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TNDEPENDENT AI,DITORS' REPORT

To the Honorable Mayor and
Municipal Legislature

Municipality of Ceiba
Ceiba. Pueno Rico

We have audited the accompanying financial statements of the governmental activities, each major fund
and the aegregate remaining fund information of the Municipality of Ceiba, as of and for the year ended
June 30, 201l, which collectively comprise the Municipality's basic tjnancial starements, as listed in rhe
table of contents. These financial statements are the responsibility of the Municipality's management.
Our responsibility is to express opinions on these financial statements based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Govemment Aucliting Standards,
issued by the Comptroller General of the United States. Those standards require that we plan and perform
the audit to obtain reasonable assurance about whether 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 the significant estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audit provides a reasonable basis for our opinions.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
respective financial position of the govemmental activities, each major fund and the aggregate remaining
fund information of the Municipality of Ceiba as of June 30, 201I, and rhe respective changes in
financial position thereof for the fiscal year rhen ended in conformity with accounting principles generally
accepted in the United States of America.

In accordance wilh Government Auditing Standards, we have also issued our report dated November 7,
20ll on our consideration of the Municipality's intemal control over financial reponin_{ and on our tests
of its compliance with certain provisions of laws, regulations, contracts, grants, agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the intemal
control over financial reporting or on compliance. That repon is an integral part of an audit performed in
accordance wilh Govemment Auditing Standanls and should be considered in assessing the results of our
audit.

The Management's Discussion and Analysis on pages 3 through 16, and the Budgetary Comparison
Schedule on page 65 are not a required part of the basic financial statements but are supplementary
information required by accounting principles generally accepted in the United States of America. We
have applied certain limited procedures, which consisted principally of inquiries of management
regarding the methods of measurement and presentation of the required supplementary information.
However, we did not audit the information and express no opinion on it.



Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Municipality of Ceiba's financial statements as a whole. The accompanying schedule of
expenditures of federal awards is presented for purposes of additional analysis as required by U.S. Office
of Management and Budget Circular A-133, Arulits of States, Local Covemnents, and Non-profit
Organizations, and is not a required pan of the basic financial statements. Such information has been
subjected to the auditing procedures applied in the audit of the basic financial statemenrs, and in our
opinion, is fairly stated, in all material respects, in relation to the basic financial statements as a whole.

San Juan, Puerto Rico
November 7, 201 I
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Management's Discussion and Analysis
June 30. 201 I

As management of the Municipality of ceiba (rhe Municipality), we offer readers the following
discussion and analysis of the Municipality's financial acrivities reponed in rhe accompanying
basic financial statements for rhe fiscal year ended June 30, 2011. we encourage reiders to
consider the information presented here in conjunction with additional information that is
tumished in the accompanying financial sutements, which follow this narrative.

FINANCIAL HIGHLIGHTS

G ov e rn me n t- lV ide H ig hli ght s :

o The Municipality's assets amounred to $27 ,392,739 ar June J0, 201 I , of which $ 16,523,406
consist of capital assets (net of accumulated depreciation and amortization of M,334,i99),
58.208,725 consist of cash and cash equivalents (of which $7,474,2% are restricred for
specific purposes), and $2,660,608 consist of accounts receivable, net of the reserve for
doubtful accounts.

The Municipality's liabilities amounted ro $8,358.285 at June 30, 2011, of which
54,492,930 consist of bonds and notes payable, $ 1,660,62.1 consisr of accounrs payable and
accrued liabilities, and $ I ,265.734 consist of accrued compensated absences.

The Municipality's assets exceeded its liabiliries (net assers/surplus) by $ 19,034.454 at June
10,201 l.

The Municipality's revenues amounted ro S16,418,069 for the fiscal year ended June 30,
2011, of which $7,910,576 arose from taxes, $8,318,889 arose from intergovemmenral
gmnts and contributions, $108,290 arose from miscellaneous revenue streams and $80,314
arose from charges from services and miscellaneous revenues.

The Municipality's expenses amounred ro $9,783,121 for the fiscal year ended June 30,
2011, of which $6,768,391 where incurred in providing direcr services and benefits to
citizens in relation to urban and economic development, health and sanitation, public safety,
public housing and welfare, culture, recreation and education. In addition, the Municipality
incuned $180,050 of its rotal expenses, in interests related to its long-term obligations, and
$2,834,681 in general govemment activities to suppon the Municipality's functions and
programs. The Municipality's expenses include depreciation in rhe amount of $809,947 for
the fiscal year ended June 30, 201 I .

The Municipality's net assets increased by 56,860,283 during the fiscal year ended June 30,
201 l_

Governme ntal F unds' H ighlights:

. The total fund balance of goyernmental funds amounted ro 57,629,026 ar June 30, 201 I, of
which $7,061 ,885 is either assigned or resrricted, while $567,141 represents an unrestricted.

. The total fund balances of govemmental funds increased by $3,764,235 during the fiscal year
ended June 30. 201 l.
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Nlanagement's Discussion and Analysis
June 10, 201 I

OVERVIEW OF THE BASIC FINANCIAL STATENIENTS

The purpose of financial repo(ing is ro provide extemal users of basic financial statements with
information that will help rhem ro make decisions or draw conclusions ebout rhe Municipality.
There are many extemal pa(ies that use the basic financial statements of the Municipality;
however, these parties do not always have the same specific objectives. [n order to address the
needs of as many parties as reasonably possible, the Municipatity, in accordance with required
financial reponing standards, presents rhis Managemenr's Discussion and Analysis (MD&A) as
an introduction to the accompanying basic financial statements. This narative represents an
overview and analysis of the financial activities of the Municipality for the fiscal year ended June
30,2011. Because this MD&A is designed to focus on rhe current year acriviries, resulting
changes and currently known facts, we encourage readers to consider the information presented in
this MD&A in conjunction with the additional information fumished in the accompanying basic
financial siatements.

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

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

a) Government-wide Financial Statements

The GWFS are composed of: (l) the statements of ner assets (SNA) and (2) rhe statemenr of
activities (SA). These financial statements can be found immediately following this MD&A.
GWFS are designed to provide readers with a broad overview of the Municipality's
operations as a whole in a manner similar to private-sector business. These statements
provide shonterm and long-term information about the Municipality's financial position,
which assist the Municipality's management to determine the economic condition aa June 30,
2011. The GWIS are prepared using methods that are similar to those used by most private
businesses.

l. Statemenl of Net Assets

The purpose of SNA is to attempt to repon all assets owned and all liabilities owed by the
Municipality. The Municipality reports of all of its assets when it acquires ownership
over the assets and reports all of its liabilities when they are incurred. For example, the
Municipality repons buildings and infrastructure as assets, even though they are not
available to pay the obligations incurred by the Municipaliry. On the other hand, the
Municipality reports Iiabilities, such as claims and judgments, bonds and notes payable,
obligations under capital leases, compensated absences and certain accounts payable and
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Management's Discussion and Analysis
June 30, 201 I

accrued liabilities, even though these liabilities might not b€ paid until several fiscal years
into the future.

The difference between the Municipality's total assets and total liabilities reponed in
SNA is presented as ner a-sselr, which is similar to the total owners' equity reported by a

commercial enterprise in its financial statements. Although the purpose of the
Municipality is not to accumulate net assets, as this amount increases or decreases over
time, such amount represents a useful indicator of whether the financial position of rhe
Municipality is either improving or deteriorating, respectively.

2. Statement of Activities

The SA presents information showing how the Municipality's net assets changed during
the fiscal year ended June 30, 201 I , by presenting all of the Municipality's revenues and
expenses. As previously discussed, the items reponed in SA are measured in a manner
similar to the approach used by a commercial enterprise in thai revenues are recognized
when earned or established criteria are satisfied, and expenses are recorded when
incuned by the Municipality. Consequently, revenues are reported even when they may
not be collected for several months after the end of the fiscal year and expenses are
recorded even though they may not have used cash during the current year.

Although SA looks different from a commercial enterprise's income statement, the
difference is only in format, not substance. Whereas the bottom line in a commercial
enterprise represents its net income, the Municipality repons an amount described as rel
cfumge in net &ssets, which is essentially the same concept.

The focus of SA is on the net cr.r.s, of various activities provided by the Municipality. The
statement begins with a column that identifies the cost of each of the Municipality's
major functions. Another column identifies the revenues that are specifically related to
the classified governmental functions. The difference between the expenses and revenues
related to specific functions/programs identifies the extent to which each function of the
Municipality draws from general revenues or is self-financing through [ees,
intergovemmental aid, and other sources of resources.

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

GWFS and GFFS present all of the Municipality's govemmental activities, which are
supported mostly by taxes and intergovemmental revenues (such as federal and state grants
and contributions). All services normally associated with the Municipality fall into this
category, including culture, recre:rtion and educatlon; general govemment; healih and
srnit:rtion; public safety; public housing and welfare; and economic and urban development.

Governme nlal Fund Financial Stalements

The Municipality's GFFS consist of: (l) the balance sheet - govemmental funds and (2) the
statement of revenues, expenditures and changes in fund balances - governmental funds.
These financial statements report the financial position and results of operations of the
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Municipality's govemmenral funds, with an emphasis on rhe Municipality's major
govemmental funds.

A fund is a grouping of related accounts that is used to maintain control over resources that
have been segregated for specific activities or objectives. The Municipality, like most orher
state and local govemments, uses fund accounting to ensure and demonstrate compliance
with finance-related legal requirements. Each fund is considered an independent fiscal entity
accounted for within a set of self-balancing accounts that comprise its assets, liabilities, fund
equity, revenue, and expenditures. Fund accounting segregates funds according to their
intended purpose and is used to aid management in demonstrating compliance with legal,
financial and contractual provisions.

Govemmental funds are used to account for all of the services provided by the Municipality.
These funds are used to account for essentially the same functions reported as govemmental
activities in the GWFS. unlike GWFS, the focus of GFFS is directed to specific activities of
the Mulicipality rather than the Municipality as a whole; rherefore, GFFS report the
Municipality's operations in more detail than rhe GWFS.

GFFS provide a detailed short-term view of the Municipality's finances that assist in
determining whether there will be adequate financial resources available to meet the current
needs of the Municipality, which is, evaluating rhe Municipaliiy's near-rerrn financing
requirements. For financial reporting purposes, the Municipality classifies its govemmental
funds within the following types: ( I ) general fund, (2) debt service fund, (3) special revenue
funds, (4) capital projects funds and (5) permanent funds.

GFFS are prepared on an accounting basis that is significantly different from that used ro
prepare GWFS. In general, GFFS focus on near-term inflows and outflows of expendable
financial resources, consequently, generally measure and account for cash and other assets
that can easily be converted to cash. For example, amounts reported on the balance sheet
include capital assets within a very short period of time, but do not include capital assets such
as land and buildings. Governmental fund liabilities generally include amounts rhat normally
are going to be paid within a very short period after the end of the fiscal year. The difference
between a fund's total assets and totat liabilities is reponed as the fund balance, and generally
indicates the amount that can be used to finance the next fiscal year's activities. Likewise,
the operating statement for govemmental funds reports only those revenues and expenditures
that were collected in cash or paid with cash, respectively, during the current fiscal year or
very shortly after the end of the fiscal year.

Because the focus of GFFS is narrower than rhar of the GWFS, it is useful ro compare the
fund information presented for govemmental funds with similar information presented for
govemmental activities in the GWFS. By doing so, readers may better understand the long-
term impact of the Municipality's near-term financial decisions. Both the govemmental
funds' balance sheet and the govemmental funds' statement of revenues, expenditures and
changes in fund balances provide a reconciliation to facilitate the comparison between
govemmental funds and the governmental activities reponed in the govemment-wide
financial statements.
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The Municipality has four major governmental funds. Each major fund is presented in a
separate column in the govemmental funds' balance sheet and the govemmental funds'
statement of revenues, expenditures and changes in fund balances. The three major
governmental funds are: (l) general fund, (2) debt service fund and (3) housing and urban
development special funds.

c) Notes to Baic Financial Stotements

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

d) Aher Suppleme ntary Inlormation

The basic financial statements are followed by a section of other supplementary information
consisting of: ( I ) budgetary comparison schedule - general fund.

This Space Has Been Intentionally Left Bbnk
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FINANCIAL ANALYSIS OF GOVERNNIENT.WIDE FINANCIAL STATEIIIENTS

The Municipality's overall financial position and operations for the prior and the current fiscal
year are summarized as follows, based on the information included in the accompanying GWFS:

Comparative Statement of Net Assets

Governmental Activities ( Condensed)

June 30. 20ll and 2010

A ssers.'

Current assets

Non-current assets:

Capital assets, net

Total assets

Liabiliries:
Current liabilities
Long{erm obligations due within one year

Long-term obligations due after one year

Total liabilities

Net assets:

Invested in capital assets, net of related debt

Restricted for debt service and others

Unrestricted

Total net assets

201I

$ 10,869,333

16.523,406

27.392,739

2,599,621

690,972

5,067,692

8,358,285

t4,809,374
.1,369,980

( 1,14,900)

$ 19,034,454

s 8,153,320

t2,824.209

2010

20,977,529

4,02t.579
386,909

.1,394,870

8,803,358

l 1,357,93 l
2,4t3,352

0 ,597. 1 12)

$ 12,174,r71

At June 30,2011, the Municipality's current assets, amounting to S10,869,333, are mainly
composed of cash ($8,208,725), and accounts receivable ($2,660,608), net of reserve for doubtful
accounts.

The restricted cash represents resources legally designated for: ( I ) the payment of debt service,
(2) the acquisition, construction and improvement of major capital assets, and (3) the operations
of federally and state funded grant programs. Restricted cash also consists of unspent proceeds of
bonds issued for acquisition, construction and improvement of major capital assets. Restricted
property taxes receivable represent resources set aside to redeem the bonds of the Municipality in

minimum annual or biannual principal and interest payments.

The Municipality's non-current assets, amounting to S16,523,406 ai June 30, 201 l, are composed
of capital assets, with a cost basis of $20,857,905, which are reported net of trccumulated
depreciation and amortization of $4,334,499.
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At June 30, 2011, the Municipality's current liabilities amounring to 53,290,593, are mainly
composed of accounts payable and accrued liabilities, uneamed revenues, and the ponions due
within one year of bonds and notes payable, and compensated absences. Uneamed revenues
principally consist of uneamed revenues associated with municipal license taxes.

The Municipality's non-current liabilities, amounting ro 55,067,692 at June 30, 2011, are mainly
composed of portions due after one year of bonds and noted payable and compensated absences.

As noted earlier, net assets may serve over time as a useful indicator of the Municipality's
financial position. The assets of the Municipality exceeded liabilities by SI9,034,454 ar June 30,
2011. The most significant portion of net assets (S1.1.809,374) reflects the Municipality's
investment in capital assets (e.g. land, buildings, machinery, equipment, furniture, fixtures,
infrastructure, etc.), net of all related debt still outstanding ihat was issued to acquire, construct or
improve those assets. The Municipality uses these capital assets to provide services to iis
citizens; consequently, these assets are not available for future spending. Although the
Municipality's investment in capital assets is reported net of the outstanding related debt, the
resources needed to repay rhat debt must be provided by other sources, since capital assets cannot
be used to liquidate these liabilities.

Another significant ponion of net assets (52,348,060) ar June 30, 201l, represenrs resources rhar
are restricted for debt service payments.

The remaining component of total net assets consists of unrestricted net assets amounting to
$ 144,900 at June 30, 201 l. These unrestricted net assets are the consequence of previous budgets
that provided sufficient funding for incurred long-term obligations, such as bonds and notes
payable, compensated absences, claims and judgments, certain obligations under capital leases,
etc. Historically, a significant portion of such obligations has been budgeted on a pay-as-you-go
basis.

The total net assets of the Municipality increased by 53,764,235 for the fiscal year ended June 30,
201 t.

This Space Has Been Intentionally Left Blank
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The following is a condensed presentation of the Municipality's results of operations as reported
in the GWFS:

Comparative Statement of Activities
Governmental Aclivities (Condensed)

Fiscal Years Ended June 30.2011 and 2010

201I 2010

Program revenuesi

Program-specific operating grants and contributions
Program-specific capital grants and contributions

Charges tbr services

Total program revenues

General revenues:
Property taxes

Municipal license taxes

Construction excise taxes

Sales and use taxes

Unrestricted grants and contributions
Other general revenues. including interests on deposits

Total general revenues

Total revenues

Program expenses:

General govemment

Urban and economic development

Public safety

Health and sanitation

Culture, recreation and education

Public housing and welfare
lnterest on long-term obligations

Total expenses

Net increase (decrease) in net assets

Net assets, at beginning of fiscal year
Prior-period adjustments
Net assets, at beginning of fiscal year
Net ass€ts, at end of fiscal year

9,599,327 7,682,469

t6,643,404 10,452,t42

9,783,t2t 8,872,769

t,579,373
r0,594,798

12,t74,171

s 19,014,454

As previously mentioned, the Municipality's net assets increased by 56,860,283 during the
current fiscal year. Approximately 49Vo of the Municipality's total revenues for the current fiscal
ycar came from property, municipal license, construction excise taxes and sales and use taxes
($8,023,920). Grants, contributions and charges for services (program revenues). amounting to

s 3.256.931

3,706,832
80.314

$ 1,537.638

l , 183.006
.19.029

7.044,077 2,769,673

5,946,582
853.532

940,3'77

283,429

|,337,397
238,010

6.100.329

225,165

r56,t98
1,605

I ,102,553
96,619

2.834,680

2,903,478
I,105,138
t,343,892

454,42t

961,462
180,050

3, 155,968

2.183.510

1,295,048

670.288

587.404

855,706

124.845

6,860,283

t2.174,t71

t0,594,798--$TnT.n

l0
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58.381.474, provided 5l7c of the total revenues tbr the current fiscal year. lvliscellaneous
revenues provided the remaining l7c of total revenues.

The Municipality's expenses cover a wide range of services. The largest expenses of the
\lunicipality tbr the fiscal year ended June 30, 201I were related ro: (l) general administrating
and operating costs (52,834,681), which were classified as "seneral govemmenr", (2) public
housing and welfare (5961..162), (3) healrh and sanitarion (S1,343,892), (.1) urban and economic
development ($2,903,478), (5) public safery (S1,105,138), (6) culture, recrearion and educarion
l5-154,421), and (7) interest on long-rerm obligations ($180,0.+9). These expenses include
depreciation and amonization of capital assets and deferred charges in the amounts of s809,947
for the fiscal year ended June 30, 201 I .

T'INANCIAL ANALYSIS OF GOVERNIVIENTAL FUNDS

Analysis of Financial Position of Governmental Funds

As discussed earlier, the Municipality uses tund accounting to ensure and demonstrate
compliance with finance-related legal requirements. The focus of the Municipality's
govemmental funds is to provide information on near-term inflows, outflows, and balances of
expendable resources. Such information is useful in assessing the Municipality's compliance
with finance-related legal requirements. Specifically, unreserved fund balance may serve as a
useful measure of the Municipality's net resources available for spending at the end of the fiscal
year.

At June 10, 2011, the toral assers of governmental funds amounted to $11,240,911 which
consisted principally of: ( l) cash of 58,208,725 (2) accounts receivable, $2,660,608 ner of reserve
for doubtful accounts, and (3) inter-fund receivables of 937 | ,578.

At June 30, 2011, the rotal liabilities of govemmental funds amounred ro Si,6l1,885, which
consisted principally of: (l) accounts payable and accrued liabilities of $ 1,660,824 (2) defened
revenues of $ 1,094,869, (3) inter-fund payables (5371,578) and (4) marured bonds and interesrs
due and payable of $484,614.

This Space Has Been Intentionally Left Blank
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The fund balances of govemmental funds increased by 53,764,235 during the fiscal year ended
June 30. 201 L

Condensed Balance Sheet - Governmental Funds

June 30,20ll and 2010

201I 2010
Assels.'

Total assets - major govemmental funds

Total assets - other govemmental funds
Combined total assets

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

Combined total liabiliaies

Fund balances:
Assigned or restricted - major govemmental funds
Assigned or restricted - other govemmental funds
Unassigned - all govemmental funds

Combined total fund balances

Total liabilities and fund balances

l,6 t 1,885

3,8U,79t

$ 8,329,049

Major Governmental Funds

General fund {GF) - The GF is the principal operating fund of the Municipality. The GF's total
assets amounted to 53,596,754 at June 30,2011. Such assets consist principally of: (l) cash
(5762,396), (2) property, municipal license, construction excise tax, and sales and use tax
receivables (S1,301,776), and (3) short-term and long-term amounrs due from other funds
(s369.701).

The GF's total liabilities amounted ro S 1,814,676 at June 30, 201 l. Such liabilities are composed
mainly of: (l) intergovemmental payables (S1,104,606), (2) defened revenues (520,068), and (3)
accounts payable and accrued liabilities ($ 188,825).

At the end of the current fiscal year, unreserved fund balance of the GF amounted ro $567,141,
while rotal fund balance amounted ro $ I ,782,078.

Debt service fund (DSF)- The DSF s total assets amounred io $2,832,733 at June 30, 2011,
which consist mainly of restricted cash in t'iscal a$ent ($2,772.170), restricted property taxes
receivable, net of reserve for doubtful accounts (S7,12.1). and amounts due from other funds

s 10.602,993

637.918

I I .2.10,91 I

3,t78.344
.133,541

s 5,592,963

2,736,086
8.329.M9

3,410.888

1,053,370

4,1U,258

7,232,0n
2M,377
t92,638

7,629,026

s 11,240,911

3,045,508

1,682,716
(863,433)

t2
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Management's Discussion and Analysis
June 30, 201 I

($52,941). The DSF s total liabilities amounred ro $484,673 ar June 30, 201 I, which are mainly
composed of matured bonds due and payable of 5423,900.

Public works oartnershio fund (PWPF)- The PWPF s total assets amounted ro $416,086 ar
June 30,201I, which consist mainly of restricted cash. The PWPF s total liabilities amounted to
$416,086 at June 30, 201 I, which are mainly composed of account payable and accrued liabilities
($67,216), deferred revenue ($158,749) and short-term and long-rerm amounts due to other funds
($lm.l2l).

Caoital imorovement bond fund (CIBF) - The CIBF's total assets amounted to $1,476,968 at
June 30, 201l, which consist mainly of restricted cash in fiscal agent. At the end of the current
fiscal year, CIBF's total restricted fund balance reached $ 1,476,968.

Lesislative ioint resolutions fund (LIRI The LIR's total assets amounted to $1,948,650 at June
30, 201 I, which consist mainly of restricted cash in fiscal agent ( 1,947,950) and amount due from
other funds ($700). The UR's total liabiliries amounted ro $l3l,l07 at June 30,201I, which are
mainly composed of accounts payable and accrued liabilities. At the end of the current fiscal
year, LIR's total restricted fund balance reached $1,817,543.

Communitv develooment block srant fund (CDBG) - The CDBG's total assets amounted to
$33 I,802 at June 30, 201 l, which consist mainly composed of restricted cash in fiscal agent. The
SBGP's total liabilities amounted to $331,802 at June 30, 201l, which are mainly composed of
due to other funds ($159,814), deferred revewe (24,714) and account payable and accrued
liabilities ($147.274). At the end of the current fiscal year, HUDBF's total fund balance reached
$52,620.

Other governmental funds (OGF)- The OGF s total assets amounted to $637,918 at June 30,
201 l, which consist mainly of restricted cash and cash equivalens ($635,657), receivables from
other funds ($1,177) and intergovemmental grants and contribution ($1,084). The OGF's total
liabilities amounted to $433,541 at June 30, 2011, which are mainly composed of deferred
revenues ($391,338), accounts payable and accrued liabilities ($21,796) and short-term and long-
term amounts due to other funds ($20,407). At the end of the current fiscal year, OGF'S total
restricted fund balance reached $204,377.

This Space Has Been Intentionally Left Blank
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Management's Discussion and Analysis
June 30, 201 I

Analysis of Operuing Results of Govcntmental Funds

Condens€d Siatement of Revenues, Expcndlturcs and
Changcs in Fund Bglsnccs - Govertrment t Funds (crndensed)

Fiscal Years Ended June 30, 201I and 2010

2010 2009
Revenucs:

Total revenues - major govemme[tal funds
Total revenues - other govemmental fulds

Combined total rcvenues

Erpenditures:
Total expenditures - major govemmental funds
Total expenditures - other govemmental funds

Combined lotal expenditures

Excess of expendilates oyer revenues

(hher financing sources, net:
Proceeds t'rom issuance of bonds

Other fi[ancing uses, oet - major
govemmental funds

Other fi[ancing sources, net - other
governmental funds

Combined other financing sources (uses), net

Excess of revenues and other financing
sources over expenditures and other fintncing uses

Fund babnce, ot beginning offiscal year
Fund babnces, at end ol fiscal year

$ 15,872..15E $ 9,120,761

545,6t I r,331,381

16,4 r E,069 to,452,t42

13,105,001 8,354J79
9l2,l5l t,339,454

t4,ot7,152 9,694,033

2,4tn,9t7 758,t09

t.363,31E 675,000

83,844 34,946

(83,844) (34,946)

1.363,318 675,m0

3,764,235 1,433,109

3.864,791 2,43t,682
$ 't,629,O26 $ 3,864,791

This Space Has Been Intentionally Left Blank
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iITUNICTPALITY OF CEIBA

Management's Discussion and Analysis
June 30, 201 I

llaior Governmental Funds

General fund - The total fund balance of the GF increased by $1,2,14,81I during current fiscal
year.

Approximately 879o ($7,293,762) of the GF's total revenues for the cunent fiscal year came from
property, municipal license, construction excise taxes and sales and use taxes, while (g 1,225,406)
resulted from intergovernmental grants and contributions.

The largest expenses of the CF for the fiscal year ended June 30, 201 I were related ro: ( I )
construction, rehabilitarion and preservation of new or existing housing, ($1,823,001), which
were classified as "urban and economic development, (2) health and sanitation ($749,023), (3)
public safety ($973,294), (4) general administmting and operating cosrs (92,572,423), (5) public
housing and welfare (5540,165), (6) culture, recreation and education ($327,930), and (7)
principal and interest on long-term obligations (980,193).

Debt service fund (DSF) - The total fund balance of the DSF increased by $775,872 during
currenr fiscal year. Approximately $616,814 of DSF s total revenues for the current fiscal year
came from restricted property taxes. DSF's total expenditures for the current fiscal year came
from principal and interests on bonds payable (9560,560).

Public works partnershio fund (PWPF) - PWPF's rotal revenues for the current fiscal year
came from intergovemmental grants and contributions amounting to S1,388,769. pwpF,s total
expenditures for the current fiscal year were mainly related ro capital outlays ($ I,148,713) and
urban and economic development (9240,056).

Capital imorovements bond fund (CIBF) - The rotal fund balance of the CIBF is $562,795
during current fiscal year. CIBF's total revenues for the current fiscal year came from
intergovemmental grants and contributions amounting to $62,860. cIBF's total expenditures for
the current fiscal year were mainly related to capital outlays ($409,290).

Leeislative ioint resolutions fund (L.IR) - The roral fund balance of the LIR is $t,441,314
during current fiscal year. LIR's total revenues for the current fiscal year came from
intergovemmental grants and contributions amounting ro $2,120,001. LIR's total expenditures
for the current fiscal year were mainly relared to capital outlays ($466,562) and urban and
econom ic development (21 2, I 25)

Communitv develooment block erant fund (GDBG) - CDBG's total revenues for the current
fiscal year came from intergovemmental grants and contribuaions amounting to $2,227,236.
CDBG's total expenditures for the current fiscal year came principally from capital outlays
($1,747,603) and urban and economic development ($ 479,633).

Other sovernment{l funds (OGF) - The total fund balance of the OGF's decreased by
5240,557 during current fiscal year. Substantially all of OGF's revenues for the current fiscil
year came from intergovemmental grants and contributions of $542,265. Total exprenditures were
mainly related to capital outlays (5517,388), and public housing and welfare (5298,661 ).

l5
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CAPITAL ASSETS AND DEBT ADIVNNISTRATION

B) Capital Assets

The Municipality has invested 520,857,905 in capital assets used in govemmental activities,
which have an accumulated depreciation and amortization of s4,13.1,499 at June 30, 20t l.
The net capital assets increased during the current fiscal year due to the current fiscal year,s
capital additions ($4,509,144), which were partially offser by the depreciarion and
amortization expense of $809,947.

b) Debt Administration

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

At June 30, 201 I, the Municipality's total bonded debt amounted to $3,614,900, consisting of
bonds payable. such debt is backed by the full faith and credit of the Municipality. ihe
Municipality has also certain outstanding notes payable. such notes payable also detreased
during the current fiscal year mainly due to the principal payments made during the same
period.

REQUEST FOR INFORMATION

This 
-financial 

report is designed to provide a general overview of the Municipality's finances for
all of the Municipality's citizens, taxpayers, customers, investors and creditors. This financial
report seeks to demonstrate the Municipality's accountability for the money it receives.
Questions conceming any of the information provided in this report or requests for additional
information should be addressed to: Municipality of Ceiba, Department of Finance.

t6
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Statement of Net Assets
June 30, 201 I

Assets

Current assets:

Cash in commercial banks

Account receivable. net of allowance for doubtful
accounts:

Taxes:

Property taxes

Municipal license taxes

Sales and use tax

Construction excise taxes

Intergovernmental grants and contributions
Miscellaneous

Total accounts receivable

Restricted assets:

Cash in commercial banks

Cash in fiscal agent

Propeny taxes receivable, net of allowance for
doubtful accounts

Total restricted assets

Total current assets

Non-current assets:

Capital assets, at cost:

Depreciable capital assets

Nondepreciable capital assets

Total capital assets. at cost

Less: accumulated depreciation and amonization
Total capital assets, net of accumulated deprcciation

and amonization

Total nonturrent assets

Total assets

3, t44,685
,r.319,481

7,t?4

$ 17,981,700

2,876,205

10.857.905
(4,334,499)

$ 873,150

35,713

16.225

376,688

1.336370

15,238

Governmental
actiYities

$ 7.14.559

2,653,484

7,47 t ,290
10,869,333

16,523,406

t6,523,406

$ 27,392,739

The accompanying notes to lhe basic Jinancial statements ore an integral part of this statement.
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CoNTTIoN}VEALTH oF PUERTo RIco
NIUNICTPALITY oF CEIBA

Stalement of Net Assets (concluded)
June 30, 201 I

Current liabilities (due within one yeor):
Accounts payable and accrued liabilities
Iniergovemmental payables

Total accounts payable and accrued liabilities
Uneamed revenues

Liabilities related to restricted assets:

Accrued interests on bonds payable

Current portion of long{erm obligations:

Bonds payable

Notes payable

Compensated absences

Toial current portion of long-term obligations
Total current liabilities

s 556.0t8
| .104.606

s -123.9ix)

13.198

233,674

$ 2,348,060

t34.4N
t.887.480

Governmental
octiYities

| ,660,624
869,534

69,463

690,972

3.290.593

3,l9t,mo
84,1.632

I,032,060
5,067,692

8,358,285

t4.809,374

4,369.980
( 1.14.900)

$ r9,034,454

Non-current liabilities, excluding current portion
(due in more than one year) :
Non-current ponion of liabilities related to resricted assets - bonds payable
Notes payable

Compensated absences

Total non-current liabil ities
Total liabilities

Net assets3

Invested in capital assets, net of related debt
Resricted tbr:

Debt service

Capital Project

Federal and state funded programs

Total restricted net assets

Unrestricted
Total net assets

The accompanying notes to the basic financial statements are an integral part of this statement-
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CoNTIIoNWEALTH oF PUERTo RIco
}IUNICIPALITY oF CEIBA

Reconciliation of the Balance Sheet - Governmental Funds to Statement of Net Assets
June 30. 201 I

The amounts of govemmental activities reponed in the sBtement of net ass€ts afld the balance sheet - govemmental

furds. are different for the tbllowing reasons:

Total fund balances reported in the balance sheet - governmental funds S 1.629.026

.\dd (Deduct):

Capital asses used in govemmental activities are not considered available financial resources

at fiscal year-end, therefore, are not reponed in the govemmental funds. This is the carrying
umount of capital assets, net of accumulated depreciation and amonization of 54.334,.199 at

, rc ..]0. 201 l . 16521.4M

Net change in defened revenues of eamed but unavailable revenues at June J0, 201 l. 225.315

The fbllowing liabilities are not due (mature) in the current fiscal yerr, therefore, are not

reponed in the govemmental funds at June 30. 201 l:

Bonds payable

Noaes payable

Compensated absences

Accrued interests and others, net

Net assets - govemmental activities, as reported in the statement of net assets

The accornpanyinq noles to the bosic linancial statements ore an integfttl part ofthis statement.
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CoMIIToNWEALTH oF PUERTo Rrco
NTUNICTPALITY oF CEIBA

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

Fiscal Year Ended June 30, 201 I

The amounts of govemmental activitics reponed in $e accompanying stat€ment of irctitities ard lhe stitement of revenues, expeoditucs
rnd changes in fund balaaces - govcmmcntal funds. aIe different for rhe follo*ing rcasons:

ToIal net incrcase in fund balarrces reponed in thc accompanying statemen! of revenucs,

erpenditures U)d charges in tund bdances - govemmemal funds S 1.764.2J5

Add (Deduco:

Covernmental funds defer the rcvenucs associated ermed but unavailable sources. However. ftes€
revenues strclms ue rccorded in thc statement of activities when e.rncd. This is $e net changc in
the detbrred revenues of unavailable sources:

lntergovemmenml grants ard conniburions I I l.99 l
Consrucdon excis€ tares I ll-lJ4

Governmental funds r€pon capital outlays as erpcnditurcs. However irl the statcment of activitiei
the cost of $ose asscts is capitalized and allocated oler tieir estimated useful lives as

depreciation and amonization cxpense, This is the amount by which crpital autlays erceded
deprcciation expense. ,t.699.197

The issuarce of bonds pryable is reportcd as olhcr financing sources in rhc govemmenral funds.

however. such issuances of bonds increase the long-term liability in the statemeni of net assels. ( | .363.3 I g)

Repayment of principal of bonds payablc is reponed as an expendiiurc in the govemrnenral funds,
howevel the repayment reduces rhe bonds payable liabiliry in the statement of rcr assets. J69.353

Crnain op€rating expens€s reportcd itl the statemcnt of activities do not require thc use of cunent
liruncial resoulces, fiereforc, ue not reported as erpenditures in thc govemmenhl fuftlr;

lnterests on bonds payable 8.749

Net changes in compcnsated absenccs aml orhers 56,732

Net increase in net assets. as rcpo(cd in fic accompanying sraremcnt ofactivilies S 6.g60,2g3

Ihe uccoupanting notes to the basic frnancial statements are on integrul Nrt to this staremem.
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Co}TuoNlvEALTH oF PUERTo RTCo
}IUNTCTPALITY oF CEIBA

Notes to Financial Sta(ements
June 30. 201 I

l. Summary of Significant Accounting Policies

The Municipality of Ceiba (the Municipality) is a local municipal govemment constituted in the
Commonwealth of Pueno Rico (the Commonwealth). The Municipality has full legislative, fiscal and
all other govemmental powers and responsibilities expressly assigned by Public Act No. 8l of
August 30. 1991. as amended, known as Autonotnous Municipalities .|ct of tlrc Commonxeulth of
Pueno Rico (Act No. 8l). The Municipality is one of seventy-eight municipalities legally separated
tiom the Commonwealth's govemment.

The Commonwealth's Constitution provides for the separation of powers of the executive, legislative
rnd judicial branches of the Commonwealth and the municipalities. However, the Municipality's
govemmental 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 Municipal
Legislature, whose members are also elected every tbur years, exercises the legislative power of the
Nlunicipality. The General Justice Coun System of the Commonwealth. which has jurisdiction over
the Municipality, exercises the judiciary power.

The Municipality assumes either partial or full responsibility for providing services to its citizens
related to public housing, welfare. public safety, health, saniration, education, culture, recreation,
education. urban development. economic development, and many other fiscal, general and
:rrlmin istrative 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 govemmental funds as of lnd for the
fiscal year ended June 30, 201 l, in conformity with Accounting Principles Generally Accepted in
the United States of America (GAAP), as prescribed by the Govemmental Accounting Standards
Board (GASB).

According to the financial reporting model established by GASB Statement No. 34, Ba.sic
Finuncial Sk$ernents - tnd Munagement's Discussion and Aru v-sis - Jor State and Local
Gotemments (GASB No. 34), the required basic financial statement presentation applicable to
the Municipality is composed of the following elements: ( I ) government-wide financial
statements (GWFS), (2) govemmental fund financial statements (GFFS), (3) notes ro basic
financial statements, and (4) required supplementary informatron (RSI).

RS/ consists of: ( I ) a Management's Discussion and Analysis (MD&A) and (2) a budgetary
comparison schedule - general fund. RSI is information presented along with, but separate from,
the Nlunicipality's basic financial statements.

MD&A is a narrative repo( thilt introduces the accompanying basic financial statements and
provides an analytical overview of the Municipality's financial activities for the fiscal year ended
June 30, 201 l, based on the Municipality's knowledge of the transactions, events and conditions
reflected in the basic financial statements. The MD&A also highlights cenain key fiscal policies
that control the Municipality's operations.
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Other supplementary information presented in this report for purposes of additional analysis
consists of a budgetary comparison schedule - debt service fund.

On llarch 2009, the Municipality adopted rhe provisions of CASB Statement No. 55, I./re
llientrchv of Generallv Accepted Accounting Principles for Stoe arul Local Govemntents (GASB
55), and GASB Statement No. 56, Ctzlry'cat ion of ,\ccounting arul Financial Reporting GLtidance
Contained in the AICPA Statements on Auditi,tg Slar,./4r^ (GASB 56).

GASB 55 incorporated rhe hierarchy of generally accepted accounring prrnciples (GAAp) for
strte and local governments into the Govemmental Accounting Standards Board's (GASB)
luthoritative literature. The requirements in this Statement codity all CAAP for state rnd local
governments so that they derive trom a single source.

GASB 56 incorporated into the Govemmental Accounting Standards Board's (GASB)
authoritative literature certain accounting and financial reporting guidance presented in the
American Institute of Certified Public Accountants' Statements on Auditing Standards. This
Statement addressed three issues not included in the authoritative literature that establishes
ttcrtttoling principles-related party transactions. going concem considerations, and subsequent
events.

The adoption ofGASB 55 and GASB 56 did not have retroactive cumulative et'fects affecting the
accompanying financial statements as of July l, 2009, and have not affected the financial
positions and the results of operations reported as of and for the fiscal year ended June 30, 201 l.

b) Financial Reporting Entity

The accompanying basic financial statements include all departments, agencies and municipal
operational units that are under the legal and administrative control of the Mayor, and whose
financial 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, noGfor-profit, or profit-oriented) for which it may be financially accountable and
other legally separate organizations For which rhe nature and significance of their relationship
with the Municipality may be such that exclusion of their basic financial statements from those of
the Municipality would cause the Municipality's basic financial statements to be misleadine or
incomplete.

GASB Statement No. 14, Tre Financial Reporting trrrrir,v (GASB No. l4), as amended, has set
fonh criteria to be considered in determining financial accountability for financial reponing
purposes. These criteria include appointing a voting majority of an organization's goveming
body and: (l) the abiliry of the Municipality ro impose its will on rhar organizarion or (2) rhe
potential for the orgrnization to provide specific financial benefits to, or impose specific financial
burdens on, the Municipality.

On July l, 20O1, the Municipality adopted rhe provisions of GASB Statement No. 39,
Derenninin.q whether Certuin orguni:utions ure cornponent {Jnits - un Anendtnent of GASB
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statement 1/o. /,I (GASB No. l9). GASB No. l9 stares that cenain organizations for which a
primary govemment is not financially accountable nevertheless warrant inclusion as part of the
financial reporting entity because of the nature and significance of their relationship with the
primary government, including their ongoing financial suppon of the primary government and its
other component units.

According to GASB No. 39, a legally separate, rax-exempt organization should be reponed as a
discretely presented component unit of a reporting entity if all of the following criteria ire met:

The economic resources received or held by the separate organization are entirely or almost
entirely for the direct benefit of the primary govemment, its component units, or its constituents.

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

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

In addition, GASB No. 39 states that other organizations should be evaluated as potential
component units if they are closely related to, or financially integrated with, the primary
government. Such types of entities may be presented as either blended or discretely piesented
component units, depending upon how rhey meet rhe criteria for each specified in GASB No. 14.

The Municipality's management has concluded that, based on the aforementioned criteria, there
are no legally separate entities or organizations that should be reported as component units of the
Municipality for the fiscal year ended June 30, 201 l.

c) Covernment-wide Financial Stalements

The accompanying GWFS are composed of: (t) the statement of net assets and (2) the statement
of activities. These financial statements report information of all governmental activities of the
Municipality as a whole. These statements are aimed at presenting a broad overview of the
Municipality's finances by reporting its financial position and results of operations using methods
that are similar to those used by most private businesses.

The focus of GWFS is on the operational accountability 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 (referred to as fiscal accountability). Operational
accountability is the Municipality's responsibility to repon to the extent to which it his met its
operating objectives efficiently and effectively, using all resources available for that purpose. It
focuses on the Municipality's principal operating objective, which is to provide servicis to its
citizens.

The accompanying statement of net assets provides short-term and long+erm information about
the Municipality's financial position by presenting all of the Municipality's assets and liabilities,
with the difference between these two items reported as "net assets" (equity) and/or accumulated
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deficit. This statement assists management in assessing the level of services that can be provided
by rhe Municipality in the future and its ability to meet its obligations as they become due. In
addition, this statement reports the extent to which the Municipality has invested in capital assets

lnd discloses legal and contractual restrictions on resources.

Net xssets are classified in the accompanying statement of net assets wilhin the following three
catcgories:

o Invested in capital assets, net of related debt - This net asset category consists of capital
assets, net of accumulated depreciation and amonization, reduced by the outstanding balances
of bonds payable, notes payable and other debts that are attributed to the acquisition,
construction or improvement of those assets. For the purposes of determining the outstanding
debt attributed to capital assets, the total long-term debt related to the acquisition,
construction or improvement of capital assets has been reduced by any related unsp€nt debt
proceeds and any related unamortized debt issuance costs.

. Restricted net assets - This net asset category consists of net resources restricted by external
panies (such as creditors, grantors, contributors, laws or regulations of other govemments,
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
:rssess, levy, charge or otherwise mandate payment of resources (from extemal 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
eamed by the Municipality with an explicit understanding between the Municipality and the
resource providers that the resources would be used for specific purposes. Grants,
contributions and donations are often given under those kinds of conditions. Bond indentures
also otlen limit the use of bond proceeds to specific purposes.

Intemally imposed designations of resources, including earmarking, are not reported
restricted net assets. These designations consist of management's plans for the use

resources, which are subject to change at the discretion of the Municipat Legislature.

The Nlunicipality has reported the following types of restricted net assets in the
accompanying statement of net assets:

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

(2) Capital projects - Represent net resources available for the acquisition, construction or
improvement of capital assets.

(3) Federal and state funded - Represent net resources available from ce(ain federal and
state grants, which have been set aside to carry out several programs.
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o Unrestricted - This category consists of the excess of liabilities over related assets
(rccumulared deficit) that are neither ertemally nor legally reslricted. neither invested in
capital assets. However, assets reported within unrestricted net liabilities often are designated
to indicate that management does not consider them to b€ available for general operations.
Assets reported within this category otien have constraints that are imposed by management
but can b€ removed or modified.

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

needed.

The accompanying statement of activities presents the Municipality's results of operations by
showing, how the Municipality's net assets or liabilities changed during the fiscal year ended
June 30, 201 I , using a net (expense) revenue formai. 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, municipal license taxes, construction excise taxes, etc.).

A function/program describes a group of activities that are aimed at accomplishing a major
service or regulatory responsibility. The functionVprograms reponed in the accompanying basic
financial statements are: ( I ) general government, (2) urban and economic development, (3) public
safety, (4) health and sanitation, (5) culture, recreation and education and (6) public housing and
welfare. The govemmental operations of the Municipality's departments and operational units
are classified within the following functionVprograms in the accompanying basic financial
statements:

General government:
Municipal legislature
Mayor's office
Department of finance
Department of planning and budget
Depanment of human resources
Department of municipal secretary
Department of internal audit
Department of public relations

Urban and economic development:
Department of public works
Department of territorial ordering
Depanment of building conservation

Public safety:
Depanment of emergency management - civil defense
Department of municipal police

Health and sanitation:
Department of health
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Culture, recreation and education:
Department of sports and recreation
Depanment of tourism
Department of education

Public housing and welfare:
Depanment of public housing
Depanment of federal programs
Depanment of citizen affairs

The statement of activities demonstrates the degree to which program reyenues otfset 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 three broad categories: ( I ) program revenues, (2) general revenues and (3) special items.

Program reyenues are generated directly from a program itself or may come from parties outside
the Municipality's taxpayers or citizens. In the statement of activities, program revenues reduce
the costs (expenses) of the function/program to arrive at: ( l) the net cost of the function/program
that must be financed from the Municipality's general revenues or (2) the net program revenue
that contributes to the Municipality's general revenues.

The accompanying statement of activities separately reports the following categories of program
revenues:

o 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 affected by
the services. These revenues include fees charged for specific services, charges for licenses
and permits, and fines and forfeitures, among others.

. Program-specific operating and capital grants and contributions - These revenues
consist of transactions that are either mandatory or voluntary non-exchange transactions with
other govemments, organizations, or individuals that restrict the resources for use in a
particular program. Operating grants and contributions consist of resources that are required
to be used to finance the costs of operating a sprecific program or can be used either for
operating or capital purposes of a specific program. Capital grants and contributions consist
of revenues or resources that are restricted for capital purposes - to purchase, construct or
renovate capital assets associated with a specific program. Restricted operating and capital
grants and contributions are program revenues because they are specifically attributable to a
program and reduce rhe net expense of that program to the Municipality. They are reported
net of estimated uncollectible amounts.

Generu revenues are the default category for revenues. It includes all revenues and gains that do
not meet the definition of program revenues. Propeny taxes, municipal license taxes and
construction excise taxes are reported as general revenues. All other non-tax revenues (including
unrestricted interest on deposits, grants and contributions not reslricted for specific programs and
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miscellaneous revenues) that do not meet the definition of program revenues are classified as
general revenues. Resources that are dedicated internally by the Municipality are reponed as
general revenues rather than as program revenues. All general revenues are reported net of
estimated uncollectible amounts, which are recorded as reduction of revenues rather than as
expenses.

Special items consist of revenues arising from significant transactions or other events within the
control of management that are either unusual in nature or infrequent in occurrence.

The general govemment 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 of 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 of the general government function. Accordingly, the
Municipality generally does not allocate general govemment (indirect) costs to other functions.

The effects of all inter-fund governmental activities (revenues, expenditures and other financing
sourceVuses among govemmental funds) have been removed from the accompanying statements
of net assets and activities.

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

The Municipality has no fiduciary activities, which are those in which the Municipality would be
holding or managing net assets for specific individuals or other external parties in accordance
with trust agreements or other custodial arrangements. In addition, the Municipality has no
operations or activities that are financed and operated in a manner similar to private business
enterprises, where the costs of providing goods or services to the general public (expenses,
including depreciation) is financed primarily through user charges; or where the goveming body
has decided that periodic determination of revenues eamed, expenses incurred. and./or net income
is appropriate for capital maintenance, public policy, management control, accountability, or
other purposes.

d) Governmental Fund Financial Statemenls

A fund is a fiscal and accounting entity consisting of a self-balancing set of accounts used to
record assets, liabilities and residual equities, deficits or balances, and changes therein, which are
segregated for the purpose of 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: (l) the balance sheet - governmental funds, and (2)
the statement of revenues, expenditures and changes in fund balances - govemmental funds.

These financial statements report the financial position lnd results operations of the
Municipality's govemmental funds by presenting sources, uses and balances of current financial
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resources. Some of these financial statements have a budgetary orientation and focus primarily
on: ( l) the Municipality's major govemmental funds, as defined below, (2) the fiscal
accountability and (l) the individual pans of the Municipality's govemment. Fiscal
accountability represents the Municipality's responsibility to justify rhat its actions in rhe currenr
fiscal year have complied with public decisions concerning the raising and spending of public
moneys in the short term (generally one fiscal year).

The accompanying GFFS segregate govemmental funds according to rheir intended purpose and
are used in demonstrating compliance with legal, financial and contractual provisions. The
minimum number of govemmental funds is maintained consistent with legal and self-imposed
managerial requirements established by the Municipality. On July 1,2009, the Municipality
adopted the provisions of GASB Statement No. 54, Frrnrl Balance Reporting und Govemnrental
Furul Tvpe Definitions (GASB 54), which modified the interpretations of cenain terms within the
definition of the special revenue funds and rhe types of activiries the Municipality may choose to
report in those funds. GASB 54 also clarified the capital projects fund type definition for better
llignment with the needs of preparers and users. Definitions of other governmental fund types
also were also modified for clarity and consistency.

Pursuant to the provisions set fonh by GASB 54, the Municipaliry reported the following
govemmental funds in the accompanying GFFS:

. General fund - The general fund is the Municipality's main operating fund and a major
govemmental fund, as defined below, used to account for all financial resources and
govemmental activities, except for financial resources required to be accounted for in another
fund. [t is presumed that the Municipality's governmental activities have been reported in the
general fund except for tmnsactions for which one of the following compelling reasons has
required the use of another fund: (l) legal requirements, (2) GAAP requirements or (3) rhe
demands of sound financial administration requiring the use of a govemmental fund other
than the general fund.

. Debt semice fund - The debt service fund is a major govemmental fund, as defined below,
used by the Municipality to account for the accumulation of resources for, and the payment
of, principal and interest for: ( I ) bonds payable for which debt service paymenrs are legally
mandated to be accounted for in a debt service fund andlor (2) bonds payable or any general
longterm debt for which the Municipality is being accumulating financial resources in
advance to pay principal and interest poyments maturing in future years. During the fiscal
year ended June 30, 201 l, the financial activity accounted for in the debt service fund was
specifically related to bonds and notes payable.

The outstanding balance of general long-term debts for which debt service payments do not
involve the advance accumulation of resources (such as notes payable, obligations under
capital leases, accrued compensated absences, accrued legal claims and judgments and the
f'ederal cost disallowances) are only accounted for in the accompanying statemcnt 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.
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. Special revenue fund.s - The special revenue funds are major and non-major governmental
funds, as defined below, used by the Municipality to account for revenues derived from
grants, contributions or other revenue sources rhat are either self-resaricted by the
Municipality or legally restricted by outside panies for use in specific purposes (except for
revenues that are earmarked for expenditures in major capital projects rvhich are accounted
for in the capital project funds). The uses and limitations of each special revenue fund rre
specified by municipal ordinances or federal and state statutes. However, resources restricted
to expenditure for purposes normally financed from the general fund are reponed in the
Municipality's general fund provided that all applicable legal requirements are appropriately
satisfied. [n this case, a special revenue fund to account for such kind of transactions will be
used only if legally mandated.

. Capital projects funds - Capital projects funds are major and non-major govemmental funds,
as defined below, used to account for the financial resources used for the acquisition,
construction or improvement of major capital facilities and other assets. Significant capital
outlays tinanced from proceeds of general obligation, public improvement or special
obligation bonds accounted for also in the capital projects funds.

The use of the capital projects funds has been reserved only for major capital acquisitions,
construction or improvement activities that would distort financia[ resources trend data if not
reported separately from the other Municipality's operating activities. The routine purchases
of minor capitalize assets (such as fumiture, office equipment, vehicles and other minor
capital tssets or improvements) have been reported in the govemmental fund from which
financial resources were used for the payment.

The focus of the GFFS is on major governmental funds, which generally represent the
Municipality's most important funds. Accordingly, the Municipality is required to segregate
govemmental funds between major and non-major categories within the GFFS. Major individual
govemmental funds are reponed individually as separate columns in the CFFS, while data from
all non-major governmental funds are aggregated into a single column, regardless of fund type.

By definition, the Municipality's general fund is always considered a major governmental fund
for financial reporting purposes. In addition, any other govemmental fund is classified as a major
govemmental fund in the GFFS if its total assets, Iiabilities, revenues or expenditures of that
individual governmental fund are at least l0 percent of the corresponding element total (assets,
liabilities, revenues or expenditures) for allgovernmental funds. For the purposes ofapplying the
aforementioned major tund criteria, no eliminations of inter-fund balances have been made.
Total revenues for these purposes means all revenues, including operating and non-operating
revenues (net of allowances for uncollectible accounts), except for other financing sources. Total
expenditures for these purposes mean all expenditures, including operating and non-operating
cxpenditures. c\cept for other financing uses.

Based on the aforementioned criteria, the Municipality's major govemmentll funds reported in
the accompanying GFFS are: ( l) the general fund, (2) the debt service fund, (3) rhe public works
partnership fund. (4) the capital improvements bond fund, (5) the legislative joint resolutions
fund, and (6) the community development block grant fund.
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The public works partnership fund is a major capiral projects fund used mainly ro account for
grants received from the Depanment of Transportation and Public Works of the Commonwealth
of Puerto Rico for use in the construction or improvement of major general infrastructure assets.

The capital improvement bond fund is a major capital projects fund used to account for rhe
receipts and disbursements of the proceeds arising from the issuance of general obligation and
permanent improvement serial bonds used in the acquisition, construction or improvement of
major capital facilities and assets.

The legislative joint resolutions fund is a major capital projects fund used mainly to account for
grants from the state legislature for use in the acquisition, construction or improvement of mejor
capital facilities and assets.

The community development block grant fund is a major capital projects fund used mainly to
account for grants received from the U.S. Department of Housing and Urban Development for
use in the acquisition, construction or improvement of major capital assets.

The Municipality periodicalty undertakes a comprehensive evaluation of its fund structure to
ensure that complies with all aspects that are of imponance to users of general purpose external
financial repons. Consequently, all superfluous funds and some intemal funds currently used by
Municipality in the day-to-day accounting procedures have not been reponed as individual
govemmental funds in the accompanying fund financial statements. Accordingly, the
accompanying fund financial statements include only the minimum number of funds consistent
with legal and operating requirements and, consequently, certain types of similar intemal funds
have been combined into single funds in the accompanying fund financial statements.
The accompanying GFFS are accompanied by other statements and schedules required by GAAp:
( I ) the reconciliation of the balance sheet - govemmental funds to the statement of net assets, and
(2) the reconciliation of the statement of revenues, expenditures and changes in fund balances -
govemmental funds to the statement of activities.

e) Measurement Focus and Basis oJ Accounting

Government.wide financial statements - The
economic resources measurement focus and the
additional rules and limitations detailed below,

accompanying GWFS are prepared using
accrual basis of accounting. Subject to

the
the

revenues lincluding interest on deposits) are
generally recorded when earned and expenses are generally recorded when a liability is incurred,
regardless of the timing of related cash flows.

All revenues, expenses, gains, losses, assets and liabilities resulting from e.rchange and exchange-
like transactions are generally recorded when the exchange takes place. In exchange transactions,
each party to the transaction receives and gives up essentially equal values. An exchange-like
transaction is one in which there is an identifiable exchange and the values exchanged, though
related, may not he quite equal. Nevertheless, the exchange characteristics of the exchange-like
transaction are strong enough to justify treating it as an exchange for accounting purposes
(examples include certain charges for services and miscellaneous revenues, which are recorded as
revenues when collected because they are generally not measurable until actually received).
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All revenues, expens€s, gains, losses and assets resulting from non+xchange transactions are
recorded using the criteria set fonh by GASB statement No. 33, Accorrnrln g and Financial
Reporting for Non-e.rchange Transaukns (GASB No. 33). GASB No. 33 established accounring
and reponing siandards for non-exchange transactions involving cash and financial or capital
resources (for example, most taxes, grants and private donations). In a non-exchange transaction,
the Municipality gives (or receives) value wirhour directly receiving (or giving) equal value in
return. This is different from an exchange transaction, in which each party receives and gives up
essentially equal values. According to GASB No. 33, the Municipality groups its non-exchange
transactions into the following four classes in the accompanying basic financial statements: (i)
derived tax revenues, (b) imposed non-exchange rcvenues, (c) government mandated non-
exchange transactions, and (d) voluntary non-exchange transactions.

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

In the case of imposed non-exchange revenue transactions (such as property taxes and municipal
license taxes), which result from assessments made by the Municipality on nongovernmental
entities, including individuals, other than assessments on exchange transactions, receivables are
generally recorded in the period when an enforceable legal claim has arisen. property taxes and
municipal license are generally recorded as revenues (net of amounts considered not collectible)
in the fiscal year when resources are required to be used or the first fiscal year that the use of the
resources is permitted.

Govemment-mandated non-exchange transactions (such as grants and contributions) result when
a govemment at one level (such as the federal or state govemment) provides resources to the
Municipality and the provider government requires the Municipality to use those resources for a
specific purpose or purposes established in the provider's enabling legislation. In these type of
transactions, receivables and revenues are generally recorded when all eligibility requirements
imposed by the provider have been met. For the majoriry of grants, the Municipality must expend
resources on the specific purpose or project before the provider reimburses any amounts.
Revenue is, therefore, generally recognized as qualifying reimbursable expenditures are incurred.

voluntary non-exchange transactions (such as donations and certain grants and entitlements)
result from legislative or contractual agreements, other than exchanges, willingly entered into by
two or more parties. In these types of transactions, receivables and revenues are generally
accounted for in the same manner as government-mandated non-exchange transactions discussed
irbove. Events that are neirher exchange nor non-exchange transactions are 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 fiscal year are recorded
as deferred (unearned) revenues.

According ro GASB No.34, all general capital assets and the un-matured long-term liabilities are
recorded only in the accompanying statement of net assets. The measurement focus and the basis
of accounting used in the accompanying GWFS differ significantly from the measurement focus
and basis of accounting used in the preparaaion of the accompanying GFFS. Therefore, the
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accompanying GFFS include reconciliations, as detailed in the accompanying table of contenrs, to
better identify the relationship b€tween rhe GWFS and the GFFS.

covernqrental fund financial statements - The rccompanying GFFS are reported using the
current financial resources measurement focus (flow of current financial resources) and the
modified accrual basis of accounting. Accordingly, the accompanying statement of revenues,
expenditures and changes in fund balances - governmental funds, reports changes in the :rmount
of financial resources available in the near future as a result of transactions and events of the
fiscal year reponed. Therefore, revenues are generally recognized as soon as they are both
measurable and available. Revenues are considered to be available when they are collectible
within the current fiscal year or soon enough thereafter to pay liabilities of the current fiscal year.
For this purpose, the Municipality considers most revenues to be available if collecied within 9O
days after June 10, 2011, except for property raxes for which the availability period is 60 days.
Revenue sources not meeting this availability criterion or collected in advance are recorded as
defened (unavailable) revenues at June 30, 201 I.

The principal revenue sources considered susceptible to accrual include property taxes, municipal
license taxes, construction excise taxes, intergovernmental grants and contributions, interest on
deposits and charges for services. These principal revenue sources meet both measurability and
availability criteria in the accompanying GFFS, except for amounts recorded as deferred
(unavailable) revenues.

In a manner similar to the GWTS, but subject to and limited by the availability criteria discussed
previously, all revenues, expenses, gains, losses, assets and liabilities resulting from exchange
and exchange-like transactions are also generally recorded when the exchange takes place.
Accordingly, certain charges for services and miscellaneous revenues are recorded as .eulnues
when collected because they are generally not measurable until actually received.

All revenues, expenses, gains, losses and assets resulting from non-exchange transactions are
recorded in a similar manner to the GWFS, using the previously discussed criteria set fonh by
GASB No. 33 for non-exchange transactions, but subject to and limited by rhe availability criteria
discussed above. Accordingly, propeny tax and municipal license tax receivables are also
generally recorded in the fiscal year when an enforceable legal claim has arisen while property
tax and municipal license tax revenues (net of amounts considered not collectible) are also
generally recorded in the fiscal year when resources are required to be used or the first fiscal year
that the use of the resources is permitted. Receivables and revenues from federal and state grants
and contributions, donations and entitlements are also generally recorded when all eligibility
requirements imposed by the provider have been met (generally, as qualifying reimbursable
e-rpenditures are incuned).

lnterest on deposits is recorded when eamed only if collected within 90 days after the fiscal year-
end since these revenues would be considered both measurable and available.

Pursuant to the provisions of GASB Interpretation No. 6, Recognition arul Measurement oJ
Certain Liabilities and E-,tpenditures ir Governtnental Futtd Financictl Statements (GASBI No.
6), in the absence of an explicit requiremenr (i.e., the absence of an applicable modificarion,
discussed below) the Municipaliry generally accrues a govemmental fund liability and an
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expenditure (including salaries, protlssional services, supplies, utilities. ctc.) in the period in
which the government incurs the liability, to the extent that these liabilities are normally expected
to be liquidated in a timely manner and in full with current available financial resources. GASBI
No. 6 modified the recognition criteria for certain expenditures and Iiabilities repo(ed 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
ret'lects assets that will be convened into cash to satisfy current liabilities. Long-term $sets and
those assets that will not be converted into cash to satisfy current liabilities are generally not
accounted for 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 GASB No. 6 include:

o Principal 
^nd 

interest on bonds payable are recorded when they mature (when payment is
due), except for principal and interest due on July l,20ll, which have been recorded as
govemmental fund liabilities at June 30, 201 I, which is the date when resources are available
in the debt service funds (generally, June 30).

. Notes payable and compensated absences are recorded only when they mature (when
payment is due).

. 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 rcsources (expenditures)
rather than expenses. Most expenditures ue measurable and are recorded when the related
governmental fund liability is incurred. Allocation of costs, such as depreciation and
amortization, are recorded in the accompanying statement of activities, but are not recorded in the
accompanying GFFS.

t) Stewardship, Compliance, and Accountability

Budeetarv Control

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

The Mayor must submit, for each fiscal year commencing on July I, ln annual budgetary
resolution project (the Project) to the Commissioner of Municipal Affairs of the Commonwealth
(the Cornmissioner) and the Municipal Legislature no later than the immediately preceding
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May l0 and lvlay 15, respectively. The Commissioner preliminarily verifies that rhe Project
complies with all the applicable laws and regulations and may provide comments and suggestions
to the Ivlayor on or before the immediately preceding June 13.

The Municipal Legislature has l0 business days, up to the immediately preceding June 13, to
discuss and approve the Project with modifications. The Municipal Legislature may amend the
budgets submitted by the Mayor but may not increase any items so far to cause a deficit without
imposing taxes or identifying other sources of revenue to cover such deficit. After the Municipal
Legislature modifies and preliminarily approves the Projecr, rhe modified Project is senr back to
the Mayor for his approval or rejection within 6 days. The Mayor may decrease or eliminate any
line item but may not increase or insen any new Iine item in the budgets. The Mayor may also
Yeto the budgets in their entirety and return it to the Municipal Legislature with his objections. If
the Mayor rejects the Project, the Municipal Legislature will have up to 8 days ro adopt or reject.
the recommendations or objections of rhe Mayor. The approved Project is sent again to rhe
Mayor, which then would have 3 days to sign and approve it.

lf the budgets are not adopted prior to the end of the deadlines ret'erred to above, the annual
budgets for the preceding fiscal year, as approved by the Legislature and the Mayor, are
automatically renewed for the ensuing tiscal year until the Municipal Legislature and the Mayor
approve new budgets. This regulation permits the Municipality to continue doing payments for its
operations and other purposes until the new budgets are approved.

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

The Municipality's Department of Finance and Budget has rhe responsibiliry to ensure rhat
budgetary spending control is maintained. For day+o-day management control purposes,
expenditures plus encumbrances may not exceed budgeted amounts at the expenditure-type Ievel
of each cost center (activity within a program within a fund). The Mayor may transfer
unencumbered appropriations within programs within funds. The Municipal Legislature may
transfer amounts among programs within and among funds.

The legal level of budgetary control (i.e., the level at which expenditures may not legally exceed
appropriation) is at the function-/program level (general govemment, urban and economic
development, public safety, health and sanitation, culture, recreation and education, and public
housing and welfare) within a fund.

Under the laws rnd re-gulations of the Commonwealth, the appropriations made for any fiscal
year shall not exceed the total revenue, including available surplus, estimated for said fiscal year
unless the imposition of taxes sufficient to cover said appropriations is provided.

Budsetary Accountins

The Municipality's annual budgets are prepared using the budgetary (sraturory) basis of
accounting, which is not in accordance with GAAP.
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According to the budgerary basis of accounting, revenue is generally recorded when cash is
received. short-term and long-term bonowings may be used to finance budgetary excess of
expenditures over revenues.

The lVlunicipality uses encumbrance accounting to record the full amount of purchase orders,
contracts and other commitments of appropriated resources as deductions from the appropriation
prior to actual expenditure. In the govemmental funds, encumbrance accounting is i slgnificant
aspect of budgetary control. Accordingly, expenditures are generally recorded when thi related
expenditure is incurred or encumbered. Available appropriations and encumbrances are
established to lapse one fiscal year after the end of the fiscal year. Amounts required settling
claims and judgments against the Municipality, and certain orher liabiliaies, are ntr recognized
until they are encumbered or otherwise processed for payment. unencumbered appropriations
and encumbrances lapse at fiscal year+nd. other appropriations, mainly capiial 

'projects

appropriations, are continuing accounts for which the Munrcipal Legislature has authoriied that
an unspent balance from the prior year be canied forward and made available for current
spending.

The accompanying budgetary comparison schedule - general fund and the budgetary comparison
schedule - debt service fund provide information about the general and dJbt sirvice funds'
original budgets, its amendments, and the actual results of operations of such major govemmental
funds under the budgerary basis of accounting for the fiscal year ended June 3b, 2bt t. runner
details of the Municipality's budgetary control at the legal level may be obtained from the
Budgetary Liquidation Report for the fiscal year ended June 30, 201l, which is prepared by the
Municipality's Department of Finance. copies of rhat repo( may be obtained by writing tL the
Municipality's Direcror of Finance.

Because, accounting principles applied for the pu.poses of rhe developing dara on a budgetary
basis differ significantly from those used to present the govemmenral fund iinancial stateme-nts in
conformity with GAAP, a reconciliation of the differences between the general and debt service
funds' budgetary bases and GAAP actual amounts are presented at the bonom of the respective
budgetary comparison schedules.

g) Unrestricted and Restricted Deposits

The Municipality's deposits are composed of demand deposits in commercial banks and the
Government Development Bank for Puerto Rico (fiscal agent).

Under the laws and regulations of the Commonwealth, public funds deposited by the
Municipality in commercial banks must be fully collateralized for the amounts deposiied in
excess of the federal depository insurance generally provided by the Federal Deposits Insurance
Corporation (FDIC). Agents designated by the commonwealth's Secretary of the Treasury, but
not in the Municipality's name hold all securities pledged as collateral.

Cash in fiscal agent in the debt service fund consists of cash related to property tax collections
amounting to $ 2,772,470, which is restricted for the payment of the Municipaliiy's debt service,
and intergovemmental contributions received from the Commonwealth of Pueno Rico. Cash rn
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fiscal agent in the capital improvemenrs bond fund amounring ro $1,.176,968 consist of unspent
bond proceeds that are restricted for the acquisition, construction or improvement of major capital
assets.

Restricted cash in commercial banks, amounting to 53,1.14,685 represents mainly the balance of
interest and non-interest bearing accounts restricted to finance the operations of cenain federal
and state funded t'ederal award programs.

Unrestricted and Restricted Accounls Receivable

Accounts receivable consist of all revenues eamed but not collected at June 30, 201 I . These
xccounts receivables are stated net of estimated reserved for doubtful accounts, which are
determined based upon past collection experience, historical trends, current economic conditions
and the periodic aging of accounts receivable.

Activities among govemmental funds that are representetive of lending/borrowing arangements
outstanding at the end of the fiscal year are referred to as "due to/from other funds".

Pursuant to the provisions of GASB Statement No. 48, .Sa1es und Pleclges of Receivahles and
Future Revenues of Inta-Entiry Transfers of Assets and Future Revenues (GASB 48),
transactions in which the Municipality is willing to exchange an interest in its expected future
cash flows from collecting specific receivables or specific future revenues for immediate cash
payments, generally, a single lump sum are either regarded as a sale or as a collateralized
borrowing resulting in a liability depending on its continuing involvement with those receivables
or future revenues. Accordingly, a transaction will be reported as a collateralized borrowing
unless the criteria indicating that a sale has taken place are met. If it is determined rhat a
transaction involving receivables should be reported as a sale, the difference between the carrying
value of the receivables and the proceeds should be recognized in the period of the sale in the
accompanying Statement of Activities and Statement of Revenues, Expenditures and Changes in
Ftrnd Balances - Govemmental Funds. [f it is determined that a transaction involving future
revenues should be reported as a sale, the revenue is deferred and amonized, except when
specific criteria are met.

Capital Assets

Capital assets used in governmental activities include land and land improvements, buildings,
structures and buikling improvements, machinery and equipment (including equipment held
under capital leases), furniture and fixtures, Iicensed vehicles, construction in progress, and
infrastructure. These assets are capitalized and reported in the accompanying statement of net
assets. Infrastructure assets are generally stationary in nature and include roads, bridges, streets
and sidewalks, drainage systems and other similar assets.

For financial reporting purposes, the Municipality defines capital assets as assets with an
individual cost basis of $500 or more at the date of acquisition, construction or improvement, and
with useful lives extending beyond one year. All assets with individual costs under 9500 or wirh
useful lives not exceeding one year, are charged directly to expense in the govemment-wide
statement of activities. In the governmental funds, all capital assets are recorded as capital
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outlays (expenditures), while all assets with individual cosrs under s500 are recorded as
expenditures in the corresponding function/program identified with the asset.

In the statement of net assets, all capital assets are recorded at cost or estimated historical cost if
actual cost was unavailable, except for donated capital assets, which are recorded at their
estimated fair value at the date of donation. Estimated historical costs based on tieflated current
costs were used to value a significant ponion of the infrastructure constructed or acquired prior to
June 30, 2003 and ce(ain lands, buildings, structures and building improvements. The method
used to deflate the current costs with an approximate price index was used only in the case of
certain items for which the historical cost documentation was not available. Actual hisrorical
costs were used to value the infrastructure acquired or constructed after June 30, 2003 as well as,
construction in progress, machinery and equipment and licensed vehicles acquired prior or after
such date.

Major outlays for capital assets and improvements are capitalized in the statement of net assets as
projects are constructed. The costs of normal maintenance and repairs that do not add value to
the asset or materially extend capital asset lives are not capitalized.

Depreciation and amonization expense is recorded only in the govemment-wide statement of
activities. However, there is no depreciation or amonization recorded for land and construction
in progress. Depreciable capital assets are generally depreciated or amortized over their
estimated useful lives under the straight-line method, except for machinery and equipment held
under capital leases which is depreciated over the shorter of its estimated useful life or the lease
term. The estimated useful lives of major capital asset categories are:

Yearc
20Land improvements

Buildings, structures and building improvements
Infrastructure
Motor vehicles
Fumiture, fixtures, machinery and equipment,

excluding those held under capital leases

Equipment held under capital leases

30 to 50
20 to 50

5

5to20
3to5

Depreciation and amortization expense of capital assets is recorded as a direct expense of the
functior/program specifically identified with the asset. Depreciation and amortization of
infrastructure is not allocated to yarious functionVprograms but reported as direct expenses of the
urban and economic development function.

j) Defened Revenues

In the GFFS. deferred revenue arises when one of the following situations occur:

o Potential revenue does not meet both the "measurable" and "available" criteria for revenue
recognition in the current period (reponed as "eumed but unavailable revenue" in the
accompanying balance sheet-govemmental funds). As previously discussed, available is
defined as due (or past due) at June 30, 20ll and collected wirhin 90 days (60 days for
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property taxes) thereafter to pay obligations due at June 30. In subsequent periods, when
both criteria (measurable and available) are met, the liability for deferred revenue is removed
and revenue is recognized.

o The Municipality receives resources before it has a legal claim to them (reported as
"uneamed revenue" in the accompanying balance sheet-govemmental funds). In subsequent
periods, when the revenue recognition criterion is met, the liability for deferred revenue is
removed and revenue is recognized.

Deferred revenues at the government-wide level arise only when the Municipality receives
resources before it has a legal claim to them (repo(ed as "uneamed revenue,' in the
accompanying statement of net assets). No "eamed hut unavailable revenue" is accounted for in
the accompanying statemenl of net assets.

k) CompensatedAbsences

Compensated absences are accounted for under the provisions of Statement No. 16, Accounting
for co,npensated Absences, issued by GASB (GASB No. 16). Compensated absences include
paid time off made available to employees in connection with vacation, sick leave and
compensatory time. The liability for compensated absences recorded in the accompanying
statement of net assets is limited to leave that: (l) is attributable to services already rendered on
or before June 30, 201 I and (2) is not contingent on a specific event that is outside the control of
the Municipality and the employee (such as illness). Compensated absences that relate to future
services or are contingent on a specific event outside the control of the employer or the employee
are accounted for in the period when those services are rendered or those events take place.

The liability for compensated absences includes salary-related costs, which are directly and
incrementally related to the amount of salary paid to the employee (such as employer's share of
social security taxes and Medicare taxes).

The vacation policy of the Municipality provides for the accumulation of regular vacations al a
rate of 2.5 days per month (30 days per fiscal year) per employee. Employees accumulare regular
sick leave at a rate of 1.5 days per monrh (18 days per fiscal year). Employees accrmulate
compensatory time at a rate of 1.5 times the ovenime worked. All vacation and sick leave days
accumulated by employees in excess of 30 days and 9O days, respectively, are paid to employees
each fiscal year, if not consumed, as required by law. In the case of compensatory time, the
excess of 240 hours is paid to employees each fiscal year, if not consumed.

Upon termination ofemployment, an employee receives compensation for all accumulated unpaid
regular vacation leave at the current rate. In the case of regular sick leave, if the employee
terminates his or her employment before reaching l0 years of services, such regular sick leave is
not paid to the employee, if not consumed. In addition upon termination of employment, an
employee does not receive compensation for compensatory time, if not consumed previously.

After l0 years of services, any regular sick leave balance is paid to rhe employee. Accumulated
vrcation time is fully vested to the employee at any time.
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The liability for compensated absences is reponed in the statement of net assers. A liability for
compensated absences is reported in the GFFS only when matured (when payment is due), for
example, as a result of employee resignations or retirements.

Long-terrn Debt

The long+erm liabilities reponed in the accompanying statements of net ass€rs include rhe
Municipality's bonds payable; notes payable, obligations under capital Ieases, accrued
compensated absences and accrued legal claims andjudgments.

All long-term debt to be repaid from govemmental resources is reported as liabilities in the
accompanying statement of net assets. Principal and interest payments on bonds due on July l,
20ll have been recorded as governmental fund liabilities in the GFFS when resources were
available in the debt service fund (June 30, 20ll). In the GFFS, the face amounr of debt issued
(gross debt reponed) is reported as other financing sources when issued.

In the GWFS debt issuance costs have been capitalized and reported as deferred charges, which
are being amortized under the straighr-line method over the life of the debr. In rhe GFFS, such
costs are recorded as expenditures as incurred.

For non-interest bearing notes payable 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 terrns and conditions, if it had been negotiated by an independent lender. In the
accompanying statement of net assets, such notes payabte are reported net of the applicable
unamortized discount, which is the difference between the present value and the face amount of
the notes. The discount is amortized over the life of the notes using the effective interest method.
Amonization of the notes discount is recorded as pan of interest expense in the statement of
activities. In the GFFS, notes discount is recognized as other financing uses during the current
period.

m) Leases

The Municipality classifies its Iease agreements either as operating or capital leases obligations.
Capital lease agreements rre generally non-cancelable and involve substance over foim, the
transfer of substantially all benefits and risks inherent in the ownership of the leased propeny,
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. The Municipality
classifies a lease agreement as a capital lease if at its inception the leas€ meets one or more of the
following four criteria:

. By the end of the lease term, ownership of the leased property is transferred to the
Municipality.

o The lease agreement contains a bargain purchase option.

o The lease term is substantially equal (75 percent or more) to the estimated useful Iife of the
leased property.
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o 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 legalty from entering into obligations extending b€yond
one fiscal year, mosl capital lease agreements entered by the Municipaiity contain fiscal funding
clauses or cancellation clauses that make the continuation of the agreements subject to future
appropriations Leases that meet at least one ofthe aforementioned four criteria, and have a fiscal
funding or a cancellation clause, have been accounted for as crpital leases in the accompanying
statement of net assets.

GWFS' since the likelihood of invoking the provision is considered remote. The Municipality's
lease agreements do not include contingent rental paymenls or escalation clauses.

In the GWFS' the obligation under capital leases is recorded at the lesser of the estimated fair
value of the leased propeny or the present value of the minimum lease payments, excluding any
ponion representing execuror cosrs and profit thereon to be paid by the lisier. A ponion oflach
minimum lease payment is allocated to interest expense and the balance is applied to reduce the
lcase obligation using the effective interest method.

In the GFFS, the net present value of the minimum lease payments at the inception of the capital
lease, if applicable, is recorded simultaneously as: (l) expenditures and (2) other financing
sources. Minimum lease payments are recorded as expenditures in the GFFS.

n) Accounting for Pension Costs

For the purpose of applying rhe requirements of GASB Sratemenr No. 27, Accounting Jor
Pensions by State and Local Govemment Entpkrers (GASB No. 27), rhe Common*"riin i.
considered to be the sponsor of the Employees' Retirement System of the Govemment of the
commonwealth of Puerto Rico (formerly Employees' Retirement System of the Government of
Puerto Rico and lrs Instrumenraliries) (ERS) and system 2000, a multi-employer coslsharing
defined benefit pension plan and a hybrid defined contribution plan, respecriveiy, in which the
employees of the Municipatity participate. The Municipality is considered a panicipant, and nor a
sponsor, of these retirement systems since the majority of the participants in the aforementioned
pension trust tunds are employees of the Commonwealth and the basic financial statements of
such retirement systems are pan of the financial reponing entity of the commonwealth.
Accordingly, no portion of the net pension obligation (NPO) related to ERS has been allocared ro
the Municipality in the accompanying basic financial statements. The basic financial statements
ofthe Commonwealth repon the total amount ofthe net pension obligation ofERS, including any
amount that may correspond to the Municipality. The Municipality accounts for pension 

-costs

from the standpoint of a panicipant in a murtipre-emproyer cost-sharing pran. Accordingly,
pension costs recognized in the rccompanying basic financial statemenLs are equal to the
statutorily required contributions, with a liability recorded for lny unpaid required contributions.
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Risk Managemenl

The Municipality carries commercial insurance covering casualty, theft, ton claims and other
losses. Insurance policies are negotiated by the Commonwealth's Depanment of Treasury lthe
Department of Treasury) on behalf of all municipalities of Pueno Rico. The Depanment of
Treasury pays the insurance premiums on behalf of rhe Municipality and then is reimbursed each
fiscal year through monthly equal payments deducted from the Municipality's gross propeny tax
collections made by rhe Municipal Revenue Collection Center (..CRIM", by irs Spanish
acronyms), a govemmental entity responsible for billing and collecting propeny taxes on behalf
of all municipalities of Pueno Rico.

The Municipality canies insurance coverage for death and bodily injuries caused by automobile
accidents. This insurance is obuined through the Automobile Accidents Compensation
Administration (ACAA), a component unit of the commonwealth. This insurance is compulsory
for all licensed vehicles used on public roads and highways in pueno Rico. The annual premium
applicable at June 30, 201 I is S35 per licensed moror vehicle, which is paid directly ro ACA,{.

The Municipality obtains workers' compensation insurance coverage through the Saate Insurance
Fund Corporation (SIFC), a component unit of the Commonwealth. This insurance covers
workers against injuries, disability or death because of work or employment-related accidents, or
because of illness sutfered as a consequence of their employment. workers' compensation
insurance premiums are also paid through monthly deductions made by CRM irom the
Municipality's gross property tax collections.

The Municipality obtains unemployment compensation, non-occupational disability, and drivers'
insurance coverage for its employees through various insurance programs administered by the
Commonwealth's Department of Labor and Human Resources (DoL). These insurance programs
cover workers against unemployment and provide supplementary insurance coverage for
temporary disability, or death because of work or employment-related accidents or because of
illness suffered as a consequence of their employment. unemployment compensation, non-
occupational disability and drivers' insurance premiums are paid directly to DoL on a cost
reimbursement basis.

The Municipality also obtains medical insurance coverage from several health insurance
companies for its employees. Different health insurance coverage and premium options are
negotiated each year by the Department of rreflsury on behalf of the Municipality. The current
insurance policies have not been canceled or terminated at June 30, 201 l. premiums are paid on
a monthly basis directly to the insurance company. In the past three years, the Municipality has
not scttled claims that exceeded insurance coverage.

Fund Balances

On July l, 2009, the Municipality adopred rhe provisions of GASB Statemenr No. 5.1, Funzl
Balance Reporting and Governmental Fund rvpe Definitions (GASB 54), which enhanced the
usefulness of fund balance information by providing clearer fund balance classifications that can
be more consistently applied. This statement establishes fund balance classifications that
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comprise a hierarchy based primarily on rhe extent to which rhe Municipaliry is bound ro observe
constraints imposed upon the use of the resources reponed in govemmental funds.

Pursuant to the provisions of GASB 5.1, the accompanying GFFS repon fund balance amounts
that are considered nonspendable, such as fund balance associated with inventories. Other tund
balances have been reponed as restricted, committed. assigned, and unassigned, based on the
relative strength of the constraints that control how specific amounts can be spent, as described as
follows:

c.

Nonspenduble - Represent resources that cannot be spent readily with cash or are
legally or contractually required not ro be spenr, including but not limited to
inventories. prepaid items, and long term balances of interfund loans and accounts
receivable.

Restided - Represent resources that can be spent only for the specific purposes
stipulated by constitutional provisions, extemal resource providers (extemally
imposed by creditors or granrors), or rhrough enabling legislation (rhar is, legislation
that creates a new revenue source and restricts its use). Effectively, restrictions may
be changed or lifted only with the consent of resource providers.

Connnitted - Represent resources used for specific purposes, imposed by formal
action of the Municipal's highest level of decision making authoriry lMunicipal
Legislature through resolutions and ordinances) and can only be changed by a similar
law. ordinance or resolution.

Assigned - Represeni resources intended to be used by the Municipality for specific
purposes but do not meet the criteria to be classified as restricted or committed
(generally executive orders approved by the Mayor). Intent can be expressed by the
Municipal Legislature, the Mayor or by an official or body to which the Municipal
Legislature delegates authority in conformity with the Autonomous Municipalities Act
of Puerto Rico, as amended. In governmental funds other than the general fund,
assigned fund balance represents the remaining amount that is not restricted or
committed.

e. Unassigned - Represent the residual classification for the Municipality's general fund
and includes all spendable amounts not contained in the other classifications. In other
funds, the unassigned classification is used only to repon a deficit balance resulting
from overspending for specific purposes for which amounts had been restricted,
committed. or assigned.

Negative fund balance amounts are assigned amounts reduced to the amount that will
raise the fund balance to zero. Consequently, negative residual amounts in restricted,
committed and assigned [und balance classifications have been reclassified to
unassigned fund balances.

The Municipality repons resources constrained to stabilization as a specified purpose
(restricted or committed fund balance in the general fund) only il ( l) such resources meet
the other criteria for those classifications, as described above and (2) the circumstances or
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the other criteria for those classifications, as described above and (2) the circumstances or
conditions that signal the need for stabilization arc identified in sufficient detail and are not
expected to occur routinely. However, the Municipality has not entered into any
stabilization-like arrangements, nor has set aside material financial resources tbr
emergencies and has not established formal minimum fund balance amounts as of and for
the fiscal year ended June 30, 201 l.

In situations when an expenditure is made for a purpose for which amounts are available in
mtrltiple fund balance classifications, the Municipality uses restricted resources first, and
then unrestricted resources. Within unrestricted resources, the Municipality generally
spends committed resources first, followed by assigned resources, and then unassigned
resources when expenditures.

The classification of the Municipality's individual govemmental funds among general, debt
service, special revenue and capital project fund types used in prior fiscal years for
financial reponing purposes was not affecred by the implementation of GASB 54. In
addition, the financial positions and the results of operations reponed in the accompanying
GFFS as of and for the fiscal year ended June 30, 201 I have nor been affected for rhis
change in accounting principle. Accordingly, the accompanying GFFS have not reported
any retroactive restatements or reclassifications offund equities as ofJuly l, 2010.

q) Inter-fund Activities

The Municipality has the following types of reciprocal and non-reciprocal inrer-fund activities
recorded among govemmental funds in the accompanying GFFS:

Inter'fund loans - Represent resources (assets) provided by one govemmental fund to other
govemmental fund with a requirement and commitment for repayment (reimbursement),
which are recorded ts "due from" in the lender govemmental fund and .,due to" in rhe
borrower govemmental fund. Inter-fund receivables, which are not considered to be
currently available financial resources, are reported as "udvances". For amounts not
expected to be collected, inter-fund receivablevpayables are reduced to their estimated
realizable (settlement) value, and the portion of the inter-fund loan that is not expected to be
repaid is reported as a " transfer-in" from the govemmental fund that provided the loan.

Interfund transfers (transfers-inl(out) ) - Represent flows of assets (permanent reallocation
of financial resources among govemmental funds) without equivalent flows of assets in
retum and without a requirement for repayment. Transfers are reported $ "other Jinancing
rrse.s" in the govemmental fund making transfers and as .,other 

financing sources,, in rhe
govemmental fund receiving transfers.

Inter-fund reimbursements - Represent repayments (reimbursements) from the
govemmental fund responsible for particular expenditures or erpenses to the governmental
fund that initially paid for rhem.

In the CFFS, inter-tund activiry hls nor been eliminated, as permitred by GAAp.
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Use of Estimues

The preparation of the accompanying basic financial statements in confbrntiry rvith GAAP
requires manaeement to make significant estimates and assumptions that affect the reponed
amounts of lssets and liabilities. the disclosure of contingent assets and liabilities at the date of
the basic iinancial statements, and the reported amounts of revenue ;rnd expenses during the
reponing period. Actual results could differ from those estimates.

Funre Adoption of Accounting Pronouncements

The GASB has issued the tbllowing statements that have et'fective dates after June -.10. 201 l:

o GASB Statement No. 60, Accomting o Financial Reporting Jbr Sen,ice
Ctntession Arronlletnents (GASB 60). The requirements of this Statement are
etfective tbr the fiscal year commencing on July 1, 201 l.

o GASB Stttement No. 62. Colifir'qtion of At:courttitrg tutl Financial Reporting
Guidan<-e Contuined in Pre-Not'entber 30, 1989 FASB and AICPA Pronouncernents
(GASB 62). The requirements of this Stat€ment are effective fbr the fiscal year
commencing on July l, 2012.

The impact of these statements on the Municipality's basic financial statements has not yet been
dctermined.

Subsequent Events

In preparing these financial statements, the Municipality has evaluated events and transactions for
potential recognition or disclosure through November 7, 201 l. the date the financial statements
rvere issued-

2. Deposits

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

On July l. 200-5, the Municipality adopted rhe provisions of GASB Srarement No. -10 (GASB No.
1O), Deposit turl hryestment Risk Di.ttlosure, un /lmendnrcnt to G,ISB Stdem(nt rVo. J. This
statement requires that state and local govemments disclose essential risk information about deposits
and investments. The disclosure requirements cover tbur main areas: ( I ) credit risk, (2) interest rate
risk, (3) custodial credit risk. and (.1) foreign exchange exposure.

o Credit risk - This is the risk that an issuer or other counterpiny to an investment will not
fulfill its obligations. [n compliance with the laws and regulations of the Commonwealth, the
Municipality has adopted, as it's custodial and credit risk policy, the Statentent of btvest, ent
Guidelines ftr the Govennrcnt of the Cunntonveulth rtf Puerto Rico. Accordingly, the
Municipality invests only in obligations of the Commonwealth, obligations of the United
States of America, ccrtificates of deposit. commercial paper, bankers' acceptances, or in
pools of obligations of the municipalities of Pueno Rico, which are managed by GDB.
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According to the aforementioned investment guidelines, the Municipality do€s not invest irt
marketable securities or any oaher types of investments for which credit risk exposure may be
significant. Therefore, the Municipality's management has concluded that the credit risk
related to any possible loss related to defaults by commercial banks on rhe Municipality's
deposits are considered low at June 30, 201 l.

. Interest rate risk - This is ahe risk that changes in interest rates of debt investments will
adversely at'fect the fair value of an investment. The Municipality manages its exposure to
declines in fair values by: (l) not including debt investments in its investment portfolio at
June 30, 201 l, (2) limiting the weighted average maturity of its investments to rhree monrhs
or less, and (3) keeping most of its bank deposits in interests bearing accounts generating
interests at prevailing market rates. At June 30,2011, the Municipality's investments in
cenificates of deposit are recorded at cost, which approximates their fair value. Therefore,
the Municipality's management has concluded that at June 30, 2011, the inreresr rate risk
associated with the Municipality's cash and cash equivalents is considered low.

o Custodial credit risk - In the case of deposits, this is the risk that in the event of a bank
failure, the Municipality's deposits may not be recovered. Pursuant ao the Statement of
Investment Guidelines for the Government of tlrc Commonwealtlt of Puerto Rico the balances
deposited in commercial banks by the Municipality are insured by the Federal Deposit
Insurance Corporation (FDIC) generally up ro a maximum of $250,000 per depositor. In
addition, public funds deposited in commercial banks by the Municipaliry are fully
collateralized for the amounts deposited in excess of the federal depository insurance. All
securities pledged as collateral are held, in the Municipality's name, by the agents of the
Commonwealth's Secretary of Treasury. Deposits with GDB are uninsured and
uncollateralized. However, no losses related to defaults by GDB on deposit transactions have
been incurred by the Municipality through June 30, 201 t. Therefore, the Municipality's
management has concluded that al June 30, 201 I , the custodial credit risk associated with the
Municipality's cash and cash equivalents is considered low.

o Foreisn exchanse risk - The risk that changes in exchange rates will adversely affect the
value of an investment or a deposit. According to the aforementioned investment guidelines,
the Municipality is prevented from investing in foreign securities or any orher types of
investments for which foreign exchange risk exposure may be significant. Accordingly,
management has concluded that the foreign exchange risk related to the Municipality's
deposits is considered low at June 30, 201 l.

3. lllunicipal License Taxes

The Municipality is authorized by Act No. 8l to impose and collect municipal license taxes to any
natural or legal person having trade or business activities within the tenitory of Ceiba. This is a self-
assessed tax generally based on the business volume of taxpayers, measured by gross revenues. The
Municipality establishes the applicable tax rates. At June 30,2011, the municipal license rax rates
imposed by the Municipality were 1.50 percent for financial institutions and 0.50 p€rcent for orher
types of taxpayers. Any taxpayers 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.
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Each taxpayer must asses the corresponding municipal license tax by declanng the volume of
business through a tax retum filed every April 15, based on the actual volume of business (revenues)
earned in the preceding calendar year. Taxpayers with a sales volume of 53 million or more must
include audited financial slatements with their tax retum filings. The tax can be paid by the raxpayer
in two equal installments due on July l5 and January 15, subsequent to rhe filing of the declaration on
April 15. The first installment of the tax covers the six-month period ended December 3 l, subsequent
to the filing date of the declaration, while the second installment of the tax covers the six-month
period ended June 30 of the subsequent calendar year. If a taxpayer elects to pay the tax in full on the
filing date of the declaration (generally April l5), a 5 percent discount is granred automatically on the
total tax amount due.

Any municipal license taxes collected in advance (that is, pertaining to a future fiscal year) are
recorded as uneamed revenues in the GWFS and the GFFS. Total municipal license tax receivable
amounted to $35,713 at June 30, 2011. Uneamed municipal license tax revenues recorded in the
accompanying GWFS and GFFS amounted ro $252,5 I I ar June 30, 201 l.

.1, Property Taxes

The Municipality is authorized by Act No. 8l to impose and collect propeny nxes from any natural
or legal person that, at January I of each calendar year: ( l) is engaged in trade or business and is the
owner of personal or real propeny used in trade or business or (2) owns residential real property with
a value in excess of $ 15,000 (ar I957 estimared market prices).

CRIM is responsible for the billings and collections of real and personal property taxes on behalf of
the Municipality. Prior to the beginning of each fiscal year, CRM informs to the Municipality the
estimated amount of property tax expected to be collected for the ensuing fiscal year. Throughout the
fiscal year, CRIM advances funds to the Municipality based on rhe initial estimated collection
amounts for the fiscal year. CRIM is required by law to prepare a settlement statement on a fiscal
year basis, whereby a comparison is made between the amounts advanced to the Municipality and the
property tax amounts actually collected from taxpayers on behalf of the Municipality during the fiscal
year. This settlement has to be completed on a preliminary basis not later than December 3t
following the fiscal year end.

Personal property taxes are self-assessed by taxpayers every year using the book value of personal
propeny assets owned by the taxpayer at January I (assessment date) and reponing such taxable value
through a personal property tax return filed on May l5 subsequent to the assessment date. The total
personal property tax rare in force ar June 30, 20ll was 6.83 percent (of which raxpayers pay 6.63
percent and the remaining 0.20 percent is paid by the Depanment of Treasury, as a subsidy).

Real propeny taxes are assessed by CRIM. The assessment on real property is made every January I
and is based on estimated current values of the propeny, det'lated to 1957 market prices. The total
real property tax rare in force at June 30, 201 I was 8.83 percent (of which 8.63 percent is paitl by
taxpayers and the remaining 0.20 percenr is also paid by the Depanment of rreasury, as a subsidy).

Residential real propeny occupied by its owner (not engaged in trade or business) is exempt from
property taxes only on the first $15,000 of the assessed value (at 1957 market prices). For exempt
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amounts, lhe Department of Treasury assumes the payment of the basic tax (.1.00 percent and 6.00
percent for personal and real propeny, respectively), except for property assessed for less than 53,500
(at 1957 market prices), for which no paymenr is made by the Depanment of Treasury.

According to Act No. 81, included within rhe total pesonal and real propeny tax rates of6.83 percent
and 8.83 percent, respectively, there is a levy of an annual special tax of 1.03 percent of rhe assessed
value of all real and personal property not exonerated from ta,\ation. This special tax is levied by the
Commonwealth but is collected by CRIM. Collections of this special tax are directly remitted by
CRIM to the Commonwealth's debt service fund, for the payment of the general long-term debt of the
Commonwealth.

In addition, included within the total personal and real propeny tax rates of 6.83 percent and 8.83
percent, respectively, there is a portion of rhe tax rate in the amount of 2.00 percent that is restricted
for the Municipality's debt service requirements on bonds. Such amounts are recorded in the
Municipality's debt service fund.

Fu(hermore, included within the total personal and real property tax rates of 6.83 percent and 8.83
percent, respectively, there is a portion of the tax rates that is recorded in the Municipality's general
fund, of which a portion is restricted for the payment of: (l) the insurance premiums acquired through
the Department of Treasury, (2) the monthly contributions to CRIM, which are statutorily required as
the Municipality's share of CRIM operating expenses, (4) statutory contributions to the Puerto Rico
Health Services Administration (PRHSA), as the Municipality's share of the cost of the public health
insurance coverage provided to qualifying low-income citizens, (5) certain notes payable to CRIM
and, (6) certain amounts due to certain agencies and component units of the Commonwealth, which
are recorded within intergovemmental payables in the accompanying GWFS and GFFS. The 0.20
percent of unrestricted personal and real property taxes paid by the Department of Treasury as a
subsidy is recorded in the Municipality's general fund.

The Additional Lottery System of the Commonwealth (the Additional Lottery) is an op€rarional unit
reported as an enterprise fund in the Commonwealth's basic financial statements, which cunently
operates several betting altematives to the citizens of Puerto Rico. The Additional Lottery is required
every fiscal year to distribute a ponion of its excess of revenues over expenses as follows:

. Thiny five percent of its net eamings (defined as the excess of revenues over expenses less an
amount earmarked for the Fund for Rent and Home Improvement Subsidy Program for the Low-
Income Qualifying Elderly) is earmarked to the municipalities of the Commonwealth, of which a
maximum of $26 million, on an annual basis, is distributed to the Municipal Equalization Fund
held by CRIM to cover operating expenses and permanent improvements of the municipalities.

o An additional amount not exceeding 516 million, on an annual basis, is distributed to the
Municipal Equalization Fund, provided it is within the thirty-five percent corresponding ro rhe
municipalities of the Commonwealth. When the accumulated municipal appropriations from the
municipalities' Puerto Rico Health Reform are covered up to June 30, 1997, these resources will
be assigned to PRHSA.

At June 30, 201 I , propeny taxes receivable recorded in the general and debt service fund rmounted to
$873, 150 and $ 7,124 respectively, net of a reserve for doubtful accounts.
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Sales and Use Taxes

The Municipality imposes a sales and usage tax within the tenitorial limits of the Municipality
pursuant to the Internal Revenue Code of the Govemment of Pueno Rico. This is a self-assessed tax
consisting of one and a half percent ( L57o) on the sale price of a taxable item or on the purchase price
of all usage, storage or consumption of a taxable item. It is collected monthly in a tai return that is
due twenty calendar days after the end of each month.

A portion of the sales tax amounring 0.27o is restricted for the payment of long+erm debt and is
recorded in the debt service fund. The remaining portion of 1.37o is recorded in the general fund
since is available for general operating purposes.

Sale tax receivable represents sales tax levied that were collected subsequent to June 30, 2011, but
pertaining to current year period. At June 30, 2011, the sales and use taxes receivable amounted to
$ 16.225.

Construction Excise Taxes

The Municipality imposes and collects municipal construction excise taxes to most natural and legal
persons and any governmental instrumentaliiy that carry out activities related to construction,
expansion, major repairs, relocations, alterations and other types of permanent improvements to
residential, commercial and industrial buildings and sructures within the territorial area of the
Municipality. The tax is also applicable to infrastructure projects, the installarion of machincry,
equipment and fixtures, and other types of construction-related activities.

The construction excise tax generally is a self-assessed tax imposed over the cost of the project, net of
certain exemptions such as the costs associated with the acquisition of land, project design and other
engineering fees, licenses and permits, legal and accounting fees, and most marketing and advertising
costs. The tax is paid by the taxpayer at the beginning of the project.

All single-family residential consrruction projects nor related to housing development projects,
condominiums, or any similar projects, are partially exempt from construction excise taxes. In
addition, a ponion ofall single-family residential improvement projects are exempt from construction
excise taxes. All projects carried out on buildings and structures classified as historical treasures by
the Puerto Rico Planning Board have an in the tax rate applicable to construction excise taxes.

Construction excise tax receivable represents taxes that were collected subsequent to June 30, 201 I,
but penaining to current year period. At June 30,2011, the construction excise taxes receivable
amounted to S376,688.
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7. Inter-FundTransactions

The composition of inter-fund balances at June 30,20ll and for the fiscal year rhen ended is as
follows:

Due fmm orh6 funds:

Oeneral

fund

Legislative Community
joint Debt developrnent Oher

aEsultions servicc block grant govemmental
Total

govemnental
Du€ to orher lunds:

govrmmenhl funds:

Gener-dl fuod
Public wo*s panneBhip fund
Community developncot blck granr furd
Debt s€rvice fund

Othe. govemmental funds
Toral

s s s 3 $ t.177 s Ll77
I89.d2l 7m _ t{.t:l
t59.8t4 t59,8t4

59--59
10.J07 :0.10

s :169.701 g 7ms s s a.t77 s ,L578

Community
joint Debr developmen( Othff Total

Gcnenl resultions srNice hlock gri govemnrental govemmental
Trnnsfers to other funds: fund fund fund fund funds funG

General fund

Capital improvcments bond fund
Debt service fund

nral

-g 7.665 S 10.]0r
62.860

s s s I:,6.16 !
62.860

683
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8. Capital Assets

Capital assets activity for the fiscal year ended June 30, 2Ol l:
Balaoca ra

begitrnio8 of
Balsme sl

end ot
fiscsl yerr lddltlon3 Rarl&s.sificrllola fiscal year

s 2-0t7.998 S - s s 1.017.998

J,{64.910 2.7{6.5.19 6t l,-lgt 7,422,970

r.:66.545 -199.671 , t.666,217

(;ovcmnrcntrl Actlvities:
Co6t bssisl
Crpilal aisel oot bring deprEciated:

llnd
Constsuction io pmgress

Total capihl assets.

l,lt6,06l 155.194 ( 1.613.:{9) 858.206

nor bcirg deprEciated,/dnonized _-_-__---__-- jt+!Eq_ 155,194 ( 1.611,2.19) 2,876,205

Capiial assets, beint depreciated:

Buildings, strucrures, rnd improvcments 6..16-1.226 1.101.299 1.001.758 8,.166.281

lnfiaestructue
Vehicles, machinery and equipmnet, and

Iumiture ard Iirures

Inliacstluctule
Vehicles, machinery and equipmnet. and

fumitur and fixlures

Total accumutated deprEciation and

irrnonization
Ncl crpital ass€ls

- :6.21t
Tobl capiEl assets.

not hing depreciated/omortizcd l2.l I.l,70l .r,153.750 1.613.:{9 17.981.700
ToLrl cosr brsis of crpiral asscrs _Lg::j]!1!.L {,509, I .r.r , 10.857.905

20.000 6.2.1t

Accueulated
Depreciatlod Dcprecirtion

nortlzatlon :rnd

.t h€ginning ror3izrtio,l

-,\acumolal€d
Depreclatlory'
xmortizetioo

end ot
of fltcsl year Gxpcn* Retiremrnt3 of fi.scsl yerf

Accumulaed deprecialion and amorlization:
Buildings.stucfures,andimprovemenlsS(2,001.958)S(-105.700)SS(2.{.{r.659)

- (787.1,16)

' 0.1 18.449)
- (2 t,2.r6)

Depreciation and amortization expense for the liscal ycrr ended June 10, 201 l, was charged to fuc(iooyprograms as follows:

Co!cmmdotal activities:

Ceneral govemment S ( ll.t,ggl )

Public safcty ( ll4.99l)
Public works ( 134.991 )

Cultffe, recreation and.ducation ( ll{.991)
Heal6 and wclfare ( ll4,99l )

Urbar and economic d€vclopmen! ( l:14,992)

Tolal depreciation and
lmoflization expenses S (80S,947)
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(517,775J (:09,37t)

(924,820) ( t91,629)
(20,000) ( t.216)
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9. Long-TermObligations

The general long-term debt rctivity for the fiscal year ended June 30, 201 [ is as follows:

E.L!.r.a Bomrlnt3

b.ri!!l[I o{

lL.rlrE lddiibs

tlunic'prl Revenue Collc.uon C..rs:

Public A.r i"o. 12 of .l urr- 16. lom

fiublic tur i_o. 116 0f clcrob.r ll. :001

GnemrEnr l)cvelopne B&l tdhEno Rico

Tdri

t t.6r7.6m ,

16 t.106

I l..lo9

t.119.E6.t

l.t6t.Jt8 s

I 18..t lE

1.]65.711

(t%.018) !

( t9,156)

(r5.J-r7)

(r..]19.864)

.l.6tr.aoo 5

7-l].650

t6_062

lrs.lr8
1..t65.r11

.lL{o

17.-1.16

t6.062

Il_67.1

s 1.781-979 t 1.717.170 ! .770.685t ! :.7!E.66r S

a)

Historically, the general fund has been used to liquidate certain notes payable, compensated absences,
federal cost disallowances. obligations under capital leases and any other long+erm liabilities other
than bonds.

Debt Limitation

The Municipal Legislature is legally authorized ro approve rhe conrracting of debts of the
Municipality. Nevenheless, the laws and regulations of the commonwealth also provide that:

. Direct obligations of the Municipaliry (evidenced principally by bonds and bond anticipation
notes) are backed by rhe full fairh, credit and taxing power of the Municipality; and

. Direct obligations are not to be issued by the Municipality if the amount of the principal oi
and the interest on, such bonds and bond anticipation notes (and on all bonds and notes issued
thereafter) which are payable in any fiscal year, rogerher with any amount paid by the
Municipality in rhe preceding fircal year on account of bonds or bond anticipation nores
guaranteed by the Municipality, exceed l0 percent of the total assessed value of the property
located within the Municipality plus the balance of the ad valorem taxes in the debt service
fund, for bonds payable and bond anricipation nores to be repaid with rhe proceeds of
propeny taxes restricted for debt service.

Bonds Payable

The Municipality issues general obligation, special obligation and public improvemenr bonds to
finance the acquisition, construction and improvement of capital assets, as well as, to finance
certain operating needs, including the payment to suppliers in certain circumstances.

5.1
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Notes to Financial Statements
June 30, 201 I

The laws and regularions of rhe Commonwealrh provide rhat the Ntunicipality's public debr will
constitute a first claim on rhe available revenue of rhe Municipality. public debt is composed of
bonds payable. The good fairh, credit and taxing power of the Ivlunicipaliry are irrcvocably
pledged for the prompt paymenr of the principal and interest of bonds.

As described in Note.l, the Municipality levies an annual additional special tax of 2.00 percent of
the assessed value of personal and real propeny. The proceeds of this additional special tax are
deposited in a sinking fund established at GDB whereby sufficient funds are ser aside io redeem
the bonds payable of the lVlunicipality in minimum annual or semiannual principal and interest
payments. The collections of this special tax are recorded in the Municipality's debt service fund.

For financial reporting purposes, the outstanding balances of bonds represent the total principal to
be repaid. Bonds payable is composed as follows at June 30, 20 t I :

Outstanding
Amount

1992-1993 serial bonds (face amount of Sl7-5,000) due in annual
principal installments ranging from 54,000 ro gl2,00O; plus interesrs
due in semiannually insrallments at variable rates (5.007o at June 30,
2010) through January, 1,2017.

1998-1999 serial bonds (face amounr of $ 1,060,000) due in annual
principal installments ranging from $30,00 to $ 125,000; plus inrerests
due in semiannually installments at variable rates (l.29Vc at June 10,
2010) through Jannry, l,2Ol2.

1999-2UJO serial bonds (face amount of $130,000) due in annual
principal installments ranging from $5,000 to 915,000; plus interests
due in semiannually installments at variable rates (4.307o at June 30,
2010) through January I, 2014.

2OOl -2N2 serial bonds (face amount $270,000) due in annual
principal installments ranging from $5,000 to $25,000; plus interests
due in semiannually installments at variable rates (1.291o at June 30,
2010) through January l, 2026.

2001-2002 serial bonds (face amount of 5855,000) due in annual
principal installments ranging from $ 15,000 ro 565,000; plus interests
due in semiannually installments at variable rates (4.307o at June 30,
2010) through January l,2026.

2(nl -2002 serial bonds (face amounr of 9220,000) due in annual
principal installments ranging from $5,000 to 520,000: plus inrerests
due in semiannually installments at variable rates (.1.507e at June 30,
2010) through July l,2026.

$ 66.000
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:006-2007 serial bonds (face amount of 5205,000) due in annual
principal installments ranging from $25,000 to 535,000; plus interests
due in semiannually installments at variable rates (1.5.176 at June 30,
201 l) through July l,2013.

200l-2002 serial bonds (face amount of 530,000) due in annual
principal installments ranging from $2,200 to $3,900; plus interesrs
due in semiannually installments at variable rates (1.297c at June 30,
201 l) through January I, 201 l.

2002-2003 serial bonds (Face amount of $280,000) due in annual
principal installments ranging from 55,000 to $25,000: plus interests
due in semiannually installments at variable rates ( l.5.l7o at June 30,
201 l) through July 1,2027.

2009-2010 serial bonds (face amount of $605,0ffi) due in annual
principal installments ranging from $70,000 to $105,000; plus inreresrs
due in semiannually installments at variable rates (6.0070 at June 30,
20l l ) through July l, 2O16.

2009-2010 serial bonds (face amount of $70,000) due in annual
principal installments of $10,000; plus interests due in semiannually
installments at variable rates (6.007o at June 30, 20ll) rhrough July I,
2016.

20ll-2017 serial bonds (face amount of $1,245,000) due in annual
principal installments ranging from $1.10,000 to $220,000; plus
interests due in semiannually installments at variable rates (6.0070 at
June 30, 201 l ) through July t,2017.

Outstanding
Amount

s r00,000

3,900

1.10,000

535,000

60.000

t,t.15,000

Total bonds payable s3,614,900

Variable interest rates on serial bonds are reviewed periodically by GDB and are based on the
ilucauation of GDB's weighted average rate for its commercial paper program. Under this
progrtrm, GDB issues commercial paper: ( l) in the taxable and tax-exempt markels of the United
States of America, (2) in the Eurodollar market, and (3) to corporations having tax e-\emptions
under the Commonwealth's Industrial Incentives Acts and, which qualify for benefits provided by
the former Section 936 of the U.S. Intemal Revenue Code. Annual debt service requirements of
rnaturity for bonds payable are as follows:
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Fiscal year

Ending

June 30,
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Notes to Financial Statements
June 30, 201 I

Interest Total
s 423,900

337,I t 5

363,215

254,215
7?O'rS

815,080

706,080
.r86,080

94,657

146,,175

124,107

105,843

92.78s

305,026

164,416

2t,735

s s18.557

r83.590
487.622

360,058

322,OOO

I, t20,106

870,526
507,815

Totals $ 3.614,900 t,055,374 $ 4,670,271

Ar June 30, 201l, accrued inrerest payable on bonds amounted ro $69,463.

c) Notes Payable to CRIM

The Municipality had the following notes payables ro CRIM at June 30, 201 l:

r Public Act No. 146 - On September 24, \NL CRM, on behalf of rhe municipalities of
Puerto Rico, entered into a financing agreement with GDB pursuant to the provisions of
Public Act No. 146 of October I l, 2001, as amended (Act No. 146). The purpose of this
financing agreement was to extinguish in advance certain bonds payable issued by public
Finance Corporation (PFC), a subsidiary of GDB, which were originally issued to pay
certain property tax receivables owned by the municipalities of Puerto Rico through 1996,
which were acquired by PFC with recourse.

The original face amount of the note allocated by CRIM to rhe Municipality was for a term
not exceeding 30 years. The note bears interest at 6.50 percent during its first five years.
Subsequently, from years 6 through J0, the loan shall bear variable interest at a rate of 125
points over the s-year LIBOR rate, which will be adjusted every five years. During the firsr
five years of the nore, commenced on July l, 2003, the Municipality shall pay only interest.
At the end of the first five years of the note, the repayment terms and conditions of the note
shall be renegotiated to allow the Municipality to pay the outstanding balance of the note in
equal installments of principal plus interest, through maturity. Interest payments on this
financing agreement are accounted for in the general fund.

The outstanding principal of rhe note payable to CRIM amounted to S16,062 at June 30,
201l. The principal and interest maturities are as follows:
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Fiscal year
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June 30,
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Notes to Financial Statements
June 30, 201 I

Princioal Inter€st

Public Act No. {2 - The Commonwealth's pubic Act No. .12 of January 26, 20OO (Acr No.
42) was enacted to authorize CRIM to enter into a financing agreement of up to $200
million, for a terrn not exceeding 30 years. The financing agreement authorized CRIM to
finance a debt rhar the municipalities of Pueno Rico had with such enriry, which arose from
the difference between the yearly final settlements of property tax advances made by CRIM
to the municipalities and the actual property rax collections received by cRlir4 from
taxpayers through fiscal year 2000. The amounts thar rhe municipalities will collect from
the additional property taxes resulting from the increases in the subsidy from the
commonwealth are assigned through Act No. 42 to repay such note. The increase in this
subsidy was the result of Public Act No.238 ofAugust 15, I999.

In addition, on December 16, 2002 the Municipality entered into a repaymenr agreemenr
with GDB and CRIM to pay ofT the remaining of excess of propeny tax advanies from
fiscal years 2000, 2001 and orher previous fiscal years. CRIM retains the principal and
interest from rhe propeny mx advances ofrhe Municipality. The amounrs retained b, cRrM
are remitted to GDB on July I of each fiscal year through July l,2032. The repayment
agreement bears interest at variable rates determined by GDB (6.19 percent at iune 30,
2010) but not exceeding 8.00 percenr. Principal and interesr paymenis on rhis financing
agreement are accounted for in the general fund. The outstanding principal amounted to
$743,650 at June 30, 201 l.

20t2
Totals

This Space Has Been Intentionally Lelt Blank
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The principal and interest maturities are as follows:

Fiscal year
ending

June 30, Principal Interest Total
2012 s t7.336 S -15.944S 63.280

18,425 r-r,855 63,280

I 9.5 14 13.766 63.280

20.603 12,677 63,280

I I ,0 I 5 12,264 63 ,279

20t7-202t 99.825 190,190 290,015

1022-2026 139.365 16l.213 300,578

2027 -203t t92.996 64,7 14 257 ,7 lO

2032-2036 21.1.571 25,007 239,578

Totals S 7-+3.650 S 660,630 $ l.-104.280

d) Notes Pajable to Governtnent Developrnent BankJor Puerto Rico

Notes payable to the Govemment Development Bank for Puerto Rico represents a revolving line of
credit with an approved limit of 5930.000 of which $l 18,318 were borrowed through June 30, 201 t.
The notes bear interests at variable rates (6.007c at June 30, 201 l). The proceeds of the notes have

been used for acquisition, construction and improvement of certain capital assets. At June 30, 201 I,
the unused ponion of the credit facility amounted to $81 I,682.

10. Employees' Retirement Systems

a) Plan Description

The Municipality's employees panicrpate in the Employees' Retirement System of the

Govemment of Puerto Rico and its Instrumentalities (ERS), a cost-sharing multi-employer (as

related to the Municipality's reporting entity) defined pension plan established by ihe

Commonwealth. Substantially all tull-time employees of the Commonwealth and substantially
all municipalities are covered by ERS under the terms of Public Act No. .147 of May I 5, 195 l, as

amended (Act No. -147). All regular and temporary employees of the Municipality become plan

members of ERS at the date of employment, while it is optional for officers appointed.

ERS members, other rhan those joining it after March ll, 1990, are eligible for the benefits
described below:
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Retirement Annuity

ERS members are eligible for a retiremenr annuity upon reaching the following age:

Policemen and firemen:
50 with 25 years of credited service
58 with l0 years of credited service

Other employees:
55 with 25 years of credited service
58 with l0 years of credited service

ERS members are eligible for monthly benefit payments determined by the applicarion of the
stipulated benefit ratios to the member's average compensation. Average comp€nsation is
computed based on the highesr 36 months of compensarion recognized by ERS. The annuity,
for which a member is eligible, is limited to a minimum of $300 per monrh and a maximum
of 75 percent of the average compensation.

Meit Annuit!

ERS members are eligible for merit annuity with a minimum of 30 years or more of credited
service. The annuity for which the plan member is eligible is limited to a minimum of 65
percent and a maximum of 75 percent of the average compensation.

Defe ne d Re tirem e nt A n nuil!

A panicipating employee who ceases to be an employee of the Municipality after having
accumulated a minimum of ten years of credited service qualifies for retirement benefits
provided hiVher contributions are left in ERS unril reaching 58 years of age.

Coordinated Plan

On the coordinated plan, by the time the employee reaches 65 years old and begins to receive
social security benefits, the pension benefits are reduced by the following:

(a) S 165 per month, if retired with 55 years of age and 30 years of credited service.

(b) $ I l0 per month, if retired with less than 55 years of age and 30 years of credited service.

(c) Allother between S82 and $100 per monrh.

(d) Disability annuities under the coordinated plan
cases can be reduced over $ 165 per month.

Non-Coordinated Plan

are also adjusted at age 65 and in some

On the non-coordinated plan the participating employee and does not have any change on the
pension benefits upon receiving social security benefits.
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Reversionarl Anauity

An ERS member, upon retirement, could elect to receive a rcduced retirement annuity giving
one or more benefit paymens to hiVher dependents. The life annuity payments would start
after the death of the retiree for an amount not less rhan $240 per year or greater rhan the
annuity payments being received by rhe retiree.

Oc cupational Disability Annuity

A participating employee, who as a direct result of the performance of hiVher occupation is
totally and permanently disabled, is eligible for a disability annuity of 50 percent of the
compensation received at the time of the disability.
Non- oc cupatio nal Disability Annuity

A participating employee, totally and permanently disabled for causes not related to hiyher
occupation and with no less than l0 years of credited service, is eligible for an annuity of
1.50 percent of the average compensation of the first 20 years of credited services, increased
by 2 percent for every additional year of credited service in excess of 20 yean.

Death Benefits

Occupational:

(a) Survivine spouse - annuity equal to 50 percent of the participating employee's salary at
the date of the death.

(b) Children - $ l0 per month for each child, minor or student, up to a maximum benefit per
family of $ 100.

Non-occupational:

Beneficiarv - the contributions and interest accumulated as of the date of the death plus an
amount equal to the annual compensation at the time of the death.

Post-retiremen :

Beneficiary with surviving spouse age 60 or over and a child, l8 or under, up to 30 percent
(60 percent, if not covered under Title II of the Social Security Act) (increased to 50 percent
effective January l, 2005) of retiree's pension or otherwise the excess, if any, of the
accumulated contributions at the time of retirement over the total annuity benefits received
before death, limited to a minimum of $750.

Refunds

A participating employee who ceases hiVher employment with the Municipality wirhout the
right to a retirement annuity has the right ro a refund of the contributions to ERS plus any
interest eamed thereon.
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Cost of Living Adjustment for Pension Benefits

Public Act No. l0 of May 21. 1992 (Act No. l0) provided for increases of 3 percent every

three or more yean of retirement. Act No. l0 requires funher legislation to grant this
increase every three years subject to the presentation of actuarial studies regarding its costs

and the source of financing. To protect the financial health of ERS, the increase granted

during 20Ol and the one granted on January l, 2005 are being financed by the Municipality
and the other panicipating employers.

To avoid any economic impact on ERS, the employers are responsible for contnbuting to

ERS the amounts to cover the benefit payments and the employer and employee contributions
lvith respect to the panicipants covered until the participants reach the normal retirement age.

Amendment to Act No. 147 elfective January 1,2000 to create a Defined Contribution Plan

On September 24, 1999, Public Act No.305, an amendment to Act No. '147, was enacted to

establish a defined contribution plan, known as System 2000, to cover employees joining
ERS on or after January l, 2000.

Employees that participlted in the original plan as of December 31, 1999, had the opportunity
to elect to either stay in the defined benefit plan or transfer to System 2000. Employees that
joined the Municipality on or after January l, 2000, were only allowed to become members

of System 2000.

System 2000 is a hybrid defined contribution plan, also known as a cash balance plan. Under
this new plan, there is a pool of plan assets, which is invested by the System' together with
those of the cost-sharing multi-employer defined benefit plan. Neither the Commonwealth
nor the Municipality guarantee benefits at retirement age. The annuity is based on a formula
which assumes that each fiscal year the employee's contribution (with a minimum of 8.28

percent of the employee's salary up to a maximum of l0 percent) is invested as instructed by

the employee in an account which either: (l) eams a fixed rate based on the two-year

Constant Maturity Treasury Notes, (2) eams a rate equal to 75 percent of the retum of the

ERS' investment portfolio (net of management fees), or (3) elms a combination of both

alternatives. Panicipants receive periodic account statements similar to those of defined

contribrtion plans showing their accrued balances. Disability benefits are not granted under

System 2000, rather are provided to those participants that voluntarily elect to panicipate in a
private insurance long-term disability program. The employers' contributions (9.28 percent

of the employee's salary) with respect to employees under System 2000 will continue and

will be used to fund the cost-sharing multi-employer defined benefit plan.

System 2000 reduced the retirement age from 65 years to 60 for those employees who joined

the current plan on or after January I , 2000.

Historically, the Commonwealth has reported ERS and System 2000 in its basic financial

statements as pension trust funds. Accordingly, the Commonwealth is currently assuming

any actuarial deficiency that may exist or arise related to the Municipality's participating

employees because ERS does not allocate to the Municipality any actuarial deficiencies
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pertaining io parriciparing municipal employees. The Municipality is only required by law to
make statutory contributions at the rates detailed below.

Recent Amendments to Acl No. 147

In June and July 2003, rhe Governor of the Commonwealth signed rhree public Acts rhat
provided the following certain benefits to retirees:
Increase in minimum monthly pension payments to $300, effective January l, 2005.

(a) Triennial 3 percent increase in all pensions, effective January l, 2005.

(b) Increase in widow anrUor beneficiaries to 50 percent of the benefit received by the
deceased pensioner, effective January l, 2005.

All the benefits granted will be funded through budgetary assiqnmenrs in the Municipality's
general fund with respect to its retired employees.

The Board of rrustees of ERS approved, effective November 17,2003, an increase in the
lmount granted on personal loans to panicipating employees from $3,000 to $5,000.

b) Funding Policy

The contribution requirement to ERS is established by law and is not actuarially determined.
These contributions are as follows:

Municipality and other employers 9.28 percent of applicable payroll
Employees:
Coordination plan:

Supplementation plan:
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-5.78 percent of gross salary up to S6.6fi) per year,
plus 8.28 percent gross salary in excess of $6,600.
8.28 percent of gross salary. This is the only choice
available to policemen, firemen and majors

I l. Commitments and Contingencies

The Municipality is defendant in various legal proceedings pertaining to matters incidental to rhe
performance of routine governmental operations. under Act No. 104 of June 25, 1g55, as amended,
persons are authorized to sue the Municipality only for causes of actions set fonh in said Acr ro a
tnaximum amount of 575,000 or $ 150,000 if it involves actions for damages to more than one person
or where a single injured party is entitled to several causes of action. Under cenain circumstances. as
provided in Act No. 9 of November 26, 1975, as amended, the Municipality may provide its officers
and employees with legal representation, as well as assume the payment of any judgment that may be
entered against them. There is no limitation on lhe payment of such judgment.

Management believes that any unfavorable outcome in relation to pending or threatened litigation
would not be significant, if any.
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The Municipality has reported, oustanding encumbrances amounting to $1,214,937 in the general
fund at June 30, 201l. The Municipality intends to honor these encumbrances, which will continue
to be liquidated under the current year's budget during a lapse period that extends into the subsequent
fiscal year.

12. Fund Balances

As ofJune 30 201 l, fund balance is comprised of the following:

Fund bobnces:

Restdcted:

Debt service S $ 2,348,060

Capiral projects

Fedenl funrlcd programs

Assig[ed for:
Geneml govemment

Unassigned

n)trl fund halances

Legislative
joitrt Other

rcsolutiotrs govemnc al
fund funds Totd

$ s s 2.348.060

t,817,5.13 - 3.294.51t
- 204J77 2U,31'l

t.2t4.;)7

--- 

56'l 'l4l

Debt

Gcaeml xrvict
fund fund

Capital
improvemctrls

boDd

fuld

$

t,,176,968

t,l l.l,9l7
567,14t

5 1,782,078 $ 2.318,060 S l,{76,968 S t.817.543 S 204,177 $ 7,629,026
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CoIIlrtoN}VEALTH oF r,U\ERTo Rtco
}TUNICIPALITY OF CEIBA

Budgetary Comparison Schedule - General Fund
Year Ended June 30, 201 I

Budgrt€d emounts
Original Final

Actual
rmounls

rhudgetary

basis)

Vaiance
wirh final

hudger-

over ( under)
Relenues

Propeny ta\es

\luniaipal liccnse truas

S.rles and tares

Consruction ercise laxes

CharBes tbr \en ices

lnteBovemmental grnnts and conributi()ns
Intcrcst

i\ t isce llaneous

Other llnancing souces
Total rEvenues and tmnsl'ers from olher llnds

Erpenditures
Curent:

Ccneral govemnlent

Llrban and c{onomic development

Heahh and sanilarion

Public salery

Public housing and welfare

Cukure. recrcation and education

Debt scrvice:

Principal
lnlerest

Capital outlay
Other linancing uses

llicess of rcvenu€s over expenditurea

i.5{0.562 S

.155.J72

t.187.63.1

5:.769
t.0r.r.:07

t{).000

r5l.l{3

5.5J0.562 S

{J5..r71

t..187.63.r

51.769

r.0{.107
t0.ul0

r5:-3{l

5.5{0.562 S

630.919

:31,108
951.980

79.221

r.060.071

6.+.662

t08.t90

225,117

:8 t ,-r08
(.r.13.65.1)

16.{5:
t5.n6,l
5.r,662

({.1.051)

_r.507.325

l. t97.013
l.r5.l:2

t .067 ,'t 11

598.7S2

3{5.r81

.l+.803
-15.190

50r.5 | 5

1.6:9.265
1,06t. t69

t.062.9.14

6tri.096
l{.r.583

t.r.80l
-r5.190

501.5 t5

3.19t.%2
r.32l.ml

719.023

971.294

5r0.165
127.910

.l{.E01

.r5.190

50t.5 t 5

l0.l0r

(:J7.301)
(218.r68)

"103.801
(89.650)

(77.93 r)
( t6.651)

r25,722 S 125.722

Sourcqvlnllows o[ Resouces:

Actual Amounls (budgctary hasis) "itvailable for appropriatio0" fl()m the

hudgclary comparison schedule

Dilferences - budSet basis to GAAP:
Transfer in from other govemmenlal [unds

Totalrevenues as reponed on the statement ofrevenues, expendiiures.
and changes in lund halances , govemmenul lunds.

Us€VOulfl oss of Resoures:
..\.lual rmounts ( hudBctrry hasis) 'total charges 10 appropriation" from lhe

hudgetary comparison schedule

f)ilferen.es - budSet hasis l() GAAP:
Current vear encumbruces
Prior ) car cncumbrnnces

Nct change in payables

Transfers out other golemmcnlal linds
'Iotal cxpcnditures as reported on the statcment ofre!enues, erpenditurcs.

ilnd changes in Ilnd balances - govcmmcntal ttrnds

The acco tpanritll notes to lte bdsic financial staten?nts ure an i,ttellral pa of this schednle

3,812,656

(61.5.r])

s s.769.t tl

s n.{07.lrJl

( t.l I t.917)
t.-100.7011

( t.(x)5.102)
(l0.l0l)

s 7,567.5{.r
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Co T IoN}VEALTII oF I,UERTo RIco
IUNIcTPALITY oF CEIBA

Schedule of Expenditures of Federal Awards
Year Ended June 30, 201 I

Pass-Through
Federal Entity Federal
CFDA ldentifying Disbursemenls/

Federal G rantor/Progrsm Title Number Number Expenditures

U.S. DepsrtEeDt of Housing and Urbsn
Developmeut (HUD)

Direct Program:

Scction 8 Housing Choice Vouchers

Pass-through Commissioner Officc of Municipal Affain
State Block Crant Program - SBGP

ARRA - Homelessness Prevention and Rapid
Re-Housing Program (Recovery Act Funded)

Subtotal U.S. Department ofHUD

U.S. Depsrlment of Health atrd [Iuman Services (HHS)
Pass-through Oficina de la Procumdorn de las

Personas con Edad Avanzada:

-Special Program for the Aging Title U, Part C
Nutrition Services

Pass through Administration for Children and Familics -
Community Services Block Grant hogram

Subtoial U.S. Depanment of IIHS

TOTAL

t4.E7l

t4.228

t4.257

93.045

93.569

$ 206,533

2,227.236

80,824

2.514,593

62,943

22,582

85.525

$ 2,600,1 l8

See notes to Schedule of Expenditures of Federal Awards.
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Co}ITToNWEALTH oF PUERTo RIco
NIUNICTPALITY oF CEIBA

Notes to Schedule of Expenditures of Federal Awards
Year Ended June 30, 201 I

NOTE I. GENERAL

The accompanying Schedule of Expenditures of Federal Awards includes rhe Federal grant activiry of
the Municipality of Ceiba of the Commonwealth of Puerto Rico and is presented on the accrual basis
of accounting. The Municipality of Ceiba reporting entity is presented in accordance with the
requirements of oMB Circular A- 133, Audits of States, Local Govemments and Non profit
Organizations. Therefore, some amounts presented in this schedule may differ from amounts
plesented in our used in the preparation of the basic financial statements.

NOTE 2 - RELATIONSHIP TO BASIC FINANCIAL STATENIENTS

Federal financial assistance revenues and expenditures are reported in the Municipality's general
purpose financial statements as other govemmental funds and capital project fund under the accrual
basis of accounting.

NOTE 3. FEDERAL CFDA NUIVIBER

The CFDA number included in this schedule were determined based on the progftrm name, review of
grant contract information and the Office of Management and Budget's Catalog of Federal Domestic
Assistance.

NOTE 4 - BASIS OF PRESENTATION

The expenditures of the schedule are included in the Municipality's basic financial statements. The
reconciliation of expenditures in the basic financial statements to the Schedule of Expenditures of
Federal Awards is as follows:

Federal expenditures per basic financial statements
included within:

Community development block grant

Federal expenditures included within other governmental funds

Total Federal expenditures per schedule

s 2,227.236

372.882

s2i00JL8
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INDEPENDENT AUDITORS' REPORT ON INTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COIIIPLIANCE AND OTHER NIATTERS

BASED ON AN AUDIT OF FINANCIAL STATENIENTS PERFORIVIED IN ACCORDANCE
IVITH GOVERNNIENT AUDITING STANDARDS

To the Honorable Mayor and
Municipal Legislature

Municipality of Ceiba
Ceiba. Pueno Rico

We have audited the financial statements of the govemmental activities, each major fund and the
aggregate remaining fund information of the Municipality of Ceiba, as of and for the year ended June 30,
201I, which collectively comprise the Municipality's basic financial statements and have issued our
report thereon dated November 7, 201 I . We conducted our audit in accordance with auditing standards
generally accepted in the United States of America and the srandards applicable to financial audits
coniained in Govemntent Atuliting Standards, issued by the Comptroller General of the United States.

Internal Control over Financial Reporting

Management of the Municipality is responsible for establishing and maintaining effective intemal control
over financial reponing. In planning and performing our audit, we considered Municipality's intemal
control over financial reponing as basis for designing our auditing procedures for the purpose of
expressing our opinion on the financial statements, but not for the purpose of expressing an opinion on
the et'fectiveness of the Municipality's internal control over financial reporting. Accordingly, we do not
express an opinion on the effectiveness of the Municipality's internal control over financial reporting.

A deJicienct in intemdl corttrol exists when the design or operation of a control does not allow
management or employees, in the normal course of performing their assigned functions, to prevent, or
detect and correct misstatements on a timely basis. A Dtuterial veakness is a deficiency, or combination
of deficiencies, in intemal control, such that there is a reasonable possibility that a material misstatement
of the entity's financial statements will not be prevented, or detected and corrected on a timely basis.

Our consideration of intemal control over financial reporting was for the limited purpose described in the
lirst paragraph of this section and was not designed to identify all deficiencies in intemal control over
financial reporting that might be deficiencies, significant deficiencies or material weaknesses. We did not
identify any deficiencies in intemal control over financial rt'porting that we consider to be material
weaknesses, as defined above. However, we identified certain deficiencies in internal control over
tinancial reporting, described in the accompanying Schedule of Fin<lings and Questioned Cosrs that we
consider to be significant deficiencies in intemal control over financial reponing. (2011-A). A significont
deficiencv, or a combination of deficiencies, in internal control that is less severe than a material
weakness, yct imponant enough to merit attention by those charged with govemance.
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Compliance and Other Matters

As pan of obraining reasonable assuronce about whether the Municipality of Ceiba's financial statements
are free of material misstatement, we performed tests of its compliance with certain provisions of laws,
regulations, contracts and grant agreements, noncompliance with which could have a direct and material
et'fect on the determination of financial statement amounts. However, providing an opinion on
compliance with those provisions was not an objective of our audit, and accordingly, we do not express
such an opinion. The results of our test disclosed instances of noncompliance or other matters lhat are
required to be reported undet Govemment Atuliting Starulards and which are described in the
accompanying Schedule of Findings and Questioned costs as item 201 I -A.

This report is intended solely for the information and use of management, Commissioner Office of
Municipal Affairs, others within the entity and the federal awarding agencies and pass-rhrough entiries
and is not intended to be and should not be used by anyone other than these specified panies.

San Juan, Puerto Rico
November 7, 201 I

The slamp E 16517 was atlixcd
to the original otrhis repon.

, /"/' /"*' ,6

q-ffi

69

ORTIZ. RIVERA. RIVERA & CO,
(.I:RTiI.II'I] PL EL]C ACCOL'\T\\TS . \ ALL E I,DDED SIR\ TLS

Suit. l5l. PO Bo\ -lll50. 
S,rn Jur). PR (10916-ll50.Phonei-1frrl:6E5l.l.Fr\rllt7rll.1056l



t | \ (t.nid. Lrt r)flrz ( rbfef.r
( Ir\ \lr[r \r]riiur RL\.r Zuir3r
( l'.\ 1,,1.1{:,.r lLriri.r
a r,\ 7i, r,Jr ( rtrt l Ll,,

\nrn.$ lf.r rur- riI. r:1.
PLtl.li \.n'urr.rr'r\l( I \t
l'ui .r Itrr,, B..,r: .it.lnllr,i

INDEPENDENT AUDITORS' REPORT ON COIIIPLIANCE WITH
REQUIREIVIENTS THAT COULD HAVE A DIRECT AND I\TATERIAL

EFFECT ON EACH IVIAJOR PROGRANI AND ON INTERNAL
CONTROL OVER CONIPLIANCE IN ACCORDANCE

WITH OIVIB CIRCULAR A.I33

To the Honorable Mayor
and Municipal Legislature

Municipality of Ceiba
Ceiba. Puerto Rico

Comoliance

We have audited Municipality of Ceiba's compliance with the types of compliance requirements
described in lhe OMB Cir<ular A-l33 Compliance Supplement that could have a direct and material effect
on each Municipality of Ceibr's major federal programs for the year ended June 30,2011. Municipality
of Ceiba's major federal programs are identified in the summary of auditor's results section of the
accompanying schedule of findings and questioned costs. Compliance with the requirements of laws,
regulations, contracts and grants applicable to each of its major federal programs is the responsibility of
Municipality of Ceiba's management. Our responsibility is to express an opinion on Municipality of
Ceiba's compliance based on our audit.

Except as discussed in the following paragraphs, we conducted our audia of compliance in accordance
with auditing standards generally accepted in the United States of America; rhe standards applicable to
financral audits contained in Govemrnent Aucliting Standards, issued by the Comptroller General of the
United States; and OMB Circular A- l 33, Arulits of States, Locctl Goyemments, and Non-Profit
Organizoions. Those standards and OMB Circular A-133 require that we plan and perform the audit to
obtain reasonable assurance about whether noncompliance with the types of compliance requirements
referred to above that could have a direct and material effect on a major federal program occurred. An
audit includes examining, on a test basis, evidence about Municipality of Ceiba's compliance with those
requirements and pertbrming such other procedures as we considered necessary in the circumstances. We
believe that oLrr audit provides a reasonable basis for our opinion. Our audit does not provide a legal
determination on Municipality of Ceiba's compliance with those requirements.

As described in items I I - I through I I -l in the accompanying schedule of findings and questioned costs,
the Municipality of Ceiba did not comply with requirements regarding cash managements, equipment and
real property management and Davis Bacon Act that are applicable to its State Block Grant program.
Compliance with such requirements is necessary, in our opinion. for the Municipality of Ceiba to comply
with requirements applicable to that program.
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In our opinion, except for the noncompliance described in the preceding paragraph. the Municipality of
Ceiba complied, in all material respects, with the requirements ret-erred to above that could have a direct
and material ef'fect on each of its major federal programs for the y ear ended June 30, 201 l.

lnternal Control over Compliance

Management of Municipality of Ceiba is responsible for establishing and maintaining et'fective intemal
control over compliance with the requirements of laws, regulations, contracts and grants applicable to
federal programs. [n planning and performing our audit, we considered Municipality of Ceiba's intemal
control over compliance with the requirements that could have a direct and mlterial et'fect on a major
federal program to determine the auditing procedures for the purpose of expressing our opinion on
compliance and to test and report on intemal control over compliance in accordance with OMB Circular
A-133, but not for the purpose of expressing an opinion on the etfectiveness of intemal control over
compliance. Accordingly. we do not express an opinion on the et'fectiveness of the Municipality's
intemal control over compliance.

A deJiciency in intemal conlrol over conpliance exists when the design or operation of a control over
compliance does not allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a

federal program on a timely basis. A material werkness in intemal control over compliance is a

deficiency, or combinarion of deficiencies, in intemal control over compliance, such that there is a

reasonable possibility that material noncompliance with a type of compliance requirement of a federal
program will not be prevented, or detected and corrected, on a timely basis.

Our consideration of internal control over compliance was for the limited purpose described in the first
paragraph of this section and was not designed to identify all deficiencies in intemal control over
compliance that might be deficiencies, significant deficiencies, or material weaknesses. We did not
identify any deficiencies in intemal control over compliance that we consider to be material weaknesses,
as defined above. However, we identified certain deficiencies in intemal control over compliance that we
consider to be significant deficiencies as described in the accompanying schedule of findings and
questioned costs as items ll-2 and ll-3. A significant deficiency in intemal control over compliance is a
deficiency, or a combination of deficiencies, in intemal control over compliance with a type of
compliance requirement of a federal program that is less severe than a material weakness in intemal
control over compliance. yet important enough to merit attention by those charged with governance.

Municipality's responses to the findings identified in our audit are described in the accompanying
schedule of findings rnd questioned costs. We did not audit Municipality's response and, accordingly, we
express no opinion on it.

This report is intended solely for the information and use of manrgement, Commissioner Office of
Municipal Affairs, others within the entity and the federal awarding agencies and pass-through entities
and is not intended to be and should not be used by anyone other than these specified parties.

San Juan, Puerto Rico
November 7, 201 I
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Co r roNwEALTH oF PUERTo Rrco
NTUNICIPALITY oF CETBA

Schedule of Findings and Questioned Costs
June 30, 201 I

I. SUIVIMARY OF AUDIT RESULTS

Financial Statements

Type of auditor's report issued:

Intemal control over financial reponing:

Material weakness (es) identified?

Significant deficiency (ies) identified?

Noncompliance material to financial statements noted?

Federal Awards

Internal Control over major programs:

Material weakness (es) identified?

Significant deficiency (ies) identified

Unqualified opinion

Yes X No

X Yes No

Yes X No

Yes X No

X Yes No

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 5 l0 (a) of OMB Circular A- 133? X Yes No

Identification of major programs:

CFDA Number Name of federal programs or Ctuster

14.228 Stare Block Grant Program

Dollar threshold used to distinguish between type A and type B programs: $ 300,000

Audited qualified as low-risk auditee? Yes X No
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II.

CoTI}IoN$'8.\LTH oF PUER,To RICo
]UU:iICIPALIT}' oF CEIBA

Schcdule of Findings and Questioned Costs (Continued)
June 30. l0l I

f INITNCIAL STATENIENTS FINDINGS

f inding 201l-A - Ceneral Ledger

'l-he lllunicipality does not have the accounting practices. policies or internal controls in place
to provide for the preparation ol'tjnancial staiements. on a timely basis. in accordance with
accounting principles generally accepted in the United States of America ("generally
:lccepted accounting principles"). The accounting system does not provide lbr a self
halancing sel ol accounts tbr each tund operated by the Municipality, recording cash and
other financial resources. together with all related assets, liabilities, revenues, expenditures
and changes in fund balances. Therefore. the tinancial statements must be prepared using
tinancial intbrmation obtained from various departments and accounting records.

l'he records are not integrated. and do not lollow a double entry system (debits and credits).
As a result the rccords required signiticant adjustments in order to present the linancial
position and results of operations ol the Municipality in conlbrmity with generally accepted
ruccounl ing prirreiples.

'I he continued lhilure to have an adequate accounting system prevents the Municipality tiom
having current accurate and reliable financial reports and intbrmation necessary fbr
nranagenlent to take e*icient and ellective actions. including corective actions when plans
and objectives are not being met.

Recomnrendation

'l'he Municipality should adopt and implement a plan to convert its accounting system to an
inteurated systcm that would allow tbr the monthly closing of the general ledger, as well as
thc preparation of year -end flnancial statements in accordance with generally accepted
accounting principles.

'I his plan should provide fbr:

I ) Asscssment of the tlnancial accounting and reporting needs in order to take the
necessary steps lo rleet the financial reporting requirements of GASB Statement No. J4.

l) 'Ihc implementation ol a double entry accounting system, the integration of all
subsidiary lcdgers and the reconciliation rvith the records maintained tor the t'ederal
lunds.

3) 'l'he preparation ofperiodic tinancial reports to be submittcd to the Finance Director and
all othcr intercstcd entilies.

4) Adequate training of all accounting pcrsonnel to improve the understanding ol the
system and to promote operational eflicicncy.
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llI.

CourltoNWEALTH oF PUERTo Rrco
IVIUNIcTPALITY oF CETBA

Schedule of Findings and Questioned Costs (Conrinued)
June 30, 201 I

5) Reconciliation ol'financial records with the reports prepared and submitted to the federal
govemment.

FEDERAL AWARDS FINDINGS AND QUf,STIONED COSTS

Questioned
CostsProgram

SBGP
CFDA
No. 14.228

Finding / Noncompliance

Condition I l-l
'[he Municipality's intemal control over compliance
rvith the cash management requirements of the federal
program is not effective since it is not minimizing the
time elapsed between the receipt and final
disbursements of funds.

Criteria

The 24CFR 85.20(bX7) establishes that the federal
tunds recipient will adopt the necessary policies and
procedures to minimize the time between the receipt of
l'unds and the disbursements for expenditures.

Cause

't'he Municipality does not keep adequate cash
fbrecasting procedures because the Municipality has
requested and received federal funds in excess of its
immediate needs.

Recommendation

'Ihe Municipality should modify the cash forecasting
process by establishing a system to tbrecast the cash
needs fbr the next tive days, as established by federal
regulations. Federal funds should only be requested
rvhen they are going to be disbursed immediately after
receipt, or within three (3) business days.
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CO}TIION1VEALTH OF PUERTO RICO
iUuNtctp,rLtTy oF CETBA

Schedule of Findings and Questioned Costs (Continued)
June 30. 201 I

Program Finding / Noncompliance
Questioned

Costs

SRGP
C}'DA
NO. t4.228

Condition I l-2

The Municipality does not have adequate controls over
property and equipment acquired with f'ederal t'unds.

Criteria

As stated in 24CFR 85.32(b) grantees and subgrantees
rnust maintain records which adequately identify the
source and application of funds provided lbr tinancially
assisted aclivities. These records must contain
inlbrmation pertaining to grant or subgrant awards and
authorizations, obligations and unobligated balances.
Grantees and subrantees must adequately sal'eguard all
such property and must assure that it is used solely for
autorized purposes.

Cause

'the Municipality has inadequate intemal control
procedures to prepare adjustments tbr recording
transactions in the tlxed assets subsidiary ledger.

E tTect

The continuous occurence of this situation may result
in the misappropriation of assets acquired with federal
t'unds. In addition, sanctions could be imposed by the
tbderal awarding agency.

Rccommendation

'fhe Property Division must require each of'lice,
depanrnent and t'ederal program that acquires property
and cquipment to submit a report including a full
description of the asset, location, use responsible
personnel, cost and any other pertinent data. This
information should be reconciled with the monthly
disbursements made against the budgetary accounls
uscd lbr property acquisitions. Salcs or othcr
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CO!I}IONTVEALTH OF PUERTO RICO
IUUNIcIPALITY oF CEIBA

Schedule of Findings and Quesrioned Costs (Continued)
June 30, 201 I

Program Finding / Noncompliance
Questioned

Costs

SBGP
CFDA
No. 14.228

dispositions must also be made only upon approval of
the Property Division Director and the Finance Director,
and should be carried out by persons other that the users,
and through public announcement or bids. In addition,
the Finance Department should establish a property
control account to provide for the reconciliation of
property recorded in the subsidiary ledger with rhe
recorded in the control account. In addition, the
subsidiary ledger should be periodically reconciled with
the propeny subsidiary ledgers maintained by the
Municipality's several individual federal oflices.

Condition I l-3

The Municipality does not have effective intemal
controls over compliance with lhe requirement to ensure
that all laborers and mechanics employed by contractors
or subcontractors to work on construction contracts in
excess of $2,000 financed by Federal assistance funds
are paid wages not less than those established for the
locality of lhe project (prevailing wage rates) by the
Department of Labor (DOL) (40 USC 276a to 276a-7).
For the construction projects selected for testing, we
noted that the contracls do not have the prevailing wage
rate clause updated. In addition, none of the contracts
selected have the certlfied payrolls.

Criteria

The Davis Bacon Act requires that all laborers and
mechanics employed by contractors or subcontractors to
work on construction contracts in excess of $2.000
financed by Federal assistance l'unds must be paid
wages not less than those established tbr the locality of
the project (prevailing wage rates) by the DOL (40 USC
276a to 276a-7\.
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CoMiUoNwEALTH oF PUf,RTo RIco
[IUNIcIPALITY oF CEIsA

Schedule of Findings and Questioned Costs (Continued)
June 30, 201 I

Program Finding / Noncompliance
Questioned

Costs

Cause

'Ihe program's management failed to monitor the
laborers employed by contractors to assure they are paid
the prevailing wage rates and includes the cenified
payrolls.

EtTect

The continued failure to implement intemal controls and
ensure compliance with the above requirement may
expose the Municipality to cost disallowances.

Recommendation

The Municipality should require to the construction
conlractors to make interviews to laborers to assure that
wages paid are not less than those established by the
DOL.
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Schedule of Status of Prior Year
Audit Findings and Questioned Cost

June 3O 2Ol I

| ,*ng the cunent examination, follow up was given to the findings informed to the Municipaliry in prior
- years. It was noted that conective action has been taken, except for certain conditions that stilt exist and

I require further action. These arc included in the accompanying Schedule of Prior Year Audits Findings
L and Questioned Costs.
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CourroNwEALTH oF PUERTo RIco
NIUNIcIPALITY oF CEIEA

Schedule of Status of Prior Year
Audit Findings and Questioned Cost (Continued)

June 30. 201 I

Program Finding / Noncompliance
Questioned

Costs

SBGP Condition 10..2

CFDA No. t4.22E
The Municipality does not have adequate controls over Condition still
property and equipment acquired with federal funds. prevails.

SBGP Condition l0-3
CFDA No. 14.228

The program did not comply with rhe procedures Condition still
require for minimizing the time elapsing between the prevails.
transfer of funds from the U.S. Treasury and
disbursement by grantees.

SBGP Condition 09-2
CFDA No. t4.228

The Municipality does not have adequale controls over Condition still
property and equipment acquired with federal funds. prevails.
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ESTADO LIBRE ASOCIADO DE PUERTO RICO

GOB!ERNO MUNICIPAT DE CEIBA
DEPARTAMENTO DE FINANZAS

CORRECTIVE ACTION PLAN

November 30, 201 I

Cognizant or Oversight Agency for Audit:

Municipality of Ceiba respectfully submits the following corrective action plan for the year ended
June 30, 201 l.

Name and address of independent public accounting firm: Ortiz, Rivera, Rivera
& Co., Suite 152, PO Box 70250, San Juan, puerto Rico 00936-7250.

Audit period: Fiscal year ended June 30, 201 I

The findings from the June 30,2011 schedule of findings and questioned costs are discussed below. The
findings are numbered consistently with the numbers assigned in the schedule.

FINDINGS - FEDERAL AWARD PROGRAM AUDITS, DEPARTMENT OF HOUSING AND
URBA.I\ DEVELOPMENT

Finding l1-l: SBGP- CFDA 14.228

Reportable Condition: See Condition I l-l

Recommendation

The Municipality should modiS the cash forecasting process by establishing a system to forecast the cash
needs for the next five days, as established by federal regulations. Federal funds should only be requested
when they are going to be disbursed immediately afier receipt, or within three (3) business days.

Action Taken

The Municipality will establish procedures to coordinate elliciently the request of funds and
disbursements within the maximum period established. Also, the documentation will be updated to avoid
rhe delay in disbursements after received the funds.Finding ll-2: SBGP- CFDA 14.228

Reportable Condition: See Condition l1-2

Recomrnendation

The Property Division must require each office, department and federal progam that acquires property
and equipment to submit a report including a full description of the asset, location, use responsible
personnel, cost and any other perlinent data. This information should be reconciled with the monthly
disbursemenls made against the budgetary accounts used for property acquisitions. Sales or other
dispositions must also be made only upon approval of the Property Division Director and the Finance



Director, and should be carried out by persons other that the users, and through public announcement or
bids.

In addition, the Finance Department should establish a property control account to provide for the
reconciliation ofproperty recorded in the subsidiary ledger with the recorded in the control.

Reoortable Condition: See Condition ll-2

Recommendation

The Property Division must require each office, department and federal progmm that acquires property
and equipment to submil a report including a full description of the asset, location, use responsible
personnel, cost and any other pertinent data. This information should be reconciled with the monthly
disbursemenls made against the budgetary accounts used for property acquisitions. Sales or other
dispositions must also be made only upon approval of the Property Division Director and the Finance
Director, and should be carried out by persons other that the users, and through public announcement or
bids.

In addition, the Finance Department should establish a properry control account to provide for the
reconciliation of property recorded in the subsidiary ledger with the recorded in the control account. In
addition, the subsidiary ledger should be periodically reconciled with the property subsidiary ledgers
maintained by the Municipality's several individual federal offices.

Action Taken

The Federal Program Office will prepare a report including a full description of all the property that
corresponds to the federal program, according the subsidiary ledger ofthe Finance Department.

Finding ll-3: SBGP- CFDA 14.228

Reportable Condition: See Condition l1-3

Recommendation

The Municipality should require to the construction contractors lo make interviews to laborers to assure
that wages paid are not less than those established by the DOL.

Action Taken

The Municipality will establish procedures to coordinate with the contractors the realization of interviews
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for Audit has questions regarding this plan, please call (787) 885-2180.
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