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To the Honorable Mayor and
Municipal Legislature

Municipality of Ciales
Ciales, Puerto Rico

We have audited the accompanying financial statements of the governmental activities,each major fund and the aggregate remaining fund informatioi oit" urrniip"ritv otciales, as or and for the year ended June s6, zoto, which coflectivety'com]'rise tneMunicipality's basic financial statements, as listed in the table of contents. rnese-iinanciat
statements are the responsibility of the Municipality's management. Our responsibility is toexpress opinions on these financial statements bised on our audit. we did not auc,it thefinancial statements of colinas de Jaguas I project, as of June 30, 2010. rnose tinancial
statements were audited by other auditors whose report thereon nas oeen turnisn"o to ,.,and our opinion, insofar as it rerates to the amounts incruded lor corinas oe .raguas rProject, is based on the report of the other auditors.

we conducted our audit of compliance in accordance with auditing standards generaily
accepted in the United States of America; the standards applica6le to tinancLl auOitscontained in Government Auditing standards, issued by rre'comptrotie, o"n"rir ot tn"united states. Those standards require that we plan and perfoim the audit to obtainreasonable assurance about whether the financial statements are f ree of materialmisstatement. An audit includes examining, on a test basis, evidenc" ,rpitrting tn"amounts and disclosures in the financial statements. An audit also includes assessing theaccounting principles used and significant estimates made by r"n"gerent,is well asevaluating the overall financial statement presentation. we uetieve tnii oriauoii-prorioes
a reasonable basis for our opinions.

Based on our audit and the report of other auditors, the linancial statements referred toabove present fairly, in all material respects, the respective financial postion of tnegovernmental activities, discretely presented component unit, each major fund and theaggregate remaining fund inlormation of the Municipality of ciales as ot.tune 30, zoto
and the respective changes in financial position.

ln accordance with Government Auditing standards, we have also issued a report dated
December 1 6, 2010 on our consideration of the Municipality's internal controi or6Jnanci"t

INDEPENDENT AUDITORS' REPORT

Suire I5l. PO Bo\ 70150. San Juan. PR. 00916-7150 . phone r78i) 756-8rli. Far l7tt7t t7l-0561



reporting and our tests of its compliance with certain provisions of laws, regulations,
conkacts, grants, agreements and other matters. The purpose of that report is tJdescribe
the scope of our testing of internal control over financial reporting anO comlliance anO the
results of that testing, and not to provide an opinion on the inteinal control over financial
reporting or on compliance. That report is an integral part of an audit pertormed in
accordance wilh Government Auditing Standards andlhould be considered in aisessing
the results of our audit.

Accounting principles generally accepted an the United States of America require that the
management's discussion and analysis on pages 3 through 9 be presented tosupplement
the basic financial statements. Such information, although not a part of the basic'financial
statements, is required by the Governmental Accounting Standards Board, who considers
it to be an essential part of financial reporting for placing the basic financLl statements
in an appropriate operational, economic, or historical context. we have applied certain
limited procedures to the required supplementary information in accordance with auditing
standards generally accepted in the United States of America, which consisted of inquiriei
of management about the methods of preparing the information and comparing the
information for consistency with management's iesponses to our inquiries, the basic
financial statements, and other knowledge we obtain during our audit of t'he basic financial
statements. we do not express an opinion or provide any assurance on the information
because the limited procedures do not provide us with suificient evidence to express an
opinion or provide any assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements
that collectively comprise the Municipality of ciales'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 ciriular A-133,
Audits of states, Local Governments, and Non-profit organizations, and is also not a
required part of the financial statements. such information is the responsibility of
management and was derived from and relates directly to the underlying accounting and
other records used to prepare the financial statements. The inforriation has been
subjected to the auditing procedures applied in the audit of the financial statements and
certain additional procedures, including comparing and reconciling such information directly
to the underlying accounting and other records used to prepare the financial statements or
to the financial statements themselves, and other additional procedures in accordance with
auditing standards generally accepted in the United states of America. ln our opinion, the
information is fairly stated, in all material respects, in relation to the financialstatements as
a whole.

San Juan,
December

Puerto Rico
16,2010

The stamp 2586330
to the original ot this
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,WANAG E M E N T'S D'SCUSSIOIY A/VD ANAI,YS/S

The Municipality of Ciales (the "Municipality") discussion and analy,sis has been designed * ith the followings
goals:

a) Assist the reader in focusing on significant financial issues,
b) Provide an overview ofthe Municipality's financial activity,c) Identify changes in the Municipality's tinancial position (irs ability ro address rhe nexran6 subsequenr

year challenges),
d) Idenrify any mareriar deviarions from rhe financial pran (rhe approved bu<Jget), and:e) Identify individual fund issues or concems.

Since the Management's Discussion and Analysis 1MD&A) is designed to focus on the current yearactivities,
resulting changes and currently known facB, please read it in conjunction with the Municipality's financial
statements.

FINANCIAL HIGHUGHTS

o The Municipality net assets decreased by 561g,202.
. Capital assets decreased by 5566,g42.
. Capital expenditures amounted to 5455,733.
o General fund deficit increased by $398,753.

USING THIS ANNUAL REPORT

This annual report consists of a series of new financial statements with a change in the focus from previous
financial statements. The new focus is on both the Municipality as a whole (gov-ernment-wide) and the major
individual funds. Both perspectives (government-wide and major fund) aliow the user to address relevant
questions, broaden a basis for comparison (year to year or govemment to govemment) and enhance the
Municipality's accountabil iry.

Government-Wide Financial Statements

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

The Statement of Net Assets presents information on all of the Municipality's assets and liabilities, with the
difference between both reponed as net assets. Over time, increases or decreases in net assets moy 1;"1y" ,. u
useful indicator of whether the financial position of the Municipality is improving or deteriorating.

-3-



The Statement of Activities presents information showing how the Municipality's net assets changed during
the most recent fiscal year- All changes in net assets are r€poned as soon a.ih. un.l",lying 

"r'ent 
giiing rlre to

the change occurs, regardless of the timing of the related cash flows. Thus, rerenues and eipen.eiare ,epo.ted
in lhe Statement of Activities that will only result in cash flows in future fiscal periods. The Statement of
Activities is focused on both the gross and net cost of various activities. t"ii"h ur" provided by the
government's general tax and other revenues. This is intended to summarize and simplily the irser's analysis of
cost of various goremmental services.

Fund Financial Statements

The Fund Financial Statements provide detailed inlbrmation about the Nlunicipality's mosr significant funds,
not the Municipality as a whole. The Municipality has only one kind of fund rvhich is the govemmental fun6.

Govemmental funds are used to account for essentially the same functions reported as governmental activities
in the Government Wide Financial Statements. However, unlike the Govemment Widi Financial Statements.
Covemment Fund Financial Statements focus on near term inflows and outflows of spendable resources, as
well as on balances of spendable resources available at the end ofthe fiscalyear. Such information is useful in
evaluating the Municipality's near term financial requirements.

Because the focus of govemmental funds is narrower than that ofthe govemment wide financial siatements, it
is useful to compare the information presented for govemmental funds with sirnilar information presented for
govemmental activities in the government wide financial staiements. Bydoingso, users ofthe basic financial
statements may better undentand the long-term impact of the Municipality's near terrn financial decisions.
Both of the Govemmental Fund Balance Sheet and the Governmental Fund Statement of Revenues.
Expenditures and Changes in Fund Balances provide a reconciliation to facilhate this comparison between
govemmental funds and govemmental activities.

Infrastructure Assets

Historically, a govemment's largest group of assets (infrastructure - roads, bridges, traffic signals,
underground pipes [unlcss associated with a utilityl, erc.) have not been reponed nor depreciated in
govemment financial statements. GASB 34 requires that these assets be valued and reported within the
govemmental column of the Govemment-Wide Statements. Additionally, the govemment must elect to either
(a) depreciate these assets over their estimaied useful life or (b) develop a system of asset management
designed to maintain the service delivery potential ao near perpetuity. If the govemment develops the asset
management system (the modified approach) which periodically (at least every third year), by category,
measures and demonstrates its maintenance of locally established levels of service standards, the govemment
may record its cost of mainlenance in lieu of depreciation. The information about the condition and
maintenance of condition of the govemment infrastructure assets should assist financial siatement users in
evaluating a lmal govemment and its performance over time. The Municipality has elected to depreciate
infrastructure assets instead of using the modified approach.
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FINANCIAL ANALYSIS OF THE }IUNICIPALITY AS A WHOLE

Net Assets

A-s noted earlier. net assets may sen e over lime as a usetul indicator of a govemment's financial position. TheMunicipality's net assets totaled $l 1.057 million at the end of 1010. conrpared to Sl 1.50.3 million ar the end ofthe previous year.

The largest ponion of the Municipality's net assets consists of the investment madc rhroughout the ycars incapital assets such as land' buildings. equipment and infrastrucrure. The !Itrnicipalitv u.", ,"t ar.:.rflrut u.r",.to provide services to its citizens; consequently, these assets are not availablc' for tuiure ,penaing. ilttrougtr,
the Municipality's investment in its capital asiets is reported net of related deht, it shouid ue ,riteo ttrat rtreresources needed to repay this debt must be provided from rhe Debt Service Fund, ,in.e tt e .rpitrt as,,.t*themselves cannot be used to liquidate these liabilities. The amounts restricted fbr debt service represents
another ponion of the net assets, and these are resources subject to exremal restrictions for the purposes
explained above.

The unrestricted deticit is the consequence of previous budgets which did not provide funding for incurred
long-term obligations such as compensated absences and claims andjudgments among others. Historically,
such obligations have been budgeted.on a pay as you go basis withouiproviding ru"narrg fo.it 

";. 
rrtu..liquidation Consequently, the Municipality 

"rnnoi 
d.uiu fiom its existing assets-to proriie ,,e.ri.es to itscitizens.and depends on its taxing ability to continue its operations. The reitricted portion consists ot-monies

reserved for debt service and future capital expenditures.

Condensed Statement of Net Assets

June J0, 2010 and 2fitll

2010

Current assets

Capital issets

Total assets

Current liabilities
Noncurrent liabilities

Toarla liabiliries

Invesred in capital assets. net of rellred debt

Restricted

Llnrestrict!d

T()tal net ls\ets

s 3.940. t55

2 t .709.1J7+

s 4.r55.373

72.276.116
25.650.0?9 26.{32.089

5.739.543

lt.85 3.l t5
6.(}10.509

9, tlt8.4ll2
1.1.593..1111 t-5.228.99 r

I1.709.1i7{

673.llll5
( I l.l27. t-5tt )

22.13{).3 r9

+9t.lt l9
01.2t9.21{))

I t.502.901{I 1.056.60 r
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Changec in Net Assets

The Municipality's net assets decre_ased 5618,202. Approximately 57 percent of the I{unicipality's toral
rcvenue came from grants and contributions, including federal aid, while i 5 percent resulted from taxes. The
Municipality's expenses cover a range ofservices. The largesr expenses were for general govemment, public
works and public housing and welfare.

CondeGcd S.rtement of Activities
June 30, 2010 and 2fiD

20lo 2009

Program revenues

Charges for services

Operating grants and contIibutions

Capital grants and conhibutions
General revenues

Property taxes

Municipal license tax

Sales and use taxes

Grant and contributions not resEicted for specific purpose

Interest and investment earnings

Miscellanmus

Total revenues

Expenses

General government

Public safety

Public housing and welfare

Public works

E!.onomic development

Culture and recreation

Health and welfare

Interest on long-term debt

Total expenses

Change in net assets

Net asse6, beginning of year, as restated

Net assets, end of year

|,074,801

| ,068,6t 6

613,865

1.632,553

420,041

92t,326
5,497,423

4,241

2,256,t36

317.173

2,085,095

1,174,768

|,276,96E

7U,8t4
s80,792

5,765. t65

3, r06

2,t06,u6

t3,489,002 14,443,927

6,(41,795

884,970

2l t.489

3,284,780

t,076,589

899, t,lO

885,395

223,M6

5,260,289

99t,768
|,994,780

3,270,347

717.805

1,737,588

3.14,689

t4,107,204 t.l,l t7.t66

(61E,202)

I 1,674.803

86,661

I1.4t6,247

6-

r t,056.601 I 1.502,908



FINANCIAL ANALYSIS OF THE }IUNICIPALITY'S INDIVIDUAL FUNDS

As noted earlier' the Municipality uses fund accounting to ensure and demonstrete compliance with 6nance-
related legal requirements.

Governmental Funds

The focus ofthe Nlunicipality's govemmental funds is to provide information on near-term inflows, outt'lows,
and balances of spendable resources. Such information is useful in assessing the Municipality,s financing
requirements. In panicular, unreserved fund balance may serve as a useful measure of a gor"a*ant', nat
resources available for spending at the end of the fiscal year.

As of rhe end of the current fiscal year, the Municipality's govemmental funds reponed a combined deficit of
Sl'799'388 compared to a deficit of S1,585,129 in the prior year. There are reservarions of fund balance
amounting to $3,I 34,570. This is the fund balance that is not available for new spentling because it has
already been committed I ) to liquidate contracts and purchase orders of the prior fiscai year { 55,02.1) and 2) to
pay debt service ($673,885) and l) to pay for capital projects (52,455,661).

The general fund is included within the govemmental funds; it is the chiefoperating fund ofthe Municipality.
AsofJune 10,2010, the general fund has a deficit of 54,928,93.1. The detlcit increased by $398,753 during
fiscal year 2010.

GENERAL FUND BUDGETARY HIGHLIGHTS

Over the course ofthe year, the Municipality Council revised the Municipality's budget to reclassify certain
expenditures among the difTerent govemmental functions. Such reclassifications were necessary to provi4e for
the developments that dfected the Municipality's finances.

The most significant variances between budget and actual results were a revenue shortfall on
Intergovemmental revenue and lower than budgeted expenditures on public works.

The reason for the shortfall in Intergovemmental revenue is mainly related to the budgetary constraints faced
by the Commonwealth of Pueno Rico which in tum is atfecting the Municipality. Actual ixpen6itures lower
than budget is directly related ro the shortfall in [ntergovernmental revenue.
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CAPITAL ASSETS.{ND DEBT ADNIINISTRATION

Capital Assets

The Municipality's investment in capital assets as of June 30, 2010, amounrs to $33.1 million, ner of
accumulated depreciation of 5l1.4 million, leaving a net book value of $21.7 million. This invesrmenr in
capital assels includes land, buildings, improvements, equipment, intangibles, infrastructure and construction
in progress. Infrastructure assets arc items that are normally immovable and of value only to the state, such as
roads, bridges, streets and sidewalks, drainage systems, lighting systems, and similar itims.

The total decrease in the Municipality's investment in capital assets for the cuftent fiscal year was about 2.54%
in terms of net book value. Actual expenditures to purchase or construct capital assets were $.8 million for the
year. Depreciation charges for the year totaled Sl.3 million.

The Municipality finances a significant portion of its construction activities through bond issuances. The
proceeds from bond issuances designated for construction activities re committed in its entirety for such
purposes and cannot be used for any other purposes. As ofJune 30, 2010, the Municipality has $.7 million of
unexpended proceeds from bond issuances that are committed to future construction activities. The
Municipality also has $1.3 million of unexpended proceeds from grants that are committed to future
construction activities.

Debt Administration

The Pueno Rico Legislature has established a limitation for the issuance ofgeneral obligation municipal bonds
and notes for the payment of which the good faith, credit and taxing power of each municipality may be
pledged.

The applicable law also requires that in order for a municipality to be able to issue additional general obligation
bonds and notes such municipality must have sufficient "payment capacity." Act No. 64 provides that a
municipality has sufficient "payment capacity" to incur additional general obligation debt ilthe deposits in
such municipality's Redemption Fund and the annual amounts collected with respect to such municipality's
Special Additional Tax (as defined below), as projected by GDB, will be sufficient to service ro maturity the
municipality's outstanding general obligation debt and the additional proposed general obligation debt
("Payment Capaciry").

The Municipality is required under applicahle law to levy the Special Addirional Tax in such amounrs as shall
be required for the payment of its general obligation municipal bonds and notes. In addition, principal ofand
interest on all general obligation municipal bonds and notes and on all municipal notes issued in anticipation of
the issuance ofgeneral obligation bonds issued by the Municipality constitute a first lien on the Muniiipality's
Basic Tax revenues. Accordingly. the Municipality's Basic Tax revenues would be available to make debt
service payments on general obligation municipal bonds and notes to the extent that the SpecialAdditionalTax
levied by the Municipality, together with moneys on deposit in the Municipality's Redemption Fund, are not
sutficient to cover such debt service. [t has never been necessary to apply Basic Taxes to pay debt sen,ice on
general obligation debt of the Municipality.

8-



ECONOMIC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

The Municipality relies primarily on property and municipal raxes as well as fedeml grants to carry our the
govemmental activities. Historically, property and municipal taxes have been very prcdictable with incrcases
of approximately five percent. Federal grant rcvenues may vary if new grants are available but rhe revenue
also is very predictable.

Those factors werc considercd when preparing the Municipaliry's budget for the 2010-201 I fiscal year.

The most significant changes between the budget for fiscal year 2009-2010 and the one for fiscal year 2010-
201 I were the following:

o lncrease of $575,736 in intergovemmental revenue
o Increase of 9480,972 in public works expenditures

The increase in intergovernmental revenue is mostly related to an expected incrcase in the contributions from
the Puerto Rico Electric Power Authority.

The increase in public works expenditures is mainly a reflection ofthe expected increase in intergovernmental
revenue expected by the Municipaliry.

FINANCIAL CONTACT

The Municipality's financial statements are designed to present users (citizens, axpayers, customers, investors
and creditors) wth a general overview of the Municipality's finances and to demonstrate the Municipality's
accountability. If you have questions about the repon or need additional financial information, contact the
Municipality's chief Financial officer on the l't floor of the Town Hall, ciales, puerto Rico 0063g.

-9-



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

STATEMENT OF NET ASSETS
JUNE 30, 20r0

Assets

Cash in bank (Notes 2 and 5)
Cash with fiscal agent (Notes 2 and 5)
Accounts receivable:

Property taxes
Rent
Sales and use tax

Due from other agencies (Note 9)
Restricted deposits
Other assets
Capital assets, net (Note 11)

Total assets

Liabilities and Net Assets

Liabilities
Bank overdraft
Accounts payable and accrued liabilities
Due to other agencies (Note 12)

General obligations:
Bonds
lnterest

Deferred revenues (Note 13):
Municipal license tax

Noncurrent liabilities (Note 15):
Due within one year
Due In more than one year
Total liabilities

Net Assets
lnvestmenl in capital assets. net of related debt
Restricted for:

Debt service
Capital project

Unrestricted
Total net assets

Total liabilities and net assets

Governmental
Activities

$ 335,003
1 ,281 ,477

5,367

22,4U
2.295.854

21,709.874

Colinas
de Jaguas

$ 1,294

21,939

160,382
193

407,284

$ 25,6s0,029 591,092

$ 3.549
464.869

4,619,1 10

295,000
74,477

282,538

786,932
8,066,953

60,440

24,301

14,593,428 1.587.166

21.709,874

673,885
2,455,661

(13,782,819)
1 1 .056.601

(996.074)
(996,074)

$ 2s,650,02S 591.092

The accompanying notes are an integral part of these basic financial statements.
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COijIMOT.IWEALTH OF PUERTO RrcO
MUNIOPAIITYOFCIALES

RECOI.ICIUATION OF TIIE GOVEFNUENTA FUNDS
BALAI.ICE SHEET TO STATEIIIENT OF NET ASSETS

JUNE 9,,2010

ToEl fund balarrces - gorernmental funds

Anpunb reponed for go/emrnental activities in the slatement
d net assets are different becarse:

$ (1,7se,388)

Capital assets, net used in gwernmental etivities are
mt curert financial resources and theefore are not
Eported in the governmental funds balance sheet

Sorne liabilities, irrcluding bords payable, are not due
and payable in he current period and therefore are not
reported in the funds. (tlote 4)

21,709,874

(8,853,885)

Net asseE d governmental activities $ 11,056,601

The accompanying notes are an integral part of these basic financial statements.
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COMMONWEATH OF PUERTO RICO
MUNICIPALITY OF CIALES

RECONCILIATIoN oF THE STATEMENT oF REVENUES, EXPENDITURES, AITID
CHAI.IGES IN FUND BALANCES OF GOVERNMENTAL FUNDS TO THE

STATEMENT OF ACTIVMES
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

Net change in fund balances - total govemmental funds $ (214,059)

Amounb reported for govemmental activities in the statement of
activities are different because:

. Governmental funds report capital outlays as
expenditures. However, in the statement of activities, the
cost of those assets is allocated over heir estimated
useful lives and reported as depreciation expense. 759,.1 91

. Depreciation expense on capital assets is reponed in the
statement of activities, but they do not require the use of
currert financial resources. Therefore, depreciation
expense is not reported as expenditure in governmental (1,0A6,03g)

. Govemmental funds report issuance of long{erm debt as
other financial sources because provides current financialresources. (ZO,OOO)

. Governmental funds report principal payments on long-
term obligations as expenditures, whereas the principil
payments redlrces the long-term obligations in the
statement of activities. 1,4g5,507

. Some expenses reported in the statement of activities do
not require the use ol current financial resources;
therefore, are not reported as expendihjres in (552,g0g)

Changes in net asseb of governmental activities g (61g,202)

The accompanying notes are an integral part of these basic financial statements.
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1. ORGANIZATION

The Municipality of ciales, Puerto Rico (Municipatity) was founded in 1815. The
Municipality is a political legal entity with full legislative and administrative faculties in
every affair of the municipal.character, with perpetual succession existence and legal
personality, separate and independent from the central government of ihe
commonwealth of Puerto Rico. The Municipality provides a frill range of services
including health, public works, environmental control, education, publiCsafety, public
housing and community development, culture and recreation as well as many'other
general and administrative services.

The Municipal Government comprises the executive and legislative branches. The
executive power is exercised by the Mayor and the legisiative by the Municipal
Assembly, which has 12 members. The members of these brancires are elecied
every four years in the Puerto Rico general elections.

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The_ accompanying financial statements of the Municipality have been prepared in
conformity with accounting principles generally accepted' in the united dtates of
America (GAAP) as applicable to governmental entities. The Governmental
Accounting standards Board (GASB) is the accepted standard-setting body for
establishing governmental accounting and financial reporting principles.

The financial information of the Municipality is presented in this report as follows:

o Management's Discussion and Analysis - lntroduces the basic financial
statemenls and provides and analytical overview of the Municipality,s financial
activities.

r Government - wide Financial statements - The reporting model includes financial
statements prepared using full accrual of accounting for all of the government's
activities. This approach includes not iust current assets and liabilities, but also
capital assets and long{erm liabilities (such as buildings and infrastructure,
including bridges and roads, and general obligation debt).

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CTALES

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAB ENDED JUNE 30, 2O1O

. statement of Net Assets - The statement of net assets is designed to display the
linancial position of the Municipality, including capital assets and infrastruciure.
The net assets of the Municipality will be broken down into three categories;
invested in capital assets, net of related debt; restricted; and unrestricted.

. statement of Program Activities - The government - wide statement of activities
report expenses and revenues in a format that focuses on the cost of each of the
government's functions. The expense of individual functions is compared to the
revenues generated directly by the function,

r Budgetary comparison schedules - Demonstrating compliance with the adopted
budget is an important component of a government's accountability to the public.
Under the reporting model, the Municipality will continue to provide budgetary
comparison information in their financial statements. An important change,
however, is a requirement to add the government's original budget to the current
comparison of final budget and actual results.

The following is a summary of the more significant policies.

a. Reporting Entity

ln evaluating how to define the Municipality for financial reporting purposes,
management has considered all potential component units. The decision to
include a potential component unit in the reporting entity was made by applying
the provisions of Statement No. 14, "The Financial Reporting Entity'', as amended
by GASB Statement No. 39, "Determining Whether Certain Organizations are
Component Units - an amendment of GASB Statement No. 14,,.

The basic, but not the only criterion for including a potential component unit within
the reporting entity is if elected officials of a primary government appoints a voting
majority of the entity's governing body, and if either one of the tollowing conditions
exist: the primary government can impose its will on the other entity or the
potential exist for the other entity to (l ) provide specific financial benefits to or (2)
impose specific financial burdens on the primary government. A second criterion
used in evaluating potential component units is if the nature and significance of
the relationship between the entity and a primary government are such that to
exclude the entity from the financial reporting entity would render the financial
statements misleading or incomplete.
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GASB Statement No. 39 provided additional guidance to determine whether
certain organization for which the primary government is not financially
accountable should be reported as components units, A legally separate, tax-
exempt organization should be discretely presented as a component unit if all of
the following criteria are met: (a) the economic resources received or held by the
separate organization are entirely or almost entirely for the direct benefit of the
primary government, its component units, or its constituents; (b) the primary
government, or its component units, is entitled to, or has the ability to otheMise
access, a maiority of the economic resources received or held by the separate
organization, and; (c) the economic resources received or held by an individual
organization that the specific primary government, or its component units, is
entitled to, or has the ability to othenarise access, are significant to the primary
government. GAAP details two methods of presentation: blending the financial
data of the component units' balances and transactions in a manner similar to the
presentation of the Municipality's balances and transactions or discrete
presentation of the component units' financial data in columns separate from the
Municipality's balances and transactions.

The Colinas de Jaguas Project is included in the basic financial statements as a
discretely component unit because of the nature of the services they provide and
the Municipality's ability to impose its will.

Colinas de Jaguas Project is a S4-unit multi{amily housing poject owned by the
Municipality as authorized transfer f rom the special rrustee for the Liquidation of
the Accounts of the Puerto Rico Urban Renewal and Housing Corporation. The
Proiect is operated under Section 515 of USDA, Rural Development (USDA-RD)
and regulated by the U. S. Department of Housing and Urban Development (HUD)
with respect to rental charges and operating methods. The project is also subject
to Section 8 Housing Assistance Payments agreements with HUD, and a
significant portion of the Project's rental income is received from HUD. Also, the
Project is financed by a Mortgage of Section 515 Direct Loan.

COMMONWEALTH OF PUERTO RICO
MUNIC!PALIW OF CIALES

NOTES TO THE FTNANCIAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAB ENDED JUNE 30, 2O1O
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b.

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANCTAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

Government-Wide and Fund Flnancial Statements

The government-wide financial statements (i.e., the statement of net assets and
the statement of changes in net assets) report information on all the activities of
the Municipality. For the most part, the effect of intertund activity has been
removed from these statements. Governmentalactivities are supported mainly by
taxes and intergovernmental revenues.

The statement of activities demonstrates the degree to which the direct expenses
ol a given function or segments are otfset by program revenues. Direct expenses
are those that are clearly identifiable with a specific lunction or segment. program
revenues include 1) charges to customers or applicants who purchase, use, or
directly benefit from goods, services, or privileges provided by a given function or
segment and 2) grants and contributions that are restricted to meeting the
operational or capital requirements ol a particular function or segment. Taxes and
other items not properly included among program revenues are reported instead
as general revenues.

The fund financial statements segregate transactions related to certain functions
or activities in separate funds in order to aid financial management and to
demonstrate legal compliance. These statements present each major fund as a
separate column on the fund financial statements; all non-major funds are
aggregated and presented in a single column.

Measurement Focus, Basis ol Accountlng and Financial Statement
Presentation

The government-wide financial statements are reported using the economic
resources measurement focus and the accrual basis of accounflng. Revenues are
recorded when earned and expenses are recorded when a liability is incurred,
regardless of the timing of related cash flows. Property taxes are recognized as
revenues in the year for which they are levied. Grants and similar items are
recognized as revenue as soon as all eligibility requirements imposed by the
provider have been met.

Governmental fund financial statements are reported using the current financial
resources measurement focus and the modified accrual basis of accounting.
Flevenues are recognized as soon as they are both measurable and available.
Revenues are considered to be available when they are collectible within the
current period or soon enough thereafter to pay liabilities of the cunent period.
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COMMONWEALTH OF PUEHTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE F|NANCIAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

For this purpose, the government considers revenues to be available if they are
collected within the current period or soon enough thereafter. Expendiiures
generally are recorded when a liability is incurred, as under accrual accounting.
However, debt service expenditures, as well as expenditures related io
compensated absences and claims and iudgments, are recorded only when
payment is due.

Property taxes, f ranchise taxes, licenses, and interest associated with the current
fiscal period are all considered to be susceptible to accrual and so have been
recognized as revenues of the current fiscal period. Only the portion of special
assessments receivable due within the current liscal period is considered to be
susceptible to accrual as revenue of the current period. All other revenue items
are considered to be measurable and available only when cash is received by the
government.

The Municipality reports the following major governmental funds:

1) General Fund

This is the operating fund of the Municipality and accounts for all financial
resources, except those required to be accounted for in another fund.

2) Bonds lssuance Fund

This fund is used to account the resources from the bonds issuance by the
Legislature. The primary oblectives of these assignments are the development
of construction projects.

3) Joint Resolution Fund

This fund is used to account the resources for all the transactions of the state
Contribution by Legislature Resolutions. The primary objective of these funds
is the development of proiects on communities, non-for-profit organizations,
purchase of equipment and indirect assignment to persons of low and
moderate income.
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COMMONWEALTH OF PUERTO RICO
MUNICIPAUTY OF CIALES

NOTES TO THE F|NANCIAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

4) Debt Service Fund

This fund is used to account for the resources accumulated and payments
made for principar and interest on rong-term generar obrigation iebt or
governmental funds.

Private-section standards of accounting and financial reporting issued prior to
December 1, 1989, generally are followed in the govemment-wide financial
statements to the extent that those standards do not conflict with or contradict
guidance of the Governmental Accounting Standards Board.

As a general rule the effect ol interfund activity has been eliminated from the
government-wide f inancial statements.

Amounts reported as program revenues include 1 ) charges to customers or
applicants for goods, services, licenses, permits, or privileges provided, 2)
operating grants and contributions, and 3) capital grants and contributions,
including special assessments. lnternally dedicated resources are reported as
general revenues rather than as program revenues. Likewise, general revenues
include all taxes.

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

d. Cash and Cash with Fiscal Agent

The Municipality's Finance Director is responsible for investing available
resources. The Municipality is restricted by law to invest only in savings accounts
with banks qualified as a depository ol public funds by the puerto Riio Treasury
Department (PBTD) or in instruments of the Government Development Bank for
Puerto Rico (GDB).

cash with liscal agent in the other governmental fund consists of unused
proceeds from appropriations from the Legislature of puerto Rico, for the payment
of current liabilities, and bonds and notes issued for the acquisiiio; and
construction of major capital improvements. cash with fiscal agent in the debt
s€rvice fund represents special additional property tax collectionJretained by the
commonwealth of Puerto Rico and restricted for the payment of the Municipality's
debt service, as established by law.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF CIALES

NOTES TO THE F|NANC|AL STATEMENTS (CONTTNUED)
FOR THE F]SCAL YEAR ENDED JUNE 30,2OIO

lnterfund Receivables and Payables

Activities between funds that are representative of lending/borrowing
arrangements outstanding at the end of the fiscal year are referred to as eithei
due to/from other funds (i.e., the current portion of interfund loans) or advances
to/from other funds (i.e., the non-current portion of interfund loans). All other
outstanding balances between funds are reported as due to/from other funds.

Capital Assets

Capital assets, which include property, plant, equipment, and intrastructure (which
is normally immovable and of value only to the Municipality, such as ioads,
bridges, streets'sidewalks, and drainage system), are reported in the applicable
governmental or component units columns in the government-wide 

'financial

statements.

capital assets purchased or acquired are carried at historical cost or estimated
historical cost. contributed assets are recorded at fair market value as ol the date
donated. Additions, improvements and other capital ouflays that significanfly
extend the useful life of an asset are capitalized. other costs incurred f,or repairi
and maintenance are expensed as incurred. Depreciation in capital assets is
calculated on the straight-line basis over the following estimated useful lives:

lnfrastructure
Buildings and building improvements
Furniture and fixtures
Vehicles and equipments

Reservatlon ol Fund Balance

Useful Life

25-50 years
20-50 years

5-10 years
5-20 years

9.

Reservations of fund balance represent portions of fund balance that are legally
segregated for a specific future use or are not appropriated for expenditure. The
Municipality has the following reservations of fund balance:
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF CIALES

NOTES TO THE F|NANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

1) Encumbrances

Represent future expenditures under purchase orders, contracts and other
commitments. These committed amounts generally will become liabilities in
future periods as the goods or services are ieceived.

2) Debt Service Fund

Represents net assets available to finance future debt service payments.

3) Caoital Proiects Fund

capital projects fund represents the reservation of amounts to be used for
future expenditures on capital projects under contracts and other
commitments. The committed amounts generally will become liabilities in
future periods as the pro,ects are completed.

Rlsk Financing

The Municipality carries insurance to cover casualty, theft, tort claims and other
losses. lnsurance policies are negotiated by the puerto Rico Treasury
Department and costs are allocated among all the municipalities of puerto Rico.
cost of insurance allocated to the Municipality and deducted from the gross
property tax collections by the Municipal Revenue collection center (the .cntu1
for the year ended June 30, 2010 amounted to approximatety $fSt,S+2. fn6
current insurance policies have not been cancelled or terminated. The cRlM also
deducted approximately 9184,007 for workers' compensation insurance covering
all municipal employees.

Compensated Absences

Employees are entitled to 30 days vacations reave and 1g days sick leave per
year. sick leave is recorded as an expenditure in the year paid. Employees are
entitled to payment of unused sick leave upon retirement if have been employed
for at least 10 years in the municipal government. on July 1997, state Law isz
supraamendedtheArticle 12.016,Sectionb(2) of theMunicipal Law,authorizing
the Municipality to pay any excess of vacations and sick leave accumulated ovei
the maximum previously permitted by law. calculations must be made until
December 31 of every year. Excess of sick leave must be paid until March 31
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FTNANC|AL STATEMENTS (CONnNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

next every natural year. Excess of vacations can be paid after July .l of every
fiscal year.

Use of Estlmates

The preparation of financial statements in conformity with accounting principles
generally accepted in the united states of America requires management to make
estimates and assumptions that affect the reported amounts of assets and
liabilities, and disclosure of contingent assets and liabilities at the date ol the
financial statements and the reported amounts of revenues and
expenditures/expenses during the reporting period. The most signiticant
estimates consist of the contribution received from the puerto Rico Electric power
Authority and the Municipal Revenue collection center caused by the delay of the
notification of the actual revenues and expenditures to the presented In the
financial statements of the agencies mentioned above.

Future Adoptlon of Accounting Pronouncementa

The Governmental Accounting standards Board (GASB) has issued the following
statements that the Municipality has not yet adopted:

Statsment
Number

Adoption
Required in
Fiscal Year

2010-11

2011-12

2010-1 1

Statement Name

54 Fund Balance Reporting Governmental
Fund Type Definitions

57 OPEB Measurements by Agent Employers and
Agent Multiple - Employer Plans

59 Financial lnstrument Omnibus

60 Accounting and Financial Reporting for Service
Concession Arrangements 2O1Z-19

61 The Financial reporting entity; Omnibus - on
amendment of GASB Statements No. 14 and 34 2Ot2-13

The impact of these statements on the Municipality's financial statements has not
yet been determined.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF C]ALES

NOTES TO THE F|NANCIAL STATEMENTS (CONTTNUED)
FOR THE F]SCAL YEAR ENDED JUNE 30, 2O1O

3. STEWARDSHIP, COMPLTANCE, AND ACCOUNTABILITY

a. BudgetaryControl

The Municipality's annual budget is prepared on the budgetary basis ot
accounting, which is not in accordance with GAAp, and represents departmental
appropriations recommended by the Mayor and approved by the Municipal
Legislature prior to the beginning of the fiscal year. Amendments to the budget
require the approval of the Municipal Legislature. Transfers ol appropriations
within the budget, known as Mayor's Resolutions, do not require the approval
of the Municipal Legislature.

The Municipality prepares its annual budget including the operations of the
general and the debt service funds.

Revenues and Expenditures - Budget and Actual (Budgetary Basis), accordingly,
include only the operations of the general and the debt service funds. The
amounls budgeted underthe special Revenue Fund were excluded since they
are received and expended over a period of time which generally exceeds the
current year.

For budgetary purposes, encumbrance accounting is used. The encumbrances
(i.e., purchase orders, contracts) are considered expenditures when incurred.
For GAAP reporting purposes, encumbrances outstanding at year-end are
reported as reservations of fund balances and do not constitute expenditures or
liabilities because the commitments will be honored during the subsequent year.

The unencumbered balance of any appropriation at the end of the fiscal year will
lapse at the end ot such fiscar year. other appropriations, mainry capitaiprolect
appropriations, are continuing accounts for which the Municipal Legislature has
authorized that an unspent balance from the prior year be canied ]orward and
made available for current spending.

The annual budget is presented in the combined statement of Revenues and
Expenditures - Budget and Actual (Budgetary Basis) is the budget ordinance to
June 30, 2010 representing the original budget.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2OIO

b. BudgeUGAAPReconciliation

The following schedule presents comparisons of the legally adopted budget with
actual data on a budget basis. Because accounting frincriltes appied for
purposes of developing data on a budget basis differlignificantly from lhose
used to present financial statements in conformity with GA1p, a reionciliation of
entity and timing ditferences in the excess of ievenues and other financing
sources over expenditures and other financing use for the year ended
June 30, 2010 is presented berow for the generarind debt service funds:

Debt Service

Excess of expenditures over revenues - budgetary basis

Entity ditferences:
Non-budgeted transfers

Excess of expenditures over revenues - GAAp basis

Explanation of differences:

Sourcesr/inflows of resources
Actual amounts (budgetary basis) "available

appropriation" from the budgetary comparison
schedule

Differences - budget to GAAp:
Iransfers trom other funds are inflows of

budgetary resources but are not revenues
for f inancial reporting purposes

$ 163,892

18.174

$182-000

General
Fund

$ 7,130,91 1

( soel

Transfers from other funds are inflow of budgetary
sources but are not revenues for financial reporting purpose 3,672,26g

Total revenues as reported on the statement ol revenues,
expenditures, and changes in fund balances g 1qBOZST2

Uses/outflows of resources
Actual amounts (budgetary basis) ,,total charges to

Appropriations" from the budgetary comparison schedule
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

Total expenditures as reported on the statement of
revenues, expenditures, and changes in fund balances $I0JSOIEE

c. Legal Compllance

The legal level of budgetary control is at the individual department level for
general fund expenditures, and principal and interest due for the debt service
fund.

4. RECONCILIAT]ON OF GOVERNMENT.WIDE AND FUND FINANCIAL
STATEMENTS

The governmental fund balance sheet includes reconciliation between fund balance-
governmental funds and net assets of governmental activities as reported in the
government-wide statement of net assets. One element of that reconciliation explains
that some liabllities, including bonds payable, are not due and payable in the current
period and therefore are not reported in the funds. The details of the approximately
$8.9 million differences are as follows:

Ditferences-budget to GAAP:

Prior year encumbrances recorded as current
year expenditures for GAAP basis

Current year encumbrances recorded as
expenditures for budgetary purposes

Transfers to other funds are out flow of budgetary uses
but are not expenditures for financial reporting purpose

Bonds payable
Compensated absences
Notes payable
Claims and iudgments
Other long-term liabilities

Net adjustment to reduce fund balance governmental funds
lo arrive at net assets ol governmental activities
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAH ENDED JUNE 30, 2O1O

5. DEPOSITS

custodial credit risk is the risk that in the event of a bank failure, the government,s
deposits may not be returned to it. under puerto Rico statutes, public funds
deposited in commercial banks must be fully collateralized for the amount deposited
in excessof federal depository insurance. All securities pledged as collateral are held
by the Secretary of the Treasury of Puerto Rico. ln addition, the Municipality
maintains deposits with the Government Development Bank for puerto Rico (GDBi.

The deposits at GDB ot approximately $238,134 that is restricted principally forcapital
projects and the $1,037,995 in the debt service fund are unsecured and
uncollateralized, as no collateral is required to be carried by governmental banks.

The Municipality maintains its investments in one (1) bank located at puerto Rico. All
kind of deposit is guaranteed by the Federal Deposit lnsurance corporation (FDlc).
The standard insurance amount limit is $250,000 that is temporary through December
31,2013.

The excess is covered by collateral provided by banks and held by the Treasury
Department of the Commonwealth of Puerto Rico pursuant to applicable laws and
regulations.

PROPERTY TAXES

The Municipal Revenues collection center (cRlM) of the commonwealth of puerto
Rico is responsible by law for the assessment, levy and collection of all real and
personal property taxes. The tax on personal property is self assessed by the
taxpayer. The assessment is made in a return which must be filed with the cFliM by
May 15 of each year. The tax on real property is assessed by the CRIM. The
assessment is made as of January 1 of each year and is based on estimated current
values of the property as of year 19S7. The tax on personal property must be paid in
full together with the return on or before May 15. The tax on real property is due in
two equal installments in July 1 and January 1, following the assessment date.

The rates are 6.83% for real property and 10.33% for personal property. The
composition is as follows:
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FTNANCIAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

Real Personal

Basic property 4.00%
Additional special property - state
Additional special property - municipal
Discounts made by state to tax payer

6.00%
1 .03"/"
2.00%

< .2Oo/o>

6.00%
1.03Y"
3.50%

< .2oo/o>

q=83% 1q33%

The Municipality's basic property tax rate represents the portion which is appropriated
for general purposes and accounted for in the general fund.

The "Additional special property tax - municipal" is restricted for debt service and
retained by GDB lor such purposes and it is recorded as revenue in the Debt Service
Fund when collected by the CRIM and reported to the Municipality.

The "Additional special property tax - state" is collected by the CBIM for the payment
of principal and interest of general obligation bonds and certain other obligations
issued by the state government.

Besidential real property occupied by its owner is exempt by law from the payment of
property taxes on the first $15,000 of the assessed value. For such exempted
amounts, the Department of Treasury assumes payment of the basic tax to the
Municipality, except for property assessed at less than $3,500, for which no payment
is made. Revenue related to the basic tax on exempt property is recorded in the
General Fund when payments are received from the CRIM.

Complete exemption from personal property taxes up to an assessment of 950,000 is
granted to merchants with an annual volume of net sales less than S150,000.

Prior to the beginning of each fiscal year, the CRIM informs the Municipality of the
estimated amount of property tax expected to be collected for the ensuring fiscal year.
Throughout the year, the CRIM advances funds to the Municipality based on the
initial estimated collections. The CBIM is required by law to prepare a setflement
statement on a fiscal year basis, whereby a comparison is made between the
amounts advanced to the Municipality and amounts actually collected from taxpayers.
This settlement has to be completed on a preliminary basis not later than three

months after fiscal year-end, and a final settlement made not later than six months
after year ends. lf the CRIM remits to the Municipality property tax advances, which
are less than the tax actually collected, a receivable from the CRIM is recorded at

-31 -

ORTIZ. R1YERA. RIVERA & CO.
rltRTIllElr lL ill t( \1 ( oL \l \\T_i. \ \LL t \IJIr:Lr \:it\ t( E\

S!rte lal. PO Bo\rl,ljll. Slllr Juln. PR.l)09.16-;'l5ar. Phonc rlliir -56 S5li I-r\ ll'5'rl-1- j6l



GOMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE F|NANCIAL STATEMENTS (CONTTNUED)
FOF THE FISCAL YEAR ENDED JUNE 30,2O'O

June 30. However, if advances exceed the amount actually collected by the CFllM, a
payable to the CRIM is recorded at June 30, During July 2002, the Municipality
entered inlo a repayment agreement with GDB and cRlM to repay the excess of
property taxes advances from fiscal years up to 2001 for approximately $1.1 million.
This amount will be repaid through advances from property taxes (refer to Note 15).

cunently, the Municipality has received the preliminary settlementfrom cHlM related
to fiscal year 2009-10, but not the final settlement as the six months period after fiscal
year ends, provided by law to CRIM to issue this, has not yet expired. Management
believes, based in part on the experience from prior years, that when received, the
final settlement from CRIM will not show a signilicant ditference from the preliminary
settlement and that such difference, if any, will not have a material effect on the
financial condition of the Municipality.

Based on the preliminary settlement already received, during the year ended June 30,
2010, the amount received by CHIM, less than the amount collected lrom taxpayers
and charges by CRIM received by the Municipality for the same period by
approximately $213,254. Such amount is presented as intergovemmental receivable
in the general fund in the basic financial statements (refer to Note 9).

7. MUNICIPAL LICENSE TAX

Municipal License Tax receivables are recorded in the liscal year in which payment is
due and, accordingly, represent taxes which are due and uncollected at June 30,
2010. The annual Municipal License Tax is determined based on the gross income of
all commerce and industrial organizations lhat have operations in the Municipality of
Ciales, and are not totally or partially exempt under the lndustrial lncentive Law of
Puerto Rico.

An annual return of business volume should be filed on or before April 1S of each
year and payable in two equal installments due on July 1 and January 1. A discount
ol 5"/o is allowed when full paymenl is made on or before April 15. The rates ol
municipal license in the Municipality of Ciales are as follows:

Savings and loans associations - 1.00o/o
Financial institutions
Other organizations:

= 1.50%
= .50%
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COMMONWEALTH OF PUEFTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2O1O

The amounts collected in advance are recorded as deferred revenues in the General
Fund. The Municipality invoiced and collected in advance during the current year
approximately $282,538, conesponding to the next liscal year municipal license.

8. SALES AND USE TAXES

On July 29,2007 the Commonwealth Legislature approved Act No. 80 ("Act 80")
which imposed to all the Municipalities of Puerto Rico a unilorm municipal sales and
use tax ol 'l .51o. Etfective August 1, 2OO7 1"/" of the 1.5olo will be collected by the
Municipalities and the remaining .5% of the 1.5% will be collected by the Puerto Rico
Department of Treasury.

Act 80 also provides for restrictions on the use of the resources (including the .5 of
1.5% collected by the Commonwealth Government) to be invested in solid waste and
recycling programs, capital improvements and health and public safety costs. Amount
collected by the Commonwealth Government will be deposited in accounts or

special funds in the Governmental Development Bank ot Puerto Rico ("GDB"), subiect
to restrictions imposed and distributed as follows:

a. .2"/o ol the .5% will be deposited in a "Municipal Development Fund" to finance
costs as restricted by the Act,

b. .2"/" ot the .5% will be deposited in a "Municipal Redemption Fund" to finance
loans to municipalities subject to restrictions imposed by the Act and,

c. .'lY" of lhe .5% will be deposited in a "Municipal lmprovement Fund" to finance
capital improvement proiects; these funds will be distributed based on
legislation from the Commonwealth's Legislature.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FTNANCTAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

9. DUE FROM OTHER AGENCIES

Represents grants and contributions due lrom local and federal agencies:

Puerto Rico Electric Power Authority (General Fund) $1,678,442
CRIM (General Fund) 213,254
Labor Department (General Fund) 191,708
Education Department - (General Fund) 80,400
OCAM - SBGP Program (Other Governmental Fund) 52,552
Education Department - Even Start Program (Other Governmental Fund) 44,498
Family Department - Child Care Program (Other Governmental Fund) 35,000

Total

10. ]NTERFUNDTRANSACTIONS

Recelvable Fund

Bonds lssuance Fund
General Fund
Joint Resolution Fund

Pavable Fund

General Fund
Other Governmental Funds
General Fund

a. Due From/To Other Funds:

The due from and due to other fund balances as ot June 30, 2010, are as follows:

$ 2,295,854

Amount

$ 692,243
97,424

1.265.070

$2054J32

The balance of $1,265,070 due from the generalfund to the Joint Resolution Fund
represents amount due from prior years related to state contributions' grants.

Remaining transfers are used to use unrestricted revenues collected in the
general fund to finance various programs accounted for in other funds in
accordance with budgetary authorizations.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FTNANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

b. lnterfund Transfers:

lnterfund transfers for the year ended June 30, 2010 consisted of the following:

Transfer !n

Debt Service
General Fund

Transfer Out

General
Debt Service

Amount

$2,761 ,772
302

$2J52,014

The transfers are used to (1) move revenues from the fund that statute or budget
revenues to collect them to the fund that statute or budget requires to expend
them, (2) move receipts restricted to debt service from the fund collection the
receipts to the debt service fund as debt service payments become due' and (3)

use unrestricted revenues collected in the general lund to finance various
programs accounted tor in other f unds in accordance with budgetary
authorizations.

.t1, CAPITAL ASSETS

Capital asset activity for the Municipality for the year ended June 30' 2010 was as
follows:

g.t..d B.l.nc.
Julv l.2OO9 lncr..... Cr.c...e. Jun€ 3(,.2OlO

CAPITAL ASSETS, NOT AE:NG OEPAECIATEO

Consl.uc on 'n 
p.og.esa

rorar.ap"al assets, nol berrq d6preclale{,

CAPITAL ASSETS. BEING OEPfIECIATEO

€lu,rdrngs and b!'l(ltrr!, nprow€,.6nls
F,,r'rn!,e a.d nnures
veh'.hrs and dqu'Ptru'r

Toial.ap,lalasscls he rq dcp'qt:'ared

LESS ACCUMULATEO OEPFECIAIION FOR

B!nd'nqs a.d bu'ld'nrJ Iprovo.ner s

F!nrtrures and nn!re3
vchrxRs and equ,pmenr

TOTAL ACCUMULAIED OEPRECIAIION

IOIAL CAPITAL ASSEIS, BEING OEPRECIATED. NET

.s
1.ao3, r44 20S.92€l 1,67?A17 33,453
3510.0@ 206.926 1.677,6',17 2,041,309

:ar rri5 14. 167,9€3

2 227 AA2 - :11.104,917

6.O3s 954 1 /34. t67
5.3.13 9s7 :]5.OOO

760174
2.a76 e24 5i 39<t

r 346.620 50r 443
2.076144

'r9!r 69r r 13..157

2.lto.to' 15A972
]on@ 15.ooo

]s4 -!oo J lr5 l57
I 126 O33 I t. t.to :]52

.fi1 849 19 66S 565

GOVEFNMENTAL ACTTVTTTES CAPTTAL aSSETS. NET S 22 276./16 -g ry ry
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

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

General govemment
Culture and education
Public works
Health and sanitation
Public works

Total depreciation expense - govemmental activities

Balance

Compon6nt Unit- Colinas de Jaguas Project July 1, 2009

Capital assets, not being depreciated:

Land $ '154,124

Total capitalassets, not being depreciated '154,'124

$ 634,029
488,195

93,094
81,576
29.139

9t320-033

lncreases Decreases

Balanc€

June 30, 2010

$ - $ 154,124

154.124

Capital asset activity for Colinas de Jaguas Project, a discretely presented component
unit, for the year ended June 30, 2010 was as follows:

Capital assets, being depreciated:

Buildings, equipment, and furnitura

Total capital assets, being depreciated

Less accumulated deprecialion for:

Buildings, equipment, and furniture

Total accumulated depreciation

Total capital assets, being depreciated, net

Colinas de Jaguas Proiect capital assets, net

2,278,5s7 24,762 2,303,319

2.278,557 24,762 - 2,303,319

'1,961,245

1,96'l,245

3',t7 ,312

s 47'l .436

88,914

88,914

(64,152)

s (64.1 52 ) $

2,050,'159

2,050,159

2 53,160

$ 407,284
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

12. DUE TO OTHER AGENCIES

Due to other agencies at June 30, 2010 are as follows:

Pue rto Rico Fleti rement System Administration
Puerto Rico Electric Power Authority
Puerto Flico Water and Sewer Authority
lnternal Revenue Service
Treasury Department
Puerto Rico General Services Administration
Labor Department

Total

$ 1,051 ,622
1,679,965

95,154
708,804

1,056,206
1 5,166
12,193

$ 4,619,1 10

13. DEFERRED REVENUES

a. Municlpal License Tax

The deferred revenues of approximately $282,538 in the general fund related to
municipal license tax collected in fiscal year 2009-10 that will be earned in fiscal
year2010-l1.

b. Federal Government

The deferred revenues presented as lederal government represents the portion of
federal grants received for which qualifying expenditures have not been incurred.
The amounts were determined taking into consideration the specific years of the
grant.

INTERGOVERNMENTAL REVENUES

lntergovernmental revenues in the general and capital proiects funds consist mainly
of collections from the Commonwealth of Puerto Rico and the CRIM' and payments

in lieu of taxes from the Puerto Rico Electric Power Authority.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2O1O

15. LONG-TERM DEBTS

Bonds and other long-term liabilities outstanding at June 30, 2010 are as
follows:

Bonds

$181 ,000 series of 1992, payable in annual installments ol
$14,000 to $13,000 until January 1 , 2017 , interest at 57o.

S400,000 series ot 1996, payable in annual installments of
$10,000 to $40,000 until July 1, 2016, interest lrom 5% to
8%.

$250,000 series of 2004, payable in annual installments of
$5,000 to $25,000 until July 1, 2028, interest f rom 5Y" to 7"/".

$282,000 series of 2007, payable in annual installments of
$35,000 to $45,000 until January 1,2014, interest at 4.25%.

$300,000 series of 2007, payable in annual installments of
$35,000 to $55,000 until July 1 , 2013, interest trom 6.6% to
7.5"/".

$1 ,555,000 series of 2010, payable in annual installments ot
$2O,OO0 to $175,000 until July 1,2024, interest from 4.757o
lo 7 .5"/".

$755,000 series of 2010, payable in annual installments of
$15,000 to $130,000 until July 1, 2019, interest from 5% to
7 .5Y".

Total bonds payable

$ 77,000

180,000

215,000

171 ,000

150,000

1,540,000

730.000

$a-063-000

-38-
ORTIZ. RIYERA. RIYERA & CO.
ftRTtillD t,| BLtc \c(oL\l \\l\. \\LL[ \Dl]l,ll \iR,, ia Ii

\ulre l5l. PO Bur. .-(rl5al. Sln luln. PR.lrf)ql6-ll)l). p1,,,n. 1:5:i-56 lr11. ll\ 1-Srr l:l1)561



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FTNANCTAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAB ENDED JUNE 30, 2OIO

Notes Pavable

Note payable ot $1 ,174,924 represents a repayment
agreement with GDB and CRIM to repay the excess ol
property taxes advances from fiscal years up to 2001 . The
CRIM will retain the principal and interest from the property
taxes advances. The amounts retained by CRIM will be
remitted to GDB on July 1 of each year through 2032. The
repayment agreement is payable in annual aggregate
principal installments of $15,373 plus interest rate ol
6.18750/o.

Note payable of $340,000, series 2005, its payable in
annual installments of $25,000 to $40,000 until July 2014,
interest trom 4.37"/" lo 7 .25"/".

Note payable of $49,600, series 2006, its payable in annual
installments of $6,100 to $8,100 until January 1,20'13,
interest at 4.5o/".

Note payable of $500,000, series 2009, its payable in
annual installments of $100,000 until July 1 , 2013, interest
at 5"/".

Note payable of $1,210,000, series 2009, its payable
annual installments of $10,000 to $140,000 until July
2021, interest at 5%.

Note payable of $523,000, series 2009, its payable
annual installments of $51,000 to $82,000 until July
2016, interest lrom 2.42/" to 7.5"/".

Total notes payable
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2O1O

Other Lonq-Term Llabilitles

Due to Labor Department, payable in monthly installments
of $4,599 until February 1,2012.

Due to CRIM corresponding to LIMS System, payable in
monthly installments ot $1 ,41 I until November 201 1,

interest at 5.95%.

Due to CRIM conesponding to Law 46, payable in monthly
installments of $1,814 until March 2032, interest a|6.221o.

Due to Treasury Department, payable in monthly
installments of $835 to $1 ,304 until March 201 1, and a final
payment of $439,948.

Due to Puerto Rico Retirement System Administration,
payable in monthly installments of $12,500 until July 201 1 .

Total other long-term liabilities

$ 91,987

23,952

192,'t12

451,684

134.211

$!93p4

Component Unit

The original mortgage, in the amount of $1,945,000 was payable to Rural Housing
Service (RHS) and collateralized by the apartment complex. The required monthly
principal and interest payments totaled $11,053. On November 14, 1997, the
mortgages on the property were transferred from the Puerto Rico Urban and
Housing Corporation to the new owner, the Municipality of Ciales. Rural Housing
Service, the mortgagee, recalculated and adjusted the amortization of the
mortgages at the time, resulting in a smaller monthly payment. The revised
payments ol the three mortgages commenced on December 1, 1997.

Under agreements with FIHS, the project is required to make monthly escrow
deposits lor insurance and replacement of Project assets, and is subiect to
restrictions as to operating policies, rental charges and operating expenditures.

The liability of the Project under the mortgages is limited to the underlying value of
the real estate, plus other amounts deposited with the lender.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDEO JUNE 30, 2O1O

The mortgages are insured by RHS, collateralized by the Project' and consist of the
lollowing:

lnterest at 6.5%, payable in monthly installments ot
$8,159, including interest, through the due date,
December 2031.

lnterest at 8.75o/o, payable in monthly installments of
$2,351 , including interest, through the due date,
December 2031.

lnterest al 1'1'.25"/", payable in monthly installments
of $543, including interest, through the due date,
December 2032.

Less current maturities

$1 ,208,139

285,734

32.853
1,526,726

24.301

Arnount

$ 24,301
26,559
29,031
34,695

1.412.140

$t-526J26

$r-501r25

The interest rates shown above are nel of 2"/" interest rental credit.

Aggregate maturities of the mortgage payable for each ol the next five years

following June 30, 2010 and thereafter, are as follows:

Year Ended
June 30.

2011
2012
2013
2014
2015 and thereafter
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

The annual debt service requirements for the bonds payable and notes payable at
June 30, 2010, are as follows:

Eondg Notes Pdyabla
Principal lnteresl Prlncipal I nieresi

201 1

2012
2013
2014
20't5
2016-2020
2021-2025
2026-2030
2031-2035

$ 174,000
192,000
234,000
20r,000
24 r ,000

1 ,231 ,000
735,000

55,000

$ 323,8s2
307 ,567
289,108
267 .388
247 ,450
829,328
195,453

7 ,200

s 258,417
279,'164
291,101
303,635
186,371
788,968
51 0,003
325,492
160,626

s 186,525
172,103
156,431

140,260
'123,248

483,755
223,844
107,605

't 2,612

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

$3,063,000 $2,467,346

E ghnhg

$3,103,777 $ 1,606,383

Prlm..y Gov..nh.nt Addhlon. Pryrn..l.
Endlne Du. wlthln
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t
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orh.. lonllorm rl.blllt16.:
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Dus io Puorlo Rico Tro.sury

A A PubtE Frnanc6 Co
Lrbor O€pa.tmenl
Munic'gality ot Toa Eata

oue ro lr€asury o6pa.imeni

ASES
clarms and rudg6m€n13
Comp6nsaled.bsences

Toral orh6r long tom labnrlres

Tolal noncurrent I'ab,lrlrss,
qov€dmonlrl iclrwr6s

Cor'na3 do Jaguas Prolocr
monqaq6 payabl6

s 2.451,OOO
3.37 535

5.796.s35

s 770.@0 s 156,@0 5 3 063,000 $ 17a.O@
243,75A 3103.777 258,417

770,@0 40r.758 6,t66.7a7 432,417

1. r 32 69€

1A729 (15.60A)
q2,626 (92.626)

63.664 (63.664)

.167 332
3A.7BA

3m.3a6
r a3 000

r r92 264

3.3a9,947 t2A.r50

5 9.1a6,4A2 S 124 45O

s r 550.550 3

252,16tJ

6 r.022,.160

s

3,121

42.927

r 5.6-?ra

4.742

1 043.749

$ r,ia5,507

I 23.a24

r3,211

n, *)

451 6art
23. 2

't92.112
t)o.344

r 309.414

2.667, t08

! a a53,aa5

5 r 426,720

134.21I

55.192

r 5 6,ra
15 /32
a 732

r25 0@

354 515

s 7*.952

$ 24.30t

_42_

ORTIZ. RI\'ERA. RI\'ERA & CO
I tNllfittr l! jli a \aaLrL \l \\ l\. \\ i i \ rLri I \Ei\ llr \

ir:i. 151 POB.\r(rl:it \ur lu.l PRrngr6rlrlr'Ph,,re,-r-r"a1.:j1..f.,\ -\-'l-1lrrl.:



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANCTAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

16. RETIBEMENT PLAN

a. Plan Descrlptlon

The Employee's Retirement System of the Government of Puerto Rico and its
lnstrumentalities (EBS) is the administrator ot a cost-sharing multiple-employer
retirement system established by the Commonwealth of Puerto Rico. The System
was created under the ACT 447 , approved on May 15, 1951 , as amended, and
became etfective on January 1, 1952.

ERS covers all regular employees of the Commonwealth of Puerto Flico and its
instrumentalities and of certain municipalities and components units not
covered by their own retirements systems.

Participation is mandatory except for members of the Legislature, Government
Secretaries, Heads for Agencies and Public lnstrumentalities, Assistants to the
Governor, the Comptroller of Puerto Rico, Gubernatorial Board and Committee
appointees and Experimental Service Station employees.

ERS provides retirement, death and disability benefits. Disability retirement
benelits are available to members for occupational and non-occupational
disabilities. Retirement benefits depend upon age at retirement and number of
years of credited service. Benefits vest after ten years of plan participation.

Members who have attained an age of at least fifty-five (55) years and have
completed at least twentyjive (25) years of creditable service or members who
have attained an age of at least fifty-eight (58) years and have completed at least
ten (10) years of creditable service, are entitled to an annual benefit, payable
monthly lor life.

The amounts of the annuity will be one and one-hall percenl of the average
compensation multiplied by the number ol years of creditable service up to twenty
years, plus 2o/o ol lhe average compensation multiplied by the number of years of
creditable service in excess of twenty years. ln no case the annuity will be less
than $200 per month.

Participants who have completed at least thirty (30) years ol creditable service
are entitled to receive the Merit Annuity. Participants who have not attained
fifty-five (55) years of age will receive 65% of the average compensation or if
they have attained fifty-five (55) years of age will receive 75"/o ol the average
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)

FOR THE FISCAL YEAR ENDED JUNE 30' 2O1O

they have attained fifty{ive (55) years ot age will receive 75"/" of the average

compensation. Disabiiity retirement benefits are available to members for

occupational and non-occupational disability. However, for non-occupational
disability a member must have at least ten (10) years of service.

No benefit is payable if the participant receives a refund of his accumulated

contributions.

On September 24, 1999, an amendment to Act No. 447 ol May 15, 1951, which

created ERS, was enacted with the purpose of establishing a new pension
program (System 2000). Employees participating in the current system as of
becember 5t , t gg9, may elect to stay in the defined benefit plan or transfer to
the new program. Persons joining the Municipality on or after January 2000 will

only be allowed to become members of System 2000. system 2000 will reduce

the retirement age f rom 65 years to 60 for those employees who joined the current
plan on or after April 1 , 1990.

System 2000 is a hybrid defined contribution plan, also known as a cash balance
plan. Under this new plan, there will be a pool of pension assets, which will be

invested by ERS, together with those of the current defined benelit plan. Benefits

at retirement age will not be guaranteed by the commonwealth of Puerto Rico.

The annuity will be based on a formula which assumes that each year the

employee's contribution (with a minimum of 8.275"/" of the employee's salary
updn to a maximum of 10%) will be invested in an account which will either: (1)

earn a lixed rate based on the two-year constant Maturity Treasury Note or, (2)

earn rate equal to75% of the return of the ERS',s investment portfolio (net ol
management fees), or (3) earn a combination of both alternatives. Participants

will reieive periodic account statements similar to those of defined contribution
plans showing their accrued balances. Disability pensions will not be granted

under System 2000. The employer's contribution (9.275"/" of the employee's

salary) will be used to lund the current plan.

b. Contribution Requirements

commonwealth legislation requires employees to contribute 5.775"/" of gross

salary up to $6,600 plus 8.275'/" ol gross salary in excess of $6'600' The

Muni;ip;lity,s contributions are 9.275"/o ol gross salary. Contributions'

requirements are established by law. The actuarially determined contribution

requirement and contributions actually made for the year ended June 30, 2010

was approximately $208,484.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

The Municipality's payroll for employees covered by ERS was approximately
$2.2 million. The Municipality total payroll for all employees was approximately
$5.2 million.

Additional information on the ERS is provided in its financial statements for the
year ended June 30,2010, a copy of which can be obtained from the ERS,
Minillas Station, PO Box 42003, San Juan, PR 00940.

RISK MANAGEMENT

The Risk Management Division of the Municipality's Legal Department is responsible
of assuring that the Municipality's property is properly insured. Annually, the Risk
Management Division compiles the information of all property owned and its
respective market value. After evaluating this information, the Risk Management
Division submits the data regarding the Municipality's properties to the Area ol Public
lnsurance at the Department of the Treasury of the Commonwealth of Puerto Rico
who is responsible for purchasing all property and casualty insurance policies of all
municipalities.

LEASES

Operating Leases

Leasing Arrangement with the Municipality as Lessor:

a. The Municipality leases spaces in its Market Place under operating lease
agreements with terms ranging from one to five years.

b. Total income f rom leases during the year ended June 30, 2010 was approximately
$59,032.

c. The Municipality retains title to its leased property. The lessee pays taxes,
licenses, insurance, and maintenance costs of the leased assets. Leasing
arrangements with the Municipality

The Municipality is obligated under no cancellable operational leases, with periods
not longer than one year.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE F|NANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

19. CONTINGENCIES

The Municipality receives Federal Grants for specific purposes that are subject to
review and audit by the grantor agencies. Although such audits could generate
expenditure disallowances under the terms of the grants, management believes that
any required reimbursements would not be material.

20. COMMITMENTS

The Municipality of Ciales had several outstanding or planned conslruction projects
as of June 30, 2010. These projects are evidenced by contractualcommifnents witr
contractors. The construction projects are commitments of the Bonds lssuance Fund
that amounted to approximately $582,231.

21. NETASSETS RESTATEMENTS

Net assets at beginning of year have been adjusted to reflect the following
restatements:

Statement of
Net Assets

Beginning balance of the year as previously reported

Overstatement of long term debts

Beginning balance of the year as restated

$ 11,502,905

171 898

$ 11,674,803
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

SCHEDULE OF EXPENOITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDEO JUNE 30, 2OIO

Federal Fedoral
CFDA Disbusements/

Federal Grantor/Program Titlo Number Expenditures

U.S. Department of Housing and Urban Development (HUD)

Section 8 Housing Choice Vouchers
Pass{hrough Commissioner Office of Municipal Affairs -
Community Development

State Block Grant Program - SBGP
Subtotal U.S. Department of HUD

U.S. Department of Agriculture
Pass-through Govemor's Office of Child Services and
Community Development

Child and Adult Care Food Program
Pass{hrough USDA Rural Development

Housing Preservation Grants (HPG)
Subtotal U.S. Department of Agriculture

U.S. Department of Education (OE)
Even Start-State Educational Agencies

Subtotal U.S. Department of DE

U.S. Department of Health and Human Services (HHS)

Pass-through the Office of Administration for Children and
Families

Child Care and Development Block Grant
ARRA - Child Care and Development Block Grant

Subtotal U.S. Department of HHS

U.S. Department of Homeland Security
Pass-through Govemor's Offi ce

National Incident Management System (NIMS)
Subtotal U.S. Department of Homeland Security

TOTAL

14.871 $

14.228

276.064

491.324
767,388

33,439

17.64
s1,303

233.888
233.888

273,662
37,848

31 1 _510

37,251
37 ,251

$ 1 ,401,340

10.558

10.433

84.213

93.575
93.715

97.107

See notes to Schedule of Expenditures of Federal Awards.
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COMMONWEALTH OF PUERTO RICO
MUNIC!PALIW OF CIALES

NOTES TO SCHEDULE OF EXPENDITURES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

SIGNIFICANT ACCOUNNNG POLICIES

The accompanying Schedule of Expenditures ol Federal Awards includes the
federal granl activity of the Municipality of Ciales and is presented on the modilied
accrual basis of accounting. The information in this schedule is presented in
accordance with the requirements of OMB Circular A-133. Therefore, some
amounts presented in this schedule may ditfer lrom amounts presented in, or
used in the preparation of, the basic financial statements.

BASIS OF PRESENTATION

The expenditures of the schedule are included in the Municipality's basic financial
statements in the accompanying Statement ol Revenues, Expenditures and
Changes in Fund Balances-Governmental Funds. The reconciliation of
expenditures in the basic financial statements to the Schedule of Expenditures of
Federal Awards is a tollows:

Expenditures

Expenditures as per basic financial
statements:

Federal expenditures included within other
governmental funds

Total expenditures per schedule of expenditures
of federal awards

$2.1 39.088

$2J39*088
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INOEPENDENT AUDITORS' REPORT ON INTEBNAL CONTROL OVER
FTNANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WITH GOVERNMENT AUDITING STANDARDS

To the Honorable Mayor and
Municipal Legislature

Municipality of Ciales
Ciales, Puerto Rico

We have audited the financial statements of the governmental activities, each major fund
and the aggregate remaining fund information of the Municipality of Ciales, as ol and for
the year ended June 30, 20'10, which collectively comprise the Municipality's basic financial
statements and have issued our report thereon dated Decemberl 6, 2010. We conducted
our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financial audits contained in Govemment Auditing
Standards, issued by the Comptroller General of the United States.

lnternal Control over Financial Reoortino

ln planning and performing our audit, we considered Municipality of Ciales internal control
over financial reporting as a basis for designing our auditing procedures for the purpose ol
expressing our opinion on the financial statements, but not for the purpose of expressing
an opinion on the effectiveness 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 f inancial reporting.

A deficiency in internal control exists when the design or operation of a control does not
allow management or employees, in lhe normal course of performing their assigned
functions, to prevent or detect misstatements on a timely basis. A material weakness is a
control deficiency, or combination of deficiencies, in internal control, such that there is a
reasonable possibility that a material misstatements of the entity's financial statements will
not be prevented, or detected and corrected on a timely basis.
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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
internal control over compliance that might be deficiencies, significant deficiencies, or
material weaknesses. We consider the deficiencies described in the accompanying
schedule of lindings and questioned costs to be material weakness as items 10-1A and
10-28.

Comoliance and Other Matters

As part of obtaining reasonable assurance about whether the Municipality of Ciales
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 etfect 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 no instances of noncompliance or other
matters that are required to be reported under Government Auditing Standards, and
which are described in the accompanying schedule of findings and questioned costs as
items l0-1A and 10-2B.

We noted certain matters that we have reported to management of the Municipality of
Ciales in a separate letter dated December 16, 2010.

This report is intended solely for the information and use of the audit committee,
Commissioner Office of Municipal Affairs, management 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.

L.U;q.,,^rl-..,-o L 6San Juan, Puerto Rico
December 16, 2010

The stamp 2586331
lo the original of this
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INDEPENOENT AUDITORS' REPOBT ON COMPLIANCE WITH REQUIREMEMTS
THAT COULD HAVE A DIRECT AND UATERIAL EFFECT ON EACH MAJOR

PROGRAM AND ON INTERNAL CONTBOL OVER COMPLIANCE
IN ACCORDANCE WITH OMB CIRCULAR A.133

To the Honorable Mayor
and Municipal Legislature

Municipality of Ciales
Ciales, Puerto Rico

Comoliance

We have audited Municipality of Ciales's compliance with the types of compliance
requirements described in the U. S. Otfice of Management and Budget (OMB) Circular A-
133 Compliance Supplement that could have a direct and material effect on each
Municipality of Ciales' major federal programs tor the year ended June 30, 2010.
Municipality of Ciales' major federal programs are identilied in the summary of audito/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 Ciales'
management. Our responsibility is to express and opinion on Municipality of Ciales'
compliance based on our audit.

We conducted our audit of compliance in accordance with auditing standards generally
accepted in the United States of America; the standards applicable to linancial audits
contained in Government Auditing Standards, issued by the Comptroller General of the
United States; and OMB Circular A-1 33. 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 etfect on a major federal program occurred. An audit includes
examining, on a test basis, evidence about Municipality of Ciales' compliance with those
requirements and performing such other procedures as we considered necessary in the
circumstances. We believe that our audit provides a reasonable basis for our opinion. Our
audit does not provide a legal determination on Municipality ol Ciales compliance with
those requirements.
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ln our opinion, the Municipality of Ciales complied, in all material respects, with ihe
compliance requirements refened to above that could have a direct and material etfect on
each of its malor federal programs for the year ended June 30, 2010. However, the results
of our auditing procedures disclosed instances of noncompliance with those requirements,
which are required to be reported in accordance with OMB Circular A-133 and which are
described in the accompanying schedule of findings and questioned costs as items '10-1

through 10-3.

lnternal Control over Comoliance

The management of Municipality of Ciales is responsible for establishing and maintaining
effective inlernal control over compliance with the requirements of laws, regulations,
contracts and grants applicable to federal programs. ln planning and performing our audit,
we considered Municipality of Ciales internal control over compliance with requirements
that could have a direct and material effect 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 internal control over compliance in accordance with OMB Circular A-133, but
not for the purpose of expressing an opinion on the etfectiveness of internal control over
compliance. Accordingly, we do not express an opinion on the effectiveness of the
Municipality's internal control over compliance.

A deliciency in internal control over compliance exists when the design or operation ol 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
weakness in internal control over compliance is a deficiency, or combination of
deficiencies, in internal control over compliance, such that there is a reasonable possibility
that material noncompliance with a type ol compliance requirement ol a federal program
will not be prevented, or detecled and corrected, on a timely basis.

Our consideration of internal control over compliance was for the limited purpose described
in the lirst paragraph of this section and was not designed to identify all deficiencies in
internal control over compliance that might be deficiencies, significant deficiencies or
material weaknesses. We did not identity any deficiencies in internal control over
compliance that we consider to be material weaknesses, as defined above.

Municipality of Ciales's responses to the f indings identified in our audit are described in the
accompanying Schedule ol Findings and Questioned Costs. We did not audit the
Municipality of Ciales's response and, accordingly, we express no opinion on it.
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This report is intended solely for the inlormation of the management, Commissioner Otfice
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 .t3."^nl 1,,^o \ C
December 16,2010

The stamp 2586332
to the original of this
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

SCHEDULE OF FINDINGS AND OUESTIONED COSTS
FOR THE FISCAL YEAR ENDEO JUNE 30, 2O1O

1. SUMMARY OF AUDIT FESULTS

a. The auditors' report expresses an unqualified opinion on the basic financial
statements ol the Municipality of Ciales.

b. There were significant deficiencies on internal controls.

c. No instances of noncompliance material to the financial statements of
Municipality ol Ciales were disclosed during the audit.

d. There were no signilicant deficiencies on internal controls over maior
programs.

e. The auditors' report on compliance with requirements applicable to federal
award programs for Municipality of Ciales express an unqualified opinion.

t, Audit lindings relative to the major federal award programs for the
Municipality of Ciales are reported in number 3 of this schedule.

g. The programs tested as maior programs are:

. State Block Grant Program (SBGP) - CFDA No. 14.228
o Child Care and Development Block Grant - CFDA No. 93.575
. ARRA - Child Care and Development Block Grant - CFDA No. 93.715

h. The threshold for distinguishing types A and B programs was $300,000.

i. Municipality of Ciales was determined to be a high-risk auditee.
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2.

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

ScHEDULE OF FTNDTNGS AND OUESTIONED COSTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

FINDINGS . FINANCIAL STATEMENTS AUDIT

a. Finding 10-A

The Municipality realized several translers f rom its special revenue f und
accounts to the general account during 2009-2010 amounting to $1 ,957,313
million. ln addition, the Municipality made disbursements lrom general
account in order to reimburse the lunds used from the issuance bonds fund.
Those transactions were not recorded on accounting books, and debt balance
cannot be clearly determinate.

Criteria

The Article I of the Resource Allocation for the Realization of Permanent Works,
Acquisition of Equipment, Purchase of Materials and Other Social lnterest
Activities Act (Law 179 of August '16,2002) requires municipalities to utilize
funds from state grants only for the intended purpose established by the Joint
Resolution of the Puerto Rico Legislature and may not expend these in any
activity not specif ically and categorically addressed in the legislative grant. The
use of funds from state grants in activities other than those mentioned in the
Joint Resolution requires the prior approval of the Puerto Rico Legislature.

Cause

The bank transfers were authorized by the Finance Director. These transfers
were made to compensate cash deficiency the Municipality was facing to pay
current operating obligations. The Finance Director performed these transfers in
violation of state law.

Recommendation

The Municipality should avoid this practice in order to comply with the law.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

SCHEOULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

b. Flndlng 10-B

Analytical review procedures performed as a part of the audit revealed that the
budget compared to actual indicates that the Municipality consistently overstates
budgeted revenues. This has the effect in the budget process that causes also
an inflated level of expenditures. Because the higher revenues are not realized
and expenditures are not adjusted, an operating deficit results.

We strongly recommend take the following steps to realistically budget for its
operations:

. Management should immediately undertake a thorough review and
comparison of the budget to current actual fiscal year revenues and
expenses.

. Total expense budgeted should then be based on the total estimated
revenue less a certain margin to add to fund balances at year-end or at
minimum to break even for the year.

. The year budgeted revenue should be based on actual amounts earned in
year through year, which result in the development of a more conservative
and realistic budget.

. Any new or additional revenue sources being developed should be budgeted
only when they are realized.

r Development and practice of a formal process of comparing the periodic
budget to actual revenues and expenses by the management, with timely
revisions as needed, should be commence.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF CIALES

SCHEDULE OF FINDINGS AND OUESTIONED COSTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

3. FINDINGS AND OUESTIONED COSTS . MA'OR FEDERAL AWARD
PROGFAM AUDIT

a. SBGP-CFDANo. 14.228

r Condition 10-1

The Federal Program Office did not request the extension for the 2006 year
program contract (OCAM) on time.

Cause

The federal program did not maintain a due date schedule for request the
extension tor the conkacts.

Effect

The program is not in compliance with the OCAM contract clauses. The
program operates without a valid contract.

Criteria

The federal funds of SBGP can be available through a signed contract into
the Municipality and OCAM for each program year. Based on ninth clause of
the SBGP Program 2006 contract, the funds are available for 18 months
after the contract is signed. Then, based on fourth clause, the Municipality
can request an extension that should be realized at least 45 days before the
contract ends.

Recommendation

The Federal Program Office should establish a due date schedule for
monitoring the due date of each program year contract.

Questioned Cost

None
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

SCHEDULE OF FINDINGS AND QUESTIONED COSTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O'IO

b. AFRA - Child Care and Development Block Grant - CFDA No. 93.715

o Condltion 10-2

The Contract 2010-332 related to construction purpose, does not include the
Davis Bacon Act clause.

Cause

Part of the federal funds assigned was to construction of an open-sided
canopy. The program generally does not have funds for this purpose and is
not aware for this clause.

Etfect

The program is not in compliance with the Davis Bacon Act.

Criteria

The Davis Bacon Act as amended, requires that each contract over $2,000
for construction, alteration, or repair of public building or public works shall
contain a clause setting forth the minimum wages to be paid to various
classes of laborers and mechanics employed under contract.

Recommendation

The contracts made by the Municipality should be reviewed with state and
federal regulations before be signed.

Questioned Cost

None
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COMMONWEALTH OF PUEHTO RICO
MUNICIPALITY OF CIALES

SCHEDULE OF FTNDTNGS AND OUESTTONED COSTS (CONINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

c. Child Care and Development Block Grant - CFDA No. 93.575

o Conditlon 1G3

The following reports were submitted after the time required:

uate to oo LJat6

Submitt€d Submitted

Cause

The employee responsible for reports have other duties assigned that affecl
the complaints ol the program.

Effect

The program is not in compliance with the reporting regulations.

Criteria

The Contract Number 241-2010-OOO178, into the Municipality and Acuden
(the Agency) establishes on clause number seven, a funds request report for
quarter ended should be submitted during the first ten calendar days of the
following first month of the same quarter. ln addition, a balance sheet or
f inal report should be submitted for the quarter ended September 30, 2010
during the first fifteen calendar days of the following month.

Recommendation

The Municipality should verify the duties assigned to employees in order to
comply with the reporting requirements.

Questioned Cost

None
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

SCHEDULE OF STATUS OF PRIOR YEAFS
AUDIT FINDINGS AND OUESTIONED COSTS

FOR THE FISCAL YEAR ENDED JUNE 30,2O1O

During the current examination, follow-up was given to the findings informed to the

Municipality in prior years. lt was noted that corrective action has been taken, except for

certain conditions that still exist and require further action. These are included in the

accompanying Schedule ol Prior Years Audits Findings and Questioned Costs.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

SCHEDULE OF STATUS OF PRIOR YEABS
AUDIT FTNDTNGS ANO OUESTTONED COSTS (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2O1O

Program Status

SBGP. CFDA
No. 14.228

SBGP - CFDA
No. 14.228

Conditlon 0&1

The Federal Program Otfice did
the extensions for the year
contracts (OCAM) on time.

Conditlon 0$1

The Federal Program Office did
the extensions for the year
contracts (OCAM) on time.

not request
programs

not request
programs

Condition
prevails.

Condition
prevails.

still

still

oncomoliance
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EXHIBIT I

CORRECTIVE ACTION PLAN
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Estado Libre Asociado de Puerto Rico
Cobierno Municipal de Ciales

HON. LUIS "ROLAN' MALDONADO RODRIGUEZ
ALCALDE

PO. BOX 1408
CIALES, P.R. 00638
rEL. (787) 871-3500
FrU: (787) 871-37ili}

(7871871-4oN

CORRECTIVE ACTION PLAN

December 16, 2010

Cognizant or Oversight Agency for Audit:

Municipality of Ciales respectfully submits the following corrective action plan for the year ended

June 30, 2010.

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, 2010.

The findings from the June 30, 2010 schedule of findings and questioned costs are discussed

below. Th6 findings are numbered consistently with the numbers assigned in the schedule'

FINDINGS . FEDERAL AWARD PROGRAM AUDITS, DEPARTMENT OF HOUSING AND

URBAN DEVELOPMENT

Finding 10-1: SBGP -CFDA14.228

Reportable Condition: See Condition 09-1

Recommendation

The Federal program Office should establish a due date schedule for monitoring the due date

of each program year contract in order to request the extensions into the time required'

Action Taken

The Federal program Office will establish schedule for monitoring and follow up due date of

contract to comply with the requirement.

"Ciales Puerta de la Cordillera Central"



FINDINGS - FEDERALAWARD PROGRAM AUDITS, DEPARTMENTOF HEALTH AND HUMAN

SERVICES

Finding 10-2: ARRA - Child Gare and Development Block Grant - CFDA 93.715

Reportable Condition: See Condition 10-2

Recommendation

The contracts made by the Municipality should be reviewed with state and federal regulations

before be signed.

Action Taken

The Child Care program generally does not have funds approved for construction or

improvement, and thJoffice was noi aware with requisites. The Municipality will establishes

control procedures in order to verify the contracts related to construction or improvements that

include all required information before will be signed.

Finding 10-3: Child Care and Development Block Grant'CFDA 93'575

Reportable Condition: See Condition 10-3

Recommendation

The Municipality should verifo the duties assigned to employees in order to comply with the

reporting requirements.

Action Taken

The Municipality will establish control procedures in order to make and submit the reports into

the time required.

lf the cognizant or oversight Agency for Audit has questions regarding this plan, please call

Carmen i Coto, at (787) AZt -g6eO, ior SBGP program, or Ana Rosario at Qe7) 871-5324, lor

Child Care Programs.

Gordially,

C---J C*ln^-
Carmen l. Colom
Fedgal Pl99i5am

&*#'
Child Care Program Director
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