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INDEPENDENT AUDITOR'S REPORT

To the Honorable Mayor and the
Municipal's Assembly Members
Municipality of Cataio
Catafro, Puerto Rico

I have audlted the accompanying financial statements of the Governmental
Activitles, each maior fund and the aggregate remaining fund information of the
Munlclpality of Cataio, Puerto Rico, as of and for the year ended June 30, 2O1O,
which collectively comprise the ilunlclpality ol Cataio basic financial statements as
listed in the Table of Contents. These financial statements are the responsibility of
the Munlclpality's of Cataio Management. My responsibility is to express an opinion
on these financial statements based on my audit,

Except as explained in the tollowing paragraph, lconducted my audit in accordance
with auditing standards generally accepted in the United States of America and the
standalds applicable to financial audits contained in the Government Auditing
Standards, issued by the Controller ceneral of the United States. Those standards
require that I plan and perform the audit to obtain reasonable assurance about
wheiher the financial statements are free of material misstatement. An audit
includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the
accounting principles used and significant estimates made by management, as well
as evaluating the overall financial statement presenlation. I believe that my audit
provides a reasonable basis for my opinion.

The Municipality does not maintain adequate accounting records for recording its
financial transactions. Although the accoun ng records curienfly used by the
Municipality contain substantially all financial events, such records do not provide
on a timeliness basis adequate financlal reports. The effects on the general
purpose financial statements of this condition are not reasonably determinable.

ln my opinion, except for the etfect of such adjustments, if any, as might have been
determined to be necessary had I been able to satisfy myself as to the adequacy of
the accounting records by other auditing procedures, as explained in the preceding



paragraph, the statements referred to above prGent falrly, in all material respects,
the- respective financial position of the governmenlal aciivities, eactt mayor funa
and the aggregate remaining fund information of the Municipatlty of Cata;o, puerto
Rico, as of June 30, 2010, and the respective changes in finan"iaipoJiion ana tfr"respective budg€tary comparison lor the Generai Fund and the fvtaior Specfal
Revenue Fund for the year then ended in contormity with accountin! principles
generally accepted ln the United States of America.

ln accordance wlth Government Auditing Standards, I have also issued my report
dated February 28, 2011 on my consideiation of the Munhtpatity oi Cita;o Internat
control over_ financial reporting and on my tests of its co.piian"" with certainprovisions of laws, regulations, contracts, and grants. The puriose of tttat report isto des.cribe the scope of our lesting of internal control ovei financial reporting and
compliance and the result of that testing; and not to provlde an opi,iion on tt 

"lnternal control over financial reporflng or on compliance. That report is an integralpart of an audit perlormed in accordance with covernment Auai ng StanaarOs and
should be read in conjunction with this report in assessing the ,esrtii oi .y 

"uoit.
The accompanying Management's Discussion and Analysis and the Budgetary
comparison schedure are required part of the basic tinanciat statements reteneo to
above .but are supplementary information required by accouniint principtes
generally accepted in the United States oI America. I havl applied c;ain timited
procedures, 

_which consisted principally of inqulres ot manajement ,e!"ralng tf,e
Il,Ii:^:t , T."::l*I:lt and .presenrari;n of the req-uked 

"up"pi"."nt"ryrnTormaflon. Howevet, I did not audit the inlorma on and express no opinion on it.

My. audlt was conducted for the purpose of formlng oplnions on the financial
statements that coflectivety comprise the Munbilatiy o, catai; financiat
statements. The accompanying Schedule ot Expenditures of Federal Awards ispresented for purposes of addltional analysis as required by U.S. Offlce ofManaEiement and Budget Circular A-133, Audits of States, Locat Governments, anA
Non-Profit Organizations, and is also not a required part of the basic ,inanclal
statements of the Munlcipallty of Catafro. The Schedule of Expenditures of Federal
Awards has been subjected to the auditing procedures apptiea in tfre 

"uiit 
ot tt "basic financial statements and , in our opinion, is fairiy stated, in all-materiat

on to the basic financial statements taken as whole.

# 3305

February 28, 2011

Bayam6n, Puerto Rico

NOTE: Stamp No. 2587669 of the puerto Ric;

PIJERTO RICO

Accountants was aftked to tha original of this report.
Certified Publlc

2



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CATAIiO

MANAGEMENT'S DISCUSSION AND ANALYSIS

YEAR ENDED JUNE 30, 2O1O

This discussion and analysis of the Municipality of Catafro (the Municipality) financial
performance provides an overview of the Municipality's tinancial activities for the fiscal year
ended on June 30,2010. This Management Discussion and Analysis (MD&A) should be read in
conjunction with the accompanying basic financial statements and the accompanying notes to
those financial statements. Besides, this document includes comparative data with prior year as
this lnformatlon was available for the fiscal year ended on June 30, 2009. This MD&A is
prepared in order to comply wlth such pronouncement and, among other purposes, to ptovide
the ,inancial statements users with the tollowing major information:

l- a broader basis in focusing lmportant issues;

2. acknowledgement oI an overview of the Municipality's financial activities;

3. provides for an evaluation of its financial condition as of the end of fiscal year 20O$
2010 compared wlth prior year results;

4. ldentfication of uses of tunds in the financing ot the Municipality's variety of activities
and;

5. assess management's ability to handle budgetary functions.

FINANCIAL HIGHLIGHTS

The financial condition and results of operations as reflected in the financial statements
prepared for fiscal year 2O1O constitute factual evidence of the Municipality's economic
strength by the end of such year. The following comments deserve special mention:

1. Total assets of the Munlclpality amounted to $157,580,955 which represents an
increase of 7% compared to prior fiscal year.

2. At the end of fiscal year 2010, total liabilities amounted to $95,130,716. Out of said
amount, $64,984,905 coresponded to long-term liabilities ol which $54,338,000
represented the outstanding balance of bonds and notes issued. The Municipality
continued to meet all debt service requirements, most of which was paid from self
generated revenues.

3. Total net assets of the Municipality amounted to $62,450,239 whlch represents an
increase of.5% compared to prior riscal year.

4. Total revenues available for the financing of activities as reflected in the Statement oI
Activities amounted to $47,070,515, derived from the following sources: S453,882 from
charges tor services; $2,728,880 flom operating grants and contributions; and
$43,887,753 from general revenues available.



COMMONWEALTH OF PUERTO RICO

MUNICIPALIW OF CATANO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2010

FINANCIAL HIGHLIGHTS (CONTINUED)

5. Total expenses incurred to afford the cost of all functions and programs as reflected in

the Statement of Activities amounted to $46,774,552.

6. As reftected in the Statement of Actlvities, the current fiscal year operations contributed
to an increase in the Net Assets figure by $295,963.

7. As of the close of the current fiscal year, the Municipality's Governmental Funds reported

combined ending tund balances of $10,451,402.

8. ln the fund financial statements, the governmental activities revenue decreased

$2,449,640 (or 5%), nevertheless governmental activities expendiiures decrease

$1,663,354 (or 3%).

9. As the end of the cu ent fiscal year, the Municipality's general fund balance amounted
to ($5,937,683) compared to a fund balance of ($6,397,160) in the prior fiscal year, as
restated.

1O,The actual General Fund budgetary activities resulted in an unfavorable balance ot
($5,493'45e).

FUNDAMENTALS OF FINANCIAL STATEMENTS PRESENTATION

The new approach used in the presentation of the financial statements of the Municipality is

based on a government-wide view of such statements as well as a presentation of individual
funds behavior during fiscal year 2010. The combination of these two perspectives provide the
user the opportunity to address significant questions concerning the content of said financial
statements, and provide the basis for a comparable analysis of tuture years performance. The

comparative analysis is a meaninEful and useful management tool for municipal management
in the decision making process.

Under the aforementioned approach, assets and liabilities arc rccoCnized using the accrual

basis of accounting which is similal to the method used by most private enterprises. This means

that current year's revenues and expenses are accounted for regardless of when cash is
received or Paid.

FINANCIAL STATEMENTS COMPONENTS

The basic financial statements consist of the government wide financial statements, the major

funds financial statements and the notes to the financial statements which provide details,
disclosure and description of the most important items included in said statements.

The Statement of Net Assets reflects information ot the Municipality as a whole on a
consolidated basis and provides relevant inlormation about its financial strength as reflected at
the end of the fiscal Year.



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CATANO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2010

USING THIS ANNUAL REPORT

This annual report consists of a series of new financial statements with a change in the focus
trom previous llnancial statements. The new focus is on both the Municipality as a whole
(government-wide) and the major individual funds, Both perspectives (government-wide and
major fund) allow the user to address relevant questions, broaden a basls for comparison (yeaI
to year or government to government) and enhance the Municipality's accountability.

GOVERNMEMENT - WIDE FINANCIAL STATEMENTS

The Government-Wide Financial Statements are designed to provide users of the financial
statemerts with a broad overyiew of the Municipality's finances in a manner similar to private
sector companies.

The Statement of Net Asset presents information on all of the Municipality's assets and
liabilities, with the dlfference between both reported as net assets. Oyer tlme, increases or
decleases in net assets may serve as a usetul indicator of whether the financial position of the
Municipality is improving or deteriorating

The Statement of Activities presents information showing how the Municipality's net assets
changed during the most recent fiscal year. All changes in net assets are reported as soon as
the underlying event giving rise to the change occurs, regardless of the timing of the related
cash flows. Thus, revenues and expenses are reported in the Statement of Activities that will
only result in cash tlows in future fiscal periods. The Statement of Activities is focused on both
the gross and net cost of various activities, which are provided by the government's general tax
and other revenues. This is intended to summarize and simplify the user's analysis of cost of
various governmental services.

FUND FINANCIAL STATEMENTS

The Fund Flnancial Statements provide detailed information about the Munlcipality's most
significant funds, not the Municipality as a whole. The Municipality has only one kind of fund
which is the governmental fund.

Governmental funds are used to account for essentially the same functions reported as
governmenlal activlties in the Govemment Wide Financial Statements. However, unlike the
Government Wide Financial Statements, Government Fund Financial Statements, focus on near
term inflows and outflows of spendable resources, as well as on balances of spendable
resources available at the end of the fiscal year. Such information is useful in evaluating the
Municipality's near term f inancial requirements.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CATANO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

FUND FINANCIAL STATEMENTS (CONTINUED)

Because the focus ot governmental funds is narrower than that of the government wide
financial statements, it is useful to compare the intolmation presented for governmental funds

with similar information presented for governmental activities in the government wlde financial

statements. By doing so, users of the basic financial statements may better understand the
long-term impact of the Municipality's near term financial decisions. Both ol the Governmental

Fund Balance Sheet and the Governmental Fund Statement of Revenues, Expenditures and

Changes in Fund Balances provide a reconciliation to facilitate this comparison between
governmental funds and governmental activities.

INFRASTRUCTURE ASSETS

Historically, a Elovernment's largest group of assets (infrastructure'roads, bridges, underglound
pipes lunless associated with a utility], etc.) have not been reported nor depreciated in
goyernment Iinancial statements. GASB 34 requires that these assets be valued and reported

withln the Governmental column of the Government-Wide Statements. Additionally' the
government must elect to either (a) depreciate these assets over their estimated useful lile ol
(b) develop a system of asset management designed to maintain the service delivery potential

to near perpetuity. lf the government develops the asset management system (the modified

approach) which periodically (at least every third year), by category, measures and
demonstnted its maintenance of locally established levels of seryice standards, the
government may record its cost o, maintenance in lieu of depreciation. The information about

the condition and maintenance of condition of the government infrastructure assets should
assist financial statement users in evaluating a local govelnment and its performance over

time.

According to the requlrements of GASB 34, the government must elect to either (a) depreciate
the aforementioned assets over their estimated useful life or (b) develop a system of asset
management designed to maintain the service delivery to near perpetuity. ll the government

develops the asset management system, (the modified approach) which periodically (at least

every three years), by category, measures and demonstrate its maintenance of locally

established levels of service standards, the government may record its cost of maintenance in

lieu of depreciation. ln this particular respect, the Municipality has elected the use of
recognizing depreciation under the uselul life method and it contemplates to continue this
treatment on said basis.

FINANCIAL ANALYSIS OF THE MUNICIPALIry AS A WHOLE

Net Assets

The Statement of Net Assets serves as an important indicator of the Municipality's financial
position at the end of the fiscal year. ln the case ol the Municipality of Cataio, primary
government assets exceeded total liabilities by $62,450,239 at the end of 2010, as compared
with $62,154,276 as restated whlch reflect an increase of $295,963 over previous fiscal year.

The following condensed Statement of Net Assets ol the Primary Government shows on a



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CATAIiO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

comparative basis the most important components of the $295,963 increase reflected ln tle
Net Assets figure.
FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE (CONTINUED)
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CATANO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2010

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE (CONTINUED)

Changes in Net Assets

The Municipality's net assets increase by $295,963. Approxtmately seventy nine percent (79%)
of the Municipallty's total revenue came from taxes, while eightee; (1g%) r*ulted from grants
and contributions, lncluding federal aid. Charges tor Services provided (.2%), lnterest and
lnvestment earnings (.8%) and miscellaneous (2%) ot totar revenues. The Municipality's largest
expenses included items such as general government, health and welfare services, public woiks,
community development and public safety. The following table and graphic presenta on
includes in absolute and relative terms, the composition ot revenues and expenses for the fiscal
years ended on June 30,2010 and 2009. Such analysis helps the reader to evaluate the
Municipal administration performance in the admlnistraflon ot its current financial operations.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CATANO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

FINANCIAL ANALYSIS OF THE MUNICIPALITY AS A WHOLE (CONTINUED)
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CATAIiO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONINUED)

YEAR ENDED JUNE 30, 2O1O

FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNDS

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

Governmental Funds

The focus of the Munlcipality's governmental funds is to provide information on near-term
inflows' outflows, and balances of spendable resources. such information is useful in assesslng
the Municipalily's financinEl requirements. ln particular, unreserved fund balance may serve al
a useful measure of a government's net .esources available for spending at the end oi the fiscal
year.

As of the end of the current fiscal year, the Municipality's governmental funds repoded
combined ending fund balances amoun ng to $10,451,402, which represents an increase of
$2,165,151 when compared with the prior year. Out of the indicated batance, $16,514,235
were reserved or committed for the following purposes: (1) $12,62g,995 to pay for capital
projects; and 2) $125,000 for inventory and oiher assets;3) 92,428,855 for debt iervice lunrf;
4) $1,331,235 for federal and state funded programs.

As of June 30, 2010, the ceneral Fund, which is the main operating fund of the Municipality,
reflected an undesignated fund balance of ($6,062,683).

GENERAL FUND BUDGETARY HIGHLIGHTS

During fiscal yeal 20092010, the Municipal Legislature approved revisions to the operational
budget which resulted in turther increases in revenues and curent expenditures which
represented tlansactions detected during the normal course of business. Despite these budgets
readjustments and as previously stated, the Municipal administration of Cataio was abli to
maintain a balanced budget as required by law as reflected in exhibit, Budgetary Comparison
Schedule- General Fund attached here to, budgetary analysis reflected a deficiency ol
($5,493,459) of total operating revenues over curent expenses.

CAPITAL ASSETS AND DEBT ADMINISTRATION

CapitalAssets

The Municipality's investment in capitat assets as of June 30, 2010, amounted to
$173,449,531 which upon deducflon ot accumulated depreciation in the amount of
$55,635,804 produced a net book value attlibutable to capital assets in the amount of
$LL7,7L3,727. Said investment includes land, construction ln progress, buildings,
improvements, equipment, infrastructure, furnishing, computers and vehicles. lnfrastrudule
assets are composed of items such as roads, bridges, streets and sidewalks, drainage systems,
lightlng systems, and similar items.

10



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CATANO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

CAPITAL ASSEIS AND DEBT ADMINISTRATION (CONTINUED)

The total increase in the Municipality's investment in capital assets for the current fiscal year
represented approximately two (2%) of net book value. Depreciation charges for the year totaled
$4,946,906.

The Municipality finances a significant portion of its construction activities through bond or
notes issuances. The proceeds from bond and notes issuances designated for construction
activities are committed in its entirety tor such purposes and cannot be used for any other
purposes. As of June 30, 2010, the Municipality has $8,519,298 of proceeds from bond and
notes issuances and other restricted assignments that are mainly committed to future
construction activities in the Capital Project Fund- Local, State and Federal Grants.

Debt Administration

The Puerto Rico Legislative Assembly has established a limitation for the issuance of geneial
obligation municipal bonds and notes for the payment of which the good faith, credit and taxing
power of each municipality may be pledged. The applicable law also requires that in order fol a
Municipality to be able to issue additional general obligation bonds and notes, such Municipality
musl have sutlicient 'payment capacity" as defined in Act No.64. Such Act requires a
Municipality must has sufficient 'payment capacity'to incur addltional general obligation debt if
its deposits in the Redemption Fund and the annual amounts collected with respect to such
Municipality's Special Additional Tax (as defined below), as projected by GDB, is sufficient to
service to maturity the Municipality's outstanding general obligation debt and the additional
proposed general obligation debt.

The Municipality is required under prevaillng applicable law to levy a Special Additional Tax in
such amounts as shall be required for the payment of its general obligation municipal bonds
and notes. ln addition, principal of and interest on all general obligation municipal bonds and
notes and on all municipal notes issued in anticipation of the issuance of general obligation
bonds issued by the Municipality constitute a first lien on the Municipality's Basic Tax revenues.
Accordingly, the Municipality's Basic Tax revenues would be available to make debt service
payments on general obligation municipal bonds and notes to the extent that the Special
Additional Tax levied by the Municipality, together with moneys on deposit in the Municipality's
Redemption Fund, are not sufficient to cover such debt service. ln the particular case of the
Municipality of Cataio, it has never been necessary to apply Basic Taxes to pay debt service on
general obligation debt of the Municipality.

ECONOMIC FACTORS AND NEXI YEAR'S BUDGETS AND RATES

The Municipality relies primaily on property and municipal taxes as well as federal and state
grants to carry out the governmental activities. Historically, property and municipal taxes have
been very predictable with increases of approximately five percent. Federal and State grant
revenues may vary it new grants are available, but the revenue can be also predictable. Those
factors were considered when preparing the Municipality's budget for the fiscal year 20092010.

L1-



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CATANO

MANAGEMENT'S DISCUSSION AND ANALYSIS - (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

FINANCIAL CONTAfi

The Municipality's tinancial statements are designed to present users (citizens, taxpayer,
customers, investors and creditors) with a general overview of the Municipality's finances and to
demonstrate the Municipality's accountabillty. lf you have questions about the report or need
additional financial information, contact the Municipality's Chief Financial Officer.

L2



Commonwealth ol Pueno Rico

MunicipalE of Catano
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Del€rod charges, n€i of acormulrted amqtizalio
t6rrl noncumd E..r.

Totalassels

Uabllitl.s
Grnent llabllliles:
A@unts payable and a6ued latinis
r](lo b olhs gosmm.ntd entit€6

Muniipal iee t x
F€d€ral grant rev€iuer

MatuEd i.teEst dG .nd payabb
Cur€d ponion ol lo.g-tern ouigatios
ior.l com lLblllta.

l{oncuisnt liabiliti$ (ercluding cu..ent portion):

obri.galioos under capilal bts€€
comp€Hied ab€€i6
ou€ ro onEr golem€t r entili€i
Le55: Amount re9oied aE @rent po.iion

Tor.l no.um la.hllltb.

Total liabilities

lnvssr.d in €pital a$€ts. nst of relaisd d.tt

Fe&El a.d sr.ie tuded prog.ams

Total net assets

117,713.727
159,182

117,872,S09

I 11,941,159
16,126,M0

36/r,066
3.164,335

300,167
7,639,469

42.968

116
125,000

39,706,046

L 151,5!Ap!L

r0,7,rs,130
1,722,411

10,464.620
272,113

2.592,670
4,U4,167

49,035.000

5,303,000
3,400

6.4t3,555
8,504,117

(4,3,14,167)

6{,98/r,905

95,130.716

70,78o,727

12,624,995
2,126,455
1,331,235

(24,719.5731

_!_____9?t!!44

The noles lo I he ,i na ncla I slaleme.ts are an integE pan ol this staiemenl
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Commonwealth of Puerto Rico
Municipality o, Cataio
statement of Activities

For the Year Ended June 30, 2010

Ncr (ErpeM) Rdenue .nd
PregEm R4nuB ch.ng6 ir NetA!*t

Urb8n a.d eonomic deElopmont

Public holsing and refaE
Cunule,re@ation and edu@tion

hteEsl on lonqtem debt

Total goEmmenrar.ctivilies

26,388,031

3,004,311

2,S13.063

4,640,972

2,987.141

4,211,301

2,5A9,733

344.221

65,658 29,050

1,r!19,312

1,172,17t

(25,999,807)

(2,909,603)

(1,463,75O

(4,603,231)

(1,814,364)

(4,211.3O1)

17,963.a30

13,803,585

3,864,r20
1 465,236

5,550,753

271.376

969,253

(2 589,?331

I i43.591.7S01$ 46,774,552 $ 453,882 $ 2,728,880

Munidpat s.t€s and u8e t x
coBtudion exi* tar(e!

G.ants and @nlitbutiN nol reslricbd ro sp€s.tc pogEms
hteEsl and inw8l,Ent eamings

fGt ass€L - beginnhg, .s Esiaiod

,r3,887,753

295,S63

62,154,276

$ 62,450,239

The notes to the financial statemenls are an integlat pad of ihis starem€nl. L4



Commonrearth ot t ueno Ri6
Munidpariry or Calano

6Mmm.nr Fund.

Gdenm.irar

Csh .nd 4nr .quivEbnts

Irlo*jpll sb. .nd @ tsE
lnidgNmmnEl gFnr. .rn dinhliic

ln6iorlB 6nd ona .*r.B

Li.Ul*k .nd tund Bd.lr

A@unts Fy:bb dn 6red r6bititi6
OEro d8lpmntsl6 ilia

l/l3tuEd bon& dE ad Dqr.hb
liatuEd inEE rdE4n FFbb

lrentoriB and otn6 ast3

R*N€d rE .r€d j. llomjd tufrb:
F.d€El d lraie tu,xLd F!ch3

Toid riaaaitiB and tund b.hlE!

12s.000

2,592 670 2,592.A70

(6,0c2,633)

3 ',6702433 3 3476525 I 13.479490 $ 1342 532 S.050103s

$ 9,352,7,t0 i - $ 3so,495 I

(6 062 633)

_____.1!-9I-q!q ____212335s _,_j!E!!fgl ______l;E:_L5 ro.1!.li!L

I '6.702.,133 3 3476525 3 r34/149o

The noles ro the fnarcial $arorents 6E an inteod pan ol dr s sEtemst 15



common@lth ol Puerto Flco
ilunicip€llty ol Cal.no

Slabm.nt ol Rsvonu€6, Ap&ditur€6 and Chanlle. ln Fund Balanc..
GoY€rnmental Funds

For u€ Y€., End€d tun€ 30, 2010

oth.r Toral

GNnmentd Gognrud.t
Funds Fu.d.

Municjpal sales and use lax
Municipal lien* taxes
Consttuclio. excise lares
lntergovemmenlal granls and @.tdbdions

Ulba. and economic developnenr
Hearrh and sanirario.
Public housing and relfaG
Cu[uE,@ation and eduetion

Iolar expenditures

Ex@s (defrciency) of evenues over

ollEr rinrncin€ $ur6 (us)
long-tem debl issued

Totar other fi nanons sources (uses)

Nel cha.ges in tund balao@s

Fund balance beginning as eslated

I 13,9S5.154 $
3,195,593

13,803,585
1,465,236

5,550,753
271,476
453,862

17,S63,,130

3,8&r,120
13.803,585

1,,165,236
5,9,t3,205

271,376
453,682

2,336,426

23,719.lA
3,025,757
a,a73,472
/r,6a0,666

29*,21X
3.244,592

3,214,01n
2,539.733

52,279.911

(5.209.426)

7,405,000
(30,423)

4,069,000
(4.089,000)

7,37\sn.@

3,968,276
668,527

392 452

2,336,426
969,255

$ 39.704.834 $ 4.636.803 I 2,728.876 $ 47,070,515

23,026393
2,422,153
7,019,897
4,640,666
1.773,233
3,216.592

7,405,000

{30a23)

(4,089,000)

3,245,577

723,025
203,634

365,142 1,,188,133

1,165,040

3,214001)
2.539,733

,12,530,93/1 5,803,733

(2,826.100) (1,166,9m)

365,,142 3,579,832

(365,,trt2) (650,95,.)

4.089000

4,089,000

3,723,558

8,905,437 2.182,189 8,286.251

! 1?!?9.q _!__L3!1?3L _!_lqE1lq

159,177 (1,166,930)

(6,397,160) 3,595.785

_!__$prcEr _ul?q,!!L

(850,95,r) 2,165.151

The notes to the ina.cial statemenls are an inlegGt part ot this statement
16



Commonwealth of Pueno Rbn
Munlclpsllty of Calado

Reconclllatlon ol the Balanca She6t - Govemmental Funds

to the Statemdt ol Net A.i6G

For the Year Ended ,une 30, 2O1O

- Tot.l Fund aabnd-Gdemmental Fun.lr

Total Net Ai*t5 ot g@enment.l acttiilGs

AmounB .eoon€d ior Govarnmental Mivitie. in ihe naiemeni of Net Ae.€ts

Capltal lss€is ued in govemnental activitiB ae not fnancial r€.ourc€s and 6€refor6,
ae not rcpqted in th€ tun(ts. ln ihe cuned ocnod, o€6e amou^ls a.e:

Non Depreciable C€pital Assets

Depreciable Cap&l As.sers

Acc!murated oepreiaiion

s 10,451,402

$ 33,090,170
140,259.361
(55,635.404)

Totar Capit l a$els

Debt Esued by lh. Mlnicipa[ry h6 asso.iated Grs (debt isnce @6ts) tiat a€ p3id trom

@rcm avalhbb nnanclal resourc6 in the golmmentd tundr. How€v6r, $€€s c6ts are defefed
in lhe sratemeit of .el 6sets and .€!o.ted net of admuLted amoniratjon.

!!7,7!3,127

159,!42

- LonSt m liabililies are not due in the curent fiscalyear, therefore, are nol reponed inthe
golernmentsl funds, ls curent matu ty which is considered in the gore.nmental funds. (65.874,072)

s 62.450,239

The notes to the linancial siaismenis are an inlegral part o, this slalamed. 17



Commonwealth of Puerto Rlco
Municipallty of Cataio

Reconcillatlon of the Statemont of Revenues,
Expenditures, and Changes in Fund Balances ot

Governmental Funds to the Statement ol Activities
Forthe Year Ended lune 30,2010

lilet Chatr6o ln Fund Balanc.s- TotalGowmll.ntar Funds

Amounts rcponed for governmental actMtjes in the statemert of Activitaes are different be.ausei

GoErnmental Funds repon capital outlays as qpenditu.6. However, in the colemment-Mde Sraterent of
Acliviiies and Changes in Net Assels, the cct of th@ assets is allocated over thek esrimted irsefut liv6 6
deprecaation expense. This is the amourt by wnich capital outlays 1$?,a55,473) exceed depreciatron exp€ns€
($4,946,906)

Anortization of defened cha€6 rcpdted in the staGment of 6diviti6 do€s not require the use of cuffent
financisl resourcE, tnedole, arc not reported as expendlturcs in the govemmentat funds.

Disposal of capital assels rcquire remNd of cost ot the capital ssets from $e capit.t as6et account on the
Gov€rnment-Wde Statement of Nei Asseb, resultin8 in a loss on dispEt of capitat assets on ihe covemment-
Wide Statement ol Ac.tlvtues and Change in Nsr Ass€ls,

Bonds and not6 proceeds provide cunent nnanclal rcsources to covernmentat Funds. Repayrneft ot bonds and
not6 princip6l b an expenditure in Gov€nmental F!n.h, but tne rcpayment reduces tong -tem liabitities in the
Gowmment-Wide Statement of Net Aseis This is the amount by which the debt proc€eds qce€d debt setuic€

2,165,151

2,904,967

124,323)

(407,029)

(4,191,000)

$ 295.963

Some exp€ns€s, nel repolted ln the statement of activitjes do not require lhe use of cu,rent financiat resourc€s.
therefore, are not reporred as ere€nditur€s in the 8o!€mm€ntat funs, inctuding the net change in accrued
compens€ted absenes in tne curent year. (155,ao3)

Net changes ln net assets Eported lor governmental activities

The not6 to tne financial statements are an i.tegr6l pa.t of this sGtemen! 1a



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CATAITO

NOTES TO BASIC FINANCIAL STATEMENTS (CONNNUED)

YEAR ENDED JUNE 30, 2O1O

1. ORGANIZATION ANO SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Cataio (the Municipality) is a local municipal government constituted in
1927 in the Commonwealth of Puerto Rico (the Commonwealth). The Municipality has lull
legislative, fiscal and all othe. governmental powers and responsibilities expressly
assigned by Public Act No. 81 of August 30, 1991 .as amended, known as Autonomous
Municipalities Act of the Commonwealth of Puerto Rico (Act No. 81). The Municipality is
one ot seventy eight municipalities legally separated from the Commonwealth's
government.

The Commonwealth's Constitution provides for the separation of powers ot the executive,
leglslative ard judicial branches ol the Commonwealth and the municipalities. However,
the Municipality's governmenlal system consists of executive and legislative branches only.
A Mayor, elected every four years by the citizens, exercises the executive power of the
Municipality. The legislative power of the Municipality is exercised by the Municipal
Legislature, whose members are also elected every four yea6. The judiciary power is
exercised by the General Justice Court System of the Commonwealth, which has
jurisdiction over the Municipallty.

The Municipality assumes either full or shared responsibility tor providing services to its
citizens related to public housing, welfare, public safety, health, sanitation, education,
culture, recreation, education, urban development, economic development, and many
other tiscal, general and administrative services.

A. Financial Reporting Model

The accompanying basic financial statements present the financial position and the
results of operations of the Municipality as a whole, and its various governmental tunds
as of and for the fiscal year ended June 30, 2010, in conformity with accounting
principles generally accepted in the United States of America (GMP), as prescribed by
the Governmental Accounting Standards Board (GASB).

According to the financial reporting model established by GASB Statement No, 34,
Basic Financial Statements -and Management's Discussion and Analysis -for State and
Loca, Goyernmerts (GASB No. 34), the required basic financial statement presentation
applicable to the Municipality is composed of the following elements: (l) government
wide Iinancial statements (GWFS), (2) governmental fund financial statements (GFFS),
(3) notes to basic financial statements, and (4) required supplementary information
(Rsr).

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

L9



1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

MD&A is a narrative repod that introduces the accompanying basic financial

statementsandprovidesananalyticaloverviewoftheMunicipality.sfinancialactivities
for the fiscal year ended June 30, 2010, based on the Municipality's knowledge of the

tlansactions, events and conditions reflected in the basic tinancial statements The

MD&A also highlights certain key fiscal policies that control the Municipality's

operations.

Other supplementary intormation presented in this report tor purposes ot additional

analysis consists ot: (1) combining and individual non-maior governmental tund

financial statements, (2) budgetary comparison schedule - debt service fund, and (3)

schedules of capital assets used in the operations of govemmental funds, as listed in

the accompanying table of contents.

The following is a summary of the signilicant accounting pollcies of the Municipality:

The Municipality follows the provisions of GASB Statement No' !4, The Financial

Repottin1 intity (GASB No, 14) and GASB Statement No' 39; Determrnin€l wfether
Certain Organiiations are Component lJnits - an Amendment of GASa Statetnent No' 14

(GASB No. 39) to determine its financial reporting entity

The accompanying basic flnancial statements include all departments, agencies and

municipal operational units that are urder the legal and administrative control of the

Mayor, and whose {inancial resources are under the legal custody and control of the

Municipality's Director of Finance and Budget, as prescribed by Act No 81'

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

(whether governmental, not-for-profit' or profit{riented) 
'or 

which it may be financially

accountable, and othet legally separate organizations for which the Municipality is not

tinanciallyaccountablebutthenatureandsignificanceoftheirlelationshipwiththe
Munlcipaiity may be such that exclusion of theit basic financial statements trom those

ot the fUunicipatity would cause ihe accompanying basic financial statements to be

misleading or incomplele. Accordingly, a legally separate o€anization would be

reported al a component unit of the Municipality if all of the tollowing criteria are met:

COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CATANO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30,2010

The Mayor appoints a voting maiority of an organization's governing body and,

either (i) the Municipality has the ability to impose its will on that organization

or (2) the organization has the potential to provide specific financial benefits to,

or impose specific financial burdens on, the Municipality.

The economic resources, for which the Municipality is entitled, eithei received or

held by the separate organization, are entirely or almost entirely for the direct

benefit o, the Municipality or its constituents,

20



COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CATANO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30. 2010

i

1. ORGANTZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CoNTINUED)

The Municipality's management has concluded that, based on the aforementioned

criteria, there are no legally separate entities or organizations that should be reported

as component units of the Municipality for the fiscal year ended June 30, 2010'

B. Goyernment-wide and fund financial statements

The accompanying GWFS are composed of: (1) the statement of net assets and (2) the

statement of activities. These financial statements repod information of all

governmental activities of the Municipality as a whole. These statemenis are aimed at

f,resenting a broad overview of the Municipality's finances by reporting its financial

iosition and results of operations using methods that are similar to those used by most

private businesses.

The focus of GWFS is on the opeiational accountabitity of the Municipality as a single

economic unit and not on compliance with budgets, regulatory requirements or on the

use of available or currently expendable financial resources (refeffed to as fiscal

accountability). Operational accountability is the Municipality's responsibility to report

to the extent to which it has met its operating objectives etficiently and effectively,

using all resources available for that purpose. lt focuses on the Municipality's principal

operating obiective, which is to provide services to its citizens'

The accompanying statement of net assets provides short-term and lonCiterm

information about the Municipality's financial position by presenting all of the

Municipality's assets and liabilities, with the difference between ihese two items

reportea as "net assets" (equity) and or net liabilities This statement assists

management in assessing the level of sewices that can be provided by the Municipality

in theiuture and its ability to meet its obligations as they become due ln addition, this

statement reports the extent to which the Municipality has invested in capital assets

and discloses legal and contractual restrictions on resources'

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

f ollowing three categories:

lnvested in capital assets, net of related debt - This net asset category consists

of capital assets, net of accumulated depreciation and amortization, reduced by

the outstanding balances of bonds payable, notes payable and other debts that
are attributed to the acquisition, construction ot improvement of those assets

(capital-related debt). For the purposes of determining the outstanding debt

attiibuted to capital assets, the total long term debt related to the acquisition,

construction ol improvement of capital assets has been reduced by any related

unspent debt proceeds and any related unamortized debt issuance costs'

1. ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

2L
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CATANO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2O1O

ln addition, for the purposes of determining the outstanding debt attributed to
capital assets, the following items are excluded from the calculation: (l) interest
payable, (2) accrued interest on deep discount debt and non-capital accrued
liabilities (e.9. compensated absences, claims and iudgments, etc.), and (3) 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 loans and other tinancial assets.

Restricted net assets - This net asset category consists of net resources
restricted by external parties (such as debt covenanls, creditors, grantors,
contributors, laws or regulations of other governments, etc.), or net assets for
which constraints are imposed by constitutional provisions or enabling
legislation. Enabling legislation consists of legislation that authorizes the
Municipality to assess, levy, charge or othe.wise mandate payment of resources
(from external resource providers). Enabling legislation establishes restrictions if
it includes a legally enforceable requirement that those resources be used only
for the specific purposes stipulated in the legislation.

The classification of restricted net assets identifies resources that have been
received or earned by the Municipality With all explicit understanding betlyeen
the Municipality and the resource providers that the resources would be used fo]
specitic purposes. Gtants, contributions and donations are often given under
those kinds of conditions. Bond indentures also often limit the use of bond
proceeds to specific purposes.

lnternally imposed designations of resources, including earmarking, are not
repolted as reslricted net assets. These designations consist of management,s
plans for the use of resources, which are subiect to change at the discletion of
the Municipal Legislature.

The Municipality has reported the following types ol restricted net assets in the
accompanying statement of net assets as of June 30, 2010:

(1) Capital Projects - Represents net resources available foi construction and
acquisition of capital assets.

(2) Debt service - Represent net resources available to cover future debt
service payments of bonds payable.

(3) Federal and state funded programs - Represent net resources available
from certain federal and state grants, which have been set aside to carry
out several programs.

22



COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF CATAIiO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2O1O

1. ORGANTZATTON AND SUMMARY OF StcNtF|CANT ACCOUNTTNG pOLtCtES (CONTTNUED)

Unrestricted net assets - Generally, this category consists ot the excess of assets
over related liabilitles that are neither externally nor legally restricted, neither
invested in capital assets, However, at June 30,2010, this category has a
negative balance of $24,719,573 because liabilities exceeded the related assets.
Generally, the assels recorded within this category are designated to indicate
that management does not consider them to be available for general operations.
Assets reported within this category often have constraints that are imposed by
management but can be temoved or modified.

When both restricted and unrestricted resources a.e available for use, it is the
Municipality's policy to generally use restricted resources first. and then
unrestricted tesources as they are needed.

The accompanying statement of activities presents 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 presents
the cost of each function/program as well as the extent to which each of the
Municipality's functions, programs or other services either contributes to or draws from
the Municipality's general revenues (such as property taxes, munlcipal license taxes,
construction excise taxes, etc.).

The statement of activities demonstrates the degree to which program revenues offset
direct expenses of a given function/program or segments. Direct expenses are those
that are clearly identifiable with a specific function, segment or operational unit. This
statement reports revenues in two broad categories: (1) program revenues and (2)
general revenues.

Program revenues ate generated direcfly rrom a program itself or may come from
parties outside the Municipality's taxpayers or citizens. ln the statement of activities.
program revenues reduce the costs (expenses) of the function/prog.am to arrive at: (1)
the net cost of the ,unction/program that must be tinanced from the Municipallty,s
general revenues or (2) the net program revenue that contributes to the Municipality,s
general revenues. The accompanying statement of activities reports the following
categories of program revenues for the fiscal year ended June 30, 2010:

Charges for services - These revenues generally consist of exchange or exchange
like transactions involving charges to customers or applicants who purchase, use
or directly benefit from the goods, services or privileges provided, or are
otherwise directly atfected by the services. These revenues include fees charged
for specific services, charges tor licenses and pe.mits, and fines and forfeitures,

othels.

23
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CATANO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2010

1. ORGANTZATTON AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

Program€pecitic operating and capital grants and contributions - These revenues

consist of transactions that are either mandatory ol voluntary non€xchange
transactions with other governments, organizations, or individuals that restrict

the resources for use in a particular program. Operating grants and contributions
consist o, resources that are required to be used to finance the costs of operating
a specitic program or can be used either for operating or capital purposes ot a

specific program. Capital grants and contributions consist of revenues ol
resources that are restricted for capital purposes to pulchase, constluct or
renovate capital assets associated with a specific pro$am. Restricted operating
and capital grants and contributions are proglam levenues because they ale
specifically attributable to a program and reduce the net expense ol that
program to the Municipality. They are reported net of estimated uncollectible
amounts.

General revenues are the default category for revenues' lt includes all revenues

and gains that do not meet the definition of program revenues. Property taxes,
municipal license taxes, municipal sales and use taxes and construction excise

taxes are reported as general revenues, All othet nontax reYenues (including

unrestricted interest on deposits, grants and contributions not restricted for
specific programs and miscellaneous revenues) that do not meet the definition ot
program revenues are classified as general ievenues' Resources that are
dedicated internally by the Municipality are reported as general revenues rather
than as program revenues. All general revenues are reported net of estimated
uncollectible amounts, which are recorded as leduction of revenues rather than
as expenses.

The general government function/program 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 ot these costs have been charged to certain funds in the GFFS

as indirect cost allocations permitted under some federal programs, the
Municipality has reported these indirect costs as direct expenses ot the general
government function. Accordingly, the Municipality generally does not allocate
general government (indirect) costs to other functions.

The etfects of all inter-fund governmental activities (revenues, expenditures and
other financing sources/uses among governmental funds) have been removed

trom the accompanying statements oI net assets and activities.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CATAfrO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

1- ORGANIZATION AND SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

The Municipality classlfles all of its activities as governmental activities in the
accompanying GWFS. These are activities generally financed through taxes,
intergovernmental revenues and other non-exchange revenues that can be used
to support the Municlpality's programs or seryices. These governmental activities
are also generally reported in the GFFS.

The Municipality has no fiduclary activltles, which are those in which the
Municipality would be holding or managing net assets tor specific individuals or
other external parties in accordance with trust agreements or other custodial
arangements. ln addition, the Municipality has.o operations or activities that
are linanced and operated in a manner similar to private business enterprises,
where the costs of providlng goods oi services to the general public (expenses,
including depreciation) is financed primarily through user charges; or where the
governing body has decided that periodic determination of revenues earned,
expenses incurred, and/or net income is appropriate for capital maintenance,
public policy, management cortrol, accountability, or oiher purposes.

C. Governmental Fund Financial Statements

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

The accompanying GFFS are composed of: (1) the balance sheet governmental funds,
(2) the statement of revenues, expenditures and changes in fund balances (deficits)
governmental funds and (3) the statement of revenues and expenditures budget and
actual budgetary basis general f und.

These financial statements report the financial position and results operations of the
Municipality's governmental funds by presenting sources, uses and balances of current
financial resources. Some of these financial statements have a budgetary orientation
and focus primarily on: (1) the Municipality's major governmental funds, as defined
below (2) the fiscal accountability and (3) the individual parts of the Municipality's
govemment. Fiscal accountability represents the Municipality's responsibility to justify
that its actions in the current liscal year have complied with public decisions
concerning the raising and spending of public moneys in the short tetm (generally one
fiscalyear).
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The accompanying GFFS segregate Eiovernmental funds according to their intended
purpose and are used in demonstrating compliance with legal, financial and
contractual provisions. The minimum number of governmental funds is maintained
consistent with legal and self-imposed managerial requirements established by the
Municipality.

For financial reporting purposes, the Municipality classifies its governmental Iunds
within the following categories:

General fund - The general fund is the Municipality's main operating fund and a major
governmental fund, as defined below used to account for all financial resources and
govemmental activities, except for financial resources required to be accounted for in
another fund. lt is presumed that the Municipality's governmental activities have been
reported in the general fund except for transactions for which one of the tollowing
compelling reasons has requared the use o, another fund: (1) legal requirements, (2)
GMP requirements or (3) the demands ot sound financial administration requiring the
use of a governmenlal fund other than the general fund.

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

The outstanding balance of general long-term debts for which debt service payments do
not involve the advance accumulation of tesources (such as obligations under capital
leases) 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 expenditures in the general fund.

Capital projects funds - Capital projects funds are non-major governmental funds, as
defined below, used to account tor the financial resources used for the acquisition,
construction or improvement of major capital facilities and other assets. Significant
capital outlays financed from proceeds of general obligation, public improvement or
special obligation bonds accounted for also in the capital projects funds. The use of the
capital proiects a fund has been reserved only for major capital acquisitions,
construction or improvement activities that would distort financial resoutces trend data
if not reported separately from the other Municipality's operating activities.
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The routine purchases of minor capitalizable assets (such as furniture, office
equipment, vehicles and other minor capital assets or improvements) have been
reported in the governmental fund from which financial resources were used for the
payment.

Other governmental funds - The other govetnmental fulrds are non_major govetnmental
funds, as detined below, used by the Municipality to account for revenues derived from
grants' contributions or other revenue sources that are either serf-restricted by the
Municipality or legally restricted by outside pa,ties for use in specific purposes (except
for revenues that are earmarked for expenditures in major capital projects which aie
accounted ror in the capital projects tund)_ The uses and limitaflons of each special
revenue fund are specilied by municipal ordinances or federal and state statutes-
However, lesources restiicted to expenditures for purposes normally financed ftom thegereralfund are reported in the Municipality's general fund provided that all applicable
legal requirements are appropriately satisfied. ln this case, a special revenue fund to
account for such kind of transactions will be used only if legally mandated.

The focus of the GFFS is on major governmental funds, which generally represent the
Municipality's most important funds. Accordingly, the Muni;ipality is required to
segregate governmental funds between major and non_major categories within the
GFFS, Major individual governmental funds are reported individually as separate
columns in the GFFS, while data from all non-major gove.nmental funds are
aE€regated into a siogle column, regardless of fund type.

By definltion, the Municipality,s general fund is considered a major governmental fund
for financial reporting purposes. in addition, any other governmental fund $,ould be
classitied as a major governmental fund in the GFFS if its total asseG, liabillties,
revenues or expenditures of that individual governmental ,und are at least 10 percent
of the corresponding element total (assets, liabilities, revenues or expenditureg for all
governmental ,unds. 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 tevenues, including operating and non-operating revenues
(net of allowances for uncollectible accounts), except for other llnancing so;rces. Total
expenditures ror these putposes mean all expenditures, including operating and non_
operating expenditures, except for other financing uses.

Based on the aforementioned criteria, the Municipality,s major governmental funds
repoded in the accompanying GFFS are: (1) the general fund, (2) the debt service fund,
and (3) the capital improvements bond fund.

27



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CATANO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)
YEAR ENDED JUNE 30, 2O1O

1. ORGANTZAION AND SUMMARY OF StcNtFtCANT ACCOUNTTNG pOLtCIES (CONTTNUED)

The capital improvements bond fund is a major capital projects fund used to account
for the financial resources arising from bond issuance proceeds used in the acquisition
or construction of major capital facilities, other assets and permanent improvements.
The most significant transactions ot this fund are related to capital ou ays and
pioceeds from issuance of bonds.

The Municipality periodically undertakes a comprehensive evaluation of its rund
structure to enstre that complies with all aspects that are of importance to users of
general purpose external financial reports. Consequently, all superfluous funds and
some internal funds currently used by Municipality in the day-tcday accounting
procedures have not been reported as individual governmental funds in the
accompanying fund financial statements. Accordingly, the accompanying fund financial
statements include only the minimum number of funds consistent with legal and
operating requirements and, consequently, the following types of similar intemal funds
have been combined into single funds in the accompanying fund firancial statements:

The various capital improvement bond issues outstanding have been reported as a
single major capital projects tund, the capital improvements bond fund.

Numerous less significant capital project and special revenue funds have been
combined into single non major capital project and special revenue funds, respectively,
These funds are reported as supplementary information in the accompanying
combining and individual non-major govemmental fund financial statements.

Program€pecific capital grants awarded by the Legislature of the Commonwealth of
Puerto Rico have been combined into a single non major capital projects fund, the
legislative joint resolutions fund.

The accompanyirg GFFS are accompanied by the following schedules required by
GMP: (1) the reconciliation of the balance sheet - governmental funds to the statement
of net assets, and (2) the reconciliation of the statement of revenues, expenditures and
changes in fund balances (deficits) - governmental funds to the statement of activities.

2e



COMMONWEALTH OF PUERTO RICO

IVUNICIPALITY OF CATANO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30' 2O1O
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D. Measurement focus, basis ot accounting and financial presentation

Government-widefinancialstatements-TheaccompanyingGwFsalepreparedusing
the economic resources meal renrent focus and the accrual basis of accounting'

irU"a t" the additional rules and limitations detailed below' revenues (including

inteiest on deposits and investments) are generally recorded. when earned and

lif"n""" 
"t" 

g"nut"lly recorded when a liabilitt is incurred' regardless of the timine of

related cash flows.

All revenues, expenses, gains, losses, assets and liabilities resulting from exchange and

exchange-like tiansactions are generally recorded when the exchange takes place ln

"i"tr"n!e 
tr"ns""tions, each party to the transaction receives and gives up essentially

"qr"i 
,:ru"a. An exchange-like iransaction is one in which there is an identifiable

"i"f,"ng" "nO 
the values exchanged, though related' may not be quite equal'

Neverthiless, the exchange characteristics ot the exchangelike transaction are $ionEl

enough to;ustity treating it as an exchange for accounting purposes (examples include

fees ior licensei and permits, charges for serYices, and miscellaneous revenues' which

alerecoldedasrevenueswhencollectedbecausetheyaregenerallynotmeasurable
until actually received).

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

transactions are recorded using the criteria set forth by GASB Statement No' 33'

iioirung and Financiat Repinin(, for Noncxchange lransactions (GASB No 33)'

GASB No] 33 established accounling and reporting standards for non-excharge

tlansactions involving cash and financial or capital resou]ces (for example, most taxes,

;;"i; ;; private d;nations). ln a non-exchange lransaction' the. Municipalitv gives (or

i"l"ir"tl ,ufr" without directly receiving (or giving) equal value in return This is

differeni from an exchange trinsaction, in which each party receives and gives up

essentiarry equal values. According to GASB No. 33, the _M$icipality 
groups its non-

"i"t "nge' 
trunr""fions into the f-ollowing four classes in the accompanying basic

linancia-lstatements:(a)derivedtaxrevenues,(b)imposednonexchangerevenues,(c)
jovernment mandated non-exchange transactions' and (d) voluntary non+xchange

transactions.

lnthecaseofderivedtaxlevenuetlansactions,whichresultfromassessmentsthe
fvfunicipafity places on exchange transactions, receivables and revenues are lecorded

when the underlying exchange has occurred

lnthecaseofimposednon€xchangelevenuetransactions(such-asp]opertytaxesand
municipat ticense taxes), which ,"*lt f'ot assessments made by the Municipality on

non*Orurnrn"ntuf entities, including individuals, other than ass€ssments on exchange

tlansactions, receivables "," 
g"n"-'ally recorded in the period when an enforceable

legal
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claim has arisen. Property taxes and municlpal license are generally recorded as

revenues (net of amounts consideled not collectible) in the fiscal year when resoulces

are required to be used or the first fiscal year that the use of the lesources is permitted'

Govemment-mandated non-exchanEle transactions (such as grants and contributions)

result when a government at one level (such as the tederal or state government)

provides resources to the Municipality and the provider government requires the

Municipality to use those resources for a specific purpose or purposes established the
provide/s enabling legislation. ln these type of transactions, receivabies and revenues

are generally recorded when all eligibility requirements imposed by the provider have

been met. For the majority ot grants, the Municipality must expend resources on the

specific purpose or project befote the plovidel reimburses any amounts. Revenue is,

therefore, generally recognized as qualifying reimbursable expenditures are incurred'

Voluntary non-exchanEle transactions (such as donations and certain grants and

entitlements) result from leglslative or contractual agreements, other than exchanges,

willingly entered into by two or more parties. ln these types of transactions, receivables

and revenues are generally accounted for in the same manner as government-

mandated non-exchanEle transactions discussed above. Events that are neither

exchange nol non-exchange transactions ale recorded when it is probable that a loss

has been incurred and the amount of loss is reasonably estimable.

Receipts of any type of revenue sources collected in advance for use in the following
tiscalyear are recorded as unearned (deferred) revenues.

According to GASB No. 34, all gereral capital assets and the un-matured long-term

liabilities are recorded onty in the accompanying statement of net assets The

measurement focus and the basis of accounting used in the accompanying GWFS diffel
significantly from the measurement focus and basis of accounting used in the
preparation ot the accompanying GFFS, Therefore, the accompanying GFFS include

;econciliations, as detailed in the accompanying table of contents, to better identify the

relationship between the GWFS and the GFFS.

Governmental fund tinancial statementg The accompanying GFFs are reported using

the current financial resources measurement focus (flow of culrent financial resouices)

and lhe modified accrual basis of accounting. Accordingly, the accompanying

statement ot revenues, expenditures and changes in fund balances - governmental

funds, reports changes in the amount of financial resources available in the 
'ear 

future

as a result of transactions and events of the fiscal year reported,
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Pu.suant to the provisions of GASB lnterpretation No.6, "Recognition and Measurement
of Ceftain Liabilities and Expenditurcs in Governmental Fund Financial Statements"
(GASBI. No. 6; in the absence of an explicit requirement (i.e., the abse.ce of an
applicable modilication, discussed below), the Municipality generally accrues a
governmental fund liability and expenditure (including salaries, protessional services,
supplies, utilities, etc.) in the period in which the government incurs the liability, to the
extent that these liabilities a.e normally expected to be liquidated in a timely manner
and in tull with curent available financial resources- GASB No.6 modified the
recognitlon criteria for certain expenditures and liabilities reported under the modified
accrual basis of accounting prior to GASB 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 governmental
funds generally retlect only assets that will be converted into cash to satisfy current
liabilities. Long-term assets and those assets that will not be converted into cash to
satisty current liabilities are generally not accounted lot in the accompanying balance
sheet governmental funds. At the same time, long-term liabilities (generally, those un
matured that will not require the use of current financial resources to pay them) are not
accounted for in the accompanying balance sheet governmental funds.

Modifications to the accrual basis of accounting in accordance with GASBI N0.6 include:

Principal and interest on bonds payable are recorded when they mature (when
payment is due), except for principal and interest ol bonds due on July 1, 2010,
which are recorded as governmental fund liabilities at June 30, 2010 which is the
date when resources were available in the debt service tund.

Notes payable, obligations under capital leases, compensated absences, and legal
claims and judgments are recorded only when they mature (when payment is due).

Certain accounts payable intergovernmental payables and other accrued liabilities
not due and payable (no matured) 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 recotded
in the governmental funds when they mature. Executory purchase orders and
contracts are recorded as a reservation of fund balance in the GFFS,

The measurement 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 governmental fund liability is incuffed. Allocation of costs,
such as depleciation and amortization are recorded in the accompanying statement of
activities, but are not recorded in the accompanying GFFS.
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E. Assets, liabilities and net assets

Cash and cash equivalents, and cash with fiscal agent- The Municipality's cash and
cash equivalents are consideied to be cash on hand, demand deposits, and short-
term investments with original maturitles of three months or less from the date ot
acquisition.

Cash with fiscal agent in the debt service tund represents special additional property
tax collections retained by the Commonwealth of Puerto Rico and restricted for the
payment of the Municipality's debt service, as establlshed by law. Also, cash with
fiscal agent consids of unused proceeds of bonds and notes issued for the
acqulsition ol equipment and construction of major capital improvements.

Receivables and payablee Activity between funds that are representative of
lending/borrowing arrangements outstanding at the end of the fiscal year are
referred to as either'due to/from other funds'(i.e., the current portion of interfund
loans) or "advances to/from other funds" (i.e., the non-curent portion of interfund
loans). All other outstanding balances between funds are reported as'due tolfrom
other funds."

Advances between funds, as reported in the fund financial statements, if any, are
offset by a lund balance reserve accounl in applicable governmental funds to
indicate that they are not available for appropriation and are not expendable
available f inancial resources.

Receivables are stated net of estimated allovvances for uncollectible accounts,
which are determined, based upon past collection experience and current economic
conditions. lntergovernmental receivables in the General Fund represent mostly
contributions trom the Puerto Rlco Electric Power Authority, which contribute a
specific percentage ol their revenues as payment in lieu of taxes. lntergovernmental
receivable in the special revenue fund represent amounts owed lo the Municipality
for reimbursement of expenditures incurred pursuant to federally funded programs.

lnventoiies. lnventories in the general fund is recorded as expenditure and,
consequently, the inventory is not recorded in the statement of net assets.

Capital assete Capital assets, which include property, equipment and infrastructure
assets (e.9., roads, bridges, sidewalks and similar items), are reported in the
governmental activities column in the governmental-wide financial statements. The
Municipality defines capital asset as assets with an initial, individual cost of more
than $25 and an estimated useful life in excess of one year. Such assets are
reported at historical cost or estimated historical cost if purchased or constructed.
Donated capital assets are recorded at estimated fair market value at the date of
donation.

L.

2.

3.

4.
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The cost of normal maintenance and repairs that do not add to the value of the asset
or mate ally extend assets lives are not capitalized. Major ouflays for capital assets
and improvements are capitalized as projects are constructed.

Capital assets of the Municipality are depreciated using the straight-line method over
the following estimated useful lives:

Descdotion

Land lmprovements
Bulldlngs and site lmprovements
lnfrastructu re
Vehlcles
Furniture and fixtures
Machinery and equlpment

useful Life

20 years
30 to 50 yea6
20 to 50 yeaB

I yeaE
5 to 20 yeals
3 to 5 yeals

5. Long-term obligations The liabilities reported in the government-wide financial
statements included general and special obligation bonds and notes, and other long-
term liabilities, such as vacation, sick leave, litigation, long-term liabilities to other
governmental entlties and landfill closure and post closure care costs.

ln the fund financial statements, gove.nmental fund types recognize bond lssuances
cost, during the current period. The face amount of debt issued is reported as othel
financing sources, while bond issuance costs, whether or not withheld from the
actual debt proceeds received, are reported as expenditures in the general fund.

Non-intelest bearing notes payable are accounted for under the provisions ol Opinion
No. 21, ,nterest on Receivabres and Payables, issued by the Accounting principles
Board (APB No.21). According to APB No. 21, the Municipality has recorded such
notes at present value with an imputed interest rate that approximates the rate that
would have been used, using the same terms and conditions, it it had been
negotiated by an independent lender. ln the accompanying statement of net assets,
such notes payable are reported net of the applicable unamortized discount, which is
the difference between the present value and the face amount ot the notes. The
discount is amortized over the life of the notes using the effective interest method.
Amortization of the notes discount is recorded as part of interest expense in the
statement o, activities. ln the GFFS, notes discount is recognized as other financing
uses during the current period.
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6. Leasee The Municipality classities its lease agreements either as operating or
capital leases according to Statement No.L3, Accounting, fot Leases, issued by FASB
(FASB No. 13). Capital lease agreements are generally nonrancelable and involve
substance over form, the transter o, 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 of the lease. According to FASB No. |, the
Municipality classifies a lease agreement as a capital lease if at its inception the
lease meets one or more of the tollowing four criteria:

By the end of the lease term, ownership of the leased property is
transrerred 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 of the leased property.

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

Although the Municipality is prevented legally from entering into obllgations
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 appropriations. Leases that meet at
least one of the aforementiored four criteria and 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 lesset of the
estimated fair value of the leased property or the present value of the minimum
lease payments, excluding any portion representing executory costs and profit
thereon to be paid by the lessor. A portion of each minimum lease payment is
allocated to interest expense and the balance is appl:ed to reduce the lease
obligation using the effectlve interest method.

ln the GFFS the net present value of the minimum lease payments at the inception
ot the capital lease is recorded simultaneously as: (1) expenditures and (2) othel
financing sources. Minimum lease payments are recorded as expenditures in the
GFFS.
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7. Compensated absencee Employees accumulate vacation leave at a rate ot 2.5 days
per month up to a maximum of 60 days. unpaid Yacatlon time accumulated is tully
vested to the employees from the first day of work. All vacation pay is accrued when

incurred in the government-wide financial statements. Employees accumulate sick
leave at a rate of 1.5 days per month up to a maximum of 90 days. Upon

retirement, an employee receives compensation for all accumulated and unpaid sick
leave at the current rate, if the employee has at least 10 years of serYice with the
Municipality. All sick leave pay and salary related benefits are accrued when incurled
in the governmental-rYide linancial statements when the employee meets such

criteria.

8. Claims and judgments The estimated amount oI the llability for claims and
judgments, which is due on demand, such as from adjudlcated or settled claims, is
recorded in the generalfund when the liability is incurred.

9. Reservatlons of fund balance. Reservations of fund balance in the fund financial
statements represent portions of fund balances that are legally segregated for
specific future use or are not appropriated for expenditure. The Municipality has the
following reservations of fund balance:

a. Capttal Projects- Represent the reservation of amounts to be used for future
expenditures for capital projects under coniacts and other commitments. These

committed amounts generally will become liabilities in future periods as the
proiects are completed.

b. ,nventories and other assets - Represent the reservation of financial resources

set aside for inventories and prepaid costs, which are not considered current
available tinancial resources at June 30, 2010.

c. DeDt Service Fund- Represents net assets available to finance tuture debt
servlce payments.

d- Federal and state funded pto€yams - Represent financial resources set aside for
use in federal and state grant programs.

10, Net Assets - ln the government-wide statements, net assets are segregated into
three categories:

a. lnvested in capital assets, net of related debt Consist of capital asset balances
net ol accumulated depreciation and outstanding balances of any bonds, notes
and other borrowings that are attributable to the acquisition, construction, or

improvement of those assets. This category should not include cash that is

restricted to capital assets acquisition or construction (unspent bond proceeds)

and any unamortized debt issue costs.
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b. Restricted net assets: Represent net assets that are subject to restrictions
beyond the Municlpal's control. These include restrictions that are externally
imposed (by creditors, granto6, contributors, or laws and regulations ot othel
gove.nments) or restrictions imposed by the law through constitutional
provisions or enabllng legislation (including enabling legislation passed by the
government itself).

c. Unrestricted net assets: Represent net assets that do not meet the definition of
net assets invested in capital assets, net of telated debt or restricted.
Unrestricted assets are often designated to indicate that management does not
consider them to be ayailable lor general operations. These types of constraints
are internal and management can remove or modify them. Designations ale not
reported on the face statement of net assets.

11. Accounting fol Pension Coste For the purpose of applying the requirements of
GASB Statements No, 27 , Accountini for Persions Dy State a nd Local Govemment
Employers (GASB No. 27), the state govemment of the Commonwealth of Puerto
Rico is considered to be the sponsor of the Employee's Retirement System of the
Government of Puerto Rico and its lnstrumentalities (ERS) and System 2000, a
multi-employer cost-sharing defined benefit plan and a hybrid defined coniributlon
plan, respectively, in which the employees of the Municipality participate. The

Municipality is considered a participant and not a sponsor, of these retirement
systems since the majority of the participants in the aforementioned pension trust
lunds are employees of the Commonwealth of Puerto Rico, Accordingly, no portion
of the net pension obligation (NPO) related to ERS has been allocated to the
Munlcipality in the accompanying basic tinancial statements. The basic financial
statements of the Commonwealth of Puerto Rico report the total amount of the net
pension obligation of ERS, includlng any amount that may correspond to the
Municipality.

12.lnterfund and intra€ntity transactiong The Municipality has the following types of
transactions among funds:

a. Operating Transfers Legally required translers that are reported when incurred
as 'Operating transfer-ln" by the recipient fund and as "Operating transfels-out'
by the disbursing fund.

b, lntra-Entity Transactions- Tlansfers between the funds of the p mary
government are reported as interfund tlansfers with receivables and payables
presented as amounts due to and due from other funds.
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13.Risk linancing- The Municipality carrles commercial insurance to cover casualty,
thett, tort claims and other losses. lnsurance policies are negotiated by the Puerto
Rico Treasury Department and costs are allocated among all the Municipalities of
Puerto Rico. Cost ot insurance allocated to the Municipality and deducted from the
gross property tax collections by the Municipal Revenue Collection Center ('CR|M")
for the year ended June 30, 2010 amounted to approximately $404,O0O, The current
insurance policies have not been cancelled or terminated. The CRIM also deducted
approximately $593,000 for workers compensation insurance covering all municipal
employees.

CASH AND CASH EQUIVALENTS

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

The lVunicipality adopted the provisions of GASB Statement No. 40 (GASB No. 40), Deposrt
and lnvestment Risk Disclosute, an Amendment to GASB Statemert No. 3. This statement
requires that state and local governments disclose essential risk information about
deposits and investments. The dlsclosure requirements cover four main areas: (1) credit
risk, (2) interest rate risk, (3) custodial credit risk, (4) foreign exchange exposure,

Credit risk - This is the risk that an issuer or other counterparty to an investment will
not fulfill its obliEFtions. ln compliance with the laws and regulations of the
Commonwealth, the Municipality has adopted, as it's custodial and credit risk policy,
the Statement of lavestment Guiderines for the Govemment of the Commonwealth of
Puefto Rico. Accordingly the Municipality invests only in obligatlons of the
Commonwealth, obligations of the United States of Amerlca, certificates of deposits,
commercial paper, bankels' acceptances, or in pools of obligations of the municipalities
ol Puerto Rico, which are managed by GDB. According to the aforementioned
investment guidelines, the Municipality does not invest in marketable securities or any
types of investments for which credit risk exposure may be significant. Therefore, the
Municipality's management has concluded that the risk related to any possible loss
related to defaults by commercial banks on the Municipality's deposits is considered
lolv at June 30, 2010.

lnterest rate risk - This is the risk that changes in interest rates of debt investments will
adversely atfect the fair value of an investment. The Municipality manages its exposure
to declines in fair values by: (1) not including debt investments in its investment
portfolio at June 30, 2010, (2) limiting the weighted average maturity of its investments
to three months or less, and (3) keeping most of its bank deposits in interests bearing
accounts generating interests at prevailing market rates. At June 30, 2010, the
Municipality's investments in certificates of deposits are recorded at cost, which

2.

their lait
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NOTES TO BAS|C FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

2. CASH AND CASH EQUIVALENTS (CONTINUED}

value. Therefore, the Municipality's management has concluded that at June 30, 2010,
the interest rate risk associated with the Municipality's cash and cash equivalents ls

considered low.

Custodial credit risk - ln the case of deposits, this is the lisk that in the event of a bank

tailure, the Municipality's deposits may not be recovered. Pursuant to the Statement of
,nvest nert Guiderires fot the Government of the Commonwealth of Puerto Rico the
balances deposited in commercial banks by the Municipality are insured by the Federal

Deposit lnsurance Corporation (FDIC) generally up to a maximum of $25O,00O per

depositor.

Custodial credit risk -ln addition, public funds deposited in commercial banks by the

Municipality are fully securities pledged as collateral are held, in the Municipality's
name, by the agents of the Commonwealth's Secle.tary of Treasury. Deposits with GOB

are uninsured and uncollateralized. However, no losses related to defaults by GDB on

deposit transactions have been incurred by the Municipality through June 30' 2010.
Therefore, the Municipality's management has concluded that at June 30' 2010 the
custodial credit risk associated with the Municipality's cash and cash equivalents is

considered low.

Foreign exchange rlsk - The risk that changes in exchange rates will adve6ely affect
the value of an investment or a deposit. According to the alorementioned investment
guidelines, the Municipality is prevented from investing in foreign securities or any other
types ol investments in which foreign exchange sk exposure may be significant.

Accordingly, management has concluded that the foreign exchange risk related to the

Municipality's deposits is considered low at.lune 30, 2010.

Under Commonwealth ot Puerto Rico statutes public funds deposited in commercial

banks must be fully collateralized for the amount deposited in excess of tederal

depository insurance. All securities pledged as collateral are held by the Secretary of
the Treasury of Puerto Rico. ln addition, the Municipality maintains deposits with the
Government Development Bank tor Puerto Rico (GDB).

Meior Gowmmental Funds
C.Pital Oth..

Debt s€nice lmp.o'€reit Govemm4t l Total

Fund Boid Fund Funds

$5,931424 5 3 5,038,715 s 971,020 $11,941159

7.@6.75L

i7,606,751

aa4o,77E_ 78.523 16,ri16.O49

$s,931,424 $13,479,49O $1,0.r9,5r*r 32a,067,204
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3. RECEIVABLES

a. Municipal licerse lax - The Municipality imposes a municipal license tax on all
businesses that operate within the Municipality, which are not totally or partially
exempt from the tax pu6uant to the lndustrial lncentives Acts of the Commonwealth of
Puerto Rico. This is a sell€ssessed tax based on the business volume in gross sales as
shown in the tax return that is due on April 15 of each year. kttities with sales volume
of $1,00O,O00 or more must include audited financial statements together with the tax
return. During the fiscal year ended June 30, 2010, the tax rates lvere as follows:

1. Financial business. 1.50% ol gross revenues

2. Other organizations- O.50% of gross revenues

Any taxpaye6 that have been granted with a partial tax exemption under any of the tax
incentive acts of the Commonwealth ultimately pay municipal license taxes at reduced
tax rates, generally between 60 percent and 90 percent under standard rates.

This tax is due in two equal installments on July l and January 1of each fiscal year. A
discount of 5% is allowed when full payment is made on or before April 15. Municipal
license tax receivable of $364,066 represents filed municipal license tax returns that
were uncollected as oI June 30, 2010, net of allolvance tor uncollectible accounts.

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

b. Propefty laxes - Property taxes receivable recorded in the general and debt service
fund amounted to $2,294,677 and $869,658 respectively.

c. Municipal sales afld use taxes - Municipal sales and use tax receivable of $300,167
represents filed municipal sales and use tax returns that were uncollected as of June
30, 2010.

d. lntetgovernmental ReceivaDles - lntergovernmental receivables and payables recorded
in the accompanying GWFS and GFFS are as follows:

lntergovernmental receivable in the general fund represents expenditures incurred not
yet reimbursed by other governmental entities. Following is a detail ol the
intergovernmental receivable:

Govemmental Entitv

Puerto Rico Dev€lopment Bank
Puerto Rico Oepanment ol rustic€ - Cop6 inter-opelablllty communlty grant

Total

A!!!!!!
$ 7,374,571

71-903

t r-44a4a0
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- 3. RECEIVABLES (CONTINUED)

e, Federat Grunts Receivabte- Federal grants receivable in other governmental funds

- represents expenditures incurred not yet reimbursed by the paslthrough grantor.

Following is a detail ot the federal grants receivable:

Governmental Entitv Amount

child care - SENDEG $ 20'056
Even Stan Program 159'967

- CDBG - Housekeepers 2,672
TAPI - (Trdnsportacl6n Altema Pe6onas con lmpedimentos") LO.2a4

tar $ 192*9@

4. INTERFUNDTRANSACTIONS

lnterfund receivables and payables at lune 30, 2010 are summarized as follows:

a. Due from/to other fund:

Fund

ceneral Fund
Other Govemmental Fund

Total

Receivable Fund

$ 192,949
600.000

s r92B89

Pavable Fund

$ 600,000
192.9a9

$. 192,989

b. Transfer in/out to other lund

Following ls a summaty of lntertund transferg for the yeal:

TraBfetout TraGfer ln Pumo6€ Amount

General Fund Capital Prorec& Transfers tunds to covel capital
Fund projects and improvemenE $ '+ 049'0q)

Toral $ 4-0qln0o
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5. CAPITAL ASSETS

Capital assets; those with an estlmated useful live of one year or more from the time of

""iui"ition 
by the Municipality and a cost of $25 or mo]e, are primarily funded through the

Luance ol 
-long-term 

bonds and loans. A summary of capital assets and chanEies

o""r"ing i" 2OiO, including those changes pursuant to the implementation of GASB

ii"t"r"""t Ho. 3i, fottows. Land and construction in progress are not subject to

dePreciation:

Balance
July l. 2OO9
As rcstated Additions

Retirements/ Balance
Reclassificatlons June30.2010

$ 6,516,a91 $ (407,029) $ 20,791215
: L:1.298.955

Govemmental Activiti6:

capital aiset, not being depreciated:

Construction ln Progress
tand

Total capital assots not being
depEciated

Capital assets, being depreciated:

BuildinCs and building
im provements
lntrastructurc and lnf Estructure
improvements
Machlnery, EquiPmentand
Ilrmiture
Computers
Vehicle-s

Total capital assets being
depreciated

Less accumulated deplealation for:

Buildin$and building
improvementS
lnlrashucture and lntrastructure
improvements
Machinery, EquiPment and
furniture
ComPuters
Vehicles

Total accumulated depreciation

Total capital a$ets being
deprcciated, net

Governmental activities caPital

assets, nei

$ 14,681,353
,2.298,955

26.980.308

57,114,395

7!A94344
5,029,542

223,99L
5.058.067

138.920.379

6.516.891

27L,525

502,224
329,003

7,934
22a.296

1.338.982

(407.029) 33.090.170

- 57,385,920

- 71.996,604
- 5,358,545

- 237p25
5.286.363

1+0.2s9.361

(16,73r.769)

e4,9a1\245\
(4,408,319)

(1,751,699)

e,5a9,255)
(260,891)

$72,A5L) (16,307)
a.394.7!4\ (39a.754)

(50.688.898) (4,946.906)

8a.23i-lta1 (3.607.924)

$L15-z4Jee q@sI

(1a,483,464)

(27,50O,soo)
(4,669,210)

(1ae,158)
(4.793.464)

(55.63s.804)

44.623.557

$f40429 $7frJ8J27
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5. CAPITAL ASSETS (COt{flNUED)

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

Govemmental actlvities:

Geneaal govemment
Public safuty
U6an and economlc development
Health and sanita0on
Publlc housing and welfare
Culture, redeation and educatlon

Total depr€clation expense€iovehmental activhles

Anqg.nt

$ 2,096,337
22,25r-

,'726347
40.306
97,332

964.293

$ 4J!16-906

6. PROPERTY TAXES

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

The assessment is made as of January 1of each year and is based on current values for
peruional property and on estimated values as of 1957 for real property tax. The tax on
personal property must be paid in full together with the return by May 15. The tax on real
property may be paid in two installments by July 1 and January 1. The CRIM is responsible
for the billing and collections of real and personal property taxes on behalf of all the
municipalities of Puerto Rico. Prior to the beginning of each fiscal year, the CRIM informs
the Municipality of the estimated amount ot property tax expected to be collect ,or the
ensuing fiscal year. Throughout the year, the CRIM advances funds to the Municipality
based on the initial estimated collections, as modified by the quarterly revisions of
estimates required law. The CRIM is required by law to prepare a liquidation statement on
a flscal year basis, whereby a compadson is made between the amounts advanced to the
Municipality and amounts actually collected from taxpayers. This preliminary liquidation
has to be completed on a preliminary basis not later than three months after fiscal year-
end, and a final liquidation made not later than six months after year+nd, subject to the
verification by its lndependent Auditors. lf the CRIM remits to the Municipality property tax
advances, which are less than the tax actually collected, a receivable from the CRIM is
recorded at June 30. However, if advances exceed the amount actually collected by the
CRIM, a payable to the CRIM is recorded at June 30. The CRIM issued the preliminary
liquidation noting that the advances exceeded collections by 9780,438 on an alleged
inadequate procedure for the estimate ot revenues applicable to the CRIM liquidation. ln
the government-wide financial statements, the entire amount has been recognized as long
term debt.
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6. PROPERTY TAXES (CONTINUED)

on January 26, 2000, Pubric Lalv No. 42 was enacted, which authorized the cRrM to obtaina loan up to $2O0,OO0,000, and for a term not to exceeding 10 years, to allow for the
financing of the debt that the Municiparities ot puerto Rico hav; with the cRrM arising from
final settlements ot property tax advances ve6us actual collections through fiscal year
ended June 30, 2000.

The amounts that the Municipalities will collect from additional property taxes resulting
trom increases in the subsidy from the Commonwealth of puerto iico to the Municipalitie;
are assigned through this law to repay such loan. The increase in this subsidy was the
result of the Pubtic Law No.238, enacted on August 15, 1999. On October it, ZOOf,
Public Law No. 146 was enacted to amend public Law No.42, to extend the loan
amortization period up to 30 years. Also, on October L!, 2OO2, public Law No. 172 was
enacted, to provide as an option for the Municipafities to incrude the debt that the
Municipalities of Puerto Rico have with the CRIM arising from final set emenG o, property
tax advances versus actual collections for the fiscal year ended June 30, 2OO1 with th;
loan authorized through public Law No.42 enacted onlanuary 26,2000.

On June 26 1997, Public Law No. 21 was enacted, which authorizing the CRIM, among
other things, to sell the property tax receivables related to taxpayers who owea propert!
taxes from 1974 to 1996. Such property tax receivables were furchased by the publi;
Financing corporation, a subsidiary ot the Government Deveropment Bank of puerto Rico
(GDB) using the proceeds of a bond issuance executed tor such purposes. Said Law
imposed the CRIM the obligation to replace uncollectible property tai receivables with any
valid property tax receivable or equivalent in money. Subsequent to tne approval of the
Law and to the sale transaction, it was detected that a substantial percentage of the
receivables sold were uncollectible, ln order to protect the economic dama,e to the
financial structure of municipalities caused by the substitution of uncolle;tible tax
receivables with sound collectible receivables, on October 1-L, 200L, public Law No. 146
was approved and enacted. Through this Law, the cRrM was authorized to obtain a loan
from any quarified financiar institution and pay in advance the ourstanding barance of the
bonds issued and any related cost incurred tor the purchase by the public Financing
Corporation (a GDB subsidiary) of the tax receivables.

The Municipality is authorized by Act No. g1 to impose and collect property taxes from any
natural or legal person that, at January 1 of each calendar year: (1) is engaged in trade oi
business and is the owner of peEonal or real property used in trade or business or (2) owns
residential real property with a value in excess ot $15,OOO (at 1957 market prices).

Personal property taxes are self-assessed by taxpayers every year using the book value of
personal property assets owned by the taxpayer at January 1 (lien; levy date) and reporting
such taxable value through a personal property tax return filed on May 15 (due date and
collection date) subsequent to the assessment date. The total personal propeny tax rate in
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6. PROPERTY TAXES (CONTINUED)

force at June 30, 2010 was 6,83 percent (of which taxpayers pay 6.63 percent and lhe
remaining 0.20 percent is paid by the Department of Treasury, as a subsidy).

Real property taxes are assessed every January 1 (lien; levy date) and are based on
estimated curent values of the property, deflated to 1957 ma*et prices. Real property
taxes are due and collectible on January 1 and July of every tiscal year. The total real
property tax rate in force at June 30, 2010 was 8.83 percent (of whlch 8.63 percent is paid
by taxpaye6 and the remaining O.2O percent is also paid by the Department of Treasury,
as a subsidy).

Residential real property occupied by its owner (not engaged in trade or business) is
exempt from property taxes only on the first $15,OOO ot the assessed value (at 1957
market prices).

For exempt amounts, the Department of Treasury assumes the payment of the basic tax
(4.O0 percent and 6.00 percent for personal and real property, respectively), except for
property assessed for less than $3,500 (at 1957 market prices), tor which no payment is
made by the Department of Treasury.

lncluded within the total peEonal and real property tax rates of 6,83 percent and 8,83
percent, respectively, there is a portion of the tax rate in the amount of 1.40 percent that is
restricted for the Municipality's debt service requirements on bonds. Such amounts are
recorded in the lVunicipality's debt service fund.

Property tax revenues in the general and debt service funds amounted to $13,995,154
ard $3,968,276, respectively, tor the fiscal year ended June 30, 2O1O.

7. MUNICIPAL SALES AND USE TAX

The Municipality imposes a sales and use tax pursuant to the provisions of the Puerto Rico
lnternal Revenue Code, as amended. The tax consists of one percent (1.O%) on the sales
price of taxable items or on the purchase prices of all usage, storage, or consumption of
taxable items, excluding wholesales. The sales and use tax is a self-assessed tax collected
by the Municipality through monthly tax returns due on the twentieth day of the immediate
following month. The tax returns are filed by the respective businesses that are required by
law to withhold the tax trom consumets on each taxable product ol service.

Sales and use tax revenues in the generalfund amounted to $3,195,593 for the fiscal year
ended June 30,2010.
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7. MUNICIPAL SALES AND USE TAX (CONTINUED)

The Commonwealth of Puerto Rlco imposes a separate state sales and use tax of 0.5%,
whlch is imposed and collected by the puerto Rico Treasury Department (PRTD) through
monthly tax returns due on the twentieth day ot the immediate following month. This 0.5%
tax is administered by the covernment Development Bank for puerto Rico for the following
purposes: (1) 0.2% is deposited in the new ,'Muntcipal Debt Service Fund',, stric y for
granting loans to the municipalities of puerto Rico, (2) 0.20,6. foi the creation of the
"Municipal Development Fund. % which will be distributed among all municipalities
pursuant to a statutory formula, and (3) 0.1 % for the creation of the ,,permanent
lmprovements Fund", to be distrlbuted by the Legislature of the Commonwealth of pueilo
Rico to cary out public works and permanent improvement proiects in the municipalities
of Puerto Rico.

Acco.dingly, during the fiscal year ended June 30,2010, the Municipality recorded
intergovehmental grants and contributions revenues in the debt service fund amounting to
$668,527, which represents the contributions collected from PRTD arising trom the 02%
portion of the state sales tax to be used to cover Iuture debt service payments of the
Municipality's bonds.

8. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES

Accounts payable and acclued liabilities at June 30, 2010 are summarized as follows:

, 7,94a,242

a90rl.49a

r 9x!2J4O

$ a50.495 $ a,a44.632

1.904.494

l 1oJrgr:lo! -!@E! t 45,t95

DUE TO OTHER GOVERNMENTAL ENTITIES

The amounts due to other governmental entities in the general fund include the following:

Governmental Entity

Genera I Services Adrninistration
Retirement System Admlnistration
Puerto Rico Telephone Company
Pueno Rico Aqueduct and Sewer Authority
Depatment of Labor-t nemployment ProEram

Total

Amount

$ 85o
!84,040

sL,a74
50a,515
23,532

$ 1J22Afi,
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lO.DEFERRED REVENUES

A. Municipal License Tax- The defered revenues ot $10,464,620 in the general fund
relates to municipal license tax collected in flscal year 2OO$1O that will be earned in
fiscalyear 2O1G11.

B. Federal Giantg The deferred revenues presented in other governmental funds
represents the portion of federal grants received for which qualifying expenditures have
not been incurred. Deferred revenues ftom the federal government are as follows:

Program Description

Federal Program
Federal Translt Adminisratlon
Food ProElram
Community Development Block crant
Even Start
Community SeNice Block crant
Emergency Sheher
Chlld Care (SENDEC)

Total

11. LONG-TERM LIABILITIES

Long-term liability activity for the year ended June 30, 2010, was as tollows:

Amount

$ 3,299
287

L92,372
2,944

LL,O92
3,777
9,782

,la.420

s212A73

Description
Beglnnlng Borrowinels Payments or Ending Due Within
Balance orAdditions Deductions Balance One Year

Eonds Payable
Notes Payable
Capital leases
LIMS Repayment Plan
Property tax debt
Advances from CRIM -
Law No. 42
Compensated

Absences
Clalms and judgments

Total

$44,460,000
5,687,000

122,400
244,999

1-,264,457

6,432,272
6,537,759

198.000

$ 49,035,000
5,303,000

3,400
153,756

2,044,89s

6,305,466
6,4&3,s5s

$3,055,000
400,000

3,400
100,994

L,264,457

434,773
6s0,000

$7,,{O5,OOO $(2,8<}O,00O)
- (3a4,qD)
- (119,000)
- (95,243)

7ao,43A

(126,806)
(629,1/la)

(194.000)

5?4,g4;

s64.950147 $8J60!4 $(4.3821S7) $69329.072 $5-6!A-62r

Legal Debt Margin- The Municipality is subject to a legal debt margin requlrement,
which is equal to 10% of the total assessment oI property located lvithin the
Municipality plus balance of the ad valorem taxes in the debt service fund, for bonds
payable to be repaid with the proceeds of property taxes restricted fot debt service. ln
addition, before any new bonds are issued, the revenues of the debt servlce fund should
be sufficient to cover the projected debt service requirement. Long-term debt, except
tor the bonds payable, is paid with un.estricted funds.
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11. LONGTERM LTABTLTTTES (CONTTNUED)

2. Bonds Payable- The Municipality issues general and speclal obligation bonds to provide
funds for the acquisition and construction of major capital facilities. Bonds payable
outstanding at June 30, 2010 are as follows:

Type of bonds
lltaturity

Date
Origlnal
Amount

Range of Balance at
lnterest Rates June 30,2010

1995serl6 7-L-f5
1g98se es 7-L-23
2oolseries 7-L-Lg
2oo2series 7-L-2O
2oosseries 7-L-25
2010 Series 7-1-35

Total Eleneral obligation bonds

$ 14,520,000
14,8i15,000
1t&50,ooo

7,240,OOO
10,/r50,0OO

7,405,000

6.70% lo 7 .7O%
4.86% to 8.OO%
2.7O% to 6.10%
2.7oYoto 5.a9%
4.L7Yoto 5.2AYo

5.0% to 7.0%

i 5,905,000
1:},935,OOO

7,905,OOO
5,180,OOO
a,705,ooo
7,lro5,000

$ 49,03s,OO0

These bonds are payable from the special ad valorem property tax of 1.75% which is
restricted for debt service and retained by the Government Development Bank for
Puerto Rlco for such purposes. Annual debt service requirements to maturity for bonds
payable are as follows:

Year Endintl
June 30, Prlnclpal lntere3t

20LA
2012
20a3
20L4
20L520r9
202G2024
202s2029
203G203s

Total

$ 3,055,000
3,405,000
3,665,OOO
3,940,000

1a,055,OO0
11.270,OOO

2,560,O00
3,04s,000

$ 2,464,454
2,623,474
2,4(1,439
2,1A6,7A4
7,763,a24
3,,1O7,060
L,425,320

691-425

$ 49,035,000 $22,975,552

3. Notes Payable- The proceeds ot the issuance of notes payable were used principally to
pay debt incurred in prior years and to covel the expenditures of a special event. The
notes aie payable as Iollows:

Type of notes
Maturity OriEinal
Date Amount

Range of Balance at
lnterest lates June 30. 2010

2OO5 General obligatlons notes
2009 Special obliEhtions notes

Total notes payable

$ 1,72O,0O0 3.28% to 4.5o%
5,o57,OO0 1.53%to7.OO%

7-a-aL
7-a-34

$ 315,000
4,98A,OOO

$ s,303,ooo
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11. LONG-TERM LtABtLtTtES (CONTTNUED)

The special obligation note of $5,067,000 for the construction of various projects, due
annual principal installments ranging trom $79,000 to $407,000, plus interest due in
semiannual installments at variable rates (1.5% to 7.O%) through Juty 1,2033. This
note is payable with the revenues generated from the collection of the .03% of the
municipal sales and use tax imposed by the Municipality and collected by the Puerto
Rico Treasury Department.

Annual debt service requirements to maturity for notes payable are as follows:

Year Endlng
June 30, Princlpal

2011
2072
2013
20L4
20Lr2079
20202024
20252029
203G2035

Total

$ 400,000
92,000
9a,oo0

105.O00
646,OOO
910,000

1,270,OOO
1,782,000

0 ,.rla,216
339,990
33:i,340
326,235

1,505,770
1,235,500

asa,200
329,110

$ 5,303,000 $ s,0s6,361

4.

5.

Capital leasee The Municipality is obligated under capital leases with third parties that
expire through 2011 for the acquisition of machinery and equipment. At June 30,
2010, the amount of $3,400 related to the leased machinery and equipment, is
accounted for as long-term liabilities.

LIMS Repayment Plan- Dulirg the riscal year 2O0G2OO1 the Municipality authorized
the CRIM to retain the corresponding portion tor the financing pioiect ot Land
lnformation Management System- LIMS, contracled by the CRIM. A total of $810,183 is
to be retained in ten years period at an interest rate of 5.95% until November 28,
2011. At June 30, 2010, the outstanding balance is $153,756.

Property Taxes Debte These amounts represents the balance owned to the Treasury
Department and to the Municipal Revenue Collection Center ("CRlM') at June 30, 2010
as described in Note 6.

Advances from CRIM- This amount represents the balance owed to the CRIM at June
30, 2010 will be repaid through a financing obtained by the CRIM with cDB.

Compensated Absences" The government-wide statement of net assets includes
approximately $4,028,833 of accrued sick leave benetits, and approximately
$2,454,722 of accrued vacation benefits, representing the Municipallty's commitment
to fund such costs from futule operations.

6.

7.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CATANO

NOTES TO BASIC FINANCIAL STAIEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

12. PENSION PLAN

The Employee's Retirement System of the Commonwealth and its lnstrumentalities (the
Retirement System) is a cost€haring multiple defined benefit pension plans sponsored by,
and reported as a component unit of the Commonwealth of puerto Rico. All regul;l
employees of the Municipality under 55 yeaIs of age at the date of employment become
members of the Retirement System as a condition to their employment.

The Retirement System provides retirement, death and disability beneflts pursuant to
legislation enacted by the Commonwealth,s legistature. Disability ,etirement benefits are
available to members for occupational and non-occupational disabilities. Retirement
benefits depend upon age at retirement and the number of years of creditable service.
Benefits vest after ten years of plan participation.

Members who have attained 55 years of age and have completed at least 25 yea6 of
creditable service, members who have attained 58 years of age and have complited ten
years of creditable service or policemen and firemen membets who have attained 50 years
of age and have completed at least 25 yeals of creditable service, are entifled lo an annual
benetit payable monthly for life.

Members are eligible for monthly benefit payments determined by the application of the
stipulated benefit ratios to the membei,s average compensation. Average compensation is
computed based on the highest 36 months of compensation recognized by ERS. The
annuity, for which a membe, is eligible, is limited to a minimum of g3OO per month and a
maximum of 75 percent of the average compensation.

Commonwealth legislation requires employees to contribute 5.775% Ior the first $S5O of
their monthly gross salary and 8.275o/o lor the excess ove, g 550 of monthly gross salary.
The Municipality is required by the same statute to contribute 9.275% of the participant;s
gross salary. Total Municipality contributions during the year ended June 30, 2O1O
amounted to approximately $1,115,093 this amount represented 1OO% of the tequired
contribution.

On September 24, 1999, an amendment to Act. No. 441 ot May 15, 1951, which created
the Retirement System, was enacted with the purpose of establishing a new pension
program (System 20OO). Employee's participation in the current system as of December
31, 1999, may elect to stay in the defined benefit plan or transfe. to the new program.
Persons joining the Municipality on or afteI January 1, 2OOO, will only be allowed to
become members of System 2OOO. System 2OOO will reduce the retirement age from 65
years to 60 for those employees whojoined the current plan on or aftel April 1, 1990.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CATANO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

12. PENSTON PLAN (CONTINUED)

System 2O0O is a hybrid defined contribution plan, also known as a cash balance plan.
lJnder this new plan, there will be a pool of pension assets, which will be invested by ERS
together with those oI the current defined beneflt plan. The Commonwealth of puerto Rico
wlll not guarantee benefits at retirement age. The annuity will be based on a formula
which assumes that each year the employee's contribution (wlth a minimum of 8,275% to
the employee's salary up to a maximum ol 10%) will be invested in an account which will
either: (1) earn a fixed rate based on the two-year C.onstant Maturity Treasury Note or, (2)
earn a rate equal to 75% of the return of the ERS'S investment portfolio (net of
management fees), or (3) earn a combination of both alternatives. pafticipants will receive
periodic account statements similar to those of defined cortlibution plans showing their
accrued balances. Disability pensions will not be granted under System 2OOO. The
employer's contribution (9.275% ot the employee's salary) will be used to fund the current
plan. Additional information on the Retirement System is provided in its ,inancial
statements for the year ended June 30,2010, a copy of which can be obtalned from the
Retirement System, Minillas Station, PO Box 42004, San Juan, pR 0O94O.

l:}. RISK MANAGEMENT

The Property Division of the Municipality is responsible of assuring that the Municipality,s
property is properly insured. Annually, the Property Division compiles the information of all
property owned and its respective market value. After evaluating this information, the
Property Division submits the data regarding the Municipality,s properties to the Area of
Public lnsurance at the Department of the Treasury oI the Commonwealth of puerto Rlco
who is responsible tor purchasing all property and casualty insurance policies of all
municipalities. Settled claims have not exceeded commercial coverage in any of the past
three fiscal years.

14. FUTURE ADOPTION OF ACCOUNTING PRONOUNCEMENTS

The GASB has issued the following statements that have effective dates after June 30,
2010:

a. GASB Statement No.54, Fund Balance Reporting and Governmental Fund Type
Definitions, which is effective for periods beginning after June 15, 2010, with
early implementation encouraged.

b. GASB Concepts Statement No. 5, Service Efforts and Accomplishments an
Amendment of GASB Concepts Statements No. 2. This Statement provides a
framework to be used by the GASB in considering guidance for reporting SEA by
state ard local governmental entities and amends terminology and other
information in GASB: CS2

The impact ot these statements on the Municipality's basic tinancial statements has not
yet been determined.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CATANO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

15. COMMITMENTS AND CONTINGENCIES

The Municipality is defendant in varlous legal proceedings pertaining to matters incidentalto_the performance of routine governmental operations:U;der pufti"c nct No. 104 o, June25, 1955, as amended, persons are authorlzed to sue the fVunicipalty only for causes ofactions set forth in said Act to a maximum amount of g75,OOO o, iiso,ooO if it invotvesactions for damages to more than one person ol where a single injured party is entifled toseveral causes of action. Under certain circumstances, as priviOei in public Act No. 9 ofNovember 26, 1975, as amended, the Municipality may provide its o*icers and employeeswith legal representation as well as assume the payment of any judgment that may beentered against them. There is no limitation on the payment of ar"nlrdgr"nta.

The rvrunicrparity receives financiar assistance from the federar Governments of the unitedStates of America and the Commonwealth in the form of grants and enti ements. Receiptof grants is genera[y condrtioned upon compriance wrth t;ms and conditions of the gra;t
agreements and applicable federal laws and regulations, includlng the expendituie ofresources for eligible purposes.

Accordlngry, expenditures financed by these programs are subject to financiar andcompliance audits by the appropriate grantor. Disallowance as a resuit of these audits may
become liabilities of the Municipatity.

16. PRIOR PERIOD ADJUSTMENTS

A. GOVERNMENTAL FUND FINANCIAL STATEMENTS

The following reconciles the June-3o, 2OO9 Fund Balance, as previously reported toBeginning Fund Balance, as restated, for the ceneral and Capital projects Funas:

Fund b6lane, as pr€vidsly r€ooned,
luno 30, 20Og

Reclasslfi 6tld of b€tance.

Fund b6tanc6, be6,.nlng 6 Bialed

6(53a5,935) 33,595!785

l\OLl\225)

17,a94,2t2

\o11"22s

$2,182,189 $ 8,286,251

tGezJq) r3j9EJ85 i qBo54?1 i rJr2JEg r 8.2a6251
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CATAITO

NOTES TO BASIC FINANCIAL STATEMENTS (CONTINUED)

YEAR ENDED JUNE 30, 2O1O

16. PRIOR PERIOD ADJUSTMENTS (CONTINUED)

B. GOVERNMENTAL-WIDE FINANCIALSTATEMENTS

During the year, the Municipality adjusted the governmental net assets for unrecognized
revenues. The following schedule reconclles the June 30, 2OO9 Net Assets, as previously
reported to Beginning Net Assets, as restated, for Governmental Ac vities:

Descrlptlon
Net assetq as previoosly reported, June 30, 20Og

A.Uustment to capital a$eE op€raflng expensa{epr€ctgflon

Adjustment to noncurent llabllities

Beglnnlng et Assets, as rcstated

Iotal
$ 67,492,937

(5,753,753)

415.092

$ e2l54276
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CATANO

BUDGETARY COMPARISON SCHEDULE - GENERAL FUND

YEAR ENDED JUNE 30, 2O1O

Vaiance with
ActualAmounts FlnalBudget
(BudgetaryBasis) PGitive

Original Final (S€e Note 1) (Negative)

REVENUES:

Municipallicense tax
constructlon enise tax

Charges for serqces
lntergovemmental grants and cont butions
lnterest on deposiE and investments

EGENDIIURES, ENCUMBRANCESAND OTHER

FINANCING IJSES:

General govemment
urban and €conomic development

Health and sanitation
culture, recreation and educatlon
Publlc housing and economic development
Opelating lranster to other tunG

Total expenditures, encumbrances and other
financlngus€s

EXCESS (DEFICIENCY) OF REVENUES OVER (UNDER)

EXPENDIIURES, EIiIG1'MARA'ICES A'{D O'IIIER
FtNANCtt{G SOURCES (t SES)

Erelanation of Diflerences:

Sources/inf lows of resourc€sr

$ 1439s,300 $ 11395,300
34.060.000 34,060.000
1,2,15,000 1,245,000
5,25i|,5O0 5,253,500
459,770 459,770

5,635,200 s,635,200
900.ooo 900,ooo

1-702.504 7.702.il1
60.65r-274 60.551-274

3r,a59,84a 32,!77,343
4,946,986 8,290,491
3,37a,a32 3,407,432
6,319,144 6,329,144
3,741"024 4,04(024
2,260,E64 2,260,464
4.144.568 4.144.564

$ 60.651-274 3 60.65,.274

3 13,995,1s4
r),803,545
1465,236
3,135,593

453,842
5,55O,75:l

27L376
969.255

39.704.834

20.612,732
7,019,897
2,a22,453
5,&2,646
3.244,592
\773,233
4.OA9.OOO

s 45.19a.293

$ (5.493.it59)

$ 2,599,854
(20,256,415)

22O,236
(2,057,907)

(5,888)

@4,447)
(624,624)
{733.249)

(20.946.it210)

11534,611
\27O,594

545,679
726,462
792,436
/187,631
ss.568

s 15.452.941

$ (5.493./159)

$ 39,704,834Actual amounls (budgeta.y basis)"available for appropdation' from the budgetary compad$n schedulc

Us€Voutf oss of lasourc€s:
Actual amount6 (budgetary bash)"totrl cha€es to appropdations' frcm the budgettry compalison

Differenceenudget to GMP:
Non-budgeted e&enditures

Total erpenditures and other financing use3 as rcponed on the stat€menl ol revenues, expenditures, and
changes in fund balances

$ 45,19a,293

1"452,064

$ 46-650357
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CATAIiO

NOTES TO BUDGEIARY COMPARISON SCHEDULE - GENERAL FUND

YEAR ENDED JUNE 30, 2O1O

1. STEWARDSHIP. COMPLIANCE AND ACCOUNTABILITY

A. BudEetarY Control

The Munlcipality's annual budget is prepared on the budgetary basis ol accounting,

which is not in accordance with USGMP, and represents depadmental appropriations

recommended by the Mayor and approved by the Municipal Legislature prlor to the
beginning of the fiscal year. Amendments to the budget require the approval of the

Municipat Legislature. Transfers of appiopriations within the budget, known as Mayor's

Resolutions, do not require the approval of the Municipal Legislature.

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

fund. For budgetary purposes, encumbrance accounting is used. The encumbrances
(i.e., purchase orde6, contracts) are considered expendltures when incurred Fol

USGMP reporting purposes, encumbrances outstanding at year€nd are repoded as

reservations of fund balances and do not constitute expenditures or liabilities because

the commitments will be honored during the subsequent year'

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

at the end of such fiscal year. Other appropriations' mainly capital project

appropriations, are continuing accounts for which the Municipal Legislature has

authorized that an unspent balance from the prior year be carried forward and made

available Ior current sPending.

The annual budget as presented in the Budgetary Comparison Schedule'General Fund

is the budget ordinance at June 30, 2O1O representing the original budget There were

no supplemental appropriations for the year ended June 30, 2010.
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CATAIiO

SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS

YEAR ENDED JUNE 30, 2O1O

Federal Grantor/Pastthrough
Grantor/Program or Cluster Title

Pasgthrough
Entity ldentifying

Number

Federal
CFDA

Number Ejeenditures

U.S. DEPARTMENT OF HOUSING AND URBAN
OEVELOPMENT:

Direct Programs:
Community Development Block Grant
Homelessness Prevention and Rapid Re
Housing Program (Recovery Act Funded)

Total U.S. Department of Housing and lJrban
Development

U.S, DEPARTMENT OF HEALTH AND
HUMAN SERVICES:

Passed through the Office ol Administration lol
Children and Families:

Child Care and Oevelopment Block Grant 93.575

Total U.s. Depa,tment oI Health and
Human Services

L4.274

L4.257

$ 176,9s9

23,075

200,034

76,603

76,603

U.S. DEPARTMENT OF EDTJCATION:

Pass through PR Govemment Department of
Education:

Even Start - State Educational Agencies
Total u.s. Depa,tment of Education

U.S. DEPARTMENT OF AGRICULIURE:

Pass through PR Govemment Depadment of
the Family:
Chlld and Adult Care Food Proghm

Total U.S. Department of Ag culture

US. DEPARTMENT OF TRANSPORT
ADMINISTRATION:
Direct Program:

Federal Transit - Competitlve Grant
Total u.s. Department ol Transport

Administration

TOTAL EXPENDITURES OF FEDERAL AWARDS

a4.2L3

10.5s4

197,744

L97,744

11464
11,468

986,120

9a6,120

$ 1rtztB73

20.507
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COMMONWEALTH OF PUERTO RICO

MUNICIPALITY OF CATANO

NOTES TO THE SCHEDULE OF EXPENOITURES AND FEDERAL AWARDS

YEAR ENDED JUNE 30, 2010

L, BASIS OF PRESENTATION:

The accompanying Schedule ot Expenditures ol Federal Awards includes the federal grant

activity of the Municipality of Catafro and is presented on the modified accrual basis of

accountinB. The basis of accounting is the same used to prepare the fund financial

statements. The informatlon in thls Schedule is presented in accordance with the

requirements of OMB Clrcular A-133, Audits of States, Local Governme,ts, and Non-Profit

Or€anizatlons.

RELATIONSHIP TO FEDERAL FINANCIAL REPORTS:

Amounts reported in the accompanying Schedule are included in the Other Governmental

Funds in the Municlpality's fund financial statements. The reconciliation between the

expenditures ln the funds financial statements and the disbursements in the Schedule of

Expenditures of Federal Awards ls as follows:

Other
Governmental

Funds

$ ,.47L,973

2,107,&59

2.

Description

Per Schedule ot Exp€nditures ot Federal Awards

Non fedeEl programs expendltures

Iotal expendltures in the b6ic tinanclal statementg $ 3,s79,€82
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REPORT ON COMPLIANCE AND ON INIERNAL @NIROL OVER FINANCIAL

REPORTII{G BASED ON AN AUDTT OF FINANCIAL SIAIEMENTS PERFORMED IN

ACCORDANCE wlIH GOVERNMENT AUDMNG SIANDARDS

To the Honorable Mayor and
the Municipal's Assembly Members
Municipality of Cataio
Catafro, Puerto Rico

I have audited the financial statements of the gove$mental activities, each
mayor fund and the aggregate remaining fund information of the Municipality
of Cataio as of and for the year ended June 30,2O1O which collectlvely
comprise the Municipality of Cataio basic financial statements and have

issued my repofi thereon dated February 28,2011- lconducted my audit in

accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in

Govemment Auditing Standards, issued by the Comptroller General of the

United States.

lntemal Control @er Financlal Reporting

ln planning and performing my audit, I considered the Municipality of Cataio
intemal control over ,inancial reporting as a basis for designing our auditing
procedures for the purpose of expressing my opinion on the financial
statements, but not for the purpose ol expressing an opinion on the

effectiveness of the Municipality's internal control over financial reporting.

Accordingly, I do not express an opinion on the effectiveness of the
Municipality's internal contlol oveifinancial reporting.

My consideration of internal control over tinancial reporting was for the limited
purpose described in the preceding paragraph and would not necessarily

identify all deficiencies in internal control over financial reporting that might be

signiflcant deficiencies or material weaknesses. However, as discussed below,

I identified certain deticiencies in internal control over financial reporting that I

consider to be significant deficiencies.

A control deliciency exists when the design or operation ot a control does not

allow management or employees, in the nolmal course of perfolming their
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assigned functions, to prevent or detect misstatements on a timely basis. A
significant deficiency is a control deliciency, ot combination of cont.ol
deficiencies, that adversely affects the Municipality's ability to initiate,
authorize, recold, process, or report financial data reliably in accordance with
generally accepted accounting principles, such that there is more than a
remote likelihood that a misstatement of the municipality's tinancial
slatements that is more than inconsequential will not be prevented or detected
by the Municipality's internal control. I consider the deficiencies described in
the accompanying schedule of findings and questloned costs to be significant
deficiencies in intemal control over financial reporting as items 1OO1 thru 10
o5

A material weakness is a significant deficiency, or combination of significant
deficiencies, that results in more than a remote likelihood that a material
mlsstatement of the financial statements will not be prevented or detected by
the Municipality's internal control.

My consideration of the internal control over financlal reporting was for the
limited purpose described in the first paragraph of this sec-tion and would not
necessarily identify all deficiencies in the internal control that might be
significant deticiencies and, accordingly, would not necessarily disclose all
significant deficiencies that are also considered to be material weaknesses.
However, of the significant deficiencies described above, I consider items 1G
01thru 1GO5 to be materialweaknesses.

Compliance and Other Matters

As part ol obtaining reasonable assurance about whether the Municipality of
Cataio financial statements are rree of material misstatement, I performed
tests of its compliance with certain provisions of laws, regulations, contracts,
and grants agleements, noncompliance with which could have a direct and
material effect on the determination of financial statements amounts.
However, providing an opinion on compliance with those provisions was not an
obiective ol my audit, and accordingly, I do not express such an opinion. The
results of my tests disclosed instances of noncompliance or other matters that
are required to be reported under Government Auditing Standards and which
are described in the accompanying schedule of findings and questioned costs
as items 1GO6 thru 1GO9.

The Municipality of Catafro response to the tindings identified in my audit is
described in the accompanying schedule of findirgs and questioned costs. I

dld not audit Municipality's response and accordingly, lexpress no opinion on
it.
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This report is intended for the inlormation of the audit committee, the
Municipality's management, the Department ot Housing and Urban
Development (Cognizant Agency), and federal awarding agencies and pasg
through entities. However, since thls report is issue in connec-tlon with a local

ent it is a matter of public record and its distribution is not limited.

February 28, 2Oa1
Bayam6n, Puerto Rico

NOTE: Stamp No. 2587670 ot ure Puerto Rlco State Society of Certified Public
Accountants was afflrcd to the original of this report.
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REPORI ON COMPLIANCE WtTtI REQUIREME}ITS APPLICABLE
TO EACH MAJOR PROGRAM AND ON INIERNAL COTIIROL

OVER COMPLIANCE IN ACCORDANCE WIH OMA clRCULAR 4133

To the Honolable Mayor and
the Municipal's Assembly Members
Municipality of Cataio
Cataio, Puerto Ric!

* Compliance

I have audited the compliance of the Municipality of Cataio with the types of
compliance requl.ements described in the U.S, Office of Management and
Budget (OMB) Circular 4133 Compliance Supplemenl that are applicable to
each of its major federal programs for the year ended June 30, 2010. The
Municipality of Catafro maior federal programs are identified in the summary
of auditor's results section of the accompanying schedule ol findings and
questioned costs. Compliance with the requirements of laws, regulations,
contracts, and grants applicable to each ot its major federal programs is the
responsibility ot the Munlcipality of Cataio management. My responsibility is
to express an opinion on the Municipaliv of Cataio compliance based on my
audit.

I conducted my audit of compliance in accordance with auditing standards
generally accepted in the United States of America; the standards applicable to
financial audits contained in Governmental Auditing Standards, issued by the
Comptrollel General of the United States; and OMB Circular A-133, Audits of
States, Local Governments, and NonProfit Organizations. Those standards and
OMB Circular A-133 require that I plan and perform the audit to obtain
reasonable assurance about whether noncompliance with the types of
compliance requirements refered to above that could have a direct and
material effect on a majo. federal program occurred, An audit includes
examining, on a test basis, evidence about the Municipality ot Cataio
compliance with those requirements and performing such other procedures as
I considered necessary in the circumstances. I believe that my audit provides a
reasonable basis for my opinion. My audit does not provide a legal
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determination of the Municlpallty ot Cataio compliance with those
requirements.

As desc bed in items 1OO5 and 1006 thru 1OO9 in the accompanying
schedule ot audit findings and questioned costs, the Municipality ot Catafro did
not comply with requirements regarding reporting and cash management, that
are applicable to its avyards: Community Development Block Grants, Child
Care, Even Start, Food Program, and Federal Translt. Compliance with such
requirements is necessary, in my opinion, for the Municipality ol Catafro to
comply with the requirements applicable to those programs.

ln my opinion, except for the noncompllance described in the preceding
paragraph, the Municipality ot Cataio complied, in all material respects, with
the requirements referred to above that are applicable to each of its majol
federal programs for the year ended lune 30,2010.

* lntemal Control over Compliance

The management of the Municipallty of Cataio, is responsible for establishing
and maintaining eftective internal control over compliance with the
requirements of laws, regulations, contracts, and grants applicable to lederal
programs. ln planning and pedorming my audit, I consideled the Municipality's
internal control over compliance with requirements that could have a dlrect
and material eflect on a major federal progmm in order to determine my
auditing procedures for the purpose of expressing my opinion on compliance,
but not for the purpose of expressing an opinion the etfectiveness of the
Municipality's internal controlover compliance. Accordingly I do not express an
opinion on the effectiveness of the Municipality of Catafro internal control over
compliance.

My consideration of internal control over compliance was for the limited
purpose described in the preceding paragraph and would not necessarily
identify all deficiencies in the entity's intemal control that might be significant
deficiencies or material weaknesses as defined below. However, as discussed
belou I identified certain deficiencies in internal control over compliance that I

consider to be significant deficiencies and others that I consider to be material
weaknesses.

A control deficiency in an entity's internal control over compliance exists when
the design or operation of a control does not allgw management or employees,
in the normal course ol performing their assigned functions, to prevent or
detect noncompliance with a type ot compliance requirement of a federal
program on a timely basls. A significant deficiency is a control deficiency, or
combination ol control deficiencies, that adversely affects the entity's ability to
administer a federal program such that there is more than a remote likelihood
that noncompliance with a type of compliance requirement of a federal
program that is more than inconsequential will not be prevented or detected by
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the entity's internal control. lconsider the deficiencies in internal control over
compliance described in the accompanying schedule oI findings and
questioned costs, as items 1GO1thru 1GO5 significant deficiencies.

A material weakness is a significant deficiency, or combination of significant
deficiencies, that results in more than a remote likelihood that material
noncompliance with a type of compliance requirement of a tederal program
wlll not be prevented or detect by the entity's internal control. Of the significant
deficiencies in internal conlrol over compllance described in the accompanying
schedule ot findings and questioned costs, I consider items lGOl thru 1GO5
to be material weaknesses.

The Municipality of Cataio, response to the lindings identified in my audit is
described in the accompanylng schedule ol findings and questioned costs. I

did not audit Municipality's response and, accordingly, lexpress no opinion on
it.

This report is intended for the information of the audit commiftee, the
Municipality's management, the Department of Housing and Urban
Development (Cognizant Agency), and tederal awarding agencies and pass
through entlties. However, since this report is issue in connection with a local

matter of public record and its distdbution is not limited.

#3305

February 28, 2011
Bayam6n, Puerto Rico
NOTE: Stamp Io. 2587671of the Puerto

Accountants was affixed to the o
Public

Afi$
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Commonwealth of Puerto Raco
Municipality of Catafro

Schedule of Finding and Questioned Costs
June 30, 2O1O

Section I - Summarv of Auditor's Results

Flnancial Statements

Type of auditor's report issued: eualified

lnternal control over financial reporting:

{ Materialweakness (es) identified? _llyes _no

+ Reportable condition(s) identified
that are not considered to be
material lyeaknesses _]lyes _none reported

* Noncompliance material to financial
statements noted? _llyes _no

FederalAwards

lnternal control over major ptograms:

l Material weakness (es) identified? _tlyes _no

I Reportable condition (s) identified
that are not considered to be
material weakness (es)? _llyes _none reported

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

Any audit findings disclosed that are
required to be reported in accordance
with section 51O 9a) of Circular A-133? _lLyes _no
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Commonwealth of Puerto Rico
Munlcigality of Cataio

Schedule of FindinE and Questioned Costs
June 30, 2O1O

Soction I - Summarv ofAuditor's Results - Continued

ldentiflcation of maior programs:

CFDA #
L4.2L9
20.507

Name of Federal Programs or Clustet
CDBG

Federal Transit Competitive

Dollar threshold used to distinguish
between type A and type B progtams:

Auditee qualified as low-risk auditee?

Section ll Financial Statements Findings
Repo*able Condillons
"Material Weakn6ses"

_yes

s 300.000

_-r_no

lOOl Accounting System and OtherAccounting Records

Statement of condition

The Uniform Accounting System (|,JAS) and the accounting records currently used by

the Municipality do not have the necessary capabilities, plocedures, internal
controls and records to ensure accurate financial reporting and to prepare the
Municipality's basic financial statements and federal program's reports in
conformity with Accounting Principles Generally Accepted in the United States of
America for State and Local Governments (GAAP). The UAS is a system
promulgated by the Office of the Commissioner of Municipal Affairs ol Puerto Rico
(OCAM, by its Spanish acronyms), a governmental 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 fol the recordin€l of revenue collections'
disbursements and other limited transactions' ln addition, the accounting records
are not fully integrated, and a double entry system is not generally followed
Accounting records are maintained on the cash basis and budgetary accounting
bases (two accounting bases that differ significantly from GMP) and do not comply
wlth Statement No.34 of the Governmental Accounting Standards Board (GASB

34), as amended.
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1O{)l Accounting System and Othel Accounting Records (Continued)

The following specitic additional conditions were noted in relation to the IJAS of the

Municipality:

* Accounting transactions are currently accounted tor simultaneously through
manual and computerized accounting systems for which no reconciliation
procedures are made among them, including the accounting records

currently used by fedelal programs which are not reconciled with the UAS.

The balance sheet accounts in the UAS are not reconciled and adjusted to
conform them to the Municipality's audited basic financlal statements.

- The UAS does not have the capabilities of: (1) distinguish between

expenditures (expenses) lncurred and encumbered, (2) recording and

processing all types ot capital asset transactions, principally the accounting
of depreciation and amortization expense, (3)recording and processing all

transactions related to revenues susceptible to accrual (accounts receivable)

and, (4) recording and processing transactions related to long-term debt,

including bonds and noles payable, obligations under capital leases'

reserves for federal cost disallowances, legal claims and judgments and

compensated absences, etc.
i No adequate year€nd closing procedures are made to account for all

transactions affecting all funds.
* No adequate segregation is made between items representing actual

accounts payable and those representing outstandlng encumbrances'

Accordingly, material amounts of unrecorded liabilities are generally

recorded at fiscal Year-end.
e The management of the federal programs administered by the Municipality

maintains separate accounting records for each federal proglam' which are

not reconciled with the UAS (the official accounting system of the

MunicipalitY).

- No adequate and complete accounting records are kept for inter-fund

balances and transactions.
* The audit adiustments resulting from Single Audits are not completely

posted in the UAS.
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1OOl Accounting System and Other Accounting Reclrds (Continued)

The baslc financial statements of the Municipality must be prepared using the
linancial information obtalned from various municipal departments and accounting
records outside of the official UAS, and from informatlon obtained from regulators
and independent third parties. ln addition, the Department of Finance does not
maintain accounting records and working papers supporting the balances and
disclosures reported in the baslc flnancial statements o, the Municipality; princlpally
those related to Government-wide Financial Reporting.

The Finance Department does not maintain accountlng records supporting most of
the procedures perrormed during the preparation of the Municlpality's basic
flnancial statements as tollows:

The conversion of accounting records from the cash basis of accounting to
the modified accrual basis of accounting used by governmental funds;
The conversion of governmental funds from the modilied accrual basis to the
accrual basis of accounting used by government-wide financial statements;
and

I Working papers and analyses of significant balances reported in the basic
financial statements, such as capital assets, accounts receivable (munlcipal
licenses, grants and contributlons, etc.), deferred revenues, accounts
payable, and long-term obligations (for which the general practice is to rely
upon the notifications received from the Government Development Bank for
Puerto Rico, the Puerto Rico Treasury Department, the Federal Governmeni
and the Municipal Revenue Collection Center for the balance of its
outstanding debt and the withholdingfor its debt serYice).

Criteria:

Article 8.o1o(b) of Law No.81 of August 30, 1991, know as the Autonomous
Municipalities Act of Puerto Rico (Law No. 81), states that the Municipality must
maintain its fund accounting in accordance with Accounling Principles Generally
Accepted in the lJnited States of America (GMP), as Promulgated by the
Governmental Accounting Standards Board (GASB), the National Committee on
Governmental Accounting (NCGA) and the Governmental Accountlng, Auditing and
Financial Reporting book (commonly know as Blue Book).

*

t
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1GOl Accounting System and Other Acrounting Records (Continued)

ln addition, Article 8.010 (c) of Law No. 81 states that uniform accounting system

used by the Municipality must(1) produce reliable teports and linancial statements'
(2) provide complete information about the results of operations of the Municipality'

and (3) include the necessary internal controls to account all funds, capital assets

and other assets ot the Municipality.

Furthermore, Section 5 of the Revised Regulation on basic Standards tor the
Municipalities of Puedo Rico, which were created pursuant to Article 19 011of law

No.81 and approved by the Oflice ol the Commissioner ol Municipal Affairs, state

that the accounting system of the Municlpality should include:

+ Final entry books that allow for the preparation of month€nd summarles of
transactions for posting in the orlginal entry records and for the gathering of
information needed for the preparation of basic financial statements and

other reports;
+ Fiscal procedures for the system's operations, establishing proper internal

controls and the prevention of irregularities. These procedures should
provide for the timely and accurate perlormance of operations. lt should

include the necessary records, files, reconciliations, adjustments, closing

entries, reports, and all other necessary documentation to support the basic

financial statements.

Due to the conditions referred to above, the prepatation of the Municipality's basic

financial statements as of and tor the fiscal year ended June 30' 2010 was more

ditficult and less efficient than would have been in ordinary circumstances. A

signlficant amount of adrusting entries had to be made to the financial data and

reporls processed through the UAS in order to properly account for unrecorded

transactions and to correct tlansactions recorded in the wrong accounting period'

Since the accounts and other accounting reco.ds 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

sources outside the UAS. These conditions rePresent material weaknesses in the
Municipality's internal controls over financial reporting.
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,.OOl Accounting System and Other Accluntlng Recods (Continued)

The continued failure to have an adequate accounting system does not allow the
Munlcipality to have timely and accurate financial information for its decision
making process. ln addition, financial reports prepared may have errors ol
omissions that \vill affect future linancial decisions. Another effect is the use of
inaccurate financial information as a base for ihe preparation of annual budgets,
which, therefore, may result in budgetary compliance problems.

Recommendationi

We recommend the Municipality to finally implement a uniform accounting system
designed to provide maln and essentials procedures in compliance wlth all
applicable tederaland local laws and legulations and with prescribed requirements
regarding internal controls.

Auditee Response:

This condition is similar as in prior years audits. Management accepted the
condition and is actually working on the followlng:

Accounting system upgrade. A Financial Management System developed by a

private company is been implemented with the technical assistance of the Firm
from which the System was acquired. First part of the accountlng system was
implemented and tested du ng the year audited. The second part rvill be

implemented during the first hall of 2011.

1OO2 lnactlve and Unnecessary Funds

Statement of Condltlon:

Du ng prior years, the Municipality maintained excessive number of funds
pertaining to the special tevenue and capltal projects funds, many ot which were
inactive or had insignificant movement or operations. During fiscal year ending
June 30,2010, Municipality's management perlormed a detailed analysis of all
these funds, resulting a net prior period adjustment to the General Fund, which
increased its deficit in the amount of $ 1,737,630, as explained in Note 15 to the
Basic Financial Statements-
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1OO2 lnactive and Unnecessary Funds (Continued)

Cliteria:

Article 8.007(b) ot the Law No. 81 of August 30, 1991; know as the Autonomous

Municipalities Act of Puerto Rico (Law No.81), states that funds without specitic

fiscal years should be closed when the fund's objectives have been completed'

NCGA Statement No, 1, paragraph 4, states that 'Eiovernmental unlts should

establish and malntain those funds required by law and sound tinancial

administration. Only the minimum number oI funds consistent with legal and

operating requirements should be established since unnecessary funds result in

inflexibility, undue complexity, and inetficlent financial administration"'

ln addition, the recommended practice on 'lmproving the effectiveness of Fund

Accounting' (2004), issued by the Government Finance Oflicers Association ot the

LJnited St;tes and Canada (GFOA), states that it is important in this regard to

distinguish accounting from financial reporting. Whereas and accounting system

must collect all of the data needed to ensure and demonstrate legal compliance,

financial reporting is concerned with only those aspects of compliance that are of

importance to users of general purpose extelnal financial reports'

This situation occurred because the Municipality did not analyze and closed on time

inactive funds and bank accounts when the fund's objectives have been met ol are

no longer relevant. The continued maintenance of these funds and accounts

exposed the Municipality to the unauthorized use of funds from inactive accounts

fo; activities not intended to be financed with these funds. The aforementioned

conditions represent material weaknesses in the Municipality's internal controls

over financial reporting.

Recommendatlon:

The finance director must develop policies and procedures to continuously analyze

these funds in order to prevent occurrences of the above condition again- lnactive

and unnecessary funds should be closed after detelmine that its intended

objectives were met. Remaining balances should be disposed of in accordance with

local and tederal laws and regulations.
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1GO2 lnactive and Unnecesary Funds (Continued)

Auditee Response:

This condltlon is similar as in prioi yeat's audits. The tinance directols is aware of

its signlficant effects over the Municipality's financial positlon and entered into a
proc; to analyze all inactive accounts with balances to determine whether they

are needed or should be closed. All plocedures are expected to be completed

during the second half of fiscal year 2011-

1GO3 Ceneral Fund Deficlt

Statement of Conditlon:

As more fully explained in Note 16 to the Basic Financlal Statements, prior period

adjustments and reclassiflcations to the General Fund increased the deficlt
presented as of June 30, 2OO9, as follows:

Fund Balance (Deficit) - as originally presented

Prlor period funds reclassiflcations

Fund Balance (Deflcit) as restated

($5,38s,935)
(1,O11,23s)

G0,39L16O)

Criteria:

Sound management requlres proper managing and classilications of General and

Special Fundi for the eftectiveness of Fund Accounting, and for the estimation ot

balances tor budgetary purposes. These balances should be based on facts,

tendencies and prior year experiences. Law #81 of 1991 named "Autonomous

Municipalities Act' requires that each year a portion of the budget be segregated to

cover iny budget or fund balance deficit from prior fiscal years lf deficit continues

to increaie, thi podion to be segregated each yeal will also increase, leaving less

balance available to Municipality for expenditures'

Recommendation:

The Finance Director must develop policies and procedures in order to prevent the

above condition again. Also, a portion of next fiscal year budget should be

segregated to cover prior year fund balance acciued delicit.
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1GO3 General Fund Deflclt

Auditee Response:

Management agrees with the finding and the recommendatlon, and establlshed
and account, setting aside a portion of the 201G2011 budget, for prior year

adjustments. Effective procedures were developed among the purchase and
auction offices, meeting the budgetary requirements.

1OO4 Unauthorized use of next flscalyear's municlpal license revenue

Statement of Conditlon

Municipal license tax revenues for fiscal year 20092010, which were collected in

advance from taxpayers between January l and.rune 30, 2010 (Know in Spanish as

'Patente en Suspenso'), weie used by the Municipality to cover cedain operating
costs and cash flows shortages of the general fund incurled during the fiscal yeal
ended June 30,2010. Such unearned municipal license tax revenues amounted to
$9,780,377 and were related to the Volume of Business Declaration Returns to]
fiscal year 20092010 which were tiled by taxpayers between January and June

2009.

Those unearned revenues collected in advance pertain to the general fund's
operating budget for fiscal year 2O092O1O, and should not be used to pay

obligations ot the fiscal year 200&2009 and accordingly were not authorized by a

munlcipal ordinance 01 resolution,

The foregoing condition is primarily due to the following reasons:

I During prior liscal years, the general fund's expenditures have exceed iG
revenues consistently, lvhich have lead the Municipallty to also consistently
consume in each liscal year, the unearned municipal license revenues
collected ln advance for the next fiscalyear.

I The Unitorm Accounting System (UAS) does not provide tor ihe gathering and
recording of accurate financial information and preparation of accurate
financial information and pteparation of accurate financial leports on a
timely basis. Theretore, since curent financial information is not readily
available, management ls not able to make effective and eflicient decisions
concerning the use of resources.
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1OO4 Unauthorized use of next fiscal yea/s municipal llcense revenue (Continued)

Statement of Conditlon (continued)

+ The Municipality does not prepare cash flows torecasts and projections to
anticipate any cash tlows shortage.

* Management does not have timely and accurate infotmation regarding its

operatlons and cannot monitor the adherence to the established budget

aPpropriations and cash flows.

* The Municipality is appropilating expenditures assuming that budgeted

revenues have been actually collected.

* The budgeting system does not reflect actual revenues, therelore cannot
pievent the obllgation of expenditures for which current resources will not be

available.

The continued occurrence ot this situation may result in possible slgnificant general

fund limitations and eventual reduction or elimination of municlpal services since

future revenues will need to be used to pay for accumulated liabilities. The

atorementioned conditions lepresent a matedal weakness in the Municipality's
internal controls over financial reportlng.

Criteria:

Adicle 8.0O4(b) ot Law No.81 ot August 30, 1991, known as the Autonomous
Municipalities Act of Puerto Rico (Law No.81) states that the Municipality cannot

use or obligate any amount in a given fiscal year that exceeds the appropriations

and the resources authorized by ordinance or resolution for such fiscal year' ln

addition, the Municipality cannot be committed, in any form, to any contract or

negotiation for the future payment of amounts that exceed the current fiscal year's

budgeted resources,
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1GO4 Unauthotized use of next fiscal yea/s municipal license levenue (Continued)

Recommendation:

We recommend the Municipality to prepare cash flows forecasts and projections in

accordance and compared with budgeted amounts to anticipate any cash flows

shodages and to avoid using financial resources of future liscal yeals to cover the

operating needs of the current fiscal year.

Auditee Response:

Management is working over the condition, which is similar as in prior years audits,

and during this year started the implementation of a new financial management

system, The second accounting module to be installed during the first half oI2011
will produce revenue and expenditure reports on a weekly and monthly basis which

will be used to prepare the cash flow reports.

1GO5 lnadequate Accounting Records, Practices and ovetsieiht Responslbility

Statement of Condition:

The accounting records maintained by the tederal programs are not reconciled with

the accounting records maintained by the Munlcipality's Central Accounting

Department. The Municipality has not established adequate procedures for the

reconciliation of the transactions recorded in the programs accounting records with

those recorded in the Municipality's central accounting department records'

Crite a:

This condition may allow for inaccurate reporting of programs supported activities

and inadequate control ot budgeted cost. OMB Circulal A-1O2 requires recipients of

federal funds to have a financial management system that provides for accurate,

curlent and complete records of the financial results of federally assisted activities

in accordance with the financial reporting requilements of the federal programs'
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loo5lnadequateAccountingRecords'P]ac.tlcesand(tre]siE|htResponsibi|ity
(Continued)

Recommendationi

The Municipallty should establish procedures to provide lor the monthly closing of

ift" u""orntind records and the reconciliation ot these records wiih those

."iniain"a at lhe central accounting department. Therefore, improving the overall

int"rn"t controt system and complying with the requirement of an adequate

f inancial management system.

Audite€ Response:

This condition, lYhich is similar as in prior year's audits, was accepted and during

ifri" v"", it"rt"O the implementatlon of a new financial management system' First

purt'"i t'rt" 
""""r"t*g 

system was implemented and tested during the year audited'

itre second part witt be implemented durlng the first half ol 2011'
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SBGP lIX)6 - FEDERAL CASH MIIMGEMR{T SEIEM
- c,FDA* 14.2L9

_ Criteria:

Federal regulations require that grantees shall conform to the standards of timing
and amounts as applicable to advances by federal agencies. Amounts requested- should be limited to the program's immediate cash needs.

Condition:

The Municipality has not established effectlve cash management procedures,

Effecti

As part of my test, the program hed an average cash balance of approxlmately
$25,308.50 during the fiscal year. There were months which reported balances as
high as $ 129,749.25.

Cause:

Cash balances remained high because usually the funds received during the month
are expended during the following months.

Re@mmendation:

ln accordance with Federal regulations, the Municipality should esflmate
drawdowns of Federalfunds as closely as possible to the actual disbursements.

Auditee Response:

During this year ended June 30, 2010, the Finance and Federal programs Directors
developed and implemented control procedures to ascertain compliance with the
above stated requirement, A new accounting cletk was hired by the fedelal
proglams offlce to work on the payments ptocess, together with the accounts
payable clerk at the finance oftice. ln addition, both offices facilities are been
relocated in the same floor in oider to avoid the waste of time during the flow of
documents and information. Other strategies and details are been considered to
maximize the effectiveness of the implemented procedures.
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ChIId Cat€ 1OO7 - FEDERAL CASH MANAGEMENT SYSIEM
GFDA # 93.575

Critelia:

Federal regulations require that grantees shall conform to the standards of timing
and amounts as applicable to advances by federal agencies. Amounts requested
should be limited to the program's immediate cash needs.

Condition:

The Municipality has not established eflective cash management plocedures,

Effect:

As part ol my test, the program
$9,081.96durin9 the fiscal year.
high as $ 11,268.40.

Cause:

had an average cash balance of approximately
There vvere months whlch reported balances as

Cash balances remained high because usually the funds received during the month
are expended during the following months.

Recommendation:

ln accordance with Federal regulations, the Municipality should estimate
drawdowns of Federalfunds as closely as possible lo the actual disbursements.

Auditee Response:

During this year ended June 30, 2010, the Finance and Federal programs Directors
developed and implemented control procedures to ascertain compliance with the
above stated requirement. A new accounting clerk was hiled by the federal
programs office to work on the payments process, together with the accounts
payable clerk at the finance office. ln addition, both offices facilitles are been
relocated in the same flool in order to avoid the waste of time during the flow of
documents and information. Other strategies and details are been considered to
maximize the effectiveness of the implemented procedures.
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Even Sta]t 1OO8 - FEDERAL CASH MANAGEmENT SYSIEM
CFDA #a4.213

Criteria:

Federal regulations require that grantees shall conform to the standatds of timing
and amounts as applicable to advances by federal agencies. Amounts requested

should be limlted to the program's immediate cash needs.

Conditlon:

The Munlclpality has not established ettective cash management procedures.

Effect:

As part of my test, the program had an average cash balance of approximately

$17,811.59 during the fiscal year. There were months which reporled balances as

high as $ 47,3,r4.5O.

Cause:

Cash balances remained high because usually the funds received during the month
are expended during the following months.

Recommendation:

ln accordance with Federal regulations, the Municlpality should estimale
drawdowns of Federallunds as closely as posslble to the actual disbursements.

Auditee Response:

Durlng this year ended June 30, 2O1O, the Finance and Federal programs Dlrecto6
developed and implemented control procedures to ascertain compliance with the
above stated requirement. A new accounting clerk was hired by the lederal
programs offlce to work on the payments plocess, together wlth the accounts
payable clerk at the flnance office. ln addition, both offices facilities are been

relocated in the same flooi in order to avoid the waste of time during the flow of
documents and information. Other strategies and details are been considered to
maximize the effectiveness of the implemented procedures.

'78



Commonwealth of Pue o Rico
Municlpallty of Cataio

Schedul€ of Finding and Questioned Costs
June 30, 2O,'O

Food Program lOOg - FEDEML CASH MANAGEMENTSYSIEM
CFDA #10. 558

Cdterla:

Fedelal legulations require that grantees shall conform to the standards of timing
and amounts as applicable to advances by lederal agencies. Amounts lequested
should be limited to the program's immediate cash needs,

Condition:

The Municipality has not established effectlve cash management procedures.

Effect:

As part of my test, the program had an average cash balance of approximately
$145,550,29 during the fiscal year. There were months which reported balances as
high as $ 186,838.73.

Cause:

Cash balances remained high because usually the funds received during the month
are expended during the following months.

Re@mmendation:

ln accordance with Federal regulations, the Municlpality should estimate
drawdowns of Federal funds as closely as posslble to the actual disbursements.

Auditee Response:

During this year ended June 30, 2010, the Finance and Federal plograms Directors
developed and implemented control procedures to ascertain compliance with the
above stated requirement. A new accounting clerk was hired by the federal
programs offlce to work on the payments process, together with the accounts
payable clerk at the tinance office. ln addition, both offices facilities are been
relocated in the same floor in order to avoid the waste of time during the flow ol
documents and information. Other strategies and details are been considered to
maximize the effectiveness of the implemented procedures.
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COMMONWEALIH OF PUERTO RICO
MUNICIPAUTY OF CATAfiO

SCHEDULE OF PRIOR YEARS AUDTT RNDINGS
FOR TIIE FISCAL YEAR ENDED JUNE 30, 2O1O

For all prlor year findings and questioned costs the Municlpallty has filed The Corrective Actlon Plan.

DurinCl the cui.ent audit, we inquired about the status of the prior year's audit findin!,s and
questioned costs, communicated to the Municipality ot Cataio. lt was notd that corrective action
has been taken, except for certain conditions that stlll exists.

SI]TGLE AUDIT REPORTS FOR THE
YEAR ENDED JUNE 30, 2OO!)

PROGRAM FINDINGS/NONCOMPLIANCE
All Fedeml Prcgrams O9O7 - FEDERAL FII.IANCIAL REPORTS

Statement of Condition:
Reporting requirementsi

Accounting records in Federal Programs
are not reconciled with those recorded in
the Municipality's central accountinE
department records.

Recommendatlon:

The Municipality should prepare federal financial
_ Reports based on the programs underlying accounting

records.

- Curent Status:

Condition still prevail. Similarfinding in current year

_ See finding 1GO5

SBGP O9{7 - FEDERAL CASH MANAGEMENT SYSIEM

_ oFDA # 14.219
Statement of Condition:
The Municipality has not established effective cash

_ management procedures.

Recommendation:

ln accordance with Federal regulations, the
Municipality should estimate drawdown of

- Federalfunds as closely as possible to the actual
disbulsements.
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SBGP O9O7 - FEDEML CASH MANAGEMENT SYSIEM (CONNNUED)

CFDA # 14. 219
Cur?ent Status:

Condition still prevail. Similar finding in curent
year. See finding 1GO6

Child Care 09{8 - FEDERAL CASH MA'{AGEMENI SYSIEM
CFDA # 93. 575

Statement of Condition:

The Municipality has not established effective cash
management procedures.

Resommendation:

ln accordance with Federal regulations, the
Municipality should estimate drawdown of
Federal funds as closely as possible to the actual
disbursements.

Curent Status

Condition still prevail. Similarflnding in current
year. See finding 1GO7

- Evenslart O9O9 - FEDERAL CASH MANAGEMENT SYSIEM
CFDA *84. 213

Statement of Condition:

The Municipality has not established etfective cash
management plocedures.

Recom mendation:

ln accordance with Federal regulations, the
Municipality should estimate drawdown ot
Federallunds as closely as possible to the actual
disbursements.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CATAIO

SCHEDULE OF PRIOR YEARS AUDIT FINDINGS
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

Even Start 0949 - FEDEML CASH MANAGEMENT SYSIEM (CONINUED)
cFDA #44. 213

Curent Status:

Condition still prevail. Similar tinding in curent
year. See finding 1GO8

Food Program 0910 - FEDERAL CASH MANAGEMENT SYSTEM

CFDA #10.558
Statement ot Condition:

Ihe Munic,lpallty has not established effective cash
management prccedures.

Recommendatlon:

ln accordance with Federal re8ulations, the
Municipality should estimate drawdown of
Federal funds as closely as posslble to the actual
disbu rsements.

Cunent Status

Condition still prevail. Similar finding in current
year. See finding 1OO9

SINGLE AUD]T REPORIS FOR IHE
YEAR ENDED JUNE 30, 2OO8

PROGRAM FINDINGS/I{ONCOMPITANCE

All Federal Pmgrams OAOT - FEDEML FIMNCIAL REFORTS

Statement ot Condltbn:

Reporting requiremenG:

Accountlng records in Federal Proglams
are not reconciled with those recoided in
the Municipality's central accounting
depa ment recotds.
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sc*.ou#Bl',J,tHlfftTlt[oon,n*
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

SINGLE AUD]] REFORTS FOR IHE
- YEAR ENDED JUNE 30,2OOA

_ PROGRAIU FTNDTNGS/NOi{COMPT.TANCE

All Federal Pmgrams OAOT - FEDERAL FINANCIAL REPORIS (CO nNUED)

- Recommendation:

The Municipality should prepare federal financial
Reports based on the proglams underlying accounting
records.

Curent Status:

Condltion still plevall. Slmllarflndlng in cunent year
- see finding 1oo5

CiiH and Care- fooa proElam

CFDA No. 10.558 @{!l - FEDEML CASH MANAGEMEi T SYSIEM

- Statement ot Condlllon:

The Municipality has not established effective cash
management procedures,

Recommendation:

ln accordance with Federal regulations, the
Municipality should estimate drawdown of
Federaltunds as closely as possible to the actual
disbu rsements.

Curent Statusi

Condition still prevail. Similar finding in curent
year. See tinding 1OO9
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OR THE FISCAL YEAR ENDED JUNE 30, 2O1O

Child Care
- CFDA No.93.575 OS11- FEDEML CASH MANAGEMENT SYSTEM

Statement of Candition:

The Municipality has not established etfective cash
manaElement ptocedures.

Recommendation:

ln accordance with Federal regulations, the Municipality
should estimate drawdown of Federalfunds as
closely as possible to the actual disbursements.

Current Status:

Condition still prevail. Similarfinding in current year. See finding 1GO7

SBGP Progam
CFDA No. 14.219 0&12 - FEDERAL CASH MANAGEMENT SYSTEM

Statement ol Condition;

The Municipality has not establlshed effective cash

management procedures.

Recommendatlon:

ln accordance with Federal regulations, the Municipality
should estimate drawdowns of Federalfunds as
closely as possible to the actual disbu6ements.

Curent Statusr

Condition still prevail. Similarfinding in current
year. See finding 1GO6
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COMMONWEALIH OF PUERTO RICO

sc*.ou,.Ill'f 5ll'*il'lJf li%n,,n*

- 
FOR THE FISCAL YEAR ENDEDJUNE 3O,2O1O

SBGP Pm$am
- CFDA No, 14.219 O&14 - IMDEQUAIE DOCUMENTATION OF PARIICIPANT FII.TS

Statement o, Condltlon:

lncomplete accounting records.

Stlll remain 2l files that do not presented for examination
the inspec'tion of the ,€habilitation wo upon completion
ard l. file that do not contain evidence of construc'tion materlal retum.

R€commeodatlon:

The Munlclpality must inspect the rehabilitatlon work upon
completion to assuE that lt b caried out ln accordance wlth
the contraci specif icat'tons.

. Curent Status
Condltlon still prcYail.

EvBn Start
CFDA o.84.2I3 0&16 FEDERAL CASH MANAGEMEM SEIEM

Statement of Condition:

The Municipality has not established effective cash
management procedures.

Recommendation:

ln accordance with Federal regulations, the Municipality
should estimate drawdown of Federaltunds as
closely as possible to the actualdisbursemenG.

Current Status;

Condition still prevall. Similar findlng in
current year. see finding 1O{)a
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Commonwealth of puerto Rlco
Municipatity of Cataio

Summary schedule of prior yea6 audit findings
Frscat year 20OZ_20O8

The following schedule contains the finding number and tifle of each of the Iindings included
in the report on compllance and internal control based on the audit of the general purpose
financial statements for peformed ln accordance with government audlting standards for the
flscal year ended June 30, 2OO7. Under the headlng corrective acflon taken there will be the
followingi

PR - Patially resolved (indicating the corrective ac-tion plan was partially implemented and
thetlnding repeated in fiscal year 2007-2008, 2OO&20O9 and 2OO$2O10).

NR - Not resolved yet. Findings repeated in fiscat year 2OO7-2OOa, 2OO&2009 and 2OO9
20ao.

R - R6olved

Coarective
Action
Taken

Flndlng
Number ftle

O74L Dericiencies ln the UnForm Accounting SyslemO9O1 and other Accounting Recolds

O7O2 lnactive and Unnecessary Funds
o902

O7{)3 lack of monitoring and fraud prevention activities

07OG Disbursement test

NR

NR

NR
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Com monryealth of Puerto Rico
Muricipality of Cataio

Summaryschedule ol pliot years audit findings
Fiscrl year 2O0G20O7

The following schedule contains the finding number and ti e of each of the ,indings included
in the report on compliance with requirements applicable to each maior program and internal
control over compliance in accordance with OMB Circular A-fi13 for the fiscal year ended June
30, 2007. Under the heading corrective action taken there will be the following:

R - Resolved

PR - Partially resolved (indicating the corrective action plan was partially implemented and
the finding repeated in fiscal year 2007-2008, 2O0&20O9 and 20092010).

NR - Not resolved yet. Some Findings repeated in fiscat yea. 2007-2008, 2OO&2009 and
200+2010.

Finding
Number

o709

07-n

07-13
o907

07-L4
o9{8

o7-15
0909

o$10

07-t7

o7-13

Corrective
Action
Taken

NR

PR

NR

NR

R

Title

Federal f inancial reports

Equipment and Real Property ManaEement

Federal cash management system

Federal cash management system

Federal cash management system

Federal cash management system

lnadequate documentatlon of participant flles

R

NR

NR

Earmarking Requirement
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Commonwealth ot Puerto Rico
Municipatity ot Cataho

Summaryschedule of plior yeaE aldltfindings
Flscat year 200'2006

The following schedule contains the finding number and tifle of each of the findlngs included
in the report on compliance and lnte.nal control based on the audit ot the general putpose
financial statements for performed in accordance with government auditing standards for the
fiscal year ended June 30, 2OO7. Under the heading corrective action taken there will be the
following:

PR - Padially resolved (indicatlng the correctlve astion plan was partially implemented and
the finding repeated ln fiscalyear 2007-2008).

NR - Not resolved yet. Some FindinEls repeated in tiscal year 2OO7-2OO8, 2OO&2009 and
200$2010.

Finding
Number

om1
09{1

0602
09{2

0603

o6.06

Corectlve
Action
TakenTitle

Deficlencles in the Uniform Actounting System
and other Accountlng Records

lnactive and Unnecessary Funds

Lack oI monitoring and fraud prevention activities

Personnel tiles and related payroll procedures

NR

NR

NR
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Commons€attlr of Puerto Rloo

Munldpaffy oI Cataffo
srrmmary sch€dub ot prlot yeaB audlt findlngs

Fbcal year 2OO$2q)6

The following schedule contains the findlng number and title ol each of the Iindlngs included

Ln the report-on compliance wlth requllements applicable to each major program and internal

conttolover compliance in accordance with OMB Circular A-133 for theliscalyear ended June

30, 2007. Under the headlng corrective actlon taken there will be the following:

R - Resolved

PR - Partlally resolved (indicating the corrective action plan was partlally implemented and

the flnding tepeated in fiscal year 2OO7-20O, 200&2009 and 200$20108)'

NR - Not resolved yet. Some Findings repeated in tiscal year 20O7-2OO8, 2O0&20O9 and

200+2010.

Corective
Action
Taken

NR

Findlng
Numbe]

o6{9
o901

0&12
09{7

OGfiI
09{8

oa14
o9{9

o910

0616

oela

o&19

Title

Accounting system

Federal cash management system

Federal cash management system

Federal cash management system

Federal cash management system

lnadequate documentation of participant f iles

Earmarking Requirement

Equipment and Real property Management

NR

NR

PR

NR

NR

R

R
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