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INOEPENDENT AUDITORS' REPORT

To the Honorable Mayor and
Municipal Legislature

Municipality ol Ciales
Ciales, Puerto Rico

We have audited the accompanying financial statements ol the governmental activities,
each major fund and the aggregate remaining tund information of the Municipality of
Ciales, as of and for the year ended June 30, 201 'l , which collectively comprise the
Municipality's basic financial statements, as listed in the table of contents. These f inancial
statements are the responsibility ol the Municipality's management. Our responsibility is to
express opinions on these financial statements based on our audit. We did not audit the
financial statements of Colinas de Jaguas I Prolect, as of June 30, 2011. Those financial
statements were audited by other auditors whose report thereon has been furnished to us,
and our opinion, insofar as it relates to the amounts included for Colinas de Jaguas I

Project, is based on the report of the other auditors.

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
Government Auditing Standards, issued by the Comptroller General of the United States.
Those standards require that we plan and perform the audit to obtain reasonable
assurance about whether the financial statements are lree of material misstatement. An
audit includes examining, on a test basis, evidence supporting the amounts and
disclosures in the financial statements. An audit also includes assessing the accounting
principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audit provides a reasonable
basis for our opinions.

Based on our report and the report ol the other auditors, the tinancial statements relerred
to above present fairly, in all material respects, the respective financial position of the
governmental activities, discretely presented component unit, each major fund and the
aggregate remaining fund information of the Municipality of Ciales as of June 30, 201 1,

and the respective changes in financial position, thereof and the respective budgetary
comparison for the general and debt service funds for the fiscal year then ended in
conformity with accounting principles generally accepted in the United States of America.

iirLr.!j: ir(tU)\-r tarSlnluIr.PR.ilr9l6-l50.Phofer:Sr-rir6S5l.1.Fl\r'f' l:l-lri6



f n accordance wllh Govemment Auditing Standards, we have also issued a report dated

December 20, 20'l 1 on our consideration of the Municipality's intemal control over financial

reporting and on our tests of its compliance with certain provisions of laws, regulations,

contracta and grants agreements and other maters. The purpose of that report is to
describe the scope ol our testing of internal control over financial reporting and compliance

and the results of that testing, and not to provide an opinion on internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in

accordance with Government Auditing Standards and should be considered in assessing

the results of our audit.

The Management's Discussion and Analysis on pages 3 through 9, is not a required part ol
the basic financial Statements but are supplementary information required by accounting
principles generally accepted in the United States of America. We have applied certain

iimiteU proceOures, which consisted principally of inquiries of management _regarding
methods of measurement and presentation of the required supplementary inlormation.

However, we did not audit the information and express no opinion on it.

Our audit was conducted for the purpose of lorming opinions on the linancial statements
that collectively comprise the Municipality of Ciales' financial statements as a whole. The

accompanying schedule of expenditures of federal awards is presented for purposes of

additional inalysis as required by U.S. Otfice of Management and Budget Circular A-133,

Audits of States, Local Governments, and Non-Profit Organizations, and is not a required
part of the basic financial statements. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements, and in our opinion, the

information is lairly stated, in all material respects, in relation to the basic financial

statements taken as a whole.

San Juan, Puerto Rico
December 20,2O11

7/.,g?tvuiRtvuo-i^ 6.
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to thB original ol this
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,U ANAG EM ENT'S DISCUSSIOI{ AND ANALYSB

The Municipality of Ciales (the "Municipality") discussion and analysis has been designed with
the followings goals:

a) Assist the reader in focusing on significant financial issues,

b) Provide ln overview of the Municipality's financial activity.
c) tdentify changes in the Municipality's financial position (its ability to address the next

rnd subsequent year challenges),
d) Identify any material deviations from the financial plan lthe approved budget), and;

e) Identify individual fund issues or concerns.

Since the Management's Discussion and Analysis (MD&A) is designed to focus on ihe current
year activities, resulting changes and currently known facts, please read it in conjunction with the

Municipality's financial statements.

FINANCIAL HIGHLIGHTS

o The Municipality net assets decreased by $388,591.
. Capital assets increased by $908,314.
. Capital expenditures amounted to $2,377 '791.. General fund deficit decreased by $1,150,010.

USING THIS ANNAAL 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
(govemment-wide) and the major individual funds. Both perspectives (govemment-wide and

major fund) allow the user to address relevant questions, broaden a basis for comparison (year to

year or govemment to goyernment) and enhance the Municipality's accountability.

Government-Wide Financial Statements

The Government-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 may serve as a useful indicator of whether the financial position of the

Municipality is improving or deteriorating.



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

Fund Financial Statements

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

Govemmental funds are used to account for essentially the same functions reponed as

governmental activities in the Government Wide Financial Statements. However, unlike the
Government Wide Financial Statements, Govemment Fund Financial Statements focus on near
term inflows and outflows of spendable resources, as well as on balances of spendable resources
available at the end of the fiscal year. Such information is useful in evaluating the Municipality's
near term financ ial requiremenrs.

Because ihe focus of govemmental funds is narrower than that of the government wide financial
statements, it is useful to compare the information presented for governmental funds with similar
information presented for govemmental activities in the govemment wide financial statements.
By doing so, users of the basic financial statements may better understand the long-term impact
of the Municipality's near term financial decisions. Both of the Governmental Fund Balance
Sheet and the Govemmental Fund Statement of Revenues, Expenditures and Changes in Fund
Balances provide a reconciliation to facilitate this comparison between governmental funds and
govemmental activities.

Infrastructure Assets

Historically, a govemment's largest group of assets (infrastructure - roads, bridges, traffic
signals, underground pipes [unless associated with a utilityl, etc.) have noi been reported nor
depreciated in government financial statements. GASB 34 requires that thes€ assets be valued and
reported within the govemmentaI column of the Govemment-Wide Statements. Additionally, the
govemment must elect to either (a) depreciate these assets over their estimated useful life or (b)
develop a system of asset management desrgned to maintain the service delivery potential to 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 maintenance in lieu of depreciation. The information about the condition and maintenance of
condition of the govemment infrastructure asseis should assist financial statement users in
evaluating a local government and its p€rformance over time. The Municipality has elected to
depreciate infrastructure assets instead of using the modified approach.



FINANCIAL ANALYSIS OF THE IVIUNICIPALITY AS A WHOLE

Net Assets

As noted earlier, net assets may serve over time as a useful indicator of a govemment's financial
position. The Municipality's net assets totaled $10.668 million at the end of 2010, compared to
Sl1.357 million at the end ofthe previous year.

The largest portion of the Municipality's net assets consists of the investment made throughout
the years in capital assets such as land, buildings, equipment and infrastructure. The Municipality
uses these capital assets to provide services to its citizens; consequently, these assets are not
available for future spending. Although, the Municipality's investment in its capital assets is
repo(ed net of related debt, it should be noted that the resources needed to repay this debt must
be provided from the Debt Service Fund, since the capital assets themselves cannot be used to
liquidate these liabilities. The amounts restricted for debt service represents another portion of the
net assets, and these are resources subject to extemal restrictions for the purposes explained
above.

The unrestricted deficit is the consequence of previous budgets which did not provide funding for
incurred long-term obligations such as compensated absences and claims and judgments among
others. Historically, such obligations have been budgeted on a pay as you go basis without
providing funding for their future liquidation. Consequently, the Municipality cannot draw from
its existing assets to provide services to its citizens and depends on its taxing ability to continue
its operations. The restricted portion consists of monies reserved for debt service and future
capital expenditures.

Condensed Strtement of Net Asscts

.Iune 30. 20ll and 2010

20t I 2010

Current assets

Capital assets

Total assets

Currrent liabilities

Noncurrent liabilities

Total liabilities

Invested in capital assets, net of related debt

Restricted

Unrestricted

t)tal net essets

27 .460.6t2 25,650,029

$ .1.857.423

22,603,tE9

$ 3.940.155

2t,709,E74

5.228.218

I r.55 r.873

6.036.345

n.553.537

t6.780.091 t4.589.882

r9.284.840

2.197.850

( t0.814,6E0)

$ t0,668,010

2 r, r02,535

673.8E5

( t0,719.8t9)

$ | r.056.601



Changes in Net Assets

The Municipality's net assets decreas€d by $388,591. Approximately 69 percent of the
Municipality's total revenue came from grants and contributions, including federal aid, while l7
percent resulted from taxes. The Municipality's expenses cover a range of services. The largest
expenses were for general govemment, public work and public housing and welfare.

Condensed Sartetnent of Actiyities

June 30.201I and 2010

201 I 2010

Program revenues

Charges tbr services

Operating grants and contribuiions

Capital grants and contributions

General revenues

Propeny hxes

Municipal license tax

Sales and use taxes
Grants and contibutions not restricted to
specific programs

lnterest and investment eamings

Miscellaneous

Total revenues

Expenses

General govemment

Public safety

Public housing and welfare

Public works

Economic develoment

Recreation

Interest on long-term debt

Toial expenses

Change in net assels

Net assets, beginning of year

Net assets, end of year

13.722.256 13,489.002

r4. r to.E47 l4.to7.2M

t.854.686

t.568. t55

I.024.899

1.923.674

128.4ry

8 t3.025

5,491,229

1.193

610.991

1.074.80t

1.068.6 r6

613.865

r.632.553

420,M1

92t.326

5,497,423

4,241

2.256,136

6.797,792

t.()69,026

2,145,948

22'1,783

2,160.039

1.023. t.16

687,I t3

6,&1,79s

1384,970

2t t.489

3.284,780

t.96t,984

899. l.lO

223,M6

(388.591)

I t,056.6{)l

(6 r8.202)

r r.674,E03

$ 10.668.010 $ 11.056.60t



FINANCIAL ANALYSIS OF THE MUNICIPALITY'S INDIVIDUAL FUNDS

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

Governmental Funds

The focus of the Municipality's govemmental funds is to provide information on near-term
inflows, outflows, and balances of spendable rcsources. Such information is useful in assessing
the Municipality's financing requiremenis. In particular, unreserved fund balance may serve as a

useful measure of a govemment's net resources available for spending at the end of the fiscal
year.

As of the end of the current fiscal year, the Municipality's governmental funds reponed a
combined defrcit of $69,900 compared to a deficit of $1,799,388 in ahe prior year.

The general fund is included within the govemmental funds; it is the chief operating fund of the
Municipality. As of June 30, 201I, the general fund has a deficit of $3,778,924. The deficit
decreased by $l,150,010 during fiscal year 201 l.

GENERAL FUND BUDGETARY HIGHLIGHTS

Over the course of the year, the Municipality Council revised the Municipality's budget to
reclassify certain expenditures among the different govemmental functions. Such
reclassifications were necessary to provide for the developments that affected the Municipality's
finances.

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

The reason for the shonfall in Intergovernmental revenue is mainly related to the budgetary
constraints faced by the Commonwealth of Puerto Rico which in tum is affecting the
Municipality. Actual expenditures lower than budget is directly related to the shortfall in
Intergovemmental revenue.



CAPITAL ASSETS AND DEBT ADNTINISTRATION

Capital Asseis

The Municipality's investment in capital assets as ofJune 30,201t, amounts to $35.5 million, net

of accumulated depreciation of $12.9 million, leaving a net book value of 522.6 million. This
investment in capital assets includes land, buildings, improvements. equipment, intangibles,
infrastructure and construction in progress. Infrastructure assets are 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 items.

The total increase in the Municipality's investment in capital assets for the current fiscal year was
about 4.197o in terms of net book value. Actual expenditures to purchase or construct capital
assets were $2.4 million for the year. Depreciation charges for the year totaled $ I .5 million.

The Municipality finances a significant po(ion of its construction activities through bond
issuances. The proceeds from bond issuances designated for construction activities are

committed in its entirety for such purposes and cannot be used for any other purposes. As ofJune
30, 2011, the Municipality has $1.4 million of unexpended proceeds from grants that are

committed to future construction activities.

Debt Administration

The Puerto Rico Legislature has established a limitation for the issuance of general 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 if the deposits in such municipality's Redemption Fund and the annual
rmounts collected with respect to such municipality's Special Additional Tax (as defined below),
as projected by GDB, will be sufficient to service to maturity the municipality's outstanding
general obligation debt and the additional proposed general obligation debt ("Payment

Capacity").

The Municipality is required under applicable law to levy the Special Additional Tax in such

amounts as shall be required for the payment of its general obligation municipal bonds and notes.

In addition, principal of and interest on all general obligation municipal bonds and notes and on
all municipal notes issued in anticipation of the issuance of general obligation bonds issued by the
Municipality constitute a first lien on the Municipality's Basic Tax revenues. Accordingly, the
Municipality's Basic Tax revenues would tr available to make debt service payments on general

obligation municipal bonds and notes to the extent that the Special Additional Tax levied by the

Municipality, together with moneys on deposit in the Municipality's Redemption Fund, are not
sufficient to cover such debt service. [t has never been necessary to apply Basic Taxes to pay debt
service on general obligation deb( of the Municipality.



ECONOMTC FACTORS AND NEXT YEAR'S BUDGETS AND RATES

The Municipality relies primarily on propeny and municipal taxes as well as federal grants to

carry out the govemmental activities. Historicslly, property and municiprl taxes have been very

predictable with increases of approximately five percent. Federal grant revenues may vary if new

grants are available but the revenue also is very prcdictable.

Those factors were considered when preparing the Municipality's budget for the 201l-2012 fiscal

year.

FINANCIAL CONTACT

The Municipality's financial statements are designed to present users (citizens, taxPayers'

customers, investors and creditors) with a general overview of the Municipality's finances and to

demonstrate the Municipality's accountability. If you have questions about the report or need

additional financial information, contact the Municipality's Chief Financiat Officer on the l"
floor of the Town Hall, Ciales, Puerto Rico 00638.



COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF CIALES

STATEMENT OF NET ASSETTT

JUNE 30,2011

Assets

Cash in bank (Notes 2 and 5)
Cash with fiscal agent (Note3 2 and 5)
Accounts receivable:

Property taxes
Rent
Sales and use tax

Due from other agencies (Noto 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 (Not€ 12)

General obligations:
Bonds
lnterest

Deferred revenues (Note 13):

Municipal license tax
Accrued interest
Noncurrent liabilities (Note 15):

Due within one year
Due in more than one year
Total liabilities

Net Assets
lnvestment in capital assets, net of related debt
Restricted for:

Debt service
Capital proiect

Unrestricted
Total net assets

Total liabilities and net assets

753,308 26,s59
10,798,565 1,475,858
16,792,602 1,551,590

20,491,932

763,755
.t,434,095

Governmental
Activities

127,416
2,4U,179

6,922

62,188
2,226,718

22,603,189

$ 27,460,612

Colinag
de Jaguag

$ 700

9,808

138,659
1,487

357,932

s08,586

$
49,173

s08,586

$ 12,s11
788,296

2,944,296

753,000
187,797

241,423
313,406

(12,O21,772)
10,668,010

$ 27,460,612

The accompanying notes are an integral part of these basic financial statements.
-10_
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF CIALES

RECONCILIATION OF THE GOVERNMENTAL FUNDS
BALANCE SHEET TO STATEMENT OF NET ASSETS

JUNE 30, 2011

Total tund balances - governmental lunds

Amounts reported for governmental activities in the statement
of net assets are different because:

$ (6e,e00)

. Capital assels, net used in governmental activities are
not current financial resources and therefore are not
reported in the governmental funds balance sheet

. Some liabilities, including bonds payable, are not due
and payable in the current period and therefore are not
reported in the funds. (Note 4)

22,603,189

(1 1,865,279)

Net assets of governmental activities $ 10,668,010

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

RECONCTLIATTON OF THE STATEMENT OF REVENUES, EXPENDITURES, AND
CHANGES IN FUND BALANCES OF GOVEBNMENTAL FUNDS TO THE

STATEMENT OF ACTIVITIES
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1I

Net change in tund balances - total governmental funds

Amounts reported for governmental activities in the statement of
activities are ditferent because:

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

. Depreciation expense on capital assets is reported in the
statement of activities, but they do not require the use of
current financial resources. Therefore, depreciation
expense is not reported as expenditure in governmental

. Governmental funds report issuance ol longterm debt as
other financial sources because provides current financial
resources.

. Governmental funds report principal payments on long-
term obligations as expenditures, whereas the principal
payments reduces the long-term obligations in the
statement of activities.

. Change in accrued interest expense which does not
require the use of current financial resources.

. Some expenses reported in the statement of activities do
not require the use of current financial resources;
therefore, are not reported as expenditures in

Changes in net assets of governmental activities

$ 1,729,488

2,377,792

(1,484,477)

(4,180,000)

1,472,777

(313,406)

9,23s

_$__(388591I

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

NOTES TO THE FINANCIAL STATEMENTS
FOR THE FISCAL YEAF ENDED JUNE 30, 2011

1. ORGANIZATION

The Municipality ot Ciales, Puerto Rico (Municipality) was lounded in 1815. The
Municipality is a political legal entity with full legislative and administrative faculties in
every atlair ol the municipal character, with perpetual succession existence and legal
personality, separate and independent from the central govemment of the
Commonwealth of Puerto Rico. The Municipality provides a lull range of services
including health, public works, environmental control, education, public safety, 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 legislative by the Municipal
Assembly, which has 12 members. The members of these branches are elected
every four years in the Puerto Rico general elections.

2. 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 States 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 linancial information of the Municipality is presented in this report as follows:

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

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 just 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).

Statement of Net Assets - The statement of net assets is designed to display the
financial position of the Municipality, including capital assets and infrastructure.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FTNANCTAL STATEMENTS (CONflNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

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.

. 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 inlormation 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 resulls.

The following is a summary of the more significant policies.

a. Reporting Entity

A reporting entity is comprised of the primary government, component units and
other organizations that are included to ensure thai financial statements are not
misleading. The primary government consists of all funds, departments, boards
and agencies that are not legally separate from the Municipality and for which the
Municipality is linancial accountable.

The Municipality's management has considered all potential component units
(whether governmental, not-for-profit, or prof it-oriented) for which it may be
financially accountable, and other legally separate organizations for which the
Municipality is not financially accountable but the nature and significance of their
relationship with the Municipality may be such that exclusion of their basic
f inancial statements from those of the Municipality would cause the accompanying
basic financial statements to be misleading or incomplete. Accordingly, a legally
separate organization would be reported as a component unity of the Municipality
if all of the following criteria are met:

1) The Mayor appoints a voting majority of an organization's governing body
and, either (1) the Municipality has the ability to impose its will on that
organization or (2) the organization has the potential to provide specific
f inancial benetits to, or impose specific financial burdens on, the Municipality.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF CIALES

NOTES TO THE FTNANCTAL STATEMENTS (CONINUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2011

2) The economic resources, for which the Municipality is entitled, either
received or held by the separate organization, are entirely or almost entirely
lor the direct benefit of the Municipality or its constituents.

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 Municipality's management has concluded that, based on the aforementioned
criteria, the Colinas de Jaguas Project is a legally separate entity that should be
reported as component unit of the Municipality for the fiscal year ended June 30,
201't.

The Colinas de Jaguas Proiect 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-family housing project owned by lhe
Municipality as authorized transfer from the Special Trustee for the Liquidation of
the Accounts of the Puerto Rico Urban Renewal and Housing Corporation. The
Poect 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 sublect
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.

b, Government-Wide and Fund Financial Statements

The governmenlwide 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 interfund activity has been
removed from these statements. Governmental activities are supported mainly by
taxes and intergovernmental revenues.

The statement ol activities demonstrates the degree to which the direct expenses
of a given function or segment is offset by program revenues. Direct expenses
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANCTAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2Ot1

are those that are clearly identifiable with a specilic function orsegment. Program
revenues include 1) charges to customers or applicants who purchase, use, or
directly benefit from goods, seruices, or privileges provided by a given function or
segment and 2) grants and conlributions that are restricted to meeting the
operational or capital requirements of a particular function or segment. Taxes and
other items not properly included among program revenues are reported instead
as general revenues.

The lund 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 malor fund as a
separate column on the fund financial statements; all non-major funds are
aggregated and presented in a single column.

For the fiscal year ended June 30, 201 1, the Municipality implemented
Government Accounting Standards Board Statement No. 54 (GASB 54), "Fund
Balance Reporting and Governmental Fund Type Definitions". The requirements
of this statement are etfective for linancial statement periods beginning after June
15,2011.

GASB 54 enhances the usefulness of fund balance information by providing
clearer fund balance classifications that can be more consistently applied, and it
clarilies the existing governmental fund type definitions. lt establishes fund
balance classifications that comprise a hierarchy based primarily on the extent to
which a government is bound to observe constraints imposed upon the use of the
resources reported in governmental funds.

GASB 54 also provides guidance for classifying stabilization amounts on the face
of the balance sheet and requires disclosure of certain information about
stabilization arrangements in the notes to the financial statements. The definitions
of the General fund, special revenue tund type, capital proiects fund type, debt
service fund type, and permanent fund type are also clarified by the provisions in
this statement.

Measurement Focus, Basis of Accounting, and Financial Statement
Presentation

The government-wide financial statements are reported using the economic
resources measurement focus and the accrual basis of accounfrhg. Revenues are
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE F|NANCIAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

recorded when earned and expenses are recorded when a liability is incurred,
regardless of the liming 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.
Revenues 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 current period.
For this purpose, the government considers revenues to be available if they are
collected within the current period or soon enough thereafter. Expenditures
generally are recorded when a liability is incurred, as under an accrual accounting.

However, debt service expenditures, as well as expenditures related to
compensated absences and claims and judgments, are recorded only when
payment is due.

Property taxes, lranchise 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 fiscal 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 onlywhen 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 lor all financial
resources, except those required to be accounted for in another fund.

2) 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,
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COMMONWEALTH OF PUERTO RICO
MUNICIPAUTY OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

purchase ol equipment and indirect assignment to persons of low and
moderate income.

3) Debt Service Fund

This fund is used to account for the resources accumulated and payments
made for principal and interest on long-term general obligation debt of
governmental funds.

Private-section standards of accounting and financial reporting issued prior to
December 1, 1989, generally are followed in the government-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
etfect of interfund activity has been eliminated from the government-wide financial
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
governmenf 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 of public funds by the Puerto Bico Treasury
Department (PHTD) or in instruments of the Government Development Bank for
Puerto Rico (GDB).

Cash with fiscal agent in the other governmental fund consists of unused
proceeds from appropriations f rom the Legislature of Puerto Bico, for the payment
of current liabilities, and bonds and notes issued for the acquisition and
construction of major capital improvements. Cash with tiscal agent in the debt
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COMMONWEALTH OF PUERTO FICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2011

service fund represents special additional property tax collections retained by the
Commonwealth of Puerto Rico and restricted forthe paymentof the Municipality's
debt service, as established by law.

lntertund Receivables and Payables

Activities between funds that are representative of lending/borrowing
arrangements outstanding at the end of the fiscal yeat are referred to as either
due to/from other funds (i.e., the current portion of interfund loans) or advances
to/from other funds (i.e., the non-current portion ol 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 infrastructure (which

is normally immovable and of value only to the Municipality, such as roads,
bridges, streets'sidewalks, and drainage system), are reported in the applicable
governmental or component units columns in the government-wide financial
statements.

Capiial assets purchased or acquired are carried at historical cost or estimated
historical cost. Contributed assets are recorded at fair market value as of the date
donated. Additions, improvements and other capital outlays that significantly
extend the useful life of an asset are capitalized. Other costs incurred for
repairsand 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

Useful Life

25-50 years
20-50 years

5-10 years
5-20 years

g. Fund Balances

ln the current year, the Municipality adopted the provisions of GASB Statement
No. 54, Fund Balance Reporting and Governmental Fund Type Definitions (GASB
No. 54), which enhanced the usefulness ol fund balance information by providing
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

clearer fund balance classifications that can be more consistently applied. This
statement establishes fund balance classifications that comprise a hierarchy
based primarily on the extent to which the Municipality is bound to observe
constraints imposed upon the use of the resources reported in governmental
funds.

Pursuant to the provisions of GASB No. 54, the accompanying fund financial
statements report fund balance amounts that are considered nonspendable, such
as fund balance associated with inventories. Other fund balances have been
reported as restricted, committed, assigned, and unassigned, based on the
relative strength of the constraints that control how specific amounts can be spent,

as described as follows:

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

2) Restnbted - Represent resources that can be spent only for the specific
purposes stipulated by constitutional provisions, external resource providers
(externally imposed by creditors or grantors), or through enabling legislation
(that is, legislation that creates a new revenue source and restricts its use).

Effectively, restrictions may be changed or lifted only with the consent of
resource providers.

3) Committed - Represent resources used for specific purposes, imposed by

formal action of the Municipal's highest level of decision making authority
(Municipal Legislature through resolutions and ordinances) and can only be

changed by a similar law, ordinance or resolution, no later than the end of
fiscal year.

4) Assgned - Represent resources intended to be used by the Municipality for
specific purposes but do not meet the criteria to be classified as restricted or
commifted (generally executive orders approved by the Mayor). lntent can be

expressed by the Municipal Legislature, the Mayor or by an official or body.to

which the Municipal Legislature delegates authority in conformity with the
Autonomous Municipalities Act of Puerto Rico, as amended ln governmental

funds other than the general fund, assigned fund balance represents the

remaining amount that is not reskicted or committed.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2011

5) Unassigned - Represent the residual classification for the Municipality's
general fund and includes all spendable amounts not contained in the other
classif ications. ln other funds, the unassigned classification is used only to
report a deficit balance resulting from overspending for specitic purposes for
which amounts had been restricted, committed, or assigned.

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

The Municipality reports resources constrained to stabilization as a specified
purpose (restricted or committed fund balance in the general fund) only if: (1) such
resources meet the other criteria for those classif ications, as described above and
(2) the circumstances or conditions that signal the need for stabilization are
identified in sufficient detail and are not expected to occur routinely. However, the
Municipality has not entered into any stabilization-like arrangements, nor has set
aside material financial resources for emergencies and has not established formal
minimum fund balance amounts as of and for the fiscal year ended June 30,
2011.

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

The classification ol the Municipality's individual governmental funds among
general, debt service, special revenue, and capital pro.lects fund types used in
prior fiscal years for financial reporting purposes was not alfected by the
implementation of GASB No. 54. ln addition, the financial positions and the results
of operations reported in the accompanying lund linancial statements as of and for
the fiscal year ended June 30, 2011 have not been affected for this change in
accounting principle. Accordingly, the accompanying fund financial statements
have not reported any retroactive restatements or reclassif ications of fund equities
as ot July 1 , 2010.
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COMITONWEALTH OF PUEBTO RICO
MUNIC!PALITY OF CIALES

NOTES TO THE FTNANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 20.t1

h. 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 .CRlM")
for the year ended June 30, 201 1 amounted to approximately $245,04g. The
current insurance policies have not been cancelled or terminated. The CRIM also
deducted approximately $208,1 43 for workers' compensation insurance covering
all municipal employees.

i. CompensatedAbsences

Employees are entitled to 30 days vacations leave and 18 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 152
supra amended the Article 12.016, Section b (2) of the Municipal Law, authorizing
the Municipality to pay any excess of vacations and sick leave accumulated over
the maximum previously permitted by law. Calculations must be made until
December 3l of every year. Excess of sick leave must be paid until March 31
next every natural year. Excess of vacations can be paid after July.l of every
fiscal year.

j. Use of Estimates

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 of the
financial statements and the reported amounts of revenues and
expenditureVexpenses during the reporting period. The most significant
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.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF CIALES

NOTES TO THE F|NANCIAL STATEMENTS (CO]-|TTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

k. Future Adoptlon ol Accountlng Pronouncements

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

Statement
Number Statement Name

Adoptlon Required
in Fiscal Year

57 OPEB Measurement by Agent Z0't1-12
Employees and Agent Multi-Employers
Plans

60 Accounting and Financial Reporting for 2012-19
Service Concession Arrangements

61 The Financial Reporting Entity: Omnibus 2012-19
- an amendment of GASB Statements
No. 14 and 34

62 Codification of Accounting and Financial Z01Z-19
Beporting Guidance Contained in Pre -
November 30, 1989 FASB and AICPA
Pronouncements

63 Financial Reporting of Deferred Outflows 2O1Z-19
of Resources, Defened lnflows ol
Resources, and Net Position

64 Derivative lnstruments: Application ol 2011-12
Hedge Accounting Termination
Provisions - an Amendment of GASB
Statement No. 53

The impact ol these statements on the Municipality's Iinancial statements has not
yet been determined.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2011

3. STEWARDSHIP, COMPLIANCE, ANDACCOUNTABTLITY

a. BudgetaryControl

The Municipalitt's annual budget is prepared on the budgetary basis of
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 Mayo/s Resolutions, do not require treappoal
of the Municipal Legislature.

The Municipality prepares its annual budget including the operations ot 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
amounts budgeted under the 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 expendilures 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
lapseattheendof suchfiscal year. Otherappropriations,mainlycapital proiect
appropriations, are continuing accounts for which the Municipal Legislature has
authorized that an unspent balance from the prior year be carried fonrvard and
made available for current spending.

The annual budget is presented in the Combined Statement of Flevenues and
Expenditures - Budget and Actual (Budgetary Basis) is the budget ordinance to
June 30, 201 1 representing the original budget.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE F|NANC|AL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30,201.I

b. BudEeUGAAPReconcillation

The following schedule presents comparisons of the legally adopted budgetwith
actual data on a budget basis. Because accounting principles applied for
purposes of developing data on a budget basis differ significantly from those
used to present financial statements in conformity with GAAp, a reconciliation of
entity and timing differences in the excess of revenues and other financing
sources over expenditures and other financing use for the year ended
June 30, 20't 1 is presented below for the general and debt service funds:

Debt Service

Excess of expenditures over revenues - budgetary basis

Entity differences:
Non-budgeted transfers

Excess of expenditures over revenues - GAAP basis

Explanatlon of differences:

Sourcesy'inf lows of resources
Actual amounts (budgetary basis) "available

appropriation" from the budgetary comparison
schedule

($656,137)

746.007

$__89i20

General
Fund

$ 9,152,621

Differences - budget to GAAP:
Transfers from other funds are inflows of

budgetary resources but are not revenues
for financial reporting purposes (466)

Transfers from other funds are inflow ol budgetary
sources but are not revenues for financial reporting purposes 5Z6,701

Total revenues as reported on the statement of revenues,
expenditures, and changes in fund balances $-9JZA,]BE6

-30-
ORTIZ. RIVERA. RIVERA & CO.
..ER]Ii]TD Ii III I' \('COI \T \ I]! . \,,\LL I JDDED SER\ I'ES

Sure l5l. PO Bo\ l0li0. Sa luri.PR.00gi6-?l50.Phoneilslr156til.{.Fr\r.-Slrlli056l



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANCTAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAF ENDED JUNE 30,2011

Uses/outflows ol resources
Actual amounts (budgetary basis)'total charges to

Appropriations" from the budgetary comparison schedule $ 8,338,331

Diff erences-budget to GAAP:

Prior year encumbrances recorded as current
year expenditures lor GAAP basis 5,024

Current year encumbrances recorded as
expenditures for budgetary purposes (728,308)

Transfers to other funds are out flow ol budgetary uses
but are not expenditures for financial reporting purposes 3,982.792

Total expenditures as reported on the statement of
revenues, expenditures, and changes in fund balances $-IL59Z!139

c. Legal Compliance

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. RECONCILIATION 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 ol net assets. One element of that reconciliation explains
that some liabilities, 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
$1 1.9 million ditferences are as follows:
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COMMONWEALTH OF PUEFTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FTNANCIAL STATEMENTS (CONnNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Bonds payable
Compensated absences
Notes payable
Accrued interest
Claims and ludgments
Other long-term liabilities

Net adiustment to reduce fund balance governmental funds
to arrive at net assets of governmental activities

DEPOSITS

$ 2,944,000
1,240,508
6,540,360

313,406
183,000
644.005

$11J!65229

5.

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 (GDB).

The deposits at GDB of approximately $772,542 that is restricted principally lor capital
projects and the $1,654,793 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 (FDIC).
The standard insurance amount limit is $250,000.

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.

6. PROPERWTAXES

The Municipal Revenues Collection Center (CRIM) 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 liled with the CRIM by
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COMMONWEALTH OF PUERTO RICO
MUN]CIPALIW OF CIALES

NOTES TO THE F|NANC|AL STATEMENTS (CONTINUED)
FOR THE F]SCAL YEAR ENDED JUNE 30, 2011

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 1957. 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 8.33% for real properg and 10.33% for personal property. The
composition is as follows:

Real Personal

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

4.00%
1.O3Yo
3.50%

< .2OYo>

&33%

6.00%
1.03Yo
3.50%

< .2Oo/o>

1-0-!137o

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 properg tax - municipal" is restricted for debt service and
retained by GDB for 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 CRIM for the payment
of principal and interest of general obligation bonds and certain other obligations
issued by the state government.

Residential 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 $50,000 is
granted to merchants with an annual volume of net sales less than $150,000.
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COiiIMONWEALTH OF PUERTO RICO
MUNIC!PALITY OF CIALES

NOTES TO THE F|NANCIAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2OI1

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 CRIM is required by law to prepare a settlement statement
on a fiscal year basis, whereby a comparison is made between the amounts
advanced to the Municipality and amounts actually collected from taxpayers. This
seftlement 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 afier 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 June 30.
However, if advances exceed the amount actually collected by the CRIM, a payable to
the CRIM is recorded at June 30. During July 2002, the Municipality entered into a
repayment agreement with GDB and CRIM to repay the excess of property taxes
advances from fiscal years up to 2001 for approximately $1.'l million. This amount
will be repaid through advances from property taxes (refer to Note 15).

Currently, the Municipality has received the preliminary seftlement from CRIM related
tofiscal year2010-1 1, butnotthefinal settlement as the six months period afterfiscal
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 significant difference 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,
201 1, the amount received by CRIM, less than the amount collected from taxpayers
and charges by CRIM received by the Municipality for the same period by
approximately $20,562. Such amount is presented as intergovernmental 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 fiscal year in which payment is
due and, accordingly, represent taxes which are due and uncollected at June 30,
201 1. Theannual Municipal License Tax is determined based onthegross income of
all commerce and indusirial organizations that have operations in the Municipality of
Ciales, and are not totally or partially exempt under the lndustrial lncentive Law of
Puerto Rico.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANCIAL STATEiIENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2O1I

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

Savings and loans associations = 1 .O0o/o

Financial institutions = 1.50o/o

Other organizations: = .507o

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 $24'1,423, corresponding to the next fiscal year municipal license.

8. SALESANDUSETAXES

On July 29,2007 the Commonwealth Legislature approved Act No. 80 ("Act 80")
which imposed to all the Municipalities of Puerto Rico a uniform municipal sales and
use tax ol 1.5o/o. Effective August 1, 2OO7 1o/o of the 1.5olo will be collected by the
Municipalities and the remaining .57o of the 1.5% will be collected by the Puerto Rico
Department of Treasury.

Act 80 also provides for reskictions on the use of the resources (including the .5 of
1.5olo 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 of Puerto Rico
('GDB"), subject to restrictions imposed and distributed as follows:

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

b. .2o/o 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. .1o/o ol the.5% will be deposited in a "Municipal lmprovement Fund" to finance
capital improvement projects; these fundswill be distributed based on legislation
from the Commonwealth's Legislature.
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COMMONWE.ALTH OF PUERTO RICO
MUNICIPALIW OF CIALES

NOTES TO THE FTNANCTAL STATEMENTS (CONINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

9. DUE FROM OTHEH AGENCIES

Represents grants and contributions due from local and federal agencies:

Puerto Rico Electric Power Authority (General Fund) $ 1 ,828,713
Labor Department (General Fund) 54,673
CRIM (General Fund) 20,562
Education Department - (General Fund) 10,500
OCAM - SBGP Program (Other Governmental Fund) 127,456
Department of Energy - EECBG Program (Other Governmental Fund) 95,250
Family Department - HPRP Program (Other Governmental Fund) 35,668
Family Department - Child Care Program (Other Governmental Fund) 35,000
Education Department - Even Start Program (Other Governmental Fund) 18,896

Total

10. INTEHFUNDTRANSACTIONS

a. Due From/To Other Funds:

$2,226,718

The due from and due to other f und balances as of June 30, 201 1 , are as follows:

Heceivable Fund Pavable Fund Amount

$ 127,412
1,434,000

576,058
67.000

General Fund
Joint Resolution Fund
Joint Resolution Fund
Other Governmental Funds

Other Governmental Funds
General Fund
Other Governmental Funds
Other Governmental Funds

$2294A29

The balance of $1 ,434,000 due from the generalfund to the Joint Resolution Fund
represents amount due lrom prior years related to state contributions' grants.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

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.

b. lnterfund Transfers:

lnterfund transfers for the year ended June 30, 2011 consisted of the following:

Transfer ln

Debt Service
General Fund

Transfer Out

General
Debt Service

Amount

$ 746,473
466

$__r40p39

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 fund to finance various
programs accounted for in other funds in accordance with budgetary
authorizations.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2O1i

11. CAPITALASSETS

Capital asset activity for the Municipality for the year ended June 30, 2011 was as
follows:

Delcrlpllon
Balanc!

July i, mi0
B.lancr

June 3(}, 20l llncreasg3 Oecreasa3

CAPITAL ASSETS, NOT BEING DEPBECIATED

Land

Construcuon in pogress

Total capital ass€ts, not being dop.eciat€d

CAPITAL ASSETS, BEING DEPFIECIATED

Land imprcvamentg

Buildings and building imprcvemont3

Fumiturs and fixtures

Vehicl$ and equipmont

Works ol Arl

lnfrastrucfurg

Total capilal assets, b€ing depreciatod

LESS ACCUMULATEO OEPBECIATION FOR:

Land impEvements

Buildings and building improvsrents

Fumituros and fixtures

Vehicles and equipment

Works ot Art

lnfrastructure

TOTAL ACCUMULATEO OEPRECIATION

- $ 1,706,856

334,453 517.803 405,503 446,7a3

2,04t,309 517,803 405,503 2,153,609

s 1.706.856 S -!

14,167.9@ 408,582 14,576,565

3r,108,917 2,265,492 - 33,374,409

7,774,'125 1,357,115

5,378,957 ,122

882.629 t 75,430

2,830,23 152.193

75,000 76,050

1 ,8,$,,163 58A,774

2,258,m5 186,265

613,t48 14it,992

2,529,679 170.A22

45,000 30,210

9,131,2,r0

5,4?5,O79

1,058.059

2,9a2,416

151,050

2,437,237

2,444,970

757,1N

2,700,&1

75,210
4,145,317 364,4'14 4,il9,771

11,440,352 l,4U,477 - .t2,924,829

TOTAL CAPITAL ASSETS. SEING OEPRECIATEO, NET 19,668,565 781,015 20,/149,580

GOVERNMENTAL AcTlVtTlES cAptrAL ASSETS, NET.s2,|,70g€21_ _g_1_,rr8,gE_ _!_10s,s09_ _g_rr.60gJ!g_

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

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

Total depreciation expense - governmental activities

$ 646,704
601,100

72,691
89,475
74.507

$-1A84A27
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Capital asset activity for Colinas de Jaguas Project, a discretely presented component
unit, for the year ended June 30, 201 1 was as follows:

Balance
Component Unit - Collnas de Jaguas Proiect July 1, 2Ol O

Capital assets, not being dopraciated:

Land $ 154,124

Total capital assets, not being depreciated 154,124

lncrces€s Oecreases

Balanc6

June 3{r, 2011

$ $ 154,124

- 154,124

Capital assets, being depr€ciated:

Buildings, equipment, and furniture

Total capital assets, b€ing depreciated

Less accumulated depreciation tor:

Buildings, equipment, and furnilure

Total accumulated depreciation

Total capital assets, being depreciated, net

Colinas ds Jaguas Project capital assels, net

46,574

46,574

95,926

95,926

(49,3s2)

_!.119!!a s-

2,303,319

2,303,319

2,050,159

2,050,159

253,160

$ 407 ,284

2,349,893

2,349,893

2,146,085

2,146,085

203,808

$ 3s7,932

12. DUE TO OTHEB AGENCIES

Due to other agencies at June 30, 201 1 are as follows:

Puerto Rico Electric Power Authority
Puerto Rico Retirement System Administration
lnternal Bevenue Service
Puerto Rico Water and Sewer Authority
Treasury Department
Puerto Rico General Services Administration
Labor Department

Total

$ 1,830,235
45't,776
389,469
124,345
120,'t62
16,004
12,305

$2s44296
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COMilONWEALTH OF PUERTO RICO
I'UNICTPAUTY OF CIALES

NOTES TO TTIE FINAITICTAL STATEMENTS (coimNUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2OT1

13. DEFERREOREVENUES

a. Munlelpal Llcense Tax

The deferred revenues ol approximately g241,4Zginthe general fund related lo
municipal licensetaxcollectedinfiscal year2010-1 l thatwill beeamedinliscal
yeat 2O11-12.

b. Federal Government

The deferred revenues presented as federal govemment represents the portion ol
federal grants received forwhich qualifying expenditures have not beenincurred.
The amounts were determined taking into consideration the specilic years of the
grant.

14. INTERGOVERNMENTAL FEVENUES

lntergovommental revenues in the general and capital projects funds consist mainly
ol collections from the commonwealth of Puerto Rico and the cRlM, and payments
in lieu of taxes from the Puerto Rico Electric power Authority

15. LONG.TERM DEBTS

Bonds and other long-term liabilities outstanding at June 30, 201 1 are as follows:

Bonds

$181,000 series of 1992, payable in annual installments of
$14,000 to $13,000 until January 1 , 2017 , interest at S%. $ 68,000

$,100,000 series of 1996, payable in annual installments of
$10,000 to $40,000 until July 1 , 2016, interest lrom Slo to Bo/o. 1 55,OOO

$250,000 seriee of 2004, payable in annual installments ol $S,OOO
to $25,000 until July 1 , 2028, interest lrom So/o to lyo. 2I O,OOO

$282,000 series of 2007, payable in annual installments of
$35,000 to $,15,000 until January 1,2014, interest al4.21o/o. 131,OOO
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2011

$300,000 series of 2007, payable in annual installments of $ IOS,OOO
$35,000 to $55,000 until July 1, 201 3, interest from 6.6"/o to 7.5"/o.

$1,555,000 series of 2010, payable in annual installments of
$20,000 to $175,000 until July 1, 2024, interest lrom 4.75yo to
7.5Y". 1,s20,000

700,000

5s.000

$2-9411000

$1,010,560

120,000

15,800

275,OOO

-4.t_
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$755,000 series of 2010, payable in annual installments of
$15,000 to $130,000 until July 1 , 2019, interest f rom 5o/o to 7.So/o.

$415,000 series of 201 1 , payable in annual installments of $5,000
to $10,000 until July 1, 2017, interest trom 57o to 7 .5"/".

Total bonds payable

Notes Pavable

Note payable of $1,174,924 represents a repayment agreement
with GDB and CRIM to repay the excess ol property taxes
advances from fiscal yearsupto2001. TheCRIMwill 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 915,373 plus
interest @le of 6.18750/0.

Note payable of $340,000, series 2005, its payable in annual
installments ol $25,000 to $40,000 until July 2014, interest from
4.37"/" lo 7.25o/".

Note payable of $49,600, series 2006, its payable in annual
installments of $6,100 to $8,100 until January 1 ,2013, interest at
4.5Y".

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



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANC|AL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2OI1

Note payable of $1 ,210,000, series 2009, its payable in annual
installments of $10,000 to $140,000 until July 1 , 2021,
interest at 57o.

Note payable of $523,000, series 2009, its payable in annual
installments of $51,000 to $82,000 until July 1, 2016, interest
lrom 2.42/" lo 7 .5"/".

$ 1,065,000

359,000

Note payable of $3,765,000, series 2010, its payable in annual
installments of $80,000 to $330,000 until July '1, 2027, interest
from 6.0% lo 7.5"/". 3.695.000

Total notes payable

Other Lonq-Term Liabilities

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 of $l,41 1 until November201 l, interestat
5.95%.

Due to CRIM conesponding to Law 46, payable in monthly
installments of $1 ,814 until March 2032, interest at 6.22o/0.

Due to Puerto Rico Health lnsurance Administration

Total other long{erm liabilities

$-6-ArcJ6Q

$ 91,987

8,220

183,380

360.418

$__!44J05

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
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COMMONWEALTH OF PUEHTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAF ENDED JUNE 30, 2O1I

Service, the mortgagee, recalculated and adjusted the amortization of the
mortgages at the time, resulting in a smaller monlhly payment. The revised
payments of the three mortgages commenced on December I , 1997.

Under agreements with RHS, the project is required to make monthly escrow
deposits for insurance and replacement of Proiect assets, and is subject 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.

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

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

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

lnterest al'11.25yo, payable in monthly
installments of $543, including interest, through
the due date, December 2032.

Less current maturities

$1 ,169,181

278,989

54.247
't,502,417

26.559

$Lrzs.8sIt

The interest rates shown above are nel al 2o/o interest rental credit.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

Aggregate maturities of the mortgage payable for each ot the next five years
following June 30, 201 1 and thereafter, are as follows:

Year Ended
June30. Amount

2012 $ 26,5s9
2013 29,031
2014 34,695
2015 37,935
2016 and thereafter 1574.197

$1102.412

The annual debt service reguirements for the bonds payable and notes payable at
June 30, 2011, arc as follows:

Bonds Notes Payable
Principal lnterest Principal lnterest

2012
2013
2014
2015
2016

$ 197,000 $ 172,294 $ 359,164 $ 141,112
239,000 195,358 376,t01 156,431
206,000 180,013 393,635 140,260
261,000 167,200 281,371 123,249
283,000 148,800 953,216 115,403

2017-2021 1,133,000 455,904 1,693,087 432,886
2022-2026 585,000 102,752 1,725,083 188,51s
2027-2031
2032-2036

40,000 3,900 675,944 87,154
82,759 3,860

$2,944,000 $1,426,221 $6,s40,360 $ 1 ,388,870
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FTNANC|AL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 20'1

Long-term liabilities activity for the year ended June 30, 2011 was as lollows:

Gov€mmontal Actlvltl€a:
Bonds payable

Not6s payable

Total long-term debt

oth€r long.tsrm llabllltl€!:
Puerto Rico Retiremenl System

Administration

Labor Oepartment

Due to Treasury Oepartment

Loan $500,000
LIMS System

CFIM Law 46

ASES

Claims and iiJdggmenls
Compensated absences

Total noncurreni liabililies,
govemmental aclivities

Componsnt Unlt:
Colinas d€ Jaguas Project

mortgage payable

$ 2,944,000 S 197,000

5.540,360 359,154

Prlmary Gowmmenl
Seglnnlng
Balancr Addhlont Paymfii!

6 534.000
324.417

Endlng Duo wlthln
Balanca One Yas?

9.484,360 556.164

$ 3,063.000
3,103,777

s 415.000

3.765.000

6.1ffi,777 4,180,000

134,211

91,987

451,684

23,952
192,112

300,3,t9
183,000

r,309,814

862,417

134,211

451,584

15,732

4,732

69,306

91,987

4.20
r88,380

360.418

183.000

r.240,508

Tolal other long-term liabilities 2,687.108 60.070

55,192

s,220
8,732

125.000

679,665 2,067,513 197,144

$ 1,542,082 $ 11,551.873 $ 7s3,308$ 8.853.885 $ 4.240.070

s 1,s26.726 S - $ 24.309 $ 1,502,417 S 26.559

_45-

ORTIZ. RIVERA. RIVERA & CO.
CLRTIi:]ID PL BI IC \CCI)L \T.\\]S . \ \LL [,\DDLD SIR\ ICIS

Suirelil.POBo\l0l50.SinJuri.PR.00916ll50.PhonerlSlr156 li5l.{. FlN i:-8lrll..l0i6l



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FTNANCTAL STATEMENTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2011

16. FUNDBALANCES

As ol June 30, 201 1, fund balances is comprised of the following:

Joint
General Fe3oluuon

Oth€t
Govemmenl

Debt Servlcs al Fund3 Total

Flestricted:
Debt selvico
General govemment
Health and welfare
Public satety
Capital outlays

Committed:
Public wofts

Assigned:
General govemment
Public satety
Public works
Culturc
Health and wellare

Unassigned

-$
17,681

740,644 1,434,095

81,466

606,809
2,676

108,807
9,926

90

$ 763,7s5 $
308

112,473
1,713

793,131

603,549

$ 763,755
17,989

112,473
1,713

2,967,474

685,015

606,809
2,676

108,807
9,926

90
(5,347,O27\(5,347,0271

$ @,77a.9241 $ 1,434,095 $ 763,755 S 1,511,174 $ (69,900)

17. FUND BALANCE DEFICIT

The following fund had a deficit in fund balance at June 30, 201 1:

Fund Deticit

General $3JZ8BZ[

The deficit of the General tund will be covered by future budgetary appropriations.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONNNUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2011

18. NETASSETS

Net assets invested in capital assets, net of related debt is comprised ol the following:

Capital assets, net of accumulated depreciation.
Outstanding balance on capital related debt
Unspent capital debt proceeds

Total invested in capital assets, net of related debt

19. RETIREMENTPLAN

$ 22,603,r89
(2,714,800)

603.543

$_20-49rc32

a. Plan Descriptlon

The Employee's Betirement System ol the Government of Puerto Rico and its
lnstrumentalities (EHS) is the administrator of a cost-sharing multiple-employer
retirement system established by the Commonwealth of Puerto Bico. The System
was created under the ACT 447, approved on May 15, 1 951 , as amended, and
became effective on January 1, 1952.

ERS covers all regular employees of the Commonwealth of Puerto Rico and its
instrumentalities and of certain municipalilies 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
benefits 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{ive (55) years and have
completed at least twenty-five (25) years of creditable service or members who
have attained an age ol 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 for lile.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONNNUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2011

The amounts ot the annuity will be one and one-half percent of the average
compensation multiplied by the number of years of creditable service up to twenty
years, plus 2"/" 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 of creditable service
are entitled to receive the Merit Annuity. Participants who have not attained
fifty-five (55) years of age will receive 657o of the average compensation or il
they have attained fifty-five (55) years of age will rcceive 7510 of the average
compensation. Disability 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 ol 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
December 31 , 1999, may elect to stay in the defined benef it 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 guaranleed 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 ol 8.275"/o ol the employee's salary
upon to a maximum of 1O%) will be invested in an account which will either: (l)
earn a fixed 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 of
management fees), or (3) earn a combination of both alternatives. Participants
will receive periodic account statements similar to those of defined contribution
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO THE FINANCIAL STATEMENTS (CONTINUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2OI1

plans showing their accrued balances. Disability pensions will not be granted
under System 2000. The employer's contribution (9.275o/o of the employee's
salary) will be used to fund the current plan.

b. Contribution Requirements

Commonwealth legislation requires employees to contribute 5.775Yo of gross
salary up to $6,600 plus 8.275o/o of gross salary in excess of $6,600. The
Municipality's conhibutions are 9.275o/o of gross salary. Contributions'
requirements are established by law. The actuarially determined contribution
requirement and contributions actually made for the year ended June 30, 201 1

was approximately $561,962. The Municipality's payroll for employees
covered by ERS was approximately $6.1 million. The Municipalitytotal payrollfor
all employees was approximately $5.5 million.

Additional information on the ERS is provided in its financial statements for the
year ended June 30, 2011, 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 of 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.
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COi'MONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

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

b. Total income from leases during the yearended June 30,2011 was approximately
$76,1s7.

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 Municipalig is obligated under no cancellable operational leases, with periods
not longer than one year.

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.

COMMITMENTS

The Municipalig of Ciales had several outstanding or planned construction projects
as of June 30, 2011. These projects are evidenccd by contraciualcommibnenb with
contractors. The construction projects are commitments of the Bonds lssuance Fund
that amounted to approximately $772,542.

SUBSEQUENT EVENTS

ln preparing these financial statements, the Municipality has evaluated events and
transactions for potential recognition or disclosure through December 20,2011, the
date the financial statements were issued.
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COiI iIONWEALTH OF PUERTO BICO
MUNICIPALITY OF CIALES

SCHEOULE OF EXPENTXTUAES OF FEDERAL AWAFDTT
FON THE FISCAL YEAF ENDED JUNE 30, 2011

Fede.al
CFDA
Numb€r

F€d€r8l
Dlgburs€ment3

Expendlture3

$ 291,044

1.031,175

6,238

32,016

19,482
51,498

467,818
467,8't8

Federal Grantor/Program Tltla

U.S. Dopartment ol Houslng and Urben Devolopmsnt (HUD)

Soction 8 Housing Choicg VoucheE
Pass-through Commissioner Otlice ol Municipal Attairs (OCAM):

Stat€ Block Granl Program - SBGP
Pass-through Municipality ot San Juan:

Hopwa
Pass-through Departmenl of Family:

Homelessness Prev€ntion and Rapid Be-Housing
Program (HPBP) (Fecovery Act Funded)

Sublotal U.S. Oepartment ol Housing and Urban Development

U.S. Oeperlment ot Energy
Pass-through commonwoalth of Puerto Flico; Energy Oltico:

Energy Etficiency and Conservation Block Grant Program
Sublotal U.S. Oepartment ot En€rgy

U.S. Irepartmant ol Agrlculture
Pass-through Governo/s Office ol Child Services and

Community O6velopment:
Child and Aduli Care Food Program

Pass-through USDA Rural Development:
Housing Preservation Grants (HPG)

Subtotal U.S. Department of Agriculture

U.S. Departmont ol Educatlon (DE)
Pass-through Education Department, Commonlvealth o, Puerto Rico:

Even Start-State Educational Agencies
Subtotal U.S. Departmenl ol DE

U.S. Department ot Haalth and Human Servlc€ (HHS)
Pass-though the Orlic€ of Administration lor Childr€n and Families:

Child Care and Development Block Grant
Subtotal U.S. Oepartment ot HHS

U.S. tlepartmant ot Justlco
Pass-lhrough Departmont ot Justice, Commonwealth of Puerto Fico

Becovery Acl - Edward Byrne Memorial Juslice
Assistancs Grant (JAG) Program

Sublotal U,S. Oepartment ol Justice

U.S. Departmeot ot Hom€land Socurlty
Pass-through Governods Off ice:

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

14.871

14.224

14.241

14.257

81.128

10.558

10.433

84.213

93.575

16.804

97.107

212,gp8
2-t2,998

10,000
10,000

$ 2,523,800

See notes to Schedule of Expenditures of Federal Awards.
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1.

COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

NOTES TO SCHEDULE OF EXPENDITUFES OF FEDERAL AWARDS
FOR THE FISCAL YEAR ENDEO JUNE 30,2011

SIGNIFICANT ACCOUNTING POLICIES

The accompanying Schedule of Expenditures of Federal Awards includes the
federal grant activity of the Municipality of Ciales and is presented on the modified
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 from 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 tinancial
statements in the accompanying Statement of 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 follows:

Expenditures

2.

Expenditures as per basic financial
statements:

Federal expenditures included within other
governmental lunds

Total expenditures per schedule of expenditures
of federal awards

$2t23-800

$2.523.800

'52 -

ORT]Z. RIVERA. RIVERA & CO.
aERTll:ll:D PL lll If ICCOt \TA\TS ' \ {LL E \DDED SIR\ lCLs

\uit. lir. POBo\ll)l50.SanJurn.PR.00916-ll50.Phon.rl8;rl568jl.+.Ftr\il87rlji'0561



Ortiz, Rivera Rivera & Co
, ] ,],

t P\ 0rhnd. Lri\ l:lflrz {ibrcrr
CP\ \l.rr.i, \n,,nrr, Rr\Jft Zuil!,r
L-l'\ Lu. Rn3n Zuiii!.r

al\ Z.r dr r- mz t hullrr,

llember!:
\rren.an l.trilure olI en]irJ
fubL(' \Lrrou ra r, 1 rlCt'lr
Pucnr, Rr.o DL,rrJ 1,1 (( rioi

INDEPENDENT AUDITORS' REPORT ON ]NTERNAL CONTROL OVER
FINANCIAL REPORTING AND ON COMPLIANCE AND OTHER MATTERS

BASED ON AN AUDIT OF FINANCIAL STATEMENTS PERFORMED
IN ACCORDANCE WTH 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 Municipali$ of Ciales, as of and for
the year ended June 30, 201 1 , which collectively comprise the Municipality's basic financial
statements and have issued our report thereon dated December 20, 201 1 . We conducted
our audit in accordance with auditing standards generally accepted in the United States of
America and the standards applicable to financialaudits contained in Govemment Auditing
Standards, issued by the Comptroller General of the United States.

lnternal Control over Financial Reportinq

Management of the Municipality is responsible for establishing and maintaining effective
internal control over financial reporting. 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 of expressing our opinions 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 financial
reporting.

A deficiency in intemalconlrol exists when the design or operation of a control does not
allow management or employees, in the normal course of performing their assigned
functions, to prevent, or detect and correct misstatements on a timely basis. A mateial
weakness is a deficiency, or combination of deficiencies, in internal control, such that there
is a reasonable possibility that a material misstatement of the entity's financial statements
will not be prevented, or detected and corrected on a timely basis.
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Our consideration of internal control over financial reporting was for the limited purpose

described in the first paragraph ol this seclion and was not designed to identify all
deliciencies in internal control over financial reporting that might be deficiencies, significant
def iciencies or material weaknesses. We did not identity any deficiencies in intemal control
over financial reporting that we consider to be material weaknesses, as defined above.
However, we identified certain deficiencies in internal control over financial reporting,
described in the accompanying Schedule ot Findings and Questioned Costs that we
consider to be significant deficiencies in internal control over financial reporting as items
11-A and 11-8.

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 effect 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 ol 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 1 1 -A

and 1"1-B.

This report is intended solely for the information and use of the audit committee,
Commissioner Otfice of Municipal AffairS, management and the federalawarding agencies
and pass-through entities and is not intended to be and should not be used by anyone
other than these specilied parties.

San Juan, puerto Rico - C,+4-?ri,rr({R;, L^a L U'
December2o,2o1.r 

,{t-. }$,
Il=9Tt-E-I.^?g",,iu;^11,t'9',.s:io']:,oo'...ruoTho stamp E18861 was atlif,( . ., .,ir..;
to the original ol this repor!/,-. -' ..
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INDEPENDENT AUDITORS' REPORT ON COMPLIANCE WITH REOUIREMENTS
THAT COULD HAVE A D]BECT AND MATERIAL EFFECT ON EACH MAJOR

PROGRAM AND ON INTEBNAL CONTROL OVER COMPLIANCE
IN ACCORDANCE WITH OMB CIFCULAR A.133

To the Honorable Mayor
and Municipal Legislature

Municipality of Ciales
Ciales, Puerto Rico

Comoliance

We have audited Municipality of Ciales' compliance with the types ot compliance
requirements described in the U. S. Oftice of Management and Budget OMB Circular A-
133 Compliance Supplement that could have a direct and material etfect on each
Municipality of Ciales'major federal programs for the year ended June 30, 2011.
Municipality of Ciales' major federal programs are identified in the summary of auditor's
results section of the accompanying schedule of findings and questioned costs.
Compliance with the requirements of laws, regulations, contracts and grants applicable to
each of its major federal programs is the responsibility of Municipality of 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 financial audits
contained in Government Auditing Standards, issued by the Comptroller General of the
United States; and OMB Circular A-'133. 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 eftect on a maior 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 of Ciales compliance with
those requirements.
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As described in item 1 1-1 in the accompanying schedule of findings and questioned costs,
Municipality ol Ciales, did not comply with requirements regarding cash management that
are applicable to its Housing Choice Voucher Program. Compliance with such
requirements is necessary, in our opinion, Municipality of Ciales, to comply with the
requirements applicable to that program.

ln our opinion, except for the noncompliance described in the preceding paragraph, the
Municipality of Ciales complied, in all material respects, with the compliance requirements
refened to above that could have a direct and material effect on each of its major federal
programs for the year ended June 30, 201 1.

lnternal Control over Compliance

Management of Municipality of Ciales is responsible for establishing and maintaining
effective internal 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 ol 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 lor the purpose of expressing our opinion on compliance and to test
and report on internal control over compliance in accordance with OMB Circular A- l 33, but
not for the purpose of expressing an opinion on the effectiveness of internal control over
compliance. Accordingly, we do not express an opinion on the etfectiveness of the
Municipality's internal control over compliance.

Our consideration ol internal control over compliance was for the limited purpose described
in the first paragraph ol this section and was not designed to identify all deliciencies in
internal control over compliance that might be deficiencies, significant deficiencies or
material weaknesses. However, as discussed below, we identified certain deficiencies in
internal control over compliance that we consider to be material weaknesses.

A deticiency in internal control ov.-I compliance exists when the design or operation of a
control over compliance does not allow management or employees, in the normal course of
performing their assigned lunctions, 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 ol
deficiencies, in internal control over compliance, such that there is a reasonable possibility
that material noncompliance with a type of compliance requirement of a lederal program
will not be prevented, or detected and corrected, on a timely basis. We consider the
deficiencies in internal control over compliance described in the accompanying schedule of
findings and questioned costs as items 1 1-1 to be material weaknesses.

A significant deficiency in internal control ovet complianceis adeficiency, or a combination
of deficiencies, in internal control over compliance with a type of compliance requirement of
a federal program that is less severe than a material weakness in internal control over
compliance, yet important enough to merit attention by those charged with governance. We
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a federal program that is less severe than a material weakness in internal control over
compliance, yet important enough to merit attention by those charged with govemance. we
did not identify any deliciencies in internal control over compliance that we consider to be

significant deficiency, as defined above.

Municipality's responses to the findings identilied in our audit are described in the

accompanying schedule ol findings and questioned costs. We did not audit Municipality's
response and, accordingly, we express no opinion on it.

This report is intended solely for the information 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
December 20, 201 1

The stamp E18862 was
to the original ol this

TQ
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF CIALES

SCHEDULE OF FINDINGS AND OUESTIONED COSTS
FOB THE FISCAL YEAR ENDED JUNE 30, 2011

1. SUMMABYOFAUDITRESULTS

Financial Statements

Type of auditor's report issued:

lnternal control over financial reporting:

Material weakness (es) identified?

Significant deficiency (ies) identified?

Noncompliance material to financial statements noted?

Federal Awards

lnternal control over major programs:

Material weakness (es) identified?

Significant deficiency (ies) identif ied?

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

14.228
14.257

Unqualified opinion

Yes X No

X Yes No

Yes X No

X Yes No

Yes X No

Community Development Block Grant (SBGP)
Homelessness Prevention and Rapid Re-Housing

Qualilied opinion

Any audit findings disclosed that are required to be
reported in accordance with section 510 (a) of OMB
Circular 4-133? Yes X No

ldentif ication of major programs:

CFDA Numbers Name ol federal programs or Cluster
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF CIALES

SCHEDULE OF FTNDTNGS AND OUESTTONED COSTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30,2011

Dollar threshold used to distinguish between type A
$300,000

Audited qualified as |ow-risk auditee?

FINDINGS - FINANCIAL STATEMENTS AUDIT

and Type B programs:

X Yes No

2.

a. Flndlng 11-A

The Municipality realized several transfers f rom its special revenue fund
accounts to the general account during 2010-201 1 amounting to $1 ,434,000
million. ln addition, the Municipality made disbursements from general
account in order to reimburse the funds used from the issuance bonds fund.
Those transactions were not recorded on accounting books, and debt balance
cannot be clearly determinate.

Criteria

The Article 8 of the Resource Allocation for the Realization ol Permanent Works,
Acquisition of Equipment, Purchase of Malerials 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 specifically 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 Bico Legislature.

Cause

The bank transfers were authorized by the Finance Director. These transfers
were made to compensate cash deficiency the Municipality was lacing 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
MUNIC!PALITY OF CIALES

SCHEDULE OF FtNDtNGS AND OUESTTONED COSTS (CONTTNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

b. Finding 11-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.

o 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.

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

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

o 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 F|NDINGS AND OUESTIONED COSTS (CONnNUED)
FOR THE FISCAL YEAR ENDED JUNE 30, 2011

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

a. Section 8 Houslng Choice Voucher - CFDA No. 14.871

. Conditlon 11-1

The program made loans to the General Fund and other federal programs,
during liscal yea( 2010-2011, amounting to $67,000.

Criteria

Based on 24 CFR Section 570.207 , ineligible activities, expenses to carry out
the regular responsibilities of the unit of general local government are not
eligible for assistance under this part.

Cause

The Municipality wasn't aware of the federal restrictions concerning federal
funds, and use them for the general and special funds immediate needs.

Effect

The Municipality is not in compliance with Agency regulations.

Recommendation

The Municipality should reimburse the amount due and avoid this procedure
immediately.

Questioned Costs

$02000
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COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF CIALES

SCHEDULE OF STATUS OF PRIOR YEARS
AUDIT FINDINGS AND OUESNONED COSTS

FOR THE FISCAL YEAR ENDED JUNE 30, 2OI1

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 of Prior Years Audits Findings and Questioned Costs.
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COMMONWEALTH OF PUERTO RICO
MUNICIPALIW OF CIALES

SCHEDULE OF STATUS OF PRIOR YEARS
AUDIT FTNDINGS AND QUESTTONED COSTS (CONTTNUED)

FOR THE FISCAL YEAR ENDED JUNE 30, 2OII

Program Finding/Noncompliance Status

SBGP - CFDA Condition 10-l
No. 14.228

The Federal Program Office did not request Condition was
the extensions for the year programs corrected.
contracts (OCAM) on time.

ARRA Child Condition l0-2
Care - CFDA
No. 93.715 The contract related to construction purpose Condition was

did not include the Davis Bacon Act clause. corrected.

Child Care - Condition 10-3
CFDA No.
93.575 The reports were submitted after the time Condition was

required. corrected.

SBGP - CFDA Condition 09-l
No. 14.228

The Federal Program Office did not request Condition was
the extensions for the year programs corrected.
contracts (OCAM) on time.

-63-

ORTIZ. RIVERA. RIVERA & CO.
CER III ]LD PfBLI('A('CoI \ IA\ TS . \ \LLE ]ODED \ER\ ICES

Suite li2. PO Bo\ l(l1i0. San.lurn. PR.00916 7250. Phonc ri8i t756 8i11. Fxr {78? tlTl-0561



EXHIBIT I

CORRECTIVE ACTION PLAN

ORTIZ. RIVERA. RIVERA & CO.
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Estado Libre Asociado de Puerto
Cobierno Municipal de Ciales

Rico

HON. LUIS "ROLAN" MALOONAOO RODRIGUEZ

CORRECTIVE ACTION PLAN

December 20,20'11

Cognizant or Oversight Agency for Audit:

Municipality of Ciales respectfully submits the following corrective action plan for the year
ended June 30, 201 1.

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 30,2011.

The findings from the June 30, 201 1 schedule of findings and questioned costs are discussed
below. The findings are numbered consistently with the numbers assigned in the schedule.

FINDINGS . FEDERAL AWARD PROGRAM AUDITS, DEPARTMENT OF HOUSING AND
URBAN DEVELOPMENT

Finding 11-1: Section 8 Housing Choice Voucher - CFDA No. 14.871

Reoortable Condition: See Condition 11-1

Recommendation:

The Municipality should reimburse the amount due and avoid this procedure immediately.

Action taken:

The Municipality reimbursed part of the funds and the remaining balance will be reimburse as
soon as soon as possible.

PO. BOX 1408
CIALES. PR. 00638
TEL. (787) 871-3636

(787) 871-3637
FAx: (787) 871-1710

"Ciales Puerta de la Cordillera Central"



L

t
lf the Cognizant or OvercightAgencyforAudt has questions regardirq this plan, please call

L Carmen l. Colom alflgn 871-3636.

CordiallY,

L. e^ \ AilD-.-
I Carrpn l. ColomL 

Federat Program Dircctor


