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II'IDEPEND ENT AUDITOR,S REPORT

Honorable Mayor and Members of the
Municipal Assembly

Municipality of Guiinica, Puerto Rico

We have audited the accompanying financial statements of the governmental activities, each major fund, and the
aggregate remaining fund information of Municipality of Gu6nica, Puerto Rico, as of and for the .vear ended
June 30, 2010, which collectircly comprise the Municipality of Gui.nica's basic frnancial siatements as listed in
the table of contents. These financial sratements are the responsibility of Municipality of Gurinica, Puerto Rico,s
management. Our responsibility is to express opinions on these financial staterents based on our audit.

We conducted our audit in accordance with auditing standards generally accepted in the United States ofAmerica
and the standards applicable to financial audits contained in Govemment Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audit to ;btain
reasonable assurance about whether the financial statements are free ofmaterial misstatement. Al audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit
also includes assessing the accounting principles used and the significant estimates made by management, as well
as evaluating the overall financial statement presentation. We believe that our audit provides a riasonable basis
lor our opinions.

kt our opinion the financial statements referred to above present fairly, in all material respects, the respective
financial position of the govemmental activities, each major fund, and the aggregate remaining fund information
ofthe Municipality of Guinic4 Puerto fuco, as ofJune 30, 2010, and the respective changes in financial position,
for the year then ended in conformity with accounting principles generally accepted in the United States of
America.

In accordance with Gowrnment Auditing Standards, we have also issued our report dated January 20,2011, o1
our consideration of the Municipality of Gurlnica. Puerto Rico's intemal control over financial reporting and on
our tests of its compliance with certain provisions of laws, regulations, contracts, and grant agreements and other
matters. The purpose of that report is to describe the scope of our testing of internal control over financial
reporting and compliance and the results of that testing, and not to provide an opinion on the internal conhol over
financial repoding or on compliance. That report is an integral part of an audit perforrned in accordance with
Govemment Auditing Stcndards and, should be considered in assessing the results of our audit.



INDEPENDENT AT]DITOR'S REPORT

(Continued)

Accounting principles generally accepted in the United States of America requie that the management's
discussion and analysis and budgetary comparison information on pages 3 thmugh 16 arrd 57 through 59 be
presented to supplement the basic financial statements. Such information, although not a part of the basic
financial staternen*, is required by the Govemmental Accounting Standards Board, who considers it to be an
essential part of financial reporting for placing the basic financial statements in an appropriate operational,
economic, or historical context. We have applied certain limited procedures to the required supplementary
information in accordance with auditing standards generally accepted in the United States of America, which
consisted of inquiries of management about the methods of preparing the information and comparing the
information for consistency with management's responses to our inquiries, the basic frnancial statements, and
other knowledge we obtained during our audit of the basic financial statements. We do not express an opinion or
provide any assurance on the information because the limited procedures do not provide us with sufficient
evidence to express an opinion or provide any assurance.

Our audit was conducted for the purpose of forming opinions on the financial statements that collectively
comprise the Municipality of Gur6nica, Puerto Rico's fmancial statements as a whole. The accompanying
schedule of expenditures of federal awards is presented for puqroses of additional analysis as required by U.S.
OfEce of Management and Budget Circular 4-133, Audits of States, Local Governments, and Non-Profit
Organizations, and is not a required part of the financial statements. The schedule of expenditures of federal
awards is the responsibility of management and was derived from and related directly to the underlying
accounting and other records used to prepare the fmancial statemens- The infomration has been subjected to the
auditing procedures applied in the audit of the financial statements and certain additional procedures, including
comparing and reconciling such information direcdy to the underlying accounting and other procedures in
accordance with auditing standards generally accepted in the United States of America. In our opinion, the
inforrnation is fai y stated in all material respects in relafion to the financial statements 4s a whole.

ROMAN TORO & CO., CSP
LICENSE #35 - IN FORCE

Yauco, Puerto Rico
Jantary 20,2011

Stamp #2496028 was affixed to
the original of this report

ROMAN TORO A CO., CSP Certified Public Accountants end Business Consultants
PO BOX 3043 YAUCO PR 00698-3043 - TEL. (787) ss6-6220 FAX: (787) ss6-6233



CoMUoNWEALTH oF PUERTo RIco
MLaIICIPALIIY of,. GUANICA, PUERTo RIco

Management's Discussion and Analysis
For the Fiscal Year ended June 30, 2010

Our discussion and analysis of the Municipality of Gurinica's financial performance provides an overview of
ihe Municipality's financial activities for the fiscal year ended June 30, 2010. Because this MD&A is
designed to focus on the current year activities, resulting changes and currently known facts, we encourage
reader to consider the information presented in this MD&A in conjunction with the additional information
fumished in the accompanying basic financial statenEnts.

FINANCIAL HIGHLIGHTS

The Municipality has reported assets amounting to $26.21 million in the accompanying statement ol
net assets, of which most significant are capital assets to $23.35 million.

The Municipality's capital assets increased as a result of this year's operations. Capital assets as of
June 30, 2010 are $23.35 million, as compared to $21.89 million for the year ended June 30,2009, for
a 6.7% ofincrease.

The assets of the Municipality exceeded its liabilities by $8.10 million at June 30, 2010, represented as

"net assets" in the accompanying statements of net assets. Restricted and unrestricted (deficit) net
assets amounted to $0.83 million and $(9.09) million, respectively. Net assets invested in capital
assets amounted S16.37 million.

During the year, the Municipality reported re\.enues of $ I 1.39 million in the General Fund.

Iong term liabilities principal paynents were $.88 million.

The Municipality's deficit increased by $824,610. The administration identified that this increase in
deficit is due to increases in debt with various govemmental agencies. However, the adminiskation of
the municipality performed various strategic plan in the control of curent expenses. With those
strategic controls in governmental funds expenses, the result in operation as of June 30, 2010 reported
a favorable net change of approximately $26,000.

r The Municipality has reported total expenses amounting to 513.67 million in the accompanying
statement of activities.

. The accumulated deficit for the year ended in June 30, 2010 was $4,316,188 as show:r in page 20 of
the frrancial statement which included long-terrn debts to various govemmental agencies. The
administration has the control of current financial resources as shown in current year result of
operation and the expectation of the municipality is to reduce the accumulated deficit with the
proceeds ofbond which will be paid from the Contributed Additional Fund (CAE).

General Fund Budgetary Ilighlights

Over the course of the year, the Municipal Assembly revised the Municipality of Gurinica budget several
times. These budget amendments fall into various categories. The fust category includes amendments and
supplemental appropriations that were approved shortly after the begiruing of the year and reflect the actual
beginning balances (versus the amounts we estimated in May 2009).

ROMAN TORO & CO., CSP Certifed Public Accowtqnts and Business Consultqnts
PO BOX 3043 vAUCO PR 00698-3043 . rEL. (787) 8s6-6220 FAX: (87) 8s6-6233



CO}truoNwEALlE oF PUERTo RIco
MUNICFALIY oF GUANICA, puERTo Rrco

Management's Discussion and Analysis
For the Fiscal Year ended June 30, 2010

USING TIIIS AI\INUAL REPORT

This annual report consists ofa series of financial statements. The Statement ofNet Assets and the Statement
of Activities provide inforrnation about the activities of the Municipality as a whole and present a long-term
view ofthe Municipality's finances. For govemmental activities, these statements tell how these services were
financed in the short term as well as what remains for future spending. Fund financial statements also report
the Municipality's operations in more detail than the government-wide statements by providing infonnation
about the Municipality's most significant funds. Both perspectives allow the user to ad&ess relevant
questions, broaden a basis for comparison (year to year or government to govemment) ald enhance the
Municipality's accountability.

Overview of the Basic Financial Statements

The Municipality's financial statenrents include three corponents:
1. the govemment-wide financial statements
2. the firnd frnancial statemnts
3. notes of the financial statements

These components are described below:

Government-wide financial statement: Are designed to provide reader with a broad of the Municipality's
operations and finance as whole in a manner similar to Prilate-sector business. These siatements provide short-
term and long-term information about the Municipality's financial position, which assist the Municipality's
management to determine the economic condition at the end of the fiscal year. These financial statements are
prepared using the flow of economic resources measurement focus and the accrual basis of accomting. The
govemmental-wide financial staterents include; the statement of net assets and the statenent of activities.

The Statement of Net Assets and the Statement of Activities

The Statement of Net Assets and the Statement of Activities report information about the Municipality as a
whole and about its activities. These statements include a// assets and liabilities using the accntal basis of
accounting, which is similar to the accounting used by most private-sector companies- All of the current
year's revenues and expenses are taken into acoount regardless ofwhen cash is reeived or paid.

These two statements report the Municipality's net assets and changes in them. You can think of the
Municipality's net assets, the difference between assets and liabilities, as one way to measure the
Municipality's financial health, or financial position Over time, increases or decretzses in the Municipality's
net assets are one indicator of whether its financial health is improtng or deteriorating- You will need to
consider other non-financial factors; however, such as changes in the Municipality's property tax base and the
condition ofthe mads, to assess the averall health ofthe Municipality of Gu6nica.

Reporting the Municipality's Most Signilicant Funds

Fund Financial Statement: Report the financial position and results of operations of the Municipality's
govemmental funds. The Fund Financial Statement components are the Balance Sheet-government funds and
the Statements of Revenues, Expenditures and Changes in Fund Balance. The Fund Financial Statements
provide detailed information about the most significant funds, not the Municipality as a whole. Some funds
are required to be established by bond covenants.

ROI& N TORO & CO., CSP Certified Public Accowtants and Business Consultants
PO BOx 3043 YAUCO PR 00698-3043 . TEL. (787) 856-6220 FAX: 087) 8s6-6233
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MuNIcIpALrry oF GUANTCA5 puERTo Rrco

Management's Discussion and Analysis
For the Fiscal Year ended June 30,2010

The Municipality's basic services are reported in the governmental funds, that uses an accounting approach
which focus on how money flows into and out of those funds and the balances left at year-end ihat are
available for spending. These funds are reported using an acmunting method called modified accrual
accounting, which measures cash and all other financial assets that can readily be converted to cash. The
govemm€ntal fund statements provide a detailed. short-term view of the Municipality's general government
operations and the basic services it provides. Govemmental fund information helps you determine whether
there are more or fewer financial resources that can be spent in the near fuhrre to finance the Municipality's
progmms. We describe the relationship (or differences) between governmenlal dctivities (reported in the
Statement of Net Assets and dle Statement of Activities) and govemmental funds n a reconciliation on this
report.

Notes to the Basic Financial Statement: The notes provide additional information that is essential to a full
understanding of the data pmvided in govemment-wide and the fund financial statements.

THE MUNICIPALITY AS A WHOLE

The Municipality's combined net assets increased from a year ago, from $7.80 million to $8.10 million. Our
analysis below focuses on the net assets (Table 1) and changes in net assets ofthe Municipality's governrnental
activities.

Table I
NET ASSETS

(itr Milion)

Governmental Activities

Current and other assets
Capital ass€ts

Total assets

Long{elm debt outstanding
Other liabiliti€s

Total liabilities
Net assets:

Invested in capital assets,

net ofrelated debt
Restricted br:

Debt services
Capital prqiect
Other specified purpose

Unrestricted (Deficit)
Net Assets

2009
(as restated)

$ 5-00
21.89
26.89

(14.0s)
( 5.04)
(19.09)

15.44

.50

.84

( 9.40)
$ 7.80

2010

s 2.88
23.35
26.23
(12.48)
( s.63)

o!J_L)

16.37

.88

.35
( .40)
( 9.10)

$_&10

The main increase in capital assets was the construction of the Alberdeston park which will be completed in
December 2010.

ROMAN TORO & CO., CSP Certifed Public Accowtents and Business Consultants
PO BOX 3043 YAUCO PR 00698-3043 . TEL. (787) 856-6220 FAX: (787) 856-6233
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Management's Discussion and Analysis
For the Fiscal Year ended June 30, 2010

Component of NetAssets

25
2A
15
10

5
o

€ 2010

r 2009

Currdrtand other Capital 6set5 LonS-t6m debt Othcr li.bilitie3
outst Mlng

Net assets of the Municipality's govemmental activities increased by $.31 million ($7.80 million compared to
$8. 1 0 million). Unrestricted rLet assets, the part of net assets that can be used to finance day-to-tlay operations
without constraints established by debt covenants, enabling legislation or other legal requirements, changed
frorn approximately $(9.40) million at June 30, 2009 to a ($9.83) million at June 30, 2010. The following is a
condensed presentation of the Municipality's results of operations, as reported in the government-wide
financial statenEnts:

Comparative Condensed Staternent of Activities:
2009

(as restated)
ReveDues:
Program rEvenues:

Operating grants and contributions
Capital grants and contibutions

Charges for services
General revenues:

Property taxes
Municipal license taxes
Sales and uses tax
Other local taxes

Unrestricted intergovemmental contributions and
reimbursernents

Umestricted htercst on deposit
Other
Total ievenues

Expenses:
Geneaal govemmelt
Public works and sanitation
Public Safety
Culture and rccreation
Health and welfare
Interest aod bonds, notes and c4ital lease obligations

Total expenses

Net increase (decreas€) in Det assets

Net assets-at the beginning ofthe year, as restated
Net assets- at end ofthe year

ROMAN TORO & CO., CSP Cetifed Public Accolntants and Business Consultants
PO BOX 3043 YAUCO PR 00698-j043 . IEL. (787) 856-6220 FAX: (787) 856-6233

$5,085,979
492,573

57,285

|,537,321
338,289
296,253

1,632,667

4,37924s
84,108
66,97 s

13,970,695

7,330,832
t,003,766
2,386,028

662,923
2,M69M

236,003
t3,666,496

3M,199

$s,279,537
1,583,846

6r,718

|,3s6,r67
393,471
2'15,367

5,020,831
339.194
42,428

14,352,859

8,815,347
2,23s,937
I,176,183

685,050
1,835466

386,401
15,t34,384

(78t,s2s)

$1,196,4s6
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Management's Discussion and Analysis
For the Fiscal Year ended June 30. 2010

Financial analysis of the Municipaligr,s Governmental Funds

The Municipality uses fund accomting to ensure and demonstrate compliance with finance-related legal
requfuements. The focus of the Municipality's governrnental fund is to provide information on near-term
inflow, outflow, and balance of spendable resources. Srch information is useful in assessing the Municipality's
financial requirements. In particular, unreserved fund balance may serve as an useful measure of a
govemment's net resources available for spending at the end of fiscal year- The following is a condensed
presentation of d1e Municipality's balance sheet and resuts of operations of govemment fund:

Comparative Cordetrsed Balance Sheet-Govertrmental funds:
Total assets-major fu nds

Total assets-nonmajor fu nds

Total assets

Total liabilities -major funds

Total liabilities-nonmajor fu nds

Total liabilities

Fund Balances:

Reserr,ed-major funds

Reserved-nonmajor fu nds

Unreserved-major firnds

Unreserved-nonmajor fu nds

Total firnd balances

Comparative Coldensed Strtemetrt of Operations-Governmental funds:
Total revenues-mayor funds

Total revenuesnonmayor fu nds

Totalrevenues

Total expenditures-major fu nds

Total expenditures-nonmajor funds

Total expenditures

Net changes in fund balances

2010 2009
(as restated)

$ 5,304,096 $7,378,809

9'71,296 1,551,036

6,21s392 8,92q84s

'7,70t,943 8,558,312

I ,608,499 I ,'tzt ,013

9310,442 10279325

t,9r8,340 3,163,639

(4,316,188) (4,343,142)

(63'1,202) (169,977)

(3,03s,0s0) (rJ49,480)

t2,80s,524 t2,549,928

1,165,1',12 l,802,931

13,970,696 143s2,8s9

14,026,369 16,578;1s7

t,629,897 2,01s,089

15,656,266 r8,s93,M6

$(r,685,570) $(4,240,98n

ROMAN TORO & CO., CSP Cefiified Public Accowtants and Business Consultants
PO BOx 3043 YAUCO PR 00698-3043 . TEL. (787) 856-6220 FAX: (787) 8s6-6233
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Managernent's Discussion and Analysis
For the Fiscal Year ended June 30, 2010

Governmental Activities

Total revenues of Municipality's governmental activities decreased by ($.38 million) while total expenses
decreased by ($1.a7 million). The Municipality of Gr:.inica took the following major actions this year to
improve the financial positim:

o The Mayor of the Municipality of Gurlnica has assigned a Finance Assistant Director to improve the
collections of municipal license tax and property tax revenues; supervise the operations of the tax
collector of the Municipality.

o In respect to the budge! the adminishation of the Mrmicipality received the estimated of experses by
each departrnent, and the Budget Director and the Mayor performed the evaluation to those expetrses
and determine the needed of each one, looking for the reduction of those unnecessary expenses
without affecting the dai\r operations.

Expenses during the fiscal lear ended June 30, 2010 was substantially related to the following:

Table 2

Governmetrt{l Activities
(in Million)

Total eqrenses

2010

General Govemment
Public SaGty

Public works and sanitation
Culture and recreation
Health and welfare
Debt service

Capital or{lays

Totals

$6.77
.90

2.09
.45

2.00
1.26

2.18

$ 8.56

1.07

2.00
.47

1.80

1.15

3.54

$ 15.65 $ 18.59

ROMAN TORO & CO. , CSP Certified Public Accountants and Business Corcultants
PO BOX 3043 YAUCO PR 00698-3043 . TEL. (787) 856-6220 FAX: 087) 85C6233
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Management's Discussion and Analysis
For the Fiscal Year ended June 30, 2010

Expenses 2009
lGeneral Government

r Public Safety

I Publicworks and
sanitation

a Culture and recreation

a Health and welfare

a Debt service

a Capitaloutlays

Expense 2O1O
ll General Government

. Publicsafety

a Publicworks and
sanitation

I Culture and recreation

! Health and welfare

a D€bt service

The cost of all govemmental activities this year was $15.65 million compared to $18.59 million last year.
Table 2 presents the cost of each of the IVfunicipality of Gu,inica's largest programs.

The major sources of general revenue are property taxes, municipal license taxes, sales tax and grant and
contributions not restricted, which in total represent $8-33 (60%) and $11.13 (77%) ofall revenues in 2010 and
2009, respectively.

ROMAN TORO & CO., CSP Certified Public Accoffitants and Business Consultants
Po BOX 3043 YAUCO PR 00698-3043 . rEL. (787) 856-6220 FAX: (787) 856-6233
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Management's Dscussion and Analysis
For the Fiscal Year ended June 30, 2010

Table 3
Governmental Activities

(inMillion)
General Revenues
by maior sources

2010

Propertytaxes $1.54 $1.32
Municipal license taxes .34 .39

Sale tax .30 .62
Others 1.85
Grants and contributions 4.3 6.54

Totals $8.33 $8-87

The major sources of general revenue and property taxes, municipal license taxes, sales tax and grant and
contrributions not restricted, which in total represent $8.33 (60%) and $8.87 (67%) of all revenues in 2010 and
2009, respectively.

The decrease in municipal license tax was mainly due to the close of operation ofa mayor taxpayer during the
year.

The decreases in grants and contributions was mainly due to decreases in legislative resolution that were not
receile during the year.

Table 4
Governmental Activities

(in Million)
Program Revenues
by major sources

2010

Charges for service $ .57 $ .61

Operating Grants and Contribution 5.09 5.28

Totals $5.66 55.89

ROMAN TORO & CO., CSP Certified Public Accontqnts and Business Consalta ts
PO BOX 3043 YAUCO PR 00698-304i . TEL. (787) 85G6220 FAX: (787) 856-6233
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2009
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Management's Discussion and Analysis
For the Fiscal Year ended June 30,2010

Fund financial statements

Govemmental funds, as presented in the balance sheet on pages 19 and the statement ofrevenues, and changes
in fund balance on page 20 reported a total fund balance of($3,035,050) for 2010 and $1,349,480 million for
2009.

Also, there are other explanations that have been identified and should be read in conjunction.

The Municipality had an increase in the deficit of $824,610 n the general fund as explained beforg
the same was principally due to increases in debts to various govemmental agency debts. Those debts
will be partially paid with a municipality loan with the Governmental Development Bank, and for the
remaining the municipality administration will make an agreement with each agency to pay the debt in
installments.
During the fiscal year, the municipality maintained an increase in propertlz tax revenues due to effort
by the Municipality's property tax office.
The plan for the expenditure conhol included the followi4g:

o Cancellation of festiral activities
o Use of vacation leare
o Incentive retirement plan

Also the administration increase the revenues of rents and services charges to set off the decreases in
municipal license tax revenues which was reduced mainly due to the close of operation of various
municipal tax payer as Santander Bank.

The construction of Albertdeston Park was completed in December 2010. This constuction was
performed with a combination of ftrnds including a municipal loan with Goverrunental Development
Bank.

This year the other govemmental funds of the municipality showed a deficit in two fimds (law 82 and
law 52) those deficits were mainly due to amount that have not been received by the municipality
during the years fiom those govemmental funds.

General Fund Budgetary Highlights

Over the course of the year, the Municipal Assembly revised the Municipality of Gu6nica budget several
times. These budget amendments fall into various categories. The first category includes amendments and
supplemental appropriations that were approved shortly after the begiming of the year and reflect the achral
beginning balances.

ROMAN TORO & CO., CSP Certifed Public Accorntants qnd Business Consultants
POBOX3043 YAUCO PR U698-3043 - TEL. (787) 856-6220 FAX: (787) 856-6233
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Managernent's Discussion and Analysis
For the Fiscal Year ended June 30, 2010

CAPITAL ASSET AIID DEBT ADMINISTRATION

Capital Assets

As of Jme 30, 2010, the Municipality of Gu6nica had $23.3 million invested in a broad range of capital assets,
including buildings, parks, roads, bridges, and equipment. (See Table 5). This amount represents a net
increase (including additions and deductions) of $1.46 million, or .067%o, over last year- In this table you see
few changes in amount compared to last )Ear due to reclassifications ofreal propery to proper division.

Table 5

Crpital Assets at Year-etrd

(At cost, in Thousands)

Govemmental

Aaivities

2010 2l,o9

$ 0.59 $0.59

2.89 2.89

10.62 10.28

6.14 4.62

1.93 1.93

2.2 2.01

0.04 0.04

9.25 8.95

Totals $33.66 $31.31

The sigrificant increase in construction in progress is the construction of Alberdeston Park which was
completed in December 2010.

lncreases in infrastructures were rnainly by Community Block Grant Funds.

ROMAN TORO & CO., CSP Certifed Publir Accowtants and Business Consultants
PO BOX 3043 YAUCO PR 00698-304i . IEL. (787) 856-6220 FAX: (787) 856-6233

Land

Land improvement

Buildings and Improvements

Construction in progress

Licensed vehicles

Equipment

Equipment rmder capital leases

Infrastructure

12
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Managernent's Discussion and Analysis
For the Fiscal Year ended June 30, 2010

2010
! Land

r Land improvement

r Buildingsand

lmprovements

I Construction in progress

I Licensed vehicles

I Equipment

2009
I Land

r Land improvement

r Buildingsand

lmprovements

a Construction in pro8ress

I licensed vehicles

I Equipment

More detailed information about the Municipality's capital assets is presented inNote 5 to the financial
statements.

ROMAN TORO & CO., CSP Certifed Public Accotntants and Business Consultants
PO BOX 3043 YAUCO PR 00698-3043 . IEL. (787) 856-6220 FAX: 087) 856-6233
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For the Fiscal Yem ended June 30, 2010

Debt

At year-end June 30, 2010, the Municipality had $7.71 million il bonds and notes outstanding versus gg.l5
million last year, a decrease of .05 percent, as shown in Table 6. During the year the Municipality does not
made any long-term loan. The increases in long-term debt include addition to debt with govemmental
agencies.

Primary Govertrment

Govertrmental Activities:
Bonds payable

0ther Long- Term Liabilities:
Trcasurj/ Deparhnent:

Loan for payment of legal
Setdement

Excess of prol)€rty taxes
PR t-abor DepartEent

CRIM-Iaw 42
CRIM-LIMS

PR Water and Sewer Authority
Compensated absences
Claims and judgments

Total other liabilities

Total noncurent liabilities

Beginnhg
Bdarce

(as restrted) Additions Paymetrts

$ 8,145,000 $440,000 $ 7,705,000 $ 395,000

Enditrg
Bdance

Due withltr
orle year

1,374;775
709,692
176,s44

962,668
48As2

50,000
|,438,637

106,658

4,86't 426

)r1,012426

290,530

2,659

200,000
46,200

fi5,'765

18,979
t't,873

t,t'14,775
663,492
351,309

943,689
33238

1A50,43',1
161,640

4,778,580

__u4E$0

300,000
46200

t75,U4

20,170
15,766

r r 7,000
92,9s0

767,730

$1,162,730

- 50,000
I 1,800
54 qR?

,-- ---
_,$1i22zr ___$E&q[

ROMAN TORO & CO., CSP Certified Public Accotntants and Business Consultants
PO BOX 3043 YAUCO PR 00698-3043 . TEL. (787) 856-6220 FAX: (787) 8s6-6233
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Table 6
Outstanding Debt, at Year-End

(in Thousands)

Governmental
Activities

2010 2009

Bonds payable
Other obligations

Totals

$7.71
4.78

$8.14
4.87

$12.49 $ 13.01

CSP Certifed Public Accot&tants and Business Consultants
00698-3043 . TEL. (787) 856-6220 FAX: (787) 856-6233

ROMAN TORO &CO.,
PO BOX 3043 YAUCO PR

20(}9

L r Sonds payable

r Notes Payable

I Other obligations

2(Jto

r Bonds payable

a Notes Payable

I Other obligations
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Management's Discussion and Analysis
For the Fiscal Year ended June 30, 2010

The Municipality is required to limit the amount of general obligation debt to l0% of the total assessment of
property located within the Municipality, for bonds to be repaid with the proceeds of property taxes restricted
for debt services- Other obligations include accrued vacation and sick leave, claims and judgments, and
christrnas bonus.

ECONOMIC FACTORS AND NEXT YEAR'S BI]DGET

The Municipality's elected and appointed officials considered many factors when setting the fiscal-year 20l l
budget.

Budgeted expenditures are e(pected to rise acoordingly to the increase in tudgeted revenues.

lf these estimates are realized, the Municipality's budgetary General Fund balance is expected to increase
modestly by the close of201 l.

The administration of the municipality plan to reduce the accumulated deficit by the issuance of a long term
loan which will be paid with the Contribution Additional Tax.(CAE). The remaining amount of debt which
will not be included in the loan will be paid by installments payments as an agreement made with each
govemmental agencies. The expectation of the administration is to received the proceeds of this loan during
the next fiscal year.

CONTACTING TIIE MUNICIPALITY'S FINAIICIAL MANAGEMENT

This financial report is designed to provide our citizens, taxpayers, and creditors with a general orerview of the
Municipality's finances and to show the accountability for the money it receives. If you have quesfions about
this report or need additional financial information, contact us at Municipality of Gurlnica, PO Box 785,
Gu,inic4 Puerto Rico 00653.

ROMAN TORO & CO. , CSP Certified Public Accotntants and Business Consultonts
PO BOX 3043 YAUCO PR 00698-3043 . TEL. (787) 856-6220 FAX: 087) 856-6233
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Commonweafth of Puerto Rico

Municipality of Gu6nica

Statement of Net Asseb
June 30,2010

ASSETS:

Cash and investrEnb

Cash wih fEcal agent

Receivables:

lnbrgoYernfiEntsl

Federalgranb

0hers

Capihl asseb:

Land, ifiproverngnb, and consiudon in progress

Oher capibl asseb, net of deprecialion

Toblcapihl asseb

TOTAL ASSETS

LIABILITIES:

Ched6 drawn in excess olcash

Accounb payable and accrued liablites

AcEued inbresb

Dueb governflEntsluniE

Debrred revenues:

Munidpal license bxes

Federalgranb

Long-brm liab iiqs:

Duewihh one year

Due in rrcre fian one year

TOTAL LIABILITIES

NET ASSETS

lnvesbd in capiblasseb, nelofrebEd debt

Resli*d br:

Federal Granb

Debtservice

Cafliblproiecb

Ofier purposes

unresiitd (defci0

TOTAL NET ASSETS

Governmental

Activities

$ 866,640

1,716,562

9,348

212,018

65,861

6,735,938

16,613,347

23,3/,9,285

26219,711

't't,045

2,318,621

120,486

2,138,4U

n2,190

5't4,649

952,780

11,530,800

18,119,065

16,369,171

242,298

879,341

341,8't5

97,779

(9,829,749)

$ 8,100,655

2,870,429

The notes to the financial statements are an integral part of his statement.
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FudicdProgam Eesrses

Commonuedh of Puerto Rico

Municipalityof tuinica
St#neffof Adivities

For the Year Ended June $, Zl10

Pmgran R*aucs

Oprdling

e tsad

0on0ihliorls

OEgesibr

ServiGes

Qiltd

ffird
ConEihlions

tH (Eeccq

hEue

Gorefl lEid Adivilies

GsFd psrrst
R/iic@
Rlfr woks

Cdt ead rEoedm

Hedh adwdae

Uftar evdcFrsi

$ 5i,46 $ (5,1D,504)

$n,w
gs,@
(64@

(3Bs,1E

\a,w

7,O,82

1,m,766

Zffi,w
@w

2046,944

218043 $ -

3120 M-58

lreredmk]g€md 6,m (m,(Iq

Td govemmtd divilies $ fi,66,ls $ 5r,285 $ ioqm &5rJ G@mol

\e6',7,74

1,241,944

GsEd rs,enxs:

Prqsty A€s

Muijd li:aEeA
Sdes ad lneh
ofslmd E€s

GraI ad ccrtih"{oE rd r€sticbd b sfitu pqfdns

Irtesi ad irvesffi earirgs

MlscdlaEos

Tcd gsErd rwsrEs
qEEe in n€l GeE
Nd6s€b -qiniE-6 resed

lild Geb . srding

The notes to the financial statements are an integral part of this statement

ROMAN TORO & CO., CSP Cetified Public Accotntants and Business Consultants
PO BOX 3043 YAUCO PR 00698-3043 . TEL. (787) 856-6220 FAX: (787) 856-6233

1,sf,t,pl

382p
8,8

1,642,66-i

+5N,2$
84,14

69-6

q$4,ffi

30{rs

z&4s
&106$
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Commonwealth of Puerto Rico
Mu n icipality of Gu5nica

Balance Sheet
Governmental Funds

June 30,2010

CcmnD[uealth
L.glalatule
Reaoldior!

Seclion I GoYemlEntal GovemlEntal

F[nds Fund.

65,861

232,7_11 I
991,676

n:"

216,4n I
721,8ffi

387,150 $

1,205

207,585

375,05/

860610

1,716$2

9,318

212.018

65,861

,6set3
Cash ad hvestEnb
C6h wI| Gcd agent

Receivabh6:

lntrgovemrHH
Federd Eerb
oflers

Due fom otl€r nnds

Total assds

LLillltl.. rlld Fu.d Bala[c.s

tiatitrhs:

Checr,s droun h excess ofcasl

Accouo8 payable atd acdued fubiltes

Bonds and nobs payabh

Due b governllEnd unib

Due b ofter funds

Debfied rcveflues

Muni*d trcense bxes

Federd grar8

Totslldiites

Fund bdances:

Reserved 6ri

Debtservbe fund

Cadd Prded

oter Firposes
lJnreserved:

lJndesEned

Tobl tund bahnc€s (deb'0

Totd liitilithsaod fund beranc€6

11,0{s

1,821,048

2,138,151

1,188,807

232,190

33,075

707,500

390,178

4,356

\357

325,2U

245,309

134,858

958,992

11,015

2,318,621

390,178

2,138,()4

3,404965

n2,190

5,991,584 710,15 390,178 &713 t/0,5$ 1,m8,$9 9,310,112

$ 5 $ 609,34.t $ - r - t - $ 609,341

. "tT '- ,or.i* '51'2e3 s.,ns 'IlH
(4316,188) 034s81) (s,051,169)

(43f6,188) 912,{8 m9,341 21a298 154293 (6i}7,202) (3.035,rr0}

The notes to the financial statements are an integral part of this statement

ROMAN TORO & CO., CSP Certified Public Accontants qnd Business Consultants
PO BOX 3043 YAUCO PR 00698-304i . IEL. (787) 856-6220 FAX: (787) 856-6233
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Commonwealth of Puerto Rico

Municipality of Guinica
StatEment of Revenues, Expenditures and Changes in Fund Balances

Governmental Funds
Forthe Year Ended June 30,20,l0

Coflnonwedth
Legislativ.

G€nEr.lFund R$olutlons oebt Sercice Seclion I P.ogtem Lo.n3 Fund

Oher
Govemllsrtal

Frndi

Total
C'oYemfi*ntal

FuIds

1,117,079 $

338,289

296,253

n7,1W
17,5S9

6.984.015

915,212

137,196

1,284,905

,,*o
32,120

u9,s21
737

162

420,2-42

w,117

i,,

'.$

2n,%8

139

21,060

,_

,r,iru
98'.556
113,049

LU2

s 1,537,321

338,289

296,253

612,315

57,2U
1,241,914

7,476,618

916,0m

158,452

1,306,211

17,286

246

11,388,136 384,503 76s,886 249,4i7 17,5i2 1.165.172 13.970.696

ReYenIe5

Roper! bxes
Muniipal bense hxes
Sales and use bxes
Mulbpal developrlEnt

C,larges bI servaes

Federd grenb and conhulbns
S& mntfouaons

Licenses and peafiib

lnb.€st hes and penalles

ofier revenues

ToH revenues

Erpen ditu res

Curent
General governfiBnt

Publb seEty

Cufure and rccreaaon

Cepibloolay

oebtserYiP:
Prhcipd
lnbrestand ohe{ darges

Tohlexpenditures

B(ce6s (defciencr) of revenues over

(unde4 expendifure-s

Other financlng 3oulEe5 (us..)
Transbasin

Transbrs oul

Totsl oher Inanchg sources (uses)

Netchange in tund balanaes

Fund balaoce (defcio, beginning-as resbbd

Fund balance {detoo, ending

t632,456
90,,734

2,073,511

4rt,4m
1,721,474

290,131

,rr,o,o
,ur,r,,

6:7:3

1,126,361

844,608

5,549

fi,n6
766,961

6,713,938

901,731

2,079,063

15t,163

2,004,088

2,182,339

1,021,646

235,995

10,783,641 579,145 1,260,641 263,838 1,133,104 1,629,897 15,656,266

604,495 (r94M4 11,115,s74 t4 ,nst t1,685,570)

- 597,573 - 617,605

(17,532) {2,500)

(4S1,755) (20,371)

m,032
(597,573) - {17,532) (2,$0) (617.605)

(577,511) 597,573

(1,133,104) 1467,225) (1,685,570)

{1,313,112) 1,107,0s0 506,523 262,669 1,287,397 (169,9r/) 0,319,480)

$ (4316,188) $ 912,408 I 609,341 $ 242,238 tr 154,293 $ (637,m2) $ I3.035.0s0)

m,954 (1S4,0[a 102,818 (20,371)

AflF\4q*&-
The notes to thefinancial slatements are an inlegralpart ofthis stalement
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Corrqmealth of herto Rico

Mtdcipality of Ghuflnica

Reconcifiatftm of tte Coverrpnfal FlmA Balauce Sheet to
tte Staterctr of Net Asseb

For the Flscal Year I''r&d Jure 30, 2010

Total R:rd Bahrrce- Corcrmental Fmals

Acrmts Reputed fo Gq,erermrml Actnzitix in the Statenrrf of Net Assets

are different becarse:

Capinl Assets tsed in govenmenal activitlx are not ftnncial resonses

and iherefqe, arc nct repded in *E fim&. In the current perif, tlrese

arrxmts arc:

Nm Depreciabb Capital assets

Infrashrhre assets

Other deprechbb assets

Accurnrhted Derrechtin

Total capihl assets

BoG and notes payabb arc rcpcted in tle fimds when pincipal pa1rent

are d:e, brl are repoted in the govermertal actirzitlx when the abbt is

incured"

Scrne lhbrlirbs are nct ahr and payabb in ihe orrem perid ard therefce,

arc nd rcported in tbe funrk. Those lhbilhi:s cmsist of;

Gereral Bon& and nces papbb
Re\€mre Departned- han fcr paynerf of bgal settbrent
Rerrcnue Deparftrnt- rcpalmnt of excess fcperty taxes

Departrem ofhbm
Ccryereated abserres

Preerty Tax debt- Iaw 42

LndS rcpaymet phn

Chims andldgemm

Total lcng.termfabr)itbs

Net Assets of gorermemal activitbs

6J3s938

92fi,r31
17,6829ffi

(r03te:t7r)

$ (3,03s,0s0)

By928s

tro,w

(12483J80)

r05,000
t,174fis

663,492

351309

1,4fl417
%3589

33238

161,ffi
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ComnneantofRrrto Rio
Muidptty of Grtuica

Recorrilhtionofth Satere ofRevenres, Bpendfires, ad0nnges
in tridBalare of Goverrrrrrfit R'rrtc to tfu Statere of Ac{ivities

For tlr trIscal Year fr.tA Jrre 30, 2010

Net change in firnd bahres-taal goverrrrrrtal fin*

&mrls repcrEd ftr gownrMal activititx in the sbEnrrf of activty
are diffErert becarre:

Gorcrrnertel fu* rcport capial odap as eryendimes. Howewr, in the
statmd of activtix 6e cct of lbca asse6 b albcated cr,er their estimated

useftl liras ard repoted as depeciatin eryerse. In the currcrf perii,
these arrmrfs are:

CaPiraI asset e.l+its
DeFeciatin Frpense

Tdal

Repayred ofkng-terrnpirinl is eryendinre in the gowrreel fufr,
hl tbe rcpa1mrIt redrces kr€.term lbbrllrfies in the staterrcDt of ret assets.

In tbe currerf par, tbe rcpa).(ffi w€re:

Cffidcilbatirrbu* anddes
Otber t'E-terrn lbbltbs

Tctal

Sre epemes reprted i.r th statered of activitix do ffi rcqui"e tlE
use ofcrrrerf ftrarcial resorrces and therefcre are nd reported as

eryedihrcs in the goverrmtal flD6:

Calpemated ahebces

Jr$mar:dchins
Deprtrerl oflabr

Tdal

Change h ret assets of gorcrmrrftl actn/ftbs

227s5s3
(814,654)

440,m
448,810

(11,8m)

(1W\
(ry3J87)

$ (1,685570)

r,409D

888,810

(3s9Wt

_q___1042m
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CoN4uoNwEArrE oF PUERTo Rrco
MUNICIPALTTY oF GUANICA, PTIERTO RICO

Notes to Basic Financial Statements
June 30,2010

SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The Municipality of Gur{nica of the Commonwealth of Puerto fuco (the "Municipality'') was founded
in 1 77 I . The Municipality is a local govemment with full legislative, fiscal and administrative powers
to operate as a govemment under Law No. 8l of August 30, 1991, as amended known as the
Autonomous Municipalities Act ofthe Commonwealth ofPuerto Rico (Law No. 81)-

The Municipality's govemmental system consists of executive and legislative branches. The
Constitution of the Commonwealth of Puerto Rico (the "Commonwealth') provides for the separation
of powers of the executive, legislative and judicial branches. A Mayor, elected every four years by
the citizens, exercises the executive power of the Municipality. The legislative power is exercised by
the Municipal Legislature, which is also elected every four years. The General Justice Court System
of the Commonwealth, which has jurisdiction over the Municipality, exercises the judiciary power.

The Mmicipality engages in a comprehensile range of services to the cornmunity such as housing,
welfare, public safety, health, sanitation, education, cultrue, tecreafion, urban and economic
development, and many other general and administrative duties.

a) Financial Reporting Entity

The accompanying basic financial statements include all departments, agencies and municipal entifies
that: (l) are under the legal ad administrative control ofdre Malor and (2) whose funds are under the
legal custody and control ofthe Municipality's Director ofFinance and Budget, as prescribed by Law
No.8l.

The Municipality's management has considered all potential component units for which it may be
financially accountable and other legally separate organizations for which the nature and significance
of their relationship with the Municipality may be such that exclusion of their basic financial
statements from those of the Municipality would cause the Municipality's basic financial statements
to be misleading or incomplete.

GASB Statement No. 14 - The Financial Reporting Entrry (GASB No. l4), as amended by GASB
Statement No. 39 - Determining Whether Certain Organizations are Component Uzlb (GASB No.
39) set forth criteria to be considered in deterrnining financial accountability. These criteria include
appointing a voting majority of an organization's goveming body and (1) the ability of the
Municipality to impose its will on that organization or (2) the potential for the organization to provide
specific financial benefits to, or impose specific financial bwdens on the Municipality. GASB.
Statement No. 39 provides additional guidance in determining whether certain organizations for
which the primary goverffnent is not financially accountable should be reported as component units
based on the nature and significance of their relationship with the primary govemment. Generally,
GASB No. 39 requires reporting a component unit if an organization raise and holds economic
resources for the direct b€nefit of a govemmental unit.

Based on the above criteri4 there are no potential component units which should be included as part
of the fi nancial statements-

ROMAN TORO & CO., CSP Certified Public Accowtants and Business Consultants
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1. SI]MMARY OF SIGNIT'ICAIIT ACCOUNTING POLICIES, CONTINUED

b) Government-wide Financial Statements (GWFS)

The accompanying GWFS are composed of: (l) the statement of net assets and (2) the statement of
activities. These financial staterrents do not report fund inforrnation but rather report information of
all of the Municipality's govemmental activifies. These statements are aimed at presenting a broad
overview of the Municipality's finances through reporting its financial position and iesults of
operations as a whole, using methods that are similar to those used bymost private businesses.

The focus ofthe GWFS is not on compliance with budgets, regulatory requirements or on the use of
available or currently expendable frnancial resources (referred to as fiscal accountability), but on
operational accountability information about the Municipality as a single economic uoit. Operational
accountability is the Municipality's responsibility to report to the extent to which it has met its
operating objectives efficiently and effectively, using all resources available for that purpose. It
focuses on the Municipality's principal operating objective, which is to provide services to its
citizens.

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

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

CoN&{oNWEALTE oF PI.].ERTo RIco
MUNICPALITY oF GUANICA, PIJERTo RICO

Notes to Basic Financial Statements
June 30, 2010

Invested in capital assets, net of related debt - These consist of capital assets, net of
accumulated depreciation and amortization, reduced by the outstanding balances ofbonds, notes
and other debt that are atkibuted to the acquisition, construction or improvement of those assets.
For the purposes of determining the outstanding debt attributed to capital assets, the total long-
term debt related to the acquisition, construction or improvement of capital assets have been
reduced by any related unspent debt proceeds and any related unamortized debt issuance costs.

Restricted net assets - These consist of net assets restricted by extemal parties (such as
creditors, grantors, contributors, laws or regulations of other governments, etc.), or net assets for
which conshaints are imposed by constitutional provisions or enabling legislation. Enabling
legislation is defined as legislation that authorizes the Municipality to assess, levy, charge or
otherwise mandate pa)anent ofresources (from external resource providers). Enabling legislation
establishes restrictions if it includes a legally enforceable requirement that those resources be
used only for the specific purposes stipulated in the legislation. The classification ofrestricted net
assets identifies resources that have been received or eamed by the Municipality with an explicit
understanding between the Municipality and the resource providers that the resources 

",ould 
be

used for specific purposes. Grants, contributions and donations are often given under those kinds
of conditions. Bond indentures also often limit the use ofbond proceeds to specific pr:rposes.

ROMAN TORO & CO., CSP Certified Public Accountants qnd Business Consultqnts
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MUNICPALIIY oF GUANICA, PIIERTo RICo

Notes to Basic Financial Statements
June 30, 2010

SUMMARY OF SIGNIFICANT ACCOIJNTING POLICMS, CONTINUED

b) Govemment-wide Financial StatemenA (G\(FS), continued

Intemally imposed designations ofresources, including earmarking, are not reported as restricted
net assets. These designations consist ofmanagement's plans for the use of resources, which are
subject to change at the discretion of the Municipal t egislature.

o Unrestricted net assets - These consist of net assets that are neither extemally or legally
restricted, nor invested in capital assets. However, unrestricted net assets often are d'esignatid to
indicate that management does not consider them to be available for general op=erations.
Unrestricted net assets often have constraints that are imposed by management, but can be
removed or modified. When both restricted and unrestricted resources are available for use, it is
the Municipality's policy to generally use reskicted resources first, and then unres*cted
resources as they are needed.

The accompanying statement ofactivities presents the results of the Municipality's operations by showi-ng
how the Municipality's net assets changed during the year ended June 30, 2010, using a net-(expense)
revenue format. This statement presents tle cost ofeach firnction/program as well as the extent to which
each of the Municipality's functions, prograrns or other services either contributes to or draws from the
Municipality's general revenues (such as property taxes, municipal license taxes, construction excise
taxes, etc.). A function/program describes a group of activities that are aimed at accomplishing a major
service or regulatory responsibility. The firnctions/prograns reported in the accompanying basic financial
statements are: (1) general government, (2) public safety, (3) public works and sanitation, (4) culhre and
recreation, (5) health and welfare and (6) urban development. The governmental operations of the
Municipality's departrnents and operational units are classified within the following functions/programs in
the accompanying basic financial statenrnts:

General government:

Municipal legislatue

Mayor's office

Departnent of finance ard budget

Departrnent of human resources

Deparbnent of municipal secretary

Departnent of federal programs

Deparbnent of intemal audit

Public safety:

Department of municipal police
Department of emergency management

Public works and sanitation:
Department of public works
Deparhrent of sanitation

Culture and recreation:

Department of recreation ard sports

Departrnent of tourism
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Notes to Basic Financial Statements
June 30, 2010

1. SUMMARY OF SIGNtr'ICAI{T ACCOUNTING POLICIES, CONTINUED

b) Govemment-wide Financial Statemena (GIITS), continued

Ifealth and welfare

Deparhnent ofhealth
Department of elderly affairs

The statement of activities demonstates the degree to which program revenues offset direct expenses

ofa given function/program or segments. Direct expenses are those that are clearly identifiable with a
specific function, segment or operational unit. This statement reports revenues in two broad
categories: (1) programrevenues and (2) general rerrcnues.

Program revenues are generated directly from a program itself or may come from parties outside the
Municipality's taxpayers or citizens. In the statement of activities, program revenues reduce the costs
(expenses) of the function/program to arrive at the net cost of the fulction/progran that must be
financed from the Municipality's general revenues. The accompanying statement of activities
separately reports the following categories ofprogram revenues:

. Charges for services - These generally consist of exchange or exchange-like transactions
involving charges to customers or applicants who purchase, use or dtectly benefit from the
goods, services or privileges provided, or are otherwise directly affected by the services. These
include fees charged for specific services, charges for licenses and permits, and fmes and
forfeitures, annng others.

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

General revenues are the default category for revenues. It includes all revenues and gains that do not
meet the definition of program revenues. Property taxes, municipal license taxes and construction
excise taxes are reported as general revenues. All other nontax revenues (including unrestricted
investrarent eamings, grants and contributions not restricted for specific prograrns, and miscellaneous

revenues) that do not meet the defirition of program revenues are classified as general revenues.

Resources that are dedicated internally by the Municipality are reported as general revenues rather
than as program revenues. All general revenues are reported net of estimated uncollectible amounts,

which are recordd as reduction ofrerrcnues rather than c expenses.

ROMAN TORO & CO., CSP Certifed Public Accowtants and Business Consultqnts 26
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Notes to Basic Financial Staternents
June 30, 2010

SUMMARY OF SIGNIFICANT ACCOT'NTING POLICIES, CONTINIIED

b) Govemment-wide Financial Statements (GWFS), conrtnued

T\e general goverrunent function/program reported in the accompanying statement of activities,
includes expenses that are, in essence, indirect or overhead expenses of the Municipality's other
functions/programs. Even though some of these costs have been charged to other funds in the
govemmental fund financial statements as indirect cost allocations permitted under some federal
progams, the Municipality has reported these indirect expenses as direct expenses of the general
govemment function. Accordingly, the Municipality does not allocate general government (indirect)
expenses to oiher firnctions. The effects of all interfund govemmental activities (revenues,
expenditures and other financing sources/uses among govemmental funds) have been removed from
the accompanying statements ofnet assets and activities.

The Municipality classifies all of its activities as govemmental activities in the accompanying GWFS.
These are activities generally financed through taxes, intergovemmental revenues and other
nonexchange revenues that can be used to support the Municipality's programs or services. These
govemmental activities are also generally reported in the golemmental fund financial statenrnts.

The Municipality has no fiduciary activities, which are those in which the Municipality would be
holding or managing net assets for specific individuals or other extemal parties in accordance with
trust agreements or other custodial arrangements. ln addition, the Municipality has no operafions or
activities that are primarily financed and operated in a manner similar to private business enterprises,
where the costs ofproviding goods or seryices to the general public is financed primarily through user
charges.

c) Govemmental Fund Finuncial Sntumena (GFFS)

The accompanying GFFS are composed of: (l) the balance sheet - governmental funds and (2) the
statement of revenues, expenditures and changes in fimd balances - govemmental firnds. These

financial statements report the financial position and results operations of the Municipality's
governmental funds by presenting sources, uses and balances of current fmancial resources. Some of
these financial statements have a budgetary orientation and focus primarily on: (l) the Municipality's
major funds, as defired below, (2) the fiscal accouotability and (3) the individual parts of the

Municipality's govemment. Fiscal accountability represents the Municipality's responsibility to
justifi that its actions in the current year have complied with public decisions conceming the raising
and spending ofpublic moneys in the short term (one fiscal year).

Each governmental fund is considered an independent fiscal entity accounted for within a set of seli
balancing accormts that comprise its assets, liabilities, fund equity or deficit, revenue and

expenditures. The accompanying GFFS segegate govemmental funds according to their intended
purpose and are used in demonstrating compliance with legal, financial and contractual provisions.
The minimum number of govemmental funds is maintained consistent with legal and self-imposed
managerial requirements established by the Municipality. For fiaancial reporting purposes, the

Municipality classifies its govemmental funds within the following categories:
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Notes to Basic Financial Statements
June 30, 2010

1. SIJMMARY OF SIGNIFICANT ACCOUNTING POLICIES, CONTINTIED

c) Govemmental Fund Financiul Statements (GFFS), continued

o Generalfund The general fund is the Municipality's main operating and rnajor fund, as defined

below, used to accornt for all financial resources and gorernmental activities, except for financial
resources required to be accounted for in another firnd. It is presumed that the Municipality's
govemmental activities have been reported in the general fund except for transactions for which
one of the following compelling reasons has required the use of another fund: (l) legal

requirements, (2) GAAP requiements or (3) the demands of sound financial administration
requiring the use of a governrnental fund other than the general fund.

. Special revenue funds - The special revenue funds are nonmajor funds, as defrned below, used

by the Municipality to account for revenues derived from grants or other revenue sources (other

than major capital projects) that are either self-restricted by the Municipality or legally restricted

by outside parties for use in specific purposes. The uses and limitations of each special revenue

fund are specified by municipal ordinances or federal and state statutes. However, resources

restricted to expenditure for purposes normally financed from the general fund are reported in the

Municipality's general firnd provided that all applicable legal requirements are appropriately

satisfied. In this case, a special rerenue fund to account for such kind of transactionswill be used

only if legally mandated.

o Debt service fund - The debt service fund is a major fund, as defined below, used by the

Municipality to account for the accumulation of resources for, and the payment of, principal and

interest for: (l) bonds and notes for which debt sewice payments are legally mandated to be

accounted for in a debt service fund and/or (2) general long-term debt for which the Municipality
is being accgmulating financial resources in advance, to pay principal and interest payments

maturing in future years. Principal and accrued interest due on July 1 of the following fiscal year

related to long-term debt for which debt service paynents are accounted for in the debt service

fund, are recorded as debt service l nd's liabilities at June 30, if resources are available at June

30 for its payrnenl

General long-term debts for which debt service payments do not involve the advance

accumulation of resources (such as obligations under capital leases, compensated absenceg

claims and judgments, and notes payable, among others) are accounted for in the accompanying

stat€ment of net assets. The debt service payments of such debts are generally accounted for in
the general fund

. Capital projects funds - Capitalprojects funds are major and nonmajor funds, as defined below,

used to accowrt for ihe financial resources used in the acquisition or construction of major capital

facilities, other assets and pennanent improvements. Sigrrificant capital outlays financed fiom
general obligation bond proceeds are accounted for also in the capital projects funds.

The use of the capital pmjects funds has been reserved for major capital acquisitions or
construction activities that would distort financial resources trend data if not reported separately

from the other Municipality's operating activities. The routine purchases of minor capitalizable

assets (such as certain vehicles and other minor capital assets) have been reported in the fund

from which frnancial resources were usedfor the purchase,

ROMAN TORO & CO., CSP Certifed Public Accowtants and Business Consuhants
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Notes to Basic Financial Statements
June 30, 2010

1. SIJMMARY OF SIGNIFICANT ACCOT'NTING POLICIES, CONTINUEI)

c) Governmental Fund Financial Statements (GFFS), continued

Under current standards the focus of the govemmental fund financial statements is on major funds,
which generally represent the Municipality's most important funds. Accordingly, the Municipality is
required to segregate governmental funds among major and nonmajor within the governnental fund
financial statements. Major individual govemmental funds are reported individually as separate
columns in the govemmental fund financial statements, while data from all nonmajor governmental
funds are aggregated into a single column, regardless offtnd type.

By definition, the Municipality's general fund is always considered a major govemmental fund for
financial reporting purposes. In addition, any other fund is considered a major fund for financial
reporting purposes if its total assets, liabilities, revenues or expenditures of that individual
govemmental fund are at least 10 percent of the corresponding element total (assets, liabilities,
revenues or expenditures) for all gor.emmental funds or based on the Municipality's official's criteria,
if the fund is particularly important to financial statement users. For the purposes of appllng the
aforementioned major fund criteria, no eliminations of intefind balances have been made. Total
revenues for these purposes means all revenues, including operating and nonoperating revenues (net
of allowances), except for other financing souces. Total expenditures for these purposes mean all
expenditures, including operating and nonoperating €r(pendih:res, except for otber financing uses.

Based on the aforementioned criteria, the Municipality's major govemmental funds reported in the
accompanying govemmental fund frnancial statefEnts are:

General Fund: The General Fund is the general operations fund of the Municipality. It is used to
account for all financial resorrces except ihose required tr be acmunted in another fimd.

Commonwealth Lesislative Joint Resolutions Fund: State Legislative Joint Resolutions fund is
used to account for revenue sources to be used for the construction and improvement of capital
facilities and for welfare purposes.

Debt Service Fund: Debt Service Fund is used to account for the accumulation of resources for,
and the paln, ent of, general long-terrn debt principal and interest.

Capital Imorovement Loan Fund: This fund is used to account for capital projects such as

community facilities repairs, improvements of certain sport courts, and improvements to
municipality roads.

Ilousing Choice Voucher Sec. 8 Program: This fund accowrt for revenues related to federal
program HUD Section 8. The purpose of the program is to provide rental assistance to vary low-
income families to help afford decent, safe and salitary housing.
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Notes to Basic Financial Statements
June 30, 2010

SUMMARY OF SIGNtr'ICANT ACCOI]NTING POLICIES, CONTINUED

d) Measurement Focus and Basis ofAccounting

Government-wide financial statements - The accompanying GWFS are prepared using the
economic resources measurexnent focus and the accrual basis of accounting- Subject to the additional
rules and limitations detailed below, revenues (including interest income) are generally recorded
when eamed and expenses are generally recorded when a liability is incurred, regardless of the fiming
ofrelated cash flows.

All revenues, expenses, gains, losses, assets and liabilities resulting from exchange and exchang+like
fransactions are generally recorded when the exchange takes place. In exchange transactions, each
party to the tansaction receives and gives up essentially equal values. An exchange-like transaction
is one in which there is an identifiable exchange and the values exchanged, though related, may not
be quite equal. Neverthelesg the exchange characteristics of the exchange-like fransaction are strong
enough to justify heating it as an exchange for accormting purposes (examples include fees for
licenses and permits, charges for services, and miscellaneous revenues, which are recorded as
revenues when collected beause they are generally not measurable until actually received)-

In a lonexchange tansaction, the Municipality gives (or receiles) value without directly receiving (or
giving) equal value in retum. This is differenr fiom an exchange transaction, in which each party
receives and gives up essentially equal values- According current standards, the Municipality groups
its nonexchange transactions into the following four classes in the accompanying basic finalcial
statements: (a) derived tax revenues, @) imposed nonexchange revenues, (c) govemment mandated
nonexchange hansactions, and (d) voluntary nonexchange transactions-

In the case of derived tax revenue transactions (such as municipal license taxes), which result from
assessments the Municipality places on exchange hansactions, receivables and revenues are recorded
when the underlying exchange has occurred (that generally is, when the taxpayen' net sales or
revenues subject to tax take place). In the case of imposed nonexchange revenue transactions (such as
property taxes), which result from assessments made by the Municipality on nongovemmental
entities, including individuals, other than assessments on exchange transactions, receiwbles are
generally recorded in the period when an enforceable legal claim has arisen. Property taxes are
genemlly recorded as revenues (net of amounts considered not collectible) in the period when
resources are req[ired to be used or the first period that the use of the resources is permitted.

Govemment-mandated nonexchange transactions (such as grants and conbibutions) result when a
government at one level (such as the federal or state governrnent) provides resources to another
govemment (such as the Municipality), and the provider government requires the recipient
govemment to use those resources for a specific pu4)ose or purposes established in the provider's
enabling legislation. Lr these tlpe of transactions, receivables and revenues are generally recorded as
follows:

o For reimbursenent-tjpe (commonly known as "expenditure-driven awards'), receivables and
revenues are recorded when all eligibility requirements imposed by the provider have been
met. The Municipality must expend resources on the specific purpose or project before the
provider reimburses any amounts. Revenue is, therefore, generally recognized as qualifuing
reimbursable expenditures are incurred.
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SUMMARY OF SIGNIFICA}IT ACCOUNTING POLICIES, CONTINUED

d) Measurement Focus and Basis ofAccounting, continued 
.

o For other types of gmnts (mainly grants and contribufions with purpose restrictions but with
no time requirements), receivables and revenues are recorded when all applicable eligibility
requirements are met. When the provider is a govemment (including the govemment of the
United States of America) the applicable recognition period for both, the provider and the
recipient, is the provider's fiscal year and begins or the first day of that year.

Voluntary nonexchange transactions (such as donations and certain grants and entitlements) result
from legislative or contractual agreements, other than exchanges, entered into willingly by two or
more parties. In these 6pes of transactions, receilables and revenues are generally accounted for in
the same manner as golrmment-mandated nonexchange tansactions discussed above.

Receipts of any O?e of revenue sources collected in advance for use in the following period are
recorded as deferred rerenues.

Events that are neither exchange nor nonexchange transactions are recorded when it is probable that a
loss has been incurred and the amount ofloss is reasonab$ estimable.

The measurement focus and the basis of accounting used in the accompanying GWFS differ
significantly from the measurement focus and basis of accounting used in ihe preparation of the
accompanying GFFS. Therefore, the accompanying GFFS include reconciliations to better identiry
the relationship between the GWFS and the GFFS.

Governmental firnd financial statements - The accompanying GFFS are reported using the current
financial resowces measurement focus and the modified accrual basis of accounting. Revenues are
generally recognized as soon as they are both measurable and available. Revenues are generally
considered to be available when they are collectible within the current year or soon enough thereafter
to pay liabilities of the current year. For this purpose, the Municipality considers most revenues to be
available if collected within 90 days after June 30, 2010, except for property taxes for which the
availability period is 60 days. Revenue sources not meeting this availability criterion or collected in
advance are recorded as deferred revenues at June 30, 2010. The principal revenue sources
considered susceptible to accrual include property taxes, municipal license taxes, intergovemmental
grants and contributions and interest income. These principal revenue sources meet both
measurability and availability criteria in the accompanying GFFS, except for amounts recorded as

deferred rerenues.

In a manner similar to the GWFS, but subject to and limited by the availability criteria discuss€d
above, all revenues, expenses, gains, losses, assets and liabilities resulting from exchange and

exchangeJike transacfions are also generally recorded when the exchange takes place. Accordingly,
fees for licenses and permits, charges for services and miscellaneous revenues are recorded as

revenues when collected because they are generally not measurable until actually received.
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SI]MMARY OF SIGNIFICANT ACCOUNTING POLICIES, CONTINIJED

d) Measurement Focus and Basis of Accounting, continued

All revenues, expenses, gains, losses and assets resulting from nonexchange transactions are recorded
in a similar manner to the GWFS, using the previously discussed criteria set forth by GASB No. 33

for nonexchange transactions, but subject to and limited by the availability criteria discussed above.
Accordingly, municipal license tax receilables and revenues are generally recorded when the
rmdedying exchange has occurred. Property tax receivables are also generally recorded in the period
when an enforceable legal claim has arisen while property tax revenues (net of amounts considered
not collectible) are also generally recorded in the period when resources are required to be used or the
frst period that the use of the resources is permitted. Receivables and revenues from reimbursement-
t)?e grants, contributions, donations and entitlements are also genemlly recorded as qualifring
reimbursable expenditures are incurred, while receilables and revenues ftom other types of grants are
recorded when all eligibility requirements imposed by the provider hare been met.

Interest income is recorded when eamed only if collected within 90 days after year-end since these

would be considered both measurable and available.

Expendinres and related liabilities are generally recorded in the accompanying govemmental firnd
financial statements in the accounting period in which the liability is incurred, as under the accrual
basis of accounting, but only to the extent that they are normally expected to be liquidated with
expendable financial resources.

Modifications to the accrualbasis of accounting include:

. Employees' accumulated vacation, sick leave and compensatory time (conpensated absences) is
recorded as expenditure when conzumed. The amount of the unpaid compensated absences has

been reported only in the accornpanying statements of net assets.

. Principal and interest on bonds and notes payable are recorded when they mature (when payment
is due), except for principal and interest due in July I of the following fiscal year, which are
recorded when resources are available in the debt service ftrnd (generally June 30).

. Obligations under capital leases, amounts subject to claims and judgments under litigation and

other long-terrn obligations are recorded cnly when they mature (when payment is due).

Liabilities outside the bounds ofthese exceptions or modifications are reported as govemmental fund
liabilities when incurred (including salaries, professional services, supplies, utilities, etc-) since these

liabilities normally are paid in a timely manner and in full ftom current financial resources.

The measurement focus of the GFFS is on decreases in net financial resources (expenditures) rather
than expenses. Most expenditures are measurable and are recorded when the related governmental
fund liability is incurred. Allocation of costs, such as depreciation and amortization, are recorded in
the accompanying statement ofactivities, but are not recaded in the acoompanying GFFS.

Under current standards all general capital assets and the unmatmed long-term liabilities (determined
using the modified accrual basis of accounting) are incorporated into the accompanying statement of
net assets.
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SUMMARY OF SIGNtr'ICANT ACCOTJNTING POLICIES, CONTINUED

e) Unrestricted and Restricted Deposits

The Municipality's deposits are composed of cash on hand, demand deposits and cash equivalents in:
(l) commercial banls, (2) the Govemment Development Bank for Puerro Rico (GDB), a
govemmental bank and a major component unit of the Commonwealth, who is statutorily designated
as fiscal agent of the Municipality, and (3) the Municipal Revenue Collection Center (CRM, by its
Spanish acronlm.s), a govemmental entity responsible for the imposition and collection of property
taxes on behalf of all municipalities of Puerto Rico.

The Municipality follows the practice of pooling cash. The balance in the pooled cash account is
available to meet current operating requirements. Under ihe laws and regulations of the
Commonwealth, public funds deposited by the Municipality in commercial banks must be fully
collateralized for the amounts deposited in excess of the federal depository insurance generally
provided by the Federal Deposits Insurance Corporation (FDIC). All securities pledged as collateral
are held bythe Secretary of the Treasury of the Commonwealth, in the Municipality's name.

Restricted assets include cash and cash equivalents in GDB and CRIM. These cash balances are
classified as restricted assets since its use is limited for the specified purposes discussed below, which
are established by applicable agreements or required by law.

Restricted cash with fiscal agent in the general and debt service funds represent property tax
collections which are retained and restricted for the payment of the Municipality's debt service, as
established by law. Reshicted cash in fiscal agent in other govemmental funds consists of unspent
proceeds of bonds and notes, and the balance of interest and noninterest bearing accounts which are
restricted for: (1) the acquisition, construction or improvement of major capital assets and the
operations of federal ad state funded programs.

l) Unrestricted and Restrbted Accounts Receivable

ln the accompanying GWFS, receilables consist of all revenues eamed but not collected at June 30,
2010. Major receilable balances for the govemmental activities include property taxes and
intergovemmental receivables.

Restricted tax receivables in the debt service fund consist of uncollected property taxes, which are
restricted for the payment of the Municipality's debt service, as established by law.

Intergovemmental receivables are composed of amounts owed to the Municipality for reimbursement
of expenditures incurred pursuant to federal and state funded programs (recorded in the general fund,
special revenue funds and capital project funds).

These accounts receirables are stated net of estimated allowances for uncollectible accounts, which
are determined, based upon past collection experience, historical trends, current economic conditions
and the periodic aging ofaccounts receirable.
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SUMMARY OT SIGNIT'ICANT ACCOT]NTING POLICIES, CONTINUEI)

fl Unrestricted and Restricted Accounts Receivablq continued

Activities among funds that are representati\E of lending/borrowing arrangements outstanding at the
end of the fiscal year are referred to as either "due tolfrom other funds" (i.e. the current portion of
interfrrnd loans) or "advances to/from other funds" (i.e., the non-current portion of interfund loans).
All other outstanding balances between fimds are reported as "due to/from other funds." Advances
between funds, as reported in the GFFS, are offset by a fund balance resen€ account in applicable
governmental funds to indicate that they are not available for appropriation and arc not expenclable
available financial resources.

Inventories

The Municipality purchases gasoline, oil and other expendable supplies held for consumption. The
cost of those purchases is recorded as expenditure when incurred in the appropriate fund but the year-
end inventory is not recorded in the Statement of Net Assets, as management believes is not
significant.

Defened Charges

Deferred charges capitalized in the acconrpanying statement of net assets consist of bond issuance
costs, net of accumulated amortization. Deferred charges are amortized over the terrn of the related
debt using the straight-line method. In the GFFS, bond issuance costs are recognized in the current
period as expenditures, whefter or not withheld from the actual debt proceds received.

Capital Assets

Capital assets used in governmental activities include land and land improvements, buildings,
structures and building improvements, machinery and equipmen! furniture and fxtures, licensed
vehicles, construction in progress, and infrastructure. These assets are capitalized and reported in the
accompanying statement of net assets. Infrastructure assets are generally stationary in nature and
include roads, bridges, streets and sidewalks, drainqe systems and other similar assets.

The Municipality defines capital assets as assets u.ith an individual cost of $500 or more at the date of
acquisition or construction, and with usefi lives extending beyond one year. All assets with
individual costs under $500 or with useful lives not exceeding one year, are charged directly to
expense in the accompanying statement of activities. Lr the govemmental funds, all capital assets are
recorded as expenditures.

In the statement of net assets, all capital assets are recorded at cost or estimated historical cost if
actual cost was unavailable, except for donated capital assets, which are recorded at their estimated
fair value at the date of donation. Estimated historical costs based on deflated current costs were used
to value a significant portion ofthe infrastructure and certain land, buildings, stuctures and building
improvements constructed or acquired prior to June 30, 2002. The method to deflate the current costs
using an approximate price index was used only in the case of certain items for which their historical
cost documentation was not available. Actual historical costs were used to value the infrastructure,
land, building, structures, building improvements, construction in progress, machinery and equipment
and licensed vehicles constructed or acquired during or after the par ended June 30, 2003.
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SUMMARY OF SIGNII'ICANT ACCOT]NTING POLICIES, CONTINUEI)

i) Capital Assets, continued

Major outlays for capital assets and improvements are capitalized in the statement of net assets as

projects are consfucted. The costs of normal maintenance and repairs that do not add value to the
asset or materially extend capital asset lives are not capitalized.

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

which is depreciated over the shorter of its estimated useful life or the lease term. The estimated
useful lives of major capital asset categories are:

Years

Innd improvements

Buildings, structures andbuilding improvements

Infrastructure

Licensed vehicles

Machinery and equipment, excluding those

held under capital leases

20

30 to 50

20 to 50

8

5to20

Depreciation and amortization expense on capital assets are recorded as direct expenses of the

function/program specifically identified with the asset. Depreciation and amortization of
infiasfructure is not allocated to various functions/programs but reported as direct expenses of the

urban and economic development function.

j) Defened Revenues

The Municipality reports deferred revenue on its GFFS and GWFS. In the GFFS, deferred revenue
arises when:

o Potential revenue does not meet both the "measurable" and "available" criteria for revenue

recognition in the current period. As previously discussed, available is defined as due (or past

due) at June 30, and collected within 90 days (60 days for property taxes) thereafter to pay

obligations due at June 30, or;

. The Municipality receives revenues before allowable expenditure are incurred. ln subsequent
periods, when tle revenue recognition criterion is met, the liability for deferred revenue is

removed and revenue is recognized.

Deferred revenues at the govemment-wide level arise only when the Municipality receives tesources

before allowable expanditure are incurred
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SIJMMARY OF SIGNIFICANT ACCOT'NTING POLICIES, CONTINTIED

k) Compensded Absences

The Municipality's employees accumulate vacation, sick leave and compensatory time based on
continuous service. Compensated absences are recorded as a liability if(l)are earned on the basis of
services already performed by employees, (2) it is probable that will be paid (in the form ofpaid time
ofl cash payments at termination or retirement, or some other means) and (3) are not contingent on a
specific erent (such as illness).

The compensated absences are accumulated on the basis of ZYz days per month of vacation and 1%

dals per month of sick pay and compensatory time up to a maximum of 60 days of vacations and 90
days of sick leave. Upon separation from employment the accumulated vacations are liquidated up to
the maximum number of da1s. Accumulated sick leave, which is accrued based on all vesting
amounts for which pa),rnent is probable, is liquidated to employees with 10 years or more service up
to the maximum number of days.

The accrual of compensated absences includes estimated palrnents that are related to payroll. The
entire compensated absence liability is reported on the govemment-wide financial statements. For
govemmental fund financial statements, the current portion of unpaid compensated absences is the
amount that is normally expected to be paid using expendable available filancial resources. The non-
current portion of the liability is not reported.

l) Long-term Debt

The long-term liabilities reported in the accompanying statements of net assets include the
Municipality's bonds, notes, obligation under capital leases, compensated absences and legal claims
and judgments.

All long-term debt to be repaid from governmental resources is reported as liabilities in the
accompanying statement ofnet assets. Principal and interest payments on bonds due in July I ofthe
following fiscal year, are recorded as fund liabilities in the GFFS when resources are available in the
debt service fund (generally at June 30). In the GFFS, the face amount of debt issued is reported as

other financing souroes when issued.

In the GWFS debt issuance costs are reported as deferred charges and are amortized under the
straightJine method over the life of the debt while in the GFFS such costs are recognized as

expenditures during the current period.

m) Leases

The Municipality classifies its lease agreements either as operating or capital leases. Capital lease

agreements are non-cancelable and involve, substance over form, the transfer of substantially all
benefits and risks inherent in the ownership of the leased property, while operating leases do not
involve such transfer. Accordingly, a capital lease involves the recording of an asset and a related
lease liability at the inception of the lease. According to GAAP, the Municipality classifies a lease

agreement as a capital lease if at its inception the lease meets one or more of the following four
criteria:
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1. SI'MMARY OF SIGITIFICANT ACCOTAITING POLICIES, CONTINT]ED

m) Leases, continued

. By the end of the lease terrg ownership of the leased propefiy is transferred to the Municipality.
o The lease agreement contains a bargain grchase option.
o The lease term is substantially eqttal (75Yo or more) to the estimated useful life of the leased

pIoPerty.
o At the inception of the lease, the present value of the minimum lease payments, with certain

adjustuents, is 90% or more of the fair value ofthe leasedproperty.

Although the Municipality is prevented legally from entering into obligations extending beyond the

current year budget, most capital lease agreements entered by the Municipality contain fiscal firnding
clauses or a cancellation clause that makes the continuation of the agreements subject to future

appropriations. Leases that meet at least one of the aforementioned four criteria and have fiscal
funding or cancellation clauses have been recorded as capital leases in the accompanying GWFS,

since the likelihood of invoking the provision is considered to be remote. The Municipality's lease

agreements do not include contingent rental pa)rnents nor escalation clauses.

In the GWFS, the obligation under capital leases is recor&d at the lesser of the estimated fair value of
the leased property or the present value of the min'imum lease paynents, excluding any portion
representing executory costs and profit thereon to be paid by the lessor. A portion of each minimum
lease payment is allocated to interest expense and the balance is applied to reduce the lease liability
using the effectir,e interest method.

In the GFFS, the net present value ofthe minimum lease payments at the inception ofthe capital lease

is recorded simultaneously as (1) expenditure and (2) other fmancing source. Minimum lease

payments are recorded as eryenditures in the GFFS.

n) Accounting for Pensian Cosls

The Cornmonwealth of Puerto fuco is considered to be the sponsor of the Employees' Retirement

System of the Govemment of Puerto Rico and its Instrumentalities (ERS) and System 2000, the two
retirement systems in which the employees of the Municipality participate. Accordingly, the

Municipality is considered a participant and not a sponsor of these retirement systems since tlle

majority of the participants in the aforementioned pension trust funds are part of the financial
reporting entity of the Commonwealth. Accordingly, no portion of the net pension obligation (NPO)

relared to ERS has been allocated to the Municipality in the accompanying basic financial statements.

The basic financial statements of the Corrmonwealth account for the total amount of the net Pension
obligation ofERS, including any amount that may be allocated to the Municipality'

The Municipality accounts for pension costs from the standpoint of a participant in a multiple-
employer cost-sharing plan. Aecodingly, pension costs recognized in the accompanying basic

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

ROMAN TORO & CO., CSP Cenified Public Accotntants and Business Consultan r --
PO BOX 3043 YAUCT PR 00695-3043 ' IEL. (757) 8s6-6220 FAX: OS7) 556-6233 31



ConduoNwEArrE o[' PUERTo Rrco
MUNICPALnY oF GUANICAg PIJERTO RICO

Notes to Basic Financial Statements
June 30, 2010

SIiMMARY OF SIGNIFICANT ACCOIJNIING POLICIES, CONTINUEI)

o) Risk Management

The Municipality carries cornmercial insurance covering casualty, theft, tort claims and other losses.

Insurance policies are negotiated by the Puerto Rico Treasury Deparhnent (the Treasury Departolent)
on behalf of all municipalities of Puerto Rico. The Treasury Department pays the insurance premiums
on behalf of the Municipality and then is reimbursed each year through monthly equal payments

deducted from the Municipality's gross property tax collections made by CRIM.

The Municipality caries insurance coverage for deadr and bodily injuries caused by automobile
accidents. This insurance is obtained through the Automobile Accidents Compensation
Administration ('ACAA", by its Spanish acronlm.), a discretely component unit of the
Commonwealth- This insurance is compulsory for all licensed vehicles used on public roads and

highways in Puerto Rico. The annual premium is $35 per licensed motor vehicle, which is paid
direcdy to ACAA.

The Municipality obtains workers' compensation insurance coverage through the State Insurance
Fund Corporation ("FSE" by its Spanish acronym), a component unit of the Commonwealth. This
insurance covers workers against injuries, disability or death because of work or employment-related
accidents, or because of illness suffered as a consequence of their employment. Workers'
compensation insurance premiums are also paid through monthly deductions made by CRIM from the
Municipality's gross propertytax collections.

The Municipality obtains unemploym.ent compensation, non-occupational disability, and drivers'
insurance coverage for its employees through various insurance progams administered by the
Commonwealth's Departuent of Labor and Human Resources (DOL). These insurance programs
cover workers against unemployment and provide supplementary insurance coverage for temporary
disability, or death because of work or eryloym.ent-related accidents, or becaus of illness suffered as

a consequence of their employment. Unemployment compensation, non-occupational disability and

drivers' insurance premiums are paid directlyto DOL on a quarterly basis.

The Municipality also obtains medical insurance coverage for its employees. The current insurance
policies have not been canceled or terminated at June 30, 2010. In the past three years, the
Municipality has not settled claims that exceeded insurmce coverage.

p) Reservations of Fund Balances

Resenations of fund balances represent portions of fund balances that are legally segregated for
specific future uses or are not appropriated for expenditure. The Municipality has the following types

of reseryations of fund balarpes:

o Encumbrances Represent future expendihrres under purchase orders, cotrhacts and other
commitrnents. These committed amounts represent reservations of unexpired appropriations and
generally will become liabilities in future periods as the goods or services are receirrcd.

. Capital Project - Rq)resent the resen"ation of amounts to be used for firture expenditures for
capital projecs under contracts and other commiments- These committed amounts generally
will become liabilities in future periods as the projects are conpleted.

. Debt Semice - Represent fund balances available to finance fuhrre ddt service payments.
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1. SI]MMARY OF SIGNIFICANT ACCOT]NTING POLICIES, CONTINUEI)

p) Reservations o;f Fund Balances, continued

o Other SpeciJied Purposes - Represent resorrces set aside for use in federal and state grant
programs accounted for in the special rerrcnue funds.

q) Interfund Activities

Permanent reallocations of resources among the Municipality's firnds are classified as interfund
transfers. The Municipality has the following t,?es of activities recorded among funds in the
accompanying GFFS:

. Operating Transfers - Represent legally required transfers that are reported when incurred as

"operating Eansfersin" by the recipient fund and as "operating aansfer-out" by the disbursing
fund.

c Intra-entiy Aca'vr:tlss - Represent transfers among funds that are reported as interfimd transfers
with receivables and payables presented as armunts due to and due from other funds.

. Advances - Represent amounts advanced among funds, which are not considered to be currently
available fi nancial resources.

In the GFFS, interfirnd activity has not been eliminated, as pemitted by GAAP.

r) Use of Estimates

The preparation of the accompanying basic financial statements in conformity with GAAP requires
management to make significant estimates and assumptions that affect the reported amounts of assets

and liabilities and the disclosure of contingent assets and liabilities at the date of the basic financial
statements, and the reported amounts of revenue and expenses during the reporting period. Actual
results could differ from those estimates.
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1. SUMMARY OF SIGNIFICANT ACCOI]NTING POLICIES, CONTINT'EI)

s) Futurc Adoption ofAccounrtng Pronouncemenls

The GASB has issued rhe following statements, which the Municipality has not yet adopted:

AdoPtion
Statement Required in
Number Statement Name Fiscal Year

54 Fund balance Reporting and Governmental Fund Type
Definitions Jme 30' 2011

57 OPEB Measurement an Agent Employer and Agent
MultiPle Plans June 30, 2012

59 Financial Instuments Omnibus June 30, 2011

The impact ofthese statements on the Mmicipality's financial statement has not yet been determined-
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2. CUSTODIAL CREDIT RISK - DEPOSITS

Custodial credit risk is the risk that in the event ofa bank failure, the govemment's deposits may not be

retumed to it. The Municipality maintains cash deposits in commercial aod governmental banks located in
Puerto Rico.

Under Conunonwealth of Puerto fuco statutes, public funds deposited in conunercial banks must be fully
collateralized for the amount deposited in excess of federal deposit insurance. All securities pledged as

collateral by the Muoicipality are held by the Secretary of Treasury of Puerto Rico in the Municipality's
name. At year end the Municipality's bank balance in cornmercial banks amounts to $2,668,001.
Deposis in governmental banks (all of which are uninsured and uncollaterized are exposed to custodial
risk.

3. DUE FROM (IO) GOVERNMENTAL ENTITIES

A Amounts due from governmental entities as offune 30, 2010 follows:

Commonweahh
Govemment

Municipal Revenue Collection Center (CRIM) - property
taxes (debt service fimd)

Office of Corrmissioner of Municipal Alfairs - CDBG
US Deparhent of Housing and Urban Development -

Section 8
US Department of Comrnerce - EDA
State legislative Resolution
GDB
Puerto Rico Police Departnent - Public Order Code

Others

s8,143

1.205

$9348
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3. DI'E FROM CTO) GO\'ER}IMENTAL ENTITIES, CONTINUED

B. Amounts due to other agencies as ofJune 30, 2010 follows:

Commonwealth
Entities

Puerto Rico - Land Authority
Puerto Rico Aqueduct and Sewer Authority (PRASA)
Puerto Rico Telephone Company
Puerto fuco Treasury Departrent
Puerto Rico Employee Retirement System

Administration
Puerto Rico Industrial Development Corporation

(PRIDCO)
Unemployment
FEMA
Other entities
Social Security Administration

s 229,s62
118,064
72,397

534,448

135,195

211,084
36,582

853,203
185,168
62.791

$2.438.494

4. INTERTUI\DTRANSACTIONS

a. Due from/to other funds:

Amounts due from/to other funds represent temporary advances to other funds for payroll and payroll
taxes expenditures and to record the overdrawn ofpool cash by the general fund to other special funds as

follows:

Receivable f,'und Payable Fuud Amount

General Fund
General Fund
General Fund
General Fund
General Fund

Other govemrnental
funds -others

Major Fund - State
Legislative Joint
Resolutions

Other govemmental
Iirnds --others

Other governrnental
funds --others

Total

Major fimd- State kgislative Joint Resolutions $ 493,555

Major Fund - Sate t egislative Joint Resolutions 276,626

Capital lmprovement loan fund
Other governmental funds others
Section 8

General Fund

CDR

Other minor funds

189,537
915,182

4,258

I,352,576

167,649

5.580

$ir1@L963
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Notes to Basic Financial Statements
June 3 0, 201 0

INTERFUNDS TRANSACTIONS, CONTINI]ED

b. Operating hansfers:

Transfers between individual funds were made for operafional purposes. Transfers includes: interest
eamed on restricted cash with fiscal agents in the debt service fund and operating and capital
improvement loans in other govemmental funds which is tansferred to the general fund; principal and
interest payments of general long tenn debt transferred from the general fund to the debt service firnd;
and transfers of funds from general fund to other special funds for matching purposes or to finance
unreimbursable funds from govemmental agencies.

CAPITAL ASSETS

Capital assets and depreciation as of and for the year ended June 30,2010 is as follows:

5.

Balance ,
June 30, 2009 Increases Decreases

Balance
June j0,2010

Govertrment actiYities

Capital Assets not being depreciated:
Land
Construction in progress
Total Capital Assets not being depreciated:

Capital Assets being depreciated:
Building, Strucnues and building

improvements
IDfrastucture
Land improvements
Licensed whicles
Machinery and e quipment
Equipment under capital leases

Total Capital Assets being depreciated:

I€ss accunxulated depreciationfor:
Building, Structures and building

improvements
Infrastmctule
Land improvements
Licensed vehicles
Machinery and equipment
Equipment under capital leases

Total accurnulated depreciation

Total c4)ital assets, being depreciated, ret

Governmental activities ceital assets, net

r0,281,994
8,958,016
2,892,996
1,934,662
2,0'13,966

43.57 |
26.185.205

$ 593,684
4.614.582
5.208.266

$-
1.527.675
1.527 .67 5

120,621

747 .910

814.654

(66.744\

$r-460J11

$ s93,684
6.142.257
6.735.941

10,617,168
9,250,131
2,892,996
1,934,662
2,194,588

43.s7L
26.933.115

3 344,87
1,968,476
2,338,559
t 147,609
|,187 ,O21

38.070
10.319;77 |

16.613.344

$23.349.285

335,174
292,15

s-

3,132,642
1,710,927
2,251,s99
1,328,767
1,043,112

38.070
9.505.117

16.680.088

$2t-888311

207,395
257,549

86,960
tt8,u2
143,909

ROMAN TORO & CO., CSP Certified Public Accottttqnts qnd Busi ess Consultonts
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CONtrUONWEALTE oF PI,ERTo RIco
MUNICPALITY oT GUANICA" PUERTO RICO

Notes to Basic F.inancial Statements
June 30,2010

5. CAPITAL ASSETS, CONTINUED

Depreciation and amortization of capital assets was charge to functions/activities in the
accompanying govemment-wide statement of activities as follows:

General Government
Public Safety
Public Works
Health and Welfare
Culture and education
Health and sanitation
Urban and economic development

EDAFund
Unearned volume ofmunicipal license taxes
Federal Emergency Management Agency
Sendec
Rural Development Corporation
ADFAN
ARRA
Solid Waste Authority Fund

$ 154,339
102,033
262,034

23,306
208,461
t9,549
44.932

$814.6!4

6. DEFERREDREVENUES

The Municipality reports deferred revenue on its GFFS and GWFS as follows:

Rerenues not
availahle

Revenues received
before allowable cost

are incuned

$-
232,190

s 31,651

71,939
28,954

339,839
6,132

32,067
4.067

$5r4^@t9w2J9A

ROMAN TORO & CO., CSP Certified Public Accontants and Business Consultants
PO BOX 3043 YAUCO PR 00695-3043 . TEL. (757) 556-6220 FAX: (787) 8s6-6233 44



,lsl

q-1

1-1
-lul

,lil

-t

'l
sl
3l

:l

; .P.P
-,h 56
H () 6 =E

:E : E u€:- gg .u sE E- EF $;i d,'a € =-e ,9 6 6 10: E aa ': =
= ?rAE EF; EE gH + Et !::< EEE bb ZE E F
s E[iE 138 EE €!p3 e 0r E ;H;; d;i" ?? EiE g s

u i EAEi=;rsE=EE*eEE I ,
3 6 o-oJo-c-O J c- o- Lr- (J (,{.,

,l

-l
-n
*-l

:l

**-l
is€l
FE EI

o\o I ' I oo I
a- \o ov)oo\

icn
=!,
?,v
A'

oo a.t . o , rr oo ,
o .orl

\o- *- o^ .o-,o"
o oo \o6 .nO

o. st- -

sEqqq
--Nl -l -l6 'i.r o o \o..' rr.il ol ol

\o_ <.- o- o^ +- \o- \o- c{l al ql
..1 @OOOoo\OOrl \Ol -l..i o $t \ot -lo. F+--l ql r-l- l'l 'l

33q_6
T;
OE

O\.a I c) I I I .
a- a- o

o.

t 6\ , , r cr c{ ,
6 Oc.,o- oo- o\
c.l Fi

!!

\E
=o,6=

-l r,--ts6l rt-<f\Ool l-o.rlo
ril + d.d od<.l t\t\t\-

I

I

Iol -O/^':eF q

eEE
d;.tsCtrca^
.P *=:
E9'SR
9?Eai{ n.= .n5Et s
EBEE7 >a
6f, B
433
xno
6Zz

Ez

E

5.{c -.!!x
laE

o
.a

o
aal

o
ID

Eo
o

a.e_6
-x
FlS

l>,
>5
trJ-L.Eri9
zq
t]J

F.



CoNtrUoN WEALTE oF PrrERTo RICo
MT,NICIPAUTY oT. GUANICA, PT]ERTO RICO

Notes to Basic Financial Statements
June 30, 2010

7. LONG.TER.ITTLIABILITIES,CONTINUEI)

The Municipality's Legislature is legally authorized to determine the conkacting of debts of the

Municipality. Nevertheless, the laws and regulations ofthe Commonwealth also provide that:

. Direct obligations ofthe Municipality (evidenced principally by bonds and notes) are backed by
the full faith, credit and taxing power ofthe Ntrnicipality; and

. Direct obligations are not to be issued if the amount of the principal of, and interest on, such
bonds and uotes (and on all such bonds and notes issued thereafter) which are payable in any
fiscal year, together with any amount paid by the Municipality in the preceding fiscal year on
account of bontls or notes guarante€d by the Municipality, exceed 10 percent of the total
assessed value of the property located within the Municipality plus the balance of the ad
valorem taxes in the debt service ft.rnd, for bonds payable to be repaid with the proceeds of
property taxes restricted fordebt service.

In addition, before any new bonds or notes are issued, the revenues of the debt service fund should be
sufficient to cover the projected debt service requirement. At June 30, 2010, the Municipality is in
compliance with the debt limitation requiements.

Bonds ald notes payable and other debt outstanding at June 30, 2010 are as follows:

Bonds

$530,000 series of 2002, payable in annual installments $10,000 to 540,000 until July l,
2026, interest from 2.7%o to 5.6% 430,000

$1,310,000 series of2005, payable in annual installments of $35,000 to $105,000 until July
1, 2025, interest ffom 4.23Yo to 5.330/o 1,155,000

$335,000 series of2007, payable in anr:ual installments of $60,000 to $80,000 unfil July 1,

201 1, interest from 6.6% to 7.5%o 150,000

$710,000 series of2008, payable in annual installments of$10,000 to $60,000 until July 1,

2032, interest fiom 1Yo to 7 .5o/o 690,000

$1,125,000 series of 1995, payable in annual instalknents of $20,000 to Sl 10,000 until July
1, 2016 interest from 4.7%o to 6.63%o 600,000

$1,740,000 series of2002, payable in annual installrnents of $10,000 to $130,000 until July
1,2026, nterest from 5'yo to 6'yo 1,425,000

51,270,000 series of2008, payable in annual installments of $15,000 to $l10,000 until July
1, 2032, interest from7"/o to 7.5%o 1,255,000

ROMAN TORO & CO., CSP Cenifed Public Accountants and Business Consultants 
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CO}trUONWEALTE oF PUERTo RIco
MLt.ucIPAuTY oT GUANICA, PIJERTO RICO

Notes to Basic Financial Staternents
June 30, 2010

7. LONG-TERM LIABILITIES, CONTINUEI)

$805,000 series of2008, payable h annual installrnents of$10,000 to $70,000 until July 1,

2032, interest from 7% to 7.5Y,'

$1,210,000 series of2008, payable in arurual installments of$85,000 to $210,000 until July
1, 201 7, interest from7Yo to 7 .59:o

$145,000 series of2005, payable in annual installments of$10,000 to $20,000 until July 1,

2014, interest from s%o to 8Yo

Total bonds payable

OTHER LONG TERM LIABILITIES:

Loan for pavment of lesal settlement - On December l, 2003, the Municipality obtained
a loan from the Puerto Rico Treasury Deparfinent to pay a legal settlement related to the
Federal Civil Case No. 01-2692 (IP). The face amount of the loan was $2,000,000 at no
interest. This note has an imputed interest rate of 3.00% and was originally recorded at its
present ralue of $ I ,635,177 , rct of m unamortized discount of $364,823, at inception.

Financinq of the excess of DroDertv tax adyances over collections - On November 4,
1999 the Municipality entered into a financing agreement with the Puerto Rico Treasu4r
Department to pay a debt related to the excess of property tax advances over collections
made by the Puerto fuco Treasury Deparftnent prior to the creation of CRIM in 1993.

The Municipality entered into a financing agreement with the Puerto Rico Departrnent of
Labor for a total amount of $657,139 for unemployment benefits paid by the
Commonwealth of Puerto Rico in behalf of the Municipality. The agreement is payable in
montbly installments ofS14,637, including interest due on July 2012.

$1,061,453 note payable that represents a repa),rnent agreement with GDB and CRIM to
repay the excess of property taxes advances from fiscal years up to 2001- The repayment
agreement is payable in annual aggregate principal installments of $18,979 approximately,
plus interest rate of 6.25%o,;ntil July 1,2032.

Note palable of$187,730 represents a financing agreement with CRIM to the repayment of
catastral digitalization. The agreement is due in semester payment of $17,873 until
November 28, 201 1 at interest rate of 6010.

ROMAN TORO & CO., CSP Certified Public Accomtants (tnd Business Consultants

PO BOX 3043 YAUCO PR 00698-3043 ' TEL. (787) 8s6-6220 FAx: (787) 856-6233

795,000

1,125,000

80.000

$7J05000

st ,17 4,77 5

663,492

351,309

943,689

33,238
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CoNtrUoNwEALTH oF PUERTo Rrco
MUNICPALITY OT GUANICA, PTJERTO RICO

Notes to Basic Financial Statements

June 30,2010

7 . LONG-TERM LIABILITIES, CONTINUED

Compensated absences - Includes accrued vacations, sick leave benefits and other

benefits with similar characteristics such as compensatory time, represents the

Municipality's commitment to fund such costs ftom future operations. As of June 30,

2010, the outstanding balance amounts to $1,450,437. This amount will be repaid with
unrestricted funds.

Total

Other claims and iudsnents - Represent the final costs of legal cases paid subsequent to

June 30, 2010 and other claims outstanding as of that date. The awarded amounts will be

paid with unrestricted funds. As of June 30, 2010, the outstanding balance amounts to

$tot,o+0. 161.640

The Municipality levies an annual special tax of l -25o/. of lhe assessed value of real property. The proceeds

of this tax are required to be credited to the Debt Service Fund for payment of general obligation bonds and

notes of the Municipality. The property taxes are collected and retainedby the CRM'

The annual requirernents for the amortization ofbonds payable at June 30, 2010 are as follows:

Bonds Payable Other Liabilities

1,450,437

MJ7ff8A

Tottl P incipal Interest

Principal Interest Principal Interest Principal Interest

2011
2012
2013
2014
2015

2016-2020
2021-2025
2026-2030
2031-2035

$ 395,000
435,000
380,000
405,000
440,000

1,935,000
1,800,000
1,250,000

665.000

s7.705.000

$ 195,629
489,171
4s9,236
426,122
406,285

1,635,146
I,004,537

438,406
77.714

$5,1_2.46

$ 767,730
s60,77s
643,760
70,4t6
71,938

386,075
411,807
285,230
178.721

s3.376.452

$ 60,290
58,335
55,470
s4,037
5' 515

236,188
t80,947
106,038

16.921

$820J41

$ 1,162,730
995,77 5

t,023,760
475,416
511,938

2,321,07 5

2,211,807
1,535,230

843.721

s11_081i52

$ 25s,919
547 ,506
514,706
480,1s9
458,800

1,871,334
1,185,484

544,444
94.635

$s.9s2.9E7

ROMAN TORO & CO.,
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CoDtrUoNwEALTE oF PUERTo Rrco
MUNICPALnY oF GUANICA. PIIERTO RICO

Notes to Basic Financial Statements
June 30, 2010

8. PROPERTYTNGS

The Muaicipal Revenue Collection Center (CRIM) of the Commonwealth of Puerto Rico is responsible for
the assessment, collection and distribution of real and personal property taxes. The tax on personal property
is self-assessed by the taxpayer. The assessment is made on a retum, which must be filed with the CRM by
May I 5 of each year and is based on the current value at the date of the assessment- Real property is assessed
by the CRM. The tax is general assessed on January 1 on all taxable property located within the
Municipality and is based on the current value existing in th e year 1957 . For personal property the tax is due
with the return filed on or before May 15. Taxes on real property may be paid on two equal installnents,
July lst and January l*, following the assessment date.

The tax rates in force as ofJune 30,2010 are 8.78% for real properg (of which 8.58% is paid by the taxpayer
and .20% is reimbursed by the Puerto Rico Treasury Deparhent) and 6.58% for personal property (ofwhich
6.38% is paid by the taxpayer and .20% is reimbursed by the Puerto Rico Treasury Deparhnent). For both tax
rates 1.03o/o belongs to the Commoowealth and 7.75oh ard 5.75%, respectively, belongs to the Municipality.
Of the portion belonging to the Municipality, 6% on real property and, 4oh on persoml property represents the
Municipality's portion which is appropriated for general pu4roses and accounted in the general fund. The
remaining portion of I .7 5% on both tax rates belonging to the Municipality is restricted for debt service and
accounted in the debt service fund.

Residential real property occupied by its owner is exempt by law from property taxes on the first $15,000 of
the assessed value. For such exempted amounts, the Puerto Rico Departrnent of Treasury assumes payment
of the basic tax to the Municipality, except for residential units assessed at less than $3,500 on which a
complete exemption is granted. Revenue related to exempt property is recorded in the General Fund. The
Municipality granS a complete exenrption from personal property taxes up to an assessment value of $50,000
to retailers with annual net sales of less than $ 1$,000.

The CRIM advances funds to the Municipality based on an estimate of special governmental subsidies and
the property taxes to be levied and which are collected in subsequent periods. This distribution includes
advances ofproperty tax and amounts of municipal equalization fund from the Commonwealth govemment.
The CRM 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.
The CRM prepares a preliminary settlement not later than three months after fiscal year-end and a final
settlement not later than six mooths after fiscal year-end. If actual collections exceed the advances a
receivable from CRM is recorded. However, if advances exceed actual collections, a payable to CRIM is
recorded. The Municipality has a net palable to the CRIM of $56,138 resulting from the final setdement for
frscal year 2004-2005- The total amount is recorded as a long term debt in the government-wide statement
since will not be paid wirh expenclable available resources.

ROMAN TORO & CO., CSP Certified Public Accotntants and Business Consultants 49
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CoMuoNwEALrs oF PUERTo Rrco
MUNICIPALIIY oF GUANICA, PTJERTO RICO

Notes to Basic Financial Statements
June 30, 2010

9. SALES A]\ID USE TAX

On July 4, 2006 the Commonwealth I-egislature approved Act No. 117 ("Act I17") which amends the Puerto Rico
Intemal Revenue Code of 1994 to provide, among other things, for a sales and use tax of 5.5olo to be imposed by
the Commonwealtl Govemment. Act I 17 also authorizes each municipal govemment to impose a municipal sales

and use tax of 1.5%. This municipal sales and use tax has in general the same tax base and limitations (except for
unprocessed foods) as those provided by the Commonwealth's sales and use tax.

Section 6189 of the Puerto Rico Intemal Revenue Code of 1994, as amended autlorizes the Municipalities in
Puerto Rico to impose a sales and use tax to consumers. This tax must be imposed in conformity with the base,

exemptions and limitaticms contaircd in Subtitle BB of the Code. The municipal sales and use tax is specifically
imposed over all sales traDsactiorc of taxable items and combined transactions (as defired by the municipal
intemal regulation) taken place within municipal limits. The municipal sales and use tax is also specifically
irnposed over the purchase price for the use, storage or consumption of taxable transactioDs (as defiled by the

municipal intemal regulation) taken place within Municipal limits.

On July 29,2007 the Commonwealth trgislature approved Act No. 80 ('Act 80) which amend Act No. 117 of
fuly 4, 2006 to iryose to all the Municipalities of Puerto Rico a uniform municipal sales and use tzx of 1.5y".

Effective August 1, 2007 , |Y, of the I .5% is collected by the Municipalities and the remaining .5% of the 1.5% is

collected by the Puerto Rico Departuent of Treasury @RDT). Act 80 also provides for restrictiom on the use of
the sales tax, which is required be invested in solid waste and recycling programs, capital improvements and health

and public safety costs.

Amount collected by the PRDT (the remaining .5% of the 1.57o) is deposited in accounts or special fimds il the

Governmental Development Bank of Puerto Rico ("GDB'), subject to restrictiom imposed and distributed as

follows:

. .2%o of the.5% will be deposited in a "Ir{unicipal Development Fund'to finance costs as restricted by
the Act,

. .2Yo of the . 5% wilt be deposited in a 'Wunicipal Redemption Fund" to firance loans to Municipalities
subject to restrictiom imposed by the Act and,

r .1% of the .5% will be deposited ir a "Municipal Improvement Fund" to finance capital improvement
projects; tbese funds will be distrihred based on legislation from the Commonwealth's I-€gislature

ROMAN TORO & CO., CSP Certified Public Accotntants qnd B*i!nt: b_!:!111u_ 
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CoNflUoNwEALTE oF PUERTo Rrco
MUNICPAImY oF GUANIC,! PT]ERTO RICO

Notes to Basic Financial Statements
June 30, 2010

10. MI]MCIPAI LICENSE TAXES

The Municipality is authorized by Law No. 81 to impose and collect municipal license taxes on all trade or
business activities operated by any natural or legal person within the territorial area of Guiinica. This is a

self-assessed tax generally based on the business volume measured by gross sales. The Municipality
establishes the applicable tax rates. At June 30,2005, the municipal tax rates imposed by the Municipality
were L5Oolo for frnancing institutions and 0-50% for other tyres of taxpayers. Any taxpayers that have been
granted with partial tax exemptions under any of the incentive tax laws of the Commonwealth ultimately pay
municipal license taxes at reduced tax rates,generally between 60Yo nd 90Yo under standard rates.

Each taxpayer must asses his/her conesponding municipal license tax by declaring his/her volume of
business through a tfi retum to be filed every April 15 based on the actual volume of business generated in
the preceding calendar year. Taxpayers with a sales volume of $1 million or more must include audited
fnancial statements with their tax returns. The tax can be paid by the taxpayer in two equal installments due
on July 15 and January 15, subsequent to the frling of the declaratiol The first installment ofthe tax covers

the six-month period ended December 31, subsequent to the fi1ing date of the declaration, while the second

installment of the tax covers the six-month period ended June 30 of the subsequent calendar year. If a
taxpayer elects to pay the tax in full on the filing date of the declaration (generally April 15), a 5olo discount
is granted automatically on the total tax amount due.

Any municipal license taxes collected in advance (that is, pertaining to a fufure period) are recorded as

deferred revenues. Deferred municipal license tax revenues recorded in the accompanying GWIS and GFFS

amounted to $232,190 at June 30, 2010, which repres€nts municipal licenses collected in advance for the

taxable year 20 I 0-20 I 1 .

1I. INTERGOVERNMENTAL R.EYENUES

Intergoverrmental revenues in the General Fund are comprised ofthe following:

General Fund

Amount ofmunicipal equalization fund ad subsidy send by CRIM
Compensation in lieu of tax from the Puerto fuco Electric Power

Authority (PREPA)
Reimbursement from Commonwealth Govemment - Christmas Bonus

expenditures
State Grant from PR Health Deparment

Total general fund

Commonwealth Legislative Resolutions
Other Governmental Fund

Total

Amount

s4,233,224

1,304,5s8

146,021
1.300.242

6,984,045

349,524
t43.049

v-415,il4

ROMAN TORO & CO., CSP Certifed Public Accowtants and Business Consultanls
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ColvtruoNwEALTH oF PUERTO RICO
MT,,}uCIPALnY oF GUANICA, PIIERTO RICO

Notes to Basic Financial Statements
June 30, 2010

12. EMPLOYEES RETIREMENT SYSTEM

Descriotion of the Plan

Employees of the Municipality participate in the Employee's Retiement System of the Govemment of Puedo
Rico and its instrumentalities (ERS). The ERS is cost-sharing multiple-employer defined benefit pension plan
sponsored by the Govemment under the Act No. 447, approved on May I 5 , I 95 I , as amended. ERS covers all
regular employees of the Govemment and its instrumentalities and of certain municipalities and components

units not covered by their own retirement systems.

Participation is mandatory except for members of the Legislature, Government Secretaries, Head of Agencies
and Public Instrumentalities, Assistants to the Govemor, the Comptroller of the Puerto fuco, Gubematorial
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 benefrts depend upon age at retirement and number of years of
credited service. Benefits vest after ten years of plan participation.

Members who have attained at least 55 years ofage and have completed at least 25 years ofcreditable service
or members who have attained at least 58 years of age and have completed at least l0 years of creditable
service are entitled to an anaual benefit, payable monthly for life. The amount of the annuity shall be I .5% of
the average salary, as defined, multiplied by the number of years of creditable service up to 20 years, plus 20%

of the average salary, as defined, mulfiplied by the number of years of creditable service in excess of 20
years. In no case will the anrnrity be less than $200 per month.

Participants who have completed at least 30 years of creditable service are entitled to receive the Merit
Armuity. Participants who have not attained 55 years of age will receirre up to a maximum of 65% of the

average salary, as defined, or if they have attained 55 years of age will receile up to a maximum of 75Yo of
the average salary as defined. Disability retirement benefits are available to members for occupational
disability up to a marimum benefit of 50% of the average salary, as defrned. However, for non-occupational
disability, a member must have at least l0 years of creditable services.

The contribution requirements for both employees and employers are established by law and are not

actuarially deterrnined. Employees are required to contribtte 5-775Yo for the first $550 of monthly salary plus

8.2751'/;, for the excess of this amount, or on the altemative, 8.275% of their monthly gtoss salary. The
Municipality is required by Act No. 447 to contribute 9.275o2 of its employees' gross salaries.

Act No. I of 1990 made certain amendments applicable to new participants joining the ERS effectire April l,
1990. These changes consist principally of the establishment of contributions at 8.275yo of their monthly
gloss salary, an increase in the retircment age to 65 , a decrease in the annuity benefit to I .5yo of the average

salary, as defined, for all years of creditable services, a decrease in the maximum disability, and death

benefits annuities ftom 50,'/o to 40olo of average salar5r, as defined, and the elimination of the Merit Annuity
for participants who har,e completed 30 years of creditable services.

Law Number 305 was enacted on September 24, 1999, amended the Act Number 447 for the purpose of
establishing a new program (System 2000). System 2000 became effectire on January l, 2000. Employees
participafing in the current system (ERS) as of December 31, 1999, may elect either to stay in the defined-
benefit plan or transfer to the new program. Persons joining the govemment on or after January l, 2000, will
only be allowed to beconrc members of System 2000.

ROMAN TORO & CO., CSP Certified Public Accowtants and Business Consultants 52
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CoNtrUoNwEALTE oF PUERTo Rrco
MUNICIPALTY oT GUANICA, PUERTO RICO

Notes to Basic Financial Statements
June 30, 2010

12. EMPLOYEES RETIR-EMENT SYSTEM, continued

System 2000 is a hltrid defined contribufion plan, also known as a cash balance plan. Under this new plan
there will be a pool ofpension assets, which will be invested by the System, together with those of the current
defined-benefit plan. Benefits at retirement age will not be guaranteed by the Goverment. The amuity will
be based on a formula which assumes that each year the employees' contribution (with a minimum of 8.275%
up to a maximum of 10%) of their monthly salary, and will be invested in an account which will either: (a)
earn a fxed rate based on the two-year Constant Maturity Treasury Note or, (b) eam a rate equal to 75%o of
the return of the System's investnent portfolio (net of management fees), or (c) eam a combination of both
altematives. Participants receive periodic account statements similar to those of defined contribution plans
showing their accrued balances. Disability pensions are not being granted under System 2000. The
employers' contributions (9.275% of the employees' salary) will be used to fund the current plan.

If at time of retirement accumulated benefits amount to $10,000 or less may elect to receive a lump sum
diskibution up to the accumulated benefits. Under the new program the retirement age is reduced from 65 to
60 for those employees whojoined the current plan on or after April l, 1990.

Fundins Policy

The authority under which the funding policy and the obligations to contribute to the ERS and System 2000
by the plans' members, employers and other contributing entities (state of municipal contributions), are
established or may be amended by law.

Contribution requirements are established by law and are as follows:

Municipality
Employees:

9.275% of gross salary

Hired on or before March 31, 1990 5.775% of gross salary up to $6,600
8.275% of gross salary over $6,600

Hired on or after April 1, 1990 8.275% ofgross salary

Annual Confiibution

The Municiaplity's actual contribution for the current fiscal year, which is equal to the required contribution
follows:

Fiscal vear ended LawNo.447 Svstem 2000

2010

2009

s94.922.59 5256.0/.1.72

$58156.89 $_14&150.37

These amounts represented the I 00% of the required contribution for ye ar 2009-2010 . Additionally, changes

made in the tlpes and arnounts of benefits offered by special laws and costs of living adjustments, led to a

one-time recommended contribution to fund the retroactive adjustrnent related to the changes.

The Employee's Retirement System of the Government of Puerto fuco provides additional information of the
ERS and System 2000. They issue a publicly available financial report that includes financial statements and
required supplementary information for ERS, as a component unit of the Govemment. That report may be
obtained by writing to the Administation at PO Box 42003, Minillas Station, San Juan, PR 00940-2003.

ROMAN TORO & CO., CSP Certified Public Accowtants and Business Consultqnts
PO BOx 3043 YAUCO PR 00695-3043 . TEL. (757) 856-6220 FAx: (787) 8s6-6233 s3



CoN4uoNwEALTrr oF PUERTo Rrco
MTINICPALnY oF GUANICA, PTIERTO RICO

Notes to Basic Financial Statements
June 30, 2010

13. RISKMANAGEMENT

The Risk Management Division of the Municipality's Legal Department is responsible of assuring that
the Municipality's poperty is property insured. Annually, the Risk Management Division compiles the
information ofall pmperty owned and its respective market value. After evaluating tlis information, the
fusk Management Division submits the data regarding the Municipality's properties to the Area of
Public Insurance 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.

14. 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.

The Municipality is a defendant and/or codefendant in various lawsuits which claims for actual

drmages. Some ofthese lawsuits are covered by insurance. The Municipality's management and outside
counsels believe that is probable that any potential liability that might exist, if any, in excess of the

insurance, will not affect significantly the financial position ofthe Municipality.

15. COMMITMENTS

The Municipality of Guiinica had several outstanding or plarured construction projects as of June 30,
2010. These projects are evidenced by contractual commitrnents with contractors. The construction
projects are commitments ofthe Capital Projects' funds that amounted to approximately S886,500.

16. FUI\D DEFICITS

The Municipality has accumulated deficits in the following individual funds:

Major govemmental fund - General Fund

Non-maj or govemmental funds:
Law 52 & 82
ADFAN
Others

s(43rcr88)

$( 647,938)
( 4t,t73)
( 4s.871)

${ 134-932\

The budget project does not address the cumulative general fund deficit. The non-major governmental

fund deficits result from the accrual of expenditures without accruing intergovemmental reveoues for
reimbursement of expenditures. As requires by current standards, the Municipality recorded
intergovemmental revenues for reimbursement-based (expenditure-driven) grants on fund statements

when all applicable eligibility requirements have been met and the resources are available. These
deficits will be covered with future budgetary appropriations ofthe general fund, if necessary.

ROMAN TORO & CO., CSP Certifed Public Accomtants and Business Consultqnt" 54
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Co ,auoNwEALlE OF PUERTO RICO
MUNICPALTTY oF GUANICA. PLIERTO RICO

Notes to Basic Financial Staternents
June 30, 2010

17. ACCOT]NTING CHANGES AND RESTATEMENTS, CONTIhIUEI)

B. Governmental Wide Financial Statements

The following restatements have been made in the govemmental wide financial statements, which are

reported as an adjustuent to the beginning net assets:

De s cription

Net assets beeiming bahnce $8,480,000

To correct special fimds bahnc e 4509N

To correct firnd balance of RC's fimds (507,925)

To correct bahnce accormts lnyabb (2U,758)

Correct bahnce note payabb Puerto Rico Treasury

Deparment (338J81)

Total $u%As6

EIID OF NOTES

ROMAN TORO & CO-, CSP Certifed Public Acconiants qnd Business Consultqnts

PO BOX 3043 YAUCO PR 00698-3043 . TEL. (787) 856-6220 FAX: (787) 856-6233
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CONd\MNWDALTE OF PI]TRTO RICO
MT,NICIPALITYOF GT'AMCA

BUDGETARYCOMPARISON SCEE)T]I,E- GTI\IRAL Ft]M
YEAR II\DII' JI]I\E3o, 20 10

Budceted Artrorrrrts

Actual AEounts
Original final (Bu&et ryBasis)

$ 1,117,fi79

450,0m

324,m
691,000

70,000

57,5m

7Joo,o50
30,000

850,69

$ 1,117,079

450,000

324,m
691,000

7q000
5Z5m

7Jm,050
30,0m

850,669

$ l,l17,079

3382E9

296253

915272
74,343

63,153

6,890,491

17,59
4 Atg

Variame with
trinal Bueet

P6itirc (NeEatiE)

$-
(l llJll)
@,741)
)11'n7

4,W
5,653

(609,559)

(12,401)

(414250)

REVENI]ES:
Property tares

Mur cipal lfoense tax

Sale atrd use tax
f,iceDses, permits atrd other local tar@s

Fioes and forfeitures

Intercst
IntergovemtrEntal

Other operatiDg grants atrd cotrtributions

ReDt

Other

Totrl te\enues

D(PETIDII]RES:
Cu[eDtl

General government

Public safety

Publb worb and saritation
Culture aad recEation
Heafth aod \*€Lfue

Total e)qendtures

Excess (deficiency) ofrerenues oter ([trder)
exFIldturcs

Other firancing sotrces (uses)

Tmasfels itr

Tmnsfers out
Total oth€r fdatrcing soulres (uses)

Excess (&fici€ncy) ofreEnues and oaher fDanciDg
sdlrces orer eqtenalfures atrd o6er fiDancing

l1,090298

sJ97,s65
1,051,059

2076439
530,544

r,M6372

1054t,y79

54[,,319

(54&319)

(38,319)

I1,090298

5J30,723
9U,773

2184,018
476,5U

1,165,876

10,541919

(54&319)

(54SJt9)

10,148,898

5203,76
mlJ34

\073,sr4
454,43

9474

9,64951

525,97

m,033
(s9,513)
(511,4)

(941,4m)

,!N2
83,039

r 10,504

2.,12t
176,fi2

91q028

(22372)

m,$3
(492s4',1

(29pr)

The accoryanying notes are ar integral part ofthis requied st+plementary hformation

ROMAN TORO & CO., CSP Certified Public Accotntonts qnd Business Consultants
PO BOX 3043 YAUCO PR 00698-3043 . TEL. (787) 856-6220 FAX: (787) 856'6233



COMMON'WEALTH OF PTIERTO RICO
MI]NICIPALITY OF GUANICA" PUERTO RICO

NOTES TO REQI]IRED SI]PPLEMENTARY INTORMATION .
BI]DGETARY COMPARISON SCHTDT]LE - GEI{ERAL FT]NI)

June 30, 2010

NOTE A- BT]DGET PROCESS A}[D BI]DGETARY BASIS OF ACCOI]NTING

The Municipal budget is prepared for the General Fund following the requirements of the Autonomous
Municipal Law of 1981, as amended. It is developed utilizing elements of perforrnance-based program

budgeting and zero-based budgeting aad includes estimates of revenues and other sources for ensuing

fiscal year under laws existing at the time the budget is prepared'

Budget amendments are approved by the Municipal Legislature. Certain budget transfers within the

limitations and restrictions of the Municipal Law can be approved by the Mayor or by the Municipal
Legislahrre. The budget comparison schedule provides information about the original budget, the

amended budget and the actual results, under the budgetary basis ofaccounting.

The budgetary basis of accounting is different from GAAP. Revenues are generally recorded when cash

is received and expenditures are generally recorded when the related expenditure is incurred or
encumbered- The encumbrances (that is, purchase orders, contracts) are considered expenditures when a

commitment is made. On a GAAP basis, encumbrances outstanding at year end are reported in the

governmental funtts statements as a resenzation of fund balance since they do not constitute expenditures

or liabilities wfule on a budgetary basis encumbrances are recorded as expenditures of current year-

Encumbrance appropriafions lapse one year after the end ofthe fiscal year. Unencumbered appropriations

are lapsed at year end. The legal level of budgetary control (the level at which expenditures may not
legally exceed appropriatiom) is at the function level.

The presentation ofthe budgetary data excludes other al4xopriations such as capital projects, debt service

and special revenue funds because projects are funded on a multi-year nature, generally requiring several

years to complete or effective budgetary control is altematively achieved through general obligation bond

indentures and legal and contractual grant agreerEnt provisions.

NOTE B _ BUDGET TO GAAP RECONCILIATION

The accompanying budgetary comparison schedule presents comparisons ofthe original and frnal legally

adopted budget with actual data on a budgetary basis. Since accor:nting principles applied for the

purposes of developing data on a budgetary basis differ significantly from those used to present

accounting principles generally accepted in the United States, the following budget to GAAP

reconciliation is presented:

ROMAN TORO & CO., CSP Certifed Public Accowtants and Business Consultants

PO Box 3043 YAUOO PR 00698-304i ' TEL. (787) 856-6220 FAX: (787) 856-6233
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COMMON}VEALTH OF PTJERTO RICO
MI]MCIPALITY OF GUAIIICA5 PT]ERTO RICO

NOTES TO REQT]IRED SUPPLEMENTARY INFORMATION -
BT]DGETARY COMPARISON SCEE,DIJLE . GEIIERAL FT]I\D

June 30, 2010

NOTE B - BLIDGET TO GAAP RECONCILIATION - Continued

Excess (deficiency) of revenues and other financing sources over expenditures
and other financing (uses) @udgefary basis):

Budget to GAAP differences:

Entity differences:

Non-budgeted firnds recorded as revenues for financial reporting purposes:

$( s1,s93)

848,484
357,5t2
33.240 t,239,236

Revenue from PIM
Revenue from CDT
Revenue from Traffic Commission

Non-budget funds recorded as expenditures for financial reporting:
Expenses CDT 732,002
Accounts payable prior year 226.802 (958,804)

Basis of accounting differences:
Prior year e,ncumbrances recorded as expenditures for financial (201.885)

reporting purposes

Net change in frind balance (GAAP Basis): $ 26-954

ROMAN TORO & CO., CSP Certifi.ed Public Accos ants ( d Business Consultants

PO BOX 3043 YAUCO PR 00698-3043 ' TEL. (787) 856-6220 FAX: (787) 856-6233
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COMMOITIVYEALTH OF PIIERTO RICO
MUMCIPALITY OF GUA}IICA

SCMDULE OF E)CENDITURES OF FEDERAL AWARDS
FISCAL YEAR ENDED JI]NE 30, 2O1O

Federal Grantor/Pass-Through
Grantor/Pmgram Tifle

Pass-Through
Federal Entity
CIDA Identifying Federal

Number Number Exp€nditures
(Note B) (Note C) (Note A)

U.S. Department of Aqriculhre
Passed through the P.R. Deparment of Education:

Child and Adult Care Food Program 10.558 N/AV $ 12.788

U.S. DeDartment of Commerce
Direct Program:

Grant for Public Works and Economic Development 11.300 N/A 5.549

U.S. Department of Ilousins and Urban Development
Passed through the Office of Commissioner of Municipal
Affairs:

Community Development Block Grant - State's Program 14.228 AF - 25 878,598

Direct Program:
Section 8 Housing Choice Vouchers 14.871 N/A 269.838

Total U.S. Departnent ofHousing and Urban
Development

U.S. Department of lfealth and Euman Services
Passed through the P.R. Deparment of Family - Families
and Children Administration:

Child Care and Development Block Grant 93.575 2003-030 87.498

Total Expenditures of Federal Awards $l'2?l2l7

The accompanying notes are an integral part ofthis schedule.

ROMAN TORO & CO., CSP Certifed Public Accoriants and Business Consultants

POBOX3043 YAUCO PR 0069&3043 ' TEL. (787) 856-6220 FAX:087) 856-6233

60



COMMONWEALTH OF PUERTO RICO
MUNICIPALITY OF GUAIIICA

NOTES TO SCHEDT]LE OF EXPEIIDITT]RES OF FEDERAL AWARDS

June 30, 2010

NOTE A- BASIS OF PRESENTATION

The accompanying schedule of expenditures of federal awards includes the federal grant activity of
the Municipality and is presented on the modified accrual basis of accounting. Expenditures are
recognized when the related liability is incuned. The information in this schedule is presented in
accordance with the requirements of OMB Circular A-133, "Audits of States, Local Govemments
and Nonprofit Organizations". Therefore, some amoults presented in this schedule may differ from
the amounts presented in, or used in the preparation of, the basic financial statements.

NOTE B - FEDERAL CFDA NUMBER

The Catalog of Federal Domestic Assistance (CFDA) Number is a program identification number.
The fust two digits identifi the federal department or agency that administers the program and the
last tbree numbers are assigned by numerical sequence.

NOTE C - PASSTHROUGH ENTITY IDENTIF"TING NT]MBER

State or local govemment rcdistributions of federal awards to the Municipality, known as "pass
tlrough awards", should be treated by the Municipality as though they were received directly from
the federal govemment. OMB Circular 4-133 requires the schedule to include the name of the pass-
through entity and the identifuing number assiped by the pass-through entity for the federal awards

received as a subrecipient. Numbers identified as N/A are not applicable and numbers identified as

N/AV are not available.

NOTE D _ RECONCILIATION OF E)PENDITI,'RES PRESENTED IN THE SCHTDT]LE
OF EXPEIYDITT]RES OF FEDERAL AWARDS TO THE EXPEI{DITT]RES PRESENTEI)
IN TIIT'- BASIC FINANCIAL STATEMENTS

Description

Section 8 - Rental Other
EousingChoice Governmental

Vouchers Funds TotaI

14.871
10.558
11.300
t4.228
93.s75

Total federal awards expenditures

Total non-federal awards expenditures

Total expenditures, fund statements

$269,838 $

269,838

12,788
5,549

878,598
87.498

984,433

64s.464

$L629-897

$ 269,838
12,788
5,549

878,598
87.498

1,254,27t

645.464

$L899J35$269.838

ROMAN TORO & CO., CSP Cefiifred Publi-c Accot tants and Business Consulta ts
PO BOX 3043 YAUCO PR 00698-3043 . IDL. (787) 856-6220 FAX: (787) 856-6233
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REPORT ON INTERNAL CONTROL OVERFINANCIAL REPORTINGAND ON
COMPLIANCE AI\[D OTIIER MATTERS BASED ON AN AT]DITOF FINANCIAL

STATEMENTS PERFORMED IN ACCORDANCE WITH
G OW RNMENT A AD I TIN G S TANDARD S

Honorable Mayor and Members of the
Municipal Assembly
Municipality of GuAnica, Puerto Rico

We. have audited the financial statements of the govemmental activities, each major fund, and the

aggregate remaining fund information of Municipality of Gurinica, Puerto Rico, as of and for the

year ended June 30, 2010, which collectively comprise the Municipality of Gu6nica, Puerto Rico's

tasic financial statements and have issued our report thereon dated January 20, 2011. 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 ln Governmmt Auditing Snndards, issted

by the Comptroller General of the United States.

Internal Control Over Financial Reportins

In planning and performing our audit, we considered Municipality of Gu6nica, Puerto Rico's internal

control over financial reporting as a basis for desiqning our auditing procedures for the purpose of
expressing our opinions on the financial statements, but not for the purpose ofexpres5ing an opinion

oo th" 
"ffoti.t "*ss 

of tle Municipality of Gu6nica, Puerto Rico's internal control over fi.nancial

reporting. Accordingly, we do not express an opinion on the effectiveness of the Municipality of
Gurinica, Puerto fuco's intemal control over financial reportinC.

A deficiency in intemal control exists when the design or operation of a control does not allow

management or employees, in the normal course of performing their assiped functions, to prevent,

or deiect and correct misstatements on a timely basis. A material weakness is a deficiency, or a
combination of deficiencies, in intemal control such that there is a reasonable possibility that a

material misstatement of the entity's filancial statements will not be prevented, or detected and

corrected on a timely basis.

Our consideration of intemal conrol over furancial reporting was for the limited purpose described in
the first paragraph of this section and was not designed to identiff all deficiencies in intemal control

over financial reporting tlat might be deficiencies, significant deficiencies, or material weaknesses.

However, we believe that finding 2010-II-1 described in the accompanying schedule of findings and

questioned costs is a material weakness. We also identified a deficiency in intemal control over

financial reporting described as item 2010-tr-2 in the accompanying schedule of findings and

questioned costs that we considered to be a significant deficiency in intemal control over financial

reporting. A signifrcant deficiency is a deficiency, or a combination of deficiencies, in intemal

"oot 
ol thut is less secure that a material weakness, yet important enough to merit attention by those

charged with govemance.



Compliance and Other Matters

As part of obtaining reasonable assurance about whether Municipality of Gurinica, Puerto Rico's
financial statements are free of material misstatement, we performed tests of its compliance with
sertain provisions of laws, regulations, contracts, and grant agreements, noncompliance with which
could have a direct and material effect on the determination of fi:rancial statements amounts.
However, providing an opinion on compliance with tlose provisions was oot an objective of our
audil and accordingly, we do not express such an opinion. The results of our tests disclosed no
instances of noncompliance or other matters that are required to be reported :or,det Goyernment
Auditing Standards.

Municipality of Guiinica, Puerto Rico's response to the findings identified in our audit is described in
the accompanying schedule of findings and questioned costs. We did not audit Municipality of
Gu6nica, Puerto Rico's response and, accordingly, we express no opinion on it.

This report is intended solely for the information and use of management, Municipal Assembly, and
federal awarding agencies and pass-tbrough entities and is not intended to be and should not be used
by anyone other than these specified parties.

.,..-.,-
_,/

ROMAN TORO &CO., CSP
LICENSE #35 - IN FORCE

Yauco, Puerto Rico
January 20, 201 I

Stamp #2496029 was affixed to
the original of this report
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REPORT ON COMPLIANCE WITH REQI]IREMENTS
APPLICABLE TO EACH M.{IOR PROGRAM AND ON INTERNAL CONTROL

OVER COMPLIANCE INACCORDANCE WTTH OMB CIRCI]LARA-l33

Honorable Mayor and Members of the
Municipal Assembly
Municipality of Guiinica, Puerto fuco

Compliance
We have audited the compliance of Municipality of Gudnica, Puerto Rico with the types of compliance
requfuements described in the U.S. Office of Management and Budget (OMB) Circular A-133

Compliance Supplement tlrart are applicable to each of its major federal programs for the year ended June

30, 2010. Municipality of Guiinica, Puerto Rico's major federal prognms are identified in the summary

of auditor's resuits section ofthe accompanying schedule of fir:dings and questioned costs. Compliance
with the requircments of laws, regulations, contracts, and grants applicable to each of its major federal
progpms is the responsibility of Municipality of Gu6nica, Puerto Rico's management. Our responsibility
is to express an opiaion on Municipality of Gu6nica, Puerto Rico's 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 Audits of
States, Local Governments, and Non-Profit Organizations. Those standards and OMB Circular A-133
require that we plan and perform the audit to obtain reasonable zissunlrlce about whether noncompliance
with the types of compliance requirements referred to above that could have a direct and material effect
on a major federal program occurred. An audit includes examining, on a test basis, evidence about

Municipality of Guiinica, Puerto Rico's 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 fot our opinion- Our audit does not provide a legal determination of Municipality of
Gu6nica, Puerto fuco's compliance with those requirements.

In our opinion, the Municipality of Guiinica complied, in all material respects, with the requirements

referred to above that are applicable to each of its major federal progrcms for the year ended June 30,

2010.

Internal Control Over Compliance

The management of Municipality of GuSnica, Puerto Rico is responsible for establishing and maintaining
effective intemal control over compliance with the requirements of laws, regulations, contracts, and
grants applicable to federal programs. In planning and performing our audit, we considered Municipality
of Guiinica, Puerto Rico's internal control over compliance with the requiremetrts that could have a direct

and material effect on a major federal prograrn in order to deterrnine our auditing procedures for the

purpose of expressing our opinion on compliance and to test and report on intemal control over

complialce in accordance with OMB Circular A-133, but not for the purpose of expressing an opinion on
the effectiveness of intemal control over compliance. Accordingly, we do not express an opinion on the

effectiveness ofMunicipality of Guanica, Puerto Rico's internal control over compliance.



Internal Control Over Compliance. continued

A deficiency in internal control over compliance exists when the design or operation of a cofltrol over
compliance does not allow management or employees, in tle normal course of perfomring their assigned
functions, to prevent, or detect and correct, noncompliance with a type of compliance requirement of a
federal program on a timely basis. A material weakness in intemal control over compliance is a
deficiency, or combination of deficiencies, in internal control over compliance, such that there is a
reasonable possibility that material noncompliance with a type of compliance requirement of a fedeml
program will not be prevented, or detected and corrected, on a timely basis.

Our consideration of intemal control over compliance was for the limited purpose described in the fust
paragraph of this section and was not designed to identiff all deficiencies in intemal control over
compliance that might be deficiencies, sisnificant deficiencies, or material weaknesses. We did not
identifu any deficiencies in iaternal control over compliance that we consider to be material weaknesses,
as defined above.

This report is intended solely for the information and use of management, Mayor, others within the entity,
Municipal Assembly, and 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. /) -T- .'r

f-t* - / 'o-
/nouaN rono & co., csP

LICENSE #35 - IN FORCE
Yauco, Puerto Rico
Iau.tary 2O,20ll

Stamp #2496030 was affixed to
the original ofthis report

ROMAN TORO & CO., CSP Certified Public Accomtants and Business Consultqnts

PO BOx 3043 vAUCo PR 00698-3043 ' TEL. (787) 8s6-6220 FAX: (787) 856-6233
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COMMON'TryEALTH OF PTIERTO RICO
MT]MCIPALITY OF GUANICA
SCM,DI]LE OFHI\DINGS AND QUESTIONED COSTS
FOR THE YEAR ENDED JT]NE 30,2O1O

SECTION I - SI]MMARY OF ATJDITORS' RESI]LTS

fxl ves

l-fl ves

Noncompliance material to financial statements noted? fl y""

Fedenl Awards

Intemal control over major programs:

fl ves

fl v""

Financid StatemeDts

Tlpe ofauditor's report issued:

Intemal contol over financial r€porting:

. SigDificant control deficiency identified?

. Material weakress (es) idertified?

. Significant conhol deficiency identified?

. Material wealoess (es) identified?

Dotlar threshold used to distinguish baween
Type A and Type B Programs:

Auditee qualified as low-risk auditee?

fXl Unqualified Opinion l--'l qouft"a opinion

l-l Adveneopinioo ! Disclaimer opinion

fl None reported

ENo
EN"

Type ofauditor's report issued on compliance for
Major Programs: E Unqualified Opinion fl qratmea Opioiott

fl A<tverse opinion I Disclaimer opinion

Any audit finding disclosed &at ae Equired to be rcported
in accordance with Section 510(a) ofcircular A-133? fl yes E No

Identification of Major Programs:

CFDA Number Name ofFederal Program or Cluster

14.228 Community Development Block Grant - State Grant

14.871 Section 8 - Rental Housing Choice Vouchers

$300,000

fl v""

I None reportea

EN"

EI No

END OF SECTION
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COMMOhIWEALTH OF PTIERTO RICO
MIJNICIPALITY O[' GUAI\IICA
SCffiDITLE OF FINDINGS AND QUESTIONED COSTS (Continued)
FOR TIIE YEAR ENDED JT]NE 30, 2O1O

SECTION II - FINA}ICIAL STATEMENTS FI}IDINGS

2010-[-1
Type offinding: Financial statement finding.
Situation: Material weakness in intemal controls.
Federal Program: N/A
Compliance Requirements: N/A
Prior-Year(s) Audit Finding(s): None.

Questioned Costs: N/A

Condition:
The Municipality's financial reporting system does not provide sufficient resources for its accounting staff and its
third-party CPA accormtant (seryice provider) to produce generally accepted accouoting principles (GAAP)-oriented
govemmental financial statements Aee of material misstatements in a timely manner. The system also lacks proper
closing and review controls in order to detect material misstatements in the firancial information used to compile the
financial statements.

The Municipality's financial reportiDg system has not beenupdated suffciently to meet the Mrmicipality's gro*th in
structue and expansiou in operatiom, or to cope with more stringent financial reporting changes in federal and local
regulations, requiring significant amount of adjusftrcnts (in terms of quantities and dollar amounts) to most records

in order to fully reconcile with the financial statements.

Context:
While the Municipality invests significant resources in terms ofpersonnel and a third-party accountant firm in order
to comply with regulatory financial reporting requirements, the financial reporting process is mostly segregated

between various automated and manual records, and the process is both inefficient and unreasonably delayed. The

Municipality depends on three basic accormting "systems": the locally-mandated OCAM system, a manual

accormting system (handwritten records and MS Office documents) used by municipal finance employees, and

manual records and documents prepared aDd accounted by a third-party CPA accounting service provider.

During this year's audit, the Muuicipality provided the financial information for the financial statments to the third-
party service provider in uncompleted form and significantly after the closing date of the fiscal year, requiring
additioml accountilg work in order to produce GAAP-compliant trial balances. The process culminated in
providing us with the unaudited fund financial statements schedules and worksheets on December 2, 2010, with the

government-wide financial statements on January 13, 2011, and more than five months after the fiscal year closing

date at June 30, 2010.

The documentation provided to us on December 2, 2010 and January 13, 201 I corsisted ofrarious excel worksheets

used to compile tbe financial statements, and contained various misstatements, including:

1.

2.

4.
5.

3.

Overstatement in cash balances
Account receivable it€ms not actualized to dre

financial staterrent date
Accout payable items not actualized to the
firancial statertrent date
Material unrecorded liabilities
Unrecorded long term debt on the
govemment-wide lerrcl.

6. Capital assets details unreconciled with

7. Misclassificationsofexpenses
8. Material misstatsments on the following

reports: a) Reconciliaticn of governmental
fund balances to net assets b) Overstated
income and expenses on the Budgetary
Comparison Schedule

9. First copy ofthe Liquidaci6n Presupuestaria
received did not include payrnents to Social
Security amounting to $677,@7

respectirrc asset balances on financial
statements.

These were detected and reported by us to the CPA service provider for correction and adjushnent.

ROMAN TORO & CO., CSP Certifed Public Accolnt(tnts (lnd Business Consultants

PO BOx 3043 YAUCO PR 00698-3043 ' TEL. (787) 856-6220 FAX: (787) 8s6-6233
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COMMOITWEALTH OF PUMTO RICO
MUIUCIPALITY OF GUANICA
SCHnDULE OF FINDINGS AND QUESTIONED COSTS (Continued)
FOR THE YEAR EIIDED JUht-E 30, 2010

SECTION tr - FINAIICIAL STATEMENTS FINDINGS (Continued)

2010-tr-1. continued

Criteria:
Law #81 of August 30, 1991, otherwise known as the Autonomous Municipalities Law, as amended,

requires in Article 8.010(a) and (b) that the Municipality must maintain a computer system and

accounting procedures designed so as to enable the Municipality to carry out their tasks, to maintain
uniform municipal accounting, provide a complete picture of the results of operations, be in accordance
with generally accepted accounting principles, and comply with the accounting standards set forth by the
Govemmental Accounting Standards Board (GASB).

Cause:
The OCAM system, designed over 15 years ago, has technological limitations when compared to
currently available resources, and has very limited technical support. The Municipality also has several

manual systems which account for different segments of the Municipality's operations. Personnel use

these systems to perform budget to actual results analysis, account for receipts and disbursements, for
decision-making, and for reports to federal and local agencies.

Mile each of these systems provide part of the necessary information to compile a full set of financial
statements, the final compilation has to be done manually by the thfud-party service provider because

neither of the systems has comprehensive self-balancing accounts ledgers encompassing all the
information of the Municipality, nor an individual process to compile at least basic fi:rancial statements

on their own. Automatic year-end closing procedures are not perfomed by the OCAM system to account

for all transactions affecting all funds in order to produce financial statements, and the Municipality's
employees only perform closing procedures for three basic areas: cash, revenues and expenditures, all
performed either in cash or limited modified-accrual basis. The closing procedures and adjustrnents in
ordei to compile a GAA}-oriented trial balances and ledgers are performed manually by the third-party
provider, with their work provided to the auditors for auditing. This process takes a significant amount of
time, due to the complexity of the Municipality's accounting organization and fund structures and the

accessibility of required analysis and documentation.

Effect:
The Municipality cannot produce GAAP-oriented financial statements, free from material misstatements,

in a timely manner for the Municipality's management; and, although the system has provided for
complying with federal and local financial reporting deadlines, there is sipificant risk involved that

future compliance with more stringent reporting requirements will not be met unless the system is

improved considerably.

Au tlitor's Reco mmenddion :
The Municipality has managed to modify its intemal control system and procedures in order to cope with
the limitations of its financial reporting system, including the addition of new personnel and the

investment of additional time by the third-party provider. Howeveq the time it takes the Municipality to
prepare its accounting systems for the third-party service provider, and the time it takes the third-sewice
provider to finally compile GAAP-financial statements, present the possibility that reports are not due in
time if this situation continues to worsen.

ROMAN TORO & CO., CSP Certified Public Accontants and Business Consultqnlt 6R
PO Box 3043 YAUCO PR 00698-3043 - rEL. (787) 856-6220 FAX: (787) 856-6233



COMMONWEALTII OF PI]ERTO RICO
MT]IICIPALITY OF GUANICA
SCEDULE OFHNDINGS AllD QIJESTIONED COSTS (Continued)
FOR THE YEAR ENDED JIJNE 30. 2OO9

SECTION II - FINANCIAL STATEMENTS FIIIDINGS (Continued)

2010-I-1. continued

Auilitor's Recommenddion (coatinued) :
The Municipality financial reporting system must be modified or changed sipificantly in order to avoid

this situation from worsening and to improve the timing of the availability of information for the

compilation and auditing of the financial statements. The Municipality should consider which resources

can be obtained to improve this situation, including changing the OCAM system to an improved and

centralized accounting system to incorporate both the automated accounting and the manual accounting in
one system, or an accounting system that can at least produce financial statements on their own in a

reasonable timeframe even if they would still require the review of a third-party service provider for
technical issues, complicated matters, and final compilation.

Views of responsible officials and corrective aclions:
We will take the auditor's recommendations to take the necessary measures that correspond-

ROMAN TORO & CO., CSP Certifed Public Accomtants and Business Corcultants 6q
PO BOX 3043 YAUCO PR 00698-3043 ' IEL. (787) 856-6220 FAX: (787) 856-6233



COMMOIIWEALTH OF PUERTO RICO
MTJNICIPALITY OF GUATIICA
SCHFDIILE OF FINDINGS AND QTIESTIONED COSTS (Continued)
FOR THE YEAR ENDED JUNE 30,2O1O

SECTION II - tr'INAI{CIAL STATEMENTS FINDINGS, continued

2010-rf-2

Type of finding: Financial statement.
Situation: Significant defi ciency Compliance of local regulations
Federal Program: Not applicable.
Compliance Requirements: Not applicable.
Prior-Year(s) Audit Finding(s): None.

Questioned Costs: Not applicable.

Condition:
The Municipality does not maintain proper recordkeeping of documentation in relation to its capital assets and
its related debt as required by local regulations.

Conturt:
During our substantive audit tests and tests ofinternal controls over the Municipality's capital assets, we found
that the Municipality does not maintain a centralized archirc ofall property records, including vendor invoices,
purchase orders, receiving reports and payment anallsis for the acquisition of property and construction in
progress, requiring extensive work in order to substantiate the items within property subsidiary ledger and its
balances. The Municipality also does not maintain documentation of the loans used to acquire or construct
municipal property, the property acquhed with such loars, and the alailable balanceofsuch loans, if any.

Citeria:
Chapter VII, Section 15(1) of the Municipal Administration Regulatory Manual of the Puerto Rico
Commissioner's Office for Municipal Affairs (OCAM) requires that all records concerning municipal property
be under the custody of the person in-charge ofproperty, under supervision of the Finance Diector.

Cause:
The Municipality's personnel has not provided copies of all property transactions documentation to the
respective employees in charge ofproperty management.

Effect:
The Municipality does not maintain a centralized archive of all property transacfions in order to readily
account for all capital asset transactions, requiring additional work in order to assure all items are accounted
for.

Auditor's Re c ommendation:
The Municipality should maintain a centralized archive of all property documentation required for the
management of property, and instruct its employees to facilitate all documents regarding the acquisition,
transfer, disposal, and any other transaction inrclving municipal property to the person in-charge ofproperty.

Wws of responsibk oflicfub and correctiye actions:
We already work with the centralizations of the files and a ystem of file.

END OF SECTION

ROMAN TORO & CO., CSP Certifed Public Accotatants qnd Business Consultants
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