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INDEPENDENT AUDITOR'S REPORT

Honorable Mayor and MembeE ofthe
Municipal Assembly
ilunicipalily of Cabo Rojo, Puerlo Rico

We have audited the accrmpanying fna0cial statements ofthe governmental activities, each major fund, and the
aggregate remaining fund information of ilunicipalily of Cabo Rojo, puerto Rico, as of and for lhe year ended
June 30, 2010, which collectively comprise the Municipality of Cabo Rojo's basic financial statements as listed in
the table of conlenls. These financial statemenls are the responsibility of Munjcipality of Cabo Rojo, puerto

Rico's management. Our rcsponsibility is lo express opinions on these fnancial slatemenls based on our audit.

We conducted our audit in accordance wilh auditing standa.ds generally accepted in the United States ol
America and fie slandards applicable to financial audits contained in Goyemme,t,4rd,thg Stardards, issued by
the Comptoller General of the United States. Those standards require that we plan and pedorm the audit to
obtain reasonable assurance about whether the financial slateme0ts are lree of material misstatement. An audil
inclldes exami0ing, on a test basis, evidence suppo(ing the amou0ts and disclosures in the fnancial statements.
An audit also includes assessing lhe accounting principles used atld the signifca.t estjmates made by
managemenl, as well as evaluating the overall financial statement presentalion. We believe lhat our audit
provides a rcasonable basis forouropinions.

As more fully described in Note 13 to the fnancial statements, the Municipality of Cabo Rojo has not determined
and accounted the landfill's closure and post closure care costs at June 30, 2010. Accounting principles gene.ally
accepted in fie United States ofAmerica require that landlill's closure and post{losure costs are estimated and
included as liability, which would decrcase net assets and inc.ease the liabilities of he govemmenlal activities.
The amount by which this departure would affect the net assets and liabilities ofthe govemmental activities is not
reasonable determinable.

ln our opinion, except for lhe effecls o[the matter discussed in he preceding paragraph, the linancial slatemeflts
referrcd to p.eviously present fairly, in all matedal respects, the frnancial position ofihe govemmental activitjes of
the l\runicipality of Cabo Rojo, Pue(o Rico, as of June 30, 2010, and tle changes in fnancial position, for the
year then ended in conlormity with accounting principles generally accepied in the United Stales ofAmerica.

ln additioo, in our opinion, the financial statements referred io pre ously present faidy, in all material respecls,
the respective financial position of each major tund, and the aggregale remailing fund inlomation of the
L4unicipality of Cabo Rojo, Poedo Rico, as oI June 30, 2010, and lhe respective changes in financial position lot
the year then ended in confo.mity with accounting principles generally accepied in lhe United Siates ofAmerica.

I-] ROMAN.f-r-



INDEPENDENT AUDITOR'S REPORT

(coilTrNUED)

ln accordance with Government Auditing Standards, we aiso issued our reporl dated February 1,201j, on our
cusideration of lhe lty'unicipality of Cabo Rojo, Pue(o Rico's internal control over financial reporting and our tests of its
compliance with ceiain provisions of laws, regulations, conltacts, and grant agreements and olher matters. The purpose
of that repoft is to desc be lhe scope ol our testing of internal conlrol over financial reporling and compliance and the
result o, that testing, and not to provide an opinion on iflternal control over financial reporting or on compliance. That
reporl is an integral part of an audit performed in accordance with Govemment Auditing Slandards and should be
considered in assessing the rcsults ofour audil.

Accounting princjples generally accepted in the United Stales of America requjre that the manageme0t's discussion and
analysis and budgetary comparison infomation on pages 3 through 11 and 48 through 49 be presented to supplement the
basic financjal statements. Such infomation, although not a part ol lie basic fnancial slatements, is required by the
Governmenlal Accounting Slandards Board, who considers it lo be an esseotial part of inancial reporting for placing the
basic financial statements in an appropriate operational, economic, o. historical context. We have applied ce.tain limiled
procedurcs to the equired supplementary information in accordance wilh auditing slandards generally accepled in the
United States of Ame ca, which consisted of inqui es of management aboul the methods of preparing the information and
comparing the information for consistency with management's responses 10 our inquides, the basic fnancial slatements,
and other knowledge we obtained during our audil of lhe basic fnancial statements. We do not express an opinion or
pmvide a0y assuEnce on the inlormation because the limiled procedures do not provide us with sufficient evidence to
express an opinion orprovide any assurance.

Our audit was conducled for the purpose ol forming opinions on the frnancial stalements that collectively comprise the
Mun;cipality of Cabo Rojo, Puerto Rico's financial stalements as a whole. The accompanying schedule ofexpenditures of
federal awards is presented for purposes of addiiional analysis as required by U.S Office of l,4anagement and Budget
Circular A-133, Audits of States, Local Governments, and Non-Profit organizalions, and is noi a required pad of lhe
financial statements. The schedule of expendilures offederalawards is the responsibility of management and was dedved
lrom and relale dircctly to the undedying accounting and other records used to prepare lhe financial slatements. The
informatio0 has been subjecled to the auditing procedures applied in he audii ol the fnancial statements and certain
additional procedures, including comparing and reconciling such information directly to fie underlying accountiog and
other procedures in ac@dance with auditing siandards generally accepted in the United Stales of America. ln our
opinion, the information is fairly stated in all mate al respects in relation to the financial slatements as a whole.

--; -----
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COITMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF CABO ROJO

I'ANAGEMENT'S DISCUSSION AND ANALYSIS

YEAR ENDED JUNE 30,201O

This discussion and analysis oflhe Autonomols l\runicipality of Cabo Rojo {the lt unicipality) finaflcial performance provides
an overyiew of the l\,lunicipality's fnancial activities for the fiscal year ended on Jufle 30, 2010. This t\4anagement
Discussion and Analysis (|VD8A) should be read in conjunction with the accompanying basic fnancial statements ;nd the
accompanying notes b those financial slatements Besides,liis documenl includes comparative data with pdoryearas this
information was available for the liscal year ended on June 30, 2009. This [.lD8A is prepared in order to compty with such
pronouncemenl and, among otEr puQoses, to provide the linancia I statemenls useE with the following major information:

1. a broader basis in focusing importani issuesl

2. acknowledgemeflt ofan overview ofthe l\4un icipality's ,inancial activities;

3. provides lor an evaluation ol its frnancial condilion as of the end of fiscal yea. 2009-2010 compared with prior year
results;

4. identification ofuses offunds i0 the financing ofthe Municipality's variety ofactivities and;

assess management's ability to handle budgelary functions.

FINANCIAL HIGHLIGHTS

The fnancial condition and results of operations as rellected in the fnancial statemenls prepared for fiscal year 2010
constilute factual evidence ol the l\,,lunicipality's economic strength by the end of such year. The following comments
deserve special menlion:

1. Tolalassels of the Municipality amounted to $100,049,149 which represents an increase of 35% compared to pdor
fscalyear.

2. At he end of fiscal year 2010, total liabilities amounted to $35,752,894. Out of said amount, $28,835,001
coffesponds lo long-term liabilities of which $23,338,055 represented the outstanding balance of bonds and notes
assued. The Municipality continued lo meet all debt se.vice requirements, most of which was paid ftom self
generated revenues.

3. Total net assels of lhe l\,4unicipality amounted to $6,1,296,255 which represents an increase of 34% compared to
pioriscalyear.

4. Total revenues availabb for the financinq of activites as refected in the Statement of Activities amounted to
$43,810,590, derived from fie lollowing sources: $372,719 from charges for seNices; 91,053,983 lrom operating
grants and contributions; $20,072,154 fiorr| capital grants and contribulions obtained from other sources, and
$22,3'l 1,7?l from general revenues available.

5. Total expenses inculred to afford the cost of all functions and programs as refecled in the Slatement of Activities
amounted to $27,610,107.

6. As reflected in the Statemenl of Activities, the curent fscal year operations contdbuted to an increase in lhe Net
Assets figure by $16,200,483.

ROMAN TORO & CO., CSP Cpttife.l Public Accontants and Business Consuhants
POBOXJ043 YAUCO PR 00698-)alJ . TEL. (787) 856-6220 FL\: O87) 856-62J1



COMMONWEALTH OF PUERTO RICO

AUTONOMOUS MUNICIPALITY OF CABO ROJO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDEO JUNE 30, 201O

FtNANClAL HTGHLTGHTS (CONTtl,lUED)

7. As of the close of lhe currenl fiscal year, the irunicipalily,s Governmentat Funds reporled combjfled ending fund
balances of $27,41 8,360.

8 ln lhe fund financial statemenls, lhe governmental aclivilies revenue increased $9,M5,478 (or 3,470), and govemmental
activities expenditures incrcase also by 92,441,253 (or 8%).

9. As lhe end of the currenl iiscal year, the Municipatily's general fund (lhe p mary operaling fund) reported a deficjt of
($517,425) compared to a fund balance of $548,192 in the piorfiscat year.

10. The actual General Fund budgetary activities resulted in an unfavorable batance of (9888,61j)

FUNDAMENTALS OF FINANCIAL STATEMENTS PRESENTATION

The new apprcach used in the presentation olthe flnancial statements ofthe Municipality is based on a govemmenlwide view of
such statements as well as a presentation of individual funds behavior du ng fiscal year 2010. The combination of lhese two
perspectives provide the user the opportunity lo address significanl questions concerning lhe mnient of said flnancial stalements,
and provide the basis for a comparable analysis ol future years perlormance The comparalive analysis is a meaninglul and
useful managemenl toolfor municipal management in thedecision making prccess.

lJndelthe aforementioned approach, assels and liabilities are recognized usng lhe accrualbasls of accounting which is similarlo
the melhod used by most private enlerprises. This means thal currenl yeals Gvenues and expenses are accounled for
rcgardless of when cash is received orpaid

FINANCIAL STATEMENTS COMPONENTS

The basic linancial statements consrsl ofthe governmenl wide financial stalements, the major funds financ al statemenls and the
noles 10 lhe ,inancial statemenls which provide details, disclosure and descriplion of the most important items included in said
stalements.

The Statemenl of Net Assels reilecls informalron of lhe l\y'unicipality as a whole on a consolidaled basis and provides relevant
informalron about its financial slrcngth as rerecled al lhe end of the fiscal year

USING THIS ANNUAL REPORT

This annual reporl consists oI a series of new linancial slatements wilh a change in lhe focus from prevlous financial slalements.
The new focus is on both the lt4unicipality as a whole (govemment-wide) and the major individual funds. Bolh percpectives
(governmenlwide and major fund) ailow the user to address rclevanl questions, broaden a basis for comparison (year lo year or
govemment lo governmenl) and enhance the ltlunicipality s accountabilily.

GOVERNMEMENT - WDE FINANCIAL STATE ENTS

The Governmenlwide Financial Slalemenls are designed lo prcvide users of the linancial slatemenls wilh a broad overview of
the ltlunicipalilys finances in a mannersimilarto private-sector companies.

The Slalement of Net Asset presents informalion on allofthe l!4unicipality's assets and liabililies, wilh lhe difference between both
reported as nel assels. Over llme, increases or decreases in net assels may serve as a useful indicator of whether lhe linancial
position of the irunicipality is rmproving or deteiorating.

ROM4N TORO & CO., CSP Ceiilie.l Publil Accontants arul Business CoktuLants
PO ROX 301J YAUCO pR 00698-304) . rEL. (787) 8566220 FAX: (787) 856_6233



COMMONWEALTH OF PUERTO RICO

AUTONOMOUS MUNICIPALITY OF CABO ROJO

MA AGEMENT'S DTSCUSSTON AND ANALyStS - (CONTTNUED)

YEAR ENDED JUNE 30,2()1()

GOVERNfitEtiiENT - WtDE FtNAt{CtAL STATEMENTS (CONITNUED)

The Slatement of Activities presents informalion showing howlhe l,lunicipality's net assets changed during lhe most rccent fiscal
y€ar. Allchanges in net assets are rcporled as soon as the underlying evenl giving se to the ahange occurs, regadless of lhe
liming o{ lhe related cash flows. Thus, revenues and expenses are reported in ths Statement of Actlvities thal willonly resull in
cash llows in future fiscal periods The Staiemenl of Aclivities is Iocused on both the gross and net cost of various aclivities,
which are provided by the govemmenl's general tax and olher rcvenues. This is intended to summa ze and simplify the use/s
analysis of cost ofvarious governmenlal seruices.

FUND FINANCIAL STATEMENTS

The Fund Financial Stalements provide detailed informalion aboul the l!4!nicipality's most signilicanl funds, not the Municipality
as a whole The lt4unicipalily has onlyone kind offund which is the governrnentat fund.

Governmenlal funds are used lo acco!nl foressenlially lhe samelunclions reporled as govemmental activilies in lhe Govemmeni
Wide Financial Statemenls. However, unlike the Govemment Wide Financial Statemenls, Governmenl Fund Financial
Statements, focus on near leam inrows and outflows of spendable rcsources, as well as on balances of spendable resolrces
available at lhe end ol lhe liscalyeal. Such informalion is lseful in evaluating the l!4unicipality's near term fnancral requiremeits.

Because the focus of governmenlal funds is narrower lhan that of the government wide financial slalements, il is useful to
compare lhe infomalion presented for governmental funds wilh simiiar inlormation presented for governmenlal activities in the
governmenl wide financial statements. By doing so, users of lhe basic financial statements may better understand the long{erm
impacl ol the lvunicipalilys near lerm fnancial decisions. Bolh ofthe Governmental Fund Balance Sheet and the Govem;enlal
Fund Sta{ement of Revenues, Expendilurcs and Changes in Fund Balances prcvide a reconcilialon to facililale lhis comparison
between govem menlal fu nds and governmenlal activities.

INFRASTRUCTURE ASSETS

Historically, a governmenl's largesl group of assels (infrashuclure-roads, bridges, underground pipes lunless associated with a
utility], etc ) have nol been reported nor depreciated in govemmenl financlal slatements GASB 34 requires that these assets be
valued and reported wilhin lhe Governmenlal column oI the Governmenlwide Statements Additionally, lhe government musl
elecl to eilher (a) depreciate lhese assels overtheir estimated useful life or (b)develop a system of asset managemenl designed
lo maintain lhe seNice delivery potenlial to near perpellily. lf lhe government develops the asset management syslem (the
modified appoach) which periodically (at least every third year) by calegory, measurcs and demonstrated its maintenance of
locally established levels of service slandards, lhe government may rccord rts cosl of maintenance tn lieu of deprcciation The
infomalion aboul the condition and maintenance of condition of lhe governmenl infraslructure assets should assist linancial
statement use6 in evaluating a localgovernmenl and its performance overlime.

According lo GASB 34, the government must elecl lo either (a) depreciate the aforementioned assels overtheir estimated usefui
iife or (b)develop a system of assel management designed to maintain the service delivery to near perpetutty. lf the government
develops lhe assel managemenl system, (the modified approach) which pe odically (at least every thrce years), by calegory,
measurcs and demonstrate its maintenance of locally established levels of service standards, lhe government may record ils cosl
of mainlenance in lieu of depreciation. ln lhis particular respect the l\,4unicipality has elected lhe use of recognizing depreciation
underihe useful life method and il conlemplates lo conl nue lhis treatment on said basis

ROM4N TORO & CO., CSP CeniJied Public Accomtants and Dusiness Consultants
PO BOX 3013 YAUCO pR 00698-J041 . TEL. (787.) 8566220 FAX: (787) 856-6233



COMMONWEALTH OF PUERTO RICO

AUTOIi/OMOUS MUNICIPALIW OF CABO ROJO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 201O

FII{AI{CIAL ANALYSIS OF THE I{UNICIPALITY AS AWHOLE

Net Assets
The Slalemenl of Net Assets serves as an imponanl ndicator of lhe i,4unicipally's linancial posilion at the end of the liscatyear.
ln lhe case ofthe Aulonomous l\.{unicipality of Cabo Rojo, p mary government assets exceeded total llabllities by $6,4,296,255 at
the end oi 2010, as compared with $48,095,772, as restated which rciect an increase of 916,200.483 over prcvious fscal year.
The following condensed Slalemenl of Net Assets olthe P mary Government shows on a comparative basis:the most important
components of the increase, arc reflecled in lhe Net Assets figure.

2010 2009 Ctrng.
$ 22833.101 $14,127776

Cond.nsod SLl€m€rloi il.t A$.r.

lnvesled in capilal eers, ret ol elaled debt

$ 36960.877

63,088272

6917,893

35 752 894

4758.978

62%

35%

45%

37%

38%

6%

r08%

u%

51,125!41 11,962,865

100,0,19,149 73.958508 26.090641

28 835.001 21.103.758

25,862,7X6

3t 582511

13,890,956

2158,915

I131.243

9,890158

(1,059,354)

15040800

36 523,217

28931.756

(1.158718) (33777s5) 2,219,A37

$ 64.290255 ____.9__1!,!9!,17r , !-q!!!.1!3
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COMMONWEALTH OF PUERTO RICO

AUTONOMOUS MUNICIPALITY OF CABO ROJO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 20f()

FINANCIAL ANALYSIS OF THE MUNICIPALITYAS A WHOLE (CONTINUED)

Changes in Net Assels

The l\,lunicipality's net assets increase by $16,200,483. Approximately hirty-six percent (360/0) of the l\.,lunicipatity,s total
revenue c€me from taxes, while sixty three perceflt (63%) resulled from grants and contributjons, including federal aid.
charges for services provided ooe percent (0.50/0), lnteresl aod lnvestment earnings (.05o/o) of total revenues. The
Llunicipality's largesl expenses included items such as general gove.nment, housing, welfare and community development,
public wo*s and sanitation, and public salety. The following table and graphic presentation includes in absolute and
relative terns, he composition of revenues and expenses fo. the fiscal years ended on June 30, 2010 and 2009. Such
analysis helps the readel to evaluate lhe Municipal administration performance in the administration of its current financial
operations.

Cond.n..d Stitemni oI Acrivite.

opeEling gBnh and mntdbutions

Capital granls and contibdlois

Municipal sales and use la}

GcnL and @.r,ibutions no( Bldcled io specif.

lntemt and nv*trenl eamings

Pubric m*s and sn talion

Housing weliare and Comnuiily d*elopneol

lnlelesl on lonq lem debt

Nel asts, beginning oi yea (as €slaled)

2009 Chanqo

$ 372.719

I 053,983

20,072,154

10773,163

2494,474

2,592,029

5957.291

283,416

211,361

43,810,590

1,175 415

I1,073,208

2.400193

1,192677

1 110 705

1162

3,848,061

u734

s 5209870

3826,044

2,179888

6 7S9 311

24U,147

2.68r 565

5022759

429,572

442,92t

29.076083

9 068 r00

12363,568

2651,785

1,801354

82X281

$ (4,837151)

Q.172461)

17.892266

934 532

(r46156)

(23r 566)

14,734,507

3973,852 58%

10327

(89.536) (3%)

(93%)

02"/")

821%

19"/,

134.n]

t52%)

5fn

2t,610,107

_!q!!!!!!L

11,731167)

49,827,539

$48.095.772

(3.r9i743)

17.932250

(.731.76\

$ 16200,483

167 892

3164.405

168348

/67009

(1.892.625)

0.290360)

(251,592)

{608,677)

287.424

7,162

683,656

(133,614)

883

121%)

00%)

(9%)

(34%)

35%

100%

22%

179.^l

00%)

(1035%)

(3%)

16.200.483

48.095,772
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COMMONWEALTH OF PUERTO RICO

AUTONOMOUS MUNICIPALITY OF CABO ROJO

MANAGEMENT'S DISCUSSION AND ANALYSIS

YEAR ENDED JUNE 30, 2()1()

FINANCIAL ANALYSIS OF THE MUNICIPALIW AS AWHOLE (CONTINUED)

Revenues 2010 t Chargesfor services

. Operatinggrants and

contributions
r capitalgrants and conkibu$ons

r Municipalsales and use tax

. M u nicipa I license tax

* Granis and contributions not
restricted to specific Programs

t lnterestand investment
earnanSs

Expenses 2010

r'*

r Generalgovernment
t Publicworks and sanitation
r Health
' Economic Development

lntereston long-t€rm debt

. Housing, welfare and Comm. Oevelopment
I Culture and recreation
r Education

ROMAN TORO & CO.,
PO BOX 304] YAUCO PR

CSP Ceftiled Public Acco@tantsand Business Consuhahts
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COMMONWEALTH OF PUERTO RICO

AUTONOMOUS MUNICIPALITY OF CABO ROJO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 201O

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNDS

As noled ea iet, the Municipality uses fund accounling lo ensure and demonslrale compliance with frnance rclated legal

requirements

GovernmentalFunds

Ihe focus oflhe Municipalily's governmentalfunds is to provide information on near-term inflows, oulflows, and balances of

spendable resources. Such information is useful in assessing the Municipality's flflancing requirements. ln particular,

unrcserved fund balance may serue as a useful measure of a government's net resources availabb foI speflding al lhe end

ol the liscalyear.

As of the end of the currcnt ,iscal year, the l\.iunicipality's governmental funds reported combined ending fund balances

amounting lo $27,418,360, which rcpresents an increase of $13,319,082 when compared with the prior year. Out ol the

indicated balance' $28'204'504 were reserued or committed for the following purposes: (1) $268'719 to liquidate conlracts

and purchase orders conesponding to prior fscal year; 2) $3,492,163 for debt se.vice payments; 3) $24 
'227 '691 

10 pay lot

capilal projects; and 4) $215,931 for other puposes. The undesignaled fund balance presents an amounl of ($786,144)

As of June 30, 2010, the General Fund, which is the main operating fund of the [4unicipality, experienced a $1,568'870

decrease hom a fund balance surplus of $1,051,445 in the previous year to a deficit of $517,425. The primary reason for

the governmental tund's dellcil in lhe current year was an excess of expenditures over revenues from the General Fund,

mainly lor waste disposal charges. The l\,lunicipality requested an operational loan to pay current waste disposal invoices to

lhe Puedo Rico Governmental Bank (GDB). Although requested in April 2010, due to administralive processes in the GDB,

the bond was approved afrer the close of the fscal year. This situalion forced the lt unicipality to present in their finarcial

statements an account payable for those unpaid invoices, which increased its expenditures over its rcvenues. The

l\.iunicipality underslands thal had the proceeds of this bond issuance we.e received in ttre currenl fiscal year, the financial

statements would not have presented a deficit. The ilunicipality expects to close next fiscal year 2010-11 with a surplus in

the GeneralFund.

GENERAL FUND BUDGETARY HIGHLIGHTS

During riscal year 2009-2010, the l,4unicipal Legislature approved revisions to the operational budget which resulled in

furthei increases in revenues and current expenditures which rcpresented transactions detected du ng the normal cource

ol business. Despite these budgels readjustments and as previously stated, the L4unicipal administration of Cabo Rojo was

able to maintain a balanced budget as required by law as reiected i0 exhibit, Budgetary comparison schedule- Genelal

Fund attached here to, budgetary analysis reflected a deiciency of ($888,611) of total operating revenues over current

expenses.

ROMAN TORO & CO., CSP Ce iled PublicAccotnta tsotulB siness Consultants

PO ROx 3a8 vAUCO PR 00698-3013 . TEL. (787) 856-622a FAX. t787) 856-6211



CAPITAL ASSETS AND DEBT ADMINISTRATION

Capital Assets
The Municipality's investment in capital assets as of June 30, 2010, amounled io $86,331,834 which upon deduction of

accumulated depreciation in the amount of $23,243,562 produced a net book value attdbutable to capital assets in the

amount of $63,088,272. Said investment includes lafld, constructio0 in progress, buildings, improvements, equipment,

infrastructure, fumishing, computers and vehicles. lnfrastruclure assets are composed of ilems such as roads, bridges,

slreets and sidewalks, drainage systems, lighling sysiems, and similar items. The total increase in the l\runicipality's

inveslment in capital assets for lhe current iscal year represeoted approximately twenty three percent {23%) ol net book

value. Depreciation chaqes folthe year totaled $2,583,576.

The l,,lunic]pality linances a significanl portion of its construction aclivilies through bond or notes issuances. The proceeds

from bond and notes issuances designated for construction activities are commitled in its entirety for such purposes and

cannot be used for any olher purposes. As of June 30, 2010, the [,lunicipality has $10,835,459 of proceeds lrom bond and

noles issuances and other reslricled assignments lhal are mainly commitled to future construction activities for the city's

Convenlion Cenler, and other public improvements.

Debt Adminislration

The puerto Rico Legislature has eslablished limitations lor the issuance oI municipal bonds and noles br the payment of

which the good faith, crcdit and taxing power oI each municipality may be pledged. The applicable law also requires that in

order tur; llu[icipatity to be able to issue addilional general obligation bonds and notes, the Municipality most have

sufficient "payment capacity'as defined in Act No. 64, which rcquires that the l\4unicipality must have sufficient 'payment

capacity" to incur additional general obligatiofl debt if its deposits in the Redemption Fund and the annualamounts collecled

wiih reipect to such t unicipatity's Speciat Additional Tax (as defined below), as projected by GDB, is sufficient to service to

maturitythe l\4unicipality's outstanding general obligalion debt and the additional proposed genelal obligation debt.

The Municipality is required under prevailing applicable law to levy a Special Additional Tax in such amounts as shall be

requhed for he paymenl ol its general obligation municipal bonds and noles. ln addition, principal of and interest on all

general obligalion municipal bonds and noles and on all municipal notes issued in anticipation of lhe issuance of general

;bligation 6nds issued by the l,iunicipality consUtute a lirct lien on the lr,lunicipality's Basic Tax revenues. Accordingly, the

l,4unicipality's Basic Tax reve0ues would be available to make debt seNice payments on general obligation municipal bonds

and tes to the extent that lhe special Additional Tax levied by the lrunicipality, together with moneys on deposit in the

Municipality,s Redemption Fund, are not suflicient to cover such debt seNice. ln the particular case of the Autonomous

Municipality of cabo Rojo, it has never beer necessary to apply Basic Taxes to pay debt service on genelal obligation debt

of the [,lunicipality.

COMMONWEALTH OF PUERTO RICO

AUTONOMOUS MUNICIPALITY OF CABO ROJO

MANAGEMENT',S DTSCUSSTON AN0 ANALYSIS - (CONTINUE0)

YEAR ENDED JUNE 30, 2O1O

ROMAN T)RO & CO-, CSP Ceniled Public Accomtaktsund Business Consuhants

PO BOX 3043 vA{.lCO PR 00698-3043 ' lLL. (787) 856 6220 FAx: (787) u56'62JJ 10



COMMONWEALTH OF PUERTO RICO

AUTONOMOUS MUNICIPALITY OF CABO ROJO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 201O

_ ECONOMIC FACTORS AND NEXTYEAR'S BUDGETS AND MTES

The l\,lunicipality relies primarily on property and m0nicipal taxes as well as federal and state grcnts to carry oul the

governmental aclivities. Histofically, property and municipal taxes have been very predictable with inc.eases of

- approximately live percent. Federal and State grant revenues may vary if new grants are available, but the rcvenue can be

also predictable. Those factols were considered when preparing the [,4unicipality's budget for the liscalyeat 2009-2010.

- On August 24, 2010, the [/unicipal Legislature approved the issuance of a special obligation bond charged to the lvlunicipal

Redemption Fund, for the amount of $4,530,000, for lhe fnancing of wasle disposal services and landfll adminislrclion.

_ Repaymentolthe bond is scheduled from July 2011 through July, 2020.

CONTACT US

- The l\y'unicipalitys financial statements are designed to present users (citizens, taxpayer, customers, investors and

credilors) with a general overview of lhe Municipality's finances and to demonstrate lhe ltlunicipality's accountability. lf you

have questions about the reporl or need additional financial information, contact lhe lvunicipality's Finance Director at (787)

- 851 1025. Feel free to visit our ofiices du ring working hours at Cabo Rojo City Hall, Calle Betances #28 Cabo Rojo, P. R., or

visit our website at Uu!!!d!!!a!9!qi9.!qt.

R0MAN TORO & CO., CSP Certilied Public AccoLutanls a d Butiness Consultants

Po Rox 1013 .A(JCO PR 00698 1013 . TEL- 1787) 856- 20 I-Ax: (787) 656-6-tJi 11



Commonwealth of Puerto Rico
Autonomous Municipality of Cabo Rojo

Statement of Net Assets
June 30, 2O1O

Governmental
Activities

Cash and cash equalalents
Accounis receiEtJle'

Municipal license tax
Municipal sales and use taxes
Rents and consttuction permits

Commonwealth goEmment
FedeEl go\rrnmenl

Restricted assets:
Cash and cash equi\alents
Cash with fscal agent
lnlestmenl held in commercial banks

Land, improlemenls, and construction in progress
Other capital assets, net ofdepreciation

Tolal capilal assets,net

Total assets

Liabilaties
Accounls payable and accrued liabililies

Commonwealth goErnment
Defered reEnues:

Municipal license lax
Federal granl reEnues

Noncurrent liabililies:
Due wilhin one year
Due in more than one year

Total liabillties

Net Assets
lnEsted in capital assets, nei of related debt

Capital prcjects

Other specif ed purposes
Unrestricted (defcir)

Total net assets

1,832,419

1,423
r59,206
110,521
200,422

1,555,374
143.172

8,325,32A
16.O42,993
4,549,219

20,819,518
42.264.754
63 0a4,272

100,o49,149

4,538,513
404,O29

166,761

1,699,433
'12,604
96,553

2,61-7,a21
26.217,1AO

35.752,494

36,523,217

24,227,691
4,4a4,134

215,931
(1,154.714)

$ 64,296,255

The notes to the llnancialstatements arc an iniegral partofthis stalement
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Commonwealth of Puerto Rico

Autonomous Municipality of Cabo Rojo

Statement of Activities
For the Year Ended June 30, 2010

Net (b(pense) Revenue anc

Changes in Net Assets

Operating Capital

Cranis and Granr.,nd

Cortributions Conributions

Chargeslor

General governnEnt

Rrblic safely

Arblic w orks and sanilation

tlealtl

Oilture and recreaiion

Econoric developmnl
llousing, welfare and corrrunily

Ed!calion

hterest on long-lerm debt

Tolal qovernfiEnlal aclivities

$ (6,949,145)

12,294,525)

2,214,247

{1,110,664)

4,457,146

(1,682,549)

22,O51

(767,892)

I 7,175,475

2,400,193

11,O73,208

1,110,705

1,192,677

1,162

3.848.061

u,7u
767,492

$ 21S.815

152,9U

6,515

52,7n

41

7,162

930,740

56,825

$

52,968

13,287.495

5,496,91S

1,2y,772

_$14.1941 $ 372,719 16,'11 1 ,251)$ 1 053 983 $20 012.154

General revenues:

Foperty taxes

I\funbipal license lax

I\funbipal sales and use tax

Licences, pemits, and otier locallaxes

Grants and cootribulions nol reslricted to specitic prografiB

lnterest and inveshEnt earnings

fJet gain on dbpo6iuon of capital assets

Olher

Total gerEral revenues

Change in net assets

l,let assets - beginning, as restated

tlet assels - ending

The notes lo lhe fnancial slatemenb are an inlegral part of this shtement

ROMAN TORO & CO., CSP Ceiified Puhlic Accovtantsand Business Consuhants
PO ROX 3043 yAUCo PR 00698-3013 . TEL. (787) 856-6220 FAX: t787) 856-6233

10 773,163

2 592,025

2,49,4-.474

2,141,958

3,815,333

283,416

56 899

154.462

22 311.734

16,200,483

48,095,772

64.296 255
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Commonwealth o, Puerto Rico

Autonomous Municipality of Cabo Rojo

Recon ciliation of the Bala nce Sheet - covemmental Fu nds
to the Statement of Net Assets

Fd the Year Ended June 30,2010

TotalFund Batances - covemmentat Funds $ 27,4jg,360

Anounls reported for Govemmenlal Activities in the Stalement of Net Assels

- are differenl because:

CapitalAssels used in gpvernrnental activities are not financjal resources and therefore,

- are nol rcported ln lhefunds. ln the cunenl pedod,lhese amountsare:

Non Depreciabte capital Assets $ 20,8 1 9,S , 8

_ Depreciable C€pital,assets, net of depreciation 42,26A,754

Iotal Gpilal n6sel s 63,088,272

- olher ass€ts are not available lo pay for olnent pedod e4endil ures

and lherefore, are deferred in the funds:

PR Deparlmenl of Treasury Otristmas bonus reimbursemenl

CDBcfederal Ctants

_ &mmonweahh LeOslative Resolulions

Solid V\bste Management tuthority{rant for municipat tandfi[

Sates tax (Debt Service Fund)

- PR Departme0t of Labor (t-aw52 and Law82 Funds)
pR Eeddc Fo\ier Althority

- Sorne liabililies are not dueand paytsble in lhecunent period and lherefore, are nol

rcported in lhe funds.'lhose liabilities consist of:

CcneralBonds and Noles fuyable

lll\4s repalnent ptan

ftoperty ta)€s debt

Departmeot of Labor

PR Solid \{bsle [,4anagement Arthority

Cbligation lnder capilat teases

Compensaled absences

Chdstmas bonus

PR Eectric fo,,1€r Aithority

Gaims and judgment

Tolal LongTerm Liabitities

Total Net Assets of govemmenlal activities

21,938,711

131,261

392,905

271,836

6,219

125,250

3,665,376

377 ,511
501,588

25,000

188,756

13,353

123,093

275,000

30,000

93,490

501,588

Q7,435.657)

The flotes to the ,inancial statements are an integralparl ofthis statemenl

ROMAN TORO A CO., CSP Ceiilied Publit Accot&tants a .t Bushess Co suttonts
PO BOX 3013 y_4UCO pR 0A698 3013 . TEL. (787) 856 620 tA,y: /787) 856_fi11

$ 64,296 255
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Commonwealth of Puerto Rico
Autonomous Municipality of Cabo Rojo

Reconciliation o, the Statement of Revenues,

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

For the Year Ended June 30, 2010

IIet Change in Fund Balances - Tota I GovernnEntal Fuflds

Anounts reported for governmental actvities in the Stalement of Activities are different because

Governmental Funds report capital outlays as expenditures. Howe\q in the covernm ent-Wide Statement of Activities
and Changes rn Net fusets, the cost of those assets is allocaied over their estimated useful lives as depreciaton
expense. This is lhe amouni of cEprial assets recorded ln the current period

Capitai assets received as a donation arc not recorded in the Govemmental Funds. because cunenl financial
resources are nol involved, however the transaclion must be refected tn the Govemment-wide Financral statements
based on the fair value of the donated prop€rty This s the amouni of donated capital assets recorded n the currenl
period

Depreciatron expense on capitalassets is reported in the Governmentwide Stalemenis of Aativities and Change in llet
Assets, but they do not requ re the use of current financia resources Therefore deprec ation expense is not reported
as expendilures rn Governmenta Funds.

Governm enlal Funds report capital assets sold as revenues llowever, in the Government-Wide Slatement ol Activities
and Changes n Net Assets Disposal of capital assets require removat of cost of the capita assets from the capitat
assei accounl on lhe Governmenlwide Statementof Net Assets

lnlerest expense on long-term debt was reported in the Government-W de Statemeni of Activites and Change in Net
fusets, but it did not require the use of cuneni fnanc al resources Therefore, interest expense was not reporled as
expendilures in Governmental Funds. Thefollowing amount represeated ihe change in accrued interest proryear.

Revenues reported in funds which are not reporled as revenues in the Stalemeni of ActiMties, include: p.R.

Depanment of Treas!ry-Chrislmas bonus, Commonweatih Legrslative Resolutions, p R. Eleckc power Arthority, and
olher gEnts and miscellaneous receivables

Bonds and noles proceeds provide current financial resources to Governmental Funds, but issuing debt increEse long-
tem liabilitres in ihe Govemmenl-Wide statement ol Net fusets. Repayment of bonds and notes principal is an
expendilure in Governmental Funds, but the repayment reduces long-term liabilities in the Government-Wide Siatement
ol Net fusets. This is the amount by which the debt proceeds exceed debt seMce principat payments.

Relirement System Adminlstraton payment ptan was reported in the covernment-Wide Statement of ActMties and
Change rn Net Assets, Repayment of longterm payment plan debt is an expenditlre in Governmental Funds, bul the
repayment reduces long-lerm property tax advance debt in the Government-Wide Statement of Net Assets The
lollowing represented the change in prop€rty tax debt.

$ 12,767,474

I 052.347

5 496 919

(2 s83 576)

(282s)

(42.60s)

(850.709)

(8 071,0m)

35 456

Continue

ROMAN TORO & CO.. CSP Ce ife.l Public Actontants ancl Business Consuttants
PO BOX 1043 yAUCO PR A0698 3013 . TEL. 087) 856-622A F,Ltt_ /787) SS6-62i1 17



Commonwealth of puerto Rico

Autonomous Municipality of Cabo Rojo

Reconciliation of the Statement of Revenues,

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

For the Year Ended June 30, 2010

Property lax debt related lo c.onent year fnal liquidation and Lll\4S repayment plan, was reported in the
Go,,iemment-Wde Stalemert of Activities and Change in Net Assets, Repayment of long-term property lax
ad,rarEe debt is an e&enditlre in Go'/ernmenlal Furds, bul lhe repayment reduces longterm property tax
adrarr€ debt in the Gor€nment-Wde Statement of Nei Assels. The following represeried ihe clErEe in
property tax debl.

Longlerm compensaled absences are cported in the Govemmer -\ 4de Slatement ofActjvities and Charues
in Net Assets, bul fEy do not rcquire the use of cuneri frEncial resources. Therefore, long{erm compensated
absences were rct reported as e&erdittres in Govenmental Furds The followirE amount reDresents the
clEnge rn lorE{erm compensaled absences from prioryear.

Certain e)eenditjres reporled in lhe Govemmenkl Furds which required the use ofcu[ent fmncjalrcsources
had already been reporbd as epenses in the Statemenl of Actjlilies in pior years.

Change in flet Assets of Govemmentat Activlties

The notes to the llnancialstatements are an iftegral part of this stalement

ROIAN TORO & CO., CSP Cetilied Public Accot$tants anl Busi css Consuhants
PO ROX t04t yAUCO pR A06%-3A43 . TEL. (737) 856-6220 FAX. t787) 856 6233

79,667

(143,517)

462,856

$ 16,200,483
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF CABO ROJO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 20,IO

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Autonomous Municipality of Cabo Rojo (the l,4unicipatity) was founded on the year 1771. The
[,4unicipality's governmental system consists of an executive and legislature body. lt is gove;ned by a Mayor
and a fourteen-member [,4unicipal Legislalure who are elected for a four-yearlerm.

The [.4unicipality provides a full range ot services for its cilizens. These services include public safety, public
works, culture and recreation, health and welfarc, communily development, educalion, and other
miscellaneous services.

The accounling policies and fnancial repo(ing practices of the Municipality mnform to accounling principles
generally accepted in the United States of America ("USGAAP") as applicable to govemmental units.

ln June 1999, the Governmental Accounting Standards Board (GASB) issued Statemenl No.34,,,Basic
Financial Statements and Management's and Discussion and Analysjs for State and Local Govemments.,,
This Statement, known as the Reporting l\4odel, provides for the mosl significant change in financial reporting
for state and local governments in over 20 yeals and affects the way the l,4unicipality prepares and presenti
financial information. The Statement was adopted as of July 1, 2002. ln addition to this Statement, GASB
Stalement No. 37, "Basic Financial Statements and i\ranagemenl's Discussion and Analysis for State and
Local Governments: omnibus" and GASB Statement No. 38, 'Certain Financial Stalemeni Note Disclosures,
have been adopted and are reflected in lhese financial slalemenls.

The following is a summary of the significant accounling policies of the I/unicipality:

A. Component Units

ln evaluating how lo define lhe l\,lunicipality for financial reporling purposes, managemenl has considered
all potential component units. The decision to include a potential component unit in the reporting entity
was made by applying the provisions of Statement No. 14, The Financial Reporting Entily, of the GASB,
as amended by GASB Statement No. 39,'Delermining Whether Certain organizations Are Components
Unils an amendment of GASB Statement 14". The basic, but not the only criterion for including a potential
component unit within the reporting entity is if elected officials of a primary government are financially
accountable for the entity. Financial accountability exists if the primary governmental appoints a voting
majority of the entily's goveming body, and if eilher one of the fottowing conditions exist: the primary
government can impose its will on the other entity or the potential exisls for the olher entity to (1) provide
specific financial benelits to or (2) impose specillc financial burdens on the primary government. A second
criterion used in evaluating potential component units is if the nature and significance of lhe relalionship
between the entity and a primary governmenl are such that lo exclude the entity from the financial
repo(ing entity would render the financial slalements misleading or incomplele. Based on lhe above
criteria the l\y'unicipality does not have component units to include wilhin its reporting entity.

ROM4N TORO & CO., CSP Ce ilied P|blic Accot,ltonts a"d Busi ess Co sultants
PO BOX 3013 YAUCO PR ,1,698 301t - TEL. t787) 856 6220 FA_\: (787) 856-6233
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALIW OF CABO ROJO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

1. ORGANTZATTON AND SUt MARY OF StcNtFtcAtiT AccouNTtNG poLtctEs (coNTtNUED)

B, Government.wide and fund financial statements

Financial information of the l\runicipality is presented in this report as follow:

1 l'4anagement's discussion and analysis introduces the basic financial statements and orovides an
analytical overview of the l\y'uniclpalily's financial activilies.

2. The governmenlwide ,nancial stalements (i.e. lhe statement of net assets and the statement of
activitjes) report information on all the activities of the l\4unicipality and its component units, if any.
Governmenlal activities, which normally are supported by taxes and intergovernmenlal rer"nres, aie
reported separately trom business-type activities, if any, which rely lo a significant extent on fees and
charges for support. lnterfund activity has been removed from these slalements 10 minimize the
duplicating effecl on assets and liabilities withjn the governmenlal activilies.

The stalement of aclivities demonslrales the degree to which the direct expenses of a given function or
segment is offset by program revenue. Direct expenses are those that are charges lo customers or
applicanls who purchase, use, or direcfly benefit from goods, services, or privileges provided by a
given function or segment and granls and contributions that are reslricted lo meeling the operational or
capital requiremenls of a particular funclion or segment. Taxes and other items not properly included
among program revenues are reported instead as general revenues.

3. Fund financial statements focus on informalion about lhe l,4unicipality's major governmental funds.
Itlaior individual govemmenlal funds are reporled as separate columns in the fund flnancial statemenls.
Each fund is accounled for by providing a separale set of self balancing accounts that compise its
assets, liabilities, reserves, fund equity, revenues and expenditures.

Funds are segregated according to their intended purpose which helps management in demonstrating
compliance with legal, financial, and contractual provisions. Governmenlal funds are those through a
Balance Sheet and a Statement of Revenues, Expenditures and Changes in Fund Balances with one
column for the general fund, one for each major fund and one column combining all non-major
governmental funds. l\4ajor funds are determined based on a minimum criterion, that is, a percentage of the
assels, liabilities, revenues and expenditures (for Commonweallh Legislative Resolutions Fund and Debt
Service Fund) or based on the Municipality's official's criteria, if lhe fund is particularly important to linancial
statements userc (for Community Development Block Grant program Fund). The Municipalily reports the
following major governmenlal Iunds:

Gereral Furd - is the accounting entity in which all govemmental activity, except that which is required lo
be accounled for in another fund, is accounled fot. lts revenues consist mainly of taxes, licenses and
pemits, intergovemmental revenue, charges for services and other.

ROIAN TORO & CO., CSP Ceiilied Puhlic Accontonts ancl Busi ess Consuttants
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF CABO ROJO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2()1O

1. 0RGAN|ZATt0N AriD SUMMARy OF StcNtFtCANT ACCOUNTTNG pOLtCtES (CONTTNUEO)

B. Government.wide and lund financial staiements (continued)

connunity Deveropmenr Brock Gnnt - is used to accounr for revenues sources for the deveropment of
viable urban communities by providing decent housing, a suitable living enviroflment and expanding
economic opportunities, principally for persons of low and moderate income

Debt Service Fund - is used to account for the accumulalion of resources for, and the payment of general
long-term debt principal and interest.

connonwealth Legislative Resolutions Fund - is used to account for revenue sources to be used for
lhe construction and improvement of capitalfacilities and forwellare purposes.

convention center Furd - is used lo account for the conslruclion of rhe convenlion center in cabo Rojo,
Puerlo Rico.

The other governmental funds of the l\4unicipality account for grants and olher resources whose use is
reslricted for a pa(icular purpose.

l The notes to the financial statemenls provide information that is essential 10 a user's understanding of
the basic financial statements.

2. Required supplementary information such as lhe budgetary comparison schedule-general fund and
other types of dala required by GASB.

3. Notes to the budgelary comparison schedule-general fund.

C. Financial reporling presentation

The accounts of the l unicipality are organized on the basis of funds, each of which is considered a
separate accounting entily. The operations of each fund are accounled for wilh a separate set of sel!
balancing accounts thal comprise its assels, liabilities, tund equity, revenues, and expenditures. Fund
types are as follows:

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

Special Revenue Fund - Federalcrarls - Special Revenue Funds are used to account for revenues
dedved from federal grants. The uses and limitations of each special revenue fund are specified by
lilunicipality ordinances or federal and state statutes.
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COMMONWEALTH OF PUERTO RICO
AUTONOI'OUS MUNICIPALITY OF CABO ROJO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

1. ORGAN|ZATt0N AND SUMMARy 0F StcNtFtcANT ACCOUNTTNG pOLtCtES (CONTTNUED)

special Revenue Fund ' Locar and state Grants - special Revenue Funds are used to account for
revenues derived from local funds, state grants or other reskicted revenue sources. The uses and
limitations of each special revenue fund are specified by l\.4unicipality ordinances or Iederal and state
statutes.

Special Revenue Fund - Section I Housing Choice youcher - Special Revenue Funds are used to
account for revenues derived from section 8 Housing choice voucher program. The uses and limitations
ofeach special revenue fund are specjlled by l\,4unicipalily ordinances or federal and stale statutes.

Capital Proiecb Fund - Local and State Grants - Capilal Projects Funds are used to account for financial
resources used for the acquisition or construction of major capital facilities.

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

D. Measurement focus, basis of accounting and financial presenlation

Except for budgetary purposes, the basis of accounling used by the Municipality conform to accounling
principles generally accepted in the United States of America (',USGAAP") as applicable to govemmental
units. The accounting and fnancial reporling treatmenl applied to a fund is determined by its
measurement focus. The Municipality has elected not to apply all Statements and lnterpretations jssued

by the Financial Accounting Slandard Board after November 30, 1989, in accordance with GASB
Stalement No. 20.

The governmenlwide flnancial slalemenls are reported using the economic resources measurement
focus and the accrual basis of accounting. Revenues are recorded when eamed and expenses are
recorded when a liability is incurred, regardless of the timing of related cash flows. property taxes are
recognized as revenues in the year for which lhey are levied. Grants and similar items are recognized as
revenue as soon as all eligibility requirements imposed by the provider have been mel.

Govemmental fund financial statements are reported using the currenl financial resources measurement
focus and the modified accrual basis of accounling. Revenues are recognized as soon as ihey are bolh
measulable and available. Revenues are considered to be available when they are collectible within the
current period or soon enough thereafler to pay liabililies of the current period. For lhis purpose, the
government considers revenues to be available if they are collected within 60 days of lhe end of the
cunenl fiscal period.

ROMAN IORO A CO., CSP Cenified Publit Accowtants and B1siness Consuttohts
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF CABO ROJO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENOED JUNE 30, 2O1O

'1. oRGAN|ZAT|ON AND SUiflrARy OF S|GN|F|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

D. Measurement ,ocus, basis of accounting and financial presentation (continued)

Expenditures are recorded when the.elated fund liability is incurred, except for principal and inlerest on
general long{erm debt, claims and judgmenls, and compensated absences, which are recognized as
expenditures when payment is due. General capital asset acquisitions are reported as expe;diture in
governmental funds. Proceeds from issuance of general long-term debl was reported as other linancing
s0urces.

Property laxes, other taxes, licenses, rent, and interest assocjated with the cunenl fiscal period are all
considered to be susceptible to accrual and so have been remgnized as revenues of the currenl fiscal
pedod. All other revenue items are considered to be measurable and available only when the government
rcceives cash.

Private-sector standards of accou nting and financial reporling issued prior to Decem ber 1 , 1 9g9, generally
are followed in the govemment-wide financial statements to the extent that those standards do not conflict
with or contradict guidance of lhe Governmental Accounting Standards Board. Governments also have
lhe option of following subsequent private-seclor guidance for lheir business-type activities and enlerprise
funds, subject 10 this same limitation. The M un icipality h as elected not to follow subsequent private-seclor
guidance.

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

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

The preparation of the fnancial statements in conformity with accounting principles generally accepted in
the United States of America requires management to make eslimates and assumptions that affect the
reported amounls of assets and liabilities at the date of lhe financial statements and the reported amounls
of revenues and expenses duing the reporting period. Aclual results could differ from those eslimates.

ROMTN TORO & CO.. CSP Ceiilied Public lccot&tants a d B shess Consuttahts
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF CABO ROJO

NoTES T0 BASTC F|NA C|AL STATE TENTS (CONTTNUED)

YEAR ENDED JUNE 30,201()

1. ORGANTZATTON Al,tD SUMMARy OF StcNtF|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

E. As6ets. liabilities and net asBets

1, Cash, cash equivalents, cash with fiscal agent, and investments held in commercial bank - The
l\runicipality's cash and cash equivarents are considered ro be cash on hand, demand deposits, and short-
lem investmenls with original maturities of three months oi less from lhe date ofacquisition.

cash wilh fiscal agenl in the debt service fund represents speciar additionar property tax coflections
retained by the commonwealth of Puerto Rico and restricted lor the paymenl of the Municipality's debl
service, as established by law. Also, cash with fscal agent consists of unused p.oceeds of bonds and
notes issued forthe acquisition ofequipment and construction of major capital improvements.

lnveslments held in commercial bank in the commonwealth tesolulions fund mainly consist of U.S.
govemment and agencies' obligations, puerlo Rico state and localgovemment obligations, and corporate
obligations. lnveslment securities are presented at fak value, excepl for money martet investments which
are presented at cost. Changes in the lair value of investments are presented as inveslment and jnterest
earnings in the statement of activilies, the slalement of revenues, expenditures, and changes in fund
balances Fair varue is determined based on quoled market prices. when securities are n;r risted on
nalional exchanges, quotaiions are obtained from brokerage firms.

2. Receivables ard payables - Activity between funds that are represenlative ol lending/borowing
a.rangemenls outstanding al the end of the fiscal year are referred to as either 'due to/from other funds;
(the current portion) or'advances to/from other funds' (the non-curent portion). All other outstanding
balances between funds are reported as'due to/from otherfunds.,'

Advances between funds, as reported in the tund iinancialstatements, ifany, are offset by a fund balance
reserve account in applicable govemmental funds to indicate that they are not availa e for approprialion
and are not expendable available financial resources.

Receivables are slated net of estimated allowances for uncolleclible accounts, which are determined
based upon past collection experience and current economic conditjons. lntergovernmental receivables in
the General Fund represents the balance due from the l\4unicipal Revenue Collection Center (CRl[r)
resulting from lhe fnal liquidations of advances made by CRIM to the [.lunicipality conesponding to
collections flom property taxes and legislative appropriations fiom the commonwealth of puerto Rico plus
final liquidarion of contributions in lieu of taxes payable by the puerto Rico Electric power Authority
(PREPA) to the Municipality. lntergovernmental Receivables in the debt service fund represenl th;
amounts due from the CRIM resulting from the excess ofcunent year p.operty tax collections over cunent
year advances. lnlergovemmental receivable in the special revenue or capilal project funds represenl
amounts owed to the l.4unicipality for reimbulsemenl ofexpenditures incuned pursuant to federally funded
or slate funded programs. The Municipal sales and use tax is collected on a contract basis wilh lhe
Commonweallh of Puerto Rico Department ofTreasury.

ROI,AN TORO A CO , CSP C?rtifred Pubtic Accot tanls a d Business Cohsuhants
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COMMONWEALTH OF PUERTO RICO
AUTONOi'OUS MUNICIPALIW OF CABO ROJO

NOTES TO BASIC FINANCIAL STATEI',ENTS (coNTINUED)

YEAR ENDED JUNE 30,2O1O

1. 0RGAN|ZATt0N AND SUM[4ARy OF StGNtFtCANT ACCOUNTTNG pOLtCtES (CONTTNUED)

E. Assets, liabilities and net assets (continued)

4.

Inventories - lnventories in the general fund is recorded as expenditure and, consequenty, the
inventory is nol recorded in the statement of net assets.

Capital assels - Capilal assets, which include property, equipment and jntrastructure assets (e.g.,
roads, bridges, sidewalks and similar items), are reported in the governmental activilies column in the
governmenlal-wide financial slaiemenls. The Municipality defines capital assel as assets with an
inilial, individual cost of more than $25 and an estimaled useful life in excess of one year. Such
assets are reported at historical cost or estimaled historical cost if purchased or conslructed. Donated
capital assets are recorded alestimated fajr market value al the date ofdonation.

The cost of normal maintenance and repaiE that do not add lo the value of lhe asset or materially
extend assels lives are not capilalized.

Major outlays for capital assets and improvements are capitalized as poects construclion costs are
incuned.

Capital assets of lhe l\4unicipality are depreciated using the straighl-line method over lhe following
estimated useful lives:

Descriotion

Land rmprovements
Building and building imprcvements
lnfrastruclure
Vehicles, mach nery and equipment

UsefulLife

20 yeals

20-50 years

20"40 years

5 lo 15 years

Long.term obligations - The liabililies reporled in the governmenlwide fnancial statements included
general and special obligation bonds and notes, and other long{erm liabilities, such as vacation, sick
leave, liligation, long{erm liabilities to other governmental entities.

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

Deterred bond issuance costs - Bond issuance costs are reported as defeffed charges and
amortized as required by currenl standards. Govemmental fund types recognize bond issuance costs
as expenditures dudng the currenl period. Those issuance cosls, whether or not withheld from lhe
actualdebt proceeds received, are reported as expenditures in the appropriate fund.

RO.I.IAN TORO & CO , CSP C ifed Pub lit lc.ottlt dnt: o tBt\inetsCo yhants
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF CABO ROJO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

1. ORGANTZATTON AND SUMMARy OF StGNtFtCANT ACCOUNTTNG pOLtCtES (COtiTtNUED)

E. Assets, liabilities and net assets (Continued)

7. Deferred bond issuance cosb - Bond issuance costs are reported as defefied charges and
amortized as required by cunent standards. Governmental fund types recognize bond issuanie costs
as expenditures during the cunent period. Those issuance cosls, whether or nol withheld from the
aclual debl proceeds received, are reported as expendjlures in the appropriate fund.

8. Compensated absences - Employees accumulate vacation leave at a rate of 2.5 days per month up
to anaximum of 60 days. Unpaid vacalion time accumulated is fully vested to the employees from
the first day of work. All vacation pay is accrued when incuned in the governmenlwide financial
statemenls.

9.

Employees accumulate sick leave at a rate of 1.5 days per month up lo a maximum of gO days. upon
retirement, an employee receives compensation for all accumulated and unpaid sick leave al the
current rate, if lhe employee has at least 10 yeaE of service with the Municipality. All sick leave pay
and salary related benefits are accrued when incurred in lhe governmenlal-wide linancial statements
when the employee meets such criteria.

Claims and iudgments - The estimaled amounl of the liability for claims and judgments, which is due
on demand, such as from adjudicated or settled claims, js recorded in the general fund when the
liability is incurred.

Reservations of fund balance - Reservations of fund balance in the fund financial statements
represenl portions of fund balances that are legally segregated for specific future use or are not
appropriated for expenditure. The lVunicipalily has the following reservations offund balance:

a. Encunbrances Represent fulure expendilures under purchase orders, contracls and olher
commitments. These committed amounts generally will become liabilities in future periods as the
goods or services are received.

b, Debl Seruice Fund - Represents net assets available to finance fulure debt service paymenls.

c. Capital Proiects- Represent the reservation of amounts to be used for future expenditures for
capital projecls under contracls and olher commitments. These reserved amounts generally will
become liabilities in fulure periods as the projects are completed.

d, Other Specified Purposes - Represents amounls to be used for future expenditures of Federal
and Commonweallh's grants as well as funds reserved through enabling legislation passed by
government itself, to be used to finance activities other than construction or capital improvemenl
commilments.

10,
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COMMONWEALTH OF PUERTO RICO
AUTONOIIIOUS MUNICIPALITY OF CABO ROJO

NOTES TO BASTC F|NANC|AL STATEMENTS (CONTTNUEO)

YEAR ENDEO JUNE 30, 2O1O

1. ORGANtZATt0N AND SUMMARy OF StcNtFtcANT ACCOUNTTNG pOLtCtES (CONTTNUED)

E. Assets, liabilities and net assets (Continued)

'l'1. Net Assets -ln the govemmenlwide statements, net assets are segregated into three categories:

a. Invested in capital assels, nel of related debt: Consist of capital asset balances net of
accumulated deprecialion and outstanding balances of any bonds, notes and other borrowings
lhat are attributable to the acquisition, construction, or improvement of those assets. This
category should nol include cash that is restricted lo capilal assel acquisition or construction
(unspent bond proceeds) and any unamorlized debt issue costs.

b. Restricted net assets - Represenl net assets thal are subject to restrictions beyond the
Municipality's control. These include restrictions that are exlernally imposed (by creditors,
granlors , contributors, or laws and regulations of other governments) or restrictions imposed by
the law through constitutional provisions or enabling legislation (including enabling legislation
passed by the government itselD.

c. ljnrestricted net assets - Represent net assets that do not meet the definilion of net assets
invested in capital assets, net of related debt or restricted. Unreslricted assets are oflen
designated to indicale that management does not consider them to be availade for general
operalions. These types ofconstraints are intemaland management can remove or modify them.
Designations are not reported on the face of the statemenl of nel assets.

12. Accounting for Pension Costs - For the purpose of applying the requirements of GASB Statements
No.27 , Accounting for Pensions by State and Local Govemnent Enployers (GASB No. 27), the stale
governmenl of lhe Commonwealth of Puerto Rico is considered to be the sponsor of the Employee,s
Retirement System of the Govemment of Puerto Rim and its lnstrumentalilies (ERS) and System
2000, a multi-empbyer coslsharing defined benefit plan and a hybrid defined conlribution plan,
respectively, in which the employees of the L4unicipality participate. The [.4unicipality is considered a
participant and not a sponsor, of these relirement systems since the majority of the particjpants in lhe
aforementioned pension trust funds are employees ofthe Commonweallh of puerto Rico. Accordingly,
no portion of the nel pension obligation (NPO) related to ERS has been allocated to the lVunicipality in
the accompanying basic financial statements. The basic linancial statements of lhe Commonwealth of
Puerto Rico report the lolal amount of the net pension obligation of ERS, including any amount that
may corespond to the [,4unicipality.

ROMAN TORO & CO., CSP Certilied Public Accot lk' ts ak.t Busincss Cons hants
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1. 0RGAN|ZATt0N AND SUMMARY OF StcNtFtCANT ACCOUNTTNG pOLtCtES (CONTTNUEO)

E. Assets, liabilities and net assets (Continued)

,l3. lnterfund and inka-entity transactions - The l\.4unicipalily has the following types of transactions
among funds:

a. operating Transfers- Legally required transfers that are reported when incuned as ,,Operating

transfer-in" by the recipient fund and as "Operaling transfers-out" by the disbuIsing fund.

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

14. Risk financing - The lVunicipality caffies commercial insurance lo cover casualty, thefl, tort claims
and olher losses. lnsurance policies are negoljated by the puerto Rico Treasury Depa(menl and
costs are allocated among all the l\y'unicipalities of puerto Rico.

Cosl of insurance allocated lo the l\4unicipality and deducted from the gross propedy tax collections by
the l\,4unicipal Revenue Collection Center ("CRl[/") for the year ended June 30, 2010 amounted to
M10,897. The current insurance policies have not been cancelled or terminated. The CRIIV also
deducted $511,812 for workers compensalion insurance covering all municipal employees.

'15. Use of estimates . The preparation of the basic financial statemenls in accordance wilh accounting
principles generally accepled in the United Siales of America requires management to make
eslimates and assumptions that afiect the reporled amounls of assets and liabilities and disclosure of
contingent assels and liabilities at the dale of the basic linancial statements and the repo(ed amounts
of revenues and expenditures during the reporling period. Actual results could differ from those
estimales.

COi,IIiONWEALTH OF PUERTO RICO
AUTONOMOUS i,lUNICIPALIIY OF CABO ROJO

NOTES T0 BASTC FtltANctAL STATEiTENTS (CONTTNUED)

YEAR ENDED JUNE 30, 20IO

CASH, CASH EQUIVALEI{TS, AND INVESTMENTS IN COMIiIERCIAL BANKS

The lvunicipalily mainlains its cash deposits in vaious commercial banks located in puerlo Rico and
Government Development Bank for Puerlo Rico (GDB). proceeds from bonds and funds relaled to certain
granl awards are requjred by law to be held with GDB.

The Municipality adopted the provisions of GASB Slatement No. 40 (GASB No. 4O), Depos/i ard
/nvestnert Risk Disc/osure, an Anendment to GASB Statemen, No. 3. This statement requires that state
and local govemments disclose essential risk information aboul deposils and investments. The disclosure
rcquiremenls cover four main areas: (1) credit isk, (2) interest rate risk, (3) custodial credit risk, (4) foreiqn
exchange exposure.

ROMAN TORO A CO., CSP Ceiife.l Public Acco$tants an.l Busiicss Conettants
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COMi'ONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF CABO ROJO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED}

YEAR ENDED JUNE 30,201()

2. CASH, CASH EQUIVALENTS, AND INVESTMENTS IN COMMERCIAL BANKS (CONTINUED)

Credit risk - This is the risk that an issuer or other counterparty to an investment will not fulfill its obligations.
ln compliance wilh the laws and regulations of the Commonwealth, the lvunicipality has adopted]as it,s
custodial and credit risk policy, lhe statemenl of lnvestment Guidelines foi the Govemnent of the
commonwealth of Puefto Rico. Accordingly lhe Municipality invests only in obligations of the commonwealth,
obligations of the united states ofAmerica, cedficates of deposits, commerciaipaper, bankers'acceptances,
or in pools of obligations of the municipalities of puerlo Rico, which are managed by GDB. According lo the
aforemenlioned investment guidelines, the l\y'unicipality does not invest in marlielable securities or ariy types
of investments for which crcdit risk exposure may be significant. Therefore, lhe Municipalily's management
has concluded lhat lhe risk relaled to any possible loss related to defaults bv commercial banks on the
[,4unicipality s deposits is considered tow al June 30 2010.

lnterest rate risk - This is the isk that changes in interest rates and fair values of debt investments will
adversely affecl the fair value of an investment. As of June 30, 2010, the [/unicipality's investments held in
commercial bank consist ofthe following debl securilies: .#*

Maturities June-3010.10
Tennessee VY Authodty, continuously callabte fron 311512013. At1Sl2O2S $ S0O,7BO

First PR Tax Targel l\rat lncome, callable 4t1l2O2S 2j3.g2i
PR Govemment Developmenl Bank, mntinuously callable ton 2lll21l1, 2ll l2O1S 1, j 6j,g11
PR Government Development Bank, continuously callable'fton 2ljl2111. Z1l2O17 707 ,4gO
PR Government Development Bank, conljnuously callable tron 2t1t2011. 2tltZOZO g1g,272

PR Government Development Bank, continuously callable ton 21112011. 2t1l2O2O 1,414,476
PR Government Development Bank, continuously callable ton 21112011. Zl1t2O22 2,020,0g0
PR Government Developmenl Bank, continuously callable ftorr, 2l1l21l1, 2ll t2O22 1,010,040
Federal Home Loan Banks, continuously callable lron 1211012010. 12ljOt2OZ4 2S4,Us
Federal Home Loan Banks 2126t2025 497,500

rThese bonds ae ca tab e on an, 0r," .0", *" ,no 
"., 

0.," ,n,, n. ,"lrllf 
$ 8189219

The l,4unicipality does not have a formal policy limiting inveslment maturities that would help manage its
exposure to fair value losses from increasjng interest rales.
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF CABO ROJO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

2. CASH, CASH EQUIVALENTS, AND tNVESTtItENTS tN COMMERCTAL BANKS (CONTTNUED)

Custodial credit risk - ln the case of deposits, this is the risk that in the event of a bank failure, the lvlunicipality,s
deposits may not be lecovered. Pursuant to the Statenent of lnveslnent Guidelines for lhe Governneni ot ihe
Connonweallh of Puetlo Rlco the balances deposited in commercial banks by the iilunicipaiity are insured by the
Federal Deposit lnsurance corporation (FDlc) generafly up to a maximum of $250,000 per d;positor. rn addltion,
public funds deposited in commercial banks by the Municipality are fully pledged as collaterai when held, i0 the
l\runicipality's name, by the agenls of the Commonwealth,s Secrelary of ireasury. Deposits with GDB and
investme0ts held in commercial bank are uninsured and uncollateralized. However, no losses related to defaults
by GDB on deposit transactions or the banks currently holding the [,lunicipality's investments have been incurred
by lhe [runicipality through June 30, 2010. Therefore, the lvunicipality,s management has concluded that at June
30,2010 the cuslodialcredit risk associated with the lVunicipality's cash, cash equivalents, and investments held
in commercialbank is considered low.

Foreign exchange rist - The risk that changes in exchange rates willadversely affect the value ofan investment
or a deposit According to the aforementioned investment guidelines, the l\runicipality is prevented from investing
in foreign securilies or any other types of investments i0 which foreign exchange risk exposure may be significani
Accordingly, management has concluded that the foreign exchange risk related to the l,4unicipality's deposits is
considered low at June 30, 2010.

Cash in Banks -The lllunicipality's cash and investments at June 30, 2010 are composed of: (1) demand
deposits in commercial banks, (2) demand deposits in the Governmenl Development Bank of puedo Rico (GDB,
fiscalagent), and (3)cash equivalents in commercial banks.

Commonweallh of Puerto Rico laws authorize govemmental entities to invest in direct obligations or obligations
guaranteed by lhe federal govemment or Puerto Rico's Governmenl. The Municipality is also allowed to invest in
bank acceplances, other bank obligations and cedificates of deposit in fnancial institutions authodzed to do
business underthe federaland Govemment laws.

lJnder Commonweallh of Puerto Rico statutes public funds deposited in commercial banks must be fully
collateralized for the amount deposited in excess of federal depository insurance. All securilies pledged as
collateralare held by the Secretary ofthe Treasury of Puedo Rico.

The [,,lunicipality's bank balances in commercial banks of approximately $1,832,419 in the general fund we.e fully
collateralized at June 30, 2010. The deposits al GDB of approximalety $5,207,534 in the debt service tund,
$8,863,870 that is restricted for the construction of a convention center and, $1,971,589 that is restricted for other
governmental funds, arc unsecured and uncollateralized, as no collateral is required to be canied by
govemmentalbanks.

lnvestment held yrith Commercial bank - The investmenl held with commercial bank consisls of $7,550,000
undisbursed proceeds of Commonwealth Legislalive Resolutions. The funds eam interest al a variable rate
between 4.62% and 6% and are valued at fair market prices.

ROTLAN TORO & CO., CSP Cenilied Public Acconlants a dBushessCo suttants
PO BOX 3013 YAUCO pR 0a698 S04l . TEL. (787)856 62t) FLy /787t 856-6231
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF CABO ROJO

NOTES TO BASIC FINANCIAL STATEI'ENTS (CONTINUED)

YEAR ENDED JUNE 30, 20,IO

3, RECEIVABLES

A. Municipal License Tax - The Municipality imposes a municipal license lax on all businesses lhat
operate within the [/unicipality, which are not totally or partially exempt from the tax pursuant to the
lndustrial lncentives Act of the Commonweallh of Puerto Rico. [,4unicipal license tax receivable of 91,823
represents filed municipal license tax returns thal were uncollected as of June 30, 2010, net of allowance
for uncollectibles.

Municipal Sales and Use Tax - lndividuals, organizalions and entilies subject to mllecl lhe municipal
sales and use tax must fle a lax relurn lo the Municipality. The tax is due the 10th day of each month
based on lax collected in the preceding month. Municipal sales and use lax receivable of $159,206
represents the tax collected on June by individuals, organizations and entities but reported and paid 10

the l\/lunicipality on or before July 10, net of uncollectible accounts.

Renls and Construction Permits - The Municipality has various facilities which generate rent revenue,
and had reporled $'1,167 for rents due but not paid as of June 30, 2010. The lilunicipality imposes a
construction permil lax on mnslruction activities perfomed within ils territory, and had reporled $109,356
for eligible construclion activities which had nol yet paid the lax as of June 30, 2010.

B.

c.

D. Ohers - other receivables mainly consist of other laxes, fines and penalties receivable and accrued
interest receivable.

DUE FROM (TO) GOVERNMENTAL ENTITIES

Amounts due from govemmental entities as ofJune 30, 20'10 follows:

Commonwealth government:
Governmental Entitv

Municipal Revenue Collection Center("CRll\y'') (General Fund)

MunicipalRevenue Collectiofl Center ("CRlltl') (Debt Service Fund)

P.R. Treasury Depadment (Christmas bonus)

P.R. Treasury Depa(ment (Sales and Use Tax-oebt Service Fuod)

P.R. Deparlment of Labor-Law N0.52
P.R. Deparlment of Labo.,Law N0.82
Commonwealth Legislative Resolutions
P.R. Electric Power Aulhority (PREPA)

P.R. Solid Waste Management Authority
Olhels
Total

Amount

$ 250,s56
49,485

188,756

69,173

57,397

39,097
'123,093

501,588

27s,000
1.229

$_lto5tz{
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COMi'O],IWEALTH OF PUERTO RICO

AUTONOi/IOUS I,IUNICIPALITY OF CABO ROJO

NOTES TO BASIC FINANCIAL STATEi'ENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

4. DUE FROM (TO) GOVERNMENTAL ENTITIES (CONTINUED)

Amounts due from governmental entities as of June 30, 2010 follows:

Federal governmenl:

Governmental Entitv

Child Care Block Grant
Energy Efliciency Block Grant
US Departmentof Housing and Urban DevelopmenlcDBc
Others

Total

Amounl

5. INTERFUND TRANSACTIONS

lnterfund receivables and payables at June 30, 20'10, and interfund transfers during the fiscal year ended al

June 30, 2010, are summarized as follows:

a. oue trom/to other lund and Advances from/to other funds:

$ 101,865

2,980
37,842

485

$_14iJ12

$ 18,043

99,743

32'1.709

$43919i

Amount

$ 1,000

43,182

74.035

$ I82rl

Receivable Fund

Generai Fund

General Fund

General Fund

Tola

b. Transfer in/out to otherfund

Tmnsfer out

General Fund

Commonwealth Legislative
Resolulions Fund

olher Governmental Funds
Tola

Pavable Fund Pumose

HUD Programs Fund Reimbusable Expenditu€s

CommonwealthLegslativeResolutionsFund RelmbursableExpendilures

Olher Govemmental Funds Reimbursable Expendilores

Transfer in

Comnronwealth Legisiatve
Resolutions Fund

GeneIal Fund

Genera Fund

PulDos6

Reimbu6able expendrturcs

Capital Poects

Reimbursable expendilures

ROMANTORO & CO
PO ROX JO4] YAUCO PR

CSP Celilieti Ptlhlic Acco$tants and B sinas\ Co ellant\
00698-j041 . TEL. (787) 856-O20 FAX: 1787)356-6:J)
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COi/ITIONWEALTH OF PUERTO RICO
AUTONOi'OUS MUNICIPALIW OF CABO ROJO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED}

YEAR ENDED JUNE 30, 2O1O

6. CAPITAL ASSETS

Capital assets and depreciation activity as of and for the year ended June 30, 2010 is as follows:

Govemmental Activities:

Capital assets, not being depreciated:

Lend

Conskuction in progress

Total capilal assets not being depreciated

Capilal assels, being deprecialed:

Land improvements

Bu d nqs and buildinq improvemenls
lnfraslruclure
Vehicles machinery and equipmenl

Tolal capital assets being deprecialed

Less accum!lated deprecialion for:

Land rn provements

Buildings and building improvements
lnirastructure

Vehicles machinery and equipment

Total accumulated deprecialion

Total capital assels being depreciated, net

Govem menlal aclivilles capilaiassets, net

Balance
Retirements JuIq3!,2010

Balance
Julv 1.2009

$ 3,461,491

5.674.970

9.136.461

2,727,013

29.638,133
20,351.963

9 945 923

(1.697,921)
(6 562,907)

\7,511,225)
(4.902.033)

(20.674.086)

41.988.946

$llt25!407

$ 9,942,374

10.877.144

20 819 518

Additions

$ 6,482,919 $ (2,036)

6.620.343 {1.418.169)

13.103262 t1.420205\

1,211,338
1,099,355

2 866 209

- 2,727,013
(16,004) 30,833,467

21,451,318
(921\ 10 500 518

(16 925) 65.512.316

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

Governmental activities:

General government

Public works and sanitation

Public safety

Culture and recreation
Health

Welfare and community developmenl
Education

Total depreciation expense{overnmental activities

ROTAN TORO &CO., CSP CefliliedP blicAccamtantsn dBusin!ssCo sulkt ts
PO BOX 3043 yAUCO PR m698 t01l . TEL /787) 856 610 F.Ly: t787) 856-6211

(132,576) (1,830,497)

(804,669) 13,403 (7,354,173)
(1,007,848) (8,519 073)

i638.483) 697 (5 539 819)

(2 583 576) 14 100 t23.243.562\

282.633 {2.825) 42.268.754

$13385395 $11323-030 $ 63,008212

Amount

s 348,864

1,376,092

138,582

601,776
324

110.755

7.183

$2t83t76
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COi,lMONWEALTH OF PUERTO RICO
AUTONOI'OUS MUNICIPALITY OF CABO ROJO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

7. DUE TO OTHER GOVERI,IMENTAL ENTITIES:

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

Governm6ntal Entitv

General Serv ces Adminislralion
Reliremenl System Administralion
Puerlo Rico Aqueduct and Sewer Authorly
Tolal

DEFERRED REVENUES

Amount

$ 1,348

151 553
13 860

$ 166 761

A. Municipal License Tar - The delerred revenues of $1,699,433 in the general fund relates to municipal
license tax collecled in fscal year 200910 that will be eamed in fiscal year 20'1011.

B. lntergovemmental - Deferred revenues from the Commonwealth Governmenl which represents revenues
not available as required by cufient standards. The detail of those balances as of June 30, 2010 is as follows:

Maior fund-General Fund:

P.R Electric Power Aulhority

P R. Depadment of Treasury-Christmas Bonus reimbuEement
P R. Department ol Labor -Law No.52

P.R. Department of Labor -Law No.82

Maior tund.Debt Service Fund:
P.R.oeparlmenl ofTreasury-sales and use taxes (debt service fund)

Maior fund-Commonwealth Leqislativo Resolutions Fund:
Commonwealth Leg slalive Resolutions

Oth€r qovernmental f unds:
P.R. Solid Wasle l\,4anagemenl Authoity

Total

C. Federal Govemment - Deferred revenues represent the portion of federal grants

qualifying expenditures have not been incurred, detailed as follows:

illaior f und-Communilv Development Block Grant Fund:

IJS Deparlrnent of Housing and Urban DevelopmenloDBc

Oiher oovemmental funds:

Offrce of Elderly Affairs

Olhers

Total

ROlLlN TORO & CO . CSP Ce i.fied Public .lccooltants and Rusiness Consuhants
PoROXJ043 YAUCO PR 40698-341J . TEL. (787) 856-6J24 f1X:087)8566233

Aogun!

$ 501,588

188 756
53,250

39,098

30,000

123,093

275.000

sl210J!5

received for which

Amount

$ 13,353

12 606

485

120J44
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COMMONWEALTH OF PUERTO RICO

AUTONOMOUS MUNICIPALITY OF CABO ROJO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUEO)

YEAR ENDED JUNE 30, 2O1O

9. LONG.TERMLIABILITIES

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

Description
Beginning
Balance

Ending
Balance

DueWithin
0neYear

Borowings or Payments or
Additions Deductions

General, Special obl gatons Bonds

Noles payable to CRIM-Ll[,lS

Note payable to CRll,l-Financing ol
delinquent accounts

Nole payable to P.R. Deparhentof
Labor

Nole payable lo PR Solid waste
i,{anagement Aulhorlty

Nole payable to solid wasle landfill

Note payable to ERS

obligalion under capital leases

Compensaled absences

Chistmas bonus

Claims andjudgments

Payab e to PREPA

Payab e to CR M-ercess ol prcperty

lax advances over aclual collecl ons

Total

$15,267,055

212,569

306,689

5 9.405 000

271.836

$(1,334,000)

(81,308)

(13,335)

$ 23,338,055

131,261

293,354

271,436

6 219

$ 1,493,055

86,218

13,334

90 612

6,21913,466

583,657

35,456

160 911

3.521 859

421215

134.000

362.246

84,575

819,027

377,511

25 000

278,685

\7,247)

(583,657)

(35,456)

(35 661)

(675 510)

\421,275)

(134,000)

039,343)

125 254

3665.376

377.511

25.000

501,588

36,978

2s0,000

377,511

25,000

139,343

9955114 976 99 551

$21J1)3lm lr1J92@ $0.460J94 s 28,835,001 $2,617,821

1. Generaland specialobligation bonds and notes - lhe lrunicipality's outstanding generaland special obligation

bonds and notes at June 30, 2010 amount to $23,338,055. All these bonds are serviced by the Governmental

Development Bank of Puerto Rico (GDB) maturing at various dates. As required by law, the Commonwealth

Govemment is obligaled to collect propefty taxes for paymeni ol principal and interest on bonds and notes ln

addition, .2% ofthe .5% municipal sales and use tax collected by the P.R. Department of Treasury is deposited in

a'l\y'u0icipal Redemption Fund'to finance loans to lvunicipalities subject to restdctions imposed by law. Debt

se ice funds has been established for the bonds and notes at GDB with $e proceeds oflhose property and sales

a0d use laxes, whercby sufficienifunds must be set aside in oderio cover the prciected debt seNice requirement,

belore any oew bonds are issued.

RO|UN IORO & CO., CSP Ceflilied Public Acca&tdntsa d Bulletj Coni tatus

Po ROx 3A4l \'lUCo PR 00698-J043 TEL. 17871856-6120 FA,Y: (787) 856 6233



COMMONWEALTH OF PUER'O RICO

AUTONOMOUS MUNICIPALITY OF CABO ROJO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR EI'IDED JUNE 30,201O

9. L0NG.TERMLIABILITIES(C0NTINUED)

A detailof the general and special obligation bonds and notes as ol Juoe 30, 2010 follows:

Outstanding
Amount

1985 public improvement bonds of $300,000 due in ann ual installments ranging from $4,000 $ 22,055

to $22,000 through January 1 2011tbearing nterestat6125 %

1992 public improvement bonds of $880,000 due in annual installments rangingfom $20,000 324'000

to $61,000lhrough January 1, 2016; bea ng interesl al5.0 %

1993 public improvement bonds of $454 000 due in annual installrnents ranging Ircm $10,000 192,000

to $32,000lhrough January 1, 2017t bearing intercsl aI5.0 %

1 996 public improvemenl bonds of $ 105,000 due n annual nslallments ranging from $5.000 10,000

lo $10 000 throLrgh January 1, 2010; bearlng intercst at 6.30 %

1997 public improvement bonds of$765,000 due in annual installments ranging from $15,000 405,000

to $75,000 through January 1, 2016i bearing interest at rales Enging Irom 6 23% to 6 58%

(6.30% at June 30,2010)

1997 gene.al obligat on notes of$1,735 000 due in annual inslallments ranging flom $40,000 920 000

to 5165,000 thrcuqh January 1, 2016; bearing interest at Gtes ranging from 6 23% to 6 58%

(6 30% al June 30,2010)

1999 general obligalion bonds of $830,000 due in annualinstallmenls ranginglrcm $10,000 630,000

to $70,000 hrough July 1 , 2023; bearing nterest al rates Gnging lrom 5.86% to 6 56%

(5.86% al Jone 30, 2010)

1 999 general obligation bonds of $ 1 ,31 0,000 due in annual installments [anging from $50,000 500,000

lo $140,000 through July 1, 2013; bearing intelest Iales ranging lrom 5 86% to 6.11% (5 86%

al June 30,2010)

20OO general obligatron bonds of $2,040,000 due in annual installmenls ranging irom$80 000 935,000

to $215,000lhrough July 1, 2014; bearing interest al €tes rang ng frorn 4 30% to 4.73%

(4.30% atJune 30,2010)

2003 general obligelion bonds of$4,425,000 due n annual lnslallmenls ranging frcm $75,000 3,670,000

lo $345,000 through July 1, 2026; beaing inlerest at rates ranging from 4 30% to 5 60%

(4.30% al June 30, 2010)

2004 general obligation bondsof$305.000 due in annual inslallments Enging from $35,000 50000

to $50,000 through July 1.2010;bearng interestof4.50%

Continue

ROMAN TORO & CO., CSP Ceiifie.l Public Accotntants and Bushess Co suhotlts
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COMMONWEALTH OF PUERTO RICO

AUTONOMOUS MUNICIPALITY OF CABO ROJO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30,201O

9. LONG.TERM LIABILITIES (CONTINUED)

0utstanding
Amount

20M general obligatron bonds of$505,000 due in annual inslallments langing from

$10,00010 $40,O0Othrough July 1 2028;bearing intercst at rales ranging tom 4 36% lo 435'000

5.31% (4.500/0 at June 30, 2010)

2004 general obligation bonds of$545,000due in annual installments ranging from

$10,040 b $35,000 through July 1, 2028; bearing inleresl rates ranging from 4.36% to 465'000

5.31% (450% at June 30,2010)

2004 gene€l obligalion bonds of $1,000 000 due in annual inslallments rang ng from

$20,000 to $75,000 through July 1, 20281 bearing interesl al rates ranging fiom 4.36% to 870,000

5.31% (4.50% at June 30, 2010)

2004 general obligation bondsof$505 000 due in annual inslallmenls rangrng from

$4O,O0O to $65,000 thrcugh J uly 1 , 2014i beadng intercst at mles langing from 4.36% to 285,000

4 73% 14.50% atJune 30,2010)

2006 general obligation bonds of$850,000 due in annualinstallments ranging from

$1OO,O0Olo $145,000though July 1 2012;bea ng interest at rales ranging from 410,000

1.53438% to 7.00% (1.53438% al June 30,2010)

2006 general obligation bonds of$355,000 due in annual installments ranging fiom $5,000

to $25,000 lhrough July 1 , 2030; bearing nterest at rales Enging ft'om 4 36% lo 5 31 % 335,000

(4.50% al June 30, 2010)

2006 gene€l obligalron note of$1,775,000 due in annual installmenls ranging lrom

$200,400 to $31 5,000 lhrough J uly 1 , 201 3; bearing interest at rales ranging from 1 ,1 25,000

1 53438% to 7.50% (1 .53438% al June 30, 2010)

2007 general obligation note of $71 0,000 due n annual lnslallments ranging from $80,000

to $1 2i,000 thrcugh Ju ly 1 , 2014; beaing inieresl al rates ranglng from 1 .534380/0 to 545,000

7.50% (1.53438% at June 30,2010)

2008 general obligation nole of$1,850,000due in annual installmenls ranging from

$45,000 to $ 175,000 hmugh July 1 , 2028; beaing interest at rates ranging from 1 53438% 1 ,805,000

lo 7.50% (1 53438'/" at June 30, 2010)

2010 general obligation bonds of $9,405,000 due in annual installments ranging tom

$ igS,doo to $zgs]OOO tt rorgh J uly 1 , 2034; bea ng nterest rangrng from 6.00% lo 7.500/0. 9'405 000

Total 1211338.055

ROM4N TORO & CO-, CSP C.rtifte.l Public Accot tdnts and Busi,1?ss Co sulta ts
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COMI'ONWEALTH OF PUERTO RICO

AUTONOi'OUS MUNICIPALIW OF CABO ROJO

NOTES TO BASIC FINAI{CIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

9. L0NG.TERM LIABILInES (CONTINUED)

Annual debt service lequirements to maturity fol bonds payable are as follows:

Year Ending
June30.

2011
2012
2013
2014
2015

2016-2020
2021-2025

202G2030
2$1-2435

Total

Princioal

$ 1,493,055
1,515,000
1,623,000
1,582 000

1 211,000
3 774,000
4,395,000

4,305,000
3.440.000

$23tt8055

lnterest

$ 880,5s5
1,393,279

1,295,774

1,196,135

1,111,396
4,755,310
3,507,291

1,964,452
677.690

i10?81,882

4.

3.

LIMS Repayment Plan - During the fscal year 2000-2001, the lr,lunicipality authorized the CRllvl to retain

the conesponding portion for the financing project of Land lnformation Management System- LIMS,

contracted by the CRllV. A total of $691,648 is to be retained in a ten years pe od at an interest rate ol

5.950/0 unlil November 28, 2011. At June 30, 2010, lhe oulstanding debt balance is $131,261. This amount

is presented in the government-wide financial slatements

Property Taxes Debts - These amounts represents the balance owed to the Treasury Departmenl and to

the Municipal Revenue Collection Center ("CRl[,4") at June 30, 2010 as described in Note 10.

Note Payable to Puerto Rico Solid waste i,tanagement Authority - 0n February 2006, the [4unicipality

entered hto a financing agreement wilh the Authority for a lotal amount of $50,256 for goods and services

provided in prjor years The agreement is in the form of a non-interest bearing note (imputed interest of

b.Og"Z') payiote iri monthly ins6llments of $647, and a final payment of $1,827 due in February 20'11. The

note baiance as of June 30, 2010 is net of an unamorlized discount of $655 and is being paid from

unreslricted funds.
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COi/lMONWEALTH OF PUERTO RICO

AUTONOMOUS MUNICIPALITY OF CABO ROJO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED}

YEAR ENDED JUNE 30,201O

9. L0NG-TERM LIABILITIES (CONTINUED)

5. Note payable to solid waste landfill site contractor - These amount represents the balance owed to

the municipal landflll administrator and a waste disposal services contractor as ofJune 30,2010 The

owed balance is being paid from proceeds from debt issuance.

6. Compensated absenc* - The governmenlwide statement of net assets includes approximately

$2,041,357 of accrued sick leave benefits, approximately $1,394,513 of accrued vacation benefits, and

approximately $229,506 forcompensalory leave benefits, representing the lvlunicipality's commitment to

fund such costs from future operations.

7. Operating leases -The l\runicipality is obligated under certain leases accounted for as operating leases.

Operating leases do not give rise to property rights or lease obligations, and therefore, the results of the

lease agreements are not reflected in the Municipality's financial statements.

The following is a schedule by yeals of fulure minimum renlal payments under operating leases that

have initial or remaining non-cancelable lease terms in excess of one year as of June 30' 2010:

Governmental
Activities

$ 40,916
40,916
40 916
10 229

17.7271

Year Ending
June 30.

2011

2012
20'13

2014
Amounl Representing interest

Total m nimum paymenls required

8. Christmas Bonus - represents the accrued portion corresponding to fiscal year 2009-2010 of the

Christmas bonus to be paid in Decembel2010.

Claims and Judgments - represent the final settlement of legal cases paid subsequent 10 June 30,

2010. The awarded amount will be paid with unrestricted funds.

Payable to CRIM, property tax advances - represent amount reported by CRIM on preliminary

settlement of excess of advances over actual collections of ploperty taxes.
10.

ROMAN TORO & CO' CSP Ceilied Pubtic Accomta ts und Busi rss Consuha ts
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COMMONWEALTH OF PUERTO RICO

AUTONOTIOUS MUNICIPALITY OF CABO ROJO

NOTES TO BASIC FINANCAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 201O

9. L0NG.TERM LTABILITIES(CONTINUED)

11. Payable to PREPA - As required by Act No. 83 ol May 2, 1941, the Puerlo Rico Electric Power

Auahority ("PREPA') should annually pay to the lVunicipality's of Puerto Rico a contribution in lieu of tax

("CELl'i based on certain requirements as specified by the mentioned Act The amount of CELI

;bligation is used by the l\.'lunicipalities to finance lhe annual electdc utility expense payment to PREPA

For fiscal year 2006-2007, the excess of M18,027 of the l\runicipality's annual energy charges over the

CELI obligation detemined by PREPA was recorded as a payable to lhe l'lunicipality and will be

amortized over a 3 year period against lhe corresponding receivable for the same amount. As of June

30, 2010, the outstanding amount of $278,685 is recognized by the Municipality as a receivable and a

liability lo PREPA. Also, as communicated by PREPA, the excess amouni of $222,903 corlesponding to

fiscal year 2007-2008 was also recorded as a payable and a receivable for lhe same amount No

amortization peiod was established by PREPA

,I(). PROPERTY TAXES

The personal property lax is self assessed by the taxpayer on a return which is to be filed by ["lay 15 of each

year with the lvlunicipal Revenue Collection Cenler ("CRl[,1'), a governmental entity created by the

government of Puerto Rico as part of the l,4unicipal Legislation apploved in August 1991. Realploperty tax is

assessed by the CRIM on each piece of real estate and on each building.

The assessment is made as of January 1 of each year and is based on current values for personal property

and on estimaled values as of 1957 for real property tax. The tax on personal property must be paid in full

together wilh the retum by l\.'lay 15. The tax on real propery may be paid in two installments by July 1 and

January 1. The CRll\.l is responsible for the billing and collections of real and personal property taxes on

behaf;f all the municipalities of puerto Rico. Pior to the beginning of each fscal year, the CRll\,4 informs the

Municipality of the estimated amount of property lax expected to be collect for the ensuing fiscal year.

Throughoui the year, the CRll\4 advances funds to the lVunicipality based on the initial estimated collections,

as modified by the quarterly revisions of estimates required by law. The cRllvl is required by law to prepare a

liquidation statemeni on a iiscal year basis, whereby a comparison is made behveen the amounts advanced

to the Municipality and amounts actually collected from taxpayers. This pleliminary liquidation has to be

completed on a freliminary basis not later than three months afler fiscal year€nd, and a fnal liquidation

mad; not later than six months after year-end, subiect to the veificalion by its lndepefldent Auditors. lf the

cRllvl remits to the l\,4unicipality property tax advances, which are less than the tax aclually collected, a

receivable from the cRlM is recorded at June 30. However, if advances exceed the amount actualiy collected

by the cRl[,4, a payable to the cRlM is recorded at June 30. The cRlL4 issued the preliminary settlement

noting that the collections exceeded advances by $250,556.

RO.VAN TORO & Co., CSP C.fti|ied Publi. ,lLcotntaits o .l B siness Co s tants

po Box t043 vALico PR a0698 3A43 . TEL. (787) 856-62)A FLY: 087) 856 33
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COMMONWEALTH OF PUERTO RICO

AUTONOMOUS i'UNICIPALITY OF CABO ROJO

NOTES TO BASIC FINANCIAL STATEiTENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

10. PROPERTY TAXES (CONTINUED)

On December 31, 1992, the Municipality enteled into an agreement with the Commonwealth of Puerto Rim

for the repayment of excess properiy tax advances. As ofJune 30,2010, the related unpaid properly tax

advances included in the Slalement of Net Assets amounted lo $99,551 and is payable as follows:

Year Ending
June 30.

2011

Amount

$99 551

Tolal $99151

On June 26, 1997, Public Law No. 21 was enacled, authorizing the CRllVl, among other things, 10 sell the

property tax receivables related to laxpayers who owned ploperty taxes from 1974 to 1996. Such property

lax receivables were purchased by the Public Financing Corporation, a subsidiary ol the Government

Developmenl Bank of Puerlo Rico {GDB) using the ploceeds of a bond issuance executed for such purposes.

Said Law imposed the CRIM the obligalion to replace uncollectible property tax receivables with any valid

property tax receivable or equivalent in money. Subsequent to the approval of the Law and to the sale

transaction, it was detected that a substantial percentage of the receivables sold were uncollectible. ln order

to protecl the economic damage to the financial structure of municipalities caused by the substitution of

uncollectible tax receivables with sound collectible receivables, on October 11, 2001' Public Law N0 146was

approved and enacted. Through this Law, the CRll\,4 was authorized to obtain a loan from any qualified

financial institution and pay n advance the outstanding balance of the bonds issued and any related cost

incurred for the purchase by the Public Financing Corporalion (a GDB subsidiary) of the tax receivables. The

loan is being paid by the municipalities thru a 30 year long-term financing negotiated by the CRIM with GDB

on behalf oi such municipalities as authorized by the indicated Law. Du ng the first live years of the note,

commenced in July 1, 2003, the l.4unicipality shall pay only interest. At the end of the first five years of the

nole, the repayment terms and condilions of the note shall be renegotiated to allow the lvunicipality to pay

the outstanding balance of lhe note in equal installments of principal plus interest, lhrough maturity. As of

June 30, 2010;the related unpaid propery tax advances included in the Statement of Net Assets amounted

to $293,354.

The annual tax rate is 9.030/o for real propery and 7.03% for personal properly of which 1.03Y0 of both tax

rates are for the redemption of public debt issued by the commonwealth of Puerto Rico. The remaining

percentage is distributed as follows: (a) 4.Oo/o and 6.0%, respectively, represents the Municipality's basic

froperty iax rate which is appropriated for basics and accounted for in the general fund. A portion of such

amouni is deposited in an equaiization fund together with a percentage of the net revenues of the Puerto

Rico eleclronic lottery and a subsidy from the commonwealth of Puerto Rico. From such fund, a distribution

is made to all municipalities; (b) 2.0% represents lhe ad valorem iax restricled for debt service and accounted

for in the debt service fund.
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COMMONWEALTH OF PUERTO RICO

AUTONOMOUS i/lUNICIPALIIY OF CABO ROJO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2()1O

'ro. PRoPERTY TAXES (CONTINUED)

Residenlial real property occupied by its owner is exempt by law from the payment of property taxes on the

first $15,OOO of the assessed value. For such exempted amounts, the Puerto Rico Treasury Department

assumes payment of the basic lax 10 the lvunicipalities, except for property assessed at less lhan $3,500 for

which no payment is made. As part of the l\]lunicipal Autonomous Law of 1991, the exempt amount to be

paid by the Puerto Rico Treasury Department to the lvunicipalilies was flozen as of January 1, 1992 |n

addition, the law grants a tax exemption from the payment of personal property taxes of up to $ 50,000 of the

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

11. MUNICIPAL SALES AND USE TAX:

On July 4, 2006, the Commonwealth Legislature approved Act. No. 117 (Act 117") which amends the Puerto

Rico lnternal revenue Code of 1994 to provide, among other things, for a sales and use tax of 5 50/o to be

imposed by the Commonwealth Govemment. Act 117 also aulhorizes each municipal government to impose

a municipal sales and use tax of 1 570. This municipal sales and use tax has in general the same tax base

and limitations (except for unplocessed foods) as those provided by the Commonwealth's sales and use tax

Section 6189 of the Puerto Rico lnternal Revenue Code of 1994, as amended, authorizes the l\'lunicipalilies

in Puerto Rico to impose a sales and use tax to consumers This tax must be imposed in conformity wilh the

base, exemptions and limitations contained in Subtitle BB of the Code. The municipal sales and use tax is

specifically imposed over all sales transactions of taxable items and combined transactions (as defined by ihe

municipal internal regulation) taken place within municipal limits. The municipal sales and use tax is also

specifically impose over lhe pulchase price for the use, storage oI consumption of taxable transaclions (as

defined by the municipal internal regulation) laken place within municipai limits. The lvlunicipal Legislature

approved the imposition of the municipal sales and use tax effective on November '15, 2006.

On July 29, 2007, the Commonwealth of Puerto Rico Legislature approved Act No. 80 ("Acl 80") which

amends Act No. 1170f July 4, 2006 to impose to all municipalities of Puerto Rico a uniform municipal sales

and use tax of 1.5%. Effective on August 1, 2007 1% of the 1 50/o is collected by the ['4unicipalily's and the

remaining .50/o of the 1.50/0 is collected by the Puerto Rico Department of the Treasury (PRDT)' Act 80 also

provides for restrictions on the use of lhe sales tax, which is required to be invesled in solid wasle and

recycling programs, capital improvemenls and health and public safety costs.

ROM4N TORO &CO. CSP Ceniled Public Accomtantsand Business Consultants
po Box 3043 vAUCO PR (M698-101t . TEL. (787) 8566220 FAX: 087) 856 6233
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COMMONWEALTH OF PUERTO RICO

AUTONOMOUS MUNICIPALITY OF CABO ROJO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O'IO

11. MUNICIPAL SALES AND USE TAX: (CONTINUED)

Amount mllected by the PRDT (the remaining .5% of the 1.50/o) is deposited in accounts or special funds in

the Governmental Development Bank ("GDB"), subject to restrictions imposed and distribuled as follows:

. .2% of the .5% will be deposited in a "Municipal Development Fund' to finance costs as restricted by

the Act,

. .20lo of the .5'lo will be deposited in a "lvunicipal Redemption Fund" to finance loans to l.4unicipalities

subject to restrictions imposed by the Act, and;

. 1% of the .50/o will be deposited in a "Municipal lmprovement Fund" to finance capital improvement

projects; this funds will be distributed based on legislation from the Commonwealth's Legislature

The Municipal Legislature amended Municipal Ordinance No. 3 Series 2006-2007 to conform to dispositions

of Act 80.

lndividuals, organizations and entities subject to collect the municipal sales and use tax must ile a return to

the Municipality. Tax is due each 20hday of each month based on tax collected in the preceding month

The Municipality collected $2,040,371 during the year ended June 30, 2010. Also, $1,215,808 from the

Municipal Redemption Fund are included in the Debt Service Fund.

12. PENSION PLAN

The Employee,s Relirement system ol the commonwealth and its lnstrumentalities (the Retirement system)

is a cosishiring multiple defined benefit pension plan sponsored by, and reporled as a component unit of the

commonwealth of Puerto Rico. All regular employees of the Municipality under 55 years of age at the date of

employment become members ofthe Retirement System as a condition to theiremployment

The Retirement System provides retiremenl, death and disability benefits pursuant to legislation enacted by

the Govemment of Puerto Rico's legislature. Disability retirement beflefits are available to members for

occupational and non-occupational disabiliiies

Retirement benefits depend upon age at retirement and lhe number of years of creditable service. Benefits

veslafter len years of plan parlicipation.

ROl,L,lN ToRo & CO., CSP Cei$ed Public ALtontantsat.l Business Consuhuntt

Po BOX 301J YAUCO PR M698 3013 TEL.1787) 8i6'O20 F.'tY: (787)8566233
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COMMONWEALTH OF PUERTO RICO

AUTONOi/lOUS MUNICIPALIW OF CABO ROJO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 201O

12. PENSIoN PLAN (CONTINUED)

l\,lembers who have attained 55 years of age and have completed at least 25 years of creditable service or

members who have aflained 58 years of age and have completed ten years of creditable service are entitled

to an annual benelit payable monthly for life.

The amounl of the annuity shall be one and one'half pelcent of the avelage compensation, as defined,

multiplied by the number of years of creditable service up to twenty years' plus two percent of lhe average

compensalion, as defined, mulliplied by the number of years ofcreditable service in excess of 20 yeals. ln no

case will the annuity be less than $200 per month.

Padcipanis who have completed at least 30 years of creditable service are entitled lo receive the l\4erit

Annuity. Parlicipants who have not attained 55 years of age will receive 65 percent of the average

compensation, as defined; otheMise lhey will receive 75 percent of the average compensation, as defined.

No benelits are payable if the participant receives a refund of his/her accumulated contributions

Commonwealth legislation requiles employees to contribute 5.775% for the irst $550 of their monthly gross

salary and 8.2750lo lor the excess over $ 550 of monthly gross salary' The [.4unicipality is required by the

same statute to contribute 9275% of the participant's gross salary. Total [.4unicipality contributions during

the year ended June 30, 2O1O amounted to approximately $734,264. This amount represented 1000/0 of the

requrred contribulion.

On September 24, 1999, an amendment to Act No. 447 of [4ay 15, 1951, which cleated the Relirement

System, was enacted with the pulpose of establishing a new pension program (System 2000). Employee's

participation in the cunent system as of December 31, 1999, may elecl to stay in the defined benefit plan or

transfer to the new program. Persons joining the Municipalily on or after January 1, 2000' will only be allowed

to become members of System 2000. Syslem 2000 will reduce the retirement age from 65 years to 60 for

those employees whojoined the currenl plan on or after April 1, 1990.

System 2OOO is a hybrid delined contribution plan, also known as a cash balance plan. Under this new plan,

there will be a pool of pension assets, which will be invested by ERs together with those of lhe current

defined benefit plan. The commonwealth of Puerto Rico will not guarantee benefits at retirement age. The

annuity will be based on a formula which assumes that each year the employee's contribulion (with a

minimum of 8.275% to the employee's salary up to a maximum of 10%) will be invested in an account which

will either: (1) earn a fixed rate based on the two-year Constant l,4aturity Treasury Note or, (2) earn a rate

equal lo 75% of the retum of the ERS'S investment portlolio (net of managemenl fees), or (3) earn a

combination of both alternatives.

ROMAN T)RO & CO. CSP Cei$ed Public Accowtantsa Business Consultatlts
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COi,lMONWEALTH OF PUERTO RICO

AUTONOMOUS MUNICIPALITY OF CABO ROJO

NOTES TO BASIC FINANCIAL STATEITEI,ITS (coNTlNuED)

YEAR ENDED JUNE 30, 2O1O

12. PENSt0N PLAr{ (CONTINUED)

Participanls will receive periodic account slatements similar to those of defined contibution plans showing

their accrued balances. Disability pensions will not be granted under System 2000. The employels

contdbution (9.275% of the employee's salary) will be used lo fund the current plan

Additional infomation on the Retiremenl System is plovided in its fnancial statements for the year ended

June 30, 2010, a copy of which can be obtained from the Retirement System, Minillas Station, PO Box

42003, San Juan, PR 00940-2003.

LANDFILL CLOSURE AND POSTCLOSURE CARE COSTS OBLIGATIONS

The l,4unicipality discontinued the operation and ceased to accept solid waste in one of its two landfills. state

and Federal laws and regulations require the [,4unicipality to perform certain closure procedures and establish

monitoring and maintenance procedures at the landfill site for lhirty (30) years after closure The closure and

post closure care procedures are being assumed by the lvunicipality As guidance for calculation of total

closure costs, ihe Municipality utilized an estimate provided by the Puerto Rico Waste Disposal Aulhority.

The l.'lunicipality is required to provide post closure care after the closure is completed. Total post closure

care costs has not been determined and accounted as lequired by accounting principles generally accepted

in the United States of America as of June 30, 2010.

The lvlunicipality also has a solid wasle landfill, which is in operation as of June 30, 2010. The total estimate

of the closure and post closure care costs of lhe landfill and the portion of the estimated current costs of

closure and posl closure care costs has nol been determined and recorded as required by accounting

principles generally accepted in the United States of America as of June 30, 2010. The final effect of these

matters cannot be properly determined. The [.lunicipality has reserved $14,507 as of June 30, 2010 to

iinance future closure and post closure care costs of this solid wasle landfill. This reserve has been created

by legislation.

13.

14. RISK MANAGEMENT

The Property Division of the Municipality is responsible of assuring that the l\4unicipality's property is properly

insured. Annually, the Property Division compiles the information of all property owned and its respective

market value. After evaluating ihis information, the Properly Division submils the data regarding lhe

lvunicipality's properlies to the Public lnsurance Department at the Department of the Treasury of the

commonwealth of Puerto Rico who is responsible for purchasing all property and casualty insurance policies

of all municipalities. settled claims have not exceeded commercial coverage in any of the past three (3) flscal

years

ROMA|\,|IORO & CO-, CSP Cetlifed Public Accomlantsand Business Consuhants
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15. COMMITI/IENTS AND CONTINGENCIES

A. Federal Grants:

The l.4unicipality pariicipates in a number of federal financial assistance programs funded by the Federal

Govemment. Although the l\,4unicipality's grant programs have been audited in accordance with the

provisions of the single Audit Act of '1996, through June 30, 2010, these programs are still subiect to financial

and compliance audits by the granting agencies and the resolulion of previously idenlified questioned costs.

The amount, if any, of expendilures which may be disallowed by such audits cannot be deiermined al this

time, although the l\,lunicipalily management expects such amounts, if any, not to be material.

B- Claims and lawsuits:

The Municipality is a defendanl in a numberof lawsuits arising principally from claims against the L4unicipality

for alleged imploper actions, and other legal matteE that arise in the ordinary course of the Municipality's

activities.

With respect lo pending and thlealened litigalion, lhe Municipality has repo(ed liabilities of approximately

$25,000 for awarded or anticipated unfavorable judgments in the Government-Wide financial statements.

This amount was lncluded in the financial statements and represents the amount eslimated as a probable

liability or a liability with a fixed or expected due date, which will require future available financial resources

for its payment.

It is management's opinion, based on the advice of the legal counsel, that the potential claims against the

lvlunicipality nol covered by insurance will not materially affect the llnancial resources lor its paymenl.

C. Construction commitments

The Municipality has commitments at June 30, 2010 of approximately $18.6 million for the construclion,

improvement and renovation of various municipal infrastructure and buildings.

16. FUTURE ADOPTION OF ACCOUNTING PRONOUNCEMENTS

The GASB has issued the following statements that have etlective dates after June 30, 2010, for wtlich lheir

impact on lhe l\/lunicipality's basic financial statements have not yet been delermined:

COi/lMONWEALTH OF PUERTO RICO

AUTONOMOUS MUNICIPALITY OF CABO ROJO

NOTES T0 BASIC FINANCIAL STATEITENTS (COI{TINUED)

YEAR ENOED JUNE 30, 201l)

a. GASB statemenl No.54, Fund Balance Reporting and Governmenlal Fund Type Definitions,

which is effective for periods beginning after June 15, 2010.

b. GASB Concepts Statement No. 5, Service Efforts and Acconplishnents' an Anendnent of

GASB Concepls Slatemenls No. 2. This Statement provides a framework to be used by the

GASB in considering guidance for reporting SEA by state and local governmental enlities and

amends teminology and other information in GASB:CS'2
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COMMONWEALTH OF PUERTO RICO

AUTONOi'OUS MUNICIPALITY OF CABO ROJO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30,201()

- 
17. PRIOR PERIOD ADJUSTMENTS

A. GOVERNMENTAL FUND FINANCIAL STATEMEI'ITS

* 
The following reslatements have been made in lhe govemmental fund financial statements, which are reported as an

adjustmentto the beginning fund balances:

- 06,:;ffij'llg,*- o"*r",,," '"fllfiHlon ."",".0". n",ffi'""o,
D.lc.iprid G.mrarFund G;nrFund Fund *?"jlT* c'nter Fund ruid' lot'l

- 
Fund balame,besinn ng $ 548.192 ($13.353) $2665527 35,331.651 $ ts,567261 $14099278

Rmlsificalon Ircm F0nd

F nancia Slateorenls lD GvvFs

_ (Depadnenr ol Labordebl) 205 805 205'805

To adi6l prior yeai due to

Gene;alFuM- (28.75r) _ 43 355 19604

To adisl Onor yed dounts
p"y"6e

Flnd bal.nce beginning,

- a! Estii.d tL051i1(t 6!&!U 12.00!.122 l5.;li1,ii1 + 1L115,fin l.,4,iflL$o

B. GOVERNMENTAL.WIDE FINANCIAL STATEMENTS

The following restalements have been made in lhe governmental-wide fnancialstatements, which are reported as

an adjustment lo beginning net assets:

oescdotion Total

Netassels, beginning s47 889 967

Redassifcalion from Fund Financral Slatemenls to GWFS

(Deparlmenl of Labo[ debt) - 
205'885

Nel assets beginning as resialed $48!95J72

18. SUBSEQUENT EVENTS

on August 24, 2010, the lllunicipal Legislature approved the issuance of a special obligation bond charged to the

l!,4unicipal Redemption Fund, forthe amount of$4,530,000, forthe financing of waste disposal services and landfill

administralion. Repayment oflhe bond is scheduled from July 201'l through July 2020.

EI'ID OF NOTES
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COMMONWEALTH OF PUERTO RICO

AUTONOMOUS MUNICIPALITY OF CABO ROJO

BUDGETARY COMPARISON SCHEDULE- GENERAL FUND

(SEE NOTE TO BUDGEIARY COMPARISON SCHEDULE)

YEAR ENDED JUNE 30, 2010

ActualAmountB FinalBudget

Budoe{ed Amounts (Budgelary Basb) Pcitive
Oriqinal Final (See ote 1l 0{€gative)

REVEIUES:

Fees, fines and chaoes lor seniffs

Olher

Totai revenues including budqet caryover

A(PEIDITURES:

Currenl

Publicworks and sanilaton

Cu llre and recreat ofl

Wellare and community developmenl

Educalion

OIHERFl{AxCl GSOURCES{UsEs)l

Transler in

Tola olherlinandng sources (uses)

EXCESS IOEFICIEI{CY) OF REVEI{UESOVER{UNOER)

EXPEIIDTIURES, EI{CUiIBRAIICES AIID OTHER

f lt{a[c[{G s0lJRcEs {usEs)

$ 7,134,926

2,652,500

2,755,970
3,976,246

600,000

17.319.U2

6 0& 337

2_532674
6,197136

814,489

1,052,4S9

1,723,507

18.419.642

$ 7134 926

2 6s2,500
3,085 666

3,976 246

600.000

200.000

17.649.338

7028,661
2386,608
6095,405

809 489

1U6,702
1721,r]f3

u.220

19.102.148

$ 7 875 790

2621,323
3 085,664

2,611444
203,057
151.675

16.5().953

$ 6,971,393

2391,972
6044,988

809 567

869138
1714,n4

33 480

18.835.268

2,197.744
(800.0001

$ 1!88-0111

$ 740,864
(31177)

t2)
(1,364,802)

(396,943)

{48.3251

(1.100.3851

$ 57 268
(5,364)

50,417
(78)

157,564

6,333
740

266.880

(55,106)

(55106)

l@lll

1900,000 2,252-810

{800 000) (800.0001

1.100.000 1452.810

$ . s

Exp analion oi D ferences Beiween Budgetary lnfows and outf ows and CMP Revenues and Expendilures:

SourceMnllows of esources:

Acrualamounls (budgetary bash)'availabefor appropdatron'lrom the budgelary compadson schedule

Diflereicesbrdgel to GMPI
Reve n ues re.lrded in lhe accrual bas s for f nancial reponin g pLr rposes but nol n lhe cu ned yea r budget

TGnsfeFin recoded in lh e acctu al basis ior f nanclal reponin g pu rposes bul not n lh€ cu renl year bu dget

Total rcvenue3 and othel linancing 3ources as rBported on lhe stdenent of revellueB, €rp€nditules, and changes in

lund balancB

llses/ouillows of resources:

Aciual amounls (bldgelary basis)"lotal charges lo approprialions' Imm te budqelary compaison schedule

Difteenc€s-budget lo GMP:
Expendllures €corded in the accrual basis for fnanc al reponing purpos€s

whose linancing sources u/€re not included n lhe curenl year budgel

Operal ng transfer oul to olher funds

Prior year encumbrances recorded as curenl year expend lures Io. GMP basis

Cunenl year encumbrances lecorded as €xpendilures lor budgetary punoses

Total elpenditure3 and other financing uses as r€ported on the stalement of revenuea, e$endituI$, and chang€s

in fund balances

RO|LAN TORO A CO-, CSP Cetliled Public Aconta tsand Bustuess Consuha ls

PO BoX 3043 YAItCo PR 00698-J043 . TEL. (787) 856 6220 F,l't: (787) 856 6233

s18746,657

836 878
117.217

&19700J52

$19,635,268

2457,325
(1,000)

(690,731)

$,1269,622
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COiIMONWEALTH OF PUERTO RICO

AUTONOMOUS MUNICIPALITY OF CABO ROJO

NOTE TO BUOGETARY COMPARISON SCHEDULE. GENERAL FUND

YEAR ENDED JUNE 30, 2O1O

NOTE 1. STEWARDSHIP, COMPLIANCE AND ACCOUNTABILITY

Budoetarv Control

The lvunicipality's annual budgel is prepared on the budgetary basis of accounting, which is not in accordance

with USGAAP, and represents deparlmental appropriations recommended by the Mayor and approved by the

Municipal Legislature prior to the beginning of the fiscal year. Amendments to the budget require the apploval

ol the [,4unicipal Legislature. Transfers of appropriations within the budget, known as Mayor's Resolutions' do

not require the approval oflhe lvlunicipal Legislature.

The lvunicipality prepares ils annual budgel including the operations of the general fund. For budgetary

purposes, encumbrance accounling is used. The encumbrances (i.e., purchase ordeE, contracts) are

considered expenditures when incurred. For IJSGAAP repoding purposes, encumbrances outstanding al yeal-

end are reported as reservations of fund balances and do not conslitute expendltures oI liabilities because the

commitments will be honored during the subsequent year.

The unencumbered balance ol any appropriation at the end of the fiscal year will lapse al the end of such fiscal

year. Other approprialions, mainly capital proiect appropriations, are continuing accounts for which the

ir4unicipal Legislature has authodzed that an unspent balance from the prior year be carried forward and made

available for current spending.

The annual budget as presenled in the Budgetary Comparison Schedule'General Fund is the budget ordinance

at June 30, 2010 representing onginal budget. There were no supplemental appropriations for lhe year ended

June 30, 2010.

END OF SECTION

ROMAN T)RO & CO, CSP Cetiled Public Accontakts and Business Consultunts
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COMMONWEALTH OF PUERTO RICO

AUTONOMOUS i/lUNICIPALITY OF CABO ROJO

SCHEDULE OF EXPENDITURES OF FEDEML AWARDS

FISCAL YEAR ENDED JUNE 30, 2O1O

FEDEML GRANTOR / PASS THRO!GN

cMNroR/ PRoGRAM oRCLUSTERTTTLE

FEDEML PAss-TtrRouc#

CFDA EIflIY IOENTIFY NG FEDEML

NIfisER NUMBER EXPENDITURES

U.S. Depa ment of &dcoltue:

Pass-Throqh: Puerto Rico Deparlment ol Educalron:

Cni6 and Adull Cae Food Pogram ......................... ... .. .. ... 10.558 Not availaue

lJ.S. Drpadrnent of HoGlng and Utten lhvdopment:

Communry Developmenl Bloclt GEnuEnlrrcmenlGranis
(COBG) - Clustel ....... 14218 1,087,283

ARRA Communily oevelopmenl Elock Gralt ARM
(CDBGRi (R€covery Aci tund€d)........... .................... ... ........ 14.253 13-744

Tohl Communily Develoflnent Bloct Ciranls Clusler .. ... ..... 1 161.027

ARRA Homelessness Preventioo And Rapid ReHousinq

Program (HPRP) (Re.olery Ac1 funded) .......... ... .......... ... .. . $.A2 14'1n

Seclion 8 RenlalHousing Choice Vouciers ...........,,.. ,.. ......... . 14.871 492 539

Total U.S. Dep.tn nl of Hooling and Ulban DGv€lopm.nt 1 727 69'

U.S. oepaiment of Ju3llcei

Pass-Throqhr Puedo Rico Department ol Juslice:

ARRA Edvard Byme Merno.ial Juslice Assistance Granl

(JAG) Proglam (i€.overy Acl ,unded) .... ... ............. ... ............ 16.8m 2009SU39{53 7 5{0

U.S. D€paftnen[ of E ergy:

ARRA Energy Elliciency and Conservalion Block Grart

Pmsran lE?cBG) (R;covery Acl Funded) ... ... .. ... .. .. .. ... 81.128 7'162

Conlinue
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COMMONWEALTH OF PUERTO RICO

AUTONOI'OUS i/lUNICIPALITY OF CABO ROJO

SCHEDULE OF EXPENDITURES OF FEDEML AWARDS

FISCAL YEAR ENDED JUNE 30, 2O1O

FEoER,{L GRqNroR / PAss THRoLTcB

GMNToR/ PRoG&qM oRCLUSIER TrrLE

FEoEML PASS.TNROUGH

CFDA ENI]TY IDENTIFY NG FEDEML

NUMBER NUMEER EXPENDITURES

U.S. Depatment of Health and Human Seryic$:

Pass Through Programs:

Pass-Trcugh: Pueno Rm Oflice of the Governor - Ollice

lor Eldedy Persons Alfairs

SpecialProgram lorAg ng Tille ll, Pa( B . .. .. .. . .. 93.044 Nol availabe 94.582

Pass Thrcugh: Puerlo Rco Depannenl ol the Farnly

Chldcareand Deve opmenlBlock Glant.. 93.575 Nol avaiable 192,830

ARRA Chid Care and Developrnent B ock Grant
(Recovery Acl lunded) . 93575 241-2010{00286 5-577

Tora Chiidcaeand Developmenl Bloct &anl.. .. 198.407

Total U.S. Depadment of Health and Human se ices .......

- u.S. Dep.imert ot Homeland Secudty:

Pass-Through: Pue.lo R co ollice ol lhe Governor:

- Disaster Granls - Plblic Assislance. . .. . 97.036 023-99023-00 2U'375

Pass-Through Puerlo Rico Deparlrnenl oI Juslice:

- Homeland Securily Pmgram.. . . 97 067 20046E T4{08 45-428

Tohl lJ.S. Department of Homeland Secudty 3m.801

Tolal Expenditures ol Federal Av/ards s2J6tti2

See notes to this schedu e
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COMMONWEALTH OF PUERTO RICO

AUTONOMOUS MUNICIPALITY OF CABO ROJO

NOTES TO SCHEDULE OF EXPENDITURES OF FEDEMLAWARDS
JUNE 30, 2()I()

NOTE A- BASIS OF PRESENTATION

The accompany ng sched!te ofexpenditurcs offede[alawards includes the federalgrant activity of lhe i.lunlclpallty and is

presented on the;odified accrual basis of accounting Expenditures are rccognized wh€nlh€ related liabilily is incured.

ihe informaUon in this schedule is prcsented in accodance wilh the requirements of OIIB Ckcular AJ33, 'Audits ol

slates, Local Governmenls and Nonprcilt organizations" Thercforc, some amounts presented in this schedule may d fer

from the amounts presented in, or used in lhe preparation of, the basic financ alslalements.

NOTE B ' FEDERAL CFOA NUMEER

The catalog of Federal Domestic Assislance (oFDA) Number is a program identillcalion number The lirst two digils

identify the fedeGl department or agency thal administeF the program and the last three numbers are assigned by

nume calsequence.

NOTE C - PASS.THROUGH ENTITY IOENTIFYING NUMBER

State or local govemment redistributions offederal as/ads to lhe lt4unicipality known as "pass-through awards", should be

treated by tha l',lunicipality as though they were received direc1y from the federal govemmenl. 01VB Circul61 A-133

requ les lhe schedule to include lhe name ot the pass-through enlily and the identifying number assigned by lhe pass-

lhrough entty lor the federcl awards received as a sub recipient Numbers idenliled as N/A are not applicable and

numbers identfed as N/AV are notavaibbb.

NOTE D - RECONCILIATIOI.I OF EXPENDITURES PRESENTED II{ THE SCHEDULE OF EXPENDITURES OF

FEDEML AWARDS TO THE EXPENOITURES PRESENTED IN THE BASIC FINANCIAL

STATEMENTS

Desc ption

Community
Development

Block Grant Fund

Oher
Govemmental

Funds

't0.558

14.218

16.803

81.128
93 044

93.575
97.036
97.067

'fotal fedeEl awards expend ures

Total nonfederal awads expenditures

Total expenditures, fund statemenls

1 161 427

1,161,027

147,8U

19,964

7,540

7,162
94.582

198,407

264,375

45,428

637,458

3,1?A 273

308,921 3,771 731

END OF SECTION
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REPORT ON INTERNAL CONTROL OVER FINANCIAL REPORTING

AND ON COMPLIANCE AND OTHER MATTERS BASED ON AN AUDIT OF FINANCIAL

STATEMENTS PERFORMED lN ACCORDANCE WIIH GOWRNMENT AUDlIll'tG SIAI'DARDS

Honorable Mayor and l\rember olthe
[ilu nicipal Assembly

l\runicipality of Cabo Rojo, Puerto Rico

we have audited the fnancial slatements oI the govemmental activities, the business-type activities, each major

tund, and the aggregate remaining tund information oI ['lunicipality ol Cabo Roio, Puerto Rico as of and for lhe year

ended June 30, i010, which collectively comprise l\lunicipality of Cabo Roio, Puerto Rico's basic rinancial stalemenls

and have issued our report thereon dated February 1, 2011. Tie report on governmental activities and general fund

was qualifed becaitse ihe [,4unicipality of cabo Rojo, Puedo Rico excluded its obligalion fol closure and postclosure

carc costs in rclation to its municipal solid waste lafldfill. we conducted our audit in accordance wiih audiiing

slandards generally accepted in the united states of America and lhe slandards applicable to fnancial audits

contained ,; Govemmertlud,{irg Sfardards, issued by the Comptroller General ofthe United Slaies

lnternal Control Over Financial Reportirg

ln planning and performing our audit, we considered lrunicipality of cabo Roio, Puerto Rico's inlernal controlover

financial r;porting as a baais for designing our auditing procedures for lhe pu.pose of expressing out opinions on the

fnancial stateme-nts, but not for the purpose of expressing an opinion on the effectiveness of Municipality of cabo

Rojo, Puerto Rico's intemal control ovel financial reporting- Ac.ordingly' we do nol expess an opinion o0 the

effectiveness ofthe l,ilunicipality of Cabo Rojo, Puerto Rico's internal control over financial reporling

our conskjeration of internal control over inancial reporting was lor the limited purpose described in the preceding

patagraph and was not designed to identiry all deficiencies in intemal control over frnancial reporting hat might be

iigniicant deficiencies, or;abrial weaknesses and therefoie, there can be no assurance ihat all deficiencies,

si;nificant deficiencies, or mateial weaknesses have been identiried However, as descrjbed in ihe accompanying

s;edule offndiflg and questioned costs, we idenlified several deficiencies in intemal control over fnancial reporting

lhat we consider to be mateial weaknesses.

A deficiency in internal control exists when the design or operation of a cofitrol does not allow management or

employees in a nomalcou6e of peforming their assigned functions to prevent, or detect and conect misstatements

on a limely basis. A material weakness is a deliciency, or a combinalion of deliciencies in intemal control such that

there is a;easonable possibitity that a material misstatement ol the entity's financial statements willrct be prevented,

or detected and conected on atimely basis. we considered the dericieflcies described in the accompanying schedule

of linding and questioned cosls as ilems 2010-ll'1, 20't0-ll'2, and 2010-ll-3 to be material weaknesses
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Compliance and Oher Matters

As part of obtaining reasonable assurance about whether i,4unicipality of Cabo Rojo, Puerto Rico's fnancial
statements are free of material misstatement, we performed tests of its compliance with ceftain provisions of laws,

regulations, contracts, and granl agreements, noncompliance with which could have a direct and material effect on
the determinalion olfinancial statement amounts. However, providing an opinion on compliance with those prcvisions

was not an objective of our audit, and accordingly, we do not express such an opinion. The resufts of our tesls
disclosed no inslances of noncompliance or other matters lhat are rcquired to be repoded und$ Govenmental
Audiling Standatds.

Municipality of Cabo Rojo, Puerto Rico's responses to the tindi0gs identifed i0 our audit are described in the

accompanying Schedule of Findings and oueslioned Costs. We did not audit the [,lunicipality of Cabo Rojo, Puerto

Rico's responses and, accordingly, we express no opinion on them.

This report is intended solely tor he informatior and use of management, others within the entity, L4unicipal

Assembly, and federal awarding agencies and pass-through entities and is not intended to be and should not be

used by anyone otherlhan these speci,ied parties.

P*- 7; t'
ROMAN TORO & CO., CSP
LICENSE#35.IN FORCE

Yauco, Puerto Rico

February 1, 2011

Stamp #2583298 was aflixed to
the originalol this report

ROMAN TORO & CO., CSP Ce iJied Public Accot tants and Business Consuhants
Po Box 301t vAUCo PR 00698 3013 . TEL.1787) 856 6220 F$: (787) 856-6233
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INDEPENDENT AUDITOR,S REPORT ON COIyIPLIANCE WTH REQUIREIyIENTS THATCOULD HAVE A
DIRECT Ai'ID MATERIAL EFFECT OII EACH MAJOR PROGMM AND ON INTERNAL COI'ITROL

OVER COMPLIANCE IN ACCORDANCE WITH OMB CIRCULAR A.133

Honorable Mayor and lvember of lhe
lllu nicipal Assembly

Municipality of Cabo Rojo, Puerto Rico

Compliance

We have audited Municipality ol Cabo Rojo, Puerto Rico's compliance, with tE types of compliance requirements
descdbed in the OMB Circulat A-133 Compliance Supp/ement that could have a direct and material effect on each oI
lrunicipality of Cabo Rojo, Puerto Rico's majo.lederal programs for he year ended June 30, 2010. l,4unicipality of
Cabo Rojo, Puedo Rico's major federal programs are identified in lhe summary of auditor's results section of the

accompanying schedule of fndings and queslioned costs. Compliance with $e requirements of laws, regulalions,
contracb, and granls applicable lo each of its major federal programs is lhe responsibility of i.lunicipality of Cabo

Rojo's managemenl. Our .esponsibility is to express an opinion on l\,4unicipality ol Cabo Rojo's compliance based on
our audit.

We conducted ouraudit ofcompliance in accordaoce with auditing standads generally accepted in the United States

of Amedca; tre slandards applicable to fnancial audits contained in Govennent Auditing Standards, issued by the
Comptroller General of the United States; and OMB Circular A133, Audils of States, Local Govennents, and Non-
Profit Organizations. Fhose slandards and Ol\,lB Chcular Al33 .equire lhat we plan and perform the audit 10 obtain
reasonable assurance about whether noncornpliance with the types ol compliance requi.emenb refercd lo above
lhai could have a direct and material effect on a major federal program o@ured. An audil includes examining, on a

test basis, evidence about lrunicipality of Cabo Rojo, Puerto Rico's compliance with lhose requircments and
performing such olher procedures as we considered necessary in the circumstances. We believe lhat our audit
provides a reasonable basis forour opinion. Our audit does not provide a legal deierminatio. of Municipality of Cabo

Rojo, Puerto Rico's compliance with those requarements.

ln our opinion, lrunicipality of Cabo Roio, Puerlo Rico, complied, jn all material respecls, with the compliance
requiremenls refered to above that could have a direct and mate al effecl on each of ils major fuderal programs for
the year ended June 30.20'10.

lntemal Control Over Compliance

lranagemeot of Municipality of Cabo Rojo, Puerto Rico, is responsible for establishing and maintaining effeclive
;ntemal control over compliance with lhe requirements of laws, regulations, contracts, aod grants applicable to
bderal programs. ln planning and performing our audit, we conside.ed Municipality of Cabo Rojo, Puerto Rico's
intemal control over compliance with lhe requirements that could have a direct and material eflect on a major federal
program to determine the auditing procedu.es for the purpose of expressing our opinion on compliance and to test
and report on intemal conlrcl over compliance in accordance with OMB Circular AJ33, but 0ol for the purpose of
expressing an opinion on the effeclive0ess of internal control over @mpliance. Accordingly, we do not express an
opinion on the effectiveness of ltlunicipality ol Cabo Rojo, Puetu Rico's internal control over compliance.



lnternal Control Over Compliance (continued)

A deficiency in intemal control ovet conpliance exisb when the design or operaton of a control over compliance
does not allow management oremployees, in the nomalcourse ofperforming their assigned funclions, to prevent, or
delect and conect, noncompliance with a type of compliance requirement of a federal program on a tjmely basis. A
naleial weakness in intenal contrcl over conplibrce is a defciency, or combination of defciencies, in internal
contlol over compliance, such lhat there is a reasonable possibility thal material noncompliance with a type of
compliance requirement ofa federalprogram willnol be prevented, or detected and conected, on a timely basis.

Our consideration ol internal control over compliance was for the limited purpose described in he first paragraph ol
this section and was not designed to identily all deliciencies in inte.nal control over compliance hal might be
deficiencies, significanl deliciencies, or malerial weaknesses. We did not identify any deliciencies in intemal conlrol
over compliance that we @nsider to be mate al weaknesses, as defined above.

This repo( is intended solely for the infornation and use of managemenl, Municipal Assembly, otheE within the
entity, federal awatding agencies, and pass-firough entities and is not intended lo be and should nol be used by
anyone olherthan these specified partjes.

ir..
ROMAN TORO & CO,, CSP

LICENSE #35.IN FORCE

Yauco, Puerto Rico

February 1,2011

Stamp #2583299 was affixed to

the original of this report

RONLAN TORO & CO.,
PO BOX 3013 YAUCO PR

CSP Ce ilied Public Accotntants and Dusiness ConsuLants
00698-3013 . TEL. (787) 856-6220 F,1'Y: O87) 856 6233
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_ 
COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITYOF CABO ROJO

SCHEDULE OF FINDIT,IGS AND QUESTIONED COSTS_ FOR THE YEAR ENDED JUNE 30. 2O1O

_ 
SECTION I- SUI/Ii'ARY OF AUDITORS' RESULTS

Financial Slatements

Typ€ ol ald lor's rcpon ssuedl El Unqualilied Opinion on E Oualllied Oprn on on
each majorfund and lhe govemrnenla aclivites
aggregale rcmain ng

lund rnlomalion

E Adverseopinion E D sclaimeropinion

E yes

- tsrerndlconlro over'nannalrepo4rq

. Signi,icanlconlroldeliciency dentfed?

. Malera weakness (es) dentifed?

Noncom pl an ce m alerial to fin a n c a slalemenls noled?

Foderal ABard.

nlernal control over maior proqrams:

. S Snifcanl controlderciency denlifled?

Maler a weakness {e9 ldent fred ?

Typ€ o, aud toas repon issued on mrnpliance lor

_ 
Mator Prograrns:

Any aldl inding discosed thal are requ red to be reponed

_ in accordance wilh Secllon 510(a)ol Circu arA-133?

ldenlilcrton oI Major Programs:

_ CFDA Number

Ev*
Ev*

Ev*
Ev*

E None reporl€d

Eto
Erc

E None repofled

Em

E Unqualilied Opinion E Ouailiedopnon

f] nouerseopno" E Dis( lainer opinion

Ev*

Name oi Federa Proaram orCusler

EM

Do larthreshod used to disl ngush belween

- Type A and Type B Prcgrams

14_218

14_871

Auditee qualiled as low rsk auditee?

Commun ly DeveopmenlBlock Granl- Enlllemenl Granls

Seclon 8 - RentalHous ng Choce Vouchers

$300,000

! ves Ero

ROM{N TORO & CO., CSP Certilied PLblic Accotnta ts and Business Consultants
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COMI'ONWEALTH OF PUERIO RICO
AIJTONOiIOUS MUNICIPALITY OF CABO ROJO
SCHEDULE OF FINoINGS AND QUESTIONED CoSTS (Continued)
FOR THE YEAR ENDEDJUNE 30,2OI()

SECTION II - FINAI,ICAL STA]EiIENTS FINDIiIGS

2010- .t

Type offindrng: Financial slatemenl fnding.
Situatjon: I\,laleial weakness over fnancial reporting; Compliance wilh stale and local rcgulalions
Federal Prcglam: N/A
Compliance Requiremenlsr N/A
PrioFYea(s) Audil Finding{s): None

Queslioned Costsi N/A

Condilidt:
fte ft,4lniopality's financial rcpoding system produced the June 30, 2010 fnancial slatements wilh several maleial
misstalements and missing disclosures.

Cohtext:
While the l\,4unicipalty nvesls significanl resources in terms ofpersonneland a third-pa y accountant firm in order lo mmply wilh
regulatory financial reporting requkemenls, the fnancial reportng process is mostly segregated between vadous aulomated and
manual rccords. The i,4unicipalily depends on three baslc acaounling 'systems": the locally-mandated OCAI\,4 syslem, a manual
accounling system (handwritlen records and IVS olfce documents) used by municipal linance employees, and manual re@ds
and documenls prepared and accounled by a third-party CPA accountjng seruice provrder The pmcess culminated in providing
us wilfl lhe unaudited fnancial slatements on December 20, 2010 more tran five months alter lhe fiscal year closing date at
June 30.2010.

The finanoal statements and noles lo us conlained vadous malerial misstatemenls, requi ng signifcant adjuslmenls to curent
year balances. A total of I significanl adjuslmenls, realassifrcalions, and modifcalions were requircd to lie accounting balances
and disclosures, which included the following srgnifr cant adjuslmenls:

1. Unrecorded and undeBlated expendilures, expenses, and cunent liabilities, totalins $1,413487;
2. overslatemenl ofcapital assets by $3,000,000;
3 l\,{issing disclosurcs relaling to accountinq policies, inveslments, and conslruction mmmilmenls.

These erols werc not detected by tre CPA seruice provider, who subsequently provided for all conectrons and adjuslments afrer
our suggeslions ln all, the lr,{unicipality's curenl year balances required signilScant adjuslmenls culminaling wilh lhe net effects
of a decrcase of $4,413,487 in rts total and currcnt-year change in Nel fuseb. The Municipallly, which had posilive balance

$693,959 General Fund's tund balance as of June 30, 2010, actually had a negative balance of $517,425 afrer all eno6 and
misslatements were corected.

Citeia:
Puerto Rico Law ,t81 of Augusl 30, 1991, otherwise known as lhe Aulonomous Municipalities Law, as amended, requires rn

Article 8.010(a)and (b)the l4unicipality to maintain a computer syslem and ac@unling procedures designed so as lo enable he
i,{unicipality to carry out lheir lasks, to mainlain uniform municipal accluting, provide a complele picture of the rcsults of
operalions, be in accordance with generally accepted accounting pinciples, and comply with lhe accounting slandads sel forlh
bylhe Govemmenlal Accounting Standards Board (GASB)

Cause:
The OCAM system, designed over 15 years ago, has technological limitations when compared to cuffenlly available resouces
and has very limiled technical support. The l\,lunicrpality also has several manualsyslems whrch accountfor differenl segments
of the Municipality's operalions. Personnel use tlese systems to perform budgel to aclualresulls analyses, account Ior @ceipls

and disbursements, for decision-making, and for reporls lo federaland localagencies.

Conlinue
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COMMONWEALTH OF PUERTO RICO
AUTONOMOUS MUNICIPALITY OF CAEO ROJO
SCHEDULE OF FINDINGS ANo QUESTIoNED COSTS (Continued)
FORTHE YEAR ENOED JUNE 30,2O1O

SECTIoN ll- FINANCIAL STATEMENTS FINDINGS, continued

2010-ll-1. conlinued

Cause, continued:
While each of lhese systems provide part of lhe necessary information to compile a full set of financial slalemenls, lhe final
compilaton has to be done manually by lhe lhird-pady service provider because neither of lhe systems has comprehensive self-
balancing acmunts ledgers encompassing all tre infomation ofthe Munrcipality, nor an ndividual process lo compile al least
basic linancial stalemenls on lheirown. Automalic yeaaend closing prcduces are not performed by lhe OCAM system to account
Ior all transaclions in order to poduce complele financial stalements ]le closing procedures and adjusimenis in order lo
compile GAAP-oriented trialbalances and ledge[s are performed manually by the third-parly provider, with lheir wo.k provided lo
the auditors for audiling. This prccess takes a significanl amounl of Ume and ncrcases lhe dsk of misstatemenl of aclounls, due
to lhe complexity oI the i,{unicipality's accounting organizaton and fund slrucfures and the accessibrlity oI reqlhed analysis and
documentalion.

Effecl:
The lrunicipality could notp/oduce GAAPrompliant financial statemenls, free from material misstatemenls, in a timely manner.

Auditols Recommendation:
The i,lunicipalily's iinancial reporting system should include increased monitoing and review ftom top management in order lo
avoid lhis srtuation in the future and lo improve lhe liming oflhe avalability of infomalion for the compilation and auditing oflhe
financiai slatements.

Views of rcgponsible olficials anal coftective actions:
The l,{unicipalily, n ils commitment lo transparency and accouniab lity
relied enlirely in one person, lo a team of relable and capable people,

Office lo perform these dulies ln a limely manner from herc on

has assigned lhese rcsponsibilties, which in lhe pasl

incuding lhe c.eation of the l,{anagement and Budget

RO|LAN TORO & CO., CSP Cetilied Public Accot tants and BusiEss Co sultdnts
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COMMONWEALTH OF PUERTO RICO
AUTONOiIOUS MUNICIPALITY OF CABO ROJO
SCHEDULE 0F FINDINGSAND 0UESTI0NE0 C0STS (Continued)
FOR THE YEAR EI{OED JUNE 30,2(),I()

SECTIOtI ll - FINANCIAL STATEMENTS FINDINGS (continued)

2010.1.2

Type of finding: Financial slatement.
Silualion: firaterial weakness over financial rcpodng; Compiiance with slate and local regulalions
Fedeml Progmm: Not applicable
Compliance Requirementsi Nol applicable
Prior-Yea(s) Audit Finding(s): None.

Qlestioned Cosls: Not applicable.

Conditioh:
The Municipalily of Cabo Rojo did not acaount $1 211,384 in costs incurred during trre 2009,2010 frscal year rclated to the
adminislration of its munlcipalsolid waste landfiil ($959,384)and lhe coilection ofsolid wasle acoss the lvunicipality ($256,000)
as of June 30, 20i0. These costs while contracted since 2000 for a continLring and necessary seNice, were not assigned
suffcienl budgel resources for ils payment dunng the year, while separate cosls incurrcd for the collection of solid wasle
thrcughoutthe i,{unicipality were notallocaled suffcient resources. as rcquired by state regulations.

Conlexl:
The lt{unicipality is curenlly operaling a municipal solid waste landfill ([4SWLF) as of June 30, 2010, which has been

adminislered by a privale conkactor since 2000 (lhrough a mntract wilh subsequenl amendmenls). When confiming account
payable balances of the lvunicrpalily, lhe private contractor confrrmed us a lolalliabllity owed by the [4unicipality to them for lhe
amount of $1,211,384. Add lional invesligaton revealed that, for the 2009-2010 frscal year, lhe l\,lunicipality had nol povided any
budgel allocalions for lhe $959,3M In costs and had not recorded lhese cosls witirin its records, neilher as an encumbrance
using purchase orders noran expendilureand a liability when lhe service was received and invoiced.

The lvunicipality's managemenl represenled lo us hal the resoumes for these costs arc fiom a new bond payable issued on
August 2010. When lhe prcceeds were linally available for use on ostober 2010, he Municipality prepared purchase orders
(#11'0862-4 and #11'0939)for lhe servlces already rendered and cosls aheady inc!fied in oder lo record the budget allocaiion
and use, and fnally rccorded lhe invoices againstlhe purchaseorders and subsequenty liquidated the debt.

Citeia:
GASB lnlerpretation No 6 Recognilion and l\,leasuremenl of Certain Liabilities and Expendilures in Governmental Fund
Financial Statements (par. 12) states that 'in the absence of an explicit requircmenl to do olherwise, a govemment should
a@rue a govenmenlal lund liabililyand expendrlure rn lhe period in which the government incurs the liabilily.'

Puerlo Rico Aulonomous lllunicipallties Law (Law 81 of August 30, 1991) stales that l\,,lunicipalilies cannot expend or incur in a
liabiiity in lhe liscal year any amounl that exceeds appop alions and the funds aulhodzed by lhe l\,lunicipal Legislature (article
8.004(b)). The Municipal Administration l\,lanualissued by the Puerlo Rico oficeofthe Commissionerfor l\4un cipalAflairs states
that Munlcipallties musl budget ils estimaled expenditures (Ch. ll, sec.4). and notexpend its resources orincur liabililies withoul
issuing purchase order (Ch. V, sec 2).

Caus€:
The l\,lunicipalily's managemenl represented lo us lhat lhe cosls weG not rccognized until lhe resou.ces to pay lhem were
available from theemission ofthe new bond liability.

Etrect:
For the lSscal year ended June 30, 2010, the Municipalitys linancial statemenls presented lo us did not account for expendilures
and expenses and rclated liabilities rcsultrng in material misstalements, which rcquircd audil adjustments for lhe corrections.

ROLUN TORO & CO., CSP CeiiJied Public Actomtantsand Business Consultanb
PO ROX 3043 yAUCO PR tX)698 3043 TEL. 1787) 856-6220 FAX: 087) 856-6233 60



- CoIiIMoNWEALTH OF PUERTo RlCo
AUTONOMOUS IiIUNICIPALITY OF CABO ROJO
SCHEDULE 0F FINDINGS AND 0UESTIONED C0STS (Continued)

_ FORTHE YEAR ENDED JUNE 30,2()I()

SECTIoN ll- FINANCIAL STATEMENTS FINoINGS (continu6d)

- 20't0- -2. continued

Au d ib t's Recon ne n d alion :

- The lvunicipality should properly budget its expected costs, and should always account lor all msts incurred even when no
budgel allocalions exisl in order lo avoid presenting financialrecords with matedal omissions.

Views ol tasponsible olftciab anal coiecliye actions:
- The lvlunicipa,ily issued a special obligalion bond for the cunent and fulure funding ol thls aclivily, however, the proceeds were

delayed in the administrative prccess by the bank, and therefore, were nol received at the end ofthe fiscalyear 2010. Asofthe

_ 
date ofhe auditols reporl, the proceeds have been received and lhe setuice fully paid.

ROM4N TORO & CO., CSP Ceiified Public Accoutants and Business Consulants
PO BOx 3013 vAUCO PR 00698-J041 . TEL.1787) 856-6220 FA,X: (787) 856 6233 61



CO'iIMONWEALTH OF PUERTO RICO
AUTONOMOUS Ii4UNICIPALITY OF CAEO ROJO
SCHEDULE OF FINDINGS AN0 QUESTIONED COSTS (Continued)
FOR THE YEAR ENDED JUNE 30,2O1O

SECTIoN ll- FINANCIAL SIATEIiIENTS FINDINGS (continued)

20101t-3

Type of f ndingr Financial statemenl.
Sifualionr lvlaterial weakness; Compliance wih fede€|, state and localregulalions
Federal Program: Not applicable, only federal rcgulalions relating to municipalsolid wasle landflls.
Compliance Requirements: Not applicable.
P orYea(s) Audit Finding(s): None.

oueslioned Costs: Nol applc€ble.

Condilion:
The ltlunicipality of Cabo Rojo has not determined and acmunled for its municipal solid waste landflls eslimated closure and
posl closure care costs and lheir rcspectlve provisrons forfnancial assuEnce as of June 30, 2010.

ConErt:
The l\,4uniopality is cunently responsible for two municipalsolid waste landfills (I.{SWLFS), one which has ceased to accept solid
wasle maleial and anolher which conUnues rn operalion, as of June 30, 2010. The l4uniopality could not pmvide us wilh any
documenlalion or eviden@ relaling lo eslimates of closure and post-closure care cosls related to the two MSWLFS, or any plans
or estmates forthe equired financialassurance for these cufientand future cost activites.

diwia:
40 CFR 258, EPA Crlteria For Municipal Solid Wasle Landfills, equires the lr,{unicipality to have a delailed written estimate, in

cunent doJlars, of lhe cost of hiring a lhird pa y to (1)close the largest area of all ls MSWLF unils eve., reqliring a final cover at
any lime du ng the active life in accordance with lhe ciosure plan (40 CFR 258.71), and (2) conducl posl'closure carc for ali its
i\,lSWLF unlts, in compliance with lhe l\runiopality's post-closure plan (40 CFR 258.72), which musl be condlcted for 30 years
(40 cFR 258.61).

GASB Slatement No 18. Acmunting for luunicipal Solid Waste Landfrll Closure and Post{losure Care Cosls, rcquircs the

[,{unicipality lo disclose the nature and source of I\,ISWLF closure and poslclosure care requirements, lhe nalurc ofclosurc and
posl-closure care eslimales, lhe reported liabiity al the balance sheet dale, lhe eslimated lolaldosure and post-closure care
cosl rcmaining to be recognized, the percentage of MSWLF capacity used lo dale, and lhe estimated remaining I4SWLF lfe ]n
years. The Municipaliiy rs also requ red lo disclose how closurc and poslclosurc care fnancial assuran@ requirements are

being met.

Cause:
The l\,lunicipalily's management represented lo us that lhese eslimates were unavailable and had not been prepared for lhe
finanoal statemenls as of June 30 201 0

Elfect:
For fle fiscalyear ended June 30,2010, the Nrunicipality's financial statemenls did not accountor drsclose Equired contingency
amounts related to landfill closng and post-closing cosls required by generally accepted accounting principles Theefore, the

auditois opinion on the l\,4unicipalily's government activities as of June 30, 2010 was qualified.

Aud ito r's Reco,,, n e n d etio n :
The i,iunicipally should estimale rls landfills' closure and posl closure care cosls and lheir respective provisions for financial
assurance, and account and disclose rn ls financial slalemenls in order to comply with federal and local regulations as well as
generally accepled accountng principles.

Views oI rcsponsibla oflicials and coffective eclions:
The lt{unicipality wiil request lhe third-parly service company curently administering the landfll lo conduct a sfudy to determine
lhe estimated closure and post-closure care costs.

END OF SECTION
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