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T,H BENITEZ-TAIME. CPA-PSC
EI c"r,eo tro i. o.c&nrons ond iug-eos 

'cr'-li-:-ts

The Honorable MaYor, Members ofthe
Municipal Legistature and People of
the Municipalitv of Can6vanas

Can6vanas, Puerto Rico

We have aualitealthe accompanying financial statements ofthe govemmentat activities' each maior fund'

il il;;;"**;"*r-ing r",ia i'"rotrn"ti"" oi the Municipali! of Can-6vanas of the commonwealth of

Puerto Rico (the "Municipality".l, as ot ano ior th" ye" 
"nd"d 

Junt 30' 2010' which collectively comp'ise

i# lti*i"i"li y't basic financial .,ut"-tn" " iisted in the accompanying table of contents These

i"r*iri ,,|r"*"n" are the responsibili[ of the Municipality's management- Our responsibility is to

"*p."r" 
opir,ion. on th"se financial statements based on our audit'

we conducteal our audit in accordance with auditing standards generally-accepted in the u'ited states of

fi*;;;;.t;;;; applicable to financial iudis contalned in Govemm€nt Auditing standads'

:ffi;;; c"-p;"iier ceiiral ortr'e uniteJ States Those standards require that we plan and perform

the audit to obtain reasonable assurance about whether the.financial statements. are free of material

*iri"i"r,"",. 
-a" 

^"ait 
includes examininj, on a test basis, evidence 

. 
supporting the amounts and

disclosures in the financial statements. en 
"-rait 

,tro includes assessing the accounting principles used

and sisnificant ertimaEs made by management' a" rtelt as e\aluating the o\erall financial stalements

presenltion. \\ e beliere that our audit pror ides a reasonable basts lor our oprnlons'

In our opinion, the financial statements referred to above present fairly' in all material :tryj:'-ll:
."r*Jirl nnun"iut poririon ofthe govemmental activities, each major fund, and the aggregate remamtng

i*r"d il#il;;;; rulrni"ifuri! or cuno'anas of the commonwealth of Puerto Rico' as of June 30'

2009. and the respective changes in tinanciaiposition thereoffor the.)ear then ended in confomity with

accounting principlss generally accepted in lhe I niled SIates ol Amerlca'

The accompanling financial rtalements hare been prepared a'suminB that,the Municipaliry ofCano\anas

will conrinue as a going.on"",n' n' o'ttu"J in \oie t2 ro the finuncial stalements' lhe Municipalit) s

qenerat tund has reported recurrtng e*ttts"t oi"*p"nair""t t"9.9th* l':T:'g-:::1 
o\er re\enues and

:in". 
-i 

"-. f"r- t.ir..'. \,lhich h-ave tead ro siSnificanl liqurdrry and casn rrow^s shonfalls' Ihese

conditions raise substantiat doubt about its abiiily !o continue as a going concem The financial

.tut"-."ni. ao not in"tuae any aaljustments that mighi result fiom the outcome ofthis uncertainty'

ln accordanc€ with Govemment Auditing standards we have also issued otll report dated December 20'

)nlo ^n otrr considemlion of th" ftl*'"ip"ii$ of Cano\anas of lhe Common\aeahh of Puerlo Rico

;',.:"i:#"i;ff;;;;;i;";;;t";;,;;; ;r rests or i!s compriance $ith cenain pro!ision' or laws'

resulations. contracts, gmnt agreemen$ ;-;th;; matters. The purpose of that report is to describe the

::i[;;;;,.-;":,;; .Fintemal control o,.. ttnun"i'l 
'eponing 

and compliance and rhe reiuhs of $at

:::i:"";:;'J';;':.;;ii" ""1"i"'", "' 
tr,. intemal control oier financial reponins or on compliance'

ill :#; '#;#;;;ip* "i^" ",art 
p"r"'""d in accordance with Govemment Auditins standards

and should be con'ideied in a'.essing the result oIour audit'

I

PO, Bo( l9l503, sql Jucrr AErto Rlco t(Bl9-l5o3 'lEL 787-603'1600



The accompanying Management's Discussion and Analys;s and the Budgetary Comparison Schedule are

not rcquired parts ofthe basic financial statements referred to above, but are supPlementary information

required by accounting principles genemlly accepted in the United States ofAmerica. We have applied

certain limited procedures, which consisted principally ofinquiries ofmanagemeot regarding the methods

of measuremert and presentation of the required supplementary information. However, we did not audit

the information and express no opinion on it.

our audit was conducted for the purpose offorming opinions on the financial statements that collectively

comprise the Municipality's basic financial statements. The accompanying Schedule olExpenditures of
Federal Awards is presented for purposes of additional analysis as required by U.S. Office of
Management and Budget Circular 4-133, Audits of States and Local Govemments and Non-Profil

Orgatlizdtions, and is not a required part of the basic financial statements of the Municipalify The

schedule ofexpenditures anal tederal awards have been subjected to the auditing procedures applied in the

audit of the basic financial statements and, in our opinion, are fairly stated in all material respects in

relrt;on to the basic financial statements taken as a whole.

December 20, 2010
Toa Alt4 Puerto Rico

Stamp No. 2448912
was afrixed to the
original repoIt. W- tt'

E BENITEZ-JAIME, CPA.PSC

)



COMMONIvEALTH oF PUERTO RICO
MUNTcTPALITY oF CAN6vANAS

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

- 
o, management of the MunicipaliB of Can6vanas (the Municipality), we offer readers the following
discussion and amlysis of the Municipality's financial activities reported in the accompanying basic

- financial statements for the fiscal year ended June 30, 2010. We encourage readefi to consider the
information presented here in conjunction with additional information that is fumished in the

_ 
Municipality's financial statements, which follow this narrative.

f,.INANCIAL HIGHLIGIITS

- Goremment-Wide Highlights:

. The Municipality's assets exceeded its liabilities (net assets) by $16,299,169 at June 30, 2010. The

* Municipality's net assets increased by $2,082,884 (excess of revenues over expenditures) during the
fiscal year ended June 30, 2010.

The Municipality's assets increased from $51,181,806 at June 30, 2009 to $55,687,854 at June 30,

2010, for an increase of$4,506,048 (9 percent).

. The liabilities ofthe Municipality increased fiom 536,965,521at June 30, 2009 to $39,388,685 at
- June 3 0, 201 0, for an increase of $2,423, t 64 (? percent).

. The revenues ofthe Municipality increased from $24,793,600 for the fiscal year ended June 30, 2009

to $29,883,751 for the fiscal year ended June 30, 2010, an increase of$5,090,151 (21 percent).

. The Municipality's expenses decreased from $28,806,155 for the fiscal year ended June 30, 2009 to

$27,800,867 for the fiscal yea. ended June 30, 2010, for a decreas€ of $1,005,288 (3 percent).

Governmental F @rds' Hig hl ig hts:

. The total fund balances of govemmental funds amounted to $2,763,121 at June 30, 2010, which

decreased by $2,309,416 during fiscal year ended June 30, 2010.

. The total assets of govemmental funds decreased from $20,330,589 at June 10, 2009 io $19,405,844

at June 30, 2010, for an decrease of$924,745 (5 percent).

. The govemmental fund's total liabilities increased from $15,258,052 at June 30,2009 to $16,642,723

at June 30, 20 1 0, for an increase of $ 1,384,67 I (9 percent).

. The total revenues of govemmental funds increased from $2 5,065,65 I for the fiscal year ended June

30, 2009 to $29,81 1,604 for the fiscal year ended June 30, 2010, for an increase of $4,745,953 (19

percent).

. The govemmental fund's total expenditures in$eased fiom $32,104,753 for the fiscal year ended

June 30, 2009 to $34,596,020 for the fiscal year ended June 30, 2010, for an iDcrease of $2,491,267
(8 percent).

. Other financing sources (uses), net, of govemmental funds deqeased from $8,2E5,000 for the fiscal
year ended June 30,2009 to $2,475,000 for the fiscal year ended June 30,2010.



COMMONWEALTH OF PUERTO RICO
MuNICIPALITY or CAN6VANAS

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

OVERVIEW OF TIIf, BASIC TINAIICIAL STATEMENTS

The purpose of financial reporting is to provide external users of basic financial statements with

inlormation that will help them to make decisions or draw conciusions about the Municipality. There are

many extemal parties that use the basic financial statements ofthe Municipality; however, these parties

do not always iave the same specific objectives. ln order to address the needs of as many parties as

reasonably possible, the Municipality, in accordance with required financial reporting standards, presents

this Management's Discussion and Analysis (MD&A) as an introduction to the accompanying basic

financial sltements. This narrative represents an oveaview and analysis ofthe financial activities ofthe

Municipality for the fiscal yeal ended June 30,2010. Because this MD&A is designed to focus on the

current yea;activities, resulting changes and currently known facts, we encourage readers to considerthe

information presenred in this MD&A in conjunction with the additional information fumished in th€

accompanying basic fi nancial statements.

The Municipality,s basic financial statements include three components: (1) govemment-wide financial

statements (G\'FS), (2) govemmental fund financial statements (GFFS), and (3) notes to the basic

financial statem€nts (NBFS). This report also contains additional required and other supplementary

information in addition to the basic financial statements themselves. These components are described

below.

The basic financial statements focus on: (1) the Municipality as a whole (govemmeflt-wide financial

reporting) and, (2) the Mtmicipality's major individual govemmental funds Both Perspectives allow the

users to address relevant questions, broadm a basis for compa son (year to year or govemment to

govemmen0 and enhance ihe MuniciPaiity's accountability. Tte comPonents of the basic financial

statements are described below.

a) Gotemmedtwide Financial Slatemenls

TheGwFsarecomPosedof:(1)thestatementsofnetassets(sNA)and(2)thestatementofactiviti€s
(SA). These finan;iat statements can be found immediately following this MD&A GWIS are

designedtoprovidereaderswithabroadovewiewoftheMunicipality'soperalionsasawholeina
man-ner similu. to private-sector business These statements provide short-term and long-term

information about th; Municipality's financial position, which assist the Municipality's management

to determine the economic condition at June 30, 2010. The GWFS arc prepared using methods that

are similar to those used by most private businesses.

l. Statement ofNet Assets

The purpose of SNA is to attempt to report all assets owned and all liabilities owed by the

Municip;tty. The Municipality reports of all of its assets when it acquires ownership over the

assas and iepo.ts all of its liabilities when they are incuned. For €xample, the Municipality

repons buildings and infrastructure as assets, even though they are not available to pay the

obligations incuned by the Municipality.

On the other hand, the Municipality reports liabilities, such as claims andjudgments, even though

these liabilities might not be paid until several fiscal years into the future

The difference between th€ Municipality's total assets and total liabilities reported in SNA is

presented as /lel att?b, which is similar to the total owners' equity rePorted by a commercial

4
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COMMON'WEALTH OF PUERTO RICO

MuNIcIPALITY oF CAN6VANAS
Management's Discussion and Analysis

FiscalYear Ended June 30,2010

entemriseinitsfinancialslatements.AlthoughlhepUlposeol!heMunicipaliqisnotlo
;;;umulate net assets, as lhis amount increases or decreases over time such amounl representq a

ur"iui lnalc*ol of whether the financial position of the Municipality is either improving or

deteriorating, respectivelY.

2. Statement of ActiYities

the SA oresenls information sho\a ing how lhe MuniciPaliq's net assels changed during lhe fiscal

;"r;;;.iJ j"". 10.2010, b) prese-nting all ofrhe \4unicipaliry s rerenues and e\pense5' As

i.*i""rf, ai."ra*a, ,f,e items .eponed in SA are measured in a manner similar to the approach

;;;;;;;;;;;.i"i enterprise in rhat revenues are recognized when eamed or established

criteria are satisfied, and expenses are recorded when incurred by the Municipality'

6;;;;;ily, .""*r;s "." ."pon"d even when they may not be collected for several months

"t". 
,rr'" l.i .r ,f," lrcal yeai and expenses are rec;rded even though they may not have used

cash during the current Year'

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

""iy 
lr?..",, .* *tstance. Wlereas the bottom line in a commercial enterprise represents its

n"i'in"o.", tf," Urrri"ipality reports an amount described as 
'et 

cfunge in nel ossets' v'thich is

essentially the same concePt.

ThefocusofSAisonthenelcostofvatjousactivitiesProvidedbytheMunicipality,Th€
statement begins with a column that identifies the cost of each of the Municipality,s major

functions. A'nother column identifies the revenues that are specifically related to the classified

g"r"a-"r,"f functions. The alifference between the expenses and revenues .related 
to specific

Functions/programs identifies the exlent to which each function of the Municipality draws from

g";";rL i"'""";r"" or is self-financing through fees, intergovemmental aid' and other sources of

This statement also presents a comparison benveen direct expenses and prognm revenues for

each function ofthe MunicipalitY.

GWFS and GFFS present all of the Municipaliry's golemmental-activities' which are supported

,oritu b, *., -i in,"rgo\ emmental revenues (iuch as lederal and stale gmnts and conrributions)'

off"t;^i"* """""ff, *]o6;516d uilh the VunicipaliS fall inlo lhis calegoq- including culture'

."..*i", 
".a 

educaiion; general govemme0t; heairh and sanitation; public safety; public housing

and welfare; and economic and urban development

Governme tt Fu d Financial Staten efits

The Municipality's GFFS consist of (1) the balance sheet govemmental tunds-' (2) the statement of

,"r.n,res. e*oendit,rres and changes in fund balances - govemmental funds, and (3) th€ statement of

."r""r".' 
"riJ ""p."aitures-buigel 

and actual-budgetary basis-geneml .fund These financial

ri""**" *p.n ii" nnancial poiition and results of iperations ofthe Municipality's govemmental

funds, with an emphasis on the Municipality's major govemmental firnds'

A fund is a grouping of relateal accounts that is used to maintain control over resources that have been

r"g.G"J I"i .ir""ln" activities or objectives. The Municipality, like most other stat€ and local

g.'r"i."*., ,ti. n .a accounting to ensure and demonstrate comPliance with finance-related legal
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COM}ION\vEALTH OF PUERTO fICO
MuNIcrPALrrY oF cAN6YANAS

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

requircments. Each funil is considered an independent fiscal entity accounted for within a set ofself-

baiancing accounts that comprise its assets, liabilities, fund equiry. revenue' aJld expenditures Fund

accounti;g segregates funds according to their intended purpose and is used to aid management in

demonstrating compliance wilh legal, financial and contractual provisions'

covemmental funds are used to account for all ofth€ services provided by the Municipality. These

funds are used to account for essentially the same functions reported as govemmental activities in the

GWls.UnlikeCWFs,thefocusofGFFSisdirectedtospecificactivitiesoftheMunicipalityrather
than the Municipality as a whole; therefore, GFFS report the Municipality's op€rations in more detail

than the GWFS.

GFFSFovideadetailedshort.termviewoftheMunicipality,sfinancesthatassistindetermining
whether there will be adequate financial resources available to meet the curr€nl needs of the

ft4rni"iputi y, *t;"t i., evalMting the Municipatity's near{erm imancing requirements- For financial

reporting purposes, the Municipality classifies its govemmental funds within the following types: (1)

g*"of Lna,'12; a"Ut tervice fund, (3) capital improvem€nts bonds funds, (4) special revenue funds'

and (5) capital projects funds.

GFFS are prepared on an accounting basis that is significantly different from- that used to prepare

GWIS. In general, GFFS focus on niar-term inflows and oudlows ofexpendable financial resources,

consequentl-y, generally measurc and account for cash and other assets that can easily be converted to

""rh. 
Fo. 

"*i,pl", 
u*ounts reported on the balance sheet include capital ass€ts within a very short

period of time, iut do not include capital assets such as land and buildings Govemmental tund

iiabilitie" geneially include amounts that normally are going to be paid within a. very short period

after the eind of the fiscat year. The difference between a fund's total assets and totai liabilities is

reported as the fund balance, and generally indicates the amount that can be used to finance the next

fiical year's activities. Likewise, ihe operating statement fot govemmental funds reports only those

."r"rrirr *a expenditures that were c;llectea in cash or paid with cash, r€spectively, during the

current flscal year or very shortly after the end ofthe fiscal year.

Because the focus of GFFS is narrower than that of the GWFS, it is useful to compare the fund

information presented for govemmentat funds with similar information presented for govemmental

activities in ihe GWFS. iy doing so, readers may better understand the long-lerm impact of the

Municipality's near-term financial decisions. Both the govemmental funds' balance sheet and the

gor"a*"ntul funds'statement of revenues, expenditures and changes in fund. balances provide a

r_econciliation to facilitate the comparison between govemmental funds and the govemmental

actrvities reported in the government-wide financial statements.

The Municipality has three major govemmental funds. Each major fund is presented in a separate

column in the govemmental fu;ds' balance sheet and the govemmental funds' statement of revenues,

expenditures u:na "h-g." in fund balarces. The three major govemmental funds are: (l) general

fund, 121debt service fund, and (3) caPital improvements bond tund'

Noles to Basic Financial Slalemehts

The NBFS provide additional information that is essential for a full understanding of the data

provided in tile GWFS and GFFS. The NBFS can be found immediately following the hasic financial

statements.

6



COMMONVEALTH OT PUERTO RICO
MUNICTPALITY OT CAN6YANAS

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

d) Olher Supplemerrtary Informqlion

ThebasicfinancialstatementsarefollowedbyaSectionofothersupplementaryinformation
consisting ol (l) combining balance sheet - non-major govemmental funds, (2) combining statement

of revenies, expenilitures and changes in fund balances - non_major govemmental funds, (3)

budgetary comparison schedule - debt service fund, (4) notes to budgetary comparison schedule -
aeft_senicefund,aadl5)scheduleofcapitalassetsusedintheoperationofgovemmentalfunds,as
detailed in the accompanying table ofcontents

FINANCIAL ANALYSIS OF GO\'ERNMENT-WIDE FINANCIAL STATf, MENTS

The Municipality,s overall financial position for the last two fiscal years are summarized as follows,

based on the information included in the accompanying GWFS:

Comparative Statement of N€t Ass€ts

Covernmental Activities (Condensed)

June 30,2010 and 2009

20092010Assels:

Current assets

Non-current assets:

Capital assets, net

Other non-cunent assets

Total assets

Liabilities:
Current liabilities

Long-term obligations due within one year

Long-term obligations due after one year

Total liabilities

Nel assets:

Invested in capital assets, net ofrelated debt

Restricted for debt service and others

U nrestricted

Total net assets

18,s50,688

3',1,067,017
'70,149

19,r 90,300

31,925,443

66,063

55,687,854 51,181,806

10,226,103

6.200.129

22,961,853

8,682,420

4,594,803

23,688,298

39,388,685

$ 24,174,788

1,697,448

(10,173,067)

16,299,169

36.965,521

$ 24,759,94'l

1,454,064

(1r,99'7,',726)

14,216,28s

At Jme 30, 2010, the Municipality's current assets, amounting to $18,550,688, ar€ mainly composed of
cash and cash eq;ivalents ($i4,1i3,394) ofwhich $10,71i,020 are restricted, property ta'xes receivable,

net of allowance for doubti'ul accounts ($1,511,665), municipal license ta-xes receivable ($1,149), sales

and use taxes receivable ($54,802), and intergovemmental gmnts aDd contributions Ieceivable

($1,988,336).

,7



COMMO]$ EALTH OfPUf,RTO RICO
Mu:!tcIPALtrY oF cANdYANAS

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

The restricted cash of $10,71 1,020 represents resources legally designated for: (1) the payment of debt

service, (2) the acquisition, construction and improvement ofmajor capital assets, and (3) the operations

of federally and state funded progmms. Restricted cash also consists of unspent proceeds ofbonds issued

to pay accounts payable and certain specific commitments. A portion of property ta-xes receivable,

amounting to $142,923, represents .estricted resources sel aside to redeem the bonds ofthe Municipality
in minimum annual or biannua! principal and interest paym€nts.

The Municipality's non-curent assets, amounting to $37,137,166 at June 30,2010, are substantially
composed of capital assets, with an aggregate cost basis of $57,230,900, which are reported net of
accumulated depre.iation and amortization of $20,1 63,883.

During the fiscal year ended June 30, 2010, the assets of the Municipality increased by $4,506,048 (9

percent) in comparison with the prior fiscalyear, principally for the following facts:

. Capital assets incrcased by $5,141,574 due to the excess ofcurrent year additions ($6,767,679) over

depreciation/amortization expense ($1,626,105) for the fiscal year ended June 30,2010. The
principal additions to capital assets for the current fiscal year were related to infraslructure
($3,610,151), and building, structures and building improvements ($1,324,488)

. Property taxes receivable increased by $ 1 00,426. At the same time, the increase in this receivable

was caused principally by the increase of $2,184,073 in prop€rty ta-x revenues during the curent
fiscal year.

. Cash in fi scal agent decreased by $2,718,3 5 I due to the net effect of new bond issuance made during

the current fiscal year for $2,475,000 and the current year capital outlays paid with these cash

balances.

At June 10, 2010, the Municipality's current liabilities amounting to $16,426,832 are mainly composed of
unearned revenues ($8,019,479), accounts payable and accrued liabilities ($2,i42,210), intergovemmental
payables ($2,512,940), and the portions due within one year of compensated absences ($1,256,428) and

bonds and notes payable ($1,911,789). Deferred revenues pdflcipally consist of uneamed revenues

associated with municipal license taxes and intergovemmental grants and contributions related to state

and federally funded programs. As noted in the condensed statement of net assets, the Municipality's
curent assets exceeded current liabilifies by $2.123,856, for a current mtio (current assets to curreflt

liabilities) of 1.13 to 1.00.

The Municipality's non-current liabilities, amounting to $22,961,853 at June 30, 2010, are mainly
composed ofportions due after one year ofbonds payable ($18,275,000), notes payable ($2,640,000), and

compensated absences ($1,864,643).

At June 30, 2010, the liabilities of the Municipality increased by $2,423,164 (7 percenD in comparison

with the prior fiscaly€ar, principally for the effect ofthe following facts:

. Bonds payable increased by $1,195,000 due to the effect of new bond issuance made during the

current fiscal year for $2,475,000, and the culrent year princiPal payments of$1,280,000.

. Uneamed revenues had a net increase of $819,412. The increase in uneamed revenues was caused

principally by the increase of$938,165 in uneamed municipal license taxes.



COMMON\trI'ALTH OF PUERTO RICO

MLTiICIPALITY oF CAN6VANAS

Management's Discussion and Analysis

Fiscal Year Ended June 30' 2010

As noteal earlier, net assets may serve over time as a useful indicator of the MuniciPality's financial

;;;;;,;;,itior. The assets of the Munic ipalitv erceede-d liab il ities. b). $ 16'2-99' 169 at June 3 0' 2010'

t"..rt Giri""", p.rtion of net assets ($i4,7i4,788) reflects the Municipality'-s investm€nt in capital

".*"-i".g. 
"r".a, bu'ildings, machinery, equipmenl, infiastructure erc')' net, of.all related debt still

;;;;;t;; tnut ** ;r.rii to acquire, construct or improve rhose assets The Municipality uses the

"^.lar 
,..i" ," orovide services to its citizens; consequently, these assets are not available for future

#;#;"lil,iJ,he llrni"ipulitv't investment in capitai assets is reported net of the outstanding

,5r"i.Ji"t,. ,r."iit"r.ces needed to repay that debt musibe provided by other sources, as capital assds

camot b€ used to liquidate these liabilities.

Another significant portion ofnet assets at June 30,2010, represents resources that arc restricted for debt

r"*r* p-"i-.* fSr,s84,619) and the operations of state and federally funded programs ($112'829)'

if," *.ti"l'ri"g componeni ofiotal net assets consists of unrestricted negative net assets amouoting to

tdrO,iz:pOiXt:rri":0,2010 Thes€ unrestricted net Iiabilities are the consequence ofprevious budgets

itruiaiJro, p-r;a" *ficient funding for incurred long-term obligations, such, as bonds payable' notes

oavable comoensated absences, claimi andjudgments, ;bligations under capital leases' etc Historically'

i s'ignificant portion of such obliSalions has be€n budgeled on a pay-as-1ou-go basis'

The total net assets ofthe Municipality increased by $2,082,884 for the fiscal year end€d June 30' 2010'

iu"t in"rear" i. pan"ipally due to the excess ofrevenues ($29,8E3,751) over exp€nditures ($27'800'861)

for the fiscalyearended June 30, 2010.

This Space Has Been Intentionally Left Blaik
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COMMOi{WEALTH OT PUf, RTO R]CO

MUNICIPALITY OF CAN6VANAS
Management's Discussion and Analysis

Fiscal Year Ended June 30,2010

The following is a comparative condensed presentation ofthe Municipality's results of operations as

reported in the GWFS;

Comparative Statem€nt of Activities

Govemmental Activities (Condensed)

Fiscal Y€rrs Ended June 30,2010 and 2009

2010

Pmgram rev€nues:

Program-specifi c operating grants and contributions

Prograrn-specifi c capital grants and contrihdions

Charges for services

Totat progmm levenues

Gen€ral rcYenu€s:

Property taxes

Municipal liceDse tales

Conshuction excise taxes

Sales and use taxes

Unrestricted grants and contributions

Other general revenues, including interests on deposits

Total general revenues

Total revenues

Pmgram expenses:

General government

Urban and economic development

Public safety

Health and sanitation

Culfure, recreation and education

Public housing and welfare

lnterest on long-term obligations

Total expenses

Net increase (decrease) itr net assets

Nel ass€ts, at begitrnitrg of fiscal year

Net assets, at end of liscal Year

r9,601,404

2009

1,684,063

3,451,921

891,7t5

3,118,374

1,182,1071.347,899

6,483,883

10,459,606

5,181,642

1,352,612

2,014.45',7

3,413,136

978,415

23,399,868

29,E83,751

11.,671,576

4,215,152
1,005,591

5,834,035

t,336,229

2,628,963

5,t92,t96

8,27 5,533

5,191,628

t,422,466
2,385,511

2.034,3O9

291.957

24,793,600

1,049,321

12,623,650

1,024,010

6,345,25E

1,458,ji9
2,138,552

779,011

27,800,867 28,806,155

2,0E2,884

t4,?16,285

$ 16,299,169

(4,012,555)

18,228.840

$ r4,2i6,28s

As previously mentioned, the Municipality's net assets increased $2,0E2,884 durin^g the curent fiscal

v""i- app."il.r,"lv 14 percent ($19,b08,i l7) ofthe Municipality's total revenues for the current fiscal

,a* 
"uri 

fao- *a, tproperry taxes. municipal ticense la\es, construclion excise taxet and sales and use

iarest. *hile 2s perceni 1$8.5'ie. t20t resuhed from re$riqed and unrestricled caPital and operating gmnls

anal contributions.

There was an increase of$6,095,439 when the operating results for the fiscal current year are compared to

thos" ottt 
" 

p.io. nsc"t year. This occurred bec;use, although the total exp€nses decreased by $1,005'288

l0



COMMONTf,EALTH OF PUERTO II]CO
MUNICIPALITY OF CAN6VANAS

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

the total revenues incleased by $5,090,151 (20 percenr) during the current fiscal year' The most

significant fluctuations among tle cunent fiscal y€ar revenues and those ofthe prior fiscal year were as

follows:

. Property tax revenues increased $2,184,073 because during the fiscal year the Municipality made

significant collections in comparison with p or fiscal year.

. Intergovemmental grants and contributions increased $2,504,722 due to additional federal and state

funding awards received principally for economic rccovery and develoPment'

The following chart presents the composition of revenues for the fiscal year ended June 30' 2010:

The Municipality's expenses cover a wide mnge of services' The largest expenses ofthe Municipali{ for

itre nscat y'ear enaea'lune 30,20lo were related to: (l) geneml administrating and operating costs

tSir,izr,siel, which were classilied as "general govemment", (2) culture, recreation and €ducation

tiij:o;zql, i:l r,*r,ft and sanitation ($5,8-14,035), (4) urban and economic d-evelopJnent ($4'275'152)'

irf,i"f, **r",ii f- 16 Percent of total expenses (5) Public housing and welfare ($2'628'963)' and (6)

public safety ($1,005,591), which accounted for 4 percent oftotal expenses'

As previously mentioned, the Municipality's expenses decreased !'9i -$28,8-06,]55 
for the fiscal year

"naia 
frn" l'0, Zoos to $i7,800,867 f;r the fiscal year ended June 30, 2010, for d€crease of $1'005'288'

ffr" lno.t .;glin"*t nuduations between the currint fiscal yea's expenses and those ofthe pnor fiscal

y"-o""u.."."dinth"g"ne{algovemmentexpenses,whichde$eased$g52,0T4,andhealthandsanitation
expenses, which decreased $51 1,223.

This Space Has Been Intentionally Left Bla,tk
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C0MMoI\''I EALTH or PurlRTo RJCo
MUNICIPALITY OT CAN6YANAS

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

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

This Space Has Been Intentionall! Left Rlank
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COMMON'WEALTH OF PUf,RTO fuCO
MuNIcIPALITY oF CAN6vANAS

Management q Di.cussion and Anal]sij
Fiscal Year Ended June 30,2010

Condensed Balance Sheet - Governmental FuDds

June 30. 2010 snd 2009

2010 2009

Assels:

Total assets - major govemmental funds

Total assets - other govemmental funds

Combined total assets

Lilrbilities:
Total Iiabilities - major govemmentalfunds

Total liabilities - other govemmental funds

Combined total liabilities

FLnd balarces:
Reserved - major govemmental funds

Reserved - other governmental funds

Unreserved - major governmental funds

Combined total fund balances

Total liabililies dnd fu4d balances

$ 16,037,963

3,367,881

$ 16,756,056

3,574,533

19,405,844 20,330,589

t3.i87,67l 11,812,080

3,445,9723,255,052

16,642,723

'7,321,904

112,829

t4.671.612t
2,163,121

$ r9,405,844

t5,258,052

9,063,7t4
128,561

(4,119,738)

5,072,537

$ 20,330,s89

This Spdce Has Bee l tentionalb Lefl Blank
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COMMONWf,ALTH OF PUf, RTO IIICO
MUNIcIPALITY or cAN6vaNAs

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

FINANCLAL ANALYSIS OF GO}'ERNMENTAL FIINDS

Arrallsis of Financial Posilion of Governmenlal Fun^

As discussed earlier, the Municipality uses fund accounting to ensure and demonstrate compliance with

finance-related legal requiremenis. The focus of the Municipality's govemmental funds is to provide

information on ne-ar-term inflows, oudlows, and balances ofexp€ndable resources. Such information is

useful in assessing the Municipality's compliance with finance_related legal requirements Specifically,

unreserved fund balance may serve as a useful measure ofthe MmiciPality's net resources available for

spending at the end ofthe fiscalyear.

At Jun€ 30, 2010, the total assets of govemmental funds decreased $924,745 (5 percent) in comparison

with the prior fiscal year principally for the decrease of $2,7 I 8,3 5 I in cash in fiscal agent' At June 30,

20 I 0, th; total liabilities of governmentat funds increased $ I ,3 84,67 1 in comparison with the prior fiscal

year.

For a detailed explanation ofthe individual fluctuations oftotal assets and total liabilities of govemmental

funds, please ref;r to the previous financial analysis ofthe govemment-wide financial statements included

in this management,s disiussion and analysis, where a detailed discussion of most ofthese fluctuations

has been made.

At the enal of the cunent fiscal year, total unreserved fund balances ofgovemmental funds amounted to

an uireserved fund deficit of $4,671,612 (general fund only), while total fund balance reached

$2,763, 1 2 1 . The total fund balances decreased by $2,309,4 1 6 during the current fiscal yea' The fol lowing

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

Maior Govertrmental Futrds

General fund (GF) - The GF is the principa) operating fund ofthe MuniciPzlity 
- 

The GF's total assets

;iiiila to Sqr:r,s:8 at June 30, 2010. Such assets consist p ncipally of (1) unreslricted and

restricted cash and cash equivalents ($3,700,469), (2) taxes receivable ($1,424,693), and (3) short-term

and long-term amounts due from other funds ($818,385).

The GF's total liabilities amounted to $11,645,608 at June 30, 2010. Such liabilities are composed

mainly of: (l) deferred revenues ($7,540,050), and (2) accounts payable and accmed liabilities, including

amounts due to other govemments ($4,105,558).

At the end of the current fiscal year, unreserved fund deficit of the GF amounted to $4,671,612, while

total firnd deficit reached $3.507.770.

Debt service futrd (DSF'|- The DSF'S total ass€ts amounted to $3,048,728 at June 30, 2010, which

ilt.tr rn"tnty 
"f 

.*m"t"d cash in fiscal agent ($2,905,682) and restricted property ta_xes receivable

($142,923). Tie DSF'S total liabilities amounted to $1,464,109 at June 30, 2010, which are mainly

composed-of: (1) matured bonds due and payable ($1,080,000), and (2) matured interest due and payable

($38i,9S6). Ai the end of the current fiscal year, the DSF'' total and reserved fund balance reached

$1,5E4,619.
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CoMMoNwf, ALTH or PUERTo Rrco
MUNICIPALITY oF CANOvAN.AS

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

C.pital improvements bond futrd (CIBI) -The CIBF'5 totalassets amounted to $4,851,397 at June 30,

2010, which consists mainly of restricted cash in fiscal agent in the amount of $4,832,622. The CIBF'S
total liabilities amounted to $277,954 at June 30, 2010, which are composed of short-tem and long-term
amounts due to other funds. At the end ofthe current fiscal year, the CIBF'S total and reserved fund
balance reached $4,5?3,443.

Other eovernmental funds {OGF) - The OGF'S total assets amounted to $3,367,881 at June 30, 2010,

which consist mai8ly of restricted cash ($2,?34,621) and receivables fiom intergovemmental gDnts and

contributions ($633,260). The OGF's total liabilities amounted to $3,255,052 at June 30, 2010, which are

mainly composed of defered revenues ($2,012,181) accounts payable and accrued liabilities ($432,759)

and short{em and long-term amounts due to other firnds ($810,112). At the end ofthe current fiscal
yeal OGF'S total and reserved fund balance rcached $l 12,829.

This Space Has Been Intentionally Left Blank
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COMMoNWEALTH oF PUERTo Rrco
MUNICIPALITY OF CANOVANAS

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

Condensed Statem€nt of Revenues, Expenditures and

Changes iD Fund Brlances - Govemmental Funds (Condensed)

Fiscal Years Ended June 30,2010 and 2009

2010 2009

Revenues:

Total revenues - maior govemmental funds

Total revenues - other govemmental funds

combined iotal revenues

Expendilurcs:
Totai expendilures - major govemmental funds

Total expenditures - other govemmental fmds

Combined total expenditures

Excess of expendifurcs orer rerenpes

Aher Jinancing sources, net:

Proceeds liom issuance ofbonds

Other {inancing uses, net - major

govemmental funds

Other financing sources, nel other

govemmental funds

Combined other financing sources (uses), net

Excess (defhien.!) of Rtcnues ond othet lintncing
sources oret ( ndet) experulitures and othetfnancing ases

Fund balances, at beginning offtscol ieat
Funrl balances, ot efid oJfiscal iear

29,811,604 25,065,651

$ 24,667,481

5,144,123

$ 21,06s,110

4,000,541

29,042,680

5,553,340

27,480,861

4,623,889

34,596,020 32,t04,153

(4,',l 84,4 t6) (7,039,102)

2,475,000

(393,485)

393,485

8,285,000

(622,658)

622,658

2,475,000 8,285,000

(2,309,416)

5,072,53',7

1,245,898

3.826,639

__$___2J!rJLr. 5.072,53?

Analysis of Operatitrg R€sults of Gov€rnmental Funds

Maior Governmental Funds

General fund The total fund balance ofthe GF decreased $453,140 during current fiscal year. Total

,"r"r,*s, 
"r,p"nditu.". 

and other financing uses (net) amounted to $22,236,920, $22'616,260 and

$53,800, respectively, for the fiscal year ended June 30, 2010.

Approximately 76 percent ($16,845,244) ofthe GF's total revenues for the current fiscal year came from

tax;s, while 15 percent ($3,411,136) resulted from intergovemmental grants and contributions'

Dudng the current fiscal year, there was a deficiency of revenues and other financing sourc€s under

expenditures and other financing uses of$453,140 in the Seneral fund, while in prior fiscal year there was

a deficiency of revenues and other finaacing sources under expenditures and other financing uses of
$4,892,5'1',|.
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COMMONWEALTH Of PUf, RTO ITCO
MUNICIPALITY oF CAN6vaNAs

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

The GF's most siglificant fluctuations among the current fiscal year revenues and those ofthe prior fiscal

year were as follows:

. Intergovemmental grants and contributions increased $1,387,542 due to additional federal and state

funding awards received principally for economic recovery and development'

. sales and use taxes revenues decreased $371,054 as the municipaliq rnade significant collections in

comparison with prior year.

. Property taxes relenues increased $1,249,98? mainly due to a decrease in property ta\es receivable

and additional collections efforts done in current year.

Th€ most significant Iluctuation between the current fiscal year expenditures and those ofthe prior fiscal

year occu;d in the geneml govemment expenditures, which decreased by $1,009,461 and health and

sanitation which decreased by M16,705.

Debt service fund fl)SF) - The total fund balance ofthe DSF increased $24i,969 during curent fiscal

y*.-T"t"t ."""**, 
"-penditures 

and other financing uses (net) amounted to $2,092.968. $1.846'957

and $2,042, rcspectively, for the fiscalyear ended June 30,2010.

Approximately 99 percent ($2,090,926) of DSF'S total revenues for the cufient fiscal year carne llom

r"rk"t"a p.oi"tty i....s. There was an increase of$432,015 in the DSF'S net change in fund balance

when operations io. the current fiscal year are compared to those of the p or fiscal year. This occured

mainly; because other financing sources decreased $558,214 and debt service expenditm€s decreased

$480,537 during the current fiscalyear'

Capital improvements t ond futrd (CIBF) - The total fund balance of the CIBF decreased $2,082'513

dr"rg "rt*rt 
f"*l y"*. ftt"l t"""*e;, expenditures and other financing source^s (net) amounted to

$337.;93. $4.557.46j and $2,137,351 resp€ctively, for the fiscal vear ended Jtme 30' 2010 The other

finaacing sources of $2,13.7 '357 
for the current fiscal year came principally from new bonds issued

($2.475,000).

Other governmengl futrds (OGF) - The total fund balance of the OGF decreased by $15,732 during

"r.*rt l**l 
y"aj"t"l *r"*es, expenditures and other financing sources (net) amounted to

$5,144,123, $5,553,340 and $393,485, respectively, for the fiscal year ended June 30, 2010'

Approximately 99 percent ($5,135,984) of OGF'S total revenues for the current fiscal year came from

iniergovernmental grants. ihere was an increase of $1,143,592 in the oGF,s total revenues (mainly on

interiovemmental !ants), while total expenditures increased by $929,451 mainly on public housing and

welfire u,hich increased $559,3I0. Other financing sources (net) decrcased by $229,173

This Space Has Been I tentionally Left Blank
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CoMMoN\YEALTH oF PUERTo fuco
MUNIcIPALITY oF cANOvANAS

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

BTIDGETARY HIGHLIGETS OF GENERAL FUND

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

amountJd to $24,587,5i9 - Accordingty, there were no changes between the original and the final

approved budgets for the fiscal year ended June 30,2010.

The total actual revenues (budgetary basis) of the general firnd lor the fiscal year ended June 30, 2010

were $21,i16,348, which is 13 percent ($3,271,201) less than the budgeted revenues ln addition, the

total actual expenditu.es (budgetary basis) of the general fund for the fiscal year erded June 30, 2010

were S23.23?.170, which is 6 percent ($1,350,179) less than the budgeted expenditures The most

significant fluctuations in actual revenues (budgetary basis) occurred with construction excis€ ta-x

re-venues which were $2,939,741 less than their respective budgeted amounts The most significant

fluctuations in actual disbursements (budgetary basis) occurred with general govemment costs which

were $1,576,615 less than their respective budgeted amounts.

The unfavorable variance in construction excise tax r€venues were caused by several construction

projects that were rescheduled by the respective developers due to the current economic outlook in Puerto

iti"o; 
"onr"qr"ntly, 

the respeciive excise taxes were not collected at.lune 30, 2010' The favorable

variance of d1,576,615 in general govemment expenditurcs were mainly due to the implementation of
cost reduction strategies by management during the current fiscal year.

CAPITAI ASSI]TS AND DEBT ADMIMSTRATION

Cepital Assets

The Municipality has invested $57,230,900 in capital assets used in govemmental activities, which have

an accumulated depreciation and amofiization of $20,163,8 83 at June 3 0, 20 10, Capital assets increased

$5,141,574 dudng the current fiscal year due to the excess of current year additions ($6,767,679) over

depreciation/amoiization expense ($1,626,105) for the fiscal year ended tune 30, 2010 The principal

adiitions to capital assets for the current fiscal year were rclated to infiastructure ($3,610'151) and

buildins, structures and building improvements ($1,124,483). The capital additions to consruction in

progre; were principally related to the repaving of streets afld roads, the construction of the sports

complex at San Isidro, and improvements to buildings and structures.

we encourage readers to consider the information presented here in conjunction with more detailed

capital assets information furnished in Note 7 to accompanying financial statements'

Debt Administration

The Municipality finances a significant portion of its construction activities through bond and note

issuances, and tlrough state and fea".al glants. The proceeds from bond issuances designated for

construct;n activitie; are committed in its;ntirety for such purposes and cannot be used for any other

PUrposes.

At June 30, 2010, the MuniciPality's total bonded debl amounted to $19,640,000, consisting of bonds

payable- Such debt is backed by the full faith and credit ofthe Municipality'
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MuNIcrPALrrY or CAN6VANAS

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

The following is a summary ofthe debt activity for the fiscal year ended June 30, 2010:

. Bonds payable increased by $1,195,000 due to the net effect of new bonds issued for
$2,475,000 and principal payments of $1,280,000 made during the current fiscal year.

. Notes payable decreased by $610,306 due to the net effect of the debt service principal
payments made during the current fiscal year.

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

ECONOT4IC FACTORS AI[D NEXT YtrAR'S BUDGETS AND RATIS

The teritory ofcan6vanas covers an area ofapproximately 28 square miles- Can6vanas is a municipality
with a population density of 1,546 habitants per square mile. Can6vanas is characterized by being the
economic integration center ofthe Region since it is considered the principal source ofjobs and services

ofcommercial, educational and health nature in the Region.

From the industrial perspective, Can6vanas accounts for 17 percent ofthe manufacturingjobs,25 percent

ofthe finance-relatedjobs and 2l percent ofthe se ice-relatedjobs in the Region.

Ofthe total population ofthe Municipality, 54 percent or approximately 25,200 persons are considered to
live under the poverty level. This rate is higher than the overall rate for Pue(o Rico (48 percent).

Approximately 30 percent of the population of the Municipality receives public financial assistance as

their principal source of income.

The economy ofthe Municipality is closely l;nked to the economy ofthe Commonwealth of Puerto Rico,
which ultimately is greatly affected by the condition ofthe United States ofAmerica. Direct investment,

exports, transfer payments, interest rates, inflation, and tourist expenditures are exogenous variables tiat
are affected by the economy ofthe United States ofAmerica.

Puerto Rico, including the Municipality, has a diversified economy with manufacturing and services

industries comprising its principal sectors. Manufacturing is the largest economic sector in terms ofgross
domestic prcduct. Manufacturing in Puerto Rico is now more diversified than during the early phases of
its industrial development between 1950 and 19E0, and includes several indusfres less prcne to business

cycles. In the last thrce decades, industrial development in the Municipality has tended to be more capital
iniensive and more dependent on skilled labor.

The Municipality has established policies and programs directed at developing the manufacturing and

services industries. Selective ta\ exemptioDs and other incentives have stimulated domestic and foreign
investment. lnfrastructure expansion and modemization have been, to a large extent, Iinanced by bonds

issued by the Municipaiity and certain grants from the U.S. Department of Housing and Urban

D€velopment and the Federal Emergency Management Agency. Economic pro$ess has been aided by
significant increases in the levels of education and occupational skills of the population of the
Municipality.
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COMMONWEALTfl Of PUERTO RTCO

MUNICIPALITY OF CANoVANAS
Management's Discussion and Analysis

Fiscal Year Ended June 30, 2010

RXQT'EST FOR INT'ORMATION

- This financial report is designed to provide a general overvierv ofthe Municipality's finances for all of
the Municipality's citizens, taxpayers, customerc, investors and oeditors. Questions conceming any of
the information provided in this report or requests for additional information should be addressed to:

- Municipality of Can6vanas, Department of Finance and Budget, P.O. Box 945, Can6vanas, Puerto fuco,

00'729.

Thb Space Has Been Intentionally Left Bla k
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COMMONryEALTH Of PUERTO IUCO

MUNICIPALITY OF CAN6VANAS
Statement ofNet Assets

June 30,2010

Curr€nt assets:

Cash in conmercial banks, including cash equivalents of$3,500,000

Account rcceivable, nel of allowance for doubtful accounts

Property ta{es

Municipal license taxes

Sales and use tax

Intergovemmental grants and contributions

M;scellaneous receivables

Total accounts receivable

lnventodes and other current assets

Restricted assets:

Casn in commercial banks

Cash in fiscal agent

Accounts receivable:

Property taxes receivabl€, net ofallowanc€ for

doubdul accounts

Accrued interests on dePosits

Intergovertunental grants and contributions receivable

Total resticted assets

Total current assets

Non-current assets:

Capital assets, at costl

Depreciable capilal assets

Non-depreciable €apital assets

Total capital assets, at cost

Less: accumulateddeprecialion and anortization

Total capital assets, net

Defefied charges, net of accurnulated amotization of $108,461

Total non-current assets

Total alsets

Covernmental

rctivities

|,368,742

1,149

54,802

r,988,336

205,95s

$ 3,462,374

:,618,984

53,339

2,648,280

8,062.740

t42,923

18,898

543,150

I1,415,991

18,550,688

$ 51,988,009

2,242,891

57,210,900

(20,163,883)

37,061,017
't0.t49

31,131,166

$ 55,687,854

The accompanyinE kotes to the basicfnanciol statenents arc an integral part ofthis statement'
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COMMON,WEALTH OF PUERTO RICO

MUNICIPALIIY OF CAN6VANAS
Statement of Net Assets (concluded)

June 30,2010

Lirbilities and net ass€ts

Current liabiliti€s (due within one vear):

Accounts payable and accmed l;abilities

lnte4ovemmental Payables

Total accounts payable and accrued liabilities

Uneamed revenues

Liabilities rela.ed to re$ricted assets:

Accounts Payable and accrued liabilities

Accrued interests on bonds Payable

Uneamed revenues

Cunent portion ofbonds Payable

Total €unent liabiliiies related to rcstricted assets:

Current portion of long-term obligadons:

Notes payable

Comp€nsated absences

Total current portion of long_tern obligations

Totalcurre liabilities

Non-current liabilities, excluding current portion

(due ir nore than one Year) :

Liabilitjes related to restricted assets - bonds payable

Notes Payable

Compensated absences

Reserve for federal cost disallowances

Total non-cunent liabilities

Toial liabilities

Net assets:

Invested in capital assets, net ofrelated debt

Restncted for:

Debt servic€

Fedeml and state funded Pro$ams

Total restricted net assets

U estricted

Total nel assets

$ 635,745

383,986

2,0r2,181

1,365,000

$ 546,789

1,256.428

|,706,465

2,512,940

Governmental

activities

4,2t9,405

6,007,298

18,275,000

2,640,000

1,864,643

1a2,210

(10,173,067)

s 16,299,169

4,396.912.

1,803,217

16.426,832

1,584,619

112.829

22,961,A53

39,388,685

24,174,788

1,697,448

The dcconpanyi gnotes to the ba:iclnancial statenents are an integralpdrt afthis statement'
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CoMMoNwf,ALTH oF PUf,RTo RICo
MUNICIPALITY oF CAN6YAi{AS

Statement of Activities
Fiscal Year Ended June 30,2010

including

s1,626,105

Ch!rges

Govndental adiiries:

Ceneral govemment

Urbd ed €conomic development

Heallh ed smitalion

Public satety

Putlic housing dd welfare

Culture, Eceation od educdion

Inieest on lonS-rem obligalions

Total govemmental activities

1t.611.516

4,275.t52

5.814,015

1.00i,591

2.628.963

t.336,229

t,049,321

r.347.899

3,451,92 t

s (r0,323,677

(823,231

(5,834,035

(r,005,591

(941,900

1t,336229

1,684,061

27,800,8r17 t.:t 1, ltr'l 1,684,063 3,451,921 (21,316,984

Gen€ml rcvenEs:

Tdre,:

Property ldes

Mmicipalticense taxes

Consnudion excise la\es

Sales and us€ tas

lniergovemriental gmtsed contributions,

not Est.icted to specilic progms

lnrercsts on deposits

Misc€llaneous

Tolal general rcvenues

Net infieas€ in net assets

Net 6s€ts at begiming offi$al year

Net ass€ts at end offi$al yed

The acconponyinS notes to the basic lhdnciol sratenents drc dn integral pa of this stureneht.

10,459,606

5,18t,642

t.352,612

2,014,457

19.008,3r7

3,413,136

678,366

r00.049

23.399.868

2,082,884

1,1.216,285

s r6,299,t69



CoMMoNwEALTH OTPUf,RTO RICO

MUNICTPALTTY OF CAN6VA\AS
Balance Sheet - Govemmentai Funds

June 30,2010

Mrior sovernmenral fundt

Tottl

Astr
Csh and cash equivrlenls in comercial banls,

includi.g csh oquitalents of $1,500,000

Ac@uB rceivable, net of allo*mce

for doubti, acouh:

Municipal li.ense tdes

Sales d use tms
lntergovermenral grdls md contributions

Due dd adv ces &om other nnds

Mi*ellmeo6 receivables

Cash in @mercial banks

Accoun6 reeivable:

Propeny laxes reeivable, net ofieseoe

for douhtu accodrs

Actud inteEsts on deposits

Intergov€rffintal gle1s ad contributiotu

Ds ad advane ftom or'lei 6nds

Lnbilties
Ac@ou s payable ed acmed liabililies

I ergovement l payables

Liabilities @lared lo resrrcted asets:

Ac@Ms payable ad eqEd liabihies

Due ad ad@es lo other nfds

Matued bor.ls du€ 4d Payable

Matwd inierests due dd payable

Fdod bllttrc4 (dclicirs)

Advm@s fioh oths tuld5

Feitelol tud staie fimded Dtos@s

Tohl turd bardcd (deficits)

Total liabihies dd nmd baldes

a.462.374 s 3.462,374

I,i68,742
1,149

54,802

1,988,i16

818,385

205,955

238.095 2.905,682

142.921

t23

4.8i2,622

18,775-

2,648,280

86,341

541,15;

90,110

1,368,742

1,149

54,802

1,988,336

ElE,385

205,95i

2,64A,280

8.062,140

142.923

18,898

543,150

90,110

1,569,126

2.512,940

7.540,050

2i.292 t23

8,13?,838 I,048,728 4,851,i97 1,167,881 $ 19,405,844

- 1.569,326

- 2,51\940

- 7,540,050

432,159 635,745

8l0lt2 908.49J

2,012,181 2,012,181

- 1,080,000

- 181,986

n.645.608 1,464,109 277,954 3,25t,052 t6.642,121

202,986

- 1,080,000

- 183,986

1,060,594

- 1,584,619

101.248

17,147

95.682

1,060,594

1,584,619

4.590,590

103,248

95,682

(.1,67r,612) - - t.4 611,612)

(3.507.?70) 1,584,619 4.513.443 1!2.!?2 2,763,r2t

8,D?,838 3,048,?28 4,851,397 3,367,881 $ 19,405,844

'Ihe accanparrins notes to the bosic ltucial sbtenents de an intestat Pd oltha ttaten nt
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COMMONWEALTH OF PUERTO ITICO

r.""","1;u,i"Ylil'rl"'**"rilJ"lLl"tl"Ji'|ii-*,.'u*u'
to the Statement ofNet Ass€ts

June 30,2010

The amounts of govemmental activities rePorted in the statement of net assets and the

balance sheet - govemmental funds, are different lorthe followinB reasons:

Total combined fund balances reported in the balance sheet - govemmenlal funds

Add (Deduct):

lnventories and other curent assets are not available to pay the current fiscal year expenditures,

therefore, are not reported in the govemmental funds.

capital assets used in governmental activities are not considered available financial resources at fiscal

year-end, therefore, are not reported in the govemmental funds. This is the carrying amount ofcapital

assets. net ofaccumulated depreciation and amortizarion of $20,163,883 at June 30, 2010

cenain deferred revenLres in the govemmental funds are recognized as revenues in the statement of

activities. This is the amounr ofrevenues that are measurabte but not available at June 30, 2010 (Note

8).

Debt issued by the Municipality has associated costs (debt issue costs) that are paid from current

available financial resources in the govemmenlal funds- However, these costs are defered in the

statement ofnet assets and reported net ofaccumulated amortization of$108,461 at June 30, 2010'

The following liabiiities are not due (mature) in the current fiscal year, therefore, are not reported in the

govemmental funds at June 30, 2010 (see note 9):

Bonds payable

Notes payable

Compensated absences

Reserve for federal cost disallowances

Accrued employees' Christmas bonuses

Net assets - governmental activities, as reported in the statement of n€t assets

The acconpanying notes to the basic lnancial statedents ate an integal part of this statement-

2,763,121

53,139

3'7,061,017

1.532,152

'70,t49

( 18,560,000)
(3,186,789)

(3,t2t,071)
(182,210)

(137,139)

$ 16,299,169
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COMMON\ f,ALTH OFPUf,RTOITCO
MUNICIPALITY OT CANOYANAS

Statement of Revenues, Expenditures and

Changes in Fund Balances- Covemmental Funds

Fiscal Year Ended June 30, 2010

Ceneral
fund

Debt

fund

Capital Other Total
improvemetrts gov€rnmeltal governmenttl

bood fund futrds funds

Taxes:

Property laxes

Municipal lic€nse taxes

Construclion excise taxes

Sales and use taxes

Total tax revenues

Charges for sewic€s

lntergovemmental grants and contributions

Interests on deposits

Miscellarcous
Total revenues

trxpenditures:
Current:

G€neml govemment

Urban and economic development

Public safeb,

Health and sanitation
Culture, recreation and education

Public housing and welfare

Debt seflice:
Principal
Interests

Capital outlays
Total expenditures

Excess (defi ciency) of rcvenues

over (under) exPenditures

Other financing sources (uses):

Proc€eds fiom issuance ofbonds
Transfers fiom other funds

Tmnsfers to other funds
Total other financing sources (uses), net

Net increase (decreasc) in
fund balanc€s (deficit)

Fund balance (delicit) at beginnitg of year

Fund balarcc (delicit) at end ofyear

2.0t4.45'.1

W.wsluz,oryz6--18,936,1?0

$ 8,268,454

5,209,721
1,352,6t2

2,090,926_ - $ 10,359,380
- 5,209.721
- 1,352.612

1,339,765

3,4r3,136
338,726

8,134

5,135,984
5

t,34',1,899

8,549,t20
678,3662,042 337,591

11,370,93t
2,013,104

5,826,094
990,841

1,053,833

644

4.543,557
557.46i

36',7,424

1,083,970

11;738,999
3,110,336

It5,292
5,826,094

990,841
2,562,4991,508,666

108.559

22.636.260

299,960
9',7,646

1,080,000
'768,951

95',1

295,000
142,',t t',l

I,6t4.960
1,o49,320

2,1 t5
5,553

6.'.t67,679

34.5

2,4',75,OOO - 2,415.000

416,691 - 566,933 1,003,624

{490.491) 12.042) (337,643) (173'448) (1,003,624.

i3l:i-00) cp42) 2, r 311!Z ------l2ll

, i4r 6io 6 655.956 128.561 5.072.517

I,584,619s (3,507,770 '73.443

me accompanying notes to the basicfnancial statenents arc an integral pai ofthis stateme t'
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r:199.340) 24,1.011 (4,219,870) (409.211) (4,784,416.

i45i.r40l 241.s69 (2.082,513) (15.732) (2'i09,4161



CoMMoNWEALTH oF puf,RTo Rrco
MLNICIPALTTY oF (A\6va\{s

Reconciliation of Statement of Revenues, Expenditures and Changes
in Fund Balances - Govemmental Funds to the Statement ofActivities

Fiscal Year Ended June 30. 2010

- The amounts ofgovemmenlal aclivities reported ;n the statement ofactivities and the statement ofrevenues,
expendirures and changes in fund balances - govemmental funds, are different for the follorying reasons:

- Deficiency ofrevenues and other financing sources under expend;iures and other financjng uses reported in
the statement ofrevenues, expenditures and changes in fund balances govemmental funds $ (2,309,416)

- Add (Deduct):

The following revenue streams recorded in the statement of aclivities do not provide current financial
resouces, thercfore, arc defered in the govemmental funds. This is the net change in defened revenues ofthe
following revenue iterns, which are measumble but not available at June 30, 20l0:

Property taxes

Municipal license laxes

Govemmental funals repon capital outlays as expenditures. However in the statement ofactivities the cost of
those assets is allocated over their estimaled useful lives as depreciation and amortiztion expense. This is the

- amount by which capital outlay expenditures ($6,767,679) exceeded depreciation expense ofcapital assets
($1,626,105) for the fiscal year €nded June 30,2010. S,t41,Sj4

- Proceeds form issuance ofbonds are reported as other financing sources in the govemmental funds, however,
such proceeds incrcase long-term liabilities in the statement ofnet assets. (2,475,000')

- Repaynert ofprincipal of long-term obligalions is reporled as expenditure in the governmental funds,
howevef, the repayment reduces long-term liabilities in the statement ofnet assets. 1,6j4,960

- Amortization ofdeferred charges reported in the statement ofactivities does not require the use ofcurrent
financial resources, therefore, are not reported as expenditures in the govemmental funds. (7,100)

- Other reconciling items, net ofcertain expenses recorded in the statement ofactivities that do not require the
use ofcurrent financial resources, therefore, arc not reported as expenditures in the govemmenta! funds. (14,281)

- Net increase in net assets, as reported in the statement ofactivities $ 2,082,884

The acconpanyiwores to the batic lnancial staterents ote on integral pafl ofthis statenen|

100,226

(28,079)
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CoMMoNwEALTH oF PUERTo RICo
MUNICIPALITY Of CAN6YANAS

Notes to Basic Financial Statements
Fiscal Year Ended June 30.2010

I. Background Information and Summary of Signifrcant Accouniing Polici€s

The Municipality of Can6vanas (the Municipality) is a local municipal govemment constituted in

1970 in the Commonwealth of Puerto Rico (the Commonwealth). The lUunicipality has tull
legislative, fiscal and all other govemmental powers and responsibilities expressly assigned by Public

Act No. 8t of August 30, 1991, as amended, l<town as Atlonomous Municipolities Act of the

Commonweabh ofPuerto nico (Act No. 81). The Municipality is one of seventy-eight municipalities

legally separated from the Commonwealth's govemment.

The Commonwealth's Constitution provides for the separation ofpo\eers ofthe executive, legislative

and judicial branches of the Commonwealth and the municipaliiies. However, the Municipality's
govemmental system consists of executive and legislative branches only. A Mayor, elected every

iour years by the citizens, exercises the executive power ofthe Municipality. The legislative power of
the Municipality is exercised by the Municipal Legislature, whose members arc also elected every

four years. The judiciary power is exercised by the General J6tice Court System of the

Commonwealth, which has jurisdiction over the Municipality.

The Municipality assumes either partial or full responsibility for providing services to its citizens

related to public hor.rsing, welfare, public safety, health, sanitation, education, culture, recreation,

education, urban development, economic development, and many other fiscal, general and

administrative services-

a) Findncial Reporting Model

The accompanying basic financial statements present the financial position and the results of
operations ofthe Municipality as a whole, and its various Sovemmental funds as of and for the

fiscal year ended June 30, 2010, in conformity with accounting principles genemlly accepted in

the United States ofAmerica (GAAP), as prescribed by the Govemmental Accounting Standards

Board (GASB).

According to the financial reporting model established by GASB Statem€nt No. 34, Baslc

Financial Slatements - and Mdnagement's Discl^si.tn dnd Analysis Jor Slale and local
Gotemments (GASB No. 34), the rcquired basic financial statement presentation applicable to

the Municipality is composed of th€ following elements: (1) govemment-wide financial

statements (GWFS), (2) govemmental fund financial statements (GFFS), (3) notes to basic

financial statements, and (4) required supplementary information (RSI).

-RSI consisting of a Management's Discussion and Analysis (MD&A), is information presented

along with, but sepamte from, Municipality's basic financial statements.

MD&A is 
^ 

narrative report that introduces the accompanying basic financial statements and

provides an anal)4ical overview ofthe Municipality's financial activities for the fiscal year ended
june 30, 2010, based on the Municipality's knowledge ofthe transactions, events and conditions

reflected in the basic financial statements. The MD&A also highlights ce.tain key fiscal policies

that control the Municipality's operations-

Other supplementary information presented in this report for purposes of additional analysis

consist of: (1) combining and individual non-major govemmental fund financial statements, (2)
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MUNICIPALITY OF CAN6VANAS

Notes to Basic Financial Statements

Fiscal Year Ended June 30, 2010

bualgetary comparison schedule - debt service fund, and (3) schedules of capilal assets used in the

opeiations ofgovemmental funds, as listed in the accompanying tabl€ ofcontents'

On July 1, 2005, the Munic;pality adopted the provisions of lta1eT-ent 
No 44, Economic

Condition heporting: Ihe Statistical Section - an ane &nent of NCGA S'a'enefll 1(GASBNo'

+a1. thl, stut"a"ni u.ended the portions of NCGA Statement 1, Govemmentol Accotmtbtg and

Finoncial Reporring Pritlciples, which provides guidance for the preparatton of the statistical

section ofthe Muniiipality'i Comprehensive Annual Financial Repon (CAFR) Accordingly, the

statistical section ofthis Comprehensive Annual Financial Report has been modified to present

more detailed information, typically in ten-year trends, that assists users in utilizing: (1) the basic

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

supplementary information, to assess the economic condition ofa govemment'

On March 2009, the Municipality adopted the provisions of CASB Statement No 55, Ile
Hierarchy ofcenerally Accepied Accounting Principles for State and Local Govemments (GASB

SS;, and beSO Statem entNi. 56, Cotlification oJ Accounting and Finatlcial Reporti g Guidatce

Contained in the AICPA Statements on Auditing Slandalds (GASB 56)'

GASB 55 incorporated the hierarchy of generally accepted accounting principles (GAAP) for

state and local govemments into the Govemmental Accounting Standards Board's (CASB)

authoritative lite;ure. The requirements in this Statement codifu all GAAP for state and local

govemments so that they derive from a single source.

GASB 56 incorporated into the Govemmental Accounting Standards Board's (GASB)

authontative literature certain accouoting and financial reporti0g guidance presented in the

American Institute of Certified Public Accountants' Statements on Auditing Standards This

statement addressed three issues not included in the authoritative literature that establishes

accounting pinciPles related party transactions, going concem considerations, and subsequent

€vents-

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

accompanying financiat statements as of July l, 2009, and have not affected, the flnancial

positions and-the results of opemtions reported as ofand for the fiscal year ended June 30, 2010

iccordingly, the accompanying GFFS have not reported any retroactive restatements or

reclassifications offund equities as ofJuly 1, 2009.

b) Financial Repofting Entily

The accompanying basic financial statements include all departments, agencies and municipal

opemtional units ihat are under the legal and administrative control of the Mayor, and whose

frnancial resources are under the legal custody and control of the Municipality's Dircctor of
Finance and Budget, as prescribed by Act No. 81.

The Municipality's management has considered all potential component units (whether

govemmenta'i, not-for-profrt, or profirorienred) for which it may be financially accountable and

ither legally separate organizations for which the nature and significance of theh relationship

with the"Municipality may be such that exclusion oftheir basic financial statements from those of
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Notes to Basic Financial Statements

Fiscal Year Ended June 30, 2010

the Municipality would cause the Municipaliu-'s basic financial statements to be misleading or

incomplete.

GASB Statement No. 14,The Firu cial Repo,,,g,fl"4' (CASB No i4), as amended' has set

lorth criteria to be considered in determining |lnancial accountability for financial repolting

oumoses. These criteria include appointing a roling majoriD ofan organization s goveming body

lnalift tn. uU;firv oirtte vtunicipatiq toimpose its uill on that organizalion or (2) lhe potential

io. *"'o.gunirution to provide specilic finaniial benefits to, or impose specific financial burdens

on, the Municipality.

On July 1, 2003, the Municipality adopled the provisions of CASB Statement No 39'

Devtn;ning Wheiher Certain organizations are Conponent Units an Anen-dnent ol GASB

Statement fio.14 (GASB No. 39). GASB No. 39 states that certain organizations for which a

p.i.ury gou"-rn"rt is not financially accountable nevertheless warrant inclusion as part of the

hnancial-reporting entity because of the nature and significance of their relationship with the

primary govemmJnt, inciuding their ongoing financial support ofthe primary govemment and its

other component units.

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

discretely-presented component unit of a reponin g e n tit] if a ll of the follow in g criteria are met:

. The economic resources received or held by the s€Parate organization are entirely or almost

entirely for the direct benefit of the primary govemment, its component units, or its
constituents.

.Theprimarygovemment,oritscomponentunits,isentitledto,orhastheabilitytootherwise
acceis, a majority of the economic resources received or held by the seParate organization'

. The economic resowces received or held by an individual organization that the specific

primary gov€mment, or its comPonent units, is entitled to, or has the ability to otherwise

access. are significant to that primary govemment.

In addition, GASB No. 39 states that other organizations should be evaluated as potential

component units if they are closely related to, or financially integated with' the Primary

gor"*rn"nr. Such typei of entities may be presented as either blended 
.or 

discretely presented

fomponent units, depending upon how they meet the criteria for each specified in GASB No 14'

The Municipality's management has concluded tha! based on the aforementioned criteria' there

a.e ro legrtiy.qN.ut" 
"n;ties 

or organizations that should be reported as component un;ts ofthe

Municipality for the fiscalyear ended June 30,2010.

c) Gorenr ent-n'ide Fina cial Slalerfients

The accompanying GWFS are composed of: ( I ) the statement of net assers and (2) rhe statement

of activitie;. 'i'treie financial statements .eport infomation of all govemmental aclivities of the

Municipality as a whole. These statementi are aimed at presenting a broad overview of the

Municipali('s finances by reporting its financial position and results ofoperations using methods

that are similarto those used by most private businesses.

i0



CoMMOi$vf, ALTH OF PUERTO RICO
MUNTCIPALITY oF CAN6vANAS

Notes to Basic Financial Statements
Fiscal Year Ended June 30. 2010

The focus ofGWFS is on the opemtional accountability ofthe Municipality as a single ecolomic

unit and not on compliance with budgets, regulatory requirements or on the use of available or

currently expendabte financial resources (referred to as fiscal accountabili9. Operational

accountability is the Municipality's rcsponsibility to repo( to the extent to which it has met its

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

The accompanying statement ofnet assets provides short-tem and long_term information about

the Municipality's financial position by presenting all of the Municipality's assets and liabilities,

with the difference between these two items reported as "oet assets" (equily) and or net liabilities'

This statement assists management in assessing the level of services that can be Provided by the

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

this statem;nt reports the extent to which the Municipality has invested in cap;tal assets and

discloses legal and contracfual restrictions on resources.

Net assets are classified in the accompanying statement of net assets within the following three

categories:

. Inyested ilr capital assets, tret of r€lated debt This net asset category consists of capital

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

ofbonds payable that are attributed to the acquisition, construction or improvement ofthose

assets (capital-related debt)- For the purposes ofdetermining the outstanding debt attributed

to capitai assets, the total long-term debt related to the acquisition, construction or

improvement ofcapital assets has been reduc€d by any related unsp€nt debt proceeds'

In addition, for the purposes of determining the outstanding d€bt attributed to capital assets,

the following items arc excluded from the calcutation: (l) bond issuance costs, (2) interest

payable, (3) accrued interest on deep discount debt and non_capital accrued liabil;ties (e g'

compensated absences, claims and judgments, etc.), and (5) debt used to finance capital

acquisitions by parties outside the Municipality. Furthermore, the computation of net assets

invested in capital assets, net of related debt, excludes inter-fund ]oans and other financial

. Restricted tret assets - This net asset category consists of net resources restricted by extemal

parties (such as debt covenants, creditors, gmntors, contrjbutors, laws or regulations of other

;ovemments, etc.), or net assets for which constraints are imposed by constitutional

frovisions or enabling legislation. Enabling legistation consists of legislation thai authorizes

the Municipality to assess, te!T, charge or otherwise mandate payment of resouces (from

extemal re;ource providers). Enabling legislation establishes restrictions if it includes a

legall) enforceable requirement lhat lhose resources be used onl] for the 'pecific 
purposes

stipulated in the legislation.

On July 1, 2005, the Municipality adopted the provisions of Statement No 46, Ne' '4rsetr
Restriited by Enabling Zegr'rlarior? (GASB No. 46) This Statement requires that limitations

on the use of net assJts imposed by enabling legisJation be reported as restricted net assets'

This Statement clarified that a legally enforceable enabling legislation restriction is one that a

party extemal to the Municipality (such as citizens, public interest goups, or the judiciary)
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Notes to Basic Financial Statements

Fiscal Year Ended June 30.2010

can compel the Municipality to honor. This Statement states that the legal edorceability of
an enabling legislation should be reevaluated if any of the resources raised by the enabling

legislation are used for a purpose not specified by the enabling legislalion or if the

M-unicipality has other cause for consideration. Although the determination that a Particular
restriction is not legally enforceable may cause the Municipality to review the enforceability

of otier restrictions, it should not necessarily lead the Municipality to the same conclusion for
all enabling legislation restictions.

The classification of restricted net assets identifies rcsources that have been received or

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

resource providers that the resources would be used for specific purpos€s. Gmnts,

contributions and donations are often given under those kinds ofconditions. Bond indentures

also often limit the use of bond proceeds to specific purposes

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

restncted net assets. These designations consist of management's plans for the use of
resources, which are subject to change at the discretion ofthe Municipal Legislature.

The Municipality has reported the following O?es of restricted net assets in the

accompanying statement ofnet assets as ofJune 30,2010:

(l) Debt service Represent net resources available to cover futlrre debt service payments of
bonds payable.

(2) Federal atrd state funded programs Represent net resources available from certain

federal and state gants, which have been set aside to carry out several programs.

. Unaesiricted net essets - Generally, this category consists of the excess of assets over

related liabilities that are neither extemally nor legally restricted, neither invested in capital

assets. However, at June 30, 2010, this category has a negative balance of $10.173,067

because liabilities exceeded the related assets. Generally, the assets recorded within this

category are designated to indicate that management does not consider them to be available

for general operations. Assets reported with;n this category often have constrainls that are

imposed by management but can be removed or modified.

when both restricted and unrestricted resources are available for use, it is the Municipality's
policy to generally use rcstricted resources first, and then unresticted resources as tiey are

needed.

The accompanying statement of activities prcsents the Municipality's results of operations by

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

using a-net (expense) revenue format. This statement pr€sents the cost of each function/Program

as will as the ixtent to which each ofthe Municipality's functions, prog@ms or other services

either contributes to or dmws from the Municipaliry's general revenues (such as property toxes,

municipal license taxes, construction excise taxes, etc.).

A function/progmm describes a SrouP of activities that are aimed at accomplishing a major

sewice or regulitory responsibility. The functionvpro$ams reported in the accompanying basic

financial statiments are: (1) general govemment, (2) urban and economic developmen! (3) public
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safety, (4) health and sanitation, (5) culture, recreation and education and (6) public housing and

welfare. The govemmental operations of the Municipality's departments and operational units
are classified within the following functionyprcgrams in the accompanying basic financial
statements:

Ge eral govemmenl:
Municipal Iegislature
Mayols office
Department offinance and budget
Department of human resources
Department of municipal secretary
Department of intemal audit
Department of general services
Department of public relations

Urbdn and economic developme :
Department of public works
Depaftment of transportation and mechanics
Department of urban devetopment
Department of consewation and omate

Pablic safery:
Departrnent of emergency management
Department of municipal police

Heolrh and sa tation
Department of health
Depanmenl of rec) c ling

C ultare, recrealion arrd educalion:
Department of recreation and sports

Public housing and i'efare:
Department of community affairs
Department ofservice to citizens
DeparunenL ofelderly sen ices

The statement of activities demonstmtes the degee to which program revenues offset direct
expenses of a given functior/progam or segments. Direct expenses are thos€ that are clearly
identifiable with a sp€cific function, segment or operational unit. This statement reports revenues

in two broad categories: (l) program revenues and (2) general revenues.

Program revenues are generated directly from a prograln itselfor may come ftom pafiies outside

the Municipality's taxpayers or citizens. ln the statement ofactivities, Progmm revenues reduce

the costs (expenses) ofthe functiorvprogram to arrive atr (l) the net cost ofthe firflctior/program
that must be financed fiom the Municipality's general revenues or (2) the net program revenue

that contdbutes to the Municipality's geneml revenues. The accomPanying statement ofactivities
reports the following categories of progBm revenues for the fiscal year ended June 30, 2010:
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Charges for services - These revenues generally consist of exchange or exchangelike
uansactions involving charges to customers or applicants who purchase, use or directly
benefit fiom the goods, services or privileges provided, or are otherwise dir€ctly affected by

the services- These revenues include fees charged for specific services, charges for licenses
and permits, and fines and forfeiturcs, among others.

Program-specific operating and capital grants and contributions These revenues

consist of transactions that are either mandatory or voluntary non-exchange transactions with
other govemm€nts, organizations, or individuals that restrict the resources for use in a
panicular program. Operating grants and contributions consist ofresources that are requircd
to be used to finance the costs of operating a specific pro$am or can be used either for
operating or capital purposes of a specific program. Capital grants and contributions consist
of revenues or resources that are resaicted for capital purposes to purchase, construct or
renovate capital assets associated with a sp€cific program. Restricted operating and capital
gBnts and contributions are program rcvenues because they are specifically attributable to a

progam and reduce the net expense of that pro$am to the Municipality. Th€y are reported

net of estimated uncollectible amounts.

Geneml revenues are the default category for revenues. I1 includes all revenues and gains that do

not meet the definition of program revenues. Property taxes, municipal license ta.\es, sales and

use taxes and conshuction excise taxes are reported as geneml revenues. All othet non-tax
revenues (including unrestricted interest on deposits, gmnts and contributions not restricted for
specific programs and miscellaneous revenues) that do not meet the definition of prograan

revenues are classified as geneml revenues. Resources that are dedicated intemally by the
Municipality are reported as geneml revenues mther than as progmm revenues. AII general

revenues are reported net of estimated uncollectible amounts, which are recorded as reduction of
reveoues rather than as exPenses.

The geneml govemment functiorl/pro$am reported in the accompanying statement of activities
includes expenses that are, in essence, indirect or costs of other functions/programs of the
Municipality. Even though some ofthese costs have been charged to certain fimds in the GFFS

as indirect cost allocations permitted under some fedeml programs, the Municipality has reported

these indirect costs as dircct expenses of the general govemment function. Accordingly, the
Municipality gene.ally does not allocate general govemment (indirect) costs to other functions.

The effects olall inter-fund govemmental activities (revenues, expenditures and other financing
sources/uses among govemmental funds) have been rcmoved from the accompanying statements

of net assets and activities.

The Municipality classifies all of its activjties as govemmental activities in the accompanying

GWFS. These are activities generally financed through taxes, interSovemmental revenues and

other non-exchange revenues that can be used to support the Municipality's programs or services.

These govemmental activities are also generally reported in the GFFS.

The Municipality has no fiduciary activities, wh;ch are thos€ in which the Municipality would be

holding or managing net assets for specific individuals or other extemal parties in accordance

with trust agreements or other custodial arangements. In addition, the Municipality has no

opemtions or activities that are financed and opetated in a manner similar to Private business
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eoterprises, where the costs of providing goods or services to the general public (expenses,
including d€p.eciation) is financed primarily through user charges; or where the goveming body
has decided that periodic determination ofrevenues eamed, expenses incurred, and/or net incomi
is appropriate for capital maintenance. public policy, management control, accountability, or
other purposes.

d) Govemmenlal Fund Finaicial Stdte efuts

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

The accompanying GFFS are composed of: (l) the balance sheet - govemmental funds, (2) the
statement of revenues, expenditures and changes in fund balances govemmental funds and (3)
the statement of revenues and expenditures budget and actual - budgetary basis - general fund.

These financial statements rcport the financial position and rcsults operations of the
Municipality's govemmental Funds by presenting sources, uses and balances of current financial
resources. Some ofthese financial statements have a budgetary orientation and focus primarily
on: (l) the Municipality's major govemmental funds, as defined below, (2) the fiscal
accountability and (3) the individual parts of the Municipality's govemment. Fiscal
accountability rcpresents the Municipality's responsibility tojustiB that its actions in the curent
fiscal year have complied with public decisions conceming the mising and spending of public
moneys in the short term (generally one fiscal year).

The accompanying GFFS segregate govemmental funds according to their intended purpose and
are used in demonstrating compliance with legal, financial and contractual provisions. The
minimum number of govemmental fltnds is maintained consistent with legal and self-imposed
managerial requirements established by the Municipality. For financial reporting pu.poses, the
Municipality classifies its govemmental funds within the foilowing categories:

. Ge eral fund - The general fund is the Municipality's main operating fund and a majo.
govemmental fund, as defined below, used to account for all financial resources and
govemmental activities, except for financial resources required to be accounted for in aoother
fund. lt is presumed that the Municipality's govemmental activities have been reported in the
general fund except for hansactions for which one ofthe following compelling reasons has
required the use of another fund: (1) legal requirements, (2) CAAP requir€ments or (3) the
demands of sound financial administration requiring the use of a govemmental fund other
than the geneml fund.

. Debl senice fund The debt service fund is a major govemmental fund, as defined below,
used by the Municipality to account for the accumulation of resources for, and the payment
of principal and interest for: (1) bonds payable for which debt service payments are legally
mandated to be accounted for in a debt service fund and/or (2) bonds payable or any general
long-term debt for which the Municipality is being accumulating financial resouces in
advance to pay principal ard interest payments maturing in future years. Consistently with
the prior fiscal yeaE' financial statement presentation, during the fiscal year ended June 30,
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2010, the financial activity accounted for in the debt service fund was specifically related to
bonds pa5abie.

The outstanding balance of general long-term debts for which debt sen?ice payments do not
involve the advance accumulation of resources (such as notes payable, obligations under
capital leases, accrued compensated absences, and the reserve for fedeml cost disallowances
are only accounted for in the accompanying statement of net assets. The debt service
payments of such debts are generally accounted for as debt service principal and debt
service - interest expenditues in the general fund, except lor certain notes payable to HUD,
which are accounted for in the HUD Sect;on 108 capital projects fund, a non-major
govemmental fund.

. Speciat revenue funds The special revenue funds are non-major govemmental fimds, as

defined below, used by the Municipality to account for revenues derived from gmnts,
contributions or other revenue sources that are either self-restricted by the Municipality or
legally restricted by outside parties for use in specific purposes (except for revenues that are
earmarked for expenditures in major capital projects which are accounted for in the capital
projects fund). The uses and limitations of each spe.ial revenue fund are specified by
municipal ordinances or federal and state stafutes. However, resources restricted to
expenditures for purposes normally financed from the general fund are reported in the
Municipality's generalfund provided that all applicable legal requirements are appropriately
satisfied. In this case, a special revenue fund to account for such kind of transactions will be
used only if legally mandated.

. Capilal projecrsJunds - Capital Fojects funds are major and non-major govemmental funds,
as defined below, used to account for the financial resources used for the acquisition,
construction or imprcvement ofmajor capital facilities and other assets.

The use of the capilal projects funds has been reserved only for major capital acquisitions,
construction or improvement activities that would distort financial resources trend data ifnot
reported sepamtely from the other Municipality's operating activities. The routine purchases

of minor capitalizable assets (such as fumiture, omce equipment, vehicles and other fiinor
capital assets or improvements) have been reported in the govemmental fund from which
financial resources were used for the payment.

The focus of the GFFS is on major govemmental funds, which genemlly rcpresent the
Nlunicipality's most important funds- Accordingly, the Municipality is required to s€gregate
govemmental funds between major and non-major categories within the GFFS. Major individual
govemmental funds are reported individually as separate columns in the GFFS, while data from
all non-major gov€mmental funds are a8gregated into a single column, regardless of fund D?e.

By definition, the Municipality's general fund is considered a major govemmental fund for
financial reporting purposes. In addition, any other govemmental fund would be classified as a
major govemmental fund in the GFFS if its total assets, liabilities, revenues or €xp€nditures of
that individual govemmental fund are at least 10 percent of the conesponding element total
(assets, liabilities, revenues or expenditures) for all govemmental fxnds. For the purposes of
applying the aforementioned major fund criteria, no eliminations of inter-fund balances have been
made. Total revenues for these purposes means all revenues, including opemting and non-
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operating revenues (net of allowances for uncollectible accounts), except for oth€r financing
sources. Total expenditures for these purposes mean all expenditures, including operating and
non-opemting expenditures, except for other financing uses.

Based on the aforementioned crite.ia, the Municipality's major govemmental funds reported in
the accompanying GFFS are: (l) the general fund, (2) the debt service firnd, and (3) the capital
improvements bond fund.

The capital improvements bond fund is a major capital projects fufld used to account for the
financial resources arising mainly form bond issuance proceeds us€d in the acquisition or
construction of major capital facilities, other assets and permaDent improvements. The most
significant transactions ofthis fund are related to the proceeds on the issuance ofbonds.

The Municipality periodically undertakes a comprehensive evaluation of its fund structure to
ensure that conplies with all aspects that are of importance to users of general purpose extemal
financial rcports. Consequently, all suped'luous firnds and some intemal funds currently used by
Municipality in the day-to-day accounting procedures have not been repofted as individual
govemmental funds in the accompanying fund financial statements. Accordingly, the
accompanying fund financial statements include only the minimum number of funds consistent
with legal and opemting requirements and, consequently, the following types of similar intemal
funds have been combined into single funds in the accompanying fund financial statements:

. The various capital improvement bond issues outstanding hav€ been reported as a single
major capital pmjects fund, the capital improvements bond fund.

Numerous less significant capital project and special revenue funds have been combined
into single capital project funds and special revenue funds, respectively.

hogram-specific capital grants and contibutions awarded by the Legislature of the
Commonweaith of Puerto Rico have been combined into a single major capital projects
fund, the legislativejoint resolutions fund.

The accompanying GFFS are accompanied by the following schedules req'iired by GAAP: (1) the
reconciliation ofthe balance sheet govemmental funds to the statement olnet assets, and (2) the
reconciliation of the statement of revenues, expenditues and changes in fund balances -
govemmental funds to the statement of activities.

e) Meosuremenl Focus and Bask of Accoanling

Govemm€nt-wid€ financial statemetrts The accompanying GWFS are prepared using the
economic resources measurement focus and the accrual basis of accounting. Subject to the
additional rules and limitations detailed below, revenues (including interest on deposits and
investments) are generally recorded when eamed and expnses are generally recorded when a
liability is incurred, regardless ofthe timing ofrelated cash flows.

All revenues, expenses, gains, losses, assets and liabilities resulting from exchange and exchange-
like fansactions are genemlly recorded when the exchange takes place. In exchange tansactions,
each party to the transaction receives and gives up essentially equal values. An exchangeJike
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transaction is one in which there is an identifiable exchange and the values exchanged, though
related, may not be quite equal. Nevertheless, the exchange characteristics of the exchangeJiie
ffansaction are strong enough to justit, treating it as an exchange for accounting puposes
(examples ,nclude fees for licenses and permits, charges for services, and miscellaneous
rcvenues, which are recorded as revenues when collected because they are generally not
measurable until actually received).

All revenues, expenses, gains, losses and assets resulting fiom noD-exchange transactions are
recorded using the criteria set forth by CASB Statement No_ 33, Accounting and Financial
Reportingfor Non-exchange f/dr$acriors (GASB No. 33). GASB No. 33 established accounting
and reporting standards for non-€xchange transactjons involving cash and financial or capital
resources (for example, most taxes, grants and private donations)_ In a non-exchange transaction,
the Municipality gives (or rcceives) value wirhout directly receiving (or giving) equal value in
retum. This is different from an exchange transaction, in which each party receives and gives up
essentially equal values. According to GASB No. 33, the Municipality groups its non-exchange
hansactions into the following four classes in the accompanying basic financial statements: (a)
derived tax revenues, (b) imposed non-exchange revenues, (c) govemment mandated non-
exchaoSe transactions, and (d) voluntary non-exchange tiansactions.

In the case of derived tax .evenue transactions, which result from assessments the Municipality
places on exchange transactions, receivables and revenues are recorded when the underlying
exchange has occurred-

In the case ofimposed non-exchange revenue taansactions (such as property taxes and municipal
license taxes), which result from assessments made by the Municipality on non-govemmental
entities, including individuals, other than assessments on exchange transactions, receivables are

Senemlly recorded in the period when an enfo.ceable legal cla;m has arisen. Property taxes and
municipal license are gene.ally recorded as rcvenues (net of amounts considered not collectible)
in the fiscal year when resources are required to be used or the first fiscal year that the use ofthe
resources is pemitted.

Covemment-mandated non-exchange transactions (such as grants and contributions) rcsult when
a govemment at one level (such as fte fedeml or state govemment) provides resources to the
Municipality and the provider govemment requires the Municipality to use those resources for a
specific purpose or purposes established in the provider's enabling legislation. ln these type of
transactions! receivables and revenues are genemlly recorded when all eligibiliry r€quirements
imposed by the provider have been met. For the majority ofgrants, the Municipality must expend
resources oo the specific purpose or project before the provider rcimbuEes any amounts.
Revenue is, therefore, generally recognized as qualirying reimbursable expenditures are incurred.

Voluntary non-exchange fansactions (such as donations and certain grants and entitlements)
result from legislative or contractual agreements, other than exchanges, willingly entered into by
two or more parties. In these types of transactions, receivables and revenu€s arc generally
accounted for in the same manner as government-mandated non-exchange transactions discussed
above, Events that are neither exchange nor non-exchange transactions are recorded when it is
probable that a loss has been incuned and the amount ofloss is reasonably estimable.

Receipts of any type ofrcvenue sources collect€d in advance for use in the following fiscal year
me recorded as deferred revenues.
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According to GASB No. 34, all general capital assets and the unmatured long-term liabilities are
iecorded only in the accompanying statement ofnet assets. The measurement focus and the basis
ofaccounting used in the accompanying CWFS differ significantly from the measurement focus
and basis of accounting used in dre preparation of the accompanying GFFS. Therefore, the
accompanying GFFS include reconciliations, as detailed in the accompanying table ofcontents, to
better identi8 the relationship between the GWFS and the GFFS.

Govertrmetrtal futrd fitrancial statements The accompan)ing CFFS are reponed using the
current financial resources measurement focus (flow of current financial resources) and the
modified accrual basis of accounting. Accordingly, the accompanying statement of revenues,
expenditures and changes in fund balances govemmental funds, reports changes in the amount
of financial resources available in the near fiIure as a result of tmnsactions and events of the
fiscal year reported. Therefore, revenues are genemlly recognized as soon as they are both
measurable and available. Revenues are considered to be available when they are collectible
within the current fiscal year or soon enough thereafter to pay liabilities ofthe current fiscal year.
For this purpose, the Municipalify generally considers most revenues (municipal licenses taxes,
construction excise taxes, sales and use ta\es, interests on deposit, intergovemmental grants and
contributions and certain charges for services) to be available if collected within 90 days after
June 10, 2010, except for property ta-\es for which the availability period is 60 days. Revenue
sources not meeting this availability criterion or collected in advance are recorded as deferred
revenues at June 30,2010-

The principal revenue sources considered susceptible to accrual include property taxes, municipal
license taxes, intergovemmental grants and contdbutions, interest on deposits, and charges for
services. These principal revenue sources meet both measurability and availability crite.ia in the
accompanying GFFS, except for amounts recorded as deferred revenues (see note 8).

In a manner similar to the GWFS, but subject to and limited by the availability criteria discussed
above, all rcvenues, expenses, gains, losses, assets and liabilities resulting fiom exchange and
exchangelike transactions are also generally recorded when the exchange takes place.

Accordingly, fees for licenses and permits, charges for services and miscellaneous revenues are
recorded as revenues when collected because they are generally not measurable until actually
received.

All revenues, expenses, gains, losses and assets resulting from non-exchange transactions are

recorded in a similar manner to the CWFS, using the previously discussed criteda set forth by
GASB No. 33 for non-exchange transactions, but subject to and limited by the availabilir) criteria
discussed above. Accordingly, property tax and municipal license tax receivables are also
generally recorded in the fiscal year when an enforceable legal claim has arisen while property
tax and municipal license ta\ rcvenues (net of amounts considered not collectible) are also
generally recorded in the fiscal year when resourc€s are requircd to be used or the first fiscal year

that the use of the resources is permitted. Receivables and revenues from fedeml and state gmnts

and contributions, donations and entitlements are also generally recorded when all eligibility
requirements imposed by the provider have been met (generally, as qualifying reimbursable
exp€nditures are incured for expenditure-driven glants).

Interest on deposits are recorded when eamed as these revenues are considered both measurable
and available at June 30, 2010.

39



COMMoNwf, ALTH oT PUxRTo RICO
MUNICIPALITY oF CAN6YANAS

Notes to Basic Financial Statements
Fiscal Year Ended June 30, 2010

Pusuant to the provisions of GASB Interpretation No. 6, Recognition and Measaremen, of
Certuin Liabilities and Expenditures in Governmental Fund Financial Statements (GASBI No.
6), io the absence ol an explicit requirement (i-e., the absence of an applicabie modification,
discussed below) the Municipality generally accrues a govemmental fund liability and
expenditure (including salaries, professional services, supplies, utilities, etc.) in the period in
which the govemment incurs the liability, to the extent that these liabilities are normally expected
to be liquidated in a timely manner and in i'ull with current available financial resources. GASBI
No. 6 modified the recognition criteria for certain expenditures and liabilities reported under the
modified acoual basis ofaccounting prior to CASB No. 34, and clarified a number of situations
in which the Municipality should distinguish between govemmental fund liabilities and general
long-term liabilities. Therefore, the accompanying balance sheet govemmental firnds generally
reflects only assets that will be converted into cash to satisry current liabilities. Long-term assets

and those assets that will not be converted into cash to satisry curent liabilities are generally not
accounted for in the accompanying balance sheet governmeotal funds. At the same time, long-
term liabilities (generally, those unmatured that will not require the use of current financial
resources to pay them) are not accounted for in the accompanying balance sheet - govemmental
funds.

Modifications to the accrual basis ofaccounting in accordance with GASBI No. 6 include:

Principal and interest on bonds and notes payable are recorded when they mature (when
payment is due), except for principal and interest ofbonds due on July 1,2010, which are

recorded as govemmental fund liabilities at June 30,2010 which is the date when resources

we.e available in the debt service fund.

Obligations under capital leases, compensated absences, and the reserve for fedeml cost

disallowances are recorded only when they mature (when payment is due).

Certah accrued liabilities not due and payable (unmatured) or not normally expected to be

liquidated in full and in a timely manner with available and expendable financial resources,

are recorded in the accompanying
statement of net assets. Such liabilities are recorded in the govemmental funds when they
mature.

. Executory purchase orden and contracts are recorded as a reservation of fund balance in the

GFFS.

The measurem€nt focus of the GFFS is on decreases of net financial resources (expenditures)

rather than expenses. Most expenditures are measurable and are recorded when the related

govemmental ftnd liability is incurred. Allocation of costs, such as depreciation and

amortization, are recorded in the accompanying statement ofactivities, but are not reco.ded in the

accompanying GFFS.

This Space Has Beet Intentionally Left Blank
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J) Stewartuhip, Compliance and Accountabilit!

Budgetarv Control

According to Act No. 81, the Mayor and its Administrative Cabinet prepare annual budgets each
fiscal year for tle Municipality's general fund and debr service fund. Such legally adopted
budgets are based on expected expenditures by program and estimated resources by source. The
annual budgets are developed using elements ofperformance-based progmm budgeting and zero-
based budgeting, and include estimates ofrevenues and other resources for the ensuing fiscal year
under laws and regulations existing at the time the budgets are prepared.

The Mayor must submit, for Ihe fiscal year commencing on the next July l, an annual budgetary
resolution project (the Project) to the Commissioner ofMunicipal Affairs ofthe Commonwealth
(the Commissioner) and the Municipal kgislature no later than May l0 and May 15,
respectively. The Commissioner preliminary verifies that the Project complies with all the
applicable laws and regulations and may provide comments and suggestions to the Mayor on or
beforc June 13.

The Municipal Legislature has 10 business days, up to the immediately preceding June 13, to
discuss and approve the Project with modifications. The Municipal Legislature may amend the
budgets submitted by the Mayor but may not infiease any items so far to cause a deficit without
imposing taxes or identifying other sources ofrevenue to cover such deficit. After the Municipal
Legislature modifies and preliminarily approves th€ Project, the modified Project is sent back to
the Mayor for his approval or rejection within 6 days. The Mayor may decrease or eliminate any
line item but may not increase or insert any new line item in the budgets. The Mayor may also
veto the budgets in their entirety and retum it to the Municipal L€gislature with his objections. If
the Mayor rejects the Project, the Municipal Legislature will have up to 8 days to adopt or reject
the recommendations or objections of the Mayor. The approved Project is sent again to the
Mayor, which then would have 3 days to sign and approve it.

If the budgets are not adopted prior to the end of the deadlines r€ferred to above, the annual
budgets for the preceding fiscal year, as approved by the Legislature and the Mayor, are
automatically renewed for the ensuing fiscal year until the Municipal Legislaturc and the Mayor
approve new budgets. This permits the Municipality to continue doing pa)ments for its operations
and oth€r puryoses until the new budgets are approved.

The annual budgets may be updated for any estimate revisions as well as fiscal year-end
encumbmnces, and may include any additional information requested by the Municipal
Legislature. The Mayor may request subsequent amendments to the approved budgets, which are
subject to the approval ofthe Municipal Legislature.

The Municipality's Departrnent of Finance and Budget has the responsibility to ensure that
budgetary spending control is maintained. For day+o-day management conffol purposes,
expenditues plus encumbrances may not exceed budgeted amounts at the expenditu.e-Ope level
of each cost center (activity within a progmm within a fund). The Mayor may hansfer
unencumbercd approp.iations within programs within funds. The Municipal Legislature may
transfer amounts among programs within and among funds.
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The legal level of budgetary control (i.e., the level at which expenditures may not legally exceed
appropriation) is at the functions/program level (general govemment, urban and economic
developmen! public safety, health and sanitation, cukure, recreation and education, and public
housing and welfare, capital outlays, principal expenditures, interest expenditures, etc.) within the
general and debt service funds, respectively.

Under the laws and regulatjons of the Commonwealth, the appropriations made for any fiscal
year shall not exceed the total revenue, including available surplus. estimated for said fiscal year
unless $e imposition oftaxes sufficient to cover said appropriations is provided.

Budp€tarv Accountins

The Municipality's annual budgets are preparcd using the budgetary (statutory) basis of
accounting, which is not in accordance with GAAP.

According to the budgetary basis of accounting, revenue is generally recorded when cash is
received. Short-term and long-term borrowings may be used to finance budgetary excess of
expenditures over revenues.

Ihe Municipality uses encumbrance accounting to rccord the full amount of purchase orders,
contracts and other commitments ofappropriated resources as deductions from the appropriation
prior to actual expenditure. In the govemmental funds, encumb.ance accounting ;s a significant
aspect of budgetary control. Accordingly, expenditures are generally recorded when the related
expenditure is incurred or encumbercd. Available appropriations and encumbrances are
established to lapse one fiscal year after the end of the fiscal year. Amounts required to settle
claims and judgments against the Municipalify, and certain other liabilities, arc not recognized
until they are encumbered or otherwise processed for payment. Unencumbered appropriadons
and encumbrances lapse at fiscal year-end. Other appropriations, mainly capital projects
appropriations, are continuing accounts for which the Municipal Legislature has authorized that
an unspent balance from the prior year be carried fonvard and made available for current
spending.

The accompanying statement ofrevenues and expenditures - budget and actual budgetary basis

- general fund, provides information about the general fund's original budget, its amendments,
and the actual results of operations of such govemmental fund under the budgetary basis of
accounting for the fiscal year ended June 10, 2010. Further details of the Municipality's
budgetary control at the legal level may be obtained from the Budgetary Liquidation Report for
the fiscal year ended June 30, 2010, which is prepared by the Municipality's Department of
Finance and Budget. Copies of that report may be obtained by writing to the Municipality's
Director ofFinance and Budget at P.O. Box 1612, Can6vanas, Pueno Rico 00729-1612.

Because accounting principles appiied for the purposes of the developing data on a budgetary
basis differ significantly from those used to present the govemmental fund financial statements in
conformity whh CAAP, a reconciliation ofthe differcnces between the general fund's budgetary
basis and GAAP actual amounts is presented as follows:
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Deficiency of revenues and other financing sources mder expenditures
and other financing uses - budgetary basis - general fund

Timing differences:
Net efect of current year encumbmnces rccorded as expenditures for budgetary purposes

ve$us prioryear encumbrances recorded as current year expenditures for GAAP purposes

Basis of accoutlting diferences:

Net increase in property taxes receivable

Net decrease in municipal license taxes receivable

Net decrease in rent receivable

Net decrease in sales and use tal(es receivable

Net increase in intergovemmental receivables

Net decrease in accnred interest receivable
Net increase in miscellaneous receivables

Net increase in due and advances from other funds
Net increase in deferred revenues

Net increase in accounts payabl€ and accrued liabilities
Net increase in intergovemmental payables and accrued liabilities
Net decrease in due/advances to other iirnds

Deficiency ofrevenues and other financing sources under expenditures

and other financing uses -general firnd GAAP basis

$ (1,9'74,822)

t,565,757

100,426
(r34,0s3)

(9,392)
(333,270)

1,832,412

(s,776)

205,955

281,5 r9
(1,017,249)

(r61,728)
( 1,375,10E)

572,189

(453,140)

g) Unresnided and Resticted Deposia

The Municipality's deposits at June 30, 2010 are composed of: (l) demand deposits in
commercial banks (2) demand deposits in the Govemme.t Development Bank for Puefto fuco
(GDB, fiscal agent) and (3) cash equivalents consisting of certificates ofdeposits in commercial
bank of $3,500,000, with original maturities of three months or less. Cash equivalents are
.ecorded at amortized cost, which approximates fair valu€.

The Municipality follows the practice of pooling cash. At June 30,2010, the pool cash account
has balance of $715,861 ofwhich $744,083 which have been recorded in within the non-major
capital project funds and the non-major special revenue funds, respectively. The remaining
baiance negative of28,222 has been recorded within accounts payable in the geneml fund.

Under the laws and regulations of the Commonwealth, public funds deposited by the
Municipality in commercial banks must be fully collateralized for the amounts deposited in
excess ofthe federal depository insurance generally provided by the Federal Deposits Insurance
Corporation (FDIC). All securities pledged as collateral are held by agents designated by the
Commonwealth's Secretary ofthe Treasury, but not in the Municipality's name.
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Cash in fiscal agent in the debt service fimds includes property tax collections amounting to
$2,905,682, which are restricted for the payment of the Municipality's debt service, as required
by law. Cash with fiscal agent of9238,095 in the geneEl fund also includes unspent pmceeds of
bonds that are restricted for the acquisition of certain minor capital assets and the payment of
certain accounts payable- Cash with fiscal agent recorded in the capital improvements bonds
funds consists of unspent proceeds of bonds and notes and the balance of interests bearing
accounts amounting to $4,832,622, which is restricted for the acquisition, conshuction, or
improvements of major capital assets. Cash with fiscal agent recorded in the non-major
govemm€ntal funds consists principally ofunspent proceeds of bonds and notes and the balance
of interest and non-intercst bearing accounts amounting to $86,341 which is restricted for the
acquisition, construction, or improvements ofmajor capital assets.

Restricted cash in commercial banks for other governmental funds, amounting to $2,648,280,
represents the balance of interest and non-intercst bearing accounts restricted to finance the
operations ofvarious fedeml and state funded pro$ams.

h) Unrestricted and Restricted Accounts and Notes Receivable

Receivables consist of all revenues eamed but not collected at June 30,2010. These accounts
receivables are stated net of €stimated allowances for uncollectible accounts, which are
determined based upon past collection experieoce, historical trends, current economic conditions
and the periodic aging of accounts receivable.

Activities among govemmental funds that are representative of lending/borrowing anangements
outstanding at the end ofthe fiscal year are referred to as either "due to/fiom other funds" (i.e. the
current portion of inter-fund loans) or "advances to/from other firnds" (i.e. the non-current portion
of inter-fund loans), as applicable. All other outstanding balances between funds are reported as
"due to/from other ftrnds".

On July 1, 2007, the Municipality adopted the provisions ofGASB Statement No. 48, .Sa1es arrd
Pledges of Receiwbles and Future Reyentes and Intra-Entitt- Tran$fers ol Assets an.l Funtre
,Reverres (GASB No. 48). This Statement establishes standards for the measurcment,
recognition, and display oftransactions where govemments exchange an interest in their expected
cash flows from collecting specific receivables or sp€cific future revenues fol immediate cash
payments, generally, a single lump sum. GASB No. 48 provides technical guidance to determine
whether this type of tmnsaction should be regarded as a sale or as a collateralized borrowing
resulting in a liability. This criteria is used to determine the extent to which a transferor
govemment either retains or relinquishes conhol over the receivables or future revenues through
its continuing involvement with those receivables or future revenues. Accordingly, CASB No. 48
establishes that a tmnsaction will be reported as a collateralized borrowing unless the criteria
indicating that a sale has taken place are met. If it is determined that a transaction involving
receivables should be reponed as a saie, the difference berween the carrying value of the
receivables and the proceeds should be recognized in the period of the sale in the change
statements. If it is determined that a transaction involving firture revenues should be reported as a
sale, the revenue should be defened and amortized, except when specific criteria are meL This
Statement also provides additional guidance for sales of receivables and future revenues within
the same financial reporting entity.
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GASB No. 4E also provides guidance to be used for recognizing other assets and liabilities arising
from a sale of specific receivables or future revenues, including residual interests and recouse
provisions. According to the criteria set forth by GASB. No. 48, there were no tmnsactions
involving receivables that should be reported as a sale as ofand for the fiscal year ended June 30,
2010, therefore, the adoption ofGASB No. 48 had no effect in rhe accompanying basic financial
statements.

i) Invenlories arrd Other Ca ent Assels

lnventories consist of construction materials and inventories of omce supplies, food and
medicines, which are held for consumption. Other current assets consist of prepaid costs.
Cenerally, inventories are capitalized and stated at cost using the fi.stin, first-out method (FIFO)
in the GWFS. Inventories and prepaid expenses in the GFFS are genemlly recorded as
expenditures (purchase method) when purchased (paid) rather than capitalized as an asset.

j) Defened Charyes

Deferred charges in the accompanying statement ofnet assets consist of bond issuance costs, net
of accumulated amortization. Deferred charges are amortized over the term of the related debt
using the straight-line method. In the GFFS, bond issuance costs are recorded in the current
period as expenditures, whether or not withheld from the actual debt proceeds received.

k) Cdpitol Assets

Capital assets used in govemmental activities include land and land improvements, buildings,
structures and building improvements, machinery and equipment, fumiture and fixtures, licensed
vehicles, construction in progress, and infrastructure. These assets are capitaliz€d and reported in
the accompanying statement of net assets. Infiastructure assets are generally stationary in nature
and include roads. bridges, sffeets and sidewalks, dminage systems and other similar assets.
Fo. financial reporting purposes, the Munic,pality defines capital assets as assets with an
individual cost of $500 or more at the date ofacquisition, construction or imprcvement, and with
useful lives extending beyond one year. All assets with individual costs under $500 or with
usefirl lives not exceeding one year, are charged directly to expense in the govemment-wide
statement ofactivities. In the govemmental funds, all capital assets are recorded as capital outlays
(expenditures).

ln the statement ofnet assets, all capital assets are recorded at cost or estimated historical cost if
actual cost was unavailable, except for donated capital assets, which are recorded at their
estimated fair value at the date ofdonation. Estimated historical costs based on deflated current
costs were used to value a significan! portion ofthe infrasructue constructed or acquired prior to
June 30,2002 and certain lands, buildings, stuctures and building improvements. The method
used to deflate the cunent costs with an approximate price index was used only in the case of
cenain items for which the historical cost documentation was not available. Actual historical
costs were used to value the infrastructure acquired or constructed after June 30, 2002 as well as,
construction in progress, machinery and equipment and licensed vehicles acquired prior or after
such date.

45



CoMMoNivEALTfl oF I,Uf,RTo RICo
MI,T{ICIPALITY oF CAN6YANAS

Notes to Basic Financial Statements
Fiscal Year Ended June 30, 2010

Major outlays for capiral assets and improvements are capitalized in the stat€ment ofnet assets as

projects are constructed. The costs ofno.mal maintenance and repairs that do not add value to
the asset or materially extend capital asset lives are not capitalized.

Dep.eciation and amortization expense is recorded only in the govemmenFwide statement of
activities. However, there is no depreciation or amortization recorded for land and construction
in progress. Depreciable capital assets are genemlly depreciated or amortized over their
estimated useful lives under the straight line method, except for machinery and equipment held

under capital leases which is depreciated over the shorter ofits estimated useful life or the lease

term. The estimated usefirl lives ofmajor capital asset categories arei

Years

Land improvements
Buildings, structures and building improvements

Infiastructure
Motor vehicles

Fumiture and fixtures

Machinery and equipmenl, excluding those held
under capital leases

Machinery and equipment under capital leases

20

30 to 50

20 to 50

8

5to20

5to20
3to5

Dep.eciation and amortization expense of capital assets is recorded as a direct exPense of the

function/pro$am specifically identified with the asset. Depreciation and amortization of
infiastructurc is not allocated to vadous functions/progmms but reported as direct expenses ofthe
urban and economic development function.

Deleted Ret'enues

ln the GFFS, deferred revenue arises when one ofthe following siluations occur:

. Potential revenue does not meet both the "measumble" and "available" criteria for revenue

recognition in the current period (unavailable revenue). As previously discussed, available is

defined as due (or past due) at June 30,2010 and collected within 90 days (60 days for
property taxes) thereafter to pay obligations due at June 30. ln subsequent Periods, when

both crite a arc met, the liability for deferred revenue is removed and revenue is rccognized.

. The Municipality receives resouces before il has a legal claim to them (unearned revenue).

ln subsequent periods, when the revenue recognition criterion is met, the liability for deferred

revenue is removed and revenue is recognized.

Defe.red revenues at the govemment-wide level arise only when the Municipality receives

resources before it has a legal claim to them.
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fi) Compe sated Absences

Compensated absences are accounted for under the provisions of Statement No' 16, Accounting

;[or tompensated Absercer, issueal by GASB (GASB No. 16). Compensated absences include

paid time off made available to employees in connection with vacation, sick leave and

io.p"nrrtory time. The liability lor compensated absences recorded in the accompanying

statement oanet assets is limited to leave that: (1) is attributable to services already rendered on

or before June 30, 2010 and (2) is not contingent on a specific event that is outside ihe contml of
the Municipality and the employee (such as illness). Compensated absences that relate to future

services or are contingent on a specific event outside the control ofthe employe' or the employee

are accounted for in the period when those services are rcndered or those events take place'

The liability for compensated absences inchldes salary_related costs, which are directly and

incremental'ly related to the amount of salary paid to the employee (such as employer's share of
Social Security raxes and Medicare taxes).

The vacation policy ofthe Municipality provides for the accumulation of regular vacations at a

rate of2.5 days per month (30 days per year) per employee. Employees accumulate regular sick

leave at a rati of 1.5 days per month (18 days per year)- EmPloyees accumulate comPensatory

time at a mte of L5 times the overtime work€d. All vacation and sick leave days accumulated by

employees in excess of30 days and 90 days, respectively, are paid to employees-each year, ifnot
co;sumed, as required by law. [n the case ofcompensatory time, the excess of240 hours is paid

to emplolees each )ear. ifnol consumed.

Upon termination of employment, an employee receives compensation for all accumulated unpaid

regular vacation leave at the culrent rate. In the case of regular sick leave, if the employee

teininates his or her employment before reaching 10 years of sewices, such regular sick leave is

not paid to the employee, if not consumed ln addilion upon t€rmination of employmelt, an

empioyee does not_rcceive compensation for compensatory time, if not consumed previously

After i0 years of services, any regular sick leave balance is Paid to the employee Accumulated

vacalion lime is lull) \erted to the employee al an) time

The liability for compensated absences is reported in the statement of net assets A liability for

compensat;d absences is reported in the GFFS only when matured (r'"hen payment is due), for

example, as a rcsult ofemployee resignations or retirements.

n) Long-te l Debl

The long{erm liabilities reponed in the accompanying statements of net assets include the

Municip;lity's bonds payible, notes payable, obligations under capital leases, acffued

compensated absences, and federal cost disallowances.

All long-term debt to be repaid from govemmental resources is reported as -liahilities 
in the

accompinying statement of net assets. Principat and intercst payments on bonds due on July I ,

2010 are'recorded as govemmental fund liabilities in the GFFS (debt service fund) when

resources are available in the debt service fund (June 30, 2010). tn the GFFS, the face amount of
debt issued (gross debt reported) is repofied as other financing sources when issued'

In the GWFS debt issuance costs are r€ported as deferred charges, which are amortized under the

straightline method over the life of the deb1, while in the GFFS such costs are r€cognized as

expenditures during the current period.
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Non-interest bea ng notes payable are accounted for under the provisions of Opinion No. 21,

Interest o Recefuables a d Pdyables,lssued by the Accounting P nciples Board (APBNo.21).
According to APB No- 21, the Municipalit-v has recorded such notes at present value with an

imputed interest rate that apprcximates the rate that would have been used, using the same terms

and conditions, iF it had been negotiated by an independent lender. In the accompanying
statement of net assets, such notes payable are repoted net of the applicable unamortized

discount, which is the d;fference bet\reen the present value and the face amount ofthe notes. The
discount is amortized over the life ofthe notes using the effective interest method. Amortization
ofthe notes discount is recorded as paft of interest expense in the statement of activities. In the

GFFS, notes discount is recognized as other financing uses during the current period.

o) Leases

Th€ Municipality classifies its lease agreements either as operating or capital leases according to
Statement No.13, Accounting for Zeases, issued by FASB (FASB No. l3). Capital lease

agrcements are generally non'cancelable and involve, substance over form, the transfer of
substantially all benefits and risks inherent in the ownership of the leased property, while
operating leases do not involve such transfer. Accordingly, a capital lease involves the recording
of an asset and a related lease obligation at the inception ofthe lease. According to FASB No.
13, lhe Municipality classifies a lease agreement as a capital lease if at its inception the lease
meets one or more ofthe follo\ring four criteria:

. By the end of the lease term, o[Tership of the leased property is transferred to the
Municipality.

The lease agreement contains a bargain purchase option.

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

. At the inception ofthe lease, the present value of the minimum lease payments, with certain
adjustments, is 90 percent or more ofthe estimated fair value ofthe leased propeny.

Although the Municipality is prevented legally from entering into obligations extending beyond
one fiscal year, most capital lease agreements entered by the Municipality contain fiscal funding
clauses or cancellation clauses that make the continuation of the agreements subject to future
appropdations. Leases that meet at least one ofthe aforementioned four criteria alld have a fiscal
funding or a cancellation clause have been recorded as capital leases in the accompanying GWFS,
since the likelihood of invoking the provision is considered remote. The Municipality's lease

agreements do not include contingent rental payments or escalation clauses.

In the GWFS, the obligation under capital leases is recorded at the lesser of the estimated fair
value ofthe leased property or the present value ofthe minimum lease payments, excluding any
portion representing executory costs and profit thereon to be paid by the lessor. A portion ofeach
minimum lease palment is allocated to interest expense and the balance is applied to reduce the
lease obligation using the effective interest method.
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ln the GFFS, the net present value ofthe minimum lease payments at the inception ofthe capital

lease is recorded simultaneously as: (l) expenditures and (2) other financing sources. Minimum
lease payments are recorded as expenditures in the GFFS.

p) Acco nling lot Pension Cosls tt ld Post-Emplolmenl Benertb

For the purpose of applying the rcquirements of GASB Statement No.27, Accounting for
Pensions by State and Local Govemment Employers (GASB No. 27), the state govemm€nt ofthe
Commonweakh of Puerto Rico is considered to be the sponsor of the Employees' Retirement

System of the Govemment of Puerto Rico and lts tnstrumentalities (ERS) and System 2000, a

multi-employer cost-sharing defined benefit pension plan and a hybrid defined contribution plan,

respectively, in which the employees of the Municipality participate. The Municipality is

considered a participant, and not a sponsot ofthese retirement systems since the majority ofthe
participants in the aforementioned p€nsion trust funds are employees of ihe Commonwealth of
Puerto Rico and the basic financial statements of such retirement syslems are part ofthe financial

reporting entity ofthe Commonwealth of Puerto Rico.

The Municipalify accounts for pension costs fiom the standpoint of a Participant in a multiple_

employer cost-sharing plan. Accordingly, pension costs recogniz€d in the accompanying basic

financial statements are equal to the statutorily required contributions, with a liability recorded for
any unpaid required contributions.

On July 1, 2007, the Municipality adopted the provisions of CASB Statement No. 50, Pension

Disclosures (GASB No. 50). This Statement more closely aligns current Pension disclosure

requirements for govemments with those that govemments are b€ginning to implement for retiree

health insurance and other post-employment benefits. Specifically, GASB No. 50 amends GASB
Statements No. 25, Fi,,ancial Reportingfor Defrned Benefrt Pension Plans a d Note Disclosures

for Delned Contribution P1arr, and No. 27, Accou ting Jor Pensions by State and Local
Govemmental Employers, by requiring:

. Disclosure in the notes to the financial statements ofpension plans and certain employer
govemments of the current funded status of the plan-in other words, the deglee to

which the actuarial accrued liabililies for benefits are covered by assets dlat have been set

aside lo pay the benefits as ofthe most recent actuarial valuation date.

. Govemments that use the aggregate actuarial cost method to disclose the funded status

and present a multi-year schedule of funding pro$ess using the entry age actuarial cost

method as a surrogate; these govemments previously were not rcquired to provide this

information.

. Disclosure by gover.ments participating in multi-employer coslsharing pension plans of
how the contractually required contribution rate is determined.

GASB Statement No. 45, Accounting and Findncial RePorting by EmployersJor Postemployment

Be ertB Other Tharl Pe siofis (GASB No. 45) establishes standards for the measurement,

recognition, and display ofexpense/expenditures and related liabilities/assets ofpost-employment
benefits other than pensions (OPEB), note disclosures, and, ifapplicable, required supplementary

information in the financial reports ofstate and local govemment employers. AtJunel0,2010,
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there were no OPEB plans adopted by the Municipalit). Accordingly, during the fiscal year

ended June 30, 2010, the Municipalit) did not incur in any poslemployment benefiis costs other

than pensions, therefore, the adoption ofGASB No. 45 had no effect in the accompanying basic

financial statements.

q) Risk Management

The Municipality carries commercial insurance covering casualty, theft, tort claims and other

losses. Insurance policies are negotiated by the Commonwealth's Department of Treasury (the

Department of Triasury) on beh;lf of all municipalities of Puerto Rico- The Department of
Treasury pays the insurance premiums on behalfofthe Municipality and then is reimhmsed each

year through monlhly equal payments deducted from the Municipality's gross property ta_1

'collections made by th; Municipal RevenBe Collection Center ("CRIM", by its Spanish

acronyms), a govemmental entit) responsible for billing and collecting property taxes on behalf

of all municipalilies of Puerto Rico.

The Municipality carries insurance coverage for death and bodily injuries caused by automobile

accidents. ihis' instlmnce is obtained through the Automobile Accidents Compensation

Administration (ACAA), a component unit ofthe Commonwealth' This insurance is compulsory

for all licensed vehicles used on public roads and highwals in Puerto Rico The annual premium

is $35 per licensed motor vehicle, which is paid directly to ACAA'

The Municipality obtains worke$' compensation insumnce coverage through the State lnsurance

Fund Corporation (SIFC), a component unit of the Commonwealth This insurance cove6

workers against injuries, disability or death because of work or emplolanent-related accidents, or

because o1 illnesi suffered as a consequence of their emplolment Workers compensation

insurance premiums are also Paid through monthly deductions made by CRIM from the

\4unicipaliry s gros" proper) ta.\ colleclions.

The Municipality obtains unemployment compensation, non-occuPational disability, and drivels'

in.u.un"e 
"or..ug" 

for its employees through various insurance programs administered by the

Commonwealth'iDepartment of Labor and Human Resources (DOL) These insurance programs

cover workers agai;st unemployment and provide supplementary insurance coverage for

temporary disability, or death beiause of work or employment-related accid€nts or because of
illness suffered as a consequence of their employment. Unemplolment compensation, non-

occupational disability and drivers' insurance premiums are paid directly to DC)L on a cost

reimbursement basis,

The Municipality also obtains medical insurance coverage fiom several health insurance

companies fir iis employees. Different health insurance coverage and premium options arc

negotiated each year by the Depanmenl of Treasury on behalf of the Mlnicipality The cunent

inirance policies have not bee; canceled or terminated at June 30, 2010 Premiums are paid on

a monthly basis directly to the insurance company. In the Past three years, the Municipality has

not settled claims that exceeded insurance coverage.
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Resenaliorrs of Fund Bdlances

Reservations of fund balances represent portions of fund balances in the GFFS that are legally

segregated for specific futffe uses or are not appropriated for expenditure. The Municipality has

recorded the following types ofreservations offund balances in the GFFS:

. Encumbrances Represent reservations of fund balances for commitments related to
unperformed (executory) contracts for goods or services (fltture expenditures under purchase

orders, contracts and other commitments). These committed amounts represent reservations

of unexpired appropriations and gen€rally will become liabilities in future fiscal yearr as the

goods or services are received,

. Debt senice - Represent fund balances available to cover future debt service payments

(principal and interest) on bonds payable, which are accounted for in the debt sewice fund-

. Capilal pnjecls - Reprcsent the reservation oF financial resources to be used for the

acquisition, constnrction or improvement oi major capital assets under contracts and other

commitments.

. Adtdnces from olh?tjfatb - Represent the reservation of financial resources set aside for
long-term inter-fund receivab)es, which are not considered current available financial
resources at June 30. 2010-

. Fedetul and slate funded progrums - Represent financial resources set aside for use in

federal and state grant proglams.

Inler-fund Activiliet

The Municipality has the following types of reciprccal and non-reciprocal interfund activities
recorded among govemmental funds ;n the accompanying GFFS:

. Inlerfand loans - Represent amounts provided with a requircment for repayment, which are

recorded as "due from" in the lender govemmental fund and "due to" in the borrower
governmental fund. Inter-fund receivables, which are not considercd to be currently available

financial resources, ate reported as advances. For amounts not expe€ted to be collected

within a reasonable period of time, inter-fund rece;vables/payables are reduced to the

estimated realizable value and the amount that is not expected to be repaid is reported as an

operating transfer from the govemmental fund that made the loan

. Inlet-fund lra sfers - Represent flows of assets (permanent reallocation of financial

resources among govemmental funds) without equivalent flows of assets in retum and

without a requirement for repayment. Operating transfers arc reported as other financing

sources in the govemmental fund making transfers and as other fi.ancing solrces in the
govemmental fund receiving transfers.

. Inter-fund reimbarsemanrr - Represent repayments from the govemmental fund responsible

for particular expenditures or expenses to the govemmental fund that initially paid forthem.

,

51



COMMoNI EALTE oF PUERTo RICo
MU\ICIPALTTY oF CAN6VANAS

Notes to Basic Financial Statements
Fiscal Year Ended June 30, 2010

In the GFFS, int€r-fund activity has not been eliminated, as permitted by GAAP-

, ase of Estimates

The preparation of the accompanying basic financial statements in conformity with CAAP
requires management to make significant estimates and assumptions that affect the reported
amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date of
the basic financial statements, and the reported amounts of revenue and expenses during the
reporting period. Actual results could differ from those estimates.

u) Future Adoplion of Accounling Pronouncemenls

The GASB has issued dle following statements that have effective dates after June 30, 2010:

a. GASB Statement No. 54, Fund Balance Reporting and Gover me tal Fwd Type
Delnitions (GASB 54).The requirements of this Statement are effective for the
fiscal year commencing on July 1, 2010.

,. GASB Statement No. 57, OPEB Measurements by Agent Employers and Agent
Muhiple Employers P/ars (GASB 57). The requirements of this Statement are
effective for the fiscal year commencing on July 1, 2011.

e GASB Siatement No. 59, Financial Instntments OnriD6 (GASB 59). The
requirements oflhis Statement are effective for the fiscal year commencing on July
1,2010.

The impact ofthese statements on the Municipality's basic financial statements has not yet been

determined.

2. Deposits

The Municipality maintains its deposits in various commercial banks located in Puerto Rico and the
Govemment Development Bank for Puerto Rico (GDB). Proceeds from all bonds and the funds
related to certain federal grant a\rards are required b) law to be held \r'ith GDB.

On July l, 2004, the Municipality adopted the pmvisions ofGASB StatementNo. 40 (GASB No.40),
Deposit and Investment Risk Discloswe, an Amendment to GASB Statement No. -3. This statement

requires that state and local govemments disclose essential risk information about deposits and

investments. The disclosure requirements cover four main areas: (l) credit risk, (2) interest rate risk,
(i) custodial credit dsk, and (4) foreign exchange exposure.

. Credit risk This is the risk that an issuer or other counterparty to an investment will not
fulfill its obligations. In compliance with the laws and regulations of fie Commonwealth of
Puerto Rico, the Municipality has adopted, as its custodial credit risk policy,the Statement of
Uniforn l vestment Guideli es lor the Municipalities of the Commonwealth of Puerto Rico,
issued by the Goverument Dewlopment Bank for Puerlo R?o as promulgated by Law No.
113ofAugust3, 1995. Accordingly, the Municipality is only allowedto invest in obligations
of the Commonwealth of Pueno Rico, obligations of the United States of America,
certificates of deposit, commercial paper, bankers' acceptances or in pools of obligations of
the Municipalities of Puerto Rico, which are managed by GDB. According to the
aforementioned investment guidelines, the Municipality is not allowed to invest in

32



COMMON\trf,ALTH OF PUERTO ITCO
MUNICIPALITY or CANovANAS

Notes to Basic Financial Statements
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marketable securities oI any other type of investments (debt securities) for which credit risk
exposur€ may b€ significant. Consequently, at June 30, 2010 and for the fiscal year then

ended, the Municipality invested only in certificates of deposit in commercial banks, which
are insured by the Federal Deposit lnsurance Corporation (FDIC), generally up to a

ma,rimum of$100,000 per depositor. No investments in debt ofequity securities were made

during the fiscal year ended June 30,2010. Therefore, the Municipality's management has

concluded that the credit risk related to any possible loss related to defaults by commercial
banks on th€ Municipality's deposits is considered low at June 30, 2010.

Itrterest rate dsk - This is the risk that changes in interest rates of debt investments will
adversely affect the fair value of an investment. The Municipality manages its exposure to
declines in fair values by: (l) not including debt or equity investments in its investments
portfolio at June 30, 2010, (2) limiting the weighted average maturity of its investments in
certificates of deposit to periods of three months or iess and (3) keeping most of its banks

deposits and certificates of deposit in interest bearing accounts generating interest at
prevailing market rates. At June 30,2010, the interest rate risk associated wiih the

Municipality's cash and cash equivalent is considered low since the investment portfolio of
the Municipality consists of certificates of deposit and do not include debt securities or ally

tpe ofinvestments that could be affected by changes in interest rates.

Custodial credit risk - ln the case of deposits, this is the risk that in the event of a bank
failure, the Municipality's deposits may not be recovered. Pursuant to lhe Stateme t of
I |estment Guidelines fot lhe Govemment of,he Commonweahh ofPuerto Rico, the balances

deposited in commercial banks by the Municipality arc insured by the Federal Deposit
Insurance Corporation (FDIC), generally up to a maximum of $250,000 per depositor. In
addition, public funds deposited in commercial banks by the Municipality are fully
collateralized for the amounts deposited in excess of the federal depository insurance. All
securities pledged as collateml are held in the Municipality's name by the agents of the
Commonwealth's Secretary ofTreasury. Deposits ofGDB, amounting to $8,062,740 at June
30. 2010, are uninsured and uncollateralized. However, no losses rclated to defaults by GDB
on deposit transactions have been incurred by the Municipality through June 30, 2010. It is
management's policy to only maintain deposits in banks allliated to FDIC to minimize the

custodial credit risk, except for GDB. Therefore, the Municipality's management has

concluded that at Jun€ 30, 2010, the custodial credit risk associated with the Municipality's
cash and cash equi!alents il considered lor!.

. Foreisn €xchanee risk- This is the risk that changes in exchange rates will adversely affect
the value of an investment or a deposit. According to the aforementioned investment

guidelines, adopted by the Municipality, the Municipality is prevented from investing in

foreign securities or any other Rpes of investments for which fo.eign exchange risk exposure
may be significant. Accordingly, management has concluded that the foreign exchange risk
related to the Municipality's deposits is considered low at June 30, 2010.

Cash and cash equivalents at June 30, 2010, are classified in the accompanying balance sheet -
govemmental funds a follows:

This Space Has Been Intentionally Left Blan*
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Major gorernmentsl funds

Oth€rDebt Capilal

service improvenenls

fuDd bond fund

Excess of checks draw over bek baldce

C6h equivalents in conmercial bdks

Total unresricEd deposits

Cash in comercial bank

Cash in GDB, as ns.al agent

C6h equivalents in commercial bank

Toral restrided deposits

Total crnfing Mounr of deposits

(37.626)

3,500,000

\37,626t

3,500,000

i.462,37.1 3.162.371

218,095 2.905.682 1.812.6?2

2.646,280

86,141

2,648,280

8,062.740

238,095 2,905,682 10.711,020

S 3,700.'169 2.905.682 1.a32,622 2,734,621 $ l4rl73!:1
4-832.622 2-731.621

3. Mulicipal License Tares

The Municipality is authorized by Act No 81 to impose and collect municipal license taxes to any

natural or legal percon having trade or business activities within the territory ofcan6vanas This is a

self-assessed tax generally based on the business volume of taxpayers, measured by gross revenues'

The Municipality establishes the applicable tax rates. At June 30, 2010, the municipal license ta'\

rates imposed by the Municipality were 1.50 percent for financial institutions and 0.50 percent for
other types of ta-xpayers. Any taxpayen that have been granted with a partial tax exemPtion under

any ofthe tax incentive acts ofthe Commonwealth ultimately pay municipal license taxes at reduced

tax rates, genetally between 60 percent and 90 percent under standard mtes

Each taxpayer must assess the corresponding municipal license ta.r by declaring the volume of
business ihrough a tax retum to be fi]ed every April 15. based on the actual volume of business

(revenues) genirated in the Preceding calendar year. Taxpayers with a sales volume of$3 million or

more must include audited financial statements with their tax retum filings. The ta-\ can be paid by

the taxpayer in two equal installments due on Juty 15 and January 15, subsequent to the filing of the

declaration on April 15. The fiNt installment ofthe ta-x covers the six_month period ended December

31, subsequent to the filing date of the declaration, while the second installment ofthe tax cove6 the

six-month period ended June 30 ofthe subsequent calendaryear. Ifa taxpayer elects to pay the tax in

full on the filing date of the declaration (generally April l5), a 5 percent discount is granted

automatically onihe total tax amount due. Any municipal license taxes collected in advance (that is,

pertaining to a future fiscal year) arc recorded as deferred revenues in the GWFS and the GFFS (see

note 8). Total municipal license tax receivable amounted to 51,149 at June 30' 2010 Uneamed

(defened) municipal license tax revenues recorded in the accompanying GWFS and the general fund

amounted to $6,007,298 respectively at June 30, 2010. Eamed but unavailable municipal license ta'\

revenues amounting to $1,149 have been recorded in the general fund within deferred r€venues at

June 30,2010.
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4. Property Taxes

The Municipalitl, is authorized by Act No. 81 to impos€ and collect propefty taxes from any natural

or legal per;on t:hat, at January I ofeach calendar y€ar: (l) is engaged in trade or tusiness and is the

o*nJ. oi p..ron"l o. r"al property used in trade or business or (2) owns residential real property with

a value in excess of$15,000 (at 1957 market prices).

Personal property ta-.(es arc self-assessed by taxpayers every year using ihe book value of personal

p.op".ty 
".."i. 

o*n"d by the ta.xpayer at January 1 (lien; lery date) and rcporting such taxable value

ih.ough 
^ 

p"rronal p.operry tax retum filed on May 15 (due date and collectiondate) subsequent to

the aisessment date. Tie iotal personal propert) ta\ rate in force at June l0 2010 was 683 Percent

(of which taxpayers pay 6 63 percent and the remaining 0 20 percent is paid b1 the Department of

Treasury, as a subsidy).

Real property laxes are assessed every January I (lien; le\, date) and is based on estimated current

value! oithe property, deflated to 1957 market prices. Real property taxes a due and collectible on

lanuary I and J uly oi every fiscal year. The total real proPerty tax rale in force at J une 30' 201 0 was

8.83 percent 1of which 8.6i percent is paid by taxpayers and the remaining 0 20 percent is also paid

by the Department ofTreasury, as a subsidy).

Residential real property occupied by its owner (not engaged in trade or business) is exempt from

property taxes only on ihe firsi $15,000 ofthe assessed value (at 1957 market prices) For exempt

i*ounta, tt" Department of Treasury assumes the payment of the basic ta_r (4 00 percent and 6 00

p".""nt io. p"..onut una real property, respectively), except for property assessed for tess than $3'500

iat 1957 market prices), for which no payment is made by the Department ofTreasury'

Included within the total personal and real propery tax rates of 6 83 percent and 8 83 percent'

i"if"",ir"ty, ,t 
"." 

is a portion ofthe tax mte in the amount of 1 40 percent that is restricted for the

M,inicipali-ty's debt se*ice requirements on bonds. Such amounts are recorded in the Municipality's

debt service fund.

ThecompositionofpropertytaxesreceivableandtherelateddeferredrevenueisasfollowsatJune30.
2010:

Debt

fund

r42.923 $ l,5l1,665

Ceneral

fund Total

Gross propeny ta{es receivable

Deferred (eamed and unavailable)

property tax revenues in GFFS - $ 1,368,742

1,368,',l42

136A,',712

This Space Has Been Inlentionall! Left BIa k
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5. Irtergovemmental Receivables atrd Payables

Intergovemmental receivables and payables recorded in the accompanying GWFS and GFFS are as

fol lows at J une 3 0. 20 I 0:

s 102,059

282,898

19,879

3,294

67,968
t.826,425

E,825

1,592

This Spoce Hds Been ltttentio all! Lefi Blank

orher Totrl
goY.rnmertl Sovernm.rtal

funds funds

I rtq got $ rn e stdl, e c e i w bles :
U a. Departne ofHousiDg ad Utum Developme.t _ capiral prcjec1 tunds

U-S- Depanmenr of Healih ad Hume Seryies _ special reveoue tunds

Pueno Ri@ Tresury Department geneal fu.d -

Chiistms bonus leinbuseneni prc$an

Pue.to Rico Energy and Power Authoriu-''

Total intergovemmenial rc.eivables

23t,972
i l1,178

23t,972 $ 231,972

3ll,l78 311,178

162,861

Oth€r Total Stltement
gov.rrmetrtal ofnet

funds a$.ls

hrereown entol parob|es:

Payoll $ ithholdings mdenployeCs onidbutions _ gene'altund:

Employes Aseciation ofthe Commonwqlth ofPueno Rico

Pueno Rico Tresury DePetnent

UnilEd SEtes TreasDry DePartnenl

PErto Rico Depanment ofl-abor
Utilities - geneEl tund:

Pueno Ri@ Water sd Seuer AuthoritY

Pueno Rico Elect.ic and Pow.r Authoit'
Puerto Rico Telephone ComPeY

U.S. Depdtneni of Eduetion
U.S. Depdtmmt ofHousing ed Urbe Developreni

Toral inereovemnenul Palables

102,059

282,898

!9,879
3,294

67,968
1,826,425

8,825

200,000

s 102_059

282.898

19.879

3.294

61,968
1.826,425

E,825

162.86r 162.861

1.825,475 1.825.4?5

r 988.3t6 2,i31-486543.1i0
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6. Inter-futrdTransactions

The composition of inter-fund balances

follows:

at June 30,2010 and for the fiscal year then ended is as

Olher

Major eovemnenial funds:

Carital imprcvedenis bond fund

Othei govemrnmtal tunds:

Special rcvenue tunds

Capital proiect tun.ls

- 23,292 $

't23

74.968

634.289

109,005 66-818

t23

74,968

634,289

175.823

$ 818.385 90,110 $ 908,49t

other Toral

gov.rnmetrtal golernmentdl

fun.ls funds

Major golemnertal funds:

Capi6l imprcverDents bond tund

Other golemme al tunds:

Special revenue nuds

Capital prcject fuds

t2,015

2.442

ll?.643

478,476 S

88.,1i?

490,491

331.643

88,457

84,9918.1,991

1)6.691 566.933 S r.003,621

The principal purposes ofinter-fund receivables and payables are:

. Recognize in the geneml fund the outstanding balance of the loans granted to non-major

capita-l project anJspecial revenue funds ($?43'294) to temporarily cover the payroll and

other operating cosis of several federally and state funded programs'
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The principal purposes ofinter-fund transfers are to:

. Make a rootinary transfer of inlerest income, amounting to $2,042 from the debt s€rvice fund

to the generat fund, as perm;tted by law. This ;nterest income is generated by the debt service

fund's deposits and is transferred on a quarterly basis to the general fund.

. Make a routinary transfer ofresources, amounting to $477,718, from the general fund to the

HUD Section 108 loan guarantee capital projects fund, to cover the principal and interest

payments on notes payable 1o the U.S. Department ofHousing and Urban Development.

Inter-fuDd receivables and payables represent the pending settlements ofthe aforementioned transfers,

which are considered by management to be lully realizable at June 30, 2010.

At June 30,2010, the general fund reported advances (long{erm inter-fund receivables) ftom non_

major special revenue funds afld major capital project funds amounting to $67,336 and $35,9]3,

respecd;ely. These advances among govemmental firnds have been reported at June 30, 2010 within

rlue and advances from other funds and are not expected to be repaid within one year after year_end.

Accordingly, at June 30, 2010, the general fund reported a reservation of fund balance amountiog to

$103,248 to properly disclose the portion of inter-fund receivables that are considered current

available financial resources at June 30. 2010.

This Space Has Been Inlentionalli Left Blank

58



CoMUONWEALTH oF Puf,RTo RIC0
MUNICIPALITY OF CAN6VANAS

Notes to Basic Finaocial Statements

FiscalYear Ended June 30.2010

7. Capital Assets

Capitalassets activity for the fiscalyear erded June 30,2010 is as follows:

Brlance Capital
at outlays/

Juen 30,2009 additiors

Balance

June 30,20r0

Cosl basis:
Cosl basis of capilal assets, no, subiect

ro deprcciation akd amortiution:
Infrastructure land
Construction in progress

Total cost basis ofcapitalassets, not

subject to depreciation and amortization

Cost bdtb of capital assets, subied tu

rlep rec iatio n an d a mo rliutio n:
Building, structures and building improvements

Infasructure
Land lmprovements
Licensed vehicles
Fumiture. fixtures. machin€ry and equipment

Machinery and equipment held unde, capital leases

Totalcost basis ofcapital assets subjecl

to depreciarion and amortization
Tolal cost basis ofcapital assets subjecl

Accumulsted depreciation:
Buildings, structures and bu;ld;ng improvements

hlrastructure
Land Improvements
Licensed vehi€les

l'umirure, fi\tures. machiner) and equipmenL

Machinery and equipment held under capital leases

Total accumulated depreciation

$ l,6l1,480
484.141 147,268

s 1,611,480

63l,4ll

20,796,281
t5,7 t2,931

6,623,672
2.876,240

t,324188
3,610,151

56,862
'729.550

899,360

22,120,769
19,323,082

2,210,091
1,353,222
3,175,600

205.245 ' 205.245

48,367,598 6,620.411 54,988,009

s 4,323,9',79

5,394,604
1,530,379

5,695,643
1,387,928

205.245

4,754,258
5,749,t36
1,606,018

6,195,105
1,654,121

Juen 30,2009 expense June 30' ?QlL

430,279 $

354.532

499,462

266,193

18.5i7.778 1,626,105 20.163,883

$ 31.925.44i 5,141,574 $ 31.061,9lL

This Space Has Bee lntentionally Lefl Blank

s 50.463:21 6.76',1.679 S s1.230,900

Bahnce
Dep.€cialion

Balanc€
al
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Depreciation expense was charged !o functions in the accompanying govemment -wide stat€ment of

acrir iries as lollorrs for the fi'cal )ear ended June j0. 2010'

$ 98,058

73,841

t4,136
16,505

1,131,508

General govemment

Public safety

Public housing and welfare

Health and sanitation

Urban and economic develoPment

Culture, recreation and education

Total depreciation and amortization expense

8.

Other

Getreral goYernmental

fund funds

Totsl Statement

gover.mental olnet

funds assets

Earned and anavailabte @enues:

MDnicipal licens€ lar(es

Intergovemmental Srants a.d

Totaleamed d

unavailable revenues

lntergovemmental gmnts and

Tokl unemed revenues

Tolal deferod revmDes

136a.742

r,l49

162,861

1,368.742 $

I,149

r62,861

1,512.752 1.532,752

6.007.298

2.0r2,181

6.007,298 2.012.1EI 8,019.,r79 8.019,479

\ 7 i40.050 2.0l2.lEl '1.5i2.2]l i 8 01'r.474

Thb Space Has Been Intentio ally LeIt Blank

6.007,298

2.0!2,16t

6,007.298

2,012,!81

$ 1,626,105

At June 30,2010, the estimated aggregate replacement

amounted to approximately $58 million.

I)eferred Revetrues

cost of the Municipal;ty's capital assets

At June 30, 2010, deaerred revenues recorded in the GWFS and the GFFS are as follows:
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9. Long-TermObligations

The general long-term debt activity tbr the fiscal year ended June i0' 2010 is as follows:

beginnitrg of
Borrowings

Municipal Revenue Collection Cent€r

U.S- Department of Housing

d Urban development (H U D)

Res€we lor federal cosr disallowances

Compensat€d absences

2.475,000 (1,280.000) 19,640.000 s 1,365,000

241,189 241,789

$ 16,445,000

557,095

3.240,000

182,210

3.480,997

(315,306)

- (295,000) 2.945,000

182,210

305,000

i.l2l,07l (i 3,121,071 8

25,90i,302 ivo.ozt (i,i?l,loj)

Historically, the general fund has been used to liquidate certain notes payable' comp€nsated

;;;;-' 
'orrig"il."t 

under capital leases, federai cost disallowances and an) other long-term

iiJiiiii". o*". tr'"i tonds, except ior notes payable to HUD, which have been recorded in the non-

major capital Foject tunds.

a) Deb, Linrilatiott

Tle Municipat Legislature is legally authorized to approve the contracting- 
-of 

debts of the

il;;dtry Nerlrtlet"ss, th" tiws and regulations oi the Commonwealth of Puerto Rico also

provide that:

. Direct obligations ofthe Municipalit) (e!idenced principall) by bonds and.bond anticipation

noies) are b-acked by the fu]l faith, credit and raxing poser ofthe MunicipaliO; and

. Direct obligations are not to be issued b) the Municipalit\ -if 
the amount ofthe principal of'

and ttte intJrest on, such bonds and bond anticipation notes (and on all bonds and notes issued

thereafter) which-are payable in any fiscal year, together with any amount paid by the

rir"r"Girty in ttt" p."""aing fiscal year on account.of bonds or bond 
,anticipation 

notes

sr"t;"t!.d irv ,lr" N{r"icipali!, exceed I 0 percent o f the tota I assessed value of the property

il*"J *i t;'" ,r," Municipality plus the baiance of the ad lalorem taxes in the debt se ice

iuna, fo. Oona, payable and'bond anticipation notes to be repaid with the proceeds of

propefi) Exes reqtricled for debt :en ice'

In addition, before any new bonals are issued' the relenues of-the debr. service.fund should be

.rff"i"riii ""*. tf,"-projected debt service requiremenr' The Municrpality's avatlable legal debt

."rgi, "..*"a 
a S,i 3;illion at June lo, 20i0, as published by the Govemment Development

Bank for Puerto Rico.

26,130,070 168,217

This Space Eas Been ltttentiondll! Lefi Blahk
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b) Bonds Palable

The Municipality issues general obligation, special obligation and public improvement bonds to
finance the acquisition, construction and improvement of capital assets, as well as, to finance

certain operating needs, including the payment to suppliers in certain circumstances-

The laws and regulations ofthe Commonwealth of Puerto Rico provide that the Municipality's
public debt will constitute a first claim on the available revenue ofthe Municipality. Public debt

includes bonds and bond anticipation notes. The good faith, credit and taxing power of the

Municipality are irrevocably pledged for the prompt payment of the principal and interest of
bonds.

As described in Note 4, the Municipality levies an annual additional special tax of 1.80 percent of
the assessed value of personal and real property. The proceeds ofthis additional special tax are

deposited in a sinking fund established at CDB whereby sufficient funds are set aside to redeem

the bonds payable of the Municipality in minimum annual or semiannual principal and interest
payments. The collections ofthis special tax are recorded in the Municipality's debt service fund.

For financial reporting purposes, the outstanding balances ofbonds represent the total principal to
be repaid. Bonds payable is composed as follows at June 30, 2010:

This Space Has Been Intenlionalllr Left Blank
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Puhlic lmororemeot Bonds:

2005 serial bonds for the acquisition of major capital assets, original amount

ol$3,1 15,000, due in annual principal installments ranging from $145,000 to

$285,000; plus interests due in semiannualty installments at variable rates

(4.38% at June 30, 2010) through July 1, 2019

2009 serial bonds fo. the acquisition ofmajor capital assets, original amount

of$1,450,000, due in annuat principal installments ranging from $165,000 to

$260,000; plus interests due in semiannually installments at variable mtes

(4.75% at June 30,2010) ihrough July 1, 2015

2009 serial bonds for the acquisition ofmajor capital assets, original amount

of$4,990,000, due in annual principal installments ranging from $75,000 to

$420,000; plus interests due in semiannually installments at variable rates

(4.75% at June 30, 2010) thrcugh July l, 2033

Outstatrding
amount

$ 2,320,000

1,285,000

4,915,000

Total public improvements bonds 000520

Outstrnding
amountCeneral Oblication Bonds:

2003 serial bonds for the acquisition of vehicles, original amount of
$3,375,000, due in annual Principal installments ranging from $40J,000 to

$565,000: plus interest due in semiannually installme.ts at variable mtes

(5.40% at June 30,2010) through July 1,2009

2001 serial bonds for the acquisition ofmajor capital assets, original amount

of$5,500,000, due in annual principal installments ranging fiom $75,000 to

$475,000; plus interests due in semiannually installments at variable mtes

(4.10% at June 30, 2010) through July 1, 2026

2004 serial bonds for working capital and the payment of past due accounts

oarable to cuppliers, original amounl of $1.4j5,000. due in annual principal

init llr"nt. .unging fro. S175.000 lo $215.000i plus interests due in

semiannually ins:tallirents at variable rates (4.18% at June 30, 2010) through

July 1,2011

565,000

4,700,000

460.000
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2007 seriat bonds for wo*ing capital and the payment of accounts payable

to suppliers, original amou;t of $1,560,000, due in annual principal

installments 
- 

ranging fiom $110,000 to $215,000; plus interests due in

semiannually inslll-ments at variable rates (2-43% at June 30, 2010) through

July I, 2016

2009 seriat bonds for working capital and the payment of accounts payable

to suppliers, original amount of $t,t+S,OOO, due in annual principal

installments ranging f.om $130,000 to $255,000; plus interests due in

semiannually inJall-ments at variable rates (4.75% at June 30, 2010) through

July 1,201E

2010 special obligation note for $2,475,000 as Per rcsolution I3 serial 2009-

2010, guaranteeJ with sales and use ta-x funds, due in annual princiPal

instailrients of$285,000: plus interests due in semianoually installments at

va able .ates through July l, 2016

Outstanding
amoutrt

1,205,000

1,715,000

2,4',75.000

i1

!___]_2i4.q!0

Total geneml obligation bonds

Total bonds payable

000120

Variable intercst.ates on serial bonds are reviewed Periodically by CDB and are based on the

fluctuation of GDB'S weighted average rate for its commercial paper program' IInder this

prog.urn, Cog ittu". 
"omriercial 

pape., 1t 1 in the taxable and ta_\_exempt markets ofthe I inited

itai.. ofameric4 (21 in lhe Fur;d;tlar markel. and {Jr to corporalion' hating ra'x ei\emptionj

under the Commonwealth's lndustrial Incentives Acts and, which qualif for benefits provided by

the former Section 936 ofthe U S. Intemal Revenue Code.

This Space Has Been Intetltiond ! Left Blank
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Annual debt service requirements of maludty for bonds payable are as follows:

Fiscal year
€ndidg

Prin.i Total

201 1

2012
2013

2014
2015

20t6-2020
2021-2025
2026-2030
2031-2035

Totals

1.365,000

1,150.000

1,260,000
1,609,000

1,585.000

3,426,000
3,16i,000
3,410,000

I,042,417
973,9)9
9t2.',785

1,158,480

1,141,200
2,7 73.241

2,486.664
1.48I,195

2,401,471

2.t23,919
2,t"12,785

2,',767,480

2,126,200
6,t99,241
5,651,664
4,891,195

2,0?0,000 404.85i J.l14.85i

At June 30, 2010, accrued interest payable on bonds amounted to $383,986 lnterest expense and

int"r".t puid on bond. 
"mounted 

to$i80,363 and 5?68,957, respectively, for the fiscal year ended

June 30,2010.

According to sections 103 and 148 to 150 oflhe U.S. lntemal Revenue Code and sections 1 148 to

l.l SO otifr" U.S. Treasury Regulation, the Municipality's the ta-\-exempt bonds are subject to the

arbitrage rebate requirements. 
-At 

June 30,2010, the Municipaliry had no federal artitrage liability

"" 
i'".?, .i.* lnr,j*" income eamed from the investment ofunspent bond proceeds were made in

bank deposits that generate yields lowerthan the rates applicable to the debt service payments'

c) Notes Palable lo MuniciPol Reverrue Collection Center

The Municipality entered into a financing agreement of $2,627,775 with.the Municipal Revenue

Collection ientir (CRIM) through 201l. The notes are payable in monthly installmenls ranging

ftom $25,000 to $i8,000, at no interest. This notes have an imputed interest rate of5 00 percent'

The outsianding balance of the notes, net of the unamortized discount of $4,979' amounted to

$Z+t,ltS 
"t 

lu;" :0, 2010. Amortization ofthe notes discount amounted to 556,734 for the fiscal

y.u. lna"a fr* 30,2010, *hich has been recorded as intercst expense in the accomparying

;tatement ofactiv;ties. The principal maturities and the scheduled amortization ofdiscount are as

follows:

{ lq 
^.10 

non l2.ll.1.8l.l S 12.071,814

-:----:::::::---------:r:-::--:---

Fiscal year
ending Discount

June 30, P.i,rrp4 __1!g:1!9I_--
201 I

Totals s z,rt,:ts 4,9'19 $ 215fit

d) Notes Palabte to I-LS, Depa ment oJHottsing and Ufia" Dewlopr"e t

The Municipality has a loan guarantee commitment of $4,770,000 with the U S Department of

nor.lng uri Uiban Developirent (HUD) pursuant to an application^under Section 108 of the

rl.r.iri *a Community Development iit of 1974 (Section lO8) for the constnrction of the
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Multiples Use Center of the Municipality, which was concluded during the current fiscal year'

Section 108 commitments are required to be supPorted by a credit subsidy appropriarion pursuant

to the Federal Credit Reform Act of 1990 (CreJit Reform AcO and implementing guidance issued

by the U.S. Office of Management and Budget (OMB) Therefore, in-connection with its

g'ua.antee ofthese notes, HUD;bligated approp;iated funds to cover the credit subsidy cost ofthe

l-o"n guu.rn,"", as required undei the Credit Reform Act. Under the Credit Reform Act

p.o""ir."., ,u"h fund, are disbursed into a financing account as loan proceeds are disbursed by

ihe lender ia local commercial bank). The financing account is in some respects equivalent to an

intemal loss reserve for the federal govemment. Each disbursement into the financing account is

equal to the loan aalvance times the;realit subsidy rate, which is part of HUD'S budget approved

by OMB and the Con$ess.

Pursuant to the credit subsidy implementation guidance issued b) OMB. the-.undisbursed balance

ofthe credit subsidy obligation must be canceled on September 30'h of the 5'n fiscal year after the

period ofavaitability forobligation ofa fixed appropriation account ends'

The proceeals of the loan guarantee commitment are used by the Municipality to provide low_

income communities with inother source of financing for the economic development, housing

rehabilitarion, public facilities and large-scale physical development projects 
-The 

nores on the

loan guarantee commitment bear ;nterest at various rates ranging from 3 82 percent to 6 67

p".""it. Th" proceeds and uses oi the loan guarantee commitment are accounted for in the

iection 108 l;an guaraniee fund, a capital projects fund. The loan guarantee commitment is

repaid through fin-ancial resources transferred from the generat fund to the Se$ion I08 loan

guurant"" frid. Principal and interest on these notes are accounted for in the Section 108 loan

iuarantee fund, a non-major capital projects fund. At June 30, 2010, the outstanding principal

iatance of the loan gu;rantee commitment amounted to $2,945,000 The loan glarantee

commitment is subjeit to various positive, negative and restrictive covenants that the

Municipality has complied with at June 30, 2010 The principal and interest maturities on the

Section 108 loan Suarantee commitment are as follo\rs:

Fiscal year
ending

June 30, TotalPrinripal Interest

201 I

2012

2013

2014

201s
2016:2020

2021-2025

Totals

$ 305,000

325,000

335,000

240,000

240,000

876,000

t61,622 $

144,262

129,6',72

84,304

84,304

278,745

103,323

466,622

469,262

464,6'72

324,304

324,304

1.r54,'745

$ z945poo 9a6,232 $ 3931,232
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e) Conpensated Absences

At JDne 30. 2010, the liabilitv for compensated absences is composed as follows:

Dtre within Due after
Total

t.322.343

Sick leave

Total

$ 546,448 775,895 $

c l25o-+:t 1.864.04i t l,l2l.0?l

10. Employees' Retiremetrt Systems

a) Plan Descriqlion

The Municipality's employees panicipate in the EmploleeE Retirement System of the

Govemment of iuerto Rico and its Insirumennlities (ERS), a cosr-sharing multi-employer (as

related to the Municipality's reponing entir)) defined pension plan established by the

Commonwealth and idministered by the Retirement Systems Administmtion of the

Commonwealth of Puerto Rico- Substa;tialty all full-time employees ofthe Commonwealth and

substantially all municipalities are covered by ERS under the tems ofPublic Act No 447 ofMay

15, 1951, as amended (Ad No.44?). All regular and tempomry employees of the Municipality

t""o." pt"n members of ERS at the date of employment, while it is oprional for officers

aPPointed.

ERS members. other than those ioining it after March 31, 1990' are eligible for the benefits

described below:

. Retirchrenl Annuilj

ERS members are eligible for a retirement annuity upon reaching the folloring age:

Policemen and fircmen;
50 with 25 years ofcredited service

5E with l0 years ofcredited service

Other emploYees:

55 with 25 years ofcredited service

5E with l0 years ofcredited service

ERS members are eligible for monthly benefit Payments determined by the application ofthe

.,ip"f","J t*"nt ratios to the membe.'s avetige compensation' Average-compensation is

coiifrtea Usea on tt" ttighest 36 months ofcompensation recognized by ERS 
.The 

annuity'

fo. if,i"t u ."*Uo it .ligible, is limited to a minimum of $300 per month and a maximum

of75 p€rcent ofthe average comPensation.

. Mefit Annuily

ERS members are eligible for merit annuity with a minimum of 30 years or more of credited

r"*i... if," annuiry-for which the ptan member is eligible is limited to a minimum of65

percent and a maximum of75 p€rcent ofthe average comPensation'
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Defened Retireme t Annuiry

A participating employee who ceases to be an employee of the Municipality after having

accumulated a minirnum of ten years of credited service qualifies for retirement benefits

provided hisfter contributions are Ieft in ERS until reaching 58 years ofage.

Coordinoted Plan

On the coordinateal plan, by the time the employee reaches 65 years old and begins to receive

social security benefits, the pensioo benefits arc reduced by the following:

(a) $ 165 per month, if retired with 55 years of age and 30 years ofcredited service.

(b) $1 10 per month, ifretired with less than 55 years ofage and 30 years ofcredited s€rvice.

(c) All other between $82 and $ 100 per month.

(d) Disability annuities under the coordinated plan are also adjusted at age 65 and in some

cases can be reduced over $165 per month.

Non-Coordi ated Plan

On the non-coordinated plan the participating employee and does not have any change on the

pension benefits upon receiving social security benefits.

Reversionary ALnuiE

An ERS member, upon retirement, could elect to receive a reduced .etirement annuity Siving
one or morc benefit payments to his/her dependents. The life annuity payments would stan

after the deati of the retiree for an amount nof less than $240 per year or greater than the

annuir) palments being receited b) the retiree.

occ upario nal D isabiliq A n n uiry

A participating emptoyee, who as a direct result ofthe performance of his/her occupation is

totally and permanently disabled, is eligible for a disability annuity of 50 percent of the

compensation received at the time olthe disability.

N o n-occ upatio nal Disability A n n uity

A participating employee, totally and permanently disabled for causes not related to hi$/her

occupation and with no less than 10 years of credited service, is eligible for an annuity of
1.50 percent ofthe average compensation ofthe first 20 yean of credited services, increased

by 2 percent for every additional year ofcredited service in excess of20 yea$.

This Space Has Been I te tionally Lefl Blank
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Dealh Benefns

Occupatiohal:

(a) Survivins spouse annuity equal to 50 percent ofthe participating employee's salary at

the date ofthe death.

(b) Children $10 per month for each child, minor or student' up to a maximum benefit per

family of $100.

Not -occupatiohal:

EglgEgigE - the contributions and interest accumulated as ofthe date ofthe death plus an

amount equal to the annual compensation at the time ofthe death

Refundt

A participating employee who ceases his/her employmeni with the Municipality without the

riglrt to a retirement annuity has the right to a refund ofthe contributions to ERS plus any

interest eamed thercon.

Arnendn ent to Act No. 447 elJective JLnnary 1, 2000 lo creole a Dertned Co t bation Plan

On September 24. 1999, Public Act No. 305, an amendment to Act No' 447, was enacted to

establi;h a defined contribution plan, known as System 2000, to cover employees joining

ERS on or after January l, 2000.

Employees that participated in the original plan as ofDecember 31, 1999, tad the olPortunity

to eleci to either stay in the defined benefit plan or tiansfer to System 2000 Employees that

joined the Municipality on or after January l, 2000, were only allowed to become members

of System 2000.

System 2000 is a hybrid defined contribution plan administered by the Retirement Systems

Administmtion of tire Commonwealth of Puerto Rico, also known as a cash balance plan'

Under this new plan, there is a pool ofptan assets, which is invested by the System, together

with those of the cost-sharing multi-employer defined benefit plan' Neither the

Commonwealth nor the Municipality guarantee benefits at retircment age The annuity is

based on a formLrla which assumes that each fiscal yea. the employee's contribution (with a

minimum of 8.28 percent of the employee's salary uP to a maximum of 10 percent) is

invested as instructed by tle employee in an account which either: (l) earns a fixed rate based

on the two-year Consta;t Maturity Treasury Notes, (2) eams a rate equal to 75 perceot ofthe

retum ofth; ERS' jnvestment portfolio (net of management fees), or (3) earns a combination

of both altematives. Participants receive periodic account statements similar to those of
defined contribution plans sh;wing their accrued balances. Disabilit-v benefits are not gmnted

under System 2000, rather arc provided to those participants that voluntarily elect to

participate in a private insurance l;ng_term disability program. Th€ employels' contrihDtions

i9.Zt percent oi'the employee's salary) with respect to employees under System-2000 will
continue and will be used to fund the cost-sharing multi-employer defined benefit plan'
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System 2000 reduced the retircment age from 65 years to 60 for those employees whojoined

the cufient plan on or after January 1,2000

Historically, the state govemment of the Commonwealth of Puerto Rico has reponed ERS

and System 2000 in it; basic financial statements as pension trust funds Accordingly, the

Commonwealth is currently assuming any actuarial deficiency that may exist or arise related

to the Municipalify's participating employees because ERS does not allocate to the

Municipality arry actuarial deficiencies pertaining to participating municipal employees The

Municipality is only required by law to nake statutory contributions at the rates detailed

below.

Ame dmenls to Act No.447

The Senate and the House of Representatives ofthe Commonwealth of Puerto Rico have the

authority for establishing or amending the contribution requirements of System 2000 by

approving the n€cessary amendments or laws, subject to the final apProval ofthe Govemor of
the Commonwealth ofPueno Rico.

In June and July 2003, the Governor of the Commonwealth signed three Public Acts that

provided the following certain benefits to retirees:
(a) tncrease in minimum monthly pension payments to $300, effective January 1,2005-

(b) Triennial I percent increase in all pensions, effective January 1,2005.

(c) lncrease in widow and/or beneficiaries to 50 percenr of the benefit received by the

deceased pensioner, effective January 1,2005.

All the benefits granted will be funded through budgetary assignments in the Municipality's

generai fund with respect to its retired employees.

The Board of Trustees of ERS approved, effective November l7' 2003, ai increase in the

amount granted on personal loans to participating employees from Si,000 to $5,000'

b) Fundirg Policj

The contribution requirement to ERS is established by taw and is not actuarially determined'

These cont butions are as follows:

Municipality and

other employers

Employees:
Coordination plan:

Supplementation
plan:

9.28 percent ofapplicable payroll

5.78 percent of gross salary up to $6,600
per year, plus 8.28 percent gXoss salary in

excess of$6,600.

8.28 percent of gross salary. Tlis is the

only choice available to policemen,

firemen and mayors
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The contribution rcquirement to System 2000 is also established by law and is not actuaially

determined. These contributions are as follows:

Municipality and

other employers

Employees:

9.28 percent ofapplicable payroll

5.78 percent ofgross salary up to $6,600
peryear, plus 8.28 percent gross salary in
excess of$6,600.

Employer Employee

contributions contributions

During the fiscal years ended June 30,2008,2009 and 2010, the Municipality and the

participating employees contributed 100 percent ofthe required contributions to ERS and System

iooo.- fli combined actual contributions made by the Municipality and its participating

employees to ERS and System 2000 (which equal the required contribution amounts) were as

follows during the last three fiscal years:

Fiscxl year

ended June 30,

2008

2009

2010

s \,t42,627 $ 96!.!q8
518,902 $ 515,381

668.447 $ 595,101

The above actual employer contributions for the fiscal years ended June 30, 2008, 2009, and 2010

include the employir contributions to System 2000 amounting 10 $181,694, 274,287 and

$l 12,026, respectively. In addition, the above actual employee contnbutions for the fiscal years

ended June 30.2008,2009, and 2010 inctude the employee contribulions to System 2000

amounting to $164,560, $249,040 and $l0t,916, respectively.

The authorit-v under which obligations to contribute to ERS and System 2000 by the plans'

membe$, employers and other contributing entities (i.e., state or municipal contributions) are

established or rn'ay be amended by law by the House of Reprcsentatives, the Senate and the

Govemor ofthe Commonweallh ofPuerto Rico.

Readers can obtain copies of the audited basic financial statements (GAAP basis) of ERS and

System 2000 by writing to Mr. Juan Cancel, Executive Director of the Retirement Systems

Administration ofthe Commonwealth ofPuerto Rico (the entity that administers ERS and System

2000) at PO Box 42003, Minillas Station, Santurce, Puerto Rico 00940'

11. Commit ents and Contingencies

Th€ Municipality is defendant in various legal proceedings pertaining to matters incidental to the

perlormancj of ioutine governmental opemtions. Under Public Act No. 104 of June 25, 1955, as

amended, persons are authorized to sue the Municipalir)- only for causes of actions set forth in said

Act to a maximum amount of $?5,000 or $150,000 if it involves actions for damages to more than

onepersonmwh€reasingleinjuledpartyisentitledtoseveralcausesofaction.I]nderceltain
circwnstances, as provided in Public Act No. 9 ofNovemb€r 26, 1975, as amended, the Municipality
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may provide its officers and employees with legal representation-as well as assume the payment of

*yj'uagrn.nt thai may be ent;reJ against them. Therc is no limitation on the payment of such

judgments.

With respect to pending and threatened litigation, the Municipaliq has not reported liabilities for

awardeil or anticipared unfavorable judgments as oi June 30. 2010 Management believes that any

unfavorable outcome in relation to penaling or threatened litigation would not be significant, ifany'

The Municipality has reported outstanding encumbrances amounting to $1,060,594 in the general

fund at Junc 30, )010. The Municipality intends to honor these encumbrances, which will continue to

be liq idated under the curent year's budget during a lapse period that extends into the subsequent

fiscal year.

The Municipality receives financial assistance from the federal Govemments ofthe united states of
America ani thi Commonwealth in the form of grants and entitlements Receipt of grants is

generally conditioned upon compliance with terms and conditions of the gmnt agreements and

ipplicable federal laws and regulations, including the expenditure ofresources for eligible purposes-

Accordingly, expendiores financed by these proErams are subjecl lo financial and compliance audits

by the apliopriate grantor. Disaliowance as a result of these audits ma) become liabilities of the

Uunic;patity.The"ReportsonComplianceandlnternalControlinAccordaficevrithGol)emment
Auditiig Stindards ani the Requiremints oJ OMB C ircular A'1 3 3 for rhe flscal year ended June 30,

2010, d]sclosed va.ious instan;es of noncompliance uilh applicable laws and regulations and with

intemal accounting and administrative controls. Ifexpenditures are disallowed dueto noncompliance

with grant progra-ms regulations, the Municipality may be required to reimburse the grantor the

disallJwed amounts. Management believes that the Municipalily will be able to comply with the

terms ofcorrective action plans that may be requested by the federal grantors, ifany'

On October 4, 2007, the Office ol Inspector Ceneral (OIG) of the U'S Department of Housing and

Urban Development (HUD) comple6d an audit of the Community Development Block Grant

activities ofthe Municipality. OIC preliminarily concluded, subject to further discussion and review

with the Municipality'i rnrnug"rn"nt, that the Municipality's financial management system (the

System) did not iully comply iith the applicable requirements set fonh by HUD since allegedly the

Syst"rn, (f) did not suppon the allo*ability of more than $885,000 in program disbursements' (2)

could .,oi account for more than $501,000 in Block Grant receipts, (3) allowed the usc of more than

$23,000 for ineligible progmm expenditures, and (4) did not disburse Block Grant program funds in a

timely manner (cash management).

oIGa]soconcludedthattheMunicipaliry.smanaSemenlcontro|soleritshousingrehabilitation
activities were inaalequate since allegedly the Municipalir) used Block Grant funds for new housing

construction anal lacked aalequate alocumentation to support program accomplishments Therefore'

OIG concluded that the related program expenditures of more than $16.000 are ineligible, and more

than $324,000 are considered byOIG as uniuppo(ed pending to an eligibilit) determination by HUD'

Furthermore, OIG concluded that the Municipality awarded six contracts totaling more than $1

million without following all HUD procurement requirements and did not suppolt the reasonableness

of more than $109,0001n Block Grant disbursements and paid more than $70,000 for excessive

expenditrres.
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OIC recommended that the Director of the San Juan Ollce of Community Planning and

DevelopmentrequiretheMunicipalitytorcpaymorethan$59,000inineligibleexpendituresand
$70,374 in exceisive costs. OIG has also recommended that the Municipality must provide all

supporting documentation showing the appropriateness and etigibility 9f T9t".tlun $ 1 82 million in

glock cr;t disuursements. ln addition, olc has recommended that the Municipality must develop

and implement an intemal cootrol Plan to ensure that the Block Crant Pro$am has: (1) a financial

manag;ment system that complies with HUD requirements, (2) contro,s and procedrrres which ensure

that tie housing rehabilitation activities meet the program objectives, and (3) procurement procedures

which ensure tfiat goods and services are oblained at the most advantageous telrns and in a manner

providin8 full and open compelition. Finally, OIG recommended that the Municipality must ensure

ihut Blo"k G.unt expenditures are prcp€rly accounted for, reconciled with HUD'S disbursement

system, and in compliance with HUD requirements-

As ofthe issuance date ofthis Comprehensive Annual Financial Report, OIG's findings, conclusions

and recommendations do not necessarily contain final conclusions and are subject to revision based

on discussions and further documentation to be provided to OIG by the Municipality's managem€nt'

Currently, the management of the Municipality is in the process of reviewing the findings,

conclusi;ns anal reco;mendations of OIG and anticipates that many ofthe aforementioned findings

will be cleared and will not prevail in the final audil report to be issued by OIC. In addition, the final

findingsandrecommendationsarisingfiomthisauditaresubjecttoafina]determinationtobemade
by HUD.

As a conservative approach, the accompanying basic financial statements include, as part of its long-

term obligations, a;serve of$182,210 for federal cost disallowances to cover any disallowed costs

arising liim the final derermination of HUD over OIC'. final audit report. Management b€lieves that

any u;favorable outcome in relation to any possible disallowed costs would not be significan! ifany'

12. Liquidity and Cash Flows

Dudng the last five fiscal years, the Municipality's Seneral fund has reponed-recuning excesses of
expen;itures over revenuei, which have lead to significant liquidity and cash {lows shortfalls during

thosefiscalyears.ManagementoftheMunicipaliryiscurrentlyevaluatingdifferentaliemativesfor
the permanent financing ofthe Municipality's operations, principally to increase its revenue sources

and implementing continuous cost reductions policies.

13. Sales and Use Tax System

On July l, 2006, the Legislature of the Commonwealth of Puerto Rico approved Law No l 17,

kno\rn'asTaxJusticeLa$,ofPuertoRico(LawNo.ltT).LawNollTestablishedasevenpercent
(77o)salesandusetaxtosubstantiallyallproductsandservicessoldinPuertoRico,ofwhich55%
r"presents a state tu, and 1 5% represents a municipal tax pertaining to the- Municipality' The stat€

tax was effective for substantiallt all products and services sold starting November 15,2006' The

municipat tax became effective on April 2007 after the approval of the Municipal Legislature'

Municipal sales and use ta\ revenues recorded in the general fund amounted to $2,0i4,457 for the

fiscalyearendedJune30,2010.lnaddition,atJune30,2010,themunicipalsalesandusetaxes
receivable amounted to $54,802.

On July 29, 2007, the Legislature of the Commonwealth of Puerto Rico apProved Law No' 80 (Law

No. tOl to amend the 
-provisions of La* No. 117. The amendments made obligatory th€
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implementation of a uniform sales and use tax of 1.5% in alt municipalities of Puerto Rico that as of
June 30, 2007 had not approved such kind oftax. The total ta-\ mte of I.5%isdividedas 1.00%tobe

collected by each municipality and 0.5% is collected by the Puerto Rico Treasury Department.

The 0.5% refened to above is being administered by the Govemment Development Bank for Puerto

Rico for the following purposes: (l) 0,% is deposited in the new "Municipal Debt Se ice Fund",

strictly for $anting loans to the municipalities of Puerto Rico, (2) 0.2% fot the creation of the

"Municipal Development Fund" % to be distributed among all municipalities pursuant to a formula

established by Law No. 80, and (3) 0.1% for the creation of the "Permanent Improvements Fund", to

be disfiibuted by the Legislature ofthe Commonwealth ofPueno Rico to carry out public works and

permanent improvement projects,
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Commonwealth of Puerto Rico
Municipality of Cid6vanas

Statement ofRevenues and Expenditures -
Budget and Actual Budgetary Basis Geneml Fund

Fiscal Year Fnded June 30.2010

Budgeted amounts (budgetary

basis-Note 1

with final
budget-

Revenue!:
Taxes:

ftoperty ta{es
Municipal license taxes

Construction excise taxes

Sales and use taxes

Total ta\ revenues

Charges fo. services

lntergovemmental grants and cont ibutions

Interests on deposits

Miscellaneous

Expenditur€s:
Curent:

Geneml govemment

Urban and economic development

Public safety

Health and sanitatioo

Culture, recreation and education

Public housing and welfare

Debt se ice:

Principal
Interests

Capital outlays

Total expenditures

Deficiency of revenue under expmditures

Oth€r fitrancing sources (uses):

Transf€rs from other fimds

Transferc to other funds
Total other financing souces (uses), net

Deficienc) ofrevenues and olher financing sources

undereypenditlfes and other financing uses

7,609,896 $ 7,609,896 $ 8,268,4s4 S 658,558

6,000,200 6,000,200 6,253,660 253,460

4,292,3s3 4,292,353 1.352,612 (2,939,741'

2.722.100 2,722.100 2,347,727 (374,373\

20.624.549 20,624,549 18,222,453 (2.4O2-029L

708.000 708,000 300,049 (4ozll!)
24.587,519 24,581.549 21,316,348 (3.271,20t)

1.60r,000 1,601,000

1,554,000 1,554,000

100,000 100,000

1.5't6,615
121,592
41,068

(19,657)

96.435
34,291

(299.960)

(97,646)
108,559 (r08.559)

24.581.549 24,587.549 23,23',7,370 1,3s0,179
(1.921.022) (1,921,022)

436.69t 436,691
(490,491) (490,491)
(53,800) (s3,800)

s (r,974,822) S (1,974,822)

t,t43,202
1,306,t42

344,502

(457,798)
(247,858)

2M,502

14,142,001

1,9i9,847
847,701

5,596,338

r,r24,803
916,859

t4,112,193
1,758,t30

730,9r 1

5,501,366

970,886

854,063

13,195,578

1,630,538

689,843

5,52t,023
874,451

819,',l71

299,960
97,646

me acconpanying nates to the basicfnancial statements arc an integral pa ofthb statement'
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COUMO\Yf,ALTH OF PUf,RTO RICO

MuNIcIPALITY oFCANovANAS
Schedule ofExpenditures of F€deral Awards

June 30- 2010

federalcFDA Pass-through
Number Grantor'sNumber Exoenditures

U.S. Departmenl of Housing and Urhrn
Development

Section 8 Housing Choice Voucher

Housing Opportunities for persons with AIDS

Community Development Block Grant /
Entit,ement Grants

Cormuniay Development Block Crant - Section

108 Loan Guarantee

Cornmunity Development Block Grant ARRA
Etuitlemeni Grants

Homeles'ne.s Prevention and Rapid Rehousing

Program (ARRA tunded)

Total U.S. Departrnent ofHousing and Urban

Development

U.S. Departm€nt ofHealtb and Human Services

Pass-through ofthe Department ofFamily - Child
Care and Developmenl Block Gmnt

Pass-ttrough of the DeParEnent of Family
ARRA-Child Care and Developm€nt Block
Gmnt

Total U.S. Department of Health and Human
Services

U.S. D€partment of Agricultur€

Pass-thrcugh of the Puerto Rico Department of
Education Child and Adult care Food

Program PACNA

Pass-through of the Puerto Rico Elderly
Comm;ssion Food Distribution-Child and

Adult Care Food Program

Total U.S. Department of Agriculture

U.S. Department of Transportation

Federai Transit Formula Grants

14.87t

14.241

14.218

t4.248

14.253

t4.257

RQ-46V-0?5ol

N/A

B-09-MC-72-0018

B-99-MC-72-001 8

B-09-MY-72-00 I 8

s-09-MY-724019

s2t2,400

18,407

t,064,173

47',t;718

r7,820

241-2010-000116

2,11 2010-000276

40.730

801,141

2,881

24,532.

185,369

205,901

27,069

r,831,248

91.575

93 _',l t3

804,022

10.558

r0.558

Total U-S. Department of Transportation

16
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U.S. Depsrtment of Energy

- Energy EfEciency and Cons€rvation Grant 8l 128 DE-EE0002392

Total U.S. Departm€nt ofEnergy

- totul Fedeml Financial Assistance
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COMMOIWEALTH OF PUERTO IUCO
MUNICIPALTTY OF CA\dVANAS

Notes to Schedule ofExpenditues ofFederal Awards
June 30, 2010

Getreral

The accompanying Schedule ofExpenditures ofFederal Awards includes the federal grant activity of
the Municipality ofCan6vanas ofth€ Commonwealth of Puerto Rico and ;s presented on the accrual

basis of accounting. The Municipality of Can6vanas reporting entity is defined in Note 1 10 the

Municipality's basic financial statements. The information in this schedule is presented in

accordance with the requirements ofOMB Circular A- 133, Audits of Stales, Local Govemments, and

Non-Profit Organizations. Iherefore, some amounts presented in this schedule may differ from
amounts presented ifl our used in the preparation ofthe basic financial statements.

Relationship to the Basic Finatrcial Statements

Revenues and expenditures of the federal awards are included in the Municipality's basic financial
statements within the Nonmajor Covemmental Funds. Ihe reconciliation between the expenditues
in the basic financial statements and expenditures in the Schedule ofExpenditures ofFederal Awards
is as follows:

Expenditures in the basic financial statements:

Nonmajor govemmental funds
Less: Non-federal exp€nditures

Total expenditures in the Schedule of
Federal Awards

$5,553,340
(2,669,815)

_ $?.q!lJ?!_

3. Loatrs or loans guarantees

Section 108 Loan Guarantee is included in the Statement ofNet Assets within the long-term debt.

Outstanding balance of the note payable to HUD at J'rne 30, 2010, amounted to $2,945,000.

78



F[ BENITEZ-IAIME. CPA-PSC
El cerri ed o,blu lcc& ro--. o o ';-s r,es co-sutorrs

COMMONiWEALTH OT PUERTO RICO
MuNICIPALITY oF CANOvANAS

Report on Comp!iance and on lntemal Conhol over Financial Reporting Based on an

Audit ofFinancial dtatements performed in accordance with Govemment Auditing Standards

June 30,2010

To the Honorable Mayor
and the Municipality ofCan6vanas
Can6vanas, Puerto Rico

we have audited the financial statements of the Municipality of can6vanas of the commonwealth of
Puerto Rioo as of and for the year ended June 30, 2010, and have issued our report thereon dated

December 20, 2010. we conducted our audit in accordance with auditinS standards generally accepted in

the united states of America and the standards applicable to financial audits contained in Govemmental

Audithg Standards,issued by the Comptroller Gen€ral ofthe United States.

Intemal Control Over Financial Reportinq

Inplanningandperformingouraudit,weconsideredMunicipality'sintemalcontroloverfinancial
reporting as a basii fordesigning our auditing procedures for the purpose ofexpressing our opinion on the

fi;anciai statements, but not for the purpose of expressing an opinion on the effectiven€ss of the

Municipaliry ofcan6vanas ofthe commonwealth ofPuerto Rico intemal control over financial rcporting.

Accordingly, we do not express an opinion on the effectiveness ofthe Municipality's intemal controlover

financial reporting.

our consialeration of intemal control over financial repoting was for the limited purpose described in th€

preceding paragraph aad would not necessaily identify all deficiencies in intemal control over financial

ieporting-tiat migitt ue significant deficiencies or material weaknesses. However, as discussed below, we

identifiei<l certain deficien;ies in intemal control over financial reporting that we consid€r to be material

A deficiency in intemal conhol exists when the design or operation of a control does not allow

managemeni or employees, in the normal course of performing their assigned functions, to prevent, or

deteci and correct, misstatements on a timely basis. A significant deficiency is a deficiency, or a

combination ofaleficiencies, in intemal control that is less severe than a material weakness, yet important

enough to merit attention by those charged with govemance. we consider the deficiencies described in

thea-ccompanyingscheduleoffindingsandresponsestobesignificantdeficjenciesinintemalcontrol
ov€r fi.ancial reporting as items l0-02 and 10-07.

Amateriaiweaknessisadeficiency,olacombinationofdeficiencies,inintemalcontrol,suchthatthere
is a reasonable possibility that a material misstatement ofthe Municipality's financial statements will not

be prevented, or detected and conected, on a timely basis.

our consideration ofthe intemal control over financial reporting was for the limited Purpose described in

the first paragraph ofthis section and was not designed to identify all deficiencies in_the intemal control

that might bJdeficiencies, significant deficiencies or material weaknesses, and, therefore, there 
".rn 

be no
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assumnce that all such aleficiencies have been identified. we considered the deficiencies described in the

accompanying Schedule of Findings and responses to be material vr'eaknesses in intemal control over

financial reporting as items l0-01,10-0i, 10-04, 10-05, l0-06 and 10-09

Compliance atrd Other Matt€rs

As part of obtaining reasonable assurance about whether Mu'icipality of Can6vanas of the

Commonwealth of pueirto Rico financial statements are liee ofmaterial misstatement, we performed tests

of its compliance with certain provisions of laws, regulations, contracts, and. gmnt agreements,

noncompliance rvith which coLrtd have a direct and material effect on the determination of financial

stateme;t amounts. However, providing an opinion on compliance with those provisions was not an

objective of our audit, and aciordingly, we do not express such an opinion The results of our tests

di;closed instances ofnoncompliance or other matters thal are required to be reported under 6ovenner,
Autliting Standards and which are described in the accompanying schedule of findings and questioned

costs as items 10-08, and l0-10 thru l0-27.

we noted certain matters that we reported to management of the Municipality of can6vanas of the

Commonwealth ofPue(o Rico, in a separate letter dated December 20,2010

Ihe Municipality ofcan6vanas ofthe commonwealth of Puerto Rico rcsponse to the findings identified

in our audit is deicribed in the accompanying schedule offindings and questioned costs Wedidnotaudit

Municipality's response and, accordingly, we express no opinion on it.

This report is intended solely for the information and use ofthe Municipality's management, municipal

legislature, and federal awar;ing agenc;es and pass{hro gh entities and is not intended to be and should

Toa AIta, Puerto Rico
December 20, 2010

Stamp No. 2448911
was aflixed to the

original report.

i w-u.
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COMMONWEALTH OF PUERTO RICO

MuNICIPALITY oF CAN6vA:iAs
Report on compliance with requirements applicable to each major program and on

Intemal Control over compliance in accordance with OMB Circular A-l3ll
June 30,2010

To the Honorable Mayor
and the Municipality ofCan6vanas
Can6vanas, Pue(o Rico

Compliance

we have audited the compliance ofthe Munic;pality ofCan6vanas ofthe Commonwealth of Puerto Rico

(the Municipality) with the types ofcompliance requirements described in the U S. Oflice of Mandgenent

and Budget (OMD Circ lar A-133 Conptiance Supplement ahat are applicabte to each of its major

federal progams for the year ended June 30, 2010. Municipalitl-'s major federal pro$ams are identified

in the Sumirary of Auditor's Results Section olthe accompanying Schedule ofFindings and Questioned
Co$s. Compliance with the requirements oflaws, regulations, contracts, and grants applicable to each of
its major federal programs is the responsibiliry of Municipality's management. Our responsibility is to

express an opinion on Municipality's compliance based on our audit

We conducted our audit of compliance in accordance with auditing standards genemlly accepted in the

United States ofAmerica; the standards applicable to fioancial audits contained in Go1)emment Auditing

Srarzdarr?s, issued by rhe Comptroller General of the United States; and OMB Circular A-133, Audits of
States, Local Goternments, a d Non-Profrt ()rga izations. Those standards and OMB Circular A-133

require that we plan and perform the audit to obtain reasonable assurance about whether noncompliance

wiih the qpes of compliance requirements referred to above that could have a direct and material effect

on a major fedeml program occurred. An audit includes examining, on a test basis, evidence about

Municipality's compliance with those requirements and performing such other procedurcs as we

considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our

opinion. Our audit does not protide a legal determination of Municipaliq's compliance with those

requircments.

As described in items 10-08, 10-21, 10-22, 10-23, 10-24, 10-25, 10-26 and 10-27 in the accompanving

Schedule of Findings and Questioned Costs, the Municipality did not comply with the reporting

requirements, period of availabilitl of federal funds and equipment and real property management, that

are applicable_to its Pass-through of the Golemor's Office for Human Development_Child Care and

Deveiopmerit Block Crant Program. Compliance with such requirements is necessary, in our opinion, for
the Municipality to comply with the requirements apPlicable to that program.

As descibed in items 10-08, 10-10, 10-11, 10-12, 10-13, 10-14, 10-15, 10-16, 10-17, 10-18' l0-19 and

l0-20 in the accompanying Schedule ofFindings and Questioned Costs, the Municipality did not comply

with the reporting requircmenls, Davis-Bacon Act, Earmarking procuremeot, suspension and debament,

equipment and rial property management, cash management and sPecial tests and provisions tiat are

applicable to its Community Development Block Grant - Ent;tlement Progiam Compliance with such
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requirements is necessary, in our opinion, for the Municipalily to comply with the requirements

applicable ro that Program.

In our opinion, except for the instances of noncompliance described in preceding paragtaphs the

Uunicipaiity oiCanOvanas ofthe Commonwealth ofPuerto Rico, complied, in all material respects, with

the requirements refened to above that are applicable to each of its major lederal progmms for the year

ended June 30. 2010.

Intemal Control Over Compliaqlg

The management of Municipality of Can6vanas, Commonwealth of Puerto Rico is responsible for

establishin! and maintaining effeitive intemal control over compliance with the requi-rements of laws,

regulationsl contracts, and grants applicable to federal programs. In planning and performing our audit,

wi considered the Municip;lity's intemal control over compliance with requirements that could have a

direct and material effect on a major federal program in order to d€termine our auditing procedures for the

purpose ofexpressing our opinion on compliance but not for the purpose of expressing an oPinion on the

iffectiveness ofthe Municipality's intemal control over compliance. Accordingly, we do not express an

opinion on the effectiveness ofthe Municipalily intemal control over compliance'

our consideration of intemal control over compliance was for the limited purpose described in the

p.eceding paragraph and would not necessarily identify all deficiencies in the entity's intemal control that

might be significant deficienc;es or mat€rial weaknesses as defined below. However, as discussed below,

we-identifiJd certain deficiencies in intemal control over compliance that we consider to be significant

deficiencies and others that we considerto be material weaknesses.

A control delciency in 
^n 

entity's inlemal control over compliance exists.when the desigl or operation of
a control does not allow management or employees, in the normal course of performing their assiged

functions, to prevent or detect noncompliance with a type ofcompliance requirement ofa federal program

on a timely basis. A sigz ilcant delcienq is a control deficiency, or combination of control deficiencies,

that adversely affects th; entity's ability to administer a federal program such that there is morc lhan a

remote likeliirood lhat noncompliance with a tlpe ofcompliance requirement ofa federal program that is

more than inconsequential wili no: be prevented or detected by the entity's intemal control. We consider

the deficiencies in lnrernal controi over compliance described in the accompanying schedule of findings

and questioned costs as items 10_02 and l0-07 significant deficiencies

A materia! weakness is a significant deficiency, or combination ofsignificant deficiencies, that results in

more than a remote likelih;d that material noncompliance with a type of compliance requirement of a

federal program will not be prevented or detected by the entity's intemal control. of the significant

deficiencies-in intemal controi over compliance described in the accompanying schedule of findings and

questioned costs, we consider items lO-01, 10-03, 10-04' 10-05, 10-06 and 10-09 to be material

weaknesses,

The Municipality ofCan6vanas, Commonwealth of Puerto Rico response to the findings identified in our

audit is dcscribed in the accompanying schedule of findings and questioned costs' We did not audit

Municipality's response and, accordingly, we express no opinion on it'
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This report is intended solely for the information and use oathe Municipa)ity's management, Municipal

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

not be 0sed by anyone other than these specified parties

Toa Alta, Puerto Rico
December 20,2010

Stamp No. 2448914
was amxed to the
original report.

i w-Ps'
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CoMMONdEALTH OT PUERTO RICO
MUNICIPALITY OT CANoVANAS

Schedute ofFindings and Questioned Costs

June 30,2010

Section I - Summary ofAuditors' Results

- Fitrancial Ststemepis

Type ofauditor's report issuedt Unqualified

- Intemalcontrol over financial repofiing:
Mate al weakness (es) identified? 

-L 
yes 

- 

no

Significant defi ciency (ies) identified

- not considered to be material weakness? X yes 

- 

none reported

Noncompliance material to financial statements X yes 

- 

no

- noted?

F€deral Awards

- Intemal Control over major programs:

Material weakness (es) identified? X yes 

- 

no

Signifi cant deficiency (ies) identified
- not considered to be material weaknesses? X yes 

- 

none reported

Type ofauditor's report issued on compliance

- For major programs: Qualified

Any ar.rdit findings disclosed that are required

- to be r€ported in accordance with
Circular A-131, Section .510(a)?

- Identification ofmajor programs:

Lyes no

CFDA Numbers

- 14.218
93.5',75

Name ofFederal Prosram or Cluster

CommuniE Development Block Grant Entitlement Grants

Pass-through ol the Department of Family - Child Care

Development Block Grant

Dollar rhreshold used to distingu;sh
Between Type A and Trpe B programsl

Auditee qualified as low-risk auditee?

$300.000

yes Lno
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COMMO}"!VEALTH OF PUERTO RICO
MuNICIPALITY oF CAN6YAiiAS

Schedule ofFindings and Questioned Costs

June 30,2010

Section II - Fitrancial Statemetrt Findiogs

The current year findings and questioned costs *ere
discussed with the Municipality's management which
generally concurred with our comments and

recommendations. The Municipality of Can6vanas will
respond to the following findings through the issuance of
a separate letter addrcssed to the Cognizant Agency.

ACCOUNTING SYSTEM AN'D OTHER10.01 DEFICIENCIIS IN THtr UNIFORM
ACCOUNTING RXCORDS

The Uniform Accounting System (UAS) and the accounting records currently used by the Municipality
do not have the necessary capabililies, procedures, intemal controls and rccords to ensure accurate

financial reporting and to prepare the Municipality's basic financial statements and federal programs'

reports in conformity with Accounting Principles Generally Accepted in the United States ofAme ca for
State and Local Govemments (CAAP). The UAS is a system promulgated by the Office of the
Commission€r of Municipal Affairs of Puerto Rico (OCAM, by its Spanish acronyms), a govemmental

entity created by law to provide technical assistance to the municipalities of Puerto Rico in several

administrative and fiscal matters.

The Municipality's UAS mostly provides for the recording of revenue collections, disbursements and

other limited tmnsactions. ln addition, the accounting records are not fully integrated, and a double ently
system is not generally followed. AccountinS records are maintained on the cash basis and budgetary

accounting bases (two accounling bases that differ significantly from GAAP) and do not comply with
StatementNo. 34 ofthe Govemmental Accounting Standards Board (GASB 34), as amended

The following specific additional conditions were noted in relation to the UAS ofthe Mun;cipality:

. Accounting transactions are currently accounted for simultaneously through manual and

computerized accounting systems for which no reconciliation procedurcs arc made among them,

including the accounting records currently used by federal programs which are not reconciled
with the UAS. The balance sheet accounts inthe UAS are not reconciled and adjusted to conform
them to the Municipality's aud;ted basic financial statements.

. The UAS does nothave the capabilities of: (1) rccording and prccessing alltypes ofcapital asset

transactions, principally the accounting of depreciation and amortization expense, (2) recording

and processing all transactions related to revenues susceptible to accrual (accounts receivable)

and, (3) recording and processing transactions related to long{erm debt, including bonds and

notes payable, obligations under capital leases, reserves for federal cost disallowances, legal

claims and judgments, compensated absences, estimated liability for municipal solid waste

landfill closure and post-closue maintenance costs, etc.

. No adequate year-end closing procedures are made to account for all transactions affecting all
funds.
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COMMON\ EALTH OT PIiERTORICO
MUNICIPALTTY OF CA:\6VANAS

Schedule of Findings and Questioned Costs
June 30,2010

. No adequate segregation is made between items rep.esenting actual accounts payable and those

representing outstanding encumbrances. Accordingly, material amounts of unrccorded liabilities

are generally recorded at fiscal year-end.

. The management of the federal programs administered by the Municipality mainEins sepamte

accounting records for each federal prcgram, which are not reconciled with the UAS (the ofhcial

accounting system of the Municipality).

. No adequate and complete accounting records are kept for inter-fund balances and transactions.

. The audil adjustments resulting from single Audits are not completely posted in the UAS.

The basic hnancial statements of the Municipality must be prepared using the financial information
obtained from various municipal departments and accounting records outside of the official UAS, and

from information obtained fiom regulators and independent third parties. In addition, the Department of
Finance does not maintain accounting records and working papers suppordng the balances and

disclosures reported in the basic financial statements, principally those related to govemment-wide
financial reporting.

The Department of Finance does not maintain accounting records supporting the following procedures

performed as part ofthe p.eparation ofthe basic financial statements ofthe Municipaiity:

. The conversion ofaccounting records from the cash basis of accounting to the modified accrual

basis ofaccounting used by governmental funds;

. The conve$ion of govemmental funds from the modified accrual basis to the accrual basis of
accounting used by govemment-wide financial statements; and

. working papers and analyses of significant balances reported in the basic financial statements,

such as capital assets! accounts receivable (municipal licenses, grants and contributions, etc ),
deferred revenues, accounts payable, and long-term obligations (for which the Seneral practice is

to rely upon the notifications received f.om the Government Development Bank for Puerto Rico,
the Puerto Rico Treasury Department, the Federal Govemment and the Municipal Revenue

Collection Center for the balance of its outstanding debt and the withholding for its debt service).

CR.ITERIA:

Article 8.010(b) of Law No. 8l of August 30, 1991, known 
^s 

the Autonomoue Mtmicipalities Act of
Puerto Rico (Law No.8l), states that th€ Municipality must maintain its fund accounting in accordance

with Accounting Principles G€nerally Accepted in the United States ofAmerica (GAAP), as promulgated

by the Govemmental Accounting Standards Board (GASB), the National Committee on Govemmental

Accounting (NCGA) and the Govemmental Accounting, Auditing and Financial RePorting book
(commonly known as Blue Book)-

In addition, kticle E.010(c) of Law No. 81 states that uniform accounting system used by the

Municipality must: (l) produce reliable reports and financial statements, (2) Provide complete

information about the results of operations of the Municipality, and (3) include the necessary intemal

controls to account all firnds, capital assets and other assets ofthe Municipality.
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MUN'ICIPALITY OT CAN6VANAS

Schedule ofFindings and Question€d Costs

June 30,2010

Due to the conditions referred to above, the preparation ofthe Municipality's basic financial statements as

of and for the fiscal year ended June 30, 2010 was more difficult and less efficient than would have been

in ordinary circumstances. A significant amount ofadjusting entries had 1o be made to the financial data

and reports processed through the UAS in order to properly account for unrecorded transactions and to

correct transactions recorded in the wrong accounting period. Since the accounts and other accounting

records of the UAS are not designed to provide all the information necessary to prepare the

Municipality's basic financial statements, the Municipality had to obtain and process financial data from

several sourc€s outside the UAS. These conditions represent material weaknesses in the Municipality's
intemal confiols over financial reporting.

CAUSE AND EFFECT:

These conditions occured because the accounting system cunently used by the Municipality has not been

updated in over 15 years and, accordingly, the Municipaliry has not implemented an accounting system in

compliance with the current accounting model established by GASB Statement No. 34, as amended. The

co.tinued lailure to have an adequate accounling system does not allow the Municipality to have timely
and accurate financial information for its decision making process. ln addition, financial repons prepared

may have errors or omissions that will affect future financial decisions. Another effect is the use of
inaccumte financial information as a base for the preparation of annual budgets, which, therefore, may

r€sult in budgetary compliance problems.

RECOMMENDATION:

We recommend the Municipality to explore different altematives for the implementation of a new
accounting system in compliance with all applicable federal and local laws and regulations. This process

should include only accounting systems that will enable the Municipality to prcpare its basic financial
statements in a timely manner and in conformity with GAAP. The systems to be evaluated must provide
the necessar), financial information that will serve as the basis lor the effective conftol of revenues,

disbursements, assets and liabilities, and the reporting of such items in the Municipality's financial
statements, including:

. The implementation ofa double entry accounting system, the integration ofall subsidiary ledgers

and the reconciliation with the records maintained for federal funds;

. The preparation of pe odic financial reports to be submitted to the Director of finance, the

Mayor, the Municipal Legislature and the federal grantors; and

. Adequate haining to all accounting personnel to improve the understanding ofthe system and to

promote operational effi ciency

The Department of Finance must establish and document new accounting policies and procedures

addressed to correct the non-compliance situations referred to above. Accounting poiicies and procedures

shall be promulgated by an appropriate level of management to emPhasize their importance and authority.

The documentation of such accounting policies and procedures shall be updated periodically according to

a predetermined schedule.
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MUNTCIPALITY OF CAN6VANAS

Schedule ofFindings and Questioned Costs
June 30- 2010

10-02 DEPOSITINC OF CASH RECEIPTS IN BATIK ACCOUNTS

During our test work on cash receipts, we came across certain instances in which the daily remittances

collected by the Municipalit-v had been deposited into an incorrect bank account. The following

summarizes the deposits made by eftor during the fiscal year 2009_2010:

Many of these deposits have not been detected until the Accounting Department prepare and reconciled
the monthly bank reconciliations and proposed the required adjustments or actions to correct the account

balances.

CAUSE AND EFFECT:

This condition occuned because the Municipality does not have adequate intemal controls and proced$es
for the verification of daily deposit slips. This condition, if not corected, increases the risks of the
Municipality using federal awards fo. unallowable purposes.

RXCOMMf,NDATION:

We recommend that the Municipality develop procedures to ensure that all bank deposits are prepared on

a daily basis and the completed deposits are reviewed by a person independent ofthe deposit preparation

process.

10.03 INACTIVf, AND I]NNECESSARY TI]NDS AND INACTIVf, BANK ACCOUNTS

The Municipality is maintaining an excessive number of funds and baok accounts that have been inactive

for a long period. The accounting records include over 21 different funds which amounted to $1,030,001,
which have been inactive or had insignificant movement or operations during the year under audit. Also,

include l3 bank accounts which amounted to $362,793, which have been inactive or had insignificant

movement.

This situation results from the need to analyze and close inactive funds and basic accounts whefl th€

fund's objective has been achieved or are no longer of sigtificance. The intemal control structure should

provide for the accurate maintenance ofthe books, records, funds and accounts necessary to carry out the
Municipality's operations.

FUNDS PERTAINING TO DEPOSITED IN DATE AI4OUNT
Law 82 Account Elderlv Center Account July 2,2009 s55.532.06

Fllderh Cenrer Account Jul! 1.2009 29.157.00

Child Care Contributions Account C3sh Concenrralion Account May 14,2009 495.00

Section 8 Program Account October,8.2009 1.052.00

Section 8 Prosram Account Ausust 5.2009 1.367.00

Section 8 Program Account Ausust 1.2009 1,052.00

Multiusos Accounl Cash Concentration Account October 13.2009 300.00
Cash Concentralion Account Februarv 3. 2010 200.00
Cash Concenrarion Accounl Februar! 4.2010 100.00

Cash Concentration Account October 28.2009 150.00

Cash Concentmtion Account ADril23. 2010 150.00

Toral s88,555.06
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CR]TERIA:

Article 8.007(b) of rhe Law No. 81 of Augusr 30, 1991, known as the I utonomo s Mwlicipalities Act oJ

puerro Rico (Law No. g1), states that funds without specific fiscal years should be closed when the fund's

objectives have been completed.

NCGA Statement No' 1, palagraph 4, states that ..govemmenta] units should establish and maintain those

funds required by law an; sound financial administration. Only the minimum number of funds consistent

with legal and operating requirements should be established since unnecessary funds result in

infl exibility, undue complexity, and ineffi cient financial administration".

Ir1 addition, the recommended ptactice oo "Improving the Eflectiveness of Fund Accomting" (2004),

issued by the Govemment Finance Ofllcers Association ofthe United Stales and Canada (GFOA), states

that it is important in this .egard to distinguish accounting fmm financial reporting Whercas an

accounting system must collect all of the data needed to ensure and demonstmte legal compliance,

financial reporting is concemed with only those aspects ofcompliance that ar€ of importance to users of
general purpose extemal financial reports.

CAUSE AND EFFECTi

This situation occurred because the Municipality has not analyzed and closed inactive funds and bank

accounts when the fund's objectives have been met or are no longer relevant. The continued maintenance

of these funds and accounts exposes the Municipality to th€ unauthorized use of funds from inactive

accounts for activilies not intended to be financed with these funds. The aforementioned conditions

represent material weaknesses in the Municipality's intemal contols over financial reponing.

RECOMMENDATION:

The Municipality should close all unnecessary and inactive funds or accounts. Budgetary balances or

deficits remaining in those funds should be investigated and properly closed or established by law. The

Municipality should determine whether the intended objectives ofthese funds were met' Forall funds

that have complied with the requirements, the Municipality should close them. Remaining balances in

those funds should be disposed ofin accordance with local and fedeml laws and regulations

10-04 DEFICII]NCIDS IN ACCOUNTING RECORDS OF CAPITAL ASSITS

The Municipal;t-v does not have and effective system to accoont for the accurate recording of fixed assets.

l.here are no intemal controls to ensure that all capitalizable expenditures and property dispositions are

rccorded in the capital assets subsidiary ledger. A significant portion of the real property, personal

proper!, and infasiructure acquired or constructed with federal and local funds is not currently rccorded

in the capital assets subsidiary ledger- Accordingly, the Municipaliry has not maintained complete and

adequate records over capital assets.

The Municipality has not performed periodical physical inventories of its capital assets (real property,

personal property anal inliastructure). As pan of the audit, we noted that the-Municipality has not

Lrg*ir"d ani performed a physical inventory as of Jone 30, 2010- However after fiscal year end an

attempt of physical inventory was made, but at report date the physical inventory was not finish, neither

reconcile with property register. Accordingly, the capital assets recorded in the accompanying statement
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ofnet assets was prepared using financial information obtained from various municipal departments and

_ 
accounting records outside the official Uniform Accounting System.

The following additional conditions were noted over capital assets:

The Municipality's capital asset subledger is not reviewed on a regular basis for purposes of
identirying and removing those items that have b€en taken out of service or provide no future
benefit. As a result, the capital assets sub_ledger may be misstated for this reason and may not

- accurately r€flect the productive capital assets owned by the Municipality.

o The Municipality does not have formal accounting and control procedures and policies to ensure

- compliance with GASB 34.

. The subsidiary ledger is not periodically reconciled with the property subsidiary ledgen

- 
maintained by the Municipality's several individual federal programs.

_ CRITER]A:

Article 9.002 of Law No. 8l ofAugust 30, 1991, known as the,4rtonomous MroliciPalities Act ol Puerto
nico (Law No. 8l), states that all municipalities must prcpare and maintain an updated subsidiary ledger

- (record) ofall real properties.

In addition, Chapter VII, Section 23, of the ReSzLltion for Municipal Admir?/rfa1ro4 requires that each

- Municipality must maintain an adequate control ofcapital assets through annual physical inventories. In
addition, any differences between physical inventory amounts and subsidiary rccords must be investigated

and adjusted. Considering that according to accounting records of the Municipality, the capital assets

- represent the most significant assets ofthe Municipality, there is a significant risk of Lmauthodzed use or
disposition of capital assets because there are no adequate intemal controls in place to ensure

accountability ofcapital assets by department or federal program.

Chapter VII, Sections 3, 4, 14, 15 and 2l of the Regulation for MrniciPal Administration establish the
following guidelines regarding property management:

Section 3 establishes that the Finance Direclor is responsible for the accountability ofthe capital
assets acquired by the Municipality through purchases or donations.

Sectior 4 establishes that the Municipal Property Administrator shall be responsible to the Mayor
and the Finance Director for the direct administration, use and maintenance ofthe entire real and

* personal property owned by the Municipality.

r Section 14(l) establishes that all municipal property shall be numbered and identified as to

_ 
o*nership by the Municipal Property Administrator.

. Section 15(l) establishes that the Municipal Property Administrator is responsible for accumtely
maintaining the central property records.
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. Section 2 I (c) e$ablishes that management shall write-off from the property records all propefiy

and equipment sold or disposed of when certified by the Intemal Auditor of the Municipalily

upon determination that such disposal is adequate.

CAUSE AND EFFECT:

These instances of non-compliance occurred because the Propefty Division ofthe Municipality has not

enforced the requirement to perlorm a capital assets inventory and to ensure the proper accountability of
capital assets during the fiscai year ended June 30, 2010. Accordingly, the Municipality's intemal
controls in place over capital assets are not designed to effectively account for capital assets, since it do

not allow for the rcconciliation of detailed property rccords with the general ledger- These inadequate

property intemal controls may expose the Municipality io questioned or disallowed costs by the federal

govemment for lost or stolen property. This condition represents a material weakness in the
Municipality's intemal controls over financial reporting.

Furthermore, this situation represents a significant risk of loss of capital assets because there is a lack of
accountability for acquired capital assets. Any federally funded capital assets lost would need to be

repaid to the federal govemment with municipal funds.

RECOMMENDATION:

A physical inventory of the Municipality's capital assets should be taken as soon as possible and

subsequently on annual basis. Physical inventory a.mounts should be reconciled with the capital assets

recorded in the subsidiary ledgers. Furthermore, the Mayor may issue an executive order to require

compliance with this requirement. For these purposes, the Property Division ofthe Municipality must

require from each Municipal Deparlment that acquires or manage capital assets to submit a report
including a full description of the asset, location, use, source of funds used to acquire the asset,

responsible personnel, cost and any other pertinent data required by state and local regulations. This
information should be reconciled with the monthly disbursernents (capital outlays) made against the

budgetary accounts used for property acquisitions. Sales or other dispositions must also be made only
upon approval of the Municipal Propety Administrator and the Finance Director, and should be carried

out by persons otherthan the users and through public announcements or bids.

we also recommend that the subsidiary ledger of capital assets be updated on a monthly basis for the

write-off of non-operational, fully depreciated, or impaired items. Having such a procedure in piace will
ensurc that the Municipality has an accurate record of its capital assets and will ensu.e that gains and

losses on disposals are recorded in the proper accounting period.

We also r€commend that the subsidiary ledger shall be periodically reconciled with the property

subsidiary ledgers maintained by the Municipality's several individual federal programs.

To provide greater control over the recording of capital asset additions and retircments, we also

recommend the Municipality to maximize the use of the Assetma-x software package to automate the

recording of capital assets along with automatically computing depreciation expense for financial
repofting purposes. The use of such software package would improve the overall efficiency within the

accounting function and allow for departmental reporting of depreciation expense, including federal

progmms.
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IO.O5 OPERATING DEFICIT OF THE GENERAL FUND

The Municipality's intemal control over the budgeting function does not adequately avoid incurring

expenalitures in excess ofappropriated financial resources. Ihe Municipality closed its fiscal years ended

June 30, 2010 with operational deficiencies ofrevenues and other financial resources under expenditures

and other financial uses of$453,140, resulting in a deficit offund balance of$3,507,770

CRITERIA:

Article 8.004(b) of Law No. 81 of August 30, 1991, known as the Aatonomous Municipalities Act of
Puetto Rico (L^w No. 81), states that the Municipality cannot obligate or spend any amount in a fiscal
year that exceeds the appropriations and the financial resources authorized by resolution or ordinance for
the ensuing fiscal year. ln addition, the Municipality cannot enter into any contract or negotiation for the

future payment ofamounts that exceed the appropriations and financial resources.

Furthermore, Chapter [V, Section 19, ofthe ReSdation for Mmicipal Adm,rirtdlior, establishes that the

Director ofFinance has the responsibility ofoversight to prevent deficits in any municipal fund.

CAUSf, AND EIFECT:

This condition occurred because the Municipality does not have adequate intemal control and procedures

over the preparation of the annual operating budget and the subsequent monitoring of encumbrances

throughout each fiscal year. This condition, if not corrected, may increase the Municipality's
accumulated deficit for the effect of future encumbrances that may be incurred in excess of future
budgetary resources to be generated by the general fund.

RXCOMMENDATIONT

The Municipality should consider replacing the UAS with another software that provides for the timely
and accumte recognition of encumbrances which should also provide for a report detailing the curent
unencumbered balance for each appropriation. This will provide the Department of Finance with the
necessary information to prevent the issuance of purchase orders or contracts for which there arc no

sufficient funds to cover costs.

We also recommend that annual budgets must be developed using elements of performance-based

Fogram budgeting and zero-based budgetiflg, and include estimates of revenues and other resources for
the ensuing fiscal year under laws and regulations existing at the time the budgets are prepared This
process must ensure that the operational budget of the genera) fund have budgeted exp€ns€s up to the

amount of total estimated revenues to be collected during the fiscal year budgeted.

Finally, we recommend the Municipality to use encumbrance accountjng to record the full amount of
purchase orde6, contmcts and other commitments of appropriated resources as deductions from the
appropriation prior to actual expend;ture. Because accounting principles applied for the purposes ofthe
d€veloping data on a budgetary basis differ significantly from those used to present the govemmental

fund financial statements in conformity with GAAP, a reconciliation of the differences between the
general fund's budgetary basis and GAAP actual amouflts should be performed periodically by the
Department of Finance.
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10-06 UNAUTHORIZED USE OF NEXT FISCAL YEAR'S MI]NICIPAL LICENSE REVENUE

Municipal license tax revenues ofthe fiscal year 2010_2011, which were collected in advance fiom

taxpayers between Januai, I and June 30, 2010 (known in Spanish as "Pateote en Suspenso"), were used

by ihe Municipality to cover certain operating costs and cash flows shortages ofthe general fund incurred

during the fiscal year ended June 30, 2010. Such uneamed municipal license tax revenues amounted to

$6,00r,298, and were related 10 the Volume ofBusiness Declaration Return ofthe fiscal year 2010-2011

which were filed by ta,xpayers between January and June 2010.

Those uneamed revenues collected in advance pe(ain to the general fund's operating budget ofthe fiscal
year 2010-2011, could not be used to pay obligations of the fiscal year 2009-2010 and were not

authorized by a municipal ordinance or tesolution.

CRJTERIA:

A(icle 8.004(b) of Law No. 8t of August 30, 1991, known as the Autonomous Municipalities Act of
Puerto Rico (La$t No. El) states that the Municipality cannot use or obligate any amount in a givel fiscal
yea. that exceeds the appropriations and the rcsources authorized by ordinance or resolution for such

fiscal year. In addition, the Municipality cannot be committed, in any form, to any contract or negotiation
for the future payment of amounts that exceed the curent fiscal year's budgeted resources.

CAUSE AND IFFECT:

The foregoing condition is primarily due to the lollowing reasons:

. During prior fiscal years, the general fund's expendilures have exceeded its revenues consistently,

which have lead the Municipality to also consistently consume in each fiscal year, the uneamed

municipal license revenues collected in advance for the next fiscal year.

. The Uniform Accounting System (UAS) does not provide for the gathering and recording of
accumte financial information and preparation of accurate financial rePorts on a limely basis

Therefore, since current financial information is not readily available. management is not able to
make effective and elficient decisions conceming the use ofresources.

. Management does not have timely and accumte information regarding its operations and cannot

monitorthe adherence to the established budget appropriations and cash flows.

. The Municipality is appropriating expenditures assuming that budgeted revenues have been

actually collected.

. The budgeting system does not reflect actual revenues, th€refore cannot prevent the obligation of
expenditures for which curent resources will not be available.

The continued occurrence ofthis situation will .esult in possible significant general fund limjtations and

eventual reduction or elimination ofmunicipal services since future revenues will need to be used to pay

for accumulated liabilities. The aforement;oned coDditions represent a material weakness in the
Municipality's intemal controls over fi nancial reporting.
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R.ECOMMENDATION:

We recommend the Municipality to prepare cash flows forecasts and projections to anticipate any cash

flows shortages and to avoid using financial resources of future fiscal years to cover the operating needs

ofthe current fiscal year.

We also recommend that annual budgets must be developed using elements of performance-based

program budgeting and zero-based budgeting, and include estimates of revenues and other resources for
the ensuing fiscal year under laws and regulations existing at the time the budgets are prepared. This
process must ensure that the operational budget ofthe general fund is adjusted lor uncollected budgeted

I(LOT PAYROLL AND RELATED LIABILITIES PROCEDI]RES

The Municipality has not established sufficient cootrols in the payroll payment procedures to prevent

errors and irregularities from being timely detected. The following control deficiencies were noted during
our examination:

a) Pa),roll expenditures arc not compared to budget and prior periods at an appropriate level of
detail.

b) The payroll system does not provide a master file change log, showing all chan8es made to

payroll information, to be reviewed by the payroll department and by human resources to

ensure it reflects accurate and complete information,

c) The Human $Resources Department neither the Finance Department, nor another apPropriate

person does not review the allocation of payroll costs to accounts, ftrnds, departrnents and

programs-

d) Current payrolls are not compared with previous payrolls, so variances could be investigated

and documented.

CAUSE AND EFFECT:

These conditions arose because the Municipatity does not have adequate procedues and intemal controls
in place to ascertain that the payroll expenditures and the related pay.oll liabilities totals reflect accurate

and complete information. This condition, if not corrected, would increase the risks of avoidable
incorrect payroll payments.

RNCOMMf,NDATION:

The MunicipaliS must establish and document new accounting policies and procedures addressed to
correct the situations referred to above. The Municipalitv should improve its control p.ocedues over
payroll process to ensure that payroll payments are accurate and that payroll expenditure is properly
allocated to different departments.
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Findinqs^Joncompliance Recommendations

Findinqs,t',loncompliance Recommendations

rO.O8 TIDERAL FINANCIAL R.EPORTS

The accounting records maintained by the Federal

Programs Office are not recoflciled with the accounting

records maintained by the Municipatitv's central

accounting department records. The Municipality has

not established procedures for the reconciliation of the

hansactions recorded in the Program's accounting

records with those recorded in the Municipality's central

accounting department records. As a result, this

condition may lead to inaccurate reporting of programs

supported activities.

Criteria:

OMB Circular A-102, 20 (b) (2) requires recipient of
federal funds to have a financial management system that

provides for the maintenance of accurate, cunent and

complete records of the financial results of federally

assisted activities in accordance with the financial

reporting requirements of the Federal Prcgram. Ihe
Municipality shoutd prepare federal financial .eports

based on the Programs underlying accounting records.

Cause and Effect:

This condition occurred because the Office of Federal

Progmms of the Municipality does not rcconcile the

Progmm's accounting records with the Municipality
omcial accounting system prior to the preparation of
fedeml repotu.

This condition, if not conected, may increase the risk of
avoidable instances of material non-compliances with the

laws and regulations applicable to the Pro$am.

Recommendation:

'Ihe Municipality should prepare financial reports based

oo the Program's underlying accounting records. Any

difference should be investigated and reconciled,

accordingly.

Ouestioned Cost

Ouestioned Cost

NONE

Section III - F€deral ANard Findings and Questioned Costs

Propnam

CDBG
CFDANo. 14.218

Child Care
CFDA NO. 93.s7i

95



Program

CDBG

CFDA No. 14.218
Child Care

CFDA No.93.575

CoMMol\"tvEALTH oF Puf, RTo fu co
MUNICIPALITY OF CAN6VANAS

Schedule ofFindings and Questioned Cosls

June 30, 2010

Findinqs^Joncompliance Recommendations

10-09 INTERNAL CONTROLS - INFORMATION
A]\'D COMMUNICATION

Statement of Condition:

The Municipality has not established effective intemal
confol over Federal progams to provide reasonable
assurance that they are managing Federal awards in
compliance with laws, regulations, and the provisions of
contmcts or grant agreements that could have a material
effect on each ofits Federal programs.

Criteria

According to OMB Circular A-133 Sec. 300, the auditee
shall maintain intemal control over Federal progGms that
provides reasonabJe assurance that the auditee is
managing Federal awards in compliance with laws,

regulations, and the provisions of contracts or gmnts

agreements that could have a material effect on each ofits
Federal programs-

Cause and Effect:

This condition occurred because the Office of Federal
Programs of the Municipality has not adopted specific
and tailored intemal controls, procedures and policies, to
ensure thal all employees involved in the management of
lederal ar.rards car+ out lheir funcrion. in strict
compliance with all applicable laws and regulations and
are periodically hained and knowledgeable ofthe current
changes and amendments to the Program's regulations
established by the U.S Department ofHousing and Urban
Development.

Recommendation:

The Municipality should prepare a operational manual for
each of its Fedeml programs that contain provisions for
compliance with all the applicable Federal rcquirements.

Ouestioned Cost

NONE
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Findinss,t,loncompli@!9-Reee@ldq!{ID

10-10 DAVIS-BACON ACT

Statement of Condition:

As part of our audit tests we selected one (100%)

construction project executed during the fiscal year. The

construction project was the following:

. Construcci6n Nichos y Mejoras al Cementerio
Municipal de Canovanas

The following exception was noted during our
examination ofthe projects files:

(a) The constniction contmct does not include the
prevailing wage rate clause.

(b) In the proiect file the certified payrolls were not
submitted by contmctor as required by the federal
regulations.

(c) ln the project file there was no evidence of
preconstruction conference.

Criteria:

Non-federal entities shall include in their construction
contracts subject to the Davis-Bacon Act a requirement
that the contractor or subcontractor comply with the
requirements of the Davis-Bacon Act and the DOL
regulations (29 CFR part 5, "Labor Standards Provis;ons
Applicable to Contacts Coveming Federally Financed
and Assisted Construction"). This includes a

requirement for the contractor or subcontractor to submit
to the non-Federal entity weekly, for each week in which
afly contmct work is performed, a copy of the payroll
and a statement of compliance (certified payrolls) (29

CFR sections 5.5 and 5.6).

Cause and Effect:

This condition arose because the Municipality has not
implemented specific intemal controls and procedures
designed to carD oul effecli\e moniloring aclitities oter
contractor engaged in projects financed with federal
funds, including, but not limited to, the enforcement of
compliance with contractual clauses related to Davis-
Bacon Act and the training of municipal employees
about this law.

Ouestioned Cost

NONE
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Findine$Noncompliance Recommendations

This condition, if not corrected, may increase the risk of
avoidable insances of material non-compliances with the

laws and regulations applicable to the Progam.

Recommendation:

The Municipatity should establish procedures to
ascertain that all documents submitted by the contractor
are reviewed and approved oD a timely basis to ensurc

compliance with labor standards.

IO-1 1 EARMARKING REQUIRXMENT

Statement of Condition:

As ofJune 30, 2010, the Municipality expended less than
70 percent of the funds received over a period of up to
three years for aclivities that benefit low and moderate-

income persons as required by the federal regulations-

Criteria:

According to A-1J3 Compliance Supplement, not less

than 70 percent of the funds must be used over a p€riod
of up to three years, as specified by grantee in its
certification, for activities that benefit persons of low
and modemte income persons.

Cause and Effect:

This condition arose because the Municipality has not
implemented specific intemal controls and procedures

desjgned to carry out effective monitoring act;vities over
the management and use of federal awards, including,
but not limited to, the enforcement of compliance with
the 70 percent limitation refened to above and the
training ofmunicipal employees about this regulation.

This condition, if not corected, may increase the risk of
avoidable instances of material non-compliances with the

laws and regulations appticable to the Program.

Recommendation:

Tte Municipality should establish procedures to
ascertain ihat comply with the earmarking requirement

Ouestioned Cost

NONE
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FindinqsNoncompliance Recommendations

in accordance with 24 CFR sections 570.484. The
Municipality should starl the process to develop the

proposed projects as soon the grant agreements are

received.

10-12 PROCUREMENT, SUSPENSION AND Df,BARMENT

Statement of Condition:

The Municipality has not established effective
procurement procedures to ascertain that in th€

acquisition of goods and services the supplier was not
suspended, debarred or othenvise excluded from the

Excluded Parties List System (EPLS). As part of our
cash disbursement we examined 40 disbursement
vouchen amounting to $361,755 and noted the
following defi ciencies:

a) For four suppliers, the Municipality could not
provide us elidence rhat performed an) slep Io a\certain

that a supplier pmviding rcpavement services and

asphalt sale is not included in the Excluded Parties List
System.

Criteria:

2 CF& Part 180 and 70 FR 51863 state that contractors
receiving individual awards for $25,000 or more and all
sub recipients must certiry that the organization and its
principals are not suspended or debarred. This
verification may be accomplished by checking the
Excluded Parties List System (EPLS) maintained by the

General Services Administmtion (GSA), collecting a
certification from the entity or adding a clause or
condition to the covered transaction with the entity.

Cause and Effect:

This condition arose because the Municipalit) has not
implemented specific intemal controls and procedures

designed to canJ out effective monitoring activities over
the procurement process using federal awards, including
the training ofmunicipal employees about this law.

Ouestioned Cost

NONE
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FindinqsNoncompl iance Recommendations

This condition, ifnot correcte4 may increase the risk of
avoidable instances of material non-compliances with
the laws and regulations applicable to the Program.

Ouestioned CostProgram

CDBG
CFDA No. 14.218

Recommendation:

We recommend the Munjcipality to obtain the EPLS in
pdnted or electronic format in order to use it as part of
the procurcment cycle. The printed version is published

on a monthly basis. Copies can be obtained by
purchasing a yearly subscription to the Superintendenl of
Documents, U.S. Govemment Printing Office,
Washington, DC 20402, or by calling the Govemment
Printing OIfice Inquiry and order Desk 

^t 
(202) 783-

3238. The electronic version can be obtained on the
lntemet (http:/epls.amet.qov). The Municipality should

enforce strict compliance with the prescribed federal
requirement-

10-13 EQIJIPMENT AND REAL PROPtrRTY MANAGtrMENT

Statement of Condition:

The Community Development Block Grant Prognm has

not complied with the property management
requirements. Although a physical inventory of capital
assets acquired with CDBG funds was made during the

fiscal year ended June 30, 2010, the results of the
physical inventorJ were not reconciled with the Uniform
Accounting System (IJAS).

The Community Development Block Grant Program has

a subsidiary ledger of equipment acquied with federal

funds, however, such subsidiary ledger does not comply
with federal requirements because it does noi: (1) have

information needed to calculate the federal share of the
cost of the equipment, (2) identify the grant under
which the program acquired the equipment, (3) have
information about the location, use and condition ofthe
equipment and the date the info.mation was obtained,
and (4) have all pertinent information on the ultimate
transfer, replacement, or disposal ofthe equipment.

Furthemo.e, there is no evidence that the total amount
of capital expenditures and the composition of capital
assets incurred of the Community Delelopment Block
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Grant have been reconciled with the general ledger or

other control account to enhance the controls to prevent

unauthorized disposition of assets.

Criteria:

29 CFR 97.32 (d) (2) established that the Municipalit)
should take the physical inventory and reconcile the

results with the property records. ln addition, Section

(d) (3) establishes that a control system must be

developed to ensure adequate safeguards to prevent loss,

damage, or theft ofthe property.

Federal regulations also require that, every two years, at

a minimum, a physical inventory shall be conducted and

the results shall be reconciled with property records to

veriry the existence, current utilization, and continued

need for the equipment. Any discrepancies between

quantities determined by the physical inspection with
those shown in the accounting records shall be

investigated to determine the causes of the differences.

Property records shall be accurate. Property records

shall include the following for each item:

. A description of the equipment ;ncluding
manufacfu rer's serial numbers.

. ldentification number, as the manufacturer's
serial numbers.

. Identification of the grant under which the

recipient acquired the equipment.
. The information needed to calculate the

federal share ofthe cost ofthe equipment.

. Acquisition date and unit acquisition cost.

. Locat;on. use and condition of the
equipment and the date the information was

obtained.
. All pertinent information on the ultimate

transfer, replacement or disposal of the

equipment.

Cause and Effect:

These instances of non-compliance occurred because

the Property Division of the Municipality has not
enforced the rcquirement to perform a capital assets

Ouestioned Cost
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Fi ndingr\q@eplat$-Bc!9!0!s4b!ion.

inventory and to ensure the proper accountability of
capita! assets during the fiscal year ended June 30,

2010. Accordingly, the Municipality's intemal contlols
in place over capital assets are not designed to
effectively account for capital assets, since it do not
allow for the reconciliation ofdetailed property records
with the general ledger. These inadequate property
intemal conhols may expose the Municipality to
questioned or disallowed costs by the federal
govemment for lost or stolen property. This coDdition
represents a material weakness in the Nlunicipality's
intemal controls over financial rcporting.

Furthermore, this situation represents a significant dsk
of loss of capital assets because there is a lack of
accountability for acquired capital assets. Any federally
funded capital assets lost would need to be repaid to the

federal govemment with municipal funds.

Recommendation:

A physical inventory of the Fedeml Programs capital

assets should be taken as soon as possible. Physical
inventory amounts should be reconciled with the
property recorded on the subsidiary ledgers. This
information should be reconciled with the monthly
disbursements made against the budgetary accounts used

for property acquisitions. Dispositions must also be

made oniy upon approval of the Municipal Property

Administrator and the Finance.

10-14 FEDERAL CASH MANAGtrMENT SYSTtrM

Statement of Condition:

The Municipality has not established effective cash

management procedures. During our review of the

drawdowns performed during the yeal we noted the
following deficiency:

a. The Municipality performed 73 drawdown during the
2009-2010 fiscal year amounting to $1,086,227. For 36

drawdown amounting to $262,961 or (49%) $e
disbursements related to the funds requested has a delay
of 3 days or more between the date that funds were

received and the disbursing date.

Ouestioned Cost

NONE
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Criteria:

Fedeml regulations require that Grantee shall confonn to
the standards applicable to advances from Fedenl
agencies. Amounts requested shou,d be limited to the
Programs immediate cash needs.

Cause and Effecti

This condition arose because the Municipality has not
implemented specific intemal controls and procedures

designed to rninimize the time elapsed bet*een the time
uhen drawdo[ns are made and lhe tubsequent time
when disbursement offederal funds are cartied out. This
condition increases the risks of avoidable interesl
income and instances of idle cash balances in the
program's bank accounts,

Recommendation:

In accordance with Federal regulations, the Muoicipality
should estimate drawdown's of Federal funds as clos€ly
as possible to the actual disbursements. Also, the
Municipaliry should established procedures lo minimi,ze
the time elapsing behveen drawdo\r'ns and

disbursements.

10-15 FEDERAL CASH MANAGEMENT SYSTEM

Statement of Condition:

The Municipality has not established effective cash

manaSement procedures. During our review of the
General Ledger cash accounts, we noted that a book
over draft was maintained for CDBG 2005 and CDBC
2006 during fiscal year 200-2010. This situation occurs

because during the year the Municipality pe.formed
disbursements for the Program year in excess of its
available cash balance. Such disbursements were
financed by the available cash bank maintained in the
Program's bank account which;ncludes various cash
balances of other Progtam years,

a. CDBG 2005 - A book overdraft of $55.419 was
maintained during fiscal year 2009-2010.

Ouestioned Cost

NONE
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b. CDBG 2006 - A book overdraft of $32.750.50 was

noted during fiscalyear 2009-2010.

Crit€ria:

Federal regulations require that Grante€ shall conform to
the standards applicable to advances from Federal

agencies. Amounts requested should be limited to the

Program's immediate cash needs.

Cause and Effect:

This condition arose because the Municipalify has not
implemented specific intemal controls and procedures

designed to minimize the time elapsed between the time
}hen drawdo*ns are made and the subsequenl lime
when disbursement offedeml firnds arc carried out. This
condition increases the dsks of avoidable interest
income and instances of idle cash balances irl the
program's bank accounts,

Recommendation:

In accordance with Federal regulations, the Municipality
should estimate drawdown's of Federal funds as closely
as possible to the actual disbursements.

10-16 FEDERAL CASII MANAGEMENT SYSTEM

Statement of Condition:

The Municipality has not established effective cash
managemenl procedures. Du ng our review of the
Prograrn's bank accounts we noted that the Municipality
incurred in bank charges resulting from a bank overdraft
during the year.

Ouestioned Cost

NONE
Bank
Charges
$ r 5.08

Bank account
Name
CDBG

Bank Overdraft
Overdraft date
$ 29.42 Apdl7,2010

Criteria:

Federal regulations rcquire that Gmntee shall conform 1o
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the standards applicable to advances from Federal

agencies. Amounts requested shouid be limited to the
Program's immediate cash needs.

Recommendation:

In accordance with Federal regulations, the Municipality
should estimate drawdown's of Fedeml Funds as closely
as possible to the actual disbursements. The
Municipalir) "hould established procedures to minimize
the time elapsing between drawdowns and

disbursements.

rO-T7 TIMELINESS - CONTRACT PROVISION

Statement of Conditioni

The Municipality has not established eflective
procedures in order to carry out its CDBG assisted
activities in a timely manner. At May 2, 2010 the
undisbursed funds were L95 times the entitlement gmnt
amount for its current program year.

Criteria:

According to the CDBC program regulations at 24 CFR
570.902. HUD will review the performance of each

entitlement recipient to determine whether each recipient
is carrying out its CDBC assisted activities in a timely
manner. HUD will consider entitlement recipient to b€

failing to carry out its CDBG activities in a timely
manner if;

(l) sixty days prior to the end of the gmnte€'s
cunent program year, the amount of entitlement grant

funds available to the recipient under grants a$eements
but undisbursed by the U.S. TreasurJ, is more than 1.5

times the entitlement grant amount for its current

Progmm year; and
(2) the gantee fails to demonstmte to HUD'S

satisfaction that the lack oftimeliness has resulted from
factors beyond the gmntee's reasonable control.

Ouestioned Cosl

NONE
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Cause and Effect:

This condition arose because the Municipality has not
implemented specific intemal controls and procedures

de:igned rocar4 oul eflecti\e moniloringacti\ilieioter
the management and use of federal awards, including,
but not limited to, the enforcement of compliance with
the timeliness requirements referred to above and the

training ofmunicipal employees about this regulation.

This condition, ifnot corrected, may increase the risk of
avoidable instances of material non-compliances with
the laws and regulations applicable to the Program-

Recommendationi

The Municipality must established administmtive
procedures in order to carry out its CDBG assisted

activities in a timely manner.

rO-18 INADIQUATE DOCUMENTATION OF
PARTICIPANT FILf,S
(MODERATE HOUSING REHABILITATION PROCRAM)

Statement of Condition:

As part of our test to determine whether the grantee has

ascertain that the rchabilitation work is properly
completed: we selected a sample of 40 participant files.
The following exceptions were noted:

Ouestioned Cost

a. Final inspection not present

on file. 40 Files 100%

Criteria:

According to 24 CFR, 570.506 the grantee must assure

that the work is properly completed. For each residential
rehabilitation activity the following records are needed:

a) Rehabilitation contract describing lhe
deficiencies in each structure to be corrected.

b) An inspection of the rehabilitation work upon
completion to as)ure that it \as carried oul in

accordance with conkact specifi cations.
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Cause and Effect:

This condition arose because the Municipality has not
implemented specific intemal controls and procedures

designed to carD oul effecli!e moniloring aciivitiei o\er
the management and use of federal awards, including,
but not limited to, the enforcement of compliance with
the file documentation requirements refered to above

and the tmining of municipal employees about this
reguladon.

This condition, ifnot conected, may increase the risk of
avoidable instances of material non-compliances with
the laws and regulations applicable to the Prognm.

Recommendation:

The Municipaliq, must inspect the rehabilitation work
upon completion to assue that it is carried out in
accordance *ilh the conrracl specificationi.

10-19 FINANCIAL RXPORTING

Our review of the Federal Cash T.ansaction Reports
(Standard Form 272), the Municipality could not
provided evidence ofcopy ofthe reports for the quaners

ended December 2009, March 2010 and June 2010.

Criteria:

Fedeml regulations require that the financial
management system must meet some requirements,
including the financial reporting. It states that accurate,

current and complete disclosure of the financial results

of the financially assisted activities must be made in

accordance with the financial reporting requiremenrs of
the grant or sub grant.

Cause and Effect:

This condition arose because the Municipality has not
implemented specific intemal controls and procedures

designed to carry out effective monitoring activities over
the management and use of federal awards, includinS,
but not limited to, the enforcement of compliance wifi

Ouestioned Cost

NONE
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th€ requirements referred to the preparation of Federal

Cash Transaction Reports (Standard Form 272) and the

training ofmunicipal employees about this regulation.

This condition, ifnot corrected, may increase the risk of
avoidable instances of material non-compliances with
the laws and regulations applicable to the Progmm.

Recommendation:

The Municipality should improve existing procedures to
ensure the timely submission of the Federal Cash

Transaction Reports (Standard Form 272), in order to
comply with Federal regulation. Also, the Municipality
should consider implementing a reporting calendar to
maintain all personnel aware of the rcporting deadlines
of each federal finaflcial report. This will provide an

additional tool to help the Municipaliry in complying
with the federal regulation.

IO.2O FINANCIAL REPORTD{G

Our review of the Comprehensive Annual Performance
and Evaluation Report (CAPER) for the year ended June
30, 2010, we noted that the Activity Summary Repon
(C04PR03) does not contain all required information like
number of person assisted and distribuiion by income
level and races.

Criteria:

Federal regulations require that the financial
management s)slem musl meel some requiremenls.
including the financial rcponing. It states that accurate,

currert and complete disclosure of the financial results
of the financially assisted activities must be made in
accordance with the financial reporting requirements of
the grant or sub grant.

Cause and Effect:

This condition arose because the Municipality has not
implemented specific intemal controls and procedures
designed to carry out effective monitoring activities over
the management and use of federal awards, including,
but not limited to, the enforcement of compliance with

Ouestioaed Cost

NONE
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the requir€ments referred to the preparation of CAPER
and the training of municipal employees about this
regulation.

This condition, if not co.rected, may increase the risk of
avoidable instances of material non-compliances with the
laws and regulations applicable to the Program.

Recommendation:

The Municipality should implement procedures to assure

that all required inlormation is included during the
preparation of fi nancial reports.

IO-21 PERIOD OF AVAILABILITY OT
FEDERAL FUNDS

Statement of Condition:

During our review ofthe General Ledger cash accounts,
we noted that one disbursement was made twenty eiglt
(28) days after the pe od ofavailability.

Criteria:

According to gmnt agreement a term ofno more than ninety
(90) days is established in order to liquidate obligations
pending for pa),rnent at the end ofthe progam year. After
that date no authorization for palment of obligation \rill be
made using federal funds. After that period the
Municipality is responsible of liquidating those obligations
with non federal funds.

Cause and Effect:

This condition arose trcause the Municipality has not
implemented specific intemal controls and procedures
de'igned to carq out emecri\e monitoring acti\ities over
the management and use of federal awards, including, but
not limited to. the enforcement of compliance with the
period ofavailabilify of federal funds requirements referred
to above and the training ofmunicipal employees about this
regulation.

Oueslioned Cost

NONE
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This condition. il not correcLed. ma] increase Lhe ri,l of
arordable insrances of marerial non-compliances wirh the
la$5 and regulalions applicable to rhe program.

Recommendation:

Ouestioned Cost

The Municipality must established administrative
procedurcs in order ro liquidate pending obligations in a
timely manner.

IO-22 EQUIPMEM AND RXAL PROPIRTY MANAGf,MENT

Statement of Condition:

The Child aod Adult Care Food program have not
complied with the property management requirements.
During the fiscal year 2009-2010 the program did not
perfom physical inventories ofits property and equipment

In addition, the Child and Adult Care Food program has a
subsidiary ledger of equipment acquired with federal
funds, however, such subsidiary ledger does not comply
with federal requirements because it does not: (l) ve
information needed to calculate the fedeml share of the
cost of the equipment, (2) have information about the
identification number of the asset, such as the
manulacrureis serial numbers. ( t ) idenril lhe granr under
\-lhich the program acquired the equiiment. 141 hare
information about the location, use and condition of the
equipment and the date the information was obtained. and
(5) have all peninenr information on rhe ullimate nan5fer.
replacement, or disposal of the equipment.

Furthermore, there is no evidence that the total amount of
capital expenditures and the composition of capital assets
incuned ofthe Child and Adult Care Food prosram have
been reconciled \ith rhe general ledger or orh"er control
account to enhance lhe controlr to pre\ent unaulhorized
disposition ofassets.

Criteria:

29 CFR 97.32(d) (2) estabtishes thar the Municipality
should take the physical inventory and reconcile the results
with the property records. In addition, secrion (d) (3)
establishes that a control system must be developed to
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ensure adequate safeguards to prevenl loss. damage. or
theft of the propeo.

Federal regulalions also require !hat. e\er) rwo years. ar a
mrnrmum. a physical invenlorl shall be conducted and the
resulrs shall be reconciled \aith property records lo \erii
Ihe errslence. current ulilizalion. and continued need for
the equipment. Any discrepancies between quantities
determined by the physical inspection with those shown in
the accounting records shall be investigated to determine
the causes of the differences. Prcperry records shali be
accurate and shall include the following for each item:

A description ofthe equipment including manufacture/s
serial numbers.

Ouestioned Cost

Identification number, such as the manufacturer,s serial
numbers.

Identification of the grant under which the recipient
acquired the equipment.

The information needed to calculate the federal share of
the cost ofthe equipment.

Acquisition date and unit acquisition cost.

Location, use and condition of the equipment and the date
the information was obtained.

. All pertinent information on the ultimate transfer,
replacement, ordisposal ofthe equipment.

Cause and Effect:

These instances of non-compliance occurred because the
Property Division ofthe Municipality has not enforced the
requirement to perform a capital assets inventory and to
ensure the proper accountability of capital assets during
the fiscal year ended June 30, 2010. Accordingly, the
Municipality's int€mal controls in place over capiml assefs
are not designed to effectively account for capital assets,
since it do not allo\, for the reconciliation of detailed
property records with the general ledger. These
inadequate property intemal controls may expose the
Municipality to questioned or disallowed costs by the
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federal govemment for lost or stolen property. This
condition represents a material weakness in the
Municipalitv's intemai controls over fi nancial reporting.

Furthermore, th;s situation represeDts a significant risk of
Ioss of capital assets because there is a lack of
accountability for acquired capital assets. Any federally
funded capital assets lost would need to be repaid to the
federal govemment with municipal funds.

Recommendation:

A physical inventory of the Child and Adult Care Food
hogram's capital assets should be taken as soon as
possible. Physical inventory amounts should be reconciled
with the property recorded on the subsidiary ledgers. This
information should be reconciled with the monrhlv
disbursemenrs made againsl lhe budgerar) accounls ujel
lor property acquisitions. Dispoiilions murr also be made
only upon approval of the Municipal propefiy
Adminisffator and the Finance.

IO-23 FINAIICIAL REPORTING

Statement of Condition:

OuI review ofthe quarterly financial repofis submitted to
Administration for Integral Care and Development of
Children (ACUDEN, by irs Spanish acronym), disclosed
that they were submifted after the required submission
date. as detailed below.

Ouestioned Cost

Quart€r
Ended
June 30,2010

C teria:

Date
Submitt€d

September 22, 2010

NONE

Past Due
Davs

Due
Drte
July 10,2010

According to contract agreement, quarterly reports must
be submitted during the fiIst ten days for the months of
October, January, April and July.

Cause and Effect:

This condition occurred because the Municipalib/ has
not adopted adequate intemal controls and procedures
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designed to ensure the timely submission of program
reporls and lhe lack ofadequate rrainine and supervision
ofthe municipal emplo5eet in charge ifthe preparation
of the aforementioned reports.

This condition, ifnot corrected, may increase the risk of
avoidabie instances of material non-compliances with
the laws and regolations applicable to the program.

Recommendat,on:

The Municipality should improve existing procedures to
ensure the timely submission of the euarterly Reports,
in order to comply with Federal regulation_ Also, the
Municipality should consider implemenring a reporting
calendar 1o maintain all personnel aware ofthe reporring
deadlines of each federal financial report. This will
provide an addirional tool to help the Municipality in
complying with the federal regulation.

1O-24 FINANCLAL REPORTING

Statement of Condition:

Our review ofthe quarterly financial reports submitted to
Administration for Integral Care and Development of
Children (ACUDEN, by its Spanish acronym), disclosed
that they were submitted alter the required submission
date. as detailed below

Ouestioned Cost

NONE

Quarter
Ended
December31,2009
lun€ 30,2010

Criteria:

Due
Date
January 10, 2010
)uly 12,2O1O

Date
Submitted

Febr!ary 23,2010
July 13,2010

Past Due
Days

l day

According to contmct ageement! quarterly reports must
be submitted during the first ten days for the months of
October, January, April and Jul_v.
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Cause and Effect:

This condition occurred because the Municipalit) has
not adopted adequate internal controls and procedures
designed to ensure the timely submission oi program
repons and the lack of adequale rraining and \upen ision
oI lhe municipal emplo]ees in charge ol rhe prepararion
of the aforementioned reports.

This condition. ifnot corrected, may increase the risk of
avoidable instances of material non-compliances with
the laws and regulations applicable to the program.

Recommendation:

The Municipality should improve existing procedures to
ensure the timely submission of the Quarterly Repons,
in order to comply with Fedeml regulation. A1so, the
Municipality should consider implementing a reporting
calendar to maintain all personnel aware ofthe reporting
deadlines of each federal financial report. This will
provide an additional tool ro help the Municipality in
complying with tle federal regulation_

10.25 FINAI{CIALRXPORTING

Statement of Condirion:

Our review ofthe quarterly financial repo(s submifted to
Administration for Integral Care and Development of
Children (ACUDEN, by its Spanish acronym), disclosed
that the information presented i, the financial reports did
not agree with the information recorded in the program
General Ledger, as detailed below.

Quarler
Ended

September 30, 2009

Ouestioned Cost

NONE

Name per Report oer G/L

S 7,s87
25,465

5,736

55.396
5,544

2,313
11,336

AdministrativeSala.ies 524,297
OnectSerulceS.laries 69,42A
DirectServiceBenefits 22,359
localTraveJ 5OO

Professional seruices 81,605
Equipment \,307
Building Rent 2\6A0
Miscellaneous expe.ses 983
Qualitysalaries 37,597
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Program

December31,2009

Mar.h30,2010

.lune 30,2010

Qu.lity Frin8€ Benefirs

Administhtive Salaries
Administrative Beneflts
DkectS€rvicesalaries
DirectService Benefits
Profe$ional 5ervices

Quality Frinse Ben€f its
Buildine Rent
Miscellaneous expenses

Administrative Salaries
Administrative Benef its
DirectSeNice Saiaries
DirectSetuice Beneflts

Quality a nge Benefits

Miscellaneous expenses

Admln istrative 5ala ries
Administrative Beneiits
Otect 5eruice Salaries
Direct Seruice Beneflts

Quality Frhge Senefits
Building Rent

l\liscellaneous expenses

Ouestioned Cost

4,147
3,707
2,OA7

s 4,342
2,421

32,563
13,388

,r,rio
9,625

75,249
3,031
7,992

s 4,230
1,,72

37,209
72,473

59,003
297

21,948
8,040
6,000
2,704

5 9,s83
1,965

69,705
12,065

727,235
180

594
64,286
11,333

9,600
3,109

s 12,936
1,57!

94,027
74,979

181,337

891
76,534
11,801

13,200
3,444

5 8,494
2,934

63,724
19,006
49,122

48,940
74,467

4800
2,7tn

5 13,047
3,820

95,379
24,358

155,169
297

n,aoo
74,764
10,800
3,109

Criteria:

Federal regulations require that the financial
management slstem must meet sonte requiremenls.
including the financial reporting. lt states that accumte,
current and complete disclosure of the finarcial results
of the financially assisted activities must be made in
accordance \,!irh lhe financial reponing requiremenrs ol
the grant or sub gmnt.

Findinqs,4.,loncomoliance Recommendations
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Cause and Effect:

This condition occurred because the Office of Federal
Programs of the Municipality does not reconcile the
Program's accounting records with the Municipality
official accounting system prior to the preparatioD of
federalrepots.

This condition, if not corrected, may increase the risk of
avoidable instances ofmaterial non-compliances with the
laws and rcgulations applicable to the Progam_

Recommendation:

The Municipality should prepare financial reports based
on the Program's underlying account;ng records. Any
difference should be investigated and reconciled,
accordingly.

10.26 FINANCIAL RXPORTING

Statement of Condition:

Our review of the monthly repo(s submitted to
Administration for Integral Care and Development of
Children (ACUDEN, by irs Spanish acronym), disclosed
that thev were submitted after the required submission
date. as detailed beiow.

Ouestioned Cost

NONE

Motrth
luly 2009
September 2009
october 2009

Criteria:

Du€

D3&
August 5, 2009
october5,2009
November 5,2009

Date
Submitted
August 7,2009
October 6,2009
November 6,2009

Past Due
Davs
Z days
l day
l day

According to contract agrcement, the monthly reports
must be submitted five days after the end ofthe month.

Cause and Effect:

This condition occurred because the Municipality has not
adopted adequate intemal controls and procedures
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designed to ensure the timely submission of progmm
reports and the lack ofadequate training and supervision
ofthe municipal employees in charge ofthe preparation
of the aforementioned reports.

This condition, if not corrected, may increase the risk of
avoidable instances ofmaterial non-compliances with the
laws and regulations applicable to the program.

Recommendation:

The Municipality should improve existing procedures to
ensure the timely submission ofthe monthly Reports, in
order to comply with Federal regulation_ Also, the
Municipality should consider implementing a reporting
calendar to maintain all personnel aware ofthe reporting
deadlines ofeach federal report. This will provide an
additional tool to help the Municipality in complying
with the federai regulation.

rO-27 FINANCIALRXPORTING

Statement of Condition:

Our review of the annual financial report submitted to
Administration for Inte$al Care and Development of
Children (ACUDEN, by its Spanish acronym), disclosed
that it was submitted after the required submission date,
as detailed helow

Ouestioned Cost

NONE

Ended
September 30, 2009

Criteria:

Due
Date
october 15,2009

Date Past Due
Submitt€d Davs

lanuary 30, 2010 107 days

According to fedeml regulations the Annual Report,
Form CC-006 must be submitted at least 15 davs after
the close ofthe program year.

Cause and Effect:

Ihis condilion occurred because the Municipality has not
adopted adequate inlemal controls and procedures
designed to ensure the timely submission of program
reports and the lack of adequate training and supervision
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of the municipal emplolees in charge of rhe preparation
ol the alorementioned repons.

This condition, if not corrected, may increase the risk of
avoidable instances ofmaterial non-compliances with the
laws and regulations applicable to the program.

Recommendation:

The Municipality should improve existjng procedures to
ensure the timely submission ofthe Annual Report, in
order to comply with Federal regulation. Also, the
Municipalit) should consider implemenrinB a reponing
calendar ro maintain all personnel aware of the reporting
deadlines of each federal financial report. This will
provide an additional tool to help rhe Mun;cipaiity in
complying with the federal regularion_

Ouestioned Cost

NO]ETotal Questioned Costs
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CoMMoN\ EALTHoPPUERToRIco
MuNIcIpALrry or CA\6vANAs

Summary schedule ofprioryeals audit findings
Fiscal Year 2008-2009

June 30, 2010

The following schedule contains the finding number and tirle of each of the findings included in the
Report on Compliance and Intemal Contlol Based on th€ Audit of the General Purpose Financial
Statements for Performed in Accordance with Govemment Auditing Standards for the Fiscal year ended
June 30,2009. Under the heading Corective Aclion Taken there will be the following:

FR - Fully resolved (indicating the corrective action plan was fully implemented).

PR - Partially resolved (indicating the corrective action plan was partially implemented and the finding
repeated in fiscal year 2009-2010).

NR- Not resolved yet. Finding repeated in fiscal year2009-2010.

Finding
Number

09-01

09-02

09-03

09-04

09-05

09-06

09-07

09-08

Defici€ncies in the Uniform Accounting System and Other
Accounting Records

Depositing ofcash receipts in bank accounts

Ioactive and unflecessary funds and inactive bank accounts

Deficiencies in accounting records ofcapital assets

Operating deficit ofthe General Fund

Unauthorized use ofnext fiscal year's Municipal License

LacL ofmoniloring and fraud prerenrion acriviries

Payroll and related liabilities procedures

Corrective

Taken

NR

NR

NR

NR

NR

NR

FR

NR

119



CoMMoN\ f,ALTH oF PUI]RToRICO
MuNtcrpALITy oF CANovANAS

Summarv schedule of prior years audit findings
Fiscal year 2008_2009

June 30,2010

The following schedule contains the finding number and titie of each ofthe findings incruded in the
Report on compliance with Requirements Appricabre to Each Major program and Intemal contror over
Compliance in accordance wilh OMB CircularA-133 forthe Fiscal year e;ded June 30.2009. Under rhe
headjng Conective Action Taken rhere will be rhe following:

FR - Fully resolved (indicating the correcrive action ptan was fully implemented).

PR - Partially resolved (indicating the corrective action plan lvas partially implemented and the finding
repeated in fiscalyear 2009-2010).

Not resolv€d yet. Finding repeated in fiscal year2009-2010.NR-

Finding
Number
09-09

09-10

09-11

09-12

09-13

09- l4

09-15

09-16

09-17

09- I8

09-19

09-20

09-21

09-22

09-23

09-24

09-25

Title

Corrective
Action
Taken

NR

NR

NR

NR

NR

NR

NR

NR

NR

FR

FR

NR

NR

NR

NR

NR

FR

Federal Financial Reports

Intemal Controls - Information and Communications

Procurement, Susp€nsion and Debarment

Equipment and real property management

Federal Cash Management System

Fedeml Cash Management System

Timeliness - Contract Provision

Inadequate Documentation of ParticipaDts Files

Financial Reporting

Perfo.mance Reporting

Inadequate Documentation of Participants Files

Equipment and real property management

Financial Reporting

Financial Reporting

Financial Reporting

Financial Reporting

Financial Reporting
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CoMMoNvEALTH oF PUERToRIco
MUNICIPALITY oF CAN6vA]As

Summary schedule of prior years audit findings
Fiscal Year 2007-2008

June 30,2010

The following schedule contains the finding number and title of each of the findings included in the
Report on Compliance and [ntemal Control Based on the Audit of the General purpose Financial
Statements for Performed in Accordance with Govemment Auditing Standards for the Fiscal year ended
June 30, 2008. Under the heading Corrective Action Taken there will be the following:

FR - Fully resolved (indicating the corrective action plan was aully implemented).

PR - Partially resolved (indicating the corrective action plan was parrially implemenred and the finding
repeat€d in fiscal year 2009-2010).

NR-

Finding
Number

08-l

08:2

08-3

084

08-5

08-6

08-7

Corrective
Action
Taken

NR

FR

FR

FR

NR

NR

PR

Not resolved yet. Finding repeated in fiscal year 2009-20 I 0.

Title

Deficiencies in the Uniform Accounting System and Other
Accounting Records

Cash and Bank accounts

Disbursement Test

Personnel files and related payroll procedures

Payroll and related liabilities procedu.es

Inactive and unnecessary funds and inactive bank accounts

Deficiencies in accounting records ofcapital assets
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C0MMoNTvEALTH oF PUERTo RICo
MUNICIPAI-ITY oF CAN6VANAS

Summary schedule of prior years audit findings
Fiscal year 2007_2008

June 30,2010

The following schedule contains rhe finding number and title of each ofthe findings included in the
Report on Compliance with Requirements Applicable to Each Major program and Intemal Control over
Compliance in accordance with OMB Circular 4-133 for rhe Fiscaiyear e;ded June 30, 2008. Under the
heading Corrective Action Taken there will be the following:

FR - Fully resolved (indicating the corrective action plan was fully implemented).

PR - Partially resolved (indicating the correct;ve action plan was partially implemented and the finding
repeated in fiscal year 2009-2010).

NR-

Finding
Number
0E-08

08-09

08-10

08-11

08-12

08-t3

08- l4

08-15

08-16

08-t 7

08-18

08-19

08-20

08-2r

08-22

Not resolved yet. Finding repeated in fiscalyear 2009-2010.

Tirle

Corrective
Action
Taken

NR

PR

NR

FR

NR

NR

NR

FR

NR

NR

FR

PR

Federal Financial Reports

Procurement, Suspension and Debarment

Equipment and real property management

F€deml Cash Management Sysrem

Financial Reponing

Financial Reporting

Financial Reporting

Financial Reporting

Federal Cash Management System

Federal Cash Management System

Equipment and real property management

Inadequate Documentation of Participants Files

Davis-Bacon Act

Financial Reporting

Federal Disbursement Test

NR

FR

FR

t22


