUITAS

Management's Discussion and Analysis
Fiscal Year Ended June 30,2010

The following cha presents the composition ofrevenues for the fiscal year ended June 30,2010:

Ihb Spa.e Has Been latentioaatb Lelt Btdhk
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CoMMoN\ EALTH oF PUERTO IICO
MUNTCIPALITY oF BARRANQUITAS

Management's Discussion and Analysis
Fiscal Year Ended June 30, 2010

The following chart presents the composition of expenses for the fiscal year ended June 30, 2010:

Composition of GovernmeDtal Erpenses
Ior the Fiscal Year Erded June 30,2010

Cotrdensed Balance Sheet - Governmental Funds
June 30,2010 and 2009

2010 2009

Assets:

Total assets - major govemmental funds
Total assets - other govemmental funds

Combined total assets

Liabilities:
Total liabilities - major govemmental funds
Total Iiabilities - other govemmental funds

Combined total liabilities

Fund balanc€s:
Reserved - major govemmental funds
Reserved - other govemmental funds
Unreserved - general fund

t6,448,534
2,036,851

14,898,5',74

1,858,655

18,485,385 16,151,229

7,406,287

t,620,806
6,115.617

1,492,437

9,02'1,093 '7,608,0s4

5,26'7,567

416,045

3,174,680

s,650,594
366,218

3,t32,363
Combined total fund balances

Total liabilities aDd fund balaoces

9,458,292 9,t49,175

12
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY oI. BARRANQUITAS

Management's Discussion and Analysis
Fiscal Year Ended June 30, 2010

FINANCIAL ANALYSIS OF GO\,'ERNMENTAL FUNDS

Analltsis of Finarrci. Position of Govemn enlal Fands

As discussed earlier, the Municipality uses fund accounting to ensure and demonshate compliance with
finance-related l€gal requirements. The foclrs of the Municipality's govemmental funds is to provide
inibrmation oo near-term inflows, ouiflows, and balances of expendable resources. Such information is
useful in assessing the Municipality's compliance with finance-related legal requircments. Specifically,
unreserved fund balance may serve as a useful measure ofthe Municipality's net resources available for
spending at the end ofthe fiscal year.

At June 30, 2010, the total assets of govemmental funds increased of $1,?28,158 in comparison with the
prior fiscal year principally for the net eff€ct ofthe following facts:

. Cash in banks increased by $1,511,879 mainly due to an increase in property ta-xes collections
during the fiscal yem ended June 30,2010.

. Pmperty taxes receivable increased by $23,768, principally by the decrease of $584,858 in
property tax revenues during the current fiscal year, partially offseted by inueased collections
during the current fiscal year.

For a detailed explanation of ihe individual fluctuations oftotal assets and toial liabilities of govemmental

funds, please refer to the previous financial analysis ofthe government-wide financial statements included
in this managemeflt's discussion and analysis, where a detailed discussion of most of these fluctuations
has been made.

At the end ofthe current fiscal year, iotal unresewed fund balances of govemmental firnds amounted to
$3,774,680 (rccorded in geneml fund), while total fund balance rcached $9,458,292. The total fund
balances increased by $309,117 dirring the current fiscal year. The foliowing tables present the
composition ofassets, liabilities and fund balances among govemmental funds at June 30,2010 and 2009i

13



COMMONWEALTH OF PUERTO RICO
MUNICTPALITY oF BARRANQUITAS

Management's Discussion and Analysis
Fiscal Year Ended June 30,2010
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CoMMoNwEALTH oF PUERTo RICo
MUNICTPALITY oF BARRANQUITAS

Management's Discussion and Analysis
Fiscal Year Ended June 30, 2010

The following is a detailed financial analysis ofthe Municipality's govemmental funds:

General fund (GF) - The GF is the main operating fund used to account for all fmancial resources and
governmental activities, except for financial resomces required to be accounted for in another filnd due to
legal rcquirements, GAAP requirements or the demands of sound financial administration rcquiring the
use of a govemmental fimd other than the general fund. The GF is the pincipal operating fund of the
Municipality. The GF's total assets amounted to $6,330,417 at June 30, 2010. Such assets consist
principatly of: (1) ta,( receivables ($1,203,477), net of allowance for doubtfirl accounts, (2) unresticted
and resticted cash ($3,590,305), and (3) short-telm and long-term amounts due fiom other funds
($408,802)-

The GF's total liabilities arnounted to $2,321,258 at June 30, 2010. Such liabilities are composed of: (1)
defened revenues ($604,008), and (2) accounts payable and accrued liabiliti€s, including amounts due to
other govemments ($1,717,250).

At the end ofthe curent hscal year, unresewed fund balance ofthe GF's amounted to $3,774,680, rrhile
total fund balance reached $4,009,159. As a measure ofthe GF's liquidity it may be useful to compare
both uoreserved firnd balance and total fund balance to total fund expenditures. Unreserved fund balance
repres€nts 34 perc€nt ofthe total GF's expenditures, while total fund balanco represents 36 percent ofthat
srune amount.

- Capital improvemenb bond fund (CIBF) - The CIBF is a major capital projects tund used to account
for the financial resources arising from bond issuance proceeds used in the acquisitioD or construction of

eioreapital{aeilitiesiother ?ssetsand-permanerE imprcvements.+hffi
_ $3,425,523 al June 30, 2010, which consists mainly of restricted cash (unspent bond proceeds) in fiscal

agent ($3,421,508). The CIBF'S tota! liabilities amounted ro $107.274 at June 30,2010, which are
mainly composed of: (1) amounts due to other funds ($63,546) and (2) accouffs payable and accrued
liabilities ($43,728). At the end ofthe curent fiscal year, CIBF'S total and rcsened fund balance reached

- $3,318,249.
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COMMONWEALTH OF PUDR'IO RICO
MUNICIPALITY OF BARRANQUITAS

Management's Discussion and Analysis
Fiscal Year Ended June 30, 2010

Leeislative ioint resolutions fund flJR.n - The LIRF is a major capital project fund used to account for
the financial resources arising from program-specific capital grants and conhibutions awarded by the

Legislature of the Commonwealth of Puerto Rico, which are principally used in the acquisition or

construction of major capital faciliiies, other assets and pemanent improvemants. The LJRF'S total

assets amounted to $4,231,233 at June 30, 2010, which consists of restricted cash (unspent grant a\rards

and contributions) from the Legislature of the Commonwealth of Puerio Rico amounting to $4,23 I ,233 .

The LJR!"S total liabilities amounted to $4,231,233 at June 30, 2010, which are composed principally of
delerred grant revenues of $4, 1 5 l-554.

Debt service fund (DSF) - The DSF is a major fund used to account for the accumulation of rcsources

for, and the payment of, principal and interest for bonds payable. The DSF'S total assets amounted to

$2,049,418 at June 30, 2010, which consists mainly of restricted cash in fiscal agent ($2,007,922) and

intergovemmental gmnts and contributions ($35,530), net ofallowance for doubtful acaounts. The DSF'S

total liabilities amounted to $334,579 at June 30,2010, which are mainly composed ol (l) matured bonds
due and payable ($250,000) and (2) accounts payable and accrued liabilities ($84,512). At the end ofthe
current fiscal year, DSF's total and reserved fund balance reached $1,714,839.

Communitv deyelopment block srart fund (CDBGF) - The CDBGF'S is a major capital Foject fund
used to account for the financial resources arising from program-specific capital grants and contributions
awarded by th€ U.S. Department ofHousing and Urban Development tkough the Puerto Rico Office of
the Commissioner of Municipal Affairs Gub-grantor) which are principally used in the acquisition or
construction of major capital facilities, other assets and permanent improvements. The CDBGF'S total
assets amounted to $411,943 at June 30,2010, which consists principally gmnt awards receivable fiom
the U.S. Department of Housing and Urban Development amounting to $402,280. The CDBGF'S total
liabilities amounted to $411,943 at June 30, 2010, which are composed of: (l) accounts payable and
ac6ued liabilities ($313,848) and (2) amounts due to other tunds ($98,095).

Other govemmental funds (OGF) - The OGF'S is a combination of non-major major capital project and
special revenue funds principally used to account for the financial resources arising from program-
specific capital and operating grants and contributions awarded by state and federal agenci€s. The OGF'S
total assets amounted to $2,036,851 at June 30, 2010, which consist mainly of restricted cash
($2,020,772). Tho OGF'S total liabilities amounted to $1,620,806 at June 30, 2010, which are mainly
composed of deGrred revenues ($1,397,983) and short-term and long-term amounts due to other funds
($182,688).

ThisSpo.e Hds Been tntenlioMtr Left Bldnk
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CoMMoNWEALTH or, PuERTo RICO

MUNICIPALNY OF BARRANQUITAS

Management's Discussion and Analysis
Fiscal Y€ar Ended June 30,2010

ChaDges i Fund Balances - Governmental Fulds (condensed)

Fiscal Years Ended Ju e 30, 2010 and 2009

2010 2009

Revenues:

Totalrevcnues - major governmental funds

Total revenues - other govemmenial funds

Combined total revenues

Expenditu1e3:
Total expenditures - major govemmental funds

Total expenditures - other govemmental funds

Combined total expenditures

Excess (deficietrcy) ofrevenues over (u[der) expenditures

Other financitrg sources (uses), tr€t:

Other fmancing souces (uses), net - major
govertunental funds

Otier financing sources (uses). net - other
govertunental funds

Combined other financing sources (uses), net

Excess (deficiency) of revenues and other fmancitrg
sources over (under) expenditures alrd ot[er financing uses

Fund balances, at beginning of fiscal year
Furd balatrces, at end offiscal year

13,480,7s0

934,941

t2,'163,805

8t7,024
t4,415,69t 13,580,829

13,196,938

909,636

12,989,838

838,220

14,106,574 13,828,058

309,1l'.7 (247,229)

(24,522)

)a <),

(730,934)

'730,934

309,tt7

9,149,l',/5

(247,229)

9,396,404

9,458,292 9.t49.17s

-T hrsFdaz-fld8?eFmGnididlvtzlr-fiaar-
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COMMONIYEALTE OF PUERTO RICO
MUNICIPALITY oF BARRANQUITAS

Management's Discussion and Analysis
Fiscal Year Ended June 30, 2010

Analysis of Operating Results of Governmental Fulds

Composition of Expenditures of Governmehial Funds
for the Fiscal Years Ended June 30,2010 and 2009

20I0
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CoMMoNwf,ALTH oT PUERTO IUCO
MUNICIPALITY oF BARRANQUITAS

Management's Discussion and Analysis
Fiscal Year Ended June 30, 2010

The following is a detailed analysis ofthe results of operations of govommental funds for the fiscal year

_ ended June 30, 2010:

Getreral fund The total fund balance ofthe CF jncreased $78,234 during current fiscal year' Total
revenues, expenditures and other financing sources (net) amounted to $11,107,593, $11,050,332 and

' $20,973, respectively, for the fiscal year ended June 3 0, 20 I 0.

Approximately 75 percent (S8,341,396) ofthe GF's total revenues for the current fiscal yoar came from

- taxes (property taxes, municipal license taxes, construction excise taxes and sales and use taxes, while 21

percent ($2,311,272) resulted from intergovemmental gmnts and contributions.

- During the current fiscal year, there wai an excess of revenues and other financing sources over
exp€nditures and other financing uses of$78,234 in GF, while in the prior fiscalthere was a deficiency of
revenues and other financing sources under expenditures and other financing uses of $317,285.

- The GF's most significant fluctuaiions among the current fiscal year revenues and those ofthe priorfiscal
year were as follows:

Total rcvenues increased $778,923 (8%) in comparison with the prior fiscal year.

Total tax revenues decreased $986,309 (11%) in comparison with the prior fiscal year.

. Intergovemmental grants and contributions increased by $1,806,365 (358%) in comparison with the
prior fiscal year.

. Interest on deposits decreased $52,825 during current fiscal year-

Property taxes revenues decrease of $650,642 is mainly due to an increase of $23,768 in property
taxes receivable while at the same time the current year property assessments and collections were
greater than Prior Yea..

Miscellaneous income alecreaseal $51,32? aluring current fiscal year.

_ The most significant fluctuation between the current fiscal year expenditures and those of the prior fiscal
year occurred in the general govemment expenditures, which increased by $1,008,069 (25%).

Caoital improvemetrts botrd fund (CIBF) - The most significant transactions of this fund for the
- current fiscal year are related to interest on deposits. The total firnd balance ofthe CIBF did not have any

net fluctuation during current fiscal year. Total revenues, expenditures and other financing sources (net)

_ 
amounted to $48,363, $0 and $48,3 63, .espectively, for the fiscal year ended June 3 0, 20 1 0.

l,eeislative ioint resolutions fund ([JR.F) - The most significant transactions of tlis fund for the current
-T

- revenues from the Legislaturc of the Commonwealth of Puerto Rico. Total revenues and expendifurcs
arnounted to $686,136 each for the fiscal year ended June 30, 2010.

- Approximately 98% percent ($673,918) of IJRF'S total revenues for the current fiscal year came from
inteagovemmental gmnts and contributions rev€nues from the Legislature of the Commonwealth of
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Management's Discussion and Analysis
Fiscal Year Ended June 30,2010

Puerto Rico. Approximalely 97 percent (S664,000) of LIRF'S total expenditures for the cu(ent fiscal
year came from capital outlays.

Debt service fund (DSF) - l'he total lund balance ofthe DSF increased $181,056 during curent fiscal
year. Total revenues, expenditures and other financing uses (net) amounted to $696,295, $514,164 and

$1,075, respectively, for the fiscal year ended June 30,2010.

Approximately 41 percent ($282,959) of DSF'S total rcvenues for the current fiscal year came from
restricted property taxes, while 59 percent ($411,467) came from intergovemmental grants and

contributions. There was an increase of$181,056 in the DSP'S net change in fund balance when
operations fo. the current fiscal year are compared to those ofthe prior fiscal year. This occurred because

therc was an increase in intergovemmental gmnts and contributions rcvenues, while property taxes

Communitv development block grant fund (CDBGF) - The CDBCF'S most significant transactions
for ihe cunent fiscal year are related to program-specific capital grant revenues provided by ihe U.S.
Department of Housing and Urban D€velopm€nt and capital outlays related to the acquisition or
construction of major capital facilities, other assets and permanent improvements, incurred to develop
viable communities and a suitable living environment and expanding economic opportunities, principally
for persons of Iow and moderate income.

All CDBGF'S rcvenues for the current fiscal year amounting to $942,363 came from intergovernmental
gants and conhibutions revenues fiom the U.S. Department of Housing and Urban Development.
Approximately 81 percent ($764,557) of CDBGF'S total expenditures for th€ current fiscal year came
fiom capita.l outlays.

Other eov€rtrm€trtal funds (OGm - The total fund balanc€ ofthe OGF increased by $49,827 during
current fiscal year. Total revenues, expenditures and other financing uses (net) amounted to $934,941,
$909,636 ad $24,522, respectively, for the fiscal year ended June 30, 20 10.

Approximat€ly 99 percent ($934,887) of OGF'S total revenues for the cunent fiscal year came fiom
intergovernmental grants and contributions. Total expenditures ($855,741) ofOGF came fiom public
housing and welfarc activities.

BIJDGETARY EIGMIGHTS OF GENERAL FUND

The original and final budget of the general fund for the fiscal year ended June 30, 2010 arnounted to

- $9,936,952. Acco.dingly, there were no significant changes between the original and the final approved
budgets for the fiscal year ended June 30,2010.

_ The total actual revenues (budgetary basis) ofthe general fund for the fiscal y€ar ended June 30, 2010
were $10,197,548, which is 3 percent ($260,596) more than dre budgeted revemres. In addition, the total
..tualrxpenditu€s{budgetary,trasis) of1he+eseral fond for the fiscal,year ended JuaeJO,2Olo:xere-
$9,929,550, which is 4 perceot ($397,658) less than the budgeted expenditues. The most significant

- fluctuations in actual revenues (budgetary basis) occurred with sales and use tax revenues which were
$9I,483 more than their respective budgeted amounts. The most significant fluctuations in actual
disbusements (budgetary basis) occuned with the geneml govemment, which were $623,325 less than

- their respective budgeted amounts, respectively.
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MUNICIPALTTY OF BARRANQUITAS

Management's Discussion and Analysis
Fiscal Year Ended June 30, 2010

The favorable va ance in sales and use ta.x revenues is mainly due to the i[creased economic activity in
Barranquitas due to a formal economic development strategy implemented by management during the

curent year and the effect ofta-x rates lower than those of other municipalities. The favorahle variance of
$623,325 in geneml govemment expenditures were mainly due to the decrcase in operating costs that

resulted fiom a cost reduction progam implemented by the Municipality during the current fiscal year.

The following tables summarize the budgetary results of the revenues and expenditures of the Seneral
fund for the fiscal year ended June J0, 2010:

Budgelary Results of Revenaes - Genernl Fund

r,000,000

garrs and. : .. .:,'.r lanes , gfitnts and

contributions

Budgetary Results ofExpe dilurcs - Gefieral Fund
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Management's Discussion and Analysis
Fiscal Year Ended June 30,2010

CAPTTAL ASSETS AND Df,BT ADMIMSTRATION

Capital Assets

The Municipality has invested $43,655,957 in capital assets used in governmental activities, which have
an accumulated depreciation and amortization of$16,503,279 at June 30,2010. Capitalassets increased

$907,867 during the curent fiscal year due to the excess of curent year additioDs ($2,015,966) over
depreciation-/amortizaiion expense ($1,108,099) for the fiscal year ended June 30,2010- The principal
additions to capital assets for the curent fiscal year were related to constouction in progress (1,580,436),
machinery, equipment, furniture and fixtures ($29,620), building, structures and improvements
($290,578), and land improvements (115,332). The capital additions to conshuction in progress were
principally related to major improvements of streets and roads, the construction ofa recreational area and
the conshuction and remodeling ofihe new city hall.

We encoumge readers to consider the information presented here i, conjunction with more detailed
capital ass€ts information fumished in Note 7 to tho accompanying notes to the financial statements.

Debt and Long-T€rm Obligatiotrs Admidstratiotr

The Municipality finances a significant portion of its construction activities through bond and note
issuances, and though state and federal grants- The proceeds flom bond issuances designated for
construction activities are committed in its entirety for such purposes and cannot be used for any other
purposes.

At June 30, 2010, &e Municipality's total bonded debt amounted to $6,180,000, consisting of bonds
payable. Such debt is backed by the full faith and credit of the Municipality. The Municipality,s legal
debt margin amounted to $7,556,548 at the curent fiscal year-end. The followi g is a summary of the
principal debt and long-term obligations activity for the fiscal year ended June 30, 2010:

. Bonds payable decreased by $300,000 due to the effect of the debt service principal payments
during the current fiscal year.

. The estimated liability for municipal solid waste landfill closure and post-closure carc costs
increased by $426,692 due to the curr€nt year provision of such amount charged to health and
sanitation expenses.

We encourage readers to consider tho information presented here in conjunction with more detailed long-
term debt information fumished in Note 9 to the accompanying notes to the financial statements.

ECONOMIC FACTORS AI{D NEXT YEAR'S BI]DGI]TS A,I[D RATES

The te(itory of Baranquitas covers an area of approximately 33.2 square miles. Bananquitas is a

- nioipalifiyith a populaffi-3tj33-?n+Epo'putationn€nsio-ore4@
_ Barranquitas is characterized by being one ofthe economic integration centeN ofthe centml region of

Puerto Rico since it is considered one ofthe p ncipal source ofjobs and services ofpublic administration,
education, healt\ agriculture, manufacturing, food, retailing, construction and commercial industries in

_ the central region ofPuerto fuco.
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Management's Discussion and Analysis
Fiscal Year Ended June 30, 2010

According to the Puerto Rico Department oflabor and Human Resources, tle labor force decreased from
1.41 million in 2009 to 1.39 million in 2010 for Puerto Rico as a whole. In addition, the average
unemployment rate increased fiom 13.l% in 2009 to 14.8% in 2010. In the case of Barranquitas, those
statistics indicate that during the fiscal year ended June 30, 2010, there wero 438 employers that provided
3,609jobs in Barranquitas, for an aggregate payroll cost (exchlding marginal benefits) of approximately
$18.2 million duringthe fiscalyearthen ended.

The principal commercial industry in Barranquitas was the ag culture, which provided 250jobs from 125
employers during the current fiscal year. However, the public sector provided the majority ofjobs during
the current fiscal year (41 percent of total j obs), amounting to I,484jobs provided by 19 public employers
fiom the Municipality and the govemment of the Commonweallh of Puerto Rico. Within the pubiic
sector, the employees ofthe Puerto Rico Department ofBducation and certain private educational entities
(including a private university), provided 780jobs in the education industry during the cunent fiscal year.
Other commercial industries that provided significant amounts of jobs in Barranquitas were the
manufacturing and the retailing industries, which !tro'vided 252 and 428 jobs, respectively. The average
salary per employee amounted to $20,160 for the fiscal year ended June 30, 2010.

Ofthe total population ofthe Municipality, 54 percent or approximately 25,200 pe$ons are considered to
live under the poverty level. This rate is higher than the overall mte for Puerto Rico (48 perceflt).
Approximately 40 percent of the population of the Municipality receives public financial assistance as
their principal source ofincome.

The economy ofthe Municipality is ciosely linked to the economy ofthe Commonwealth ofPuerto Rico,
which ultimately is greatly affected by the condition of the United Srates of America. Direct investment,
exports, transfer payrnents, interest rates, inflation, and tourist expenditures are exogenous variables that
are affected by the economy ofthe United States ofAme ca.

The prcliminary r€ports issued by the Puerto Rico Planning Board (a govemmental agency of the
Commonwealth of Puerto Rico) about the performance ofthe economy ofthe Municipality indicate that
the economy decreased 1.8% in terms of total real gross product during the fiscal year ended June 30,
2010.

The Municipality has established policies and progams directed at developing the manufacturing and
services industries. Selective tax exemptions and othe. incentives have stimulated domestic and foreign
inv€stment. Infrastructure expalsion and modemization have been, to a large extent, financed by bonds
issued by the Municipality and certain grants from the U.S. Deparhnent of Housing and Urban
Development and the Fed€ral Emergency Management Agency. Economic progress has been aided by
significani increases in the levels of education and occupational skills of the population of the
Municipality.

- 
REQI]EST FOR INTORMATION

Tlis saaseial repe*j+d€sign€d te?ro+ide a€eneral overr.iew.of,the Mud6iPatiq,Saaees fer +lt €f
the Municipality's citizens, taxpayers, customers, investors and creditors. Questions conceming any of

- the infomation provided iD this report or requests for additionat information should be addressed to:
Municipality of Barranquifas, Department of Finance and Budget, P.O. Box 250, Barranquitas, puerlo
Rico, 00794.
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MUNICIPALTTY oF BARRANQUTTAS

Statement ofNet Assets
June 30,2010

Current assets:

Cash in coDmercial banks

Account receivablq net ofaliowarce for doubtful

Taxes:

Property tares

Mmicipal license tares

Construction excise ta\es

Sales and use tax

Intergovemmen tal granrs and contFburions

other receivable

Total accounts recei\able, net

lnventories and other current assets

Restricted assets:

Cash in comnercial banks

Cash in 6sca1 agent

Property taxes receivable, net ofallowance for

doubtfi accounts

Accmed int€rests or deposits

Int€rgovertunental grants and contributions rcceivable

Total rcstrict€d assets

Total current assets

Non-curretrt assets:

Capital assets, at cost:

Depreciable capital assets

Non-depreciabte capital assets

Total capital assets, at cost

Less: acc mulated depreciation and amortization

Total capital assets, net

Defened charges, net of accumulat€d amortization of $25, 191

Total non-current assets

Total assets

GoYernmental

ictivitics

3,30t,44

$ 1,144,706

s,910

4,162

48,639

1,121,948

5,88s

$ 5,66t,662

6,312,219

5,821

4,162

451,887

$ 36,705,53i

6,950,426

43,655,957

(t6,so3,2'79)

2,331,310

50,193

12443,811

18.126.776

27,152,678

24,565

27,1'77,243

4s,304,019

The accompanyingnotes to the basicJinanciol statements arc an integral pa ofthis statement.
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MUNICIPALITY OF BARRANQUITAS

Statement of Net Assets (concluded)
June 30,2010

Liabilities and net assets
Governmental

rctivities

Current lithilities (due within one year):

Accounts payable and accrued liabil;tjes

Intergovcrnmental payablcs

Total accounts payable and accrued liabilities

Unearned revenu€s

Liabilities related to resticted assets:

Accounts payable and accrued liabilities

Accrued ;nterests on bonds payable

Uneamed revenues

Current portion ofbonds payable

Total curent liabilities related to restricted assets:

Current portion of long-term obligations:

Obligations under capital leases

Compensated absences

Total curent portion of long-term obligations

Totat cunent liabilities

$ 76s224

t,058,222

410,984

84,512

s,551,537

425,000

2,925

$ 1,714,839

405,965

6i2,898

9,454.437

5,755,000

945,767

'7,7 t1,460

6,472,033

t4,412,227

23,922,664

24,843.'151

2,110.804

(5,583,200)

$ 21,381,355

1,823,446

542,060

Non-current liabilities, excluding cnrrenr portion

(due h more than oney€ar):
Non-cun€nt portion of liabilities related to resfict€d assets - bonds payable

Compensated atsences

Estimakd liability for municipal solid waste landfill

closure and post-closure care costs

Total non-cunent liabilities

Total liabiliries

Invested in capital assets, net ofrelated debt

Restricted for:

Federal and state tunded progams

Tofal .estricted net assets

Total net assets

The acconpanying notes to the basic Jinancial statenents ate an integal pafl of this statement-
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COMMONVEALTH OF PUIRTO RICO
MUNTCIPALTTY OF BARRANQUITAS

Statement of Activities
Fiscal Year Ended June 30, 2010

icluding

$r,r08,099

Charges

Net

G otet Me ntal activit ies :

General govemment

Urb sd e@.omic development

Hahh dd sanitadon

Public safely

Public hoNing and welfare

Cultue,rccaation deducalion

I.tercst on lon8-tem obligations

Total gov.mmental aclivities

5,345,281

2,104,213

2,031.413

1,076,221

r,867,859

806,191

2t4.725

332,661-

942.363

673,918

(5,0t2,626)

(1,16r,850)

(2,031,413)

(t,076,221)

{259,054)
(806,191)

196,742

934,887

41t,467

13,145,909 332,661 t,346.354 1,616,281 (10,150,613)

General revenu6:

Ta{es:

Prop€rty taB
Municipal lic€nse t aes

Consrrud:on excise taxes

$les ed use tzxes

Tota, td revenus

Intergovemmental grants and contributions,

not rcshicled to spe.;fic programs

lnterests on d€posits

Mis@llm@B revenu6

Total gmeml revenues

Net increa.se in net alsets

Net dsels at begiming of tucal year

Net Nets d sd of ii$al y@

Th. acconpauying rctet to the b6ic jinarcidl statenenh @e an integral pafi ofthis statene"L

'7,124,084

840,r01

95,809

553,210

8,613,208

2,31t,272

1t7,7',78

66,990

I1,109,248

958.635

20.422,',120

s 21,381,355
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MT]NICIPALITY oF BARRANQUITAS
Balance Sheet - Govemmental Funds

June 30, 2010
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CoMMoNwf,ALIH o[ puERTo RIco
MUNICIPALITY oF BARRANQUITAS

Reconcilistion ofthe Balance Sheet - Covemmental Funds to the Statement ofNet Assets
June 30,2010

The amounts ofgovemm€ntal activities reported in the statement ofnet assets and the balance sheet-
govemmental funds are different for the following reasons:

Total fund baiances reported in the balance sheet-govemmental firnds

Add (Deduct):

Capital assets used in govemmental activities are not considered available
flnancial resources at fiscal year-ond, therefore, are not reported in the
govemmental funds, This is the carrying amount ofcapital assets, net of
accumulated depreciation and amortization of g 76,503 ,279 at !$ne 30, 2010,
which is reported in statement ofnet assets.

Certain deferred revenues rcported in the govemmental funds are recognized as
revenues in the statement ofactivities- This is the amount ofrevenues
measurable but not available at June 30, 2010 for intergovemmental grants and
contributions.

Debt issued by the Municipality has associated costs (debt issuance costs) that are
paid liom current available financial resources in the govemmental funds.
However these costs are deferr€d in the statement ofnet assets and reported net of
accumulated amortization of $25,1 91.

Invento es and other curent assets recorded in the statement ofnet assets aJe not
considered available financial resouces at fiscal year-end, therefore, are not
reported in the govemmental funds.

The following liabilities are not due (mature) in the curent fiscal year, therefore,
are not reported in the governmental funds at June 30, 2010:

Bonds payable

Obligations under capital ieases

Compensated absences

Estimated liabilify for municipal solidwaste iandfill closure and post-closure

Acuued liabilities, principally consisting of employees, Chdstrnas bonuses

Net assets-govemmental activities, as reported in the statement ofnet assets

The accahpanying notd to the bdsic fnahciat natuhehts ate an ihteerat ptt to this statenett.

9,458,292

27,t52,678

61,948

24,s65

50,193

(5,930,000)
(2,92s)

(t,ss5,740)

(7,11t,460)
(106,196)

$ 2i,181,3s5
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF BARRANQUITAS

Statement of Revenues, Expenditures and

Changes in Fund Balances- Govemmental lunds
Fiscal Year Ended June 30, 2010

242,959-

95,309 _ 95,309

_ 553210

- 2A2,9t9 3.64,151

t32.661

12213

!12.661

11.107-591 43-361 636.116 696.295 9:1,qr1 14415.691
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- 664 000
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04.24$ (43.36' , 0.07' - 07.09r)

r43 163J

131.056

- 366,213 9.149.175

s d00r,lr9 rJr3,249 - IJ14,339 416.045 S 9Jlq21
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COMMON.WEALTH O!. PUERTO RICO
MUNICTPALITY OF BARRANQUITAS

Reconciliation ofthe Statement of Revenues, Expenditurcs and

Changes in Fund Balances Govemmental Funds to the Statement of Activities
Fiscal Yed Ended June 30,2010

The amounts of govemmental activities reported in th€ accompanying statement of activities and the statement of
revenues, expenditues afld changes in fund balanc€s - govemmental fuDds, are different for the following reasons:

Total net increase in fund balances reported in th€ accompanying statement of revenues,

expenditures and changes in fund balances govemmental funds

Add (Deduct):

The following property tax revenues recorded in the staiement of activities do not
necessarily provide current financial resources, therefore, sometimes are deferred in the
govemmental funds. This is the net change in deferred revenues of prop€rty taxes, for
measurable but not availabl€ amounts at fiscal year end:

Property taxes

Govemmental funds rcport capital outlays as expenditur€s. However in the statement of
activities the cost ofthose assets is capitalized and allocated over their estimated useful
lives as depreciation and amortization expense. This is the amount by which capjtal outlay
exp€nditures ($2,015,966) exceeded depreciation and amofiization expense ($1,108,099)

for the fiscal year ended June 3 0, 201 0.

Repayment ofprincipal ofbonds is reported as an expenditure in the govemmental funds,
howevet the repayment reduces bonds payable in the statement of net assets.

Amortization of defened charges reported in the statement of activities does not r€qujre
the use of cunent financial resources, thercfore, are not reported as expenditures in the
govemmental funds.

Some expenses reported in the statement of activities do not require the use of curent
financial resources, therefore, are not reported as expenditures in the govemmental fuflds.
This consist ofthe net effect ofthe current yeff charges to health and sanitation expenses
to increase the estimaied liability for municipal solid waste landfill closure and post-
closure care costs, the net incr€ase in compensated absences, and other increases and
decreases in other accrued liabilities.

Net increase in net assets, as reported in the accompanying statement of activities

The accomp@rying notes to the basicfnaficial stdtements are on ltegral part lo this slatement.

$ 309,117

(11,147)

907,867

342,926

(1,493)

(548,635)

9s8,635
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COMMONWEALTH OF PUERTO RICO
MUNTCIPALTTY OF BARRANQUITAS
Notes to Basic Financial Statements

Fiscal Year Ended June 30,2010

1, Backgaound Information and Summary of Significant Accounting Policies

The Municipality of Barranquitas (the Municipality) is a local municipal €lovemment constituted in

l9?0 in the Commonwealth of Puerto Rico (the Commonwealth). The Municipality has full
legislative, fiscal and all other govemmental powe$ and responsibilities expressly assiSned by Public
Act No. 81 of August 30, 1991, as amend€d, known as Autonomoas MlmiciPalities Act of the
Commonwealth ol Ptlelto -Rr?o (Act No. 8t). The Municipality is one ofseventy-eight municipalities
legally separated from the Commonwealth's govemment-

The Commonwealth's Constitution provides for the separation ofpowers ofthe ex€cutive, legislative
and judicial branches of the Commolwealth and the municipalities. However, the Municipality's
govemmental system consists of executive and legislative bmnches only. A Mayor, elected every
four years by the citizens, exercises the executive power ofthe Municipality. The legislative power of
the Municipality is exercised by the Municipal Legislature, whose members are also ele€ted every
four years. The judiciary power is exercised by the General Justice Court System of the
Commonwealth, which has jurisdiction over the Municipality.

The Municipality assumes eiiher partial or full responsibility for providing services to its citizens
related to public housing, welfare, public safety, health, sanitation, education, culture, reueation,
education, urban development, economic development, and many othe. fiscal, geneml and
adminisfative services,

a) FiQancial Reporting Model

- The accompanying basic financial statements present the financial position and the results of
operations of the Municipality as a whole, and its various govemmental funds as of and for the
fiscal year ended June 30,2010, in conformity with accounting principles generally accepted in
the United States ofAmerica (GAAP), as prescribed by the Govemmental Accounting Standa.ds

- Board (GASB).

According to the financial reporting model established by GASB Statement No. 34, Basic
- Finoncial Stdtements and Management's Discussion @td Analysis - for State and Local

Goyernments (GASB No. 34), tho required basic financial statement presentation applicable to
the Municipality is composed of the following elements: (1) govemmeflt-wide financial

- statements (G\\4S), (2) govemmental fund financial statements (GFFS), (3) not€s to basic
financial statements, and (4) required supplementary information (RSl).

- XSI consisting of a Management's Discussion and Analysis (MD&A), is information presented
along with, but separate from, Municipality's basic financial statements.

MD&A is a narative report that introduces the accompanying basic financial statements and
provjdes an analltical overview ofthe Municipatity's financial activities for the fiscalyear ended

ased oE+he+/{saHpaliq s+ie*ledge €f+e eassaed€asr €v€a+s{f,d.€€xditjons - -.-
reflected in the basic financial shtements. The MD&A also highlights certain key fiscal policies

- that control the Municipality's operations.

Other supplemeDtary information presented in this report for purposes of additioDal analysis

- consist of: (1) Budgetary Comparison Schedule - General fund, (2) Schedule of Expenditures of
Fedeml Awards, as listed in the accompanying tabl€ ofcontents.
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COMMONWEALTH OF PUf,RTO RICO

MUNICIPALITY OF BARRANQUITAS

Notes to Basic Financial Statements

Fiscal Year Ended June 30,2010

On July l, 2005, the Municipal8 adopted the provisions of Statement No 44, Economic

Condition Reporring: The Statistical Section - an a endment of NCGA S1a'€me'?/ I (GASB No'

44). This statement amended the portions of NCGA Statement l, Go'emmental Accounting and

Financial Reportifig Principles, which provides guida ce for the prepamtion of the statistical

section ofthe Municipality's Comprehensive Annual Financial Report (CAFR) Accordingly, ihe

statistical section of this Comprehensive Annual Financial Repofi has been modified to present

more detailed information, typically in ten-year trends, that assists use$ in dtilizing: (1) the basic

financial statements, (2) the notes to basic financial statements' and (3) the required

supplementary information, to assess the economic condition ofa govemment-

On March 2009, the Municipality adopted the provisions of GASB Statement No. 55' The

Hierurchy ofceneralty Accepteil Accotmtw Prirlciples for State and Local Govemments (GASB

55), and GASB Statem€riNo. 56, Codifcation ofAccounttug and Fina cial Reporting Guida ce

Contai ed in the AICPA Stner entN o11 Aaditing Standads (GASB 56).

GASB 55 incorporated the hierarchy of gen€mlly accepted accounting principles (GAAP) for
state and local govemments into the Govemmental Accounting Standards Board's (GASB)

authoritative literatue. The requiremenls in this Statement codiry all GAAP for state and Iocal

govemments so that they derive from a single source.

GASB 56 incorporated into ihe Govemmental Accounting Standards Board's (GASB)
authodtative literature certain accounting and financial reporting guidance presented in the

American Institute of Certified Public Accountants' Statements on Auditing Standards. This
Statement addressed three issues not included in the authoitative literature that establishes

accounting pinciples - related party transactions, going concem conside.ations, and subs€quent

events.

The adoption ofGASB 55 and GASB 56 did not have retroactive cumulative effects affecting the

accompanying financial statements as of July 1, 2009, and have not aff€cted the financial
positions and the results ofop€rations reported as of and for the fiscal year ended June 30, 2010

Accordingly, the accompanying GFFS have not reported any retroactive restatements or
reclassifications offund equities as ofJuly l, 2009.

b) Financial Reponing Enlily

The accompanying basic financial statements include all deparhnents, agencies and municipal
operational units that are under the Iegal and adminishative control of the Mayor, and whose

fmancial resources are under the legal custody and control of the Municipslity's Director of
Finance and Budget, as prescrib€d by Act No. 81.

_. The Municipality's managemert has considered all potential component units (whether -govemmental, not-for-profit, or profit-oriented) for which it may be financially accountabl€ and

other legally sepamte organizations for which the nature and significance of their relationship
with the Municipality may be such that exclusion oftheir basic financial statements from those of
the Municipality would cause the Municipality's basic financial statements to be misleading or
incomplete.
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Fiscal Year Ended June 30,2010

GASB Statement No. 14, The Financial RePorting Entity (GASB No 14), as amended, has set

forth criteria to be corsidered in determining financial accountability for financial rePorting
_ purposes. These criteria include appointing a voting majority ofan organization's goleming body

and: (1) the abiliry of the Municipality to impose its will on that orga ization or(2) the potential

for the organization to provide specific financial benefits to, or impose specific fmancial burdens

- on, the Municipality.

On July 1, 2003, the Municipality adopted the provisions of GASB Statement No. 39,

- Determining Whether Certain Orga izarions (lre Compo ent Units an Anendment of GASB

Statete t No.74 (GASB No. 39). GASB No. 39 states that cortain organizations for which a

primary govemment is not financially accountable nevertheless warant inclusion as part of the

_ financial rcporting entity because of the nature and significance of their rclationship with the
primary govemment, including their ongoing financial support ofthe primary govemment and its
other component units.

- According to GASB No. 39, a legally separate, tax-exempt organization should be repofied as a

discretely prcsented component unit ofa reporting entity ifall ofthe following criteria are met:

The economic resources rcceived or held by the separate organization are elltircly or a]nost
entirely for the direct benefit of the primary govemment, its component units, or its
constituents.

. The primary govemment, or its component units, is entitled to, or has the ability to otherwise
access, a majority ofthe economic resources received or held by the separate organization.

The economic resources received or held by an individual organization that the specific
primary govemment, or its component units, is entitled to, or has the ability to otherwise

_ access, are significant to that primary govemmeDt.

In addition, GASB No. 39 staies tlal other organiations should be evaluated as potential
component units if they are closely related to, oI financially integated with, the primary

- govemment- Such types of entities may be presented as either ble[ded or discretely presented
component units, depending upon how they meet the criteria for each specified in GASB No. 14.

- The Municipality's management has concluded that, based on the aforementioned criteria, there
are no legally separate entities or organizations that should be reported as component units ofihe
Municipality for the fiscalyear ended June 30,2010.

c) Gowrnmenl-wide Fi aficial Statements

_ The accompanying GWFS are composed of: (l) the statement ofnet assets and (2) the statement
of activities. These financial statements repo( information of all governmental activities of the

-- nicipality as rrffirese-staffiat presenting rlrrod overview offic
Municipality's finances by reporting its financial position and results ofopemtions using methods

- that are similarto those used by most private businesses.
The focus ofGWFS is on the opemtional accountability ofthe Municipality as a single economic
unit and not on compliance with budgets, regulatory rcquirements or on the use of available or

- currently exp€ndable financial resources (referred to as fiscal accountability). Operational
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accountability is the Municipality's responsibility to report to the extent to which it has met its

operating objectives efficiently and effectively, using all resources available for that purpose. It
focuses on the Municipality's principal operating objective, which is to provide sewices to its
citizens.

The accompanying statement of Det assets provides short-term and long-term infomation about

the Municipality's financial position by presenting all of the Muricipality's a-isets and liabilities,

with the difference between these two items r€ported as "net assets" (equity) and or net liabilities.

This statement assists management in assessing the level of se ices that can be provided by the

Municipality in the future and its ability to meet its obligations as they become due. In addition,

this statement reports the extent ta which the Municipality has invested in capital assets and

discloses legal and contractual restrictions on resources.

Net assets are classified in the accompanying statement ofnet assets within the following three

categories:

. Invested in capital assets, tret of rel.ted debt This net asset category consists ofl capital

assets, net ofaccumulated depreciation and amortization, reduced by the ouistanding balances

of bonds payable, notes payable and other debts that are athibuted to the acquisition,

constuction or improvement of those assets (capital-related debt). For the purposes of
detemining the outstandiDg debt attributed to capital assets, the total long_term debt related

to the acquisition, construction or improvement of capital assets has been reduced by any

relat€d unspent debt proceeds arld any rclated unamortized debt issuance costs.

In additioo, for the purposes ofdetermining the outstanding debt attributed to capital assets,

the following items are excluded fiom the calculatioo: (l) bond issuance costs, (2) interest

payable, (3) accrued interest on deep discount debt and non-capital accrued liabilities (e-g.

compensated abs€nces, claims and judgments, etc.), and (5) debt used to finance capital
acquisitions by parties outside the Municipality. Furthermore, the computation ofnet assets

invested in capital assets, net of related debt, excludes inter-fund loans afld other financial
assets.

. Restricted net assets - This net asset category consists of net resources restricted by extemal
parties (such as debt covenants, creditors, granto6, contributors, laws or regulations ofother

- gov€mments, etc.), or net assets for which constraints are imposed by constitutioDal

provisions or enabling legislation. Enabling legislation consists oflegislation that authorizes

the Municipality to assess, lery, charge or otherwise mandate payment of resouces (from

- extemal r€source provide6). Enabling legislation establishes restrictions if it includes a

legally enforceable requirement that those rcsouces be used only for the specific purposes

stipulated in the legislation.

- On July 1, 2005, tle Municipality adopted the provisions of Statement No. 46, Net Assets

-Reirriered+r4rlab4ng 

L iqlatieklG1.$B+{,e-. 46ffiiestatemeflfreqrrires-tha1-limitatiofls--
on the use of net assets imposed by enabling legislation be repofted as restricted net assets.* 
This Statement clarified that a l€gally enforceable enabling legislation restriction is one that a
party extemal to the Mmicipality (such as citizens, public interest grcups, or the judiciary)
can compel the Municipality to honor. This Statement states that the legal enforceability of

- ar enabling legislation should be reevaluated if any ofthe.esources Eised by the enabling
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Fiscal Year Ended June 30,2010

legislation are useal for a purpose not specified by the enabling legislatio[ or if the

Minicipality has other cause 
_foi 

consideration. Although the determination that a particular

restrictiln is not legally enforceable may cause the Municipality to revi€w the enforc-eability

oloiher restrictions, it should not necessariLy lead the Nlunicipality to the sarne conolusion for

alt enabling legislation resrriclions

The classification oI rcstricted et assets identifics resources that have been received or

eamed by the Municipality with an explicit understanding between the Municipality and the

resource provide$ ihut th" .""or."". would be used for specific purposes Grants'

contributionsanddonationsareoftengivenunderthosekindsofconditions-Bondindentues
also often limitthe use ofbond proceeds to specific purposes'

Intemally imposed designations of rcsources, including earmarking, are not reported as

restrictei nei assets. These designations consist of management's plans for the use of
resources, which are subiectto change at tie discretio, ofthe Municipal Legislature'

The Municipality has reported the following types of restrict€d net Lssets in the

accompanying statement ofnet assets as ofJune 30, 2010:

(1) Debt service - Represent net resouces available to cover future debt service payments of
bonds PaYable

(2) Federal and slale funaled programs - R€present net resouces available from certain

federal and state grants, which have been set aside to carry out several progmms'

. Unrestricte.l Generally, this category consists ofthe excess ofassets over rclat€d liabilities

that are neither extemally nor legally restricted, neither inv€sted in capital assets However'

at June 30, 2010, this category has a negative balance of $5,583,200 because liabilities

exceedeal the related assets. Generally, the ass€ts lecorded within this category are

designat€d to indicate that management does not consider them to be available for geleral

oper-ations. Assets reported within this category often have constraints that are imposed by

management but can be removed ormodified.

Whefl both restricteal and unrestncted resources are available for use, it is the Municipality's

policy to g€Derally use rcstricted resources first, and then unrestncted resources as they arc

needed.

The accompanying statement of activities presents the Municipality's reslrlts of opemtions by

showing, how ihe Municipality's net assets changed during the fiscal year ended June 30, 2010,

using a-net (expense) revenue format. This statement presents the cost of each function'/program

as wll as tire extent to which each of tie Municipality's functions, programs or other services

€ither contributes to or draws from the Municipality's general revenues (such as property taxes,

- m,'nicipatliceoselaxes,.nnrrnr.rtionex.i.et'2aes,rtc]--

A fnctior/program describes a group of activities tlat are aimed at accomplishing a major

servi"e or reguiatory responsibility. The functions/programs rcPorted in the accompanying basic

finaacial staGments are: (l) general govemment, (2) urban and economic development, (3) public

safety, (4) health and sanitation, (5) culture, recreation and education and (6) public housing and

*"lfare. 
'Th" gore-.ental operations of the Municipality's departments and opemtional units
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aleclassfiedwithinthefollowingfirnctio,Vprogramsintheaccompanyingbasicfinancial
stateme[ts:

Generul goternment:
Municipal legislature
Mayols omce
Department offinance and budget
DePartment of human resources

Deparhnent of municipal secretary

Deparhnent of internal audit
Department of purchasing and supplies

Ilrban arrd economic,levelopmenl:
Department of Public wo.ks
Depaltment of transportation and maintenance

Department of en gineering

Public safely:
Department of emergency management
DePartment of municipal Police

Heah h and sarrilttlio n:
Department of recycling and environmental contool

Culture, recrcdioa a il educaliott:
DePartment of recreation and sports

Depafiment ofculture and tou sm

Public hoasirrg and welfare:
Depariment of elderlY ser}ices
Department of service to citizens

The statement of activities demonstrates the degree to which Fogram revenues offset direct

expenses of a given functron/program or segments. Direct €xpeNes are those that are clearly

identifiable with a specific function, segment or operational unit This statement reports revenues

in two brcad categories: (l) program revenues and (2) geneml revenues'

Progmm revenues are generated directly from a progmm itselfor may come fiom parties outside

the 
"Municipality's tarfayers or citizens. In the statement of activities, program revenues reduce

rhe costs (expenses) oithe function/progam to anive at: (1) tho net cost ofthe fi'lnctior/program

that must be-financed Iiom the Municipality's gen€ral rcvenues or (2) the net program revenue

that contributes to the Municipality's general revenues.

The accornpanying statement of activities rcports th€ foilowing categodes of program r€vemres

for the fiscal year ended June 30,2010:
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. Charges for serrices These revenues generally consist of exchange or exchanee-like

transactions involving charges to cu"tom"is or applicants who purchase' use or directly

#;il;oi. ;il;";[., ,"*i""" o' p'i'lt"g" provid;d' or ar-e othen'vise 
llr-elJ.1ffected 

bv

,h;;;;. 
'il* 

;i,enues include fees'charg€d for specific services, charSes tbr licenses

and permits, and fines and forfeitures, among others

. Program-sp€cific operating and capital grads and contributiotrs -.'I'hese revenues

consist of transactions that are either mandat;y or voluntary non-exchange bansactions with

oif,"i gor"--"n*, organizations, or individuals that restrict the resowces tor rse ln a

puJi"uj* p.ogru-. op;rating grants and contributions consist of resources that are required

L, b" ,r"i tJfinun." rhe cosb of opemting a specific program or can be.used eilher for

oneratins or caDiiat purposes ot a specific piogtam Capiiat granl5 and contribulionc consist

;l;;;:; ;.'r*",i.es that are resEicteJ for capital purposes - lo purchase' consbuct or

.""o"rr" *ploL ^.*u ^ssociated 
with a specific progr;m Restricted op€rating,and capital

grants aad contribution, u* p.oga - ."u"ou"t because they are specifically attributable to a

i.ogr"- una ."au"" tt e net expense of that p'ogram to the Municipality They are reported

net of estimated uncollectible amounts.

Gen€ral rcvenues are the alefault category for revenues' It includes all revenues and gains that do

nJ meet the definition of program rivenues. Propeny taxes, municipal license.taxes' sales and

,"" ,*"t 
"na 

construction eicise taxes are rePorted as general revenues All other non-tax

."r"rr"t fi""irai"g *restricted interesi on deposits, grants and conhibutions 'ot 
rest'icted for

.necific orosrams and miscellaneous revenues) lhal do not meel $e definition of prograrn

.1."r.".? .i*.iii.a as general revenues. iesources thal are dedicaled intemally by the

l,tunicioaliw are reported ai geneml revenues rather than as progmm revenues. Al1 geneml

;;;;#;;: ;;;r.t1f esiimated ,ncotlectible amounts, which are rccorded as reduction of

revenues rather than as exp€nses.

The seneml govemmenl function/program reponed in the accompanying slaremenl of aclivilies

;.iid..-;;o:;t;. ittri *.. in es'.enie, indi'ect or costs of other funclions/program" of the

i;;-;"lld. Even though some of these costs have been charged to certain funds in the GFFS

""].a"!"i J"r, 
"rf"""ion! 

permitted under some federal programs, the Municipatity has reported

ii""".Ji""i".." as direct expenses of the general government fixrction. Acco-.dingly, the

iti*.i"Gty g"*afy aoes not allocate general govemment lindirect.l costs to other functions'

Theeff€ctsofallinter-funalgovemmentalactivities(revenues,expendituresandotherfilancing
*r.""Jo""r r.ong govemm_ental funds) have been removed from the accompanying statements

.i."ir"*o -a "J,iries. 
Interfunal services provided and used have not been eliminated in the

process of consolialation.

The Municipality classifies sll of its activities-as govemmental activities 1 tl:,"::-":li']:i;ffi;:il;:;;;i;iii* e",*.irv r,**"a thrlugh taxes, intersoremmental revenues and

mr.r-r ,r]:cret*re" ..I rte usedtssrrp?ort+s}4u+i€iPa1ig5+rograms orser+ices_

These govemmenial activities are also generally reported in the GFFS'

The Municipality has no fiduciary activities, which are those in which rhe]\4uoicipality would be

;il;;';;;;";gt"g 
"et 

asses for specific individuals or other extemal parti€s in accordance

;il;J ;teefid" or other custodial armngements. In addition' the Municipality has no

37



CoMMoNwf, aLTH oF PUERTo Rrco
MUNICIPALITY oF BARRANQUITAS
Notes to Basic Financial Statements

Fiscal Year Ended June 30, 2010

operations ol activities that are financed and operated in a manner similar to pdvate business
onterprises, where the costs of Foviding goods or services to the general public (expenses,
including depreciation) is financed primarily thmugh user charges; o|nhere the goveming body
has deoided that periodic dcletnrirtation olrcvcrues earned, expenses incured, an(ror net income
is appropriate for capital maintenance, public policy, management control, accountability, or
other pu4)oses.

d) Goyernmental Fand Financial Statements

A fund is a fiscal and accounting entity consisting of a self-balancing set of accounts used to
record assets, Iiabilities and residual equities, deficits or balances, and changes therein, which are
segregated for the purpose of carrying on specific activities or attaining certain objectives in
accordance with GAAP and/or sp€cial regulations, restrictions o.limitations.

The accompanying GFFS are composed of: (l) the balance sheet govemmental funds and (2)
the statement of revenues, expenditures and changes in filnd balances - govemmortal funds.

These financial statemonts report the Iinancial position and results opemtions of the
Municipality's govemmental funds by presenting souces, uses and balances of current financial
resources. Some ofthese financial statements have a budgetary orientation and focus primarily
on: (1) the Municipality's major govemmental funds, as defined below, (2) the fiscal
accountability and (3) the individuat parts of the Municipality,s govemmenr. Fiscal
accountability represents the Municipality's .esponsibility to justify that its actions in the current
fiscal year have complied rrith public decisions conceming the mising and spending of public
moneys in the short te.m (generally one fiscal year).

The accompanying GFFS segregate govemmental firnds according to their intended purpose and
are used in demonstrating compliance with legal, furancial and contractual provisions. The
minimum number of govemmental funds is maintained consistent with legal and self-imposed
manage al requirements established by the Municipality. For financial reporting puryoses, the
Municipality classifies its governmental funds within the following categories:

. Generul fund - The general fund is the Municipality,s main operating ftmd and a major
govemmental fund, as defined below, used to account for all financial resources and
govemmental activities, except for financial resources required to be accounted for in another
fund. It is presumed that the Municipality's govemmental activities have been reported in the
gereral fillrd except for transactions for which one ofthe following compelli[g reasons has
r€quired the use of another fund: (1) legal requirements, (2) GAAP requirements or (3) the
demands of sound financial administration requiring the use of a govemrnental fund other
thao the general fund.

. Debt senice frnd The debt service fund is a major govemmental tund, as defined below,
- used by the Municipalitv to account for the Fccrrmllrfion 6f res

of, principal and interest for: (1) bonds payable for which debt service payments are legally
manalated to be accounted for in a debt service fund and/or (2) bonds payable or any geneml
long-term debt for which the Municipality is being accumulating financial resources in
advance to pay principal and interest payments maturing in future years. Consistently with
the prior fiscal years' financial statement presentation, during the fiscal year ended June 30,
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2010, the financial activity accounted for in the debt service firnd was specifically related to
onds Payable

The outstanding balance ol general iong-term debts lbr which debt service payments do not
involve the advance accumulation of resources (such as obligations tmder capital leases) are

- only accounted for in the accompanying statement ofnet assets. The debt seraice payments of
such debts are generally accounted tbr as debt service principal and dcbt service - intcrcsi
expenditures in the general fund.

Special revenae funds - The special revenue funds are non-major govemmental fu[ds, as

defined below, used by the Municipality to ac€ount for revenues derived fiom grants,

contributions or other revenue sources that are either self-restncted by the Municipality or
- legally restrict€d by outside parties for use in specific purposes (€xcept for rcvenues that are

oarmarked for expenditures in major capital projects which are account€d for in the capital
projects fund). The uses and limitations of each special revenue fund are specified by* municipal ordinances or federal and state stafutes. However, resources rcstricted to
expenditures for purposes nomally financed fiom the general firnd arc reported in the
Municipality's general fund provided that all applicable legal requircments are appropriately
atisfied. In this case, a special revenue fund to account for such kind oftransactions will be

used only if legally mandated.

Capital projecls funds - Capital projects funds are non-major goverrm€ntal funds, as defined
below, used to account for the financial resources used for the acquisition, constnrction or
improvement ofmajor capital facilities and other assets. Significant capital outlays finalced

* from proc€eds of general obligation, public imProvement or special obligation bonds

accounted for also in the capital projects funds.

The use of the capital projects funds has been reservod only for major capital acquisitions,
- 

"onsaudion 
or improvement activities that would distort financial r€sources trend data ifnot

reported sepamtely from the other Municipality's operating activities. The routine purchases

of minor capitalizable assets (such as fumiture, oflice equipment, vehicles and oth€r minor
- capital assets or improvements) have been reported in the govemmental fund fiom which

finalcial tesources were usod for the palment.

- The focus of the GFIS is on major govemmental funds, which genemlly represent the
Municipality's most important funds. Accordingly, the Municipality is required to segregate

govemmental funds between major and non-major categodes within the GFFS. Major individual

- govemmental funds are reported individually as s€parate columns in the GFFS, while data fiom
all non-major govemmental funds are aggregated into a single column, .egardless of find t1pe.

* By definition, the Municipality's general fund is considered a major govemmental fund for
financial reportr'ng purposes. In addition, any other govemm€ntal fund would be classified as a

jor+ovemseElal jrnd inif€ GElsjfits total assets-liahilitic\, rerenneq or exfendih:res of 
-that individual govemm€ntal fund are at least ien percent (10%) ofthe corresponding element* 

total (assets,liabilit;es, revenues or expenditues) for all governmental funds. For the purposes of
applying the aforementioned major irnd criteria, no eliminations of interfund balances have been

made. Total revenues for these purposes means all revenues, including operating and non-

- operating rcvenues (net of allowances for uncollectible accounts), except for other financing
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sources. Total expenditues for these purposes mean all expenditures, including operating and

non-opemting expenditures, except for other financing uses.

tsased on the aforementioned criteria, the Municipality's maior govemmental f nds reporied in
the accompanying GFFS arei (l) the general fund, (2) the debt service tun4 (3) the capital

improvements bond fund, (4) the legislative joint resolutions fund and (5) the community

development block grani fund.

The capital inprovements bond firnd is a major capital projects fund used to account for the

finaacial resources arising mainly liom bond issuance proceeds used in the acquisition o.
construction of major capital facilities, other assets and permanent improvements- The most

significant transactions ofthis fund are related to capital outlays and proc€eds from issuance of
bonds.

The legislative joint rcsolutions fund is a major capital project fund used to account for the

financial resources arising from program-specific capital grants and contributions awarded by the

Legislature ofthe Commonwealth of Puerto Rico, which are principally used in the acquisition or

construction of major capital facilities, other assets and permanent improvements. The most

significant transactions of this fund are related to capital outlays and intergovemmental grants

and contributions rcvenues.

The community development block grant fund is a major capital projects fund used to accomt for
the financial resources arising fiom Eogram-specific capital gants and contributions awarded by
the U.S. Deparhnent ofHousing and Urban Development through th€ Puerto fuco Office ofthe
Commissioner ofMunicipal Affairs (sub-gantor), which are principally used in the acquisition or
construction of major capital facilities, other assets and pemanent improvements. The most

significant transactions ofthis fund are related to grant rcvenues and capital outlays incurred io
develop viable communities and a suitable living envimnment and expanding economic

opportunities, principally for persons of low and modemte income.

The Municipality periodically undertakes a comprehensive evaluation of its fund structure to

ensure that complies with all aspects that are of importance to users of general purpose extemal

finaicial reports. Consequently, all superfluous funds and some intemal funds currently used by
Municipality in the day-to_day accounting procedurcs have not been r€ported as individual
govemmental funds in the accompanying fund financial statements. Accordingly, the
accompanying fund financial statements include only the minimum number of funds consistent

with legal and operating requirements and, consequently, the following tlpes of similar intemal
funds have been combined into single funds in the accompanying fund financial statements:

. The various capital imprcvement bond issues outstanding have been reported as a single
majorcapital projects tund, the capital improvements bond tund.

into single capital project funds arld special r€venue funds, respectiv€ly.

. Progxam-specific capital granls and contributions awarded by fie I-€gislature of the
Commonwealth of Puerto Rico have been combined into a single major capital projects
fund, the legislativejoint resolutions fund.
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The accompanying GFFS are accompanied by ihe followingschedules required by GAAPI (l) the

re"onciljation ofthe balance sheet - governmental funds to th€ statement ofnet assets, and (2) the

reconciliation of the statement of revenues, expenditures and changes in fund balanoes

govemmental funds to the statement of activities.

e) Measurenent Focus drtd Basis oJAccoanting

Government-wiale fitrancial statements - The accompanying GWFS are prepared using the

;;;t" ."r.*"-"" ."t""rrern*t f.t" and the accrual basis of accounting Subj€ct to the

additional rules and limitations detailed below, revenues (including interest on deposits and

investments) are generally recorded when eamed a;rd expenses are generally recorded when a

liability is incurred, regardless ofthe timing of related cash flows'

A1l revenues, expenses, gains, losses, assets and liabilities resolting flom exchange and exchange_

like transactions are genirally recorded when the exchange takes place ln exchange tansactions'

each party to the tra:nsaction rcceives aod gives up essentially equal values' An exchangeJike

transaction is one in which there is an ide;tifiable exchange and the values exchanged, though

related,maynotbequiteequal.Nevertheless,theexchangecharacteristicsoftheexchange_like
transaction'are strorlg enough to justiry treating it as an exchange for accounting purPoses

(examples include fies foi licenses and permits, charges for services, and miscellaneous

ieven,ies, which are recorded ". ."r"n,r"i when collected because they are generally not

measumble until actually received).

All revenues, expenses, gains, losses afld assets resulting from non-exchange transactions arc

recorded using tire criteria set foflh by GASB Statement No' 33, Accounti g dnd Financial

Reporringfor'Non-exchange Transactions IGASB No. 33). CASB No 
-33 

established accountirg

"nt 
,"po-rting standards f6r non_exchange transactions involving cash and financial or capital

resources (foi example, most ta.'(es, gmnG and private donations) In a non-exchange transaction'

the Municipality gives (or receivesj value without dir€ctly receiving (or giving) equal value in

return. Tl; is;ifferent from an exchange transaction, in which each party receives and gives up

essentially equal values. According to GeSB No. ll,the Municipality grcups its non-exchange

transactions into the following foui classes in the accompanying basic financial statements: (a)

de.ived tax rcvenues, (b) imposed non_exchalge revenues, (c) government mandated no[-

exchange tmnsactions, and (d) voluntary non-exchange transactions'

Inthecaseofderive.ltaxrcvenuetransactions,whichlesultfiomassessmentstheMunicipality
places on exchange transactions, receivables and revenues are rccorded when the underlying

exchange has occurred.

In the case of;mposed non-exchange revenue transactions (such as property ta'xes and municipal

iic.n"e ta"resl, wiich result from assessments maale by the Municipality on non-govemmental

^. py^h,noe tmnr.ctions receivables me

g"n"r"liy .""o.d"d in th" period when an enforceable legal claim has arisen Property laxes and

i-roni"ip"l li""nr" -" generally recorded as revenues (net ofamounts considered not collectible)

in t_f'r" HJ y"". *t *"resources are required to be used or the first fiscal year that the use of ihe

resources is permitted.
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Govemment-mandated non-exchange transactions (such as grants and contributions) result when

a govemment at one level (such as the federal or state govemment) provides resources to the

Municipality and the provider govemment requires the Municipality to use those rcsources for a

specifiC purpose or purposes established in the provider's enabli g iegislation ln these lype oi
transactions, receivables and revenues are generally recorded when all eligibility requirements

imposed by the provider have been met. For ihe majority of grants, the Mxnicipality must expend

resources on the specific putpose ol projecl beforc the provider reimburses any amounts'

Revenue is, therefore, generally recognized as qualifiing reimbursable experlditues are incuned.

Voluntary non-exchange bansactions (such as donations and certain grants and entitl€ments)

result from legislative or contractual agrc€ments, other than exchanges, willingly entered into by

two or more parties. In ihese types of transactions, receivables and revenues are generally

accounteal for in the same manner as govemment-mandated non_exchange hansactions discussed

above. Events that are neither exchange rlor non-exchange hansactions are recorded whefl it is

probable that a loss has b€en jncurred and the amount ofloss is rcasonably estimable'

Receipts of any type of revenue sources collected in advance for use in the following fiscal yea'

are recorded as deferred revenues.

According to GASB No. 34, all general capital ass€ts and the unmatured long-term liabilities are

recorded only in the accompanying statement ofnet assets. The measurement focus and the basis

of accounting used in the accompanying GWIS differ significantly from the measurement focus

and basis oi accounting used in the prepamtion of the accompanying GFFS Therefore, the

accompanying GFFS include reconciliations, as detailed in the accompanying table of contents, to

better identiry the relationship between the GWFS and the GFFS.

Goyernmental funal linancial stal€ments - The accompanying GFFS arc reported using the

current financial r€sources measurement focus (flow of current financial resources) and the

modified accrual basis of accounting. Accordingly, the accompanying statement of r€venues,

expenditures and changes in fund balances - gov€mmental funds, reports changes in the amount

of financial resouces available in the near firture as a result of transactions and events of the

fiscal year reported. Therefore, revenues are generally recognized as soon as they are both

measumble and available. Revenues are considered to be available when they are collectible

within the cur.ent fiscal year or soon enough th€reafter to pay liabilities ofthe cunent fiscal year'

Ior this purpose, the Municipality generally considers most rcvenues (municipal licenses ta'res,

construciionexcise taxes, salis and use taxes, interests on deposit, intergovemmental grants and

contributions and cefiain charges for services) to be available if collected within 90 days after

June 30,2010, except fol property taxes for which the availability period is 60 days Revenue

sources not meeting this availability crite on or coll€cted in advance are recorded as defened

revenues al June 30.2010.

The principal revenue sources considered susceptible to accrual include property ta"\es, municipal

license des. interqovemmental gants and contributions. interest on depQlitq, ?!d !l!a4li.l for
services. These principal rev€nue sources meet both measuability and availability criteria in the

accompanying GFIS, except for amounts rccorded as defered revenues (see note 8).

ln a manner similar to the GWFS, btlt subject to and limited by the availability criteria discussed

abov€, all r€venues, expenses, gains, losses, assets and iiabilities.esulting from exchange and

exchange-like tmnsactions are also generally recoded when the exchange takes place-
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Accordingly, fees for licenses an'l permits, 'h'rses 
for se ices and miscellaneous revenues are

;;;;;-";;;r""r.. when collected because tf,ey are genemlty no! measurable until actuallv

received.

All revenues. exDenres. gain(, losses ard assets resulting fiom non-e{change transactions are

::J:l il "iii;il"""","il 'r" 
Liuis, using the prcviou'Il disctr5lcd crirerid \r ronh bi

tfiffi;.l;;;;;;;;nange transactions, tut iubject to and limited uv the alailabilitv criteria

discussed above. Accordilgly, ptop"tty ia* and 
"municipal license tax receivables are also

;ffiii;;il i" rt" n'Li vL' *ni" an enforceabte iegal claim has arisen while propertv

tax and municipal license tax revenues rntr oi "o'*t 
cinsidered not cotlectible) are also

il".?ii, r."".iii ;" ii.'ti.iui y.u, *tttn ittources are re'quired lo be used or lhefir,st nscal )ear

il;id;'',s";il;;;;.".' i' ri'.,in'a' Receirables and rerenues from federal and rtale granG

aod contuibutions, donations and 
"ntm"t"ni' 

are also g€nerally recorded,*hen all elieibility

..J;;;;'i;;"; bv lhe provider h*" bt"n t"t igt'"*ilv' as qualifoing reimbursable

expenditure' ar"incut ed for e{pendilure-driven Sranls)'

Interests on deposis are recorded when eamed

measurable and available at June i0, 2010'

. Obligations under caPital leases, comoensated absences' and the estimated liability for
- 

ir"i"ir"ir"[a *^," i*antl ctoture ani fost-closure care cosm are recorded only when they

mature (when Payment is due)'

since these revenues are considered both

PursuanttotheFovisionsofGASBlnterpretationNo.6,RecognilionanilMeaswementof
Certain Liabitities and l'p*ait*is-in Ciie*mental Ffid Fino cial Sra/enerrs (GASBI No

6). in rhe absenc€ o[ an expticir ;;i;";i (i.e., the absence of an applicable modiflcarion,

;1;.;..J;i;;; it. r.l'ii';p"ri'i- *""""irv "l'*"' a sovemmenral rund liabilitv and

exDenditure (including satarres. p..f".:;;;i;^i;.. suppliis-.utiliries, etc.) in the period in

rtl:ii"il:;H;#l*"' ir'" ir"ulir"' i' *" exient Lnai ihese Iiabilities are normallv e{pecred

to be liquidated in a lim"ry 
'n"n'"t 

*Jln furl 
'ith 

currenl available financial resources CASBI

ii'.:';;;; il" ;;"e"iti"' "';'#i 
iJ' ""*in 

expendiu*s and liabilities reported under the

;;#il;;;;-,il;i; 
"T 

*"*"i.g p'i"' to c'q'SB ilo 14' and clarified- a number of situations

in which the Municipafitv 'f'"'fa 
aiirre"iti b"t*een gov"'nmeotal i'nd liabilities and general

long-term liabilities. ttl"tefote, tt" 
"""o"*punying 

balaice sheet - govemmental funds generally

reflects only assets that *itt t" 
"ont'"'ttJ 

;nto 
"asi 

to satis! current liabilities lnnglerm assets

anal those assets that witt not t" 
"oru"rtia_into 

cash to satisfo cunentliabilities are generally not

accounted for in the ac""-p"'yi"g;;i";;" ;;"J govemm"ntul funds At the same time' long-

term liabilities (generally, those uiil;; ;; iill not t"qoit" the use !f current financial

rcsources to pay them) ut" no' u""o"tlJ fli inihe u""olnpurlying bul*ce sheet - govemmental

funds

Modifications to the accrual basis of accounting in accordance with GASBI No 6 include:

.Pri[ciDalandinterestonbondspayablearerecordedshen|heymalure'($henPaymentis- 1:.:,":::,-*; ;.r".r",r ""a i"l#', 
"r 

uonds due on Julv 1 7010' which are recorded as

-i::*"#,HJ*r"fruir""rtn"aJl"*'"e&r&LJuse 

3 0'2010 r'hicLi$he dare-uh€n

r'esor.uces were available in lhe debt service fund'
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. Certain accouots payable, intergovemmental payables and -othtr 
accrued liabilities no1 due

"J p"V"frf" funmatirred) ot n# nnt'utty 
"*p""t"d 

ro be liquidated in .tull 
and in a timely

manner with available ana expendable finaLnciat resources' zue recorded in the accompanying

"a","*"., "i 
r", assets. such iiabilties aie recordeal in the govemmental funds when they

mature.

. Executory purchase orders and conhacts are recorded as a reservation of fund balance in the

GFFS.

T16 measurement focus of the GFFS is on ilecreases of net financial resolrces (expenditures)

rather than expenses. fulo't ""p"nait""t 
arc measurable an'l are rccorded when the related

**"-.""J 'n ra li'bility it ;;;;; Allocalion of costs' such as depreciation and

,mortization. are record"A irl tft" 
'"""tp"nyi"! 

statement ofactivities' but are not recorded in the

accompanying GFFS'

l) SreNa lship, Compliance a'lil AccounlabililJ'

Budgetarv Control

According to Act No. 81, the Mayor and its Administrative Cabinet prepare annual budgets each

fiscal vear for the MunicipautyiJ gen-"i n"a *a debt service tund Such legally adopted

il;f*:': 
"1 

;;J;:; .;;;i'-i'J*p'n-ait"" tv p'osram and estimated resources bv source' I he

-iiui urJe"," *" a"u.iop"a 
"itig;i",n"nrt 

oipeiormance-based program budgeting and zero-

irr"Jiri*?i.g, *a i""rua" 
"tti*?i"" 

oit"u"nu'"s anil other reso urces- for the €nsuing fiscal year

rri". i"*i"ri?"grr,,rons existing at the time the budgets are prePared'

The Mayor mu'l submir. lor the fiscal year cornmencing on the ne\t July l' an annual budgetary

resolution proiect (lhe ptoLt"U trl tftt io"itiioner ot-tr4'rnicipal AffaLs.of 0re Commonwealth

iii"' i"o,#r'1i"ri;i ,"a'rr'i vr"ifii iesislalure no later than Mav l0 and Mav 15'

)"ro""i*rl.--lt" t""i*it"it p*ri,n;*ry" verifies Lhat rhe Projecr complies with all lhe

^pJri"rtr. 
L*, 

""a 
t"g'l"tion' und 

'ay 
p'ovide commenls and suggeslions lo Lhe Mayor on or

before June 13.

The Muoicipal Legislature has ten (I0) business days' up to the immediaiely preceding June 13'

to aliscuss ancl approve th" pt":*t *it(tntaii""tions Tire Municipal Legislature may amend the

budeels submitred bv th' M')<lt ;;t';;t ;t increa5e any items so far lo cause a deficit \"'ithout

iilii'r"1"t". 
". 

,o'."iirri^g "tlt"t"lt "i"'"nu" 
to 

"outt 
t'"h deficir' After the Municipal

;:Hi:fril^ffi;;#p'Jr*'"'iiv lpp'-"' th: Projeqlhe-To9ifi:1-Proje't is sent'back to

;:"iil;;;; h';;;*"ui o"';""rion "iir'in 'i{ 
(6) da}s rhe vavor mav decrease or eliminate

anv line item but may not in"."u"" o. inr".t uoy new tin. it"* in lhe budgets The Mayor may

:i"""H;'il;;;;i.";" ,r1"i.'"",i."ry" ""J 
Lturn ;t to the Municipal. Lesislature lit_h I'i:

ffifury-";tt" #rJit;h" u"niciPa+€gislature wilt h3v€ up t€ €ieht {8)

days lo adopt or reject th" """t;;;;;;i"': 
;ouiections of ttri vayor' The appro\ed Project is

sent again to tt. uuio', *n'tn it'-"n *"rlia r'"tJ tt*" (ll days lo sign arrd approve it' tfthe

budgets are not adopted pti"t t" d;;;ih; ;eadlines reiened to above' the annual budgets for

tle preceding fiscal year. as tppt*"a"Ly if't f-tgitlature. and the Mayor' are autornaticall)

i"""i,"i i"r'it. .rt,iirg fiscal year untit *re Municipal Legislarurc and the Mayor approve new

44



COMMONWEALTH OI'' PUERTO RICO

MUNICIPALITY OF BARRANQUITAS

Notes to Basic Financial Statements

Fiscal Year Ended June 30,2010

budgets. This permits the Municipality to continue doing payments for its opemtions and other

purioses until the new budgets are approv€d'

The annual budgets may be updated for anv estimate revisions as well as liscal year-end

"n"r.taun""a, 
u-na *uy in"loi" any addiiional information requested -by -the 

Municipal

;;;i;;. 
-ih" 

M"r"r mav request s;bsequent amendments to the approved budgets' which are

suijecl to the appr,lal ollhe Municipal Legislature'

The Municipality's Department of Finance and Budget has the responsibilify to ensure that

iri*""" Gi* cdntrol is maintained For day-to-day management contrcl purposes'

exoendirures plus encumbrances fira) not elceed budgeled amounts al the expeoditure-type level

;?";#;;.,'".;;;;i,"ii"i,v *i,rli" a program wirhin a tund) rhe Mavor mav transfer

,*""r-t"*a 
"lp.opiiution. 

within programs within funds The Municipal Legislature may

tralsfer amounts among programs within and among funds'

Thelepallovelofbudqetaryconkol(i.e',thelevelatwhichexpendituresmaynotleSallyexceed
;;;;"r;,i;;; ; ;; i; {,;";Jp.";am level (seneral gou"'n.n"nt' urban .and 

economic

;:1"i5;;;;';;; *i"tu, r'""it i"ai*ltation, cilture, reireation and education' and public

ilril;;;;;;;", ;;pliii orttuvt, p,;n";put 
"'penditures, 

interest expenditures' etc ) within the

general and debt service funds, respectively'

Underthelawsan.lregulationsoftheConmonwealth,theapplopriationsmadeforanyfiscal

"'""r-ittrii 
*, .*""4 tf,e lol2l re\'enue. including available surplus estimated for 'aid llscal year

unless the imposition of t&{es sumcienl to cover said appropriatlons ls provloeo

Budsetarv Accountine

TheMunicipality.sannualbudgetsareprepare.Iusingthebudgetary(stafutory)basisof
accounling which i' nol in accordance wiLh GAAP'

According to the budgetary basis of accounting,

received. Shon term and long_term borro*ings

expenditues ovel revenues.

revenue is generally recorded when cash ts

may be ,-rsed to finance budgetary excess of

The Municipality uses encumbrance accounting to record the,full amount of purchase orderc'

contracts and other com.ita"ni" of upprop.iut"i resources as dealuctions from the appropdation

Drior to actual expendito.". ln i1" goiJ-."ntal fimds, encumbrance accoltntir€ is a significant

:;";";:il;;"tfi ;;;.oi 
- 
e""ofti'erv, 

""p"nditures 
are generallv recorded when the related

exoenditure is incurred or 
"n"umb"i"i. 

Available appropriations and encirmbrances are

:ffiii,t'., ,;;;;.; r'"'iv"' ^t"' 
the end of the lrscal vear'. Amounls required to setlle

claims and judgments agui,,t if'" u'";"iptlitv, and certain other-liabilities' are not recognized

,",1i d,"y "L 
Jncomt"."a or orherwise processed for payment Unencumt'ered appropriations

+nd- eaeulllbr+nccs lapse at sseal yea+end- othe+ appropriations' mainly capital +Iojecil

"pp."prir,i".., 
*" 

"ootinoing '""ountt 
for which the M;;icipal Legislature has authorized that

il"-rti.p"ri Uir"*. from th-e prior year be carried forward and made available for current

sp€nding-
The accompanying statement ofrevenues and expend itu res -. budg€t and,actual - budgetary basis

I ;;i li.d, piovides information about the gen€ral fund's original budget' its arnendments'

and the actual results of operJons of such giernmental fund under the budgetary basis of
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accounting for the fiscal ye$ enaled Juoe 30, 2010 Further details 
-of 

the Mudcipality's

budsetar;connol ar rhe legal lelel may be obrained from lhe Budgelary Liquidation Repon lor

;;?i.; y.". ended JunJ3o. 2010. which is prepared bv the Municipalitv's Department of

iirr.* 
",ia 

Budget. Copies of lhat reporl rrray b. obt'i'r"l b) ttrjLirrg lu-lLrc Mulicipalitv's

Direcror of Financi and Budget ar P.O. Box 250. Barranquitas- Puerto Rico 00794'

Because accou[ting priroiples applicd for thc pu?oscs of thc de\ eln pinS- dria 
.on 

a budgetary

i^.i. aitf- .lg"in"i"rify from those used to pres;nt the govemmental-firnd financial statements in

"onfo..ity 
*itrt Ceai, a reconciliation ofihe differences between th€ general fund's budgetary

basis and GAAP actual amounts is presented as follows:

Excess ofrevenues and other financing sourcei over expenditures

and oiher financing uses - budgetary basis general fimd

Timing differences:

Net effect ofcurrent year encumbnnces recorded as experditures for budgetary puposes

versus prior year encumbmnces recorded as currmt year expenditures for CAAP

purposes

Basis of accounting differences:

Net deoease in proPerty taxes receivable

Net decrease in municipal license taxes receivable

Net decrease in cons!'uction excise ta,les receivable

Net decrease in sales and use taxes rec€ivable

Net decrease in intergover nental receivables

Net decrease in other rcceivables

Net itrcrease in drc and advances from other funds

Net increase in defened rcvenues

N€t ircrease in accounts payable, intergovemmenial payables

and accrued liabilities

Excess of expenditures ard oiher financing uses over revenues and other financjng sorces

general ftnd- GAAP basis

(s396,800)

685,77r

23,'168

(s,9t2)
4,ta
2,120

999,5',15

85

(ss,666)

94,810

(t,273,619)

_$ Jj234

a) Unrest cled anal Rest cted Deposils

The Municipality's deposits at June 30, 2010 are composed of: (1) demand deposits in

"o-lno"iuf 
ir"ntt and izl demand deposits in the Govemment Development Bank for Puerto

Rico (GDB), fiscal agent.

The Municipality follows the pmctice of pooling cash. At June 3-0, 2010,^* 
"p::l "l*,i':"tyl 

tl
;;;;i;i;J";; " 

u,i"i,"" 
"r 

s+.is:,zrZ of which $3,2e4,542, $208'073' $843'348 and

Sir..:s: have bee-nEcoiradln 6e generalTInd,-[-fefis]*ine Jo'nl resormlons ],"1--" Tl-
iJ:.. *pri"r p.":"iiirna" 

"ni 
irt" ,ior-*rp. tpecial rev-enue frrnds, respeciively The balance in

Lt""noolia cart ic.ornri.a\ailablelomeetc;nentoperatingrequirementsandan) unreslricled

;J;, iI;y, is generally invested in certificates of deposit with commercial .batrks A'y

a"i.iJ""y i"iir" p.:.f"d cash account is assumed by the general fund and covered through future

budgetary appropriations.
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UnilerthelawsandregulationsoftheCommonwealth,publicfundsdepositedbythe
Municipaliry in commercial b"ntt rnu't L" tull) collaleralir;d i"t.'h: T::It deposired in

excess of the federal deposilory insumnce generaily provided b) the l'eoeral uepu'it' It''utrtre<

c^66Brion IFDIC). All ,""u,lti"' pf"age?ut 
"oil"ttt'l "" 

held by-agents designated by the

i"ii.on*.rin'. s."l^"tar) ol the lreasury' but noi in lhe Municipalrty s name'

cashinfiscalagentinth€debtservicefunilconsistsprincipallyofFop€rtytaxcollections

"'."r.ii,,g," 
li,6i,ipzz ttrat are restriciea foithe payment of t-he Muicipaliiy'sdebt seflice' as

reouired br law. Cash in fiscat agenL of $288'8ii in lhe general lund consins o[ program-

"#li[#*'urir.r. r*,,0.J uv 
'rt" 

p'*" rut" Electric Poier Authority lhat are restricted for

'u[:[r;ffi;"1'o"nii,"tio-n u'i i,np'out.n"nt of cenain minor electrical infiastructure assets'

6*tr 
-li 

ii."^i 
"g*t 

.""oraed in the iafitat im provem ents bond firnd consists na rly of unspent

nroceeds o[bonds amounting to $i'421_508 that are resmcted for lhe acquisition' constsuction or

lil'T':,;;H;il;i;;;"pitlr **i i"'i i" i'*r "g*t 
orssq4 006 other sovernmennl flrnds

#iltp,oil-'sip..if;" '+i"r 
g'"* -a '"ni';6ur;on' "*"'a'a 

uv Lhe Commonuealth of

puerro Rico and rhe FedeEl E.*;;;;;;rg"."nr Agency that are rcstricted for the

uJquiairion, "on.*",ion 
or imProvements of major capital assets'

Restricted cash in cornmercial banks in the legislative j oint resolutionsfund consists ofprogam_

specific grants and contributions "t*'ii"g"t" 
ia'zjr-zJi 

-awarded 
by.the Legislarure of the

Commonwealth of puerto fuco trut 
"." 

."uinfv restricted for the acquisitiorL constuction or

imorovements of major caPiral *'Js 
___-n"k"t"d 

cash in commercial banks for other

l.ill*..rlin 
"a., 

#ountii'g 
'o 

sr -i)i'zor' 
"presen1s 

$e balance of interest and non-interert

i:#;;ffiffi.J"i.il" ii'"'* 
'r'" "p"'"tions 

of various federal and state runded programs

b) Urrrestticted drrd Reslricteil Accounts aT il Notes Receivable

Receivables consist of all rcvenues earne'l but not collected at June 30' 2010 These accounts

;:;;;d;; ;;; "" "r *ti-'i"J '["*arces 
for uncollectible accounts' which are

determined baseal upon putt 
"ott""tion_"-*!"ti*ce' 

historical trends' current economic condiflons

and the periodic aging of accounts rcceivable'

Activities among govemmental funds that are r€pr€sentative of lending/bonowiflg arangemeflts

outstaflalhg at the enal oftt'" fis"ur y"ut 
^i" 

i"itnid to as eittrer^'due.to/fiom other funds" (i e the

current Dortion ofintertund toans) or':';;an;;' iJi'o' orr'tt f'na;'lie the non-current portion

#il";1,#i;;;;;;; uppri""tr"' el lit'"' o"t't*ding bul'o"e" bet*een tunds arc reported as

"due tolfrom other funds"

On Julv l. 2007, {he Municipality adopted the pro\ i5ionr ofCASB Stalemen"l No 48 Sa/e( a'd

Pleds;s of Rec?ivabt?s *a fu'*" ti'""i"'ond tntra-Entity Transl"rs 
'o[ 

A's?^ ond Future

il',1",','"r'rtoi"'*" ot, n'i' it'r"""t eslablishes s*ndads for rhe mea5uremenr'

XHiil;i,iG*r""f6'qd;;;;;;' ;;;nts ex"ha''ge un inte'est in rheir expected

c,sh flows fiom colleflrng specrlrc t"ttiuuiri ot 
"pttln" 

futureliGnues for immediale cash

pa)menls. Senerally. a singft f 

"p-"ilCq*S-g 
t'lo i8 p'o'id"t r"thn;tal guidance to determine

wheher this tlpe o[ Eansactlon tn"'ii it l"g"'"ta a'' a sale.or as a collaiemli/ed bonul'lng

;:;iil;;"r;i;t]iit iti- ';"'i^ i'""'a- to d"t"-in' the ertenr^to which a transreror

sovemment either retaint o' t"'nqut't'"i "l"oi'i 
o'er th" t"""i'ubl"" or futu-re rev€nues through

i:"""##iil; i;;;;i*i'h th;J;;;;;i;' o' iut'" '"'"n'"' 
Accordinerv' GASB No 48
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establishes that a transaction will be reported as a collateralizeal bolrowing unless the critelia

Uii""j,irg ,ft"i 
" 

*f" has taken place ari met lf it is determined that a transaction involving

."""ir"il?" .m,ra be reported as a sale, the difference between the carrying. value of the

;;;il a iir" frocleds shoula be recognized in the period ol the sale"in-lhe change

statements. If it is determined that a transacdo;nvolving ftrture revenues 
"h9}!]q 

b:]-"ft"ttd * "
;":'i;: ,;'";;; J;;id be defered and amonired' excipt *hen specific crireria are mei' This

;il;;;;;;;.;;td"s additional guidance ior saies of i"ceivabl"s and future reverues within

the same financial reporting entity'

CASB No. 48 also provide5 guidance lo be used for recognizing other assels and liabilitie' arising

#;"";; ;:ilttu r.ceivables or tutT re revenues' including residual interests and rccouse

DIovi-ions.AccordingtodlecrilerlasetforthbyCASBNo.48,lherewerenotransactions
HiiJii;rei,ffi;:rul ,-t o,ta ut 

'"pon"a ^ a sale a" of and lor the fiscal vear ended Jltne 10'

iirro, ii,3r"-t"'". itt" 
"a"plion 

ol'cASd No ;8 had no effec( in the accompanying basic financial

statements.

Inrentories anil Othet Cufient Assets

lnventories consist of construction materials and inventones of office. supplies' food and

medicines,whichareheldforconsumptionothercurrentassetsconsistofprepaidcosts'
caner,llv inventories are 

"rpituti,"a 
una tiui"a ut cost using $e fir'l-in' ftrst-oulmethod (FIFO)

:,''i;:l'e*i "-i;il;*' ;G;il; expenses in Lhe GFFS are senerallv recorded as

;;;il; i;r.";; -"tl,oa) *r'i" pur"l''s"a (paid) rather than caPitalized as an asset'

Deferrud Charges

Defeneal charges in the accompanfng statement of net assets consist of bond issuance costs' Ilet

"'ir*r.rrr,"? amoniza(ion ors)s-rsr' o"i"ttta thutg"t are amortized over lhe lerm ofthe

I"iiffi;ffi.il;*"tdt-unL ,n"thoa 
-A*;ttization-expens€ of deferred charges amounted

;tl:;;#;"r".;i).ui.na"a L'n" :o' zoio in rhe GFI's' bond issuance costs are recorded

:; ",,i"-;#;;';";i;;-J*i"nair** *r'J" o' no' withheid from rhe actual debt proceeds

received.

e) Capital Assels

Caoiral assets used in go!emmental aclivities include land and land improvements' buildings'

L"#[.* ,"i uriral"t i.p,out,n"n*' t'"iint'y uni tq'ip,n"nt' lumilure-and-fl*tureo licensed

i:il;;;;;;;;:" plg"*' -a inr'*r"rure These assels are capitalized and reported in

,fr" ,"""lrp"ryfrg *"m"nt_of n"t u"J lnliastructure assets are geserally stationary in natue

,"ilr"r.i".*ar, u.iag"s, streets and sidewalks, alminage systems and oth€r similar assets-

c)

d)

For financial reporting purposes, the Municipality .defines
assets as assets with an

individualcmt ol$5
;;riai""t extending beyond one year' All assets with individual costs under $500 or with

:::Hi illl: ::T::::il;l "i"*ffi ;;;,s"d-;i,;.iiv. ." :)r::.-'ij:e::":,:::';Li:
:*:#,1i1""}il,i'"#;;l ir,""e""';;;; tu#" all capital asseti are recorded as capital outlavs

(expenditurcs)
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ln the statement ofnet assets, all capital aslets are recorded at cofl or estimated historical cost if

acnral con was unavailable t*""pt 
'ot 

a"onui"i 
"u'ital 

assers' which are recorded ai their

'u' "" ^'n"""nn 
'f 

iitut"i t''i*tot;"ut tosts based on deflaled current

:::l*:1"'i'JJiJlir:; ''*t;;;;;;;;i;";ihl inriastructure constructed or acquired prio' ro

Jlme 30. 2002 and certain lands, buildings, #ucti*s *Jlritaing i.ptorements. The method

rr<er1 to deflate the current costs with ", "'rr.".^r" 
pri"" inderiwas used only in the case of

certain items for which the r'i"toticur tott'ioiu-errutlon *u' oot arailable 
- 

Acrual historical

cosis were used lo value the inriast''rcn're uc_q"J;ta 
"t """u'tt"a "n*,June 

30' 2002 as \rell as'

conshuclion in progress, machinery a"a "q"ip'""t ""a 
Iicensed vehicles acquired pnor or afler

such date.

Maior oullals for capilal arseis and impro\ements are capitati'ed in the statement oJ nel assets as

Droiecu are consnucied' lhe costs ol no'i''irnuint"n'itt" -d repairs lhat do not add value to

iil'#,i, r","rlrrrv 
"xtend 

capiial assel lives are not capitaliTed'

Deoreciation and amonizalion expense ts recorded only in the govemmenFwide slaLement of

,ctivities. However. thttt it no a"p""'urion--oi i*1'ti-tion t"toiata for Iarld and cnnslflrction

in Drosess Depreciable capiar astets"# [nlt't! atpt""iur"a ot amorlized over their

estimated 
'seful 

lives under the strarghl ri# r"iiJ "i""p'f.,t 
machinery and equipment held

,,n.ler cqnital leases wh;"f, ;t a"p'""'u'"0 ouit *t'tftotr"t oi itt tttlInuted useful life .\r the lease

H'. ii;;;il;;"ful lives of major caPitalassel calegories are:

Years

20

30 to 50

20 to 50

8

5to20

5to20
3to5

Land imProvements

Buildings. structures and building improvemenls

lnfrastlucture
Motor vehicles

Fumiture and fixtures

fUo"lrio"ry una 
"quipt"nt, 

excludiflg those held

under caPital leases

Machinery and equipment undercapllal leases

Deoreciation and amortization expense of capilal assets is recorded as a dirett e\pense o[ the

functior/proPram specifically rdentrtred '"fii";t-;;' 
- 

Depreciation and imortizarion of

infrastructure is nol allo*t"o to u"'ous"n'n"r"ionJ/p-rofrms but reporred as direct expenses ol the

urban and economic development tuncllon'

J) DeJerred ReYe ues

In the GFFS, deferred revenue arises when one ofthe folloving siiuations occur:

'mea5umble" and ''avaiE6le' cn_lEia for re''enre
Porenlial revenue does not meet bolh lh€-"mea'umDre 1(l.1]llllll'r,*,,"."i ',,rLUf" 

it
:."J;ii;; i; ;;; "r".nr 

period (una'"ailabte revenue)' As Previouslv discussed"avarr'

:".'i;"1i; ;;; i;; o*r iu'r ur 'ru"" 'ro'.ziiii::,',"1':f i;{;*l,ti;::i"ff';13;
E::fl "#H::i'i:l:^,ff Iii'.iJ'liliSiili; ;,,-o" i" i"*o'"a'na'"u"nue is recosnized'
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. Th€ Municipality receivcs resoulces before it has a legal claim to them (uneamed rclenue)'

ln subsequent periods, wtt"n'rt" "u"n?i""ogn 
oi t-'-itt'ion it '"t' 

tt't" liabiliry lor defened

,"r"n* - ,".or 
"a 

,na .evenue i" recnsnized'

T)eferre.llevenuesatthegovemment-widelevelariseonlywhentheMunicipalityreceives
;:;;'.-;.;;; il;i;regil cl'im to them tuneamed revenues)

g) ConPensated Absences

compensaied absence' -' "::::.'l'i.,TilS'JJX"rtJ",[:':i] "?'tiilrl"',X1J";'l'l;L:"ifl,1I:

*;f:x:':rt"'^!!:xilii,i,lllil?-iilr*lln"ionn."ion with vacation' sick reave and

"oao"nauto.y 
iime The liabillry tt 

"oitp"n'"tta 

absences recorded in 
'fie^'accompanylng

srarement of ner assers is limirea ro reavi"rtlt: ftlis atrr;uutabte to seryices akeady rendered on

iil'ji# j*ilo. roro-a tzri.notcl'nrin'c'"n'rll1o;[:..",;Um:JJf;l"Ji^:.':;'trl,?j
the Municipality and rhe employee {sutrr ^ "".ii. *".onrro' ofrn. 

"mployer 
or rhe employee

services or are contingent on a specltlc

are accounted [or in the p"'ioa wfttn tto-tt-tt'uit"t u'" 
'"ndtt"d 

orrhot" events tale place'

The liabilit) for compensated abiences includes salary-retated cons''which are dir€ctly and

incrementall) relaled io lhe amounl oil"r]ty'p'li to tiJ 
"'pi"yee 

(such as emplove's share of

ioliut s*u,y *"t und Medicare ta(€s)'

The vacation policy ofthe Municipaliry Provides for the accumulation of regular vacations at a

.ate o[2.5 davs per mo"tn r:o a'v' p"/vlii p* "ipioitt 
e'pto1""t 

^ccumulate 
regular sick

i;;;;;;;;;? t.s.auv'.0"''onm tr'8-f,#;il,'l',Tl;,ii;l"]':l:'::::U]1':.:XT1:::il"&

:ff,:[J.^i::I;:]'J:'rTililH;;;1,;;.p"'i'""i, '*p"ia"mProveeseachvear 
irnot

consumed. as required b, '* '" 
*" il3'tliii'"'pt"*i"tv i;i"- tl" *;esi of240 hours is paid

io 
"-froy"", "u"rt 

y""t, ifnot consumed'

upon rerminaiion of emprovment' anemprolee ['i'[:"':Tiil;il::,:"-'l'l#:fl[|:!ilii#
resular vacation leave at l]re curenl rate 

'.". 
t: 

"'il-'--:'^;":^;;j. .,'"r' t..nular sicl liave is
l:fiiiut;;; ;; ;tt t,nplovment before reaching lo vears of 'ervices' 

sucb regu

l'ii"riii,l '"r"'.*rr;ri""ir 
*' *n-"'-J-i:"ltt"'':'"*"[n::;f,1":Jl,'#'J"J.ff::,il

empioyee does not receive compens^'1"r. 
i"# uli"r.. Ii prid to ihe emplovee' Aicumulated

a*". t0 vears of services. any reguli

1j."1,"" i..1. t'l', *sted to the emplovee at any time

rhe riabiriry ror compensared absences ,:::J;J:1,'; *;.;.1'fi*1l[J#';"* lf:'.llY i::
compensaled absences is reported 'l li:,^"-^ ^.,-,,."--";;1;i; ,iu;ii;;pr;voe resisnations or retirements'

h) Long-tenn Debt

The tonq_term liabilhies reported in the accompanying sl'alements o[ net-assels include $e

n; ; 
":fi 'r 

; ;il, *,,',: 
- L::{,fi;ilt.;*ti;i *n:X'J*Jiiih,:[i::

comp€nsated absenc€s' and estlmateo

post{losure care costs 
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Al1 long-term debt to be rcpaid fiom govemmental -resources 
is reported as liabilities 

-in 
the

aooompanying statemont of riet assets irinoipal and intercst paymonts on bonds duo on July 1'

- ,0lo are rec-orded as govemmental fund liabilhies in the GFFS (debt service fimd) when-

resources are available ii the debt service fund lJune l0' 2010)' ln the GIFS' the f&e amount of

- 
ffi itrr"a 1gro.. a"ut t"ported) is reported as othe' financing sources when issued'

ln the GWFS debt issuance costs arc reported as deferred charges' whioh are amodized urder.the

straightljne method o,el tt'" ff" of the debt, while in the GFFS soch co'ts are recognized as

- expenditures during the current period'

i) Leases

The Municipality classifies its lease agreemenls either as operatrng or capital leasesaccording to

siatement No.13, e"iiiing 7o, Ze-ases, issued by FASB (FASB No. 13). capital leas€

- agre"rn"n* ar" g",t",utty no'nlcancelable and invoive substance over form' the transfer of

sibsantially utt 
-t"nenti unJ.i"ts iniereni in the ownership of the leased property, while

of.i^tlng t"*", ao not involve such transfer' Accordingly' a capital lease involves the recording

of an asset and a relateJ lease obligation at the inception of ihe lease. According to FASB No'

- i:, the uunicipaliry'clas'in"t " 
t"-ut" agreeme a;a capital lease if at its inception the lease

meets one or morc ofthe following four criteria:

By the end of the lease term, o$rership of the leased propefy is hansfered to the

MuniciPality

The iease agreement eontains a bargain purchase oPtion

. The lease term is substantially equal (75 percent or more) to the estimated useful life of the

- leased Property'

. At the inception of the lease, the present value of the minimum l€ase payments' with certain

- adjustment;, is 90 percent oI more ofthe estimat€d fair value ofthe leased property'

Although the Municipality is F€vented legally fiom €ntering, into obligations extending beyond

- on" nr"ut y"*, rnotilnpii"i li*" ugt""rnJ'tt""nt"red by the Municipality contain-flscal funding

clauses or cancellation 
'claus* thui-ut" the continuaiion of the ag€ements subject to future

appropriations. l-"u"it tiut_ln"J 
"t 

f"utt one ofthe aforementioned four criteria and have a fiscal

funding or a canceltaiilon 
"tuu"" 

t ur" u""n .""oraed as capital leases in the accompanying GWFS,

- ;in"" ii" l*"fifrooa oi-in otirg tt," p.ori.ion is considired remote. The MuniciPality's lease

agreements do not include contingent iental paynents nor escalation clauses'

- In the GWFS, the obligation under capital leases is recordeil at the lesser of the estimated fair

value ofthe leasea ploi"'ty ot tf''" pt"i"nt 
"nfue 

oflhe minimum lease payments' excluding any

ponioo..pr.r=n,l,,e+cuLreosts an4prof, t the+e€n {e b6?:}id bylhe-lessT-f .tTyfi::
- ;inimum lease payment is allocated to interest expense afld the balance is applleo to reouce tne

lease obligation using the effective interest method
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.IntheGFFS.th€netFesentvalueoftheminimumleasepaymentsattheinceptionofthecapital

tease is recorded simutta**rty *, ( r'i:x;;;l;; r"r-u na izi ott,.r nn*.ing solrrces Minimum

i;;; ;""y-;;it *" ,.""rded as expendirures in the CFFS'

j) Mut icipal Solid Waste LandJill Closwe and Postclosure Caru Costs

Solid wasle landfill closure and post_ciosurc maintenancc care costs xre rccounted for follorvine

rhe Drovisions of CASB Sta(ement i"'iti' )")t*"'g t"r Mnicipal Sotid wa;le Lqnctill

iioii" nnd pott-"lot*" cal. 
'osts 

ICASB No l8)'

Accordine to CASB \o l8 rhe estimated liabiliry for 'olid 
waste landfill closure and post-

lil.. 
"ir. "*i.ir.r,iing 'o"ito';nplJ 

,nuini"'nun""t in"l'd" un ttiimate oF all cosls to be

incurred near or after th" 
"fot" 

ofd'" r'lii"ipufil:" tofia 
'utt" 

fu'antl under the accrual bssis of

accounting. III aalalition to operating eioenJes iilated to the current activities ofthe landfill' an

"rr.rr.,?"""t, 
una "t""a 

tiutititl''i'l t";ng 
"togni'"a 

based on fulure clo'ure and post-

ctosure care cosrs rhat \ ill b" ***; ;;;".p*aiion and r.rill conlinue atur the dare the

landflll no longer accepts waste'

In the accompanying govemment'wide statement of net assets' th;s liability-is recogdzed over the

ii:#;titf;##;;1iir, """r,r,*gr, 
.,"r, 

""rt" 
will only be incuned, by definition, near of after

,fr" J""i1iifr" f".amf.' m" 
".ti*uto 

oi 
"to"ing 

and ptst closing costs are made using curent

costs (costs that would t" in"u""a iiit'" 
"roting- 

aate tf tne lanati ll would tave be€n June 3 0'

Lil'i,)'ii? rr^"oiriry;i' "i:"i'J*""rrv 
to 

'"n"cithe 
effecs or in llation advances in technolopc''

changes in regulations or similar changes'

At the govemmental funds' Ievel, landfill closure and post_closure carc costs are recorded in the

statement of levenues, 
"*p"naitut"" 

*a th*l"s in'firn'l balances govemmental funds as

expenditres in the accounting period in !vhich lhe liabilrt) rs lncurreo'

k) Acco nt4 for Pension Costs anil Post-En'ploynenl Beneftls

For lhe purpose of applying lhe requiremenls of GASB Statemenl No 21' Arcounting for

Ppn'ions bv Stak and Lo"ot cou""ii'i-t*piy; {CASB \o 27 ) fie suie govemment of rhe

;ffiffiir.,7Jfi';iil"'ii"" i' "-ta"'"i ti be the sPonsor of the EmploJ'ees' Retirement

Svstem of the Govemment of PuertJ n!"" *a ftt Instrumentalities (ERS) and System 2000' a

#r]iil.#r.r"t -ti-.i";"g atn"ai"*it p""sion plan and a hvbrid defined contribution plan'

respeclitel). in which the "'pf"l"* oi it" 
-iJ'iicipaliry 

panicipate- The Municipaliry is

considered a participan'_ una not u tointo''' oitt't'"itriltt"n' ty*ttts 'ince 
the majority oflhe

DafliciDan6 in re albremenlroned rL".l." nr.r'nr"ar ,." employees of tle commonweahh of

brerto fuco and the basi" nnan"at Jt"m"nt' of such rctireme;t systems are part ofthe financial

Lporti"g 
"ntity 

offte commo wealth ofPuerto Rico'

The Mmicipality accounts lbr pension costs from the standpotl!4:jry'pd in a multiple-

efiolor er cooT-itraiing pr"n ettotain'g-I|.: p"ntiln cosGEcogn-rzefin-rh-e atcompanying ba-ic

;;I;.i;;";;;:;';q"r t" 
'h" ';i'i;'ii; Aui'"a 'ont';r"'tion" 

*iLt' a riabitiiv recorded ror

any unpaiil required contributions'
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On July 1, 2007, the Municipality adopted the provisions of GASB Statement No. 50, Pension
Diichsures (GASB No. 50). This Statement more closely aligns curent pension disclosure
rcquirements for govemments with those that goverhments are beginning to implement for retiree
heaith insurance and other post-employment benefits. Speciticali, GASB No. 50 amends GASB
Slatem€nts No. 25, Frroncial Reportingfot Delned Be elt Pension Plans and Note Disclosffes
lot Defrned Contlibution P1azr, and No. 27, Accounting for Pensions by Srate and Local
Governmenral Lmployeu, b) requiring:

. Disclosure in the notes to the financial statements of pension plans and certain employer
govemments of th€ cunent firnded status of the plan-in other words, the degee to
which the actuarial accrued liabilities for benefits are covered by assets that have been set
aside to pay the benefits as ofthe most recent actuariai valuation date.

. Govemments that use the aggregate acfuarial cost method to disclose the funded status
and present a multi-year schedule of funding progress using the enhy age actuarial cost
method as a surogate: these govemments previously were not required to povide this
infolmation.

. Disclosure by govemments participating in multi-employer coslsharing pension plans of
how the contractually required contribution rate is determined.

GASB Statement No. 45, Accounting a d Financial Reporting b! Employerslor Postemployment
Benelts Other Than Pensions (GASB No. 45) establishes standards for the measuremeDt,
rccognition, and display ofexpense/expenditures and related liabiiities/assets ofpost-employment
benefits other tha, pensions (OPEB), note disclosures, and, ifapplicable, required supplementary
information in the financial reports of state and localgovemment employers. AtJune30,2010,
there were no OPEB plans adopted by th€ Municipality. Accordingly, during the fiscal year
ended June 30, 2010, the Municipality did not incur in any posFemployment benefits costs other
than pensions, therefore, the adoption ofGASB No. 45 had no effect in the accompanying basic
financial statements.

D Rish Ma agement

_ The Municipality carries commercial insurance covering casualty, theff, tort claims and othea

losses. lnsurance policies are negotiated by the Commonwealth's Department of Trcasury (the
Deparhnent of Treasury) on behalf of all municipalities of Puerto Rico. The Deparhnent of
Treasury pays the insurance premiums on behalfofthe Municipality and then is reimbursed each

- year through monthly equal payments deducted from the Municipality's grcss property tax
collections made by the Municipal R€venue Collection Center ("CRIM", by its Spanish

acronFns), a govemmental entity responsible for billing and collecting property taxes on behalf
f all municipalities of Puerto Rico.

fbe Eicipa[ty cades ilsulancerollerage for death ard bodilriqirrlies caused bfautoEobile

- accidents. This insumnce is obtain€d through the Automobile Accidents Compensation
Admin;stration (ACAA), a component unit ofthe Commonwealth. Th;s insurance is compulsory
for all licensed vehicles used on public roads and highways in Puerto Rico. The annual premium

- is $35 per licensed motorvehicle, which is paid directly to ACAA.
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The Municipality obtains workers' compensation insurance coverage through the State Insumlce
Fund Corporaiion (SIFC), a component unit of the Commonwealth. Thjs insurance covers
workers against injuries, dtsability or death because ofwork or emplo),rnent-related accidents, or
because of iilness suffered as a consequence of their employment. Worke$, compensation
insurance premiums are also paid thmugh monthly deductions made by CRIM from the
Municipality's gross prcperty tax collections.

The Municipality obtains unemployment compensation, non occupational disability, and d vels,
insurance coverage for its employees through various insurance programs administered by the
Commonwealth's Department oflabor and Human Resources (DOL). These insuralce programs
cover workers against unemployment and provide supplementary insuEnce coverage for
temporary disability, or death because of work or employment-related accidents or because of
illness suffered as a consequence of their employment. Unemplo,.rnent compensation, non-
occupational disability and drivers' insurance premiums are paid directly to DOL on a cost
rcimbursement basis.

The Municipality also obtains medical insurance coverage fiom several health insumace
companies fol its employees. Different health insurance coverage and premium options are
negotiated each year by the Department of Treasury on behalf of the Municipality. The current
insurance policies have not been canceled or terminaled at June 30, 2010. Premiums are paid on
a monthly basis directly to the insurance company. In the pasi thrce years, the Municipality has
not seftled claims that exceeded insurance covemg€.

m) Resetuations of Fund Balances

Reservations of fund balances rcpresent portions of fund balances in the GFFS that are legally
segregated for specific future uses or are not appropriated for expenditure. The Municipality has
recorded the following t ?es ofreservations of fund balances in the GIFS:

. Eftcumbrunces - Represent resoflations of fund balanc€s for commitments related to
unperfomed (executory) contmcts for goods or servic€s (fufure expenditurcs under purchase
orders, contracts and other commitments). These committed amounts represent reseryations
ofunexpired appropriations and generally will become liabilities in future fiscal years as the
goods or services are received.

Debl service Represent fund balances available to cover future debt service pa).ments
(pincipal ard interest) on bonds payable, which arc accounted for in the debt service fund.

Copilal assels and projects Represent the reservation of financial resources to be used for
the acquisition, construction or improvement of capital assets under contracts and other
commitments.

' - Adra cesTrorn otherl6.r.dJ-R€presentllrc reservation offnaneiaFresourees set +sideSF
Iong-term inter-fund receivables, which arc not considered current available finaacial
resources at June 30, 2010.

. Federdl aftd stale landed progran$ Reprosent finaflcial resources set aside for use in
fedeml and state grant progmms.
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n) Ibler-Iund Actil,ilies

The Municipality has the following types of reciprocal and non-reciprocal inter-firnd activities
recorded among governmental funds in the accompanying cl!S:

Inler-fund loa s - Represent amounts provided with a requirement for repayment, which are
recorded as "due tioni' in ihe lender governmenlal lund alld '"due to" in the bororvcr
govemmental fund. lnter-fund receivables, which are not considered to be currently available
financial aesources, are reported as advances. For amounts not expected to be collected
within a reasonable period of time, inter-fund receivables/payables are reduced to the
estimated realizable value and the amount that is not expected to be repaid is reported as an
operating transfer from the govemmental fund that made the loan.

Intet-farrd lransfe8 Represent flows of assets (permanent reallocation of financial
resources zrmong govemmental funds) without equivalent flows of assets in retum and
without a requirement fol repayment, Operating transfers are reported as other financing
sources in the govemmental fund making ftansfers and as other financing sources in the
govemmental fund receiving transfeB.

. Inlet-Iund reimbursemenf - Represent rcpa),rnents from the govemmental fund responsible
for particular expenditures or expenses to the govemmental fund that initially paid for them.

In the GFFS, inter-fund activity has not been eliminated, as permitted by GAAP.

Use of Esfirrrates

The pr€paration of the accompanying basic financial stat€ments in conformity with GAAP
rcquires management to make significant estimates and assumptions that affect the reported
amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of
the basic financial statements, and the reported amounts of revenue and expenses during the
rcporting period. Actual results could differ iiom those estimat€s.

Future Adopliott of Accounling Pronouncernents

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

o)

p)

GASB Statement No. 54, Fu d Balance Reporring and Govemmental Fand Type
Defnitions (GASB 54).The requirements of this Statement are effective for the
fiscal year commencing on July 1, 2010.

GASB Statement No. 57, OPEB Measurements by Agent Employers and Age t
Multiple Enployers P/arr (GASB 57). The requirements of this Statement are
effective for the fiscal year commencing on July 1, 2011.

GASB Srar. €nt ]]Nei. -9 -finmed ltustinincntromTiwcAsB-59Hre
requircments of this Stat€ment are effective for the fiscal year commencing on July
I,20t0.

The impact ofthese statements on the Municipality's basic financial statem€nts has not yet been
determined.
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D€posits

'lhe Municipality maintains its deposits in various commercial banks located in Arerto Rico and the
Govemment Devolopm€nt Bank for Puerto Rico (GDB). Proceeds from all bonds aad the funds
related to certain federal grant awards are required by law to be held with GDB.

On July l, 2004, the Municipality adopted the provisions oIGASB Statement No. 40 (GASB No. 40),
Deposit afld Inyestment Risk Disclosllre, an Ame drnent to GASB Stateme t No. -J. This statement
r€quires that state and local govemments disclose essential risk information about deposits and
investments. The disclosure requirements cover four main areas: (1) credit risk, (2) interest rate risk,
(3) custodial cledit risk, and (4) foreign exchange exposure.

. Credit risk - This is the risk that an issuer or other counterparty to an investment will rlot
fulfiI| its obligations. In compliance with the laws and regulations of the Commonwealth of
Puerto Rico, the Municipality has adopted, as its custodial crcdit dsk policy, the Statement of
Uniform lmiestne t G idelines for the Municipalities of the Commonwealth of Pl.prto Rico,
issued by the Goyerwnenl Derelopment Bc4lk fot Puefio Nco as promulgated by Law No.
113 ofAugust 3, 1995. Accordingly, the Municipality is only allowed to invest in obligations
of the Commonwealth of Puerto Ricq obligations of the United States of America,
certificates of doposit, commercial paper, bankem' acceptances or in pools of obligations of
the Municipalities of Puefo Rico, which arc managed by GDB. According to the
aforementioned investment guidelines, the Municipality is not allowed to invest in
marketable securities or any other type of investments (debt securities) for which credit risk
exposue may be significant. Consequently, at June 30, 2010 and for the fiscal year then
ende4 the Municipality invested only in certificates ofdeposit in coinmercial banks, which
are insured by the Federal Deposit Insumnce Corporation (FDIC), generally up to a
maximum of$100,000 per depositor. No investments in debt of equity securities were made
du ng the fiscal year ended June 30, 2010. Therefore, the Municipality's management has
concluded that the credit risk relat€d to any possible loss related to defaults by commercial
banks on the Municipality's deposits is considered low at June 30, 20i0.

. Ilterest rate risk - This is the risk that changes in interest rates of debt investnents will
adversely affect the fair value of an investment. The Municipality has no formal policy
relating to interests rate risks, however, the Municipality manages its exposure to declines in
fair values by: (l) not including debt or equity investments in its investments portfolio at June
30,2010, (2) Iimiting the weighted average maturity of its investments in certificates of
deposit to periods of tkee months or less and (3) keeping most of its banks deposits and
certificates of deposit in interest bearing accolmts generating interest at prevailing market
mtes. At June 30, 2010, the interest mte risk associat€d with the Municipality's cash is
considered Iow since the investment portrolio of the Municipality do not include debt
securities or any t,?e ofinvestments that could be affecled by changes in interest rates.

. Custodial credit risk - In the case of deposits, this is t+le risk that in the event of a bank
faillrre, the Municipality's deposits may not be recovered. Pu.suant to the Statemmt of
Iwestment Guidelines fot the Goyenment ofthe Commonwealth of Puelto Rico, the balances
deposited in commercial banks by the Municipality arc insured by the Federal Deposit
Insurance Corporation (FDIC), generally up to a maximum of $100,000 per depositor. In
addition, public funds deposited in commercial banks by the Municipality are fully

56



C0MMoNWEALTH oF PUERT0 Rrco
MUNICIPALITY oF BARRANQUITAS
Notes to Basic Financial Statements

Fiscal Year Ended June 30,2010

collateralized for the amounts deposited in excess of the federal depository insurance. AII
securities pledged as coilateral are held in the Municipality's name by tle agenis of the
Commonlvealth's Secretary ofTreas ry. Deposits in GDB, amounting to $6,312,279 at June

30,2010, are uninsured and uncollateralized. However, no losses related to defa lts by GDB
on deposit transactions have been incurred by the Municipality through June 30, 2010. It is
management's policy to only maintain deposits io banks alfiliated to FDIC to minimize the
custodial fiedit rish except for GDB. Therefore, the Municipality's management has

concluded that at June 30, 2010, the custodial credit sk associated with the Municipality's
cash is considercd low.

Foreiqn exchanse risk - This is the risk that changes in exchange rates will adversely affect
the value of an investment or a deposit. According to the aforementioned investment
guidelines, adopted by the Monicipality, the Municipality is prevented from investing in

foreign securities or any other types of investments for whjch foreign exchange risk exposure
may be significant. Accordingly, manag€ment has concluded that the foreign exchange dsk
rolated to the Municipality's deposits is considered low at June 30,2010.

This Space Has Beeh Inlentionallr Lel Btonk
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Cash and cash equivalents at June 30, 2010, arc classified in the accompanying balance sheet -
govemmental funds a follows:

Maior eo!$nmenial lunds

CaPital

General inprolenenh
fnnd hnndn'nd

Irgislrtiv.
joint Debt

resolulioDs *nhe
developi.nl Other

blockgr.nt goY..nnental

fund fund6 Totll

C6h iD @mercid b&l$

Cash i, comercial bsrks

Tolal canling mount ofdeposiB

$ 3,301,462

288,843 3,42r.508

4,231,233

" - $ 3,101,462

9,663 LAA766 5,667,662

- 2,rn1.922 - 594,006 6312,n9
s 3,510,105 3,4rt,

3. Mutricipal License Tax€s

The Municipality is authorized by Act No. 81 to impose and collect municipal license taxes to any
nafural or legal person having trade or business activities within the teritory ofBa anquitas. This is
a self-assessed tax generally based on the business volume oftaxpayeB, measured by g.oss revenues.
The Municipality establishes the applicable ta\ rates. At June 30, 2010, the municipal license tax
rates imposed by the Municipality were 1.50 percent for financial institutions and 0.50 percent for
other types of taxpayers. Any taxpayers that have been granted with a partial tax exemption under
arly ofthe tax incentive acts ofthe Commonwealth ultimately pay municipal license taxes at reduced
tax mtes, generally between 60 percent and 90 percent under standard rates.

Each taxpayer musl assess the corresponding municipal license t3-x by decla ng the volume of
business through a tax retum to be filed every April 15, based on the actual volume of business
(revenues) generated in the preceding calendar year. Taxpayers with a sales volume of$3 million or
more must include audited financial statements with their tax return filings. The tax can be paid by
the taxpayer in two equal installments due on July I5 and January 15, subsequent to the filing ofth€
declaration on Apdl 15. The fi.st installment ofthe ta,.( covers the six-monih period ended December
31, subsequent to the filing date ofthe declaration, while the second installment of the t&\ covers the
six-month period ended June 30 ofthe subsequent calendaryear. Ifa taxpayer elects to pay the ta.x in
full on the filing date of the declaration (generally April l5), a 5 percent discount is granted

automatically on the rotal tax amount due.

Any municipal license ta-xes collected in advance (that is, pertaining to a future fiscal year) are
recorded as defered rcvenues in the GWFS and the GFFS (see note 8). Total municipal license taxes
receivable amounted to $5,970, at June 30, 2010. Uneamed (defened) municipal license tax revenues
rccorded in the accompanying GWFS and GFF-S amounted to $542,060 at June 30, 2010.

4. Property Tares

The Municipality is authorized by Act No. 81 to impose and collect property taxes from any natural
or legal pe$on that, at January 1 of€ach calendar year: (1) is engaged in trade or business and is the
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owrer of perconal or real property used in trade or business or (2) owns residential roal property with
a value in excess of $ I 5,000 (at I 957 market prices).
Personal property taxes are self-assessed by taxpayers every year using the book value of p€rsonal
property assets owned by the taxpayer at January 1 (lien; lely date) and reporting such taxable value
through a personal propefiy tax return filed on May 15 (due date and collection date) subsequent to
the assessment date. The total pe$onal property tax rate in force at June 30, 2007 was 6.83 percent
(of which taxpaye$ pay 6.63 percent and the remaining 0.20 percent is paid by the Depafimeflt of
Treasury, as a subsidy).

Real property ta,\es are assessed every January l, (lien; levy date) and is based on estimated curent
values ofthe prcperfy, deflated to 1957 market prices. Real property taxes a due and collectible on
January I and July ofevery fiscal year. The total real property tax rate in force at June 30, 2006 was
8.83 percent (of which 8.63 percent is paid by ta-rpayers and the remaining 0.20 percent is also paid
by the Department ofTreasury, as a subsidy).

Residential real property occupied by its owner (not engaged in tmde or business) is exempt fiom
property taxes only on the first $15,000 of the assessed value (at 1957 market prices). Ior exempt
amounts, the Departm€nt of Treasury assumes the payment ofthe basic tax (4.00 percent and 6.00
percent for persooal and real property, respectively), except for property assessed for less than $3,500
(at 1957 market p.ices), for which no payment is made by the Department ofTreasury.

Included within the total peNonal and real property t&! rates of 6.83 percent and 8.83 percent,
respectively, there is a portion ofthe tax rate in the amount of 1.40 percent that is restricted for the
Municipality's debt service requirements on bonds. such amounts are recorded in the Municipality's
debt service ftnd.

The composition of property taxes r€ceivable and the related defered revenue is as follows at Jun€
30,2010:

Major governmental funds
Debt

G€treral service
{und fund Total

Property taxes receivable t,144.706 5,821 us0,s2'7

Thh Apace Has Been Inteitionatrt LeIt BIMk
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5. ItrtergovcrnmeDfalReceivablesandPayabl€s

Intergovemmental receivables and payables recorded in the accompanying GWFS and GFFS are as

follows at June 30, 2010:

Major governmental funds

D€bt Other

fuids Tolrl

Inlereoveft mental receivables:

Municipality of orccovis, net of allowmc.

for doubfirl accounts of$77,i98

cnnts andcotuib tio,rs:

Puerto Rico T@suy DepaJtnEnt _

Ctuistims bonDs r€imbunement

c.mm6nw€lth ofPuerto Rico - nate

sales lax co ribution

Puerto Rico Electiic Power Authorithy _

Conrributions in iieu ofrdes

U-S. DeparEnent ofHealth ard Human

Se ies - Elderly ,uhition s€nices tund

U.S. Deparhent of Housing md Urban

Development, &roud the Puerto tuco

Ofr ce of the Comissioner of
Muicilal Affajrs

Total intergovemental re.eivables

Interporemental parzbles:

$ 103.003

61.948

- $ 103,003

- 61,948

- 35,530

t6,077 16,077

- oor,rro

3i,il0

956,991 956.997

402.280

Uflines dnd charyes fot s@ices:

Pu€rlo Rico Electric Power Aulhority_El4tric Power Consumplion

Puorro Rico Geieml Senices Administmlion

Puerto Rico T€lephone Compay

Puerio Rico Waier and Sewer Authonry

Putrio Rico Labor md Humar Resouoes Departm€nt

Total inlergov€mmental payablG

$ r.12r.o48 r5.5J0 402.280 1b.077 $ I.J75.815

$ 956,997

3,536

55,691

36,058

9, Os8 22.r _ $ 1.018.227

$ 956,997

3,536

55,691

This Spoce Has Beetl lhteatioM r LeIt Blaak
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6" Inter-fundTransactions

The composition ofall ufter-fund balances at June 30, 2010 and for the fiscal year then ended is as

follows:

governnental funds-

Getreral fund

Major sovemnen alfun^:
Community deveiopment block grant tund $ 98,095

Capital inprovements bond tund

Legislative joint rcsolutions tund

Debt servic€ firnd

Other govemmental funds

Total

63,546

64,406

67

182,688

$ 408,802

Transfers from:
Community Other Totrl

Gedetal development governmental governmental

Transfers to: fund block gratrt fund funds fu[ds
Major govemmental funds:

- Generalimd $ 41,579 - 32,667 $ 74,246
Debt service fund 1,075 1,0'75

Capital improvements bond fund 48,363 48,363

- Other govemmental tunds 4,202 3,943 8,946 17,091

Toial $ 9s,219 3,943 41,613 $ t40,77s

The pdncipal purposes of inter-fund receivables and payables are to recognize in the geneml fund the
outstanding balance of loans receivable granted to the community developmeflt block grant fund and
other non-major govemmental funds to temporarily cover the payroll and other operating costs of
several fedemlly and state funded programs amounting to $98,095 and $182,688, respectively.

The principal purposes of inter-fund transfers are to recognize routinely transfers of intercst income
from the debt service fund and the capital improvements bond fund to the general fund amounting to

I,075 arrd 948.361-rcspqctiyclJ_

Inte.-fund rec€ivables and payables reprcsent the pending settlements ofthe aforementioned hansferc,
which are considered by management io be fully realizable at June 30, 2010.

At June 30, 2010, the geneml fund reported advances (long-term inter-fund receivables) fiom certain
rlon-major capital projects funds amounting to $88,675. These advances among govemmental funds
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have been reported at June 30, 2010 within due and advances from other firnds and arc not expected

to be rcpaid within one year after year-end. Accodingly, at June 30,2010, tho general tund reported

n ."..*ution of fir.d balances amountins to $88,675 to properly disclose the portion of inte._fund

receivables that are considercd current available financial resourc€s atJune 30,2010.

7. Capital Assets

CapiLal assers activiry for lhe fiscal year ended June 30, 2010:

Balanceat AdditionY Balanceat

b€gitrtrirg of depr€ciation endiog of
lBcalyear erp.nse fisctl )ear

G ov e nne nt a I ac t it it i e s :

Capital assets, nol being depreciated/amort;zed

tard
Conshuction in progress

Total capftal assels not beins

depreciated,/amordzed

Capital assels, beins depreciatedamorlized:

La.d improvements

Buildings,structures, and improvements

Machinery and equipm t, and

frmiture md fixtues

Equipment held Dder cap;.al leases

Licensed vehicles

Toral capital assets, beingdepreciated/amortized

Totsl co$ basis ofcapital assets

Accunulated deprccialion and anofiization:

Land improvements

Buildings, structures, and improvements

Machinery and equiPment, and

tumiture and fixtures

Equipment leld under capital leasas

liensed vehicles

Total accmulated dePreciation dd mortiation
Net @pital assets

5,369,990 1,580,436

$ 2245,774

3.124,2t6

- $ 2,245,774

6,950,426

I,580,436

2.444,809

10,981,592

17,393,383

1,613,607

62,17',7

3,774433

290,578

115,332

29,620

2,444,809

11272,170

17,508,7r5

1,643,227

4,177
3,774,433

36.270,001 435,530 36,705,!L
41.639,991 2.015,966 43,655,9L

t,393,254

2,843,t40

6947,M9

't.097,?05

57,343

65,811

184,343

473,269

126,9t7

t,459,065

3,027,483

7,420,318

1,224,122

57,343

3,3!!,eL3,057,189 257,759

15,395,180 1,108,099 16,503,279

$ 26.244,8t1 90'1.&67 S 27,152,678

This Spoce H6 B@a l\tentionalq Lel Bldhk
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Depreciation arld amortization expense was charged to functions in the accompaiying govemment -
wide statcmcut ofacti\itics as follows for the fiscal year ended Jrlne 30, 2010:

General govemment

Public safety

Public housing and welfare

Health and sanitation

Urban and economic development

Culture, reueation and education

Total depreciation and amortization expense

.$ 293,547

84,830

49,430

66,639

400,29'7

213,356

-!_lJ_q!!2e

8. Deferred Revenues

At June 30, 2010, deferred revenues recorded in the GWFS and the GFFS are as follows:

Maior governmental funds

Dehr Other
service governmental
fund funds

Total Statenert
gov€mmental ofnet

funds asset!

Weasurable M,l unawilable reee ues:

- 
lDtergovemmentat Srants and contributions

Totat measurable and umvailable r€venues
-Jnedmeal revehues:

Mutricipal lic€nse taxes

- Intergovernmental gants aIId contributions

Total uneamed revetues

_ 
Total deferred r€venues

cen€ral
fund

Legislative
joint

fund

$ 61.948 _ 61,948 $ -

6r.948

542,060 - 542,060 542,060

- 4.\s3.554 - 1.397.983 5,551,537 5,551,537

54r"060 4.153J54 - 1,397,983 6,093.59',1 6,093,597

s 604,008 4,153,554 1,397.983 155.545 $6,093,597

This Space IIas Eeen lnlenlionau, LeIt Btank
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9. LoDg-Term Obligations

The gene.al long-te.m debt activity fo. the fiscal year ended June 30, 2010 is as follows:

Balanceat Borrowings

b%inning of
fiscd yerr rdditions

Payments Balanc€at Balrnce

or end oI due within
deductions fiscal yerr one year

Bonds payable

obligatiom under capital teas€s

Compensated absences

Estirnated liabiliry for municipal solid waste

landfill closure afld post-closure care costs

Total long telm obligations

$ 6y'80,000

5,851

1,272,687

7,344,768

42s,000

609,9731,555,740

426,692

(300,000) 6,180,000 $

(2.926) 2,92s

(1,272,687) 1,5ss,740

- 7,77t,460

$ 15,103,306 (1,575,613) 15,510,125 S 1,037,8981,982,132

Historicaily, the general fund has been used to liquidate compensated absences, obligations under
capital ieas€s, and any other long-tem liabilities other than bonds.

a) Delt Lirxilalion

The Municipal Legislatue is legally authorized to approve the cont acting of debts of the
Municipality. Neve heless, the laws and regulations ofthe Commonwealth of Puerto Rico also
provide ihat:

Direct obligations ofthe Municipality (evidenced principally by bonds and bond anticipation
notes) are backed by the full faith, credit and taxing power ofthe Municipality; and

Direct obligatio.s are not to be issued by the Municipality ifthe amount of the principal of,
and the intercst on, such bonds and bond antjcipation notes (and on all bonds and notes issued

thereafter) which are payable in any fiscal year, together with any arnount paid by the

Municipality in the preceding fiscal year on account of bonds or bond anticipation notes
guaranteed by the Municipality, exceed 10 percent ofthe total assessed value oftie propedy
located within the Municipality plus the balance of the ad valorem taxes in the debt service

fund, for bonds payable and bond anticipation notes to be repaid with the proce€ds of
property taxes restricted for debt sewice.

In addition, befo.e any new bonds are issued, the rcvenues of the debt service fund should be

--- sufficient to cover the proiected d€bt service requircment. The Municipality's available legal debi

- ma.gin amounted to $7.5 million at June 30,20t0, as pubiished b
Bank for Puerto Rico.
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b) Bonds Pqtable

The Municipality issues general obligation, special obligation and public improvement bonds to

finance the acquisition, conshuction and improvement of capital assets, as well as, to finalce
certain opemting needs, including the payment to suppliers in certain circumstances-

The laws and regulations of the Commonwealth of Puerto Rico provide that the MuniciPality's
public debt will constitute a frst claim on the available reveoue ofthe Municipality Public debt

includes bonds and bond anticipation notes. The good faith, credit and taxing power of the

Municipality are ir.evocably pledged for the prompt payment of the principal and intercst of
bonds.

As desc bed in Note 4, the Municipality levies an annual additional special tax of 1 .80 percent of
the assessed value of personal and real property. The prcceeds of this additional special tax are

deposited in a sinking fund established ai GDB whereby sufficient fmds are set aside to redeem

the bonds payabte ofthe Municipality in minimum annual or semiannual principal and interest

payments. The collections ofthis sp€cial ta-Y are recorded in the Municipality's debt service tund'

For financial reporting purposes, the outstanding balances ofbonds represent the total principal to

be repaid. Bonds payable is composed as follows at June 30,2010:

Outstanding
amoutrt

2006 serial bonds for the acquisition of major capital assets, original amount

of $465,000, due in aanual principal installments ranging from $50,000 to

$80,000; plus interests due in semiannually installments at vaiiable mtes

(4.50% at June 30,2010) through July 1,2019

1995 serial bonds for the acquisition of major capital assets, original amount

of $515,000, due in annual principal installments ranging from $5,000 to

$45,000; plus interests due in semiannually installments at variabl€ lates

(7.7lyo at Iu,jte 30,2010) through July 1, 20I9

2004 serial bonds for the acquisition, construction and improvement of major

capital assets, original amount of $725,000, due in annual principal

inatallments ranging from $15,000 to $75,000: plus interests due in
semiaturually installments at variable rates (4 50% at June 30, 2010) through

l,rly, 1,2024

2002 serial bonds for the acquisition, construction and improvement of major

$ 225,000

325,040

610,000

c.J'iial assets. lrigilal 
"loauli 

0J0Q. due in annual principal

- installments rangrng from $5,000 to $80,000; plus interests dre in

semiannually installments at variable rates (4.30% at June 30, 2010) through

tnly 1,2026 790,000
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1999 serial bonds fo. the acquisition, construction and improvement of major

cepital asscts, original amount of $1,525,000 due in annual principal

installments ranging from $30,000 to $140,000 plus interests due in
semiannually installments at va.iable rates (4.30% at June 30, 2010) thrcugh

Juiy l, 2019

2004 serial bonds for the acquisition, construction and improvement ofmajor
capital assets, original amount of $235,000, due in annual principal

installments ranging from $5,000 to $20,000; plus interests due in
semiannually insiltments at variable rates (4.50% at June 30, 2010) through

July 1,2029

2008 serial bonds for the acquisition of major cap;ral a5sels. original amount

of$1,q05.000. due in annual principsl installments ranging from $20.000 to

$225,000; plus interests due jn semiannually installments at variable rates

(7.50% at June 30, 2010) through July l, 20:12

2008 sorial bonds for the acquisitioo of major capital assets, original amount

of $200,000, due in annual p ncipal installments ranging from $5,000 to

$15,000; plus interests due in semiannually installments at variable rates

('l .s\yr at tnne 30,2010) through July l, 2014

1,030,000

210,000

2,835,000

155,000

Total general obligaiion and public improvements bonds $ 6,r80,000

Variable interest rates on serial bonds are revieped pe odically by GDB and are based on the

fluctuation of GDB'S weighted average mte for its commercial paper program llnder this

progrum, GDB issues .omriercial paper: 111 in the taxable and ta-x_exempt markets ofthe I Inited

iiui". oi e."rl"u, (2) in the Eur;d;lh ;arket, and (3) to corporations having tax exemptions

unaler the Commonwealth's Inalustrial Incentives Acts and, which qualiiy for benefits provided by

the former Section 936 ofthe U S.Intemal Revenue Code.

Amual debt service requirements of maturity for bonds payable are as follows:

Fiscal year

ending

June 30 InlercstPrincipal
425,000

486,000

426,000

425,000

Total

2011

2012

2013

20t4

224,478

211,22'l

204,336

197,44s

649,4-18

697,227

630,336

622,445

20t5
2016:2020

202t:2125

2026-2030

Totals

460,000

1.332,000

1,311,000

128,3'76 588,376

596,114 1,928,114

513,506 1,826,506

l-l B.0oo 227.55t 1,540,551

$ 6.180.000 2.101,031 $8,48J.01i
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At June 30, 2010, accrued interest payable on bonds amounted to $84,512. Interest exp€nse and

interest paid on bonds amounted to $174,955,164 and $81,977, respectively, for the fiscal year
ended June 30,2010.

Accordirg to sections 103 and 148 to 150 ofthe U.S. Intemal Revenue Code and sections 1.148

to Ll50 ofthe U.S, Treasury R€gulation, the Municipality's the tax-exempt bonds are subject to
the arbitmge rebate re4uirements. At June 30, 2010, the Municipality had no federal arbitrage
liability on bonds since intercst income eamed from the investment of mspent bond proceeds

were made in bank deposits that generate yields Iower than the rates applicable to the d€bt service
payments.

c) Oblbdlions Under Capital Leases

The Municipality is obligated under various capital lease agreements with third parties for the
acquisition of equipment. At June 30,2010, the capitalized costs and the related accumulated

depreciation ofthe leased equipment amounted to $62,177 and $57,343, respectively, which are

accounted for as capital assets in th€ accompanying statement of net assets.

The future minimum capital lease payments are as follows:

Fiscal year
€nding

Jllne 30,
20fi

Total future minimum lease pal,ments

Less: amounts representing future interests at a ftle of '7 .50yo

Present value ofminimum lease pa),ments at June 30, 2010

Less: current portion ofobligation under capital leases

Obligation under capital leases, excluding current portion

10. Muuicipal Solid waste Landfill Closure and Post-closure Care Costs

Tho Municipality is legally responsible for closure and post-closure care costs associated with its
municipal solid-waste landfill. State and fedeml laws and regulations require the Municipality to
place a final cover orl the Municipality's solid waste Iandfill site when it stops accepting waste, and

to perform certain maintenance and monito ng functions at the site for 30 years after closure.

The Municipality has performed a study of the activities that ne€d to be implemented at the

Municipality's landfill to J!ql1!19! qgfqqnlm ]fllqjlavailable space and to comply with
applicable state and federal regrr

estimated liability of $7,'171,460 in the accompanying govemment-wide financial statements using
current costs allocated based on the actual landfill capacity at June 30,2010. The portion ofthe
estimated cunent costs to be incured in future years is approximately $5.5 million, which has not
been recognized yet in the accompanying govemment-wide lmancial statements. The net change in

the liability for the fiscal year e[ded June 30, 2010 was recorded in the accompa[ying govemment_

3,335

(410)

(2,92s)

$-
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wide lmancial statem€nts with a charge to health and sanitation expenses of $426,692 ]n the
statement of activities. The current costs of landfill closure and post-closure at June 30,2010 is
$13.2 million.

Acfual costs may be different due to inflation, changes in technolos/, or changes in laws and
regulations. Ai June 30, 2010, the Municipality's landfill is still operating and its rcmaining
estimated useful life is approximately threo (3) years. Approximately 59 percent of the
Mtrnicipality's total capacity has been used at June 30, 2010. However, ihe Municipality is
cunently evaluating altematives for the expansion of its solid waste landfill. The expansion would
extend the useful life for 1 0 years approximately.

The Muoicipality is required to demonstrate financial assurance for closure atrd post-closue care.
However, at June 30, 2010, no assets or financial resources have been reshicted to cover the future
costs associated with closure costs and post-closure carc.

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

d GASB Statement No. 49, Accoanting and Financial Reporting for Pollution
Remediation Obligations, which is effective for periods beginning after June 15, 2009.

e GASB Statement No. 51, Accolnting ond Findncial Reporti E for Intangible Assets,
which is effective for periods beginning after June 15, 2009.

11. Employees' Retirement Systems

a) Plan Description

The Municipality's employees participate in the Employees' Retir€ment System of the
Govemment of Puerto Rico and its Instrumentalities (ERS), a cost-sharing multi-employer (as
rclated to the Municipality's reporting entity) dehned pension plan established by rhe
Commonwealth and administored by the Retirement Systems Admhistration of the
Commonwealth ofPuerto Rico. Substantially all fuIl-time employees ofthe Commonwealth and
substantially all municipalities arc covered by ERS under the terms ofPublic ActNo. 447 of May
I 5, 1 95 1 , as amended (Act No. 44?). All regular and temporary employees of the Municipality
become plan memberc of ERS at the date of employmen! while it is optional for officers
appointed.

ERS membe$, other tlan those joining it after March 31, 1990, are €ligible for the benefits
described below:

. Retirene tAnnuiry

ERS mombers are eligible for a retirement annuity upon reaching tle following age:

Policemen and firemen:
50 with 25 years ofcredited service
58 with 10 years ofcredited service

Other employees:
55 with 25 years ofcredited service
58 with 10 years ofcredited seruice
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ERS members are eligible for monthly benefit payments determined by the application of the
stipulated benefit ratios to th€ member's av€rage compensation. Average compensation is
computed based on the highest 36 months ofcompensation recognized by ERS. The annuity,
for which a member is eligible, is limited to a minimum ofg300 per month and a maximum
of75 percent ofthe average compensation.

Merit A nuity

ERS members are eligible for merit annuity with a minimum of 30 years or more of credited
service. The annuity for which the plan member is eligible is limited to a minimum of 65
percent and a ma.ximum of75 percent ofthe av€rage compensation.

D efe r r e d R e I b e me n t Arr l ttiS)

A participating employee who ceases to be an employee of the Municipality after having
accumulated a minimum of ten years of credited service qualifies for retirement benefits
provided hisfter contributions are left in ERS until rcaching 58 years ofage.

Cootdinuled Plan

On the coodinated plan, by the time the employee reaches 65 years old and begins to receive
social security benefits, the pension benefits are reduced by the following:

$165 per month, if retired with 55 years ofage and 30 years ofcredited seffice.

$110 per month, ifretired with less than 55 years ofage and 30 years ofcredited seryice.

AII other between $82 and $100 per month.

Disability annuities under the coordinated plan arc also adjusted at age 65 and in some
cases can be reduced over $165 per month.

Noi-Cootdi.ared Plan

On the non-coordinated plan the participating employee and does not have mry change on the
pension benefits upon receiving social security benefits.

Reversionary Annaily

@-tvgdEdurdrctirernenf emuitygivirg
one or more benefit paynents to hivher dependents. The life annuity payments would start
after the death of the retiree for an amount not less than $240 per year or grealer than the
annuity payments being received by the retiree.

O c c ap at io n., I D is a b ilbt A n n aity

(a)

(b)

(c)

(d)
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A participating employee, who as a direct result ofthe performance ofhigfter occupatiotr is
totally and pemanently disabled is eligible for a disability annuity of 50 percent of the
compensation received at the time ofdisability.

Non-occ upational Disihiliry) Anrrttity

A participating employee, totally and pemanently disabled for causes not related to his/her
occupation and with no less than l0 years of credited service, is eligible for an annuity of
I .50 percent of the av€rage compensation of the first 20 years of credited services, incrcased
by 2 percent for every additional year of credited service in excess of20 years.

Death Benelils

Occupatioral:

(a) Survivins spouse annuity equal to 50 percent ofthe participating employee's salary at
the date ofthe death.

(b) Childrer - $10 per month for each child, minor or studen! up to a maximum benefit per
family of$100.

Non-occupalional:

Bepeficiarv the contributions and i.terest accumulated as of the date of the death plus an

amount equal to the annual compensation at the time ofthe death.

Refunds

A participating employ€e who ceases his/her employment with the Municipality without the
right to a retirement annuity has the ght to a refund ofthe contributions to ERS plus any

interest eamed thereon.

Amenilment to Act No. 447 elfectite Jahuary 1,20001o creale @ DeJined Conlribttlion Plan

On September 24, 1999, Public Act No. 305, an amendment to Act No. rg7, was enacted to
establish a defin€d cortribution plan, known as System 2000, to cover employees joining
ERS on or after Jaruary I , 2000.

Employees that participated in the original plan as of December 31, 1999, had the opportunity
to elect to either stay in the defined benefit plan or transfer to System 2000. Employees that
joined the Municipality on or after January 1, 2000, were only allowed to become members

ofsyslerr2o00.

System 2000 is a hybrid defined contribution plan administered by the Reti.ement Systems
Administration of the Commonwealth of Puerto fuco, also kno!'!'n as a cash balance plan.

Under this new plan, there is a pool ofplan assets, which is invested by the System, together
with those of the cost-sharing multi-employer defined benefit plan. Neither the
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Commonwealth nor the Municipality guarantee benefits at retiement age. The annuity is

based on a formula which assumes that each fiscal year the employee's contribution (with a
minimum of 8.28 percent of the employee's sa1ary uP to a maxirnum of 10 percent) is

invested as instructed by the employee in an account which either: (l) eams a fixed rate based

on the two-year Constant Nlaturity Trcasury Notes, (2) eams a mte equal to 75 percent ofthe
retum ofthe ERS' investment portfolio (net ofmanagement fees), or (3) earns a combination
of both altematives- Participants receive periodic account statements similar to those of
dehned contribution plans showing their accrued balances. Disability benefits are not gmnt€d

under System 2000, rather are provided to those participants that voluntarily elect to
participate in a private insurance long-term disability program. The employerc' coni butions
(9.28 percent of the employee's salary) with rcspect to employees under System 2000 will
continue and will be used to fund the cost-sharing multi-employer defined benefit plan.

System 2000 reduced the retirement age from 65 years to 60 for those employees who joined

the current plan on or after January 1, 2000.

Historically, the state govemment of the Commonwealth of Puerto Rico has reported ERS

and Systern 2000 in its basic financial statements as pension trust funds. Accordingly, the
Commonwealth is currently assuming any actuarial deficiency that may exist or arise related

to the Municipality's participating employees because ERS do€s not allocate to the

Municipality any actualial deficiencies pertaining to particiPating municipal employees. The

Municipality is only required by law to make statutory contributioN at &e mtes detailed

below.

Recent Amefiilmenls to Acl No. 447

The Senate and the House of Representatives of the Commonwealth of Puerto Rico have the

authority for establishing or amending the contribution requirements of System 2000 by

approving the necessary amendments or laws, subject to the final aPproval ofthe Govemor of
the Commonwealth of Puerto Rico.

In June and July 2003, the Govemor of the Commonwealth signed thr€e Public Acts that

provided the following certain beneflts to rctirees:

(a) Increase in minimum monthly pension payments to $300, effective January 1,2005.

(b) Triennial 3 percent increase in all pensions, effective January 1, 2005.

(c) Increase in widow and/or beneficiaries to 50 percent of the benefit received by the

deceased pensioner, effective January l, 2005.

All the benefits granted will be funded through budgetary assiSnments in the Municipality's

The Board of Trustees of ERS app.oved, effective November 1'7, 2003, an jncrease in the

amount gmnted on personal loans to participating employees from $3,000 to $5,000.

generalfi m+vritlrrcspecft aits-reft e@oyee
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b) Fundihg Polictr

The contribution reqlirement to ERS is established by taw and is not actuarially determined.

These contributions are as follows:

Municipality and other €mployers 9.28 perc€nt ofapplicable palroll

Employees:

Coordination plan: 5.78 percent of gross salary up to
$6,600 per year, plus 8.28 percent

gross salary in excess of$6,600.

8.28 perc€nt ofgoss salary. This
is the only choice available to
policemen, firemen and mayors

Supplementation plan:

The contribution requirement to System 2000 is also established by law and is not actuarially

determined. These cont butions are as follows:

Municipality and other employers 9.28 percent ofapplicable payroll

Employees: 5.78 percent of gross salary uP to

$6,600 pe. year, plus 8.28 percent

of gross salary in excess of
$6,600.

During the fiscal years ended June 30,2008,2009 and 2010, the Municipality and the

participating employees contributed 100 percent ofthe required contributions to ERS and System

2000. The combined actual cont butions made by the Municipality and its participating

employees to ERS and System 2000 (which equal the required contribution amounts) were as

follows during the last three fiscal years:

Employer
contribulions

2008

2009

2010

$ 293,9r 1

Fiscal year
ended Jun€ 30,

Employee
contributions

$ 246,888

$ 283,314

$ 24',7,798

The above actual employer contributions for the fiscal yean ended June 30,2008,2009, and2010

inalude the emplover contributions to System 2000 alnqql{inq to $47,024, $36,690 and $32,840, - ----.
respectively. In addition, the above actual employee contributions for the fiscal years ended June

30: 2008, 2009, and 2010 include the employee contributions to System 2000 amounting to

$2?.073, $39,502 and $29,1'14, respecti\ely.

The authority under which obligations to contribute to ERS and System 2000 by the plans' membe6,

employers and other contributing entities (i.e., state or municipal contributions) ale established or
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may be amended by law by the House of Repres€ntatives, the Senate and the Govemor of the
Commonwealth of Puerto Rico.

Readers can obtain copies ofthe audited basic linancial statements (GAAP basis) ofERS and Syst€m
2000 by writing to Mr. Hdctor M. Mayol Kauffman, Executive Director ofthe Retirement Systems
Administration of the Commonwealth of Puerto Rico (the entity that administen ERS and Syst€m
2000) at PO Box 42003, Minillas Siation, Santurce, Puerio Rico 00940.

- 12. Commitments and Contingencies

The Municipality is defendant in various legal proceedings pertainjng to matters incidental to the
_ performance of routine gov€mmental opemtiors. Under Public Act No. 104 of June 25, 1955, as

arnended, persons are authorized to sue the Municipality only for causes of actions set forth in said
Act to a maximum amount of $75,000 or $150,000 if it involves actions for damages to more than

_ olre pe6on or wherc a single injured party is entitled to several causes of action. Under c€rtain
circumstances, as provided in Public Act No. 9 of November 26, I 975, as arnended, the Municipality
may provide its officers and employees with legal representation as well as assume the pa),rnent of
any judgment that may be ent€red against them. There is no limitation on the payment of such

JUOgmenls.

With respect to pending and threatened litigation, the Municipality has not report€d liabilities for

- awarded or anticipated unfavorable judgments as ofJune 30, 2010. Management beli€ves that any
unfavorable outcome in relatiofl to pending or threatened litigation would not be significant, if a[y.

- The Municipality has reported outstanding encumbrances amounting to $1:[5,804 h the g€neral fund
at June 30, 2010. The Municipality intends to honor these encumbrances, which will continue to be
liquidated under the culent year's budget during a lapse period that extends into the subsequent flscal
vear.

As of June 30, 2010, the Municipality has several outstaflding or planned oon-cancelable
coNtruction projects ofwhich $2.3 million have been already incured and paid as ofJune 30, 2010

- and $0.6 million remains outstanding to incur through the end ofeach project. These projects are
evidenced by contmctual commitments with contractors and are accounted for in the capital projects

_ tund.

The Municipality receives financial assistance from the fedeml Govemments ofthe United States of
America and the Commonwealth in the form of grants and entitlements. Receipt of gants is

- generally conditioned upon compliance with terms and conditions of the grart agreements and
applicable federal laws and regulations, including the expenditure ofresources for eligible purposes.

- by the appropdate gmntor. Disallowance as a result of these audits may become liabilities of the
Municipaliiy. T1r,e "Reports on Compliance ond Intemal Co trol i Accordarce with Govemme t
Auditing Sta datd.s and the Requbeme ts of OMB Circular A-133 " fot the fiscal year ended June 30,

_ 2010, disclosed various instances of noncompliance with applicable laws and regulations and with
intemal accounting and adminishative controls. lf expenditures are disallowed due to noncompliance
with gmnt prcgrams regulations, the Municipality may be required to reimburse &e gEntor the

'73



COMMOI{WEALTH OF PUf,RTO IUCO
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disallowed amounts. Management believes that the Municipality will be able to comply with the

terms of corrective action plans that may be requested by the federal gantors, if any'

13. Sales and Use Tax System

on July 1,2006, the Legistatu.e of the Commonweatth of Puerto Rico approved Law No 1i7'

known'as'Tta Justice Law of Puetto Rico (Law No. 117) Law No 117 established a seven percent

(7%) sales and use tax to sulstantialty all products and services sold in Puerto Rico, ofwhich 5 5%

iepresents a state tax and 1 5% represents i municipal tax penaining to the Municipality' The state

tai was effective for substantially all products and services sold starhng November 15' 2006 The

municipal tax becanre effective on :ipril 2007 affer the approval of the Municipal Legislature'

Mmicipal sales and use taxes revenues recorded in the general fund amounM to $553'210 for the

fiscal yl,ar ended June 30, 2010. In addition, at June 30, 2010, the municipal sales and use taxes

receivable amounted to $48,639.

On July 29, 2007, the L€gislature of the Commonwealth of Puerto Rico approved Law No 80 (Law

N". t6l to amend the 
-provisions of Law No. 117. The amendments made obligatory the

i.ft"rn*tution ot u unifoim sales and use tax of 1.5% in all municipalities of Puerto Rico that as of
Jui" io, zooz ua 

"o, 
upproved such kind ofta-r. Th€ total tax rate of 1 5% is divided as 1 00% to be

collect"d by each muni;ipality and 0.5% is collect€d by the Puerto Rico Treasury DePartrnent The

O.i'2" ."t".iea to uUor" ls being administered by the Govemment Development Bank for Puerto Rico

for the following puposes: (1t0.2% is deposited in the new "Municipal Debt Service Fund"' strictly

i.. gr*t,.g loair'alfre municipalities oi Puerto Rico, (2) 0 27o for the creation^ of the'Municipal

i""?fop-Jl nr"a'x to be di;tributed among all municipalities pursuant to a formula established

ty f-o* uo. 80, and (3) 0.1olo for the creation of the "Permanent lmprovements Fund"' to be

ai"titut"a ty tf," f,egislatrue of the Commonwealth of Puerto Rico to carry out public works and

permanent improvement Projects.

This Spa.e Has Been lktentionatlr Ld BIMk
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Siatement ofRevenues and Expenditures -

Budget and Achral - Budgetary Basis _ General Fund

Fiscal Year Ended June 30,2010

Budgeted amounts

amounls

(budgetary

with final

budget-

Orieinal l'inal bdsis_Nole l) o\er(under)

Revetrues:

Pmp€rty taxes

Municipal license taxes

Construction exche taxes

Sales and use lzxes

Total 1ax rcvonues

Intergovemmenlal gmnts and mnfi ibutions

lntercsls on deposils

Chages for services

Miscellaneous

Total revenues

Dxpendihr€s:

Cunent

General govemment

Urb6n and economic d€velopment

Heallh ad sanitation

Public safety

Public housing and welfare

Cultue, reoeation and education

Debt service:

Principal

lnterests

Capital outlays

Total expenditures

Revenues over (under) expendituaes

Ot[er finrfting sourc€s (uses):

Prior yeais budgetary cash surplus readjusfneni

Transl€rs fiom othe. funds

Tmnsfers to other funds

Total olher financing sources, net

$ 6:72s,631

627,200

60,000

6:12s,612 6,1n ,X4 $

840,4',t2 846,013

83,392 91,647

1,602

5,541

8,255

100 000 459.607 551.090 91,481

r,169,000

r50,000

136,500

57,500

1,299,638

77,101

267,t86

t83,924

|,36',7,363

86,440

332,576

195,18s

67,125

9,339

65,390

t,261

4,792,790

1,788255

1,600,2t7

91t,751

764,510

573,613

2,926

561

120,698

Q06,044)
(63,36'

367,754

16,503

69,201

Q0,123)

2,926

s6t

120,698

--------- - ,lgoj;t, 1417,773) (27.517)

390,256 (390,2s6)

95,2t995,2r9

1o0.2'o 20 o7J rJoa.28J,

s ?r5 8x g 936.952 0..S7.548 2o0,5So

4,830,753

t,442,950

t,206,213

960,448

614,166

171,301

4,998,834

1,85r,618

1,232,463

955,248

695,309

s93,',736

Revenues and other financing sources

over expenditnes and other financing uses s - - (Js0,800) $ (]qb.800)

The acco pa ying notes to the bo:ic fturcial statenenls ate integral pa oflhis statenent'
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Schedule of Expenditures ofFedeml Awards
Junc 30,2010

trederalcFDA Pass-tbrough
Ntmber Grantor'sNumber Erpenditures

- U.S. Department of Eousing and Urban
Development

- Section 8 - Housing Choice Vorlcher 14.871 RQ-060-VO $ 693,168

Pass-through of the State-Offce of the

- Department of the Family - Homeless
Prevention and Rapid Rehousing Program 14.25'7 * 2010-000227 26,333

- Pass-through of the State-Office of the
Municipal Affats Cornmissioners
Community Development Block AB 2010-003299

- Grant/State - Administer Small Cities 74.228 FC 2010-003546 946,305

Total U.S. Department of Housing
and Urban DeveloDment 1,665,806

U.S. Department of Agriculture

Pass-through of the Puerto Rico Elderly
Commission - Food Distribution-Child

- and Adult Care Food Program 10.558

U.S. Departm€nt of Agriculture

U.S. Department of Enerry

- Pass-through of the State-Administration

131,048

of Energetic Affairs - Energy
Efficiency and Conservation Block
Grant

Total U.S. Department of Enerry

Total led€ral Financial Assistance $ 1,!?!Jq0

N/A 131,048

81.128 + 0013A-001 29,'126

29,',726

* American Recovery and Reinvestment Act Funds
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CoMMoI}VEALTH oF PUERTo RICo
MUNICIPALITY OIi BARRANQUITAS

Notes to Schedule ofExpenditures ofFoderal Awards
June 30, 2010

General

The accompanying Schedule ofExpenditures of Federal Awarils includes the federal grant activity of
the Municipality of Baflanquitas of the Commonwealth of Puerto Rico and is presented on the
accrual basis ofaccounting. The Municipalify ofBarranquitas reporting entity is defmed in Note 1 to
the Municipality's general purpose financial statements. The information in this schedule is
presented in accordance with the requirements of OMB Circular A-133, AudiLs of States, Local
Govemments, and Non Profit Organizations, therefore, some amounts presented in this schedule may
differ from amounts presented in or used in the preparation ofthe basic financial statements.

Relationship to G€nerel Purpose Financial Strtements

Expenditures of the federal awards as reported in the Statement of Revenues, Expenditures and
Changes in Fund Balances-Govemmental Funds, are included within rhe Major Governmental Funds
and Nonmajor Govemmental Funds. The reconciliation between the expenditures in the basic
financial statements arrd expenditur€s in the Schedule of Expenditures of Federal Awards is as

Expenditures in the Basic Financjal Statements

Major Govemmental Fulds
Nonmajor govemmental funds

Less: Non-federal expenditures

Total expenditures in the Schedule of
Federal Awards

$ 13,196,938
909,636

14,106,574
(12,279,994)

$,____],!?!I!0
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COMMoNWIALTH oF PUERTo RICo

Report on rntemar control over !Y:|,*'i,UHffLim":,Y#ice and other matters tsased on an

_ audit of Financial Statements performed in accordance with Govemment Auditing Standards
June 30,2010

To the Honorable Mayor

- and the Municipal Logislature
Municipality of Barranquitas
Barranqu itas. Puerto Rico

We have audited the accompanying financial statements ofthe govemmental activities, each major fJid,
and aggregate remajning fund information ofthe Municipaliry of Baranquitas ofthe Commonwealth of

- 
Puerto Rico as of and for the year ended June 30, 2010, which collectively comprise the Municipality's
financial statements and have issued our report thereon dated December 9, 2010. We conducted out
audit in accordance with auditing standards generally accepted in the United States of America afld the
standards applicable to financial audits contained ]n Govemmental Auditing Standard:, iss.|r,d. by the

- Comptroller General ofthe United States.

_ Intemal Control Over Financial Reportina

In plaaning and perfoming our audit, we considered Municipality's intemal control over financial
reporting as a basis for designing our auditing procedules for the purpose of expressing our opinion on the

- financial statements, but not for the purpose of expressing an opinion on th€ effectiveness of the
Municipality of Barranquitas of the Commonwealth of Puerto Rico intemal control over financial
reporting. Accordingly, we do not express an opinion on ihe effectiveness ofthe Municipality's intemal

- control over financial rcporting.

Our coNidemtion of intemai control over fuancial reporting was for the limited purpose described in the

- preceding paragmph and would not necessarily id€ntify all deficiencies in intemal control over financial
reporting that might be significant deficiencies or material vr'eaknesses. However, as discussed below, we
identified certain deficiencies in intemal control over financial rcpofiing that we consider to be material

_ weaknesses.

A deficienry in intemal contol exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or

- detect and corect, misstatements on a timely basis. A significant deficiency is a deficiincy, or a
combination of deficiencies, in intemal control that is less severe than a material weakness, yet impofiant

_ enough to merit aftention by those charged with govemance.

A mate al weakness is a deficiency, or a combinaiion ofdeficieDcies, in intemal control, such that there
is a reasona

- be prev€nted, or detected and correct€d, on a timely basis.
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Our consideration ofthe intemal control over financial reporting was for the limited purpose described in
the firct paragraph ofthis section and was not designed to identify all deficiencies in the intemal control

that might be deficiencies, significant deficiencies or material weaknesses, and, ihercforc, therc can be no

assuraflce that atl sLrch deficiencies have been identified. We considered the defici€ncies described in the

accompanying Schedule of Findings and respouses to be materal weakaesses in intemal cont ol over

financial reporting as items 10-01 to l0-4.

Compliaoce and Olher Matters

As part of obtaining reasonable assurance about whether Municipality of Barrarqdtas of the

Commonw€alth ofPuerto Rico financial statem€nts are liee ofmaterial misstatement, we performed tests

of its compliance with certain provisions of laws, regulations, conhacts, and grant agreemenis,

noncompliaace with which could have a direct and material effect on the determination of financial

statement amounts. However, providing an opinion on complianco with those prcvjsions was not an

objective of our audit, and accordingly, we do not express such an opinion The results of our tests

diicfosed instances of noncompliance or other matters that ar€ required to be repofied \rnder Go1)ernment

Auditing St.tnddrds and which are described in the accompanying schedule of findings and questioned

costs as items 10-05 thru 10-07.

We noted certain matters that we reported to management of the Municipality of Bananquitas of the

Commonwealth of Puerto Rico, in a separate letter dated December 9, 2010.

The Municipality of Barranquitas of the Commonwealth of Puerto fuco response to the findings

identified in our audit is described in the accompanying schedule of findings and questioned costs We

did not audit Vunicipaliry's response and, accordingly. we e\press no opinion on ir'

This report is intended solely for the information and use ofthe Municipality's management, municipal

legislature, and federal awarding agencies and pass-through entities and iq not intended to be and should

Toa Alta, Puerto Rico
December 9, 20 I 0

W- tt'
StampNo.2448904
was afi;xed to the
original report.
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COMMOA\ EALTH OFPUERTO IUCO

MUNICIPALITY OF BARRANQUITAS

Report on compliance with requirements applicableto each major prcgram and on

Intemal Control over compliance in accordance with OMB Circular A_lll
June 30,2010

To the Honorable Mayor
and the Municipal Legislature

Municipality of Baranquitas
Barranquitas, Puerto Rico

Comoliance

We have audited the compliance of the Mmicipality of Barranquitas of the Commonwealth of Puerto

ni"o itn" Urni";pnfiry) with the types of compliance requirem€nts described in.the US Office of
uooor".enr andbudiel IOMB) Circuldr A'1J3 ionpliance Supplenen' lhal are applicable to each of irs

,ejoi?a.*r prograris for the year ended June 30, 2ol0 Municipality's major federal progmms a'e

ii""otin"a ln rf," S-ummary of Auditor's Results Soction of the accompanying Schedule of Findings and

d;;;;;J a;*;. corirpliance with the requirements of laws, re€ulations'. cont'acts' and srarits

"ipli""fi"1" "^"ft "f 
irt major federalprograms is rhe responsibility!f Mlrnicipality's.management our

responsibiliry is to erpre.s an opinion on Municipaliry's compliance based on our audrt'

we conducted our audit of compliance in accordance with auditing standards genemlly accepted in the

Unit"Jitut". of e.".ica; the standards applicable to financial audits conlained i.n Govemment Audititg

i#)-arlr"."i lv irre bomptroller Geneial of the United States; and oMB citculat A-r33' Audits of

i;;;; ;;;l C;";;r;"nts, id Non-Profr orsanizations. Those standards and oMB circular A-133

."qrfrl, ,i"i*" pf", *d perform the audit to oltain reasonable assurance about whether noncompliaflce

*iirr-irr" ,r?"" 
"i ""*pliance 

requirements referre{i to above that coul'l have a diect and material effect

""'" ..:li f"a"*f piog.u* o"iu.,"d. An audit includes examining, on a test basis' evidence about

urtl"iplf,tv'. "o.irfiui"" 
,ltt those requirements and performing such otier procedures as we

"on.ia".ea 
n"ces"ury in the circumstalces. We believe that our audit provides a reasonable basis for our

;;;;;.-d;;; does not proviale a legal det€mination of Municipalitv's compliance with those

requiremmts.

As desoib€d in item 10^05 in the accompanying Schedule ot l,indings-and Questioned Costs, the

Municioaliw did not comply uith *e rtporiinj 
'eq'u 

ir"men I that is applicable to ;is Section 8 Housing

il;i"""';;;;;-;,og,"r1.' c".pri"*i witlisuJh requirement is necessary' in our opinion' for the

Municipality to comply with the requirements applicable to that program'

iritcms ++46and.+04+inlieaeeo:apanfngSeiedule olliadisgs aodQuestiorrd Co-ss'

- the Municipality did not comp, *ith th" 
"*h 

In"nn$'eni and financial reporting requireme ts that are

"ppii""uf" 
L itt Section 8 uoiising Choice Voucheis Program and its Community Development Block

Gra[t State Program. co.pfi"itt with such requireilents is necessary' in our opinion' for the

- Municipality lo comply wifi the requirements applicable to that program'

80

PO. Box I 91 503, son Juor\ tuerlo Rbo m9l 9- I 503 lEL 787'603_ I 600



In our opinion, except for the instances of noncompliance described in preceding paragraphs' the

urri"ip"iiv "i 
gr"*quitas of the Commonwealth of Puerio Rico complied' in all material respects'

*iti il!i*iri..**" .Jfened to above that are applicable to each of its major l'ederal programs lbr the

year ended June 30, 2010.

Intemal Control Over ComDltance

The management of Municipality of Baranquitas, Commonwealth of Puerto. Rico is responsible for

"ai$fr.f,ir'c ""a 
maintaining'effective intemai control over compliance with the- requirements of laws'

*"rfurl"..l "o**"t, ^nd 
iants applicable to fed€ml progmms ln planning and performing our audit'

*3.o".iJ"i"a dt" ur"icip;lity's iniemal control over compliance with requirements that could have a

aii""t ora .^t"tiuf 
"ff"ct 

on a major federal program in ordei to determine our auditing procedures for the

pr.p"*_.i".p,*.itg 
"ur 

opinion on complian; but not for the purpose of expressing an opinion on the

!fJ"tiu"n"," 'of tl" i,t niciiality's intemai control over compliance Accordingly, we do not express an

opinion on the effectivenes; of the Municipality's intemal control over compliance'

our consideration of intemal control over compliance was for the limited purpose described in the

.recedina DamoaDh and would not necessarily identify ali deficiencies in the enti,'s intemal control that

il61t"'.ig,ii""ir, a"nciencies or material weakresses as defined below However' as discussed below'

we"identifiJd certain deficiencies in intemal control over compliance that we consider to be significant

deficiencies and other that we consider to be material weaknesses'

A- contol deliciency in anentity's intemal conhol over compliance exists vhen the design or operatiol of

a control does not allow management or employees. in the normal course of performing their assigned

n 
""'ti-.,]" 

p."*rt 
". 

detect n-oncompliance with a rype ofcompliance requiremeni ofa fedeml progmm

;; ;;;;ii-fut. A ,,8" iftcant deficiincv is a controi deficienry or combination of control deficieflcies'

ii"i^Jr".i.ry #** inJentity's;ility to administer a federal pro$am such-that there is more than a

i".J" iit"iiiJ tt" ,oncompliance with a type of compliance iequirement of a federal program that is

ao." ,t un in"on""qo"ntial will not be prevented or detected by the entity's intemal control'

A matedal weakness is a significant deficiency, or combination of significant deficiencies' that resulfs in

-"." ii", , ."."i" fitelihid that material noncompliance with a type ofcompliance requirement of a

i"0"."'i'r."tt# t i .ot be prevented or detected bJ tle entiry's intemal control of the significant

a-"nii""1i",1. ;r".""f 
"ontroiover 

compliance descri6ed in the accompanying sched,le of findiags aad

questioned costs, we consider items 10-01 to I0-04 to be material weaknesses'

The Municipality of Baranquiias, Commonwealth of Puerto Rico response to the findings identified in

..i"raiil, i"r.iiu"a ln the accompanying schedule offindings and questioned costs we did not audit

Municipality's response and, accordingly, we express no opinion on it'
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This reDort is intended sol€ly fof the information and use ofthe Municipality's managemen! Municipal

ili:#;ui,Ji;ffi;;*iing u!"n"i". una p*s-thrcugh entities and is not int€nded to be and should

no-t be used by anyone olherthan riese specified panies'

Toa Alta, Puerto Rico
December 9, 2010

Stamp No.2448905
was affixed to the

original rcport.
W- Ps'
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X ves no

Significant deficiency (ies) identified

- not considered to be material weakness? 

- 

yes X none rcported

CoMM0NWEALTH OF PUERTO fuCO
MUNTCIPALITY OF BARRANQUITAS

Schedule of Findings and Questioned Costs
June 10,2010

- Financial Statemedts

Tlpe ofauditors' report issued: Unqualified

- Intemal conhol over financial reporting:
Mate.iat weakness (es) identificd?

Noncompliance material to financial statem€nts x yes 

- 

no

Dot€d?

Federal Avards

- Intemal Contol over major ptugrams:

Matedal weakness (es) identified?

- For major programs:

Any audit findings disclosed that are required

- to be reported in accordance with
Circular A133, Section.5l0(aP

_ ldentification ofmajor programs:

Qualified

CFDA Number(s) Name ofFederal Program or Ciuster

Significant deficiency (ies) identified

- not considered tO be material weaknesses? yes X none Iepolted

Type ofauditor's report issued on compliance

Community Development Block Gran Small Cities

Section 8 Housing Choice Vouchers

X yes 

-no

X yes 

-no

Xno

- 14.228
14.871

- Dollar threshold used to distinguish
Between T,?e A and Type B programs: $300'000

* Auditee qualified as low-risk auditee?
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CoMMoNWEALTH oF PUERTO RICO
MUNTCIPALITY OF BARRANQUITAS

Schedule ofFindings and Questioned Costs
June 30,2010

- Section II -FINANCIAL STATEMENT FINDINGS

The current year findings and questioned costs were

- discussed with the Municipality's management which
generally concuned with our comments and

rccommendations. The Municipality of Barranquitas of

- the Commonwealth of Puerto Rico will respond to the
following findings through the issuance of a separate

leiter addressed to the Cognizant Agency.

10-01 DEFICIENCIES IN TIIE I'NIFORM ACCOUNTING SYSTf,M AND OTEf,R
ACCOIINIING RECORDS

- The uniform Accounting system (uAS) and the accounting rccords currently used by the Municipality do

not have the necessaD/ iapabilities, procedures, intemal contols and records to ensure accurate financial

reporting and to prepare the Municipality's basic financial statements and federal programs' reports in

- 
"oofo*ity 

with Accounting Principles cenerally Accepted in the United States ofAmerica for State and

LocalGovemments(GAAP).TheUASisasystempromulgatedbytheOfficeoftheCommissionerof
Municipal Affairs ofPuerto Rico (OCAM, by its Spanish acronyms), a govemmental entity deated by la*

- to provide technical assistance to the municipalities of Puerto Rico in seveml administrative ard fiscal

matters.

- The Municipality's UAS mostly provides for the recording of revenue collections, disbursements and oiher

limited transactions. In addition, the accounting records are not fully integmted, and a double entry system

isnotgenemllyfollowed.Accountingrecordsarcmaintainedonthecashbasisandbudgetaryaccounting

- bases (two accounting bases that differ significantly fiom GAAP) and do not comPly with Statement No'

34 oftire Govemmental Accounting Standards Board (GASB 34), as amended'

- 
The following specific additional conditions were noted in relation to the UAs ofthe Municipality:

. Accounting hansactions are curently accounted for simultaneously through manual and

computeriied accounting systems for which no reconciliation procedu€s are made among them'

- inclt-rding the accounting records currently used by federal programs which are not reconcil€d with

the UAS. The balance ;he€t accounts in the UAS are not reconciled and adjusted to confom them

e Municipality's audited basic financial statemenis'

r The UAS does not have the capabilities of: (l) distinguish between expenditures (exPenses)

incurred anil encumbered, (2) recording and processing all types ol capital asset tmrlsactions'

- pdncipally the accounting oi d"p."ciation a"d imortizttion expense, (3) recording and processing

all transactions related tJrevenues susceptible to acuual (accounts rcceivable) and, (4) recoding

_- en?t prn.essing lransaciiotrs relaied jolong.tera nebljncludilg londs and notes +ayable,--
- oblig"tioo" un-d". capital leases, .","*"" fot federal cost disallowances' Iegal claims and

jualgments, compensateal absenc€s, estimated liability for municipal solid waste landfill closule

and post_closure maintenance costs, etc.

. No aalequate year-end closing procedures arc made to account for all transactions affecting all

funds.
84



COMMONWf,ALTH OF PUERTO RICO

MUNICIPALTTY OF BARRANQUITAS

Schedule ofFindings and Questioned Costs

Jme 30,2010

. No adequate segregation is maale betwe€n items representing actual accounts payable and those

i"pr"a"niing out-.tuiding encumbmnces. Accordingly, material amounts of unrecorded liabilities

arc generally recorded at fiscal year_end.

. The management of the federal programs administered by the Munici{Elity maintains separate

accountinirecords for tach federal piogram, which are not rcconciled with the UAS (the official

accounting system of the Municipali9.

r No ailequale anil complete accounting records ar6 kept for inter-fund balances and transactions.

. T'he audit adjustments rcsulting fiom Single Audits aie not completely posted in the UAS'

The basic financial statements of the Municipality must be preparcd using the financial information

oUtained from various municipal departments ;nd accounting records outside of the official UAS, and

from infomation obtained from regulators and independent third parties ln addition, the Departrnent of

Finance aloes not maintain accounting records and working paperc supporting the balances and disclosures

reported in the basic financial statements, principally those related to govemment-wide financial reporting'

The Department of Finance does not maintain accounting rccords supporting the {ollowing procedures

perform'ed as part ofthe preparation of the basic financial statements ofthe Municipaliry:

.T.heconversionofaccountingrecordsflomthecashbasisofaccountingtothemodifiedaccrual
basis ofaccounting used by govemmental funds;

. The conversion of govemmental funds from the modified accrual basis to the accrual basis of

accounting used by govemment-wide financial statements; and

. Wo*ing papers and analyses of signiflcant balances reported in the basic-financial statements'

.u"h,s 
"upitat 

assets, accounts reJeivable lmunicipal liceoses,^grants and contributions' etc )'

a"i"*"a ."i"no"t, accouuts payable, and long-term obligaiions (for which the general practice is

io a"ly upon *," notin"ations received ftom th€ Govemment Development Bank for Puefio Rico'

tt" iu"rto ni"o Treasury Department, the Federal Covemment and the-Municipal Revenue

collection center for the balance ofits outstanding debt and the withlolding for its debt service)'

_ CRITERIAi

Article E.010(b) of Law No. 8l of August 30, 1991, known as the. Auto'tonxo s Municipalities Act ol

Puerto Nco (Lav No.81), states that th; Municipality must maintain^ its fund accounting in accordance

- *itl, A"**ting principles Generally Accepted i;the United States ofAme.ica (GAAP), as promulgated

by the Govemriental Accounting Stndard's Board (GASB), the National Committee on Governmental

- j;ouffig fiecA),atrd i@ tuportiiglrook--
* (commonly known as Blue Book).

In addition, Article 8.010(c) ofLaw No. 81 states that unjform accounting system used-by the.Municipality

- must: (1) iroduce reliabli reports and financial statements, (2) provide complete information about the
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resulis of operations ol the Municipality, and (3) include the necessary intemal controls to account all

funds, capital assets and other assets of the Municipality

Due to the conditions refened to above, the preparation ofthe Municipality's basic financial statements as

"i*Jf..,t" 
n."rl y""r ended June 30,201b wL more cliffi't t and less efftcient thaD would have been iD

or.linarv circumstances. A significant amount oladjttsling entries had to be made to the financial data and

;";J.';;;;;J;h;;;J itJras ;n o.a", ,o p'opertv aicount for unrecorded transacrions and to correcl

;iJt[;";;;;";. *.o,,g u""o,n,inq pt;od since the accounts and other accounling records or

,fr"'iiai rr" ""i 
a*ig"ed to pro'viae all thi information necessary to prepa,re the Municipality's basic

ir**l"i 
"t"i"-".rr" 

,fr"" Municipality had to obtain and process financial data from several Sources outside

the UAS. These conditions represent material weaknesses in the Municipality's intemal conkols over

financial reporting.

CAUSE AND EFFECT:

These conditions occurreal because the accounting system currently used by the Municipality has not beel1

;;;;; ;""* l5 years and, accordingly. rhe v-unicipaliry ha' not implemented an accounling system in

;fi;i;;:" ft';:;;"., i*""",;"ii'oa"r esrabli;bed-bv cASB statement No.J4' as amended rhe

continued failure to have an adequate accounting system does not allow the Muiicipaliry to have timely

".J'"""*"," 
ir.-"i"1 ;nformation for its decisioi making process. ln addirion, financial reports prepared

;;;l;;" ..t. or omissions that will affect tuture fiiancial decisions Anoiher-effect is the use of

i",Lr# i.il"r"i il;;;;i;" ", 
a base for the prcparation of annual budgets' which' therefore' mav

result in budgetary compliance problems

RECOMMENDATION:

We recommend the MuniciPality to explore different altematives for the implementation of a new

;";;il;;;; i" 
"ompliun"" 

*itt' utl''pplicable federal and-local laws and rcgulations This process

;;;il #l;a;;;lt ;,lrting .vst"*s r# *ili enable the Municipalitv to prepare its basic financial

;;;;;; il;t runn". ind in 
"onfot*itv 

with GAAP The svst€ms to be evaluated must provide

;-;;;J; financ'ial information that wilt serve as the basis for the effective control of rcvenues'

;i:r1,ff#i,;H"il- ii;;it,t;., fu ,1,, reporting of such items in the Municiparity's financial

statements, including:

. Tle implementation ofa double entry accounting system' the integration of all subsidiary ledgers

and the reconciliation * ith lhe records msinlained lor federal fund:l

. The DreDaration of periodic financial reports to be submitted to the Director of {inance' the Mayor'

rhe Vunicipal Legiilature and lhe federal graniors: and

. Adequate training to all accounting personnel to

promote operational effi ciency

improve the unalerstanding of the system and to

The DeDartment of Finance must establish anil document new accountiog policies and procedures

ffi..;""#-#;;;;;'r.r-"".pi;** .i,r"tions rctered to above. Alcountiog policies and procedures

;;il" ;';.rG;Aty an appropriate Ievel of management to emphasize their importance and authoritv'
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The documentation ofsuch accounting polici€s and procedures shall be updated periodically according to a

predetermined schedule.

10.02 INACTIVE AI\ID UI\NDCESSARY FUNDS AND INACTIVE BANK ACCOLTNTS

The Municipality is maintaining an excessive number of funds and bank accounts that have been inactive

for a long periorl. The accounting records include 27 different funds which amounted to $4,889,156 and

18 bank aicounts with a balanci amounting to $4,038,557, many ofwhich have been inactive or had

insignificant movement or operations during the year under audit-

This situation rcsults fiom the ne€d to analyze and close inactive firnds and basic accounts when the fund's

objective has been achievecl or are no longer of significance. The intemal control structure should provide

foi the accurate maintenance of the books, reiords, funds and accounts necessary to carry out the

Municipality's oPerations.

CNTERIA:

Article 8.007ft) ofthe Law No. 81 of August 30, 1991, known as the ldonomous Mtmicipalities Act of
puexo nico (Liw No. gl), states that fund; without specific fiscal years should be closed when the fund's

objectlves have been completed.

NCGA Statement No. 1, paragraph 4, states that "govemmental units should establish and maintain those

n oa" ieqri."a Uy lu* and sotir financial adminishation Only the minimurn number of fimds consistent

with legal and oierating requirements should be established since unnecessary funds result in inflexibility'

undue complexity, and inefficient financial administration"'

In addition, the recommended practice on "Improring the Efectireness of Fffid AccountinS" (2004)'

issued by the Govemment Fina;ce Officers Association ofthe United States and Canada (GFOA), states

that it is important in this regard to distinguish accounting from fmancial reporting Whereas an

accounting system must colleci all of the dita needed to €nsure and demonstrate legal compliance'

i*-"i"i i+Jnirg i, 
".ncemed 

with only those aspects of compliance that are of importance to users of
geneml purpose extemal financial reports.

CAUSE AND EFFECT:

This situation occured because the Municipality has not analyzed and closed inactive funds and bank

accounts when the fund's objectives have bein met or ale no longer rclevant The continued maintenance

of these funds and accounts exposes the Municipality to the unauthorized use of funds from inactive

accounts for activities not intend"d to be financid with theso funds The aforementioned conditions

, *i*.*, *"*i"l *eak+esses ia+he]4u+ieipalit4s,inte+ga1-osn*elsove+dnaneietreper+ing--

RECOMMENTDATION:

The Municipality should close all unnecessary and inactive funds or accounts Budgetary balalces or

;i"i . ;il;g i; ,h"se firnals should be investigared and property closed or established by law The

fr,i..l"ip"ffLy 
"fr"ifa 

a"ermine whether the intended= objectives of these tunds were met For all funds that
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have complied with the rcquirements, the Munic;pality should close them Remaining balances in those

funds should be disposed ofin accordance with local and federal laws and regulations'

10-03 LACK OF MONITORING AIID FRAIID PREVENTION ACTf!1TIES

As part of our evaluation of intemal controls of the Municipality we noted that the Municipality have not

a"rig""a,- a*"**"a nor placed in opemtions specific intemal-confols and procedures designed to

pr""?ri i*J""a *tt"in types of misappropriation ofasseis, including certain situations that may lead to

Ir"tJf-irra"qu"t" nr"n"iul ,"portirg. In addition, does not keep -verifiable 
records of the results of

;;;il;;il;t,t"s. ;".fo.m"d to aioid embezzlement and the idenrification and evaluation of the

aiii"."., i!p"" .irt 
",i 

risk factors associated with the Municipality's core prccesses 
-The 

aforementioned

"."0_i 
UJi"p**-, ."tedal \,,'€aknesses in the Municipality's intemal controls over financial reporting'

CRITERIA:

Article 6-004 of Law No. 81 ofAugust 30, 1991, known as the '"'onomous Mtt'ilicipalities Act ol Puerto

ni", if,a* ll". s1j, t",es the Municipality shall perfo'm interventions, audits. and monitoring activities

.r"i 
"rf 

.r"i"ip"i 
"p"*tions 

financed with public iunds, including:-11 ) the acquisition' use and disposition

offaoital asseLs, (2) nansaction. and operziions ofall administrali\e unils (municipal departments)' and

fil uli ,"*unt.. r"i.o.d.- books. contracts. budgets and any oiher financial actir ities

CAUSE AND EFFECT:

These conditions arose by the lack of effective controls and procedures for ihe evaluation of significant

.i.t i""too ln uff *unicipal areas, the lack of proper plaming of continued monitoring activities' and the

tu"t ofprop". utto"ution ofhu*- ."rou."", und iime scheduies to perfom the activities required by law'

frr*"_"l"ii i"*, if *t correcteal, may increase the risk of instan;es of material ulforeseen errors and

#slr#;'ii;i *"v * u" a"t""ted in a timely manner by the curreni intemal controls of ihe

Municipality.

RECOMMENDATION :

We also recommend the Municipality to prepare a manual ofpolicies and procedures specifically designed

r^ .*,"nr und detect fraud. The Municipality should alio keep Iormal documentation of all fiaud

i."-l.i lii, Ira ,""i,"1* *ii"iti". p"trot*ta ov 'unug""nt' 
including lhe identificarion and

i""ir.i.r #"rr n"ri;;i[*i".t. F,u,id 'i'l' ustttt'"nlt should be reviewed periodically lo con5ider

chanfes in tue operating policies ofthe Municipality and the control environment'

10-04 DEFICIENCIES IN ACCOIJNTING RECORDS OF CAPITAL ASSETS

-- fi ?"T',ffi;;";;;;;; ti'J uii l"pituti-tt" 
""penditures 

and propertv dispositions arc

recorded in the cap;tat assets srbsiJir.y t"ag".. A significani portion of the real Foperty, personal

property and inftastructu." o"quit"Jot 
"Jntttuited 

with f;deral and tocal funds is not curently recorded in

- ;;;';"r;dl assets subsidiary i"ag- a"*tai'erv, the Municipality has not maintained complete and

- 
+e+ uf,ieiPdib4ees 4ot-hele+sd effectivervstemJo accouitfo+iaYlq=g=L;:"-H*=

adequate records over capital assets.
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The Municipality has not performed periodical physical inventories of its capital assets (real propery,

personal property and infrastructure). As part of the audit, we noted that the Municipalify has not

completed physical inventory as of June 30, 2010. However, same as in prior fiscal year, an attempt of
physical inventory was made, but at rcport date the physical inventory was not finish, neither reconcile
with prope.ry register. Accodingly, the capital assets recorded in the accompanying statement of net

assets was prcpared using financial information obtained ftom va ous municipal departments and

accounting records outside the official Uniform Accounting System.

The following additional conditiofls were noted over capital assets:

. The Municipality's capital asset subledger is not reviewed on a regular basis for purposes of
identifying and removing those items that have been taken out of service or provide no future
benefit As a result the capital assets sub-ledger may be misstated for this reason and may not

accumtely reflect the productive capital assets ou'ned by the Municipality.

o The Municipality does not have formal accounting and control procedures and policies to ensue

compliance with GASB 34.

. The subsidiary ledger is not periodically reconciled with the prop€rty subsidiary ledgers

maintained by the Municipality's several individual federal programs.

CRITERIA:

Article 9.002 of Law No. 81 ofAugust 30, 1991, known as the,4uronornous Municipalities Act of Puerto

-Rico (Law No. 81), states that all municipalities must Fepar€ and maintain an updated subsidiary ledger

(record) of all real properties.

In addition, Chapter VII, Section 23, of the .R?&larion Jor Mmicipal Ad linistration reqires that each

Municipality must maintain an adequate control of caPital assets through annual physical inventodes ln
additio;, an, differences between physical ioventory amounts and sltbsidiary records must be investigated

and adjusted. Considering that accotding to accounting records of the Municipality, the capital assets

represent the most sigtificant assets ofthe Mun;cipatity, there is a signifrcant risk ofxnauthorized use or

disposition of capital assets because there are no adequate inlemal controls in Place to ensure

accountability of capital assets by departrnent or federal program.

Chapter VII, Sections 3, 4, 14, 15 Nd 2l of the Regulation for Municipal Administation establish the

following guidelines rcgarding prcperty management:

. section 3 establishes that the Finance Director is responsible for the accountability of the capital

assets acquir€d by the Municipality through purchases or donations.

. Section 4 establishes tlat the Municipal Property Administrator shall be responsible to the Mayor

anal the Finance Director fo. the direct aalministration, use and maiDtenance ofthe entfe real and

personal property owned by the Municipality
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Section 14(1) establishes that all municipat property shall be numbered and identified as to

ownership by the Municipal Property Administrator'

Section l5(t) establishes that the Municipal Property Administrator is rcsponsible for accurately

maintaining the central properly records'

Section 21(c) establishes that management shall write-off from the property records all'?ropelty

-a'"qtip*"it, ."fa 
"t 

a[p"'J"i*1* *nin"d by the Intemal Auditor of the Municipality upon

aletermination that such disposal is adequate'

CAUSE AND EFFECT:

- These instances of non-compliance occurred because the Property Division of the Municipality has not

enforced the requiremont a p"rf".. 
" ""piol ".sets 

inveotory and to ensur€ the proper accountability of

capital assets during the fi*"I v;; ;';J;;;; to' zolo accoraingtv' ttre Municipalitv's intemal conhols

;n place over capiLal as*'t "" rr"'t i"t'g""Jit effectively acco'rnr-for,capilal assels' since it do not allow

- i..',rt" reconcitiation or a"raitJ propirty records with the general ledger' These inzdequate property
^i*-rf 

"onool, 
.uy 

",po"" 
tt'"-li'ni"lpifity to questioned oidisallowed costs by the federal govemment

for lost or stolen prcpe.ry ttit 
"""aitit" 

i"preients a matenal weakness in the Municipality's internal

- controls over financial reportinS'

Furthermore, this situation represents a sigrificant risk of loss of capital assets because there is a lack of

- accountabiliry for acq,ired capiiiir,."r. iryEa"ra v rrnded capital assets lost lYould need to be repaid

to ihe feilerai govemment with municipal funds'

- RXCOMMXNDATION:

A physical inventory of the Municipality's capital assets should. be taken as soon as possible and

- subsequently on annual b*it 
'il;t;l ft;'ioty -oontt sh ould. be-reconciled with the capital assets

recorded in the subsidiary ledeers. Furthermore, the Mayor may issue an executive order to require

comoliance with ,t i, *qrn".in-i. F;, ;;t. ;r,"o*t. thi Propeny Dirision of the Municipality musl

;"11',i."1;';.; r;;.ipli o'p-"nt thai acquires or ma,ase capir'l assets ro submir a reporl

- #i,i;il;'t,'ii"*.ioii""'Liil!;i:'i;;"i;;' u; ';';" q11xn6! x5sd h acouire rhe asset' responsibre

nerso lel. cosl una unv otrtt''i#in"n;;;i; ;;il; bv stare and local regulations This informalion

fii,j[i; ;il;iiJ '*iLt ,tr" .on,t ty di.bursemenrs rcapiral outlavs) made against the budgeran/

- accounts used for property acqtr'isitj.... 
_tJa 

- otu* airpositions must also be made only upon approval

of the Municipal Property AA-i"ito"r"t -Jtfl" finance Director' and should be carried out by persons

.,fr".-*r, ,ft"',."" 
"i''a 

through public announcements or bids'

we also recommend lhat the \4unicipalib implement a formal policy ''vherehv all capital erpendirures in

excesvofm e:rabtistrd """-; ';;;il#; 
with all other amounrs eha4-ed+e operations lris wiJl

- lead lo improved consisiency and simplification ol accountlng recoros'

We also recommend that the subsidiary ledger of capital asseE be updated on a monthly basis for the

- ,l'rite-off ot non-op"rurionut, nitti a'ii'atti""t I,npll*d items Havinp such a procedure in place will

ensure rhal the MuniciPatitv ;;I;::;;;';;?irt "upi*t 
assets-and will ensure $at garn) and

iorr"" * airpo"utt utt t"co;de'l in the proper accounting period'
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Section m - Feileral Awad tr'indings and Q[estion€d CGts

!"rg@ FindinssrNoncompllialae-899qlq@&lD
Section 8 Vo[cher
CFDANO.l4.156

RQ-46-V060-001-003

10-05 FINANCIAL REPORTINC

Statement of Conditioni

Our review of the linancial Assessment Sub-system'

FASS-PH unaudited financial information submifted to

lhe Depanmenl of Housing and Urban Development

,ffr-Ol. ait.to."O drat lhe i;formation presented in lhe

in"*irr t"r"n did not agree with the informa!ion

."""ia"n i"',t," Progmm's general ledger' as detailed

below.

NONE

-IgEe-
Administrarive Fee Equity

Housins Assistance Pavment Equitv

per Reoort
s-16,s94

367,017

per G/L
$ 134,870

142,923

Criteria:

OMB Circular A-102, 20 (b) (2) requires recipient of

t"aoa fuoat ,o ttuu" u financial management system that

;;;ri;.4 i"t fie maintenarce of accurate' current and

lornrr"L ,oora. of the financial resuls of federally

,..iI.J ""riri,i"t 
in accordarce witi tle financial

..ooaino ."ouia"r"no of the Federal Program The

na'rni.io_rtiw should prepare federal financial reporls

l*"a 
"', 

,rt. p."g.".t unierlying accounting records

Cause and Effect:

This condition occurred because the Office of Federal

tr.'"*rnr-.i irt" Municipaliiy hale not been accounting

,"a",.*nir* tf," Administraiive Fee Equity and Housing

Assistanc€ Payments Equity $operly

This condition, if not corrected, may iflcrease the nsk of

"r.iarli" 
1"""j.*. of material non-compliances with the

laws and regllations apPiicable to tle Program'
t-

Recommendation:

fhe Municipatitv should prepare a roll lorward of the

;;;*-;"h..t ior HAP and Administrative Fee equity'

Aiv material deficiencies by lhe Municipality may
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r€quire r€conciling of pdor year data to establish valid

equity balances.

10-06 FINANCIAL RXPORTING

Statement of Condition:

Our review ofthe quafterly financial reports submitted to

Office of the Commissioner of Municipal Affairs
(OCAM), disclosed lhat the informalion presenled in rhe

financiai repons did not agree with the inlormation

recorded in the Program's Geleral kdger, as detailed NONE

Quarter
Ended -MI!c-

per Re!ort

5 20,51s
1,569

687

Amount
oerG/L

s 43,274
3,306
7,441

March31,2010
oa-Fc4g-ooz g1-o5salaries

9131socialsecudtY
91.51 Workmen ComPen5ation

Criteria:

OMB Circular A-102,20 (b) (2) requires recipient of
federal funds to have a financial management system that

nrovides lor lhe maintenance of accuraie- currenl and

l,r-rleLe records of the flnancial results of federally

a.siited actilities il accordarce lvilh the flnancial

reponing lequiremenls of the federal Program The

Municip;lib should prepare federal financial repons

based on the Progams underlying accounting records

Cause and Effect:

This conalition occurred because the Ofiice of Federal

Prosams of the Municipalir) does not reconcile the

Proiam's accounring records wilh the Municipalit)

offiiial accounting tstem prior to the preparation of
federal reports-

This condition, if not corrected, may increase the risk of
avoidable instances of material non-compliaDces with the

laws and regulations applicable to the Program'
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Recommendation:

'Ihe Municipality shouid prepare finatlcial rcpofts based

on the Program's underlying accounting records. Any
differcnce should be investigated and reconciled,

accordingly.

1O-O? FEDERAI dASH MANAGEMENT SYSTEM

Statement of Condiiion:

The Municipality has not established effective cash

management procedures. During our rcview of the

request of funds performed during the year, we noted

the following defi ciency:

a. From 62 request of funds performed during the 2009_

2010 fiscat year amounting to $895,910, 38 (61%)

disbusements amounting to $540,744 maintained a

delay of 3 days or more between the funds receipt date

and the disbursement date.

Criteria:

Progmm grant agr€ement established that "the

Uunicipality minimize the time elaPsing between the

receipt and the disbursement of funds. Such period shall

not exceed three (3) days.

Cause and Effect:

CoMMoNWEALTH OF PUERTO fuCO
MIINICIPALTTY OT BARRANOUITAS

Schedule ofFindings and Questioned Costs

June 30, 2010

This condition arose because the Mrmicipality has not

implemented specific intemal controls aod procedurer

deiigned ro minimize the lime elap<ed ben'reen Lhe time

when clrawdowns are made and the subsequent time when

disbursement of federal funds are carried out This

condition increases the risks ofavoidable interest income

and instances ofidle cash balances in the prograrn's bank

NONE

Recommendation:

ln accordance with federal regulations, the Municipality

should estimate drawdown's of Federal funds as closely

as possible to the actual disbursements. The Municipality
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should established procedures to minimize the time

elapsing between drawdowns and disbursements'

lbtal questioned costs $--
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CoMMoNVEALTH oT PUf,RTO ITCO
MUNICIPALITY oF BARRANQUITAS

Summary schedule of prior yeats audit findings
Fiscal Year 2008-2009

June 30, 2010

The following schedule contains the finding number and title of each of the findings
included in the Repot on Compliance and on Internal Control Based on an Audit of
General Purpose Financial Statements Performed in Accordance with Govemment

Auditing Standards for the Fiscal Year ended June 30, 2009. Under the heading

Corrective Action Taken theae will be the following:

FR- Fully resolved (indicating the corrective action plan was fully
implemented).

PR- Partially resolved (indicating the corrective action plan was

partially implemented and the finding repeated in fiscal year

2009-2010).

NR - Not resolved yet. Finding rcpeated in fiscal year 2009-2010.

Finding Corrective

Number Title Action Taken

09-01 Deficiencies in the Uniform Accounting System and NR
olher Accounting R€cords

Og-02 lnactive and unnecessary funds NR

09-03 Lack of monitoring and fraud prevention NR
activities

Og-04 Deficiencies in accounting record ofcapital assets NR
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Summary schedule ofprior years audit findings
Fiscal Year 2008-2009

June 30, 2010

The following schedule contains the linding number and title oi each of lhe firdilgs
included in the Report on Compliance with the Requirements Applicable to Each Major
Progrcm and Internal Control over Compliance in accordance with OMB Circular A-133

for the -F'iscal Year ended Jrme 30, 2009. Under the heading Cofcctive Action Taken

there will be the following:

FR - Fully resolved (indicating the corrective action plan was fully
implemented).

PR- Partially resolved (indicating tho corrective action plan was

partially implem€nted and the finding repeated in fiscal year

2009-2010).

NR - Not resolved yet. Finding repeated in fiscal year 2009-2010.

Finding
Number

09-05

09-06

09-07

09-08

09-09

09-10

Conective
Action Taken

FR

FR

NR

NR

FR

FR

Title

Intemal Control

Finarcial reporting

Iinancial reporting

Federal cash management system

Davis-Bacon Act

Eamarking requirement
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Summary schedule ofprioryears audit findings
Fiscal Year 2007-2008

June 30,2010

The following schedule contains the finding number and title of each of the findings

included in the Report on Compliance and on Intenul Control Based oD an Audit of
General Purpose Financial Statements Performed in Accordance with Govemment

Auditing Standards for the Fiscal Year ended June 30, 2008. Under the heading

Corrective Action Taken there will be the following:

FR - Fully resolved (indicating the conective action plan was fully
implemented).

PR- Partially resolved (indicating the corrective action plan was

partially implemented and the finding repeated in fiscal y€ar

2009-2010).

NR - Not resolved yet. Finding rcpeated in fiscal year 2009-2010.

Finding
Number

08-01

08-02

Title

Deficiencies in the Uniform Accounting System and

other Accounting Reco.ds

Cash and bank accounts

Personnel files and payroll related procedures

Inactive and unnecessary funds

Lack of monitoring and fraud prevention

activities

Corrective
Action Taken

NR

FR

FR

NR

NR

08-03

08-04

08-05
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Summary schedule ofprioryears audit findings
Fiscal Year 2007-2008

June 30,2010

'l'he tbllowing schedule contains tlre finding number and title of each of the findings
included in the Report on Compliance with the Requiremenis Applicable to Each Ma.jor
Prcgram and lntemal Control over Compliance in accordance with OMB Circular A-133
lbr the Fiscal Year ended June 30, 2008. Under the heading Conective Action I aken
lhere uill be the following:

FR- Fully rcsolved (indicating the corrective action plan was fully
implemented).

PR- Partially resolved (indicating the corrective action plan was
partially implemented and the finding repeat€d in fiscal year
2009-r0).

NR- Not resolved yet. Finding rcpeated in fiscal year 2009-10.

Finding
Number

Corrective
Action Taken

08-06

08-07

08-08

08-09

08-10

08-11

08-12

08-13

08-14

Title

Cash management system

Eligibility requircment

Financial reporting

Federal cash management system

Federal cash management system

Fedeml cash management system

Davis-Bacon Act

Earmarkin g requirement

Cash management system

FR

FR

FR

FR

NR

FR

-FR

FR

FR
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